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Ageing in OECD Countries
A Critical Policy Challenge

People in OECD countries are living much longer. And
because of falling fertility, there are more people in older
age-groups. Simultaneously, the way time is allocated to
work, learning, leisure and the giving and receiving of care
is changing. Taken together, these changes pose fundamental
challenges for fiscal, economic and social policies.

What are the effects of these developments on pensions,
health and long-term care. and labour and capital markets?
This publication examines these issues, assesses the fiscal
implications of maintaining the status quo, examines obstacles
to change and proposes a strategic framework to guide policy
reform. Finally, it outlines a policy development agenda to
address this challenge.

(81 96 10 1) ISBN 92-64-15318-7.
November 1996, 100pp.
FF105 €14 US$20 DM30 ¥2,200
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See Peter Hicks,
‘The Impact of Aging
on Public Policy’,
The OECD Observer,
No. 203, December 1996/
January 1997.

Income Distribution
in OECD Countries

The gap between the incomes of rich and poor households
excites social, economic and political debate. Many policy
reforms are suggested. or rejected, on the grounds that they
narrow or widen income gaps.

This study compares income distribution in OECD
countries in terms of its dispersion between households on
a standardised basis, adjusted for household size and for
international differences in real incomes. Separate
contributions of property and employment incomes and the
effects of direct taxes and cash transfers are analysed, national
studies are used to summarise trends in income distribution
over the last two decades.

(81 95 06 1) ISBN 92-64-14577-X,
October 1995, 164pp.
FF210 £26 US$42 DM60O
Income
Distribution
in
OQECD

Countries

Caring for Frail Elderly People
Policies in Evolution

The number of very elderly people in OECD countries is
growing rapidly. and the volume of resources devoted to the
care of those who are frail or disabled is rising dramatically.
How are industrialised countries adapting to this profound
social change? What are the policy responses to these
developments?

Some OECD countries implemented reforms of their
long-term care policies in the 1990s, a period of stretched
public resources. Many countries acknowledge the necessity
of reform but the debate on public priorities remains keen.

This volume examines the evolving policies and practices
throughout the OECD area and provides eight detailed studies
from Canada, Denmark, France, Japan, Spain, Sweden,
the United Kingdom and the
United States.

(81 96 06 1) ISBN 92-64-14892-2,
September 1996, 306pp.
FF325 £42 US$64 DM95

See Patrick Hennessy
and Joshua Wiener,
‘Paying for Care
for the Elderly’,
The OECD Observer, No. 201,
August/September 1996.

SOCIAL POLICY STUDIES SERIES

The Labour Market
and Older Workers

Will there be enough working-age people to support the
growing proportion of the population which is above the
standard retirement age? This question is all the more
troubling in view of the increasing number of workers below
the standard retirement age who have been leaving the labour
force. This volume discusses the labour market for older
workers in ten OECD countries: Australia, Belgium, France.
Germanv, ltaly, Japan, the Netherlands, Sweden, the United
Kingdom and the United States.

(81 95 10 1) ISBN 92-64-14585-0. December 1995, 316pp.
FF310 £40 $64 DM89

A companion volume (No. 16),
The Transition from Work to
Retirement. complements this
THE information.

LABOUR MARKET

(81 9508 1) ISBN 92-64-14555-9,

AND B August 1995, 131pp.
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FF215 £27 US$43 DM60




With the approach of the 21st century, social April/May 1997
policies are coming wnder pressure from bigh

and persistent unemployment, aging

popuilations, and the dissolution of traditional

Samily structures. What will be the tenor of

reform by the turn of the milleninm?
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A New
for Social

Donald J. Johnston, rom its beginnings, the OECD
Secretary-General of the OECD has been committed to keeping
in harmony and balance the
objectives of maximising eco-
nomic growth on the one hand
and promoting rising standards of living,
that is, social well-being, on the other. These
twin objectives flow directly from the
principle that every economic policy shoutld
have a social purpose.

In the wake of World War II, most OECD
countries witnessed a migration of workers
[from farms into the major industrial
centres where they were well equipped to
work on factory production lines. Economic
growth was generated very much by the
marriage of capital, resources and labour,
much of the latter being unskilled.

That model has been substantially altered
in recent years, with the physical com-
ponents playing an increasingly smaller
role, largely because of amazing techno-
logical progress.

Before this shift in the industrial/
manufacturing paradigm became fully
appreciated, it was understandable that

The OECD OBSERVER No. 205 Apwil May 1997 4



‘Mind Set’
Policy

public policy should be divided
conveniently into economic policy on the
one hand and social policy on the other.
And while governments and the OECD itself
maintain this division in internal
structures, it is now apparent that this
differentiation is more and more irrelevant,
as is the division between domestic and
international policies.

We have moved into knowledge-based
societies within the OECD area. This means
that comparative advantage resides more
in the flexibility and capacity of buman
capital than in the material resource base
with which so many countries are
endowed. Japan was a true pathfinder in
establishing that comparative advantage
could be ‘engineered’ through an
investment in human capital. A change in
‘mind set’ is now necessary so that each of
us see the investment in our people as being
in our own best interests, even those who
may not have children of their own.

[ conclude from this that what we have
traditionally regarded as social policy is in
substance a part of economic policy — in

Social Affairs

Jact, the most important part. Our intention

must therefore be directed to the
enhancement of human capital through
wise investment strategies in education,
health and social security. Those
investments must indeed be well focused,
and not wasteful, given the budgetary
constraints that have bedevilled most of our
economies. But there is no doubt that siuch
investments will prove to be the most
important for the future of our respective
societies.

~ o

Editorial
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Balancing Security

he difficulties faced by systems of

social protection today - the

increased numbers of elderly people,

family instability, high and persistent

unemployment - are often contrasted
with the ‘golden era’ of the three decades after
the Second World War. Social policies, it is argued,
were designed for a period when there was full
employment, when families were stable, and
where the most pressing social concern was to
ensure that elderly people could benefit from
the fruits of economic growth by using taxes to
transfer income to them from the working-age
population.

Yet the ‘golden era’ was not recognised as
such by its contemporaries. In the 1950, con-
servatives criticised the welfare state for its in-
flationary effects. Ten years later the left attacked
it for its inadequate egalitarian achievements. The
pendulum swung once again to the right in the
1970s with backlash movements against high
taxes and the adverse effects on the work ethic.
Now, as Table 1 suggests, the crisis is derived
from population aging, the decline of the nuclear
family as a social unit and high and persistent
unemployment. Not only is the pendulum in
constant motion; the malaise seems always
different. It sometimes seems that the welfare
state has always been in crisis.

It is widely claimed, though, that the current
crisis is deeper and more damaging than previ-
ous difficulties. The truth of that assertion
depends on what is meant by ‘the welfare state’.
State pension systems may well be unsustain-
able.” but that is only part of the story. Welfare
states, as a post-war construct, meant something
more than the mere sum of social programmes.
The ideal, when launched in the 1940s, was for
nation-building and social integration in the face
of totalitarian menace.’ Full employment and re-
distribution and, more generally, the dismantling
of class, ethnic or regional division, were seen
as fundamental prerequisites for stable liberal
democracy.

Mark Pearson works in the Social Policies Division, of
which Peter Scherer is Head, of the OECD Directorate
for Education, Employment, Labour and Social Affairs,

E-mail: els.contact@oecd.org

The OECD OBSERVER No. 205 April'May 1907

Mark Pearson and Peter Scherer

Today's labour-market, social, macro-economic and demo-
graphic realities look starkly different from those prevailing
when the welfare state was constructed.’

Judged by those objectives, the post-war
welfare state was a success. To the extent that
social security became more comprehensive,
more people found jobs, and the capacity of the
labour market and the family were harnessed to
assure social welfare. The architects of the
modern welfare state, such as Lord Beveridge in
Britain or Gustav Méller in Sweden, were ada-
mant that work and family, and not the state,
should constitute the principal foundation of
social welfare. The role of social insurance was
to allow families to use part of the revenues
gained through work to share risks, so that the
typical life-cycle would no longer be interspersed
with long periods in poverty.

The early history of the welfare state coincided
with rapid growth and the near-elimination of
unemployment, leading many observers to con-
clude that social insurance is viable only when
economies are healthy. Per capita economic
growth has continued steadily over the past
quarter-century, and has been faster in the
European region than in North America, where
unemployment has remained lower. Although
the structure of employment has changed ex-
tensively, the proportion of the working-age
population in employment has not altered drama-
tically, in spite of the social develop-
ments — early retirement, increases in initial
schooling — which might have been expected to
reduce it. Female participation in the labour force
has risen almost everywhere. There has, of
course, been a shift to part-time employment:
working time as well as employment itself has
heen re-arranged amongst the population. Labour

1. Beyond 2000: The New Social Policy Agenda, OFCT
Publications, Paris, forthcoming 1997,

2. See pp. 10-14.

3. These objectives were important factors in the earlier
‘New Deal” of President Roosevelt in the United States.

markets in OECD countries show every sign of
having successfully capitalised on the talents of
the most educated and highly skilled parts of
their populations. But this very process has
‘selected out” other groups, not least those with
low skills, leaving the welfare state in difficulty.

The uniqueness of the current crisis is that it
springs from simultaneous changes in both the
family and labour market (the very foundations
of the welfare state upon which Beveridge and
his contemporaries relied). compounded by the
effects of population aging. Although employ-
ment rates in general have not fallen, job opport-
unities for young and low-skilled people are
limited. To some extent, in response to these
pressures, marriage and childbirth are being de-
ferred, while divorce (combined with births
outside wedlock) increases the number of single-
parent families who are particularly at risk of
poverty. These changes in labour markets and
family formation threaten the equilibrium of wel-
fare states whose social programmes were based
on a wholly different risk-profile. Population
aging asserts long-term pressure and intensifies
demand, while the financial means to address
either are diminishing,

The New
‘Social Risks'

The welfare state has been relatively success-
ful to date in providing income security for those
already established in the labour force, both
during their working life and after relirement.
Becoming unemployed, sick, disabled or wid-
owed are not seen as problems with which
individuals (and their families) should cope on
their own: because they are held to be social

phenomena, government has taken some
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Analysis

and Sustainability
in Social Policy

responsibility for dealing with
their consequences.

New social risks threaten Mary

people who fail to become es-

tablished in careers. Long-term and youth un-
employment are social problems to the extent
that the individuals and families affected are not
considered to be solely responsible for their con-
dition. But the traditional response of the wel-
fare state - income support - is clearly inadequate
in meeting individual and social requirements.
Lengthy spells of unemployment or low-paid and
often insecure jobs result not only in low in-
comes or, worse, trap people in unemployment
but also increase the stress on families and re-
duce incomes which can be expected in retire-
ment.

The main risk that families now face is that
their children will not be able to establish them-
selves in careers. The trans-
ition from school to work
can be difficult and many
countries are failing voung
people in this most crucial
part of their lives. Perhaps
as a result, the average age
at which women have their
first child has risen, and fer-
tility rates have fallen
sharply, permitting parents

Table 1

Too much state

Inflation

Source: OECD

Welfare States in Crisis, 19505-90s

Gustav Moller and Lord
Beveridge, founders of the
modern welfare state: how
would they have reacted to
its latest crisis — caused this
time by unemployment,
the decline of the family as
a social unit, and
population aging?

Evens Picture Librery

to pour more resources into the education of

each child in a bid to ensure that he or she has
the educational attainment necessary for a suc-
cessful entry into working life.

Indeed, traditional social-insurance arrange-
ments are powerless against the risk of failing to
get established in the labour market or being
excluded from reasonably paid jobs for extended
periods. They are predicated on the assumption
that each generation will make its own way into
working life, will establish careers and, through
income transfers, will support those who have
retired or who are temporarily without work.

An alternative to insurance-based policies is
to target help on people with low incomes, This

Government overload

Too little equality

Stagflation

Unemployment

Family values decay
Aging

Globalisation
Unemployment

approach guarantees coverage for people not
integrated into the labour force, but it raises its
own problems. For example, the differential
between earnings in a low-wage job and basic
income-support payments can be low, with the
result that the financial gains from working are
hardly large enough to justify the loss of benefits.

Growth in the proportion of the population
in receipt of income support also saps public
confidence, with recipients increasingly sus-
pected of abuse, of making fraudulent claims or
of making insufficient effons to find work to
support themselves and their families. And where
recipients of such support are regionally con-
centrated, severe political pressures can result,
as reflected in recent strains in regional policy
in Belgium, Canada and Italy, where perceived
imbalance between those paying for social wel-
fare and those receiving it has exacerbated sepa-
ratist sentiments. When benefits are concentrated
on a particular group or geographical area, or
recipients feel that they have to manipulate the
system in order to make ends meet, the ‘legiti-
macy” of the entire system can be thrown into
jeopardy. It is therefore very important that social-
protection systems be administered fairly but
firmly: lax administration can undermine the very
existence of the system itself,

Radical Reform -
or Wait and See?

In the face of these trends policy has often
been influenced by the argument that high and
persistent unemployment is the result of eco-
nomic disequilibria. In this view, it is labour
markets which are at fault, and there is nothing
fundamentally wrong with
current systems of social pro-
tection as such. Limited re-
forms - such as reducing the
reliance on employers’
social-security contributions
(which increase the cost of
labour and may harm job
creation) and ensuring that
the scale and duration of
benefits are limited (so

The OECD OBSERVER No. 205 April May 1997



Balancing Security
and Sustainability
in Social Policy

FOCUS

Directions for Reform

A new approach to social protection will have
a stronger emphasis on interventions earlier in
life and more preventive (and less remedial)
measures. The goal would be to re-define
equity and security in terms of barriers towards
life-course flexibility, and to avoid definitions
which suggest that the goal of social policy is
to provide protection against flexibility. For ex-
ample, existing pension schemes can penalise
those who leave their employers to enter new
careers. Income support is often structured so
as to leave individuals with little financial in-
centive to work, and those who are working
with few returns to increased effort.
Employment opportunities are likely increas-
ingly to favour people who show flexibility,
whether through being from a household with
other earners (so that short-term fluctuations
in income are supportable) or because of their
own adaptability. Income-support arrange-
ments should therefore be structured to en-
courage those in receipt of support to be
flexible and to take risks in finding new opport-
unities. Guaranteeing some degree of income
support over the medium term may encourage
individuals to take ‘risky” jobs, or give them
sufficient resources to support their families
while they invest in new skills. The twelve-
month period used when determining eligibility
for family payment in Australia and the six-
month period for Family Credit in the United
Kingdom are examples of such provisions.
There is likely to be, for the foreseeable
future, an excess potential supply of labour,
and it makes no sense to insist that people
requiring income support should confine their

increasing the incentive to work) — are therefore
desirable. Such measures apart, the only poss-
ible role for social policy, the reasoning contin-
ues, is to paper over the cracks in the social
fabric and wait for the crisis to blow over.
Perhaps. instead, it is time 10 see current trends
in labour markets as the basis on which social
policy should be built, rather than as the scape-

The OECD OBSERVER No. 205 Apwil May 1907

main activity to looking for work. Other activi-
ties attracting income support should nonethe-
less be based on improving employment
prospects: training, community work and un-
paid trial employment, for example. A number
of countries (Australia and the Nordic lands)
have modified the ‘work test’ for unemploy-
ment benefit recipients to an enlarged
‘activity.

The principle of capitalisation of income
security, which has been advocated as a very
long-term solution to financing security of in-
come in old age, might be more immediately
applied to income support during working life.
Those receiving income support (apart from
the supplements payable for children and
other dependents) could be expected to repay
a given part of their receipts when and if their
income is above a certain floor. Arrangements
for providing income support to students of
higher education in several countries (Australia
and the United Kingdom, for instance) already
have some of these features.

Active ‘case-management’ procedures
should be developed. Rather than carefully
controlling entitlements to income support on
the basis of past contributions, the emphasis
for working-age people should be on ensuring
that income support (whether or not on a
‘capitalised” basis) is linked to activities which
are likely to lead to re-entry into employment.

Caring for others, including children and
elderly or infirm relatives, should be recognised
as ‘active’ participation and, where necessary,
supported in its own right,

goat for its failures. That requires reform of social
policy = not least in how it affords protection
against distress — in ways which will enhance
economic growth without increasing disparity
in access to its fruits. The most promising direct-
ions for reform involve moving away from in-
come transfers as the main means of providing
for distress, to measures which improve the social

and labour-market circumstances of the
genuinely poor. Prototypes of such policies
already exist in many countries (hox, left).
Much discussion treats reform of systems of
social protection as being synonvmous with re-
ductions in public expenditure. The short-run
budgetary costs of the measures proposed in the
box are unlikely to be less than those of the
transfer payments they are intended to super-
sede. Indeed, they could easily be higher. In view
of the primacy given to fiscal retrenchment as a
policy objective in most OECD countries, can
they afford reforms of the sort suggested?
Three observations are pertinent in answer-
ing this question. First, commentators often
assume, somewhat naively, that the degree of
social protection available in a given country can
be measured by the amount which its govern-
ment spends on social policy. In truth, spending
is a poor indicator. Differences in the volume of
social-protection expenditures across countries
appear much larger than they actually are. Coun-
tries with apparently low social spending often
do not tax income transfers, mandate employers
to provide social benefits (pensions and sick
payments, for example) or encourage private
provision through tax subsidies. Table 2 illus-
trates how important these factors can be. Social-
protection expenditures in Denmark, Germany
and the Netherlands are not twice as high as a
proportion of GDP as those in the United States:
fully half of the apparent difference can be
ascribed 1o alternative institutional arrangements.
[f private spending on health is included, the
remaining difference is almost eliminated.
Furthermore, cutting government expenditure
will increase the pressure on individual house-
holds to provide for themselves. In Sweden, for
example, taxes paid by households are 37% of
private household expenditure, compared with
only 10% in the United States. But expenditures
on private health, education, day-care and pen-
sions are equivalent to almost 30% of consumer
expenditure in the United States, compared with

4. Giista Esping-Anderson, Welfare States at the End of
thit Century: The bmperct of Labowr Marker, Family and
Diemogiaphic Chanipe - in Beyond 2000: The New Social
Policy Agenda

3. 5ee pp. 10-14
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Divorce and births outside marriage are forcing up the number of one-parent families — which are

particularly vulnerable to poverty.

an equivalent figure of just over 4% in Sweden.’
Cutting public social expenditure will not
necessarily lead to a reduction in the total re-
sources which an economy devotes to ‘social
ends - though it will alter the distribution of
those resources across the population.

Second, most social expenditure is on pen-
sions and health care, the two areas where
political resistance to scaling back the role of

Table 2
Social Expenditure, 1993
% of GDP

Source: OECD

30.5 287 306 383 234
231 249 224 296 215
Fa2al 0 a8 D20 B3 e

the state is most intense and where changes in-
evitably have to be phased in over time. Per-
haps the biggest achievement of the welfare state
has been to almost eliminate poverty amongst
the elderly in many countries. But whereas a
large proportion of the elderly rely on public
provision for most or all of their income, there
are increasing signs of over-provision of public
support for others. There is a strong case for
reviewing the balance of provision
of income support to the elderly’
and refocusing expenditure on
vounger generations where social
problems are growing in import-
ance.
3 The third reason for seriously
I considering pre-emptive, preventa-
tive policies. despite their cost. is that
the alternative is so unatiractive.

150 Failure to prevent long-term exclu-
sion from the labour market leaves

e OECD societies with the options
' either of continued high costs of
v paying income-support to a signifi-

cant proportion of the population
for prolonged periods, or of sharply

reducing these payments, with possibly adverse
consequences for social cohesion and trans-
mission of disadvantage across generations,

One characteristic which successful eco-
nomies of the future will have is that they will
be inclusive, effect-ively exploiting the capaci-
ties of all individuals, Social expenditure must
move towards underwriting social investment,
helping recipients to get (re-)established in the
labour market and society, instead of merely
ensuring that failure to do so does not result in
destitution. If social expenditure remains pre-
dominantly income support for the inactive, it
will fail both society and the individuals it is
purporting to help. m
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Pension Policies
and the Aging Society

Lans Bovenberg and Anja van der Linden

Can people in OECD countries afford to grow old? The rapid
aging of the population expected in the near future will put
enormous pressure on social-insurance, pensions and health-
care systems, particularly in the second quarter of the next
century. OECD governments should act on several fronts to meet
this major challenge, involving both social-insurance and
pension systems and economic policies more generally.’

here are three different kinds of

pension system in operation in the

OECD area, each with its own

strengths and weaknesses, which

contribute to the major uncertainties

about their likely performance, It is easiest to
define these systems according to how they are
financed: pay-as-vou-go (PAYG), defined-contri-
bution (DC), and defined-benefit (DB) schemes.
PAYG systems pay retirement benefits out of
premia collected on the labour income of the
young. These schemes typically imply substan-
tial intergenerational transfers. PAYG systems also
generally redistribute resources within genera-
tions — the poor contribute less and the rich more
than the actuarial value of their pensions. Some
highly redistributive PAYG schemes provide flat
benefits (but link premia to earnings); others are
less redistributive, linking benefits to salaries or
premia paid. Many larger OECD countries, in-
cluding Germany, the United States, France and

Lans Bovenberg and Anja van der Linden, economists
at the CPB Netherlands Bureau for Economic Policy
Analysis, were contributors to the OECD High Level
Conference, "Beyond 2000: The New Social Policy
Agenda’, held in Paris recently.

E-mail: els.comact@oecd.org

The OECD OBSERVER WNo. 205 April May 1997

ltaly have less redistributive PAYG systems than
some smaller ones,

In conirast to PAYG plans, DC schemes are
not redistributive — neither within nor across
generations. Individual retirement benefits are
directly related to individual contributions. At any
point in time, accumulated capital corresponds
to the discounted value of future retirement
benefits.

DB schemes are a mixture of the other two.
Like DC schemes, DB pensions employ capital
funding but, in contrast, benefits are based on
salaries in the period preceding retirement rather
than on the discounted value of individual life-
time contributions. Indeed, besides accumula-
ting capital, the funds levy premia on the younger
working members of the scheme to finance the
benefits of the older workers and the retired. In
this way, they employ a mixture of capital fund-
ing and PAYG financing. They are typically pro-
vided as occupational schemes by firms.

Pension Strengths
and Weaknesses

All three systems of pension provision have
advantages and disadvantages.
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The very purpose of
public pension systems
was to protect the
elderly against poverty
by guaranteeing them
an income.
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Intergenerational risk

The main potential strength of PAYG and DB
schemes is intergenerational risk-sharing in the
face of major long-term macro-economic risks,
including depression, war, natural disaster and
financial crisis. These risks can in part be shifted
to the young in the form of changes in the pre-
mium rate. This intergenerational
risk-sharing, aimed at protecting the
- incomes of the elderly, can be effi-
cient because the young are gener-
ally better able to adapt their
behaviour to changes in wealth than
are the elderly. In DC schemes, by
contrast, the elderly are fully ex-
posed to investment risks.

Political risk

Although PAYG systems are less vul-
nerable to investment risk than are
DC schemes, they are likely to be
more vulnerable to political risk, as
governments are forced by
changing circumstances to reduce
actual pension payments below
those expected. In particular, the
implicit intergenerational ‘contract
associated with PAYG schemes may
break down as individualisation
erodes intergenerational altruism
and as aging makes inter-
generational ‘solidarity’ more expen-
sive to maintain. DC schemes are
less vulnerable to political risk be-
cause they feature well-defined
property rights on individual pen-
sions. DB schemes may suffer from
political risk, as individual property
rights on assets tend to be ill-

1. Beyond 20000: The New Social Policy
Agenda, OFECD Publications, Paris, forth-
coming 1997

2. The increase in tax or contributions to
prension systems ds earinings rise is less than
the increase in fitire pensions. The refurn
1o increasing earnings is thus reduced, so
distorting the supply of labour.,

JH. [ Adron, The Social nsurance Peara-
dox’, Canadian Journal of Economics and
Political Science, Vol 32, 1996,

defined. Such schemes tend to feature implicit
rather than explicit contracts, as the benefit prom-
ise is backed up not only by financial assets but
also by the reputation and market power of the
firm and solidarity shown by future workers.

Individual choice

and administrative costs

PAYG, and to a lesser extent DB, schemes re-
quire compulsory participation under rather uni-
form conditions. If individuals were free to opt
out or select their own pension packages, ad-
verse selection — voting with one’s feet — would
erode intra- and intergenerational risk-sharing
and redistribution. DC schemes leave more scope
for individual choice and can cater better to the
specific requirements and preferences of each
participant. The disadvantage is that the contri-
butions and assets accruing to each individual
must be separately administered, leading to high
transaction costs.

Insurance, alleviating poverty

and incentives

The transfers associated with intergenerational
risk-sharing imply that PAYG benefits are not
actuarially fair. Policy-makers face a trade-off
between efficiency (by redistributing less and
keeping marginal tax-rates low) and intra-
generational equity (by redistributing more and
alleviating poverty among the elderly).

The extent of the conflict between the two
objectives depends on income heterogeneity
within generations compared with heterogene-
ity across them. These objectives do not conflict
much if the old are a homogeneous group that
is poorer than the young. Yet if incomes vary
within (rather than across) generations, age is
not a good indicator for poverty. As a result, the
government has to supplement its information
about individuals' age with information about
their incomes to determine who is poor. That
imposes additional administrative costs, may
cause limited take-up because of stigmatising
effects, and distorts saving and the supply of
labour” Alleviating poverty thus becomes more
expensive.

Voluntary DC schemes distort neither saving
nor the supply of labour because they do not
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redistribute across and within generations, DC
schemes are particularly attractive if society does
not attach a high priority to (intra- and inter-
generational) redistribution and risk-sharing.

Employers often adopt occupational schemes
of the DB type. Long vesting periods (the amount
of time which a worker has to spend with a
company before being entitled to a (full) pen-
sion), limited indexation of pension rights for
people who stop their payments before they
retire, and linking retirement benefits to the
final wage motivate workers to apply themselves
to their jobs, and binds them to the firm. This
reduces costs associated with monitoring, train-
ing, hiring and firing workers.

These incentive effects come at a price. In
particular, limited portability of pension rights
impedes labour mobility across firms, thus ren-
dering its allocation less efficient, and may dis-
courage gradual retirement. DB schemes tend
to favour the rich (who tend to have stable jobs
and enjoy rapid career advancement) rather than
the poor (who tend to have high rates of job
turn-over).

Demographic shocks

and funding pensions

The long-run return to PAYG schemes depends
on the growth rate of labour income, which in
turn determines the growth of the contribution
base. The return on funded schemes, in con-
trast, depends on the rate of return on financial
assets. In the long run, therefore, funding can
offer higher retirement benefits only if the rate
of return on financial capital exceeds the growth
rate of labour income (that is, the sum of the
growth rate of labour productivity and the growth
rate of employment). During the 1970s and '80s,
the return on equities substantially exceeded the
growth rate of labour income.’

Aging of the population reduces the attract-
iveness of PAYG by decreasing the growth rate
of employment. But it is also likely to make
labour scarce relative to physical capital, thus
raising its price and wage growth and depress-
ing the rate of return on capital. Accordingly,
the general effect of aging on whether PAYG
schemes are more or less attractive than funded
schemes is ambiguous.
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Pension Policies
and the Aging Society

Choice of pension scheme should depend
on the objectives which public policy is trying
to pursue. Old-age poverty is best alleviated by
a nationwide public PAYG system that provides
a minimum standard of living in old age. This
welfare system would be mandatory, redistri-
butive, and can be financed from current tax
revenues. Those high-income workers who want
to go beyond the mandatory amount of pension
insurance can use supplementary private pension
plans, which will tend to be of the DC type.
These schemes will be particularly important in
heterogeneous societies with diverse require-
ments.

Many OECD countries, including Germany,
France and Italy, have integrated both allevia-

tion of old-age poverty and income insurance
into a single, comprehensive public pension sys-
tem. In other OECD countries, including Den-
mark, the Netherlands, New Zealand and
Switzerland, the insurance function is performed
by private funded schemes.

Insuring
Against Population Aging

Demographic trends can be foreseen with
some degree of accuracy, even over the long
term. But there is considerable uncertainty about
the non-demographic trends (such as employ-
ment, wage growth, the return on capital, family

FOCUS
Policies to Counter Population Aging

Investing in People

Human capital in general

Alleviating moral hazard in social security

* tighten requirements for disability and un-
employment

* enhance efficiency of social-security admin-
istration

* reduce social security-benefits

* reduce marginal tax wedge on labour in-
come

* strengthen link between contributions and
benefits by reforming PAYG and DB pension
schemes or by moving to multi-pillar systems
with a larger role for DC schemes

* reduce perverse redistribution in pension
schemes

* shift tax burden to those outside the labour
force (by shifting to consumption taxes, for ex-
ample)

* maintain cash-flow income-tax treatment of
pension saving

* broaden the tax base by reducing tax privi-
leges for the more affluent elderly

* mitigate tax arbitrage through a more
neutral system of capital-income taxation

Improving the labour market for older people
Raising effective retirement age

 make pensions more actuarially fair

* encourage life-long learning

e reconsider age-related pay schemes and
final-pay pension schemes
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¢ deregulate labour markets and sheltered
sectors
* alleviate moral hazard in social security

Improving the labour market

for young people

Raising participation rate of women

* enhance child care

* reduce disincentives to work originating in
the tax system

Investing in Physical Capital

Public saving
* cut budget deficit

Private saving

* provide tax incentives

* (gradually) reduce the relative importance
of PAYG benefits

* make pension saving compulsory

* jssue indexed government bonds

Investment inside the OECD

e develop stock markets

* improve corporate governance

* enhance competition

* pursue stable macro-economic policies

Investment outside the OECD

* enhance efficiency of financial sectors in
non-OECD countries

* improve accounting standards

* promote trade liberalisation

* relax regulatory constraints on foreign in-
vestments in the OECD area

12

formation and dissolution) that will affect sys-
tems of old-age insurance." To spread these risks,
policy-makers in OECD countries should take
action on several fronts. The use of several policy
instruments is attractive not only from the point
of view of risk-sharing but also for political
reasons: costs and benefits are spread over vari-
ous groups. A package of measures may facili-
tate the building of consensus about reform (box,
below).

Some policies are part of ‘no regret” strate-
gies because they work out well in all scenarios.

Higher effective retirement age

The most robust policy recommendation is that
the effective retirement age should rise with life
expectancy. A higher retirement age reduces the
necessity not only for fiscal transfers but also for
intertemporal transfers in the form of financial
savings. Gradual retirement is consistent with a
more uniform distribution of education, work
and leisure over the life-cycle.

Broad-based tax system

Since older people now lead longer, healthier
lives than when PAYG systems where established,
they are in a position to be net contributors to
national budgets for a longer time. Broadening
the tax base by reducing tax privileges to the
elderly and by making the tax treatment of their
capital income more neutral would have this
effect. Indeed, as the elderly population grows
more heterogeneous, the net contribution to the
budget should be based less on age and more
on income. Old-age poverty relief could be
financed through broad-based taxes paid by the
entire population rather than through narrow-
based taxes that hit only the wages of the
workforce.

More efficient markets

Removing rigidities in capital and labour markets
can increase the viability of pension systems,
For example, by allowing older people to work
part-time, they can induce them to delay retire-
ment so that their human capital is not lost. Effi-
cient markets can contribute to a higher
participation rate of both older and younger
people, thereby mitigating the decline in the



Table

Strengths and Weaknesses of Three Pension Systems

worker/ retiree ratio on account of
aging. Indeed, clear market signals
become more important so that
people can more flexibly allocate
their time and other resources over
various activities. Efficient inter-
national markets for capital, com-
modities, and services allow
countries with different demo-
graphic developments to exploit
their specific comparative advant-
ages.

Social-insurance reform
Reform of the social-insurance
system is essential to improve the
efficiency of the labour market.’
The effective retirement age has
been falling over the past few
decades, in part hecause of the
increasing use of invalidity and
early-retirement schemes. Tighten-
ing the requirements for benefits and promoting
a lengthened working life will increase the
period over which individuals are contributing
to pensions and reduce the period over which
they will be claiming them. Thus the trade-off
between equity and efficiency will be improved.
Moreover, in addition to lower marginal tax rates,
reduced insurance coverage also may contri-
bute to more efficient retirement and other
lahour-market decisions.

Spreading and pooling risks

To diversify risks, the elderly may want to draw
on a mix of assets. In particular. they can rely on
the human capital of younger workers, not only
through the intergenerational contracts implicit
in PAYG and DB schemes but also through ex-
plicit financial claims in DB and DC schemes. In
addition, they may want to spread risk to for-
eign economies by investing their pant of pen-
sion saving abroad. Finally, they have the option
of deferring retirement, or continuing to work
(perhaps only part-time) after they reach the
statutory retirement age.

. Beyond 2000: The New Social Policy Agenda.
5 See pp. 6-9

Private pension provision

Another way of alleviating the burden of the
elderly on the budget is to stimulate private pen-
sion provision. Indeed, countries that currently
rely heavily on public PAYG systems, may re-
duce the benefits these systems offer to higher

The implicit
‘intergenerational
contract’ of some
pension schemes
means that older
people rely on the
human capital of the
young. For how
much longer?

—_—
—_
- o
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incomes, thus stimulating private,
funded pension plans. Govern-
ments could stimulate DC systems
by providing inflation-indexed
bonds and by fostering inter-
generational risk-sharing through
the tax system.

Choices
and Trade-offs

Some policy responses seem 1o
offer satisfactory solutions in view
of the principal demographic and
labour-market trends currently
foreseen. Others are more appro-
priate in specific sets of circum-
stances, which means that
countries will face substantial
trade-offs if they adopt them.

The volume of saving

The first such trade-off involves the volume of
saving. A problem that arises in moving from
public PAYG to private funded schemes is that,
without an increase in the budget deficit, a rapid
transition requires a substantial increase in
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As the elderly population grows more heterageneous, the net contribution to the budget should be based less on age and more on income.

national saving. That may put a high burden on
current generations and cause a short-term de-
cline in employment because of high labour costs
and lower labour supply, both effects being

caused by increases in taxation (the bulk of

which will inevitably be borne by labour). A
trade-off between saving and employment thus
emerges. Tax incentives (o encourage savings
for private pensions may reduce the burden on
current generations. But these incentives tend
to reduce government tax revenues and hence
public saving; as a result, the national saving
rage may not increase. In addition, tax arbitrage
may follow as people shift assets into low-tax
savings instruments.

The composition of saving

Saving can occur in not only financial assets but
also human capital. Investing in the human capi-
tal of older people allows them to remain in the
work force for longer, thereby reducing the call
for fiscal transfers. Investing in the human capi-
tal of younger people (through, for example,
public education or training) raises wages,
thereby broadening the tax base and allowing

The OECD OBSERVER No. 205 Apwil May 1997

higher PAYG benefits. But, unlike human-capital
investments in older people, investments in
human capital of the young do still require fiscal
transfers. Moreover, relying on the human
capital of the voung (and the implicit inter-
generational contract) may impose substantial
political risks on the elderly: younger voters may
simply repudliate the ‘contract’. To mitigate these
risks. the elderly can invest in young workers
also by investing their financial assets in their
own country. In this way, they acquire an ex-
plicit rather than implicit claim on younger
workers employed in domestic firms.

Growing old raises the expected return on
human capital by providing the opportunity to
deploy it over a longer period. Moreover, by lead-
ing longer, healthy lives, older people are in a
position to contribute more to society in general
and to national budgets in particular. Finally,
aging allows OECD countries to exploit the com-
parative advantages that come with age (such as
the acquisition of experience and financial assets)
by trading with younger societies.
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But aging does require countries to adapt their
economies. Since the effects are rather predict-
able, countries have stll time to act. Gradually
phasing in policy measures at an early stage
avoids abrupt and painful policy corrections that
cannot be avoided later on. m
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A Verdict on Aid
to the Sahel

David Naudet and Jean-Marc Pradelle

Since the drought of 197374, the Sabel is no longer front-page
news. The region has not experienced a major famine in almost
25 years and ils economy is gradually beginning to be
modernised. The ‘second generation’ of development co-
operation with the Sabel must be tailored to the region’s
changing requirements. To mark its twentieth anniversary, the
Club du Sabel decided to see what lessons could be learned
Jfrom experiences of the past two decades.’

he impact of international aid on

Sahelian countries is clear when one

examines their infrastructure, insti-

tutions, agriculture and public-health

sectors or their access to drinking
water. Its influence can be seen even in the
formulation of public policy and the emergence
of a civil society.

It could be argued that development projects,
as well as the process of structural adjustment,
are externally driven. But this characteristic has
not prevented them from radically transforming
the areas in which they take place. Develop-
ment aid has also encouraged innovation and
the exchange of information, and has helped
forge links between the region and the outside
world. In view of the low volume of trade and
private investment flows, it would be fair to say
that foreign aid has been a major factor, together
with migration, in removing barriers which iso-
lated Sahelian countries, both regionally and
internationally.

David Naudet is an economist at the DIAL science
centre in Paris; Jean-Marc Pradelle works as an advisor
at the Club du Sahel at the OECD.

E-mail: sahel.contact@oecd org

M. Huet Foagun

Aid has had a far-reaching impact on sectors
where it has been concentrated (telecommuni-
cations is one). But it has had little impact, if
any, on larger and more dynamic activities, not
least growth in secondary cities, the informal
sector or agriculture in urban perimeters. Indeed,

Development

Analysis

aid can even have adverse impacts, the most
obvious ones being the increase in international
debt and the removing of a sense of responsi-
bility from Sahelian managers and civil servants,

Mixed
Results

There are diverging perceptions of the im-
pact of aid on the Sahel. A large number of
projects has been implemented. But the contri-
bution of aid to the stimulation of growth or
reduction of poverty has been relatively disap-
pointing. Sahelian countries are currently among
the poorest in the world. The results of aid are
often unsustainable, a point on which all parties
involved are in agreement, and which leaves a
feeling of impotence, even of failure.

Nonetheless, the outcome has not been en-
tirely negative if assessed according to the long-
term changes in the region. Genuine social
progress has been made over the past two
decades, despite the doubling of the popula-

I Review of the First Generation of Aid to the Sahel,
1996, available free of charge from the Club du Sabel
al the OFCD: The Record of 25 Years of Aid to the
Sabel OFECD Publications, Paris, forthcoming 1997,

Aid that aims

to improve
Sahelian
capacities
must operate
at a different
rhythm from
crisis aid.
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A Verdict on Aid
to the Sahel

FOCUS

The Sahel - A Major Aid Effort, Though Not an Exceptional One

Aid to the Sahel increased by a factor of 4.6 in
constant terms between the early 1970s and
the mid-1990s. It rose in particular in the
periods after the two major droughts in the
Sahel in 1973-74 and 1984-85. In 1994, the
volume of aid to the Sahel remained compar-
able to that received in 1986.

ODA' to the Sahel, 1970-94

Although volumes of aid to the Sahel are
relatively high, an international comparison
shows them to be consistent with the re-
sources and size of Sahelian countries.
Although the Sahel receives a substantial
amount of aid, it is because the region is made
up of small countries with low incomes and

Share of the Sahel in Total ODA and in Aid
to Sub-Saharan Africa, 1970-94
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1. Official development assistance,
Source: Club du Sahel, OECD

Since the mid-1970s, the share of total
official development assistance (ODA)
accounted for by the Sahel has remained rela-
tively stable, at around 5%. In contrast, the
region’s share of ODA to sub-Saharan Africa
has declined, falling from over 25% after the
1973-74 crisis to around 15% since the early
1990s.

Over the period 1990-94, external aid
amounted to 17% of the region’s GDP. This
share had been under 10% in the early 1970s
but was over 20% in the late ‘80s. Per capita
aid followed a similar trend, although at a
slower pace, rising from §35 in the early
1970s to $63 in the early '90s. These figures
should nonetheless be treated with caution
since, in many respects, aid volumes and data
relating to specific recipient countries are not
readily comparable because of non-material
flows, expenditure in donor countries, differ-
ences in aggregate prices, and so on.
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not because of any specific characteristics of a
political, ecological or other nature.

As part of a steady long-term trend, aid is
increasingly being directed towards ‘services":
financial services (debt, balance-of-payments
support), management assistance (pro-
gramme aid), social services. At the same
time, the more 'material’ aspects of aid are
becoming relatively less important: food aid,
infrastructure, support for productive services
(including agriculture).

Aid accounts for almost all of the financial
flows to the Sahel. Remittances from emi-
grants, about which very little is known, and
income from a limited number of exports are
the only other external resources. At the cur-
rent stage in globalisation, this situation
means that external aid has a highly specific
role to play in the Sahel region.
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tion. The human development indicator (HDI)
developed under the United Nations Develop-
ment Programme (UNDP) shows that sustained
progress has been made in all the countries of
the Sahel. And although economic indicators
show virtually no sign of improvement, Sahelian
societies and activities have become increasingly
diversified. The traditional activities — cereal culti-
vation and nomadic livestock-breeding — now
account for little more than 10-30% of their GDP.

The past decade has also been marked by
the rise of democracy and civil society. Associa-
tions are now important elements in the eco-
nomic and social life of the Sahel. In Chad, for
example, parents’ associations are now respon-
sible for administering a large share of the edu-
cational system, building some 3,500 classrooms
during the 1980s and paying, in cash and in kind,
the salaries of 2,500 teachers.”

The 1983-84 drought did not lead to famine.
Food insecurity, the common heritage of Sahelian
countries, has clearly improved; food depend-
ency is now modest and steadily declining.
According to the Food and Agriculture Organi-
sation, in 1992 the share of imports in total food
consumption (expressed in calories) fell below
20% for the first time in ten years, despite the
continued growth in the population. Although
many challenges, chiefly that of poverty, still
remain to be met, the region has changed
dramatically over the past twenty years. Sahelian
societies are on the move,

An analysis of aid to the Sahel lends weight
to the perception that the principal limitations
on the effectiveness of aid in general are the
conditions under which it is implemented. Most
dysfunctions in aid-delivery mechanisms have
now been clearly identified. From initial con-
cept to final evaluation, development aid is pri-
marily controlled and managed by donors. As a
result, it is seen as something to be endured
rather than desired. In order for projects to secure
recipient ‘participation’, donors are often obliged
to include some kind of ‘carrot’ in the project
design. Implementing mechanisms which dupli-
cate and operate in parallel to organisations that
already exist often appear to undermine rather

2. Jean-Marie Cour and David Nawdet, "West Africa in
20200 The OECD Observer, No. 200, Jiore/fily 1996,



Slow but fundamental change: Sahelian institutions are ready to take a more responsible role in the
deployment of aid.

than strengthen Sahelian institutions. In too many
instances aid projects appear to be over-ambi-
tious or -optimistic. As a general rule, dialogue
between donors and recipients is strained and
difficult, based on negotiation rather than co-
operation, Lastly, it has long been argued that
there are too many projects and that co-ordina-
tion remains poor. In short, the final outcome is
driven by supply rather than demand, inhibiting
the motivation and commitment of the recipients.
In addition, there is so much diversity in the
supply of aid that at times it borders on the an-
archic.

There are four lessons to be learned from
these errors. First, the model of aid delivery based
on emergency situations has to be abandoned.
Experience in the Sahel shows that aid practices
and instruments have far too often taken a crisis-
management approach in which the donor, using
fairly standard tools, assumes all responsibility
for the action undertaken. It is true that on several
occasions aid to the Sahel was directed at re-
solving major problems, such as food crises of
recent years and the financial crisis in the 1980s.
It is also true that at the time the Sahel countries
seemed to be virtually incapable of dealing with
these problems. In these particular cases, where
the aim was to manage an extreme situation and
prevent similar crises from occurring, the inter-
national community intervened with massive
emergency aid which was sometimes delivered
in an authoritarian manner,

Aid aimed at improving Sahelian capacities
and creating opportunities must operate in a dif-

ferent manner. Rather than driving and direct-
ing, its role is to support and enable. That is a
role with neither a beginning nor an end and
one - unlike, say, the construction of infrastruct-

ure which is primarily a technical activity of

limited duration - in which the human factor is
all-important.

Too often, there is a tendency to view a given
village, economic activity or administrative ser-
vice in the Sahel as an institution in crisis which
must at all costs be reformed according to the
ideals of the industrialised countries. Participa-
tion in such ventures is encouraged through
financial and material incentives to both recipi-
ent governments and project participants. This
makes little sense and has few beneficial effects.
It is the exact opposite of assistance which
attempts to provide support for the development
and implementation of initiatives. Development
aid is clearly a complex undertaking. It has to
be based on a wide range of instruments that
can adapt aid to the type of problem encoun-
tered, and not the other way around.

The second lesson to be learned from past
experience follows from the first. To date, re-
gardless of specific local requirements and de-
mands, the type of aid provided has largely been
determined by the objectives pursued and in-
struments available, Aid experts sometimes seem
to behave like vendors selling off-the-shelf pro-
ducts such as agricultural-development projects,
structural-adjustment programmes or different
types of support units. Aid programmes thus tend
to be more effective at deploying aid instruments
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than at providing solutions to the very real prob-
lems of the Sahel. The inevitable outcome is that
recipients are reluctant to participate; and when
they do agree to use instruments which they
find alien, they may well reject them once the
project/programme has been completed. This
criticism has been partly heeded by some aid
agencies, and the past few years have witnessed
the emergence of more flexible and concerted
approaches which place as much emphasis on
the process as on the ultimate objective. These
‘process-based’ (as opposed to ‘project-based’)
approaches are demanding in terms of the modi-
fications agencies must make to their adminis-
trative procedures. They call for lengthy dialogue,
sometimes leading to limited intervention. The
aid actions which ensue could thus be difficult
to plan and may not always have high visibility.

The third lesson to be leared is that, if aid is
to be effective, partners in the Sahel have to be
made accountable. With the gradual disappear-
ance of financial participation by recipient gov-
ernments in programmes and projects, the aid
market has in many cases been reversed. Donors
often appear to be getting recipient countries (0
accept their aid projects rather than actually pro-
viding the aid. As a result, the ‘sale’ of a project
is accompanied by a variety of benefits to the
receiving institutions, such as the supply of
equipment, subsidies and, in many cases, wages.

The lack of any contribution by recipient
countries in exchange for aid lies at the heart of
dysfunctions in the aid system. It blinds providers
to the real nature of demand in the Sahel. This
counterpart contribution is the only signal which
allows such demand to be identified, confirmed
and then prioritised. Aid to the Sahel is currently
perceived as a free good, or a service which
recipients are actually paid to use. So there
should be no surprise if this service is used too
liberally and without regard to the consequences.

Sahelian governments now fulfil only partly
their roles as the natural intermediaries between
the aspirations of their populations and the aid
supplied by donors. There is not much mutual
trust between these states and donor countries.
Indeed, the dialogue between the populations
of Sahelian countries themselves is not always
as good as it might be. There are currently too
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BACKGROUND

The Club du Sahel -
A Regional Approach
Based on a Lively Partnership

Since its creation, in late 1976, until the
middle of the 1980s, the Club du Sahel de-
voted itself to analysing issues involving
food security and efforts to combat
desertification in the member countries of
the CILSS, the intergovernmental organisa-
tion which at that time was the only
Sahelian regional organisation actively
participating in the Club. A growing
number of OECD countries then began to
take an interest in the Sahel, with ten of
them funding and participating in the Club
by as early as 1985. During this period,
drawing on the experience of the OECD, the
Club developed a working method based on
high-quality information and an active dia-
logue. In particular, the Club developed the
food-aid charter which has since inspired
similar initiatives elsewhere.

From 1985 onwards, the work of the
Club on production and markets was ex-
tended to the whole of West Africa, and es-
pecially the economic poles in the coastal
countries (Nigeria, Cote d’lvoire, Ghana
and others). The Club was also specifically
asked to carry out two prospective analyses,
the first, in 1987, regarding the future of
the Sahel region, and the second, in 1994,
on the future of West Africa.' Actors from
civil society now regularly participate in the
work of the Club through regional networks
or professional organisations. There is also
more collaboration with the North, with the
involvement of other OECD countries, the
likelihood of more participation by the
World Bank and the European Union, and
openings towards NGOs.

The next challenge will be to improve aid
performance, although probably with fewer
resources (and certainly less money per in-
habitant); the aim will be for aid to become
the catalyst for change within the region.
This is the task to which the Club intends to
contribute, drawing on the lessons it has
learned from its experience. To mark the
20th anniversary of the Club, its members
are considering the possibility of creating an
‘aid implementation charter’, the objective
of which would be to adapt instruments to
requirements, to ensure that in the future
aid recipients play a more open and
accountable role in the aid process and to
consider a gradual reduction in the role of
official assistance as the region becomes in-
creasingly integrated into the world
economy. This charter will make detailed
proposals and will provide for the instru-
ments necessary to ensure its implement-
ation.

1. Preparing for the Future: A Vision of West Africa in
the Year 2020, OECD Publications, Paris, forthcoming
1997.
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many intermediaries in the aid process, ranging
from co-ordinating structures to implementing
agencies, NGOs, associations, and so on. These
structures are approved and funded by aid agen-
cies and, as a result, tend to focus on the supply
side rather than relaying demand to the donors.

Sahelian institutions, in both government and
civil society, are increasingly willing to assume
more responsibility for the implementation of
development aid. Consideration must be given
to this slow but fundamental change. But above
all, mechanisms such as genuine ‘counterpart’
contributions from aid recipients have to be de-
ploved to help promote accountability and give
the providers of funding a means of identitying
and assessing the relative importance of demand
and commitment from the Sahel,

The fourth lesson follows from the three pre-
vious ones and applies to the general attitude of
donor countries. The desire of donors to obtain
results which they can see and evaluate often
takes precedence over the longer-term concerns
which nonetheless remain the real objectives of
development. In order to show that in making
investments they are properly responding to their
mandates, donors set up their own financial net-
works and systems for exchanging information
and building relationships within receiving in-
stitutions. These serve to maintain close control
over the implementation of projects. This short-
circuiting works against the existing institutions
and as 4 result erodes their coherence. The root
of the problem therefore lies in the way in which
donors manage financial risk-taking and try to
assure the outcome of projects.

At present, projects are evaluated on a non-
systematic and individual basis with the aim of
obtaining precise and quantifiable results. This
blinkered approach to the outcome of projects
is motivated by a fear of failure. The ‘minimum-
risk” strategy of donors inevitably leads to mini-
mum results. A broader vision of the results of
long-term aid, by sector or by are, is required -
one which looks at broad impacts rather than
end-of-project results. Donors therefore have to
work together and make joint assessments,

i Shaping the 21st Century: The Contribution of
Development Co-operation, OFCTY Publications, Paris
OO0
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agreed upon by both donors and recipients, of
the main actions to be undertaken. These shared
impact evaluations could provide a basis for a
wide-ranging debate, both inside and outside
the Sahel, and thus become highly effective
instruments for ‘aid reform’.

The current aid crisis poses a serious threat
to the Sahel. Failure to acknowledge all too obvi-
ous results of past aid efforts,” together with a
refusal to adopt a very long-term approach o
development in the Sahel, may well prompt fund-
ing agencies to recommend a rapid strategic
withdrawal from the region. On the other hand.
this crisis offers a real opportunity to completely
overhaul some aid relationships with which both
parties are dissatistied.

Those involved in giving aid to the Sahel have
to meet a two-fold challenge. First, they must
change their approach to development aid in
the Sahel. They must stop insisting that Sahelian
recipients adapt to the constraints and adminis-
trative methods of co-operation agencies and
recognise that, instead, it is the agencies which
must adapt to development dynamics of demand
from the Sahel. Second, they must rebuild the
climate of trust which has largely been lost be-
tween the partners, in particular by encouraging
the articulation of what is required in a clear
and more accountable manner. It is only by
meeting this two-fold challenge that a founda-
tion can be laid for a second generation of co-
operation between the Sahel and its external
partners. m
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A Bright Outlook -~
- for Communications

Sam Paltridge and Dimitri Ypsilanti
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The communications sector is experiencing strong growth, which on present trends, especially

in mobile communication and Internet development, is expected to continue. This conclusion
arises from the OECD’s biennial survey of the sector, based on a comprebensive analysis of the
most recent comparative data of performance indicators for broadcasting and telecommunication

services.’

ver the past decade there has been
increasing recognition of the
importance of access to commu-
nication infrastructures and
services for economic and social
development. This realisation has spurred the
expansion of public switched telecommunica-
tion networks (PSTNs) providing voice and data
services. An additional 18 million new mainlines
were added in 1995, an expansion of 7% in net-
work size for the OECD area. There was strong

growth even in countries with high mainline
telephone penetration rates as a result of de-
mand for second residential connections because
of increasing demand for access to the Internet.
Demand for high-speed local-access networks
driven by the Internet promises to generate the
Sam Paltridge and Dimitri Ypsilanti work in the Inform-
ation, Computer and Communications Policy Division
of the OECD Directorate for Science, Technology and
Industry.

E-mail: dsti.contact@oecd.org
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next wave of infrastructure development, as well
as provide multiple new paths for communica-
tion. There has been a doubling in the number
of Internet ‘hosts’ every year since 1991, result-
ing in 16.1 million hosts in the OECD by early
1997 The number of hosts per thousand in-
habitants has risen over this period from 0.57 to

1. Communications Outlook 1997 OFCD Publications,
FPeris, 1997,

2 mternet bosis are identifiable computers with a divect
connection to the hnernet
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close on 15, but national rates of diffusion vary
considerably (Table).’

Demand for high-speed access to the Internet
is also encouraging cable TV companies to up-
grade their networks to offer interactive capa-
bilities rather than simply the traditional one-way
broadcasting. Terrestrial and satellite broadcasters
are also developing technologies that will allow
Internet services to be transmitted over the
radio spectrum. Technological convergence
between different network platforms has led
countries to identify cable TV networks as an
important platform for launching new multimedia
services and providing competition in local in-
frastructure. By mid-1996, for example, British
cable companies already provided more than 1.5
million telecommunication mainlines.

But the use of cable TV networks to compete
with traditional suppliers for communication ser-
vices (including access to the Internet) may vary
substantially across the OECD. At the end of 1995
there were a little over 114 million subscribers
to cable TV in OECD countries, with the aver-
age number of households taking cable TV at
only 33% of the total number of households
compared with 93% for telecommunication. In a
number of countries, indeed, such as Greece and
Italy, cable television has not vet been launched.
A second factor (with exceptions such as Canada,
Japan, the United Kingdom and the United States)
is that the incumbent monopoly public telecom-
munication operator (PTO) is a leading provider
of cable TV networks, and the share of the
market enjoyed by PTOs is growing. So by the
time full infrastructure competition is permitted,
the existing alternative network infrastructures
already belong to the PTO, precluding the
opportunity of a headstart for a competitive
market.

An important factor in infrastructure growth
is mobile communication: there has been a
sevenfold increase in subscribers between 1990
and 1995." In 1995, indeed, 27 million new cell-
ular mobile subscribers were added in the OECD
area bringing the total to 74 million - a figure
that handsomely surpassed the 18 million new
telecommunication mainlines added in that year,
The largest markets for mobile communication
are in Japan and the United States: in Japan,
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Table
Internet Hosts per 1,000 Inhabitants'

40.82 55.51
32.66 43.70
20.27 39.38
23.01 38.44
17.15 28.51
16.98 26.39
14.97 23.61
12.60 20.38
9.91 20.37
12.12 18.23
11.31 17.50
6.55 11.43
7.71 10.09
5.55 8.84
4.25 8.49
4.20 7.56
3.01 6.37
215 5.86
236 4.22
1.62 3.98
1.12 292
1.37 2.81
0.94 263
1.28 2.6
0.84 1.52
0.65 1.41
0.15 033
0.09 0.21
8.87 14.94

1. Countries ranked according to 1997 figures.
Sources: Network Wizards, OECD

between March and December 1996, the total
number of mobile communication subscribers
more than doubled, to reach over 23 million.
And as countries eliminate their duopoly market
structures and allow new firms to enter, mobile
growth will go on expanding.

Employment in PTOs has shown a downward
trend over the past decade. By the end of 1995
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PTOs in the OECD area employed 2.4 million
people. Yet the data available record employ-
ment only in PTOs, whereas it is in the new
network-based activities - mobile cellular net-
works, resale, value-added services, Internet
access, and so on — that employment is growing
most strongly. Thus, in countries such as the
United States, despite considerable downsizing
by leading PTOs over the last decade, telecom-
munication employment in 1995 was almost
identical to that in 1985.

The upgrading and expansion of the PSTNs
by PTOs in the OECD area generated a total of
$119 billion in investment expenditure in 1995,
equivalent to 2.6% of OECD gross fixed capital
formation. Investment in European networks,
particularly within the EU area, nonetheless
dropped appreciably compared with the past
decade especially because the surge in telecom-
munication investment in the new Linder of
Germany came to an end.” By way of contrast,
investment in North America, driven by strong
growth in mobile infrastructure investment,
particularly in the United States, increased
markedly. Capital expenditure was also up in
Australia, Japan and New Zealand.

Revenue
Growth

Expansion of communication networks is
reflected also in the growth of the market for
public telecommunication services in the OECD
area: in 1995 it had revenues of $519 billion, an
increase of 13% over 1994. Revenue per mainline
continues to increase, with an average revenue
of a little over §1,100 per line (or $520 per capita)
in 1995.

Revenue from telecommunication services in
1995 was equivalent to 2.3% of GDP in the OECD,
only a slightly larger proportion than ten years
previously. The public telecommunication sector
has thus grown roughly in proportion with the
economy as a whole, despite the expanding use
of telecommunication in OECD economies. The
apparent discrepancy can be explained by the
decline in telecommunication prices; many serv-
ices, moreover, are now being provided by com-




panies more efficiently outside the traditional
public telecommunications sector once typified
by monopolies.

One of the most important factors in the
growth of PTO revenues has been the develop-
ment of mobile communication, which earned
$64 billion in 1995, a doubling of the market in
only two years, The contribution of mobile com-
munications to total PTO revenue thus increased
to more than 12% in the OECD area, surpassing
international communication services in earning
capacity.

But mobile communication revenue per sub-
scriber is now tending to fall, in part because of
price reductions from increasing competition,
although mainly from the trend toward flexible
tariff options and the increasing number of resi-
dential subscribers, who make fewer calls than
business users. The popularity of flexible tariffs
has been the prime reason for the enormous
growth of the mobile market between 1992 and
1995.

The bulk of the ‘Internet revenue’ accruing
to PTOs has been for traditional infrastructure
products and services, such as leased lines, ad-
ditional mainlines and the increasing length of
local calls. The majority of people accessing the
Internet use leased lines or the PSTN (via 4 PC
and modem). In contrast to mobile communica-
tion, for which PTOs developed a separate tariff
structure, the pricing of the building blocks for
the Internet has been inherited from a world in
which telephony was the leading application,
although many PTOs are investigating new
pricing structures that may be better suited to
the development of the Internet.

Provision of Internet access promises to be a
very large market for PTOs since virtually all
potential Internet users are already their cust-
omers. PTOs, indeed, are likely to become for-
midable competitors in this market because they
own and manage access 1o existing customers
and have the requisite networking skills. Yet, as
with mobile communication, the provision of the
infrastructure necessary for Internet access will
not be in the domain of PTOs alone.

The revenue increases accruing to PTOs from
[nternet services have tended to be over-
shadowed by discussion of the potential for the

Internet to be used as a means of bypassing
‘traditional’ international telecommunication - a
parallel of the debate over mobile communica-
tion during the 1980s, when a number of PTOs
feared that new technology and market liberali-
sation would threaten their ‘core” revenues. A
decade later, instead of supplanting sources of
traditional network revenue, mobile communi-
cation has dramatically expanded the market, If
past experience is a reasonable guide, those PTOs
that embrace the Internet as an opportunity to
do likewise will be best placed to remain com-
petitive in the years to come.

In terms of market size, the audio-visual sector
of the communication industry is much smaller
than the telecommunication market: broadcasting
revenue per inhabitant is about one-fifth of that
from telecommunications, The largest share of
the audio-visual market stems from broadcasting.
In 1994, it is estimated that the market for broad-
casting services in the OECD area was $87 billion
and the cable television market around $30
billion.

Price
Performance

The OECD has been undertaking analysis of
telecommunication tariffs since 1990° — a task
that is becoming more complex as competition
grows, and as a result of the growing range of
discount plans now available in competitive
markets and, increasingly, in monopoly markets
ahead of liberalisation.

The cost of the OECD ‘average business
basket' for telephony services is now around
$600; in 1990 it stood at $870 for the same
number of calls. The net decline in the index of
the business basket has occurred through higher

3. 8am Paltridge, “How Competition Helps the fnternet’,
The OECD Observer. No. 201, August/September 1996
4. Sam Paltvidge, Upneardly Mobile Telephony ', The OECD
Observer, No. 196, OctoberNovenber 1995,

5. Between 1991 and 1995 telephone penetration rates
in the new Linder rose from 179 1o 389 per 100
inthebitents.

6. The QOECD lariff comparison model with recent updates
is available from Euwrodata Foundarion, London (fax:
+4d4 171 629 1359)
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fixed charges (primarily higher line rentals) and
lower charges for use (mainly reductions in long-
distance prices). The reduction over the same
period in the index for the average OECD resi-
dential basket has been much less (2.4%), so
that by 1996 it was $271, compared to $301 in
1990, Some of the main reasons for this slow-
ness were the raising of fixed charges in Greece,
Turkey, Belgium, Italy and Japan, compensated
by reductions in long distance usage charges in
most countries.

Price performance in competitive markets has
been very different from those in non-competi-
tive markets (Figure, p. 22). All countries with
monopolies reduced the average usage charge
(or kept it constant) between 1995 and 1996.
Five countries (France, Germany, Portugal, Spain,
Turkey), out of 15 non-competitive markets, re-
duced their usage charges by more than 10% in
this period. For the European Union countries
this reduction reflects tariff restructuring ahead
of the market liberalisation scheduled for 1998.
In several other countries, such as Finland, New
Zealand and Sweden, the emergence of local
telecommunication competition has led for the
fist time to a reduction in fixed charges for busi-
ness users. The price of the residential basket of
telecommunication tariffs increased in competi-
tive markets by 2.3% between 1995 and 1996; in
non-competitive markets the increase was 9.3%.

Since 1990 charges for longer distances have
decreased by some 30-35% in competitive
markets and by around 20% in non-competitive
markets. Over the same period the local call
charge has risen by 13.5% in competitive markets
and by 34.8% in monopoly markets. As a result,
the difference between the prices for local and
long-distance services is diminishing, from 20
times higher for local distance, on average over
the OECD area, to a mere five times in 1995,

This rebalancing of tariffs has important im-
plications for access to information infrastructure
services like the Internet. PTOs are rebalancing
tariffs based on traditional patterns of telephony
use. But local telephone calls in the OECD area
last on average less than three minutes whereas
callers to the Internet or on-line data-bases make
much longer calls. In view of the new patterns
of network use, moreover, the impact of
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Figure
Business Tariff Trends in the OECD Area, 1990-96
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1. The countries with competitive markets are: from 1990, United States, United Kingdom, Japan, New Zealand;
from 1992, Canada, Australia; from 1993, Sweden; from 1994, Finland.

Source: QECD

rebalancing on different users varies enormously
throughout the OECD because of the different
methods of charging for local calls. Some coun-
tries have measured rates, some unmeasured
ates and others flat rates for local calls. In some
countries with relatively expensive measured
rates, therefore, the growth of new services may
be slowed. In countries with flat or unmeasured
rates there is some debate as to whether net-
works designed for relatively short calls will be-
come congested and, if so, how quickly they
can be upgraded to cope with new patterns of
use.

Different methods of charging for local tele-
communication do not result in large differences
in the price of a basket for telephony services,
although they do generate very large differences
in the PSTN price of ‘on-line’ or Internet access:
for instance, 20 hours costs six times more in
Austria than in Canada. When tariff rebalancing

7 Information Infrastructure Convergence and Pricing:
The Internet, available freeof charge from the fnformation,
Compiter and Commuonications Policy Division of the
OFECD Directorate for Science, Technology and ndustry
ar on the Internet on the ICCP bome-page, al b
e oecd. ong/dstied_docs$90_xxe btml
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raises measured charges for local calls, it magni-
fies these differences for an Internet-access
basket of PSTN services. Between 1995 and 1996,
for example, Canada raised the price of line
rentals, increasing the cost of 20 hours of Internet
access over the PSTN from (US) $9.32 to $11.99.
In Sweden, where the price of local calls was
raised, the cost of the same basket increased
from §19.77 to $34.55. The impact of this
rebalancing meant the price difference between
the two countries went from double to triple.
For users of telephony services, by contrast, the
price of a residential telephony basket, based
on standard prices, is still less expensive in
Sweden than in Canada. Clearly rebalancing has
a different impact on telephony users, who also
enjoy lower long-distance prices, than on Internet
or on-line users. As the market for the Internet

grows, it will add to the complexity of

rebalancing decisions.

In mid-1995 the pricing of dial-up Internet
access, from Internet Access Providers (IAPs),
was very expensive.” Since then prices for access
to the Internet by dial-up users have plummeted.
In addition complex pricing structures have, in
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general, given way to simple, flat-rate plans, and
connection fees have been abolished. This
change in pricing was driven by competition
between [APs. Local telecommunication charges,
by contrast, where there is virtually no competi-
tion, remained stable or rose. The result is that
local calls now make up the largest part of the
cost of the OECD dial-up Internet basket.

The reform of telecommunication market
structures made important progress last year. But
the reform process still has to take into account
the convergence between broadcasting and tele-
communications, which is blurring the differ-
ences between previously distinct services. The
broadcast of audio signals over the Internet has
now become relatively commonplace. Video
technologies are beginning to be used to broad-
cast over the Internet, thus challenging the
traditional concept of broadcasting as point-to-
multipoint transmission. The Internet is crystal-
lising new ways of thinking about the delivery
of network-based services.

Even though existing telecommunication poli-
cies are still relevant to a converged communi-
cation marketplace, most OECD countries will
have to review their telecommunication and
broadcasting legislation and regulatory frame-
works so as 1o take these new developments
into account. In the short term, the most import-
ant challenge will be to encourage competition
in the ‘local loop” and ensure that newly liberal-
ised infrastructure and voice markets become
fully competitive. m
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Agricultural Trends
and Issues to 2007

Pierre Charlebois and Josef Schmidhuber

The OECD's annual projections of developments on global agricultural markets suggest three
major trends between now and the year 2001: a general recovery in agricultural commodity
prices by the turn of the century; a reduction in government stocks of grain— and thus, perbaps,
more price variability; a continuous shift in trade from raw materials to processed products —
and a re-distribution of market shares in favour of countries with market-orientated agricultural

sectors.!

orecasting long-term developments in

global markets for agricultural com-

modities is a complex task. Many im-

portant factors are difficult to predict

and their influence on the markets may
change with time. Every year, nonetheless, the
OECD attempts to identify broad tendencies and
analyses the main uncertainties for the five years
to come. To generate this outlook, the Organisa-
tion combines expertise from its member coun-
tries with an internally consistent modelling
framework, the ‘Aglink’ model. The figures that
result emerge from an interactive process, where
findings from the model results are cross-
checked, adjusted and validated by national
experts in the working groups of the OECD Com-
mittee for Agriculture. This process is repeated
every year to account for changes in macro-eco-
nomic developments or agricultural policies, such
as the new seven-year farm legislation in the
United States,

Pierre Charlebois works in the Quantitative Analysis and
Special Studies Division of the OECD Directorate for
Food, Agriculture and Fisheries, where Josef
Schmidhuber works in the Agricultural Trade and
Marker Division.

E-mail: agr.contact@oecd.org

Rising
Grain Prices

An important conclusion in last year’s analy-
sis was that grain prices could not be sustained
at the peaks which prevailed during the 1995/96
season.” High prices would ration demand and
trigger increased supplies, driving prices lower
again. This assessment has proven to be correct,
Lower set-aside rates in the European Union, a
general increase in the area planted to wheat
and coarse grains, and favourable weather con-
ditions in the main cereal-producing regions in
1. The Agricultural Outlook: 1997-2001. OFCL Pub-
lications, Paris, 1997

2. Loek Boonekamp and Yves Catbelinaud, ‘Agricultural
Mearkets from Now lo 2000, The OECD Observer,
No. 199 ApriliMay 1996,
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the world led to a strong increase in the product-
ion of wheat and coarse grain in 1996/97. In
addition, there have been substantial adjustments
in demand, particularly for coarse grain for use
in feed, which fell in 1995/96 by 9% and 7%
respectively in OECD and non-OECD countries,
These changes in supply and demand have led
world prices for wheat and coarse grains to fall
by 24% and 21% respectively in 1996/97 from
their 1995/96 peaks.

But over the longer term, world cereal prices
in nominal terms - and those for oilseeds - are
projected to strengthen. Policy measures taken
in recent years, both national and multilateral,
have reduced government intervention in grain
markets and supported a recovery in international
prices. In addition, growing demand for meat in
non-OECD countries translates into rising inter-
national demand for feed grain and into larger
cereal imports in the non-OECD area, except the
region of the former Soviet Union, which could
become self-sufficient by the end of the cen-
tury. Low stocks of wheat and coarse grain are
also expected to trigger some demand for re-
building reserves. As a result, world prices in
nominal terms for wheat, coarse grains and
oilseeds are projected to remain above their
1991-95 average.
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Figure 1
An Overview of Price Prospects, 1991- 2001
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Mixed Outlook
for Meat

The price outlook for livestock products is
mixed. Beef prices in the Pacific market and in
the European Union are not expected to recover
in the short term. Beef cow inventories in North
America and Australia have reached cvclical
peaks, likely to result in ample supplies until
1998, although increasing demand for beef in
Asia will shorten the period of low prices com-
pared to previous cvcles. Prices could strengthen
again by the turn of the century when livestock
inventories will return to their cyclical lows.

Other factors reduce the growth in meat pro-
duction. Feed costs, which in many countries
are expected to be higher than in the early '90s,
will act as a constraint, Increased environmental
protection raises the cost of livestock product-
ion. Lower export subsidies and reduced do-
mestic support put a break on production in
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many OECD countries. Emergency measures
taken in the European Union in view of the BSE
crisis will reduce EU beef production.

But these effects will at least partly be offset
by a number of other factors. There is strong
demand for meat in non-OECD countries, sub-

1991 92 93 94 95 96 97 98 99 20002001

stantial growth in productivity, especially in the
US pig industry and, most important, a global
shift in consumer preferences towards poultry
meat. All in all, these factors are expected to
result in an increase in OECD beef, pork and
poultry-meat production by some 2%, 7% and
1 7% respectively, between 1996 and 2001. Never-
theless, the average rate of growth over this
period will be less than during the first half of
the 1990s.

Diary Products
Stable

Dairy quota regimes are expected to remain
in place in all OECD countries where they are in
force. Production in quota countries has to be
contained at volumes consistent with Uruguay
Round commitments on minimum access and
export subsidies. There is also little or no in-
crease in per capita consumption of milk and



dairy products in OECD countries, and on bal-
ance therefore, quotas are likely to remain mostly
unchanged.

The situation is much different where milk
production is not subject to production quotas.
Seven non-quota countries taken together -
Australia, New Zealand, the United States,
Mexico, Turkey, the Czech Republic and
Poland - produced 45% of total OECD milk out-
put in 1995. Their combined production is pro-
jected to increase by 16 mt (or 14%) between
1996 and 2001 because of growing demand for
cheese and whole milk powder, in particular in
non-OECD countries, a strong demand for cheese
in the United States and substantial productivity
gains in Mexico. Demand for butter and skimmed
milk powder nonetheless continues to be weak
because of the growing popularity of whole milk
powder for reconstituting fluid milk in many
developing countries. With higher production
and lower growth in demand, the recent price
increase in world dairy markets is unlikely to
continue, particularly for skim milk powder and
butter. In 1995 price peaks were exacerbated by
an unexpected increase in butter imports by the
former Soviet Union. Already in 1996, prices fell,
and, for butter, they are likely to fall even more
over the next five years.

Questions
and Uncertainties

A number of uncertainties surround these
projections. They include the assumptions made
about agricultural policies, productivity growth,
constraints on crop land and cereal stocks, as
well as changes in food consumption. These fact-
ors have implications both for medium-term
trends and short-term fluctuations around them.
Their relative importance may nonetheless
change gradually. Higher food imports stimu-
lated by rising incomes, for instance, provided
an important contribution to robust world prices
in the past, but it is not clear how strong this
trend will be over the medium term. How fast

3. Barrie Stevens, ‘China Enters the 21st Century, The
OQECD Observer. No. 201, August'September 19906,

and how much will cereal production increase
over the medium term outside the OECD area?
And how will reform in agricultural policy and
trade affect exports from OECD countries?

The evolution of cereal production in non-
OECD countries is probably the most crucial
uncertainty in the medium-term outlook. There
is still potential for bringing additional crop land
into production, but it could be less fertile and

production more susceptible to the vagaries of

weather. There is also still the potential for further
growth in yields, both through new techniques
and more intense use of inputs. Many countries,
particularly India and China, have demonstrated
the ability to raise yields substantially in the past,
but the importance of adopting more sustain-
able production methods could curb this growth
in the longer term.

Another important issue is the continuing shift
towards more trade in processed or value-added
products. In 1985, roughly half of global agricult-
ural trade was in high-value products. By the
end of the decade, this share is expected to in-
crease 1o 75%, with rising meat exports from
OECD countries forecast to account for most of
the expansion, The United States and Canada in
particular are likely to expand their market shares,
encouraged by high growth in productivity and
a favourable regulatory environment in the live-
stock sector,

Much of the expansion in demand is con-
centrated in Asia, where rapidly rising incomes
will attract high-value products. The develop-
ment of high-value product markets will none-
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theless depend on the extent to which the pro-
jected growth in incomes materialises. If it is
lower than expected, it could put a brake on
Asian meat imports and thus curb OECD meat
eXports,

Within Asia, China is the main source of un-
certainty. Persisting infrastructural deficiencies,
coupled with vigorous increases in incomes and
rapid urbanisation, have fuelled growth in im-
ports of wheat and increasingly of coarse grains
and poultry meat.’ Although China is forecast to
remain an important wheat importer, the growth
in imports is likely to slow down. The next five-
vear plan favours policies likely to boost domestic
grain production and to increase urban food
supplies. The use of centralised trade controls
and a lack of information on stocks make it dif-
ficult to predict when, what and how much China
will purchase.

Developments in the EU beef sector consti-
tute another important element of uncertainty in
this outlook. Beef consumption in the European
Union had been on a downward trend for more
than a decade before the BSE scare led to an
unprecedented and sudden slump. And it is still
far from certain that demand will return to pre-
BSE volumes by the end of the decade, as the
OECD's projections assume. In that case, a sub-
stantial increase in EU beef intervention stocks
could be much more likely, even though this
movement should be limited to the next few
years. The emergency measures already en-
dorsed, such as early marketing schemes and
calf-slaughter programmes, are expected to re-
duce production and hence non-marketable
surpluses. In view of the relatively long product-
ion-cycle that beef requires, the impact of these
measures will be felt most strongly towards the
end of the decade.

Global grain stocks carried into the 1996/97
season were the lowest since the mid-1970s, after
a number of poor crops in a period of robust
demand. Low stocks are likely to remain a feature
for the entire five years of the outlook. With low
stocks and growing demand, ‘normal’ fluctuations
in the size of grain harvests could result in wider
vear-to-year price fluctuations. But the compo-
sition and distribution of stocks are also changing,
with government-held stocks projected to remain
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Agricultural Trends
and Issues to 2001

low and private stocks increasing,
thus improving their accessibility. Storage
capacity for spreading sales within a

Price fluctuations within a season have

hecome more pronounced than those 100

from year-to-year, thus attracting private
investment in storage and, probably,

moderating intra-seasonal price move- 60

ments. Investments by multinational

grain-trading companies in grain eleva- 40

tors and port facilities in Argentina, for
instance, resulted in increased storage
capacity, which brought more flexibility
in the timing of sales. Even so, storage is
doubtless still insufficient to accommo-
date an entire harvest, but the prospect
of benefiting from rising prices during the crop
vear is likely to attract further investment. More
flexibility provides profit opportunities for farm-
ers and grain traders and will in turn reduce
seasonal price variability.

Lower grain stocks raise the questions of food
security and the minimum safe volume of stocks.
The importance of the relevant indicators, such
as minimum stock-to-use ratios to ensure food
security, is currently being re-examined. Some
of these indicators were established more than
20 years ago and their validity was based on the
market structures then prevailing. These struct-
ures have changed. The policy environment is
different, and there have been substantial im-
provements in productivity and technology in
the handling, transportation, marketing and use
of grains. Another important change has been
hrought about by the wider dispersion of stocks,
easier access to market information, and more
transparency.

Market transparency, indeed, has improved
substantially. Global communications are becom-
ing better and faster and some features specific
to the grain market are now in place. There are
clearer and swifter market-reporting systems,
particularly in OECD countries. Early-warning
systems help to track developments in regions
outside the main markets, providing a growing

4. Carmel Cabill, ‘OECD Agriculture after Urngnay’, The
OFECD Observer, No. 196, October/November 1995,
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number of producers and importers with more
information on production, prices, export avail-
abilities and import requirements. Market parti-
cipants can thus react in a more timely fashion
to possible shortages.

Through Reform
to More Stability?

Recent years have seen more reliance on
markets and a decline in the role of governments
in influencing supply and demand for agricult-
ural commodities. The new seven-year farm
legislation in the United States, for instance, pro-
vides for more market-orientated agricultural
policies over the medium term. And internation-
ally, the achievements of the GATT underpin a
general commitment to freer trade.

Reduced border protection allows more con-
sumers and producers to react to price signals
from an enlarged world market, thereby reducing
necessary adjustments in international prices.

Dematl Campagne, Ceanpragie

99 2000 2001

Fewer export subsidies should limit the
disposal of domestic surpluses onto the
international market, and thereby prevent
the depressed prices. With fewer distor-
tions, trade will be able to better address
shortages and surpluses. Price signals will
be more reliable in guiding production
decisions. But the stabilising impacts of
policy reform on markets will depend on
the hinding nature of the commitments
in practice.’

So far, trade reforms, such as the
tariffication of non-tariff barriers, have
only brought limited integration of
domestic and world markets. Recent
developments also put the efficacy of
export-subsidy constraints into question.
High international grain prices in 1995/96 ren-
dered both EU and US wheat and coarse grains
internationally competitive. The unused ‘subsidy
entitlements’ can now be carried over into any
year of the implementation period of the Uru-
guay Round agreement (except for the last one)
and could result in higher subsidised exports
over the medium term. In practice, though, ad-
ditional exports will be limited by budgetary con-
straints.

All in all, future price fluctuations will essen-
tially depend on the extent to which fluctua-
tions in US and EU grain production will be
absorbed by changes in domestic stocks or trans-
late into changes in exports. Holding stocks from
one season to another can be costly and may
exceed the costs of subsidising exports. Higher
subsidised exports, in turn, tend to heighten the
refunds per ton and could provoke or add to
existing trade policy tensions.

A number of policy messages emerge from
this outlook. First, although high government
support continues to distort resource allocation
in agriculture, progress has been made in some
countries, with refnrm towards more market-ori-
ented policies. That enables OECD countries 1o
respond flexibly to the growing demand for food
outside the OECD area even though, over the
medium term, nominal world-market prices will
rise only moderately.



Although policy reform is continuing, many
OECD countries, particularly Japan and the EU,
continue to maintain domestic prices well above
those on world markets. For a number of com-
modities, especially milk and grains, measures
to control supply have been necessary to help
strike a market balance domestically. But that
can mean losing market share in international
trade, as supply control, coupled with high
domestic prices and Uruguay Round restrictions
on subsidised exports, prevent countries from
competing effectively in the rapidly growing food
markets outside the OECD area — an effect that,
with growth in domestic markets often tailing
off, is all the more damaging for the countries
concerned.

The outlook over the medium term suggests
only a4 modest rebound in global grain stocks,
making an efficiently functioning world market-
place more critical than ever. Reform of
agricultural policy must therefore sustain the
momentum for developing and maintaining an
environment in which production and consump-
tion can respond freely to price signals and trade
flows. With fewer distortions, indeed, trade will
be able to address shortages more efficiently,
and price signals will be more reliable in guid-
ing decisions on production. m
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How Agriculture

Benefits

the Environment

Wilfrid Legg and Luis Portugal

Agriculture, like many other sectors, has seen the political
importance of the environment increase. Environmental
considerations have now become a major element in
agricultural policy, both to reduce environmental damage and
to enhance agriculture’s benefits to the environment.’

he agricultural sectors in OECD

countries are changing rapidly. Fewer

people are employed on fewer farms,

many of them working part-time.

Farmers increasingly purchase inputs
from the non-farm sector and sell under con-
tract to the food-processing and marketing sector.
Advances in technology (especially in farm
chemicals, machinery and biotechnology) and
better information on farm practices are avail-
able to farmers. And they are more conscious of
the importance of farming sustainably - to en-
sure that there will be sufficient resources in the
future to provide enough food, safely and in
‘environmentally friendly’ ways.* Indeed, many
farmers and farm businesses have responded to
the increasing pressure from consumer and
environmental groups to improve their pest-,
disease- and fertiliser-management.

Wilfrid Legg is Head of the Country Studies 11 and
Environment Division, where Luis Portugal also works,
of the OECD Directorate for Food, Agriculture and
Fisheries.

E-mail; agr.contact@oecd.org

27

Farmers are also aware that the public ex-
pects them to contribute to the management of
the countryside, conserve and improve the land-
scape, and provide spaces for recreation and
tourism. The value of some of these benefits is
captured by farmers through the market; some
is not, such as maintaining biodiversity and wild-
life habitats, or the ‘positive externality’ of a pleas-
ant countryside. In many countries farmers have
also to face environmental regulations and meet
standards, particularly on water quality, the use
of pesticides, and the disposal of animal waste -
all of which can raise their production costs and
depress their international competitiveness.

[n agriculture, the application of the ‘polluter
pays’ principle (which requires that polluters pay
for the costs of meeting the degree of environ-
mental protection decreed by government) often

1. Environmental Benefits from Agriculture: Issues
and Policies — The Helsinki Seminar, OFCI) Pub
lfcations, Paris, forthcoming, 1997

2 Sustainable Agriculture: Concepls, Issues and
Policies in OECD Countries, OFCD Publications, Paris
1905
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How Agriculture
Benefits
the Environment

‘Campagne, Campegne

Benchmarks can guide a range of farming practices - such as pest-, disease- and fertiliser-manage-

ment — though they are difficult to establish.

involves farmers having to meet limits for ni-
trates and other chemical run-off into water
courses, or obey regulations on the use of pesti-
cides. But its application to agriculture has often
been poorly enforced, and can be impeded by
practical problems, given the large number of
farms and the difficulties in simply identifying
who is doing the polluting. Moreover, it is not
always easy to define property rights, which
determine the environmental impacts that should
be accounted for by farmers. In the event, it is
often the taxpayer who ends up bearing the cost
of reducing the discharge of by-products or
chemical residues, through government pay-
ments to farmers to meet the costs of (for ex-
ample) investments to deal with waste.

Where farming practices that maintain the
quality and quantity of natural resources foster
the future viability of farms, farmers have a direct
incentive to adopt them. For example, by at-
tending to the quality of the soil, farmers can
reap future yields of crops at lower cost than
they could otherwise. But such incentives re-
quire that farmers be aware of the environmental
costs and benefits of their activities, that the

The OECD OBSERVER No. 205 April'May 1997

market reflect these effects, which can be influ-
enced by agricultural and environmental poli-
cies, and that farmers have the resources and
the knowledge to farm in environmentally
sustainable ways.

Some of these developments have been
linked with high volumes of government sup-
port for farming, which on average is equivalent
to around 40% of the value of agricultural pro-
duction, and two thirds of which is to support
farm prices.’

First, Define
Your Benefits

For some countries the environmental bene-
fits of agriculture are defined as no more than
biophysical and ecological settings with rare flora
and fauna that have gradually evolved in con-
junction with farming practices and can be
threatened by current systems of agricultural pro-
duction. This approach is generally the one fol-
lowed in North America, Australia and New
Zealand. For other countries the benefits can also

28

include landscape and cultural features, as well
as the contribution of agriculture to rural devel-
opment and thus to balanced national and region-
al growth — generally the case in Europe and

Japan.'

Under guidelines or regulations defining, for
example, ‘good farming practices’, a benchmark
might represent what each government expects
farmers or landowners to provide at their own
cost and in their role as ‘stewards’ of natural re-
sources. But a simple change in a benchmark
(or reference figure) can alter the definition of
particular farming practices as having harmful
or beneficial environmental effects. If agricult-
ural activities provide benefits above the bench-
mark, but for which the market does not pay
farmers (such as enhancing biodiversity or wild-
life habitats or maintaining an attractive land-
scape), it could be argued that they are providing
a service which should then be recompensed.
Where farmers’ activities result in environmental
damage in relation to the benchmark, then, as
the polluter-pays principle suggests, they (or
others) should be charged (or meet the cost of
restoration) — for water pollution or spoiling the
landscape, for example.

Bul clear definitions of ‘good farming pract-
ices’, and benchmarks against which environ-
mental effects could he judged, are difficult to
establish, because agricultural policies themselves
have changed the ‘base line’ against which en-
vironmental effects could be assessed: many
policies have been in place for decades, influ-
encing the use of inputs and farming practices.
In addition, some environmental effects take time
to appear, especially when derived from the
effects of pesticide residues and fertilisers on
wildlife and water courses; and landscape im-
pacts are often the result of the practices of many
farms in a given area. Establishing benc hmarks,
which vary within and across countries, and over
time, could nonetheless help policy-makers dis-
tinguish between harmful and beneficial effects

. Agricultural Policies, Markets and Trade in OECD
Countries. Monitoring and Evaluation 1966, OFCD
Publications, Paris, 1096,

4. Amenities for Rural Development: Policy Ex-
amples, OFECD Publications, Paris, 1996,



FOCUS

The Agri-environmental
“Accompanying Measures'
of the CAP

The payments made to farmers under the
Common Agricultural Policy of the EU for
efforts to maintain or improve the environ-
ment can be grouped into four main types
of measure.

* Land-management measures encourage
low-intensity farming, lower quantities of
inputs and organic farming, the main aim
being to alleviate the pressure of farming on
the environment. Some programmes en-
courage farmers to maintain genetic diver-
sity, both of traditional crop varieties and of
types of farm animals now in danger of ex-
tinction.

* Other measures seek to maintain tradi-
tional features of the landscape (stone
walls, terracing and hedges, for example)
and traditional craft skills - features valued
not only for their aesthetic appeal but also
for maintaining biodiversity — and to protect
and enhance biodiversity through, for in-
stance, the reduction of pesticides.

* The long-term set-aside of land and the
maintenance of abandoned land can en-
courage the continuation of extensive agri-
culture or low-intensity grazing which may
contribute to support biodiversity and re-
duce risk of fire or erosion.’

* The provision of information, training and
demonstration can promote good farming
practices and encourage public access and
public leisure on land.

These measures must be made available
in each EU country, although none of the
measures is compulsory on any individual
farmer, who may choose whether to join
one or more of them. For those who decide
to commit themselves, the associated obli-
gations must be observed for at least five
years; for long-term set-aside the minimum
obligation is for 20 years. The design of
each measure, its implementation and
evaluation are the responsibility of central
government, though its operation is often
decentralised to the regions. In 1996, these
measures accounted for over 2 billion ECU,
representing about 5% of the total budget-
ary expenditure on the CAP.

1. The environmental effects of agricultural land-
diversion schemes are analysed in Leo Maier, ‘Letting
the Land Rest, The OECD Observer, No. 203,
December1996/lanuary 1997.

and could help them design and im-
plement policies.

What Policy
Framework?

Policy implications can arise where
environmental effects are not captured
in markets. But one has to ensure that
policy measures do improve the envi-
ronment rather than make matters
worse. One way to this end is to pro-
vide payments to farmers (for benefits),
or levy charges on them (for harm).
But that again requires the establish-
ment of a well-defined set of property
rights, embodying the entitlements and
duties associated with the ownership
or use of resources - for agriculture,
particularly land and water.

It is generally recognised that reform
of agricultural policy, by reducing pro-
duction-linked support, will lower in-
centives that encourage farmers to use
so many chemicals, will reduce inten-
sive cropping and livestock practices,
and will limit farming on environ-
mentally fragile land. But reform may
not be enough to achieve the desired
degree of environmental outcomes (in
part because markets are lacking or
incomplete for some environmental benefits),
and may have to be complemented with other
measures which directly target the provision of
these environmental benefits. But the policy re-
form of agricultural policy underway in all OECD
countries could lead to some problems associ-
ated with, for example, the abandonment of land
or ‘traditional’ agricultural practices in some
regions.

An important element in reform is to target
support away from production towards schemes
to improve the ability of farmers to develop alter-
native sources of income, through for example,
training and advice, start-up grants, and so on.
They can, for example, provide rural amenities,
which are diverse in nature, such as tourism or
organic food production. A coherent approach
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Analysis

Some of the environmental benefits that people expect
farmers to provide have a value that is captured by the
market; others do not.

to agricultural, environmental and rural-
development policies will therefore both con-
tribute to agricultural sustainability and give due
recognition to regional diversity and local prior-
ities. And to ensure that agriculture is economi-
cally and environmentally sustainable, the sector
has to be exposed to consistent policy and market
signals.

But the structure and size of farms, the popu-
lation density, and the priorities attached to the
environment vary considerably from one OECD
country 10 another. Although that makes the
designing of single policy solutions inappropri-
ate, it is important that all policies take a bal-
anced approach. If farmers are remunerated for
any environmental benefits beyond those they
provide in the course of their farming activities,
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Hogging the subsidy? Government grants to farmers for investments to cope with animal wastes can
mean an additional burden for the taxpayer.

they should also be obliged to take account of
any environmental costs they impose.

Paying Farmers
for the Environment?

Many of the policy measures intended to ad-
dress the environmental benefits of agriculture
have only recently been introduced and, in gen-
eral, their effects have not yet been assessed.
The approaches adopted range from local and
regional initiatives, voluntary schemes,’ through
the dissemination of research results, education
and training and regulation, to financial incent-
ives and disincentives to farmers.” For example,
the “accompanying measures” to the 1992 reform
of the Common Agricultural Policy (CAP) in the
European Union provide payments to farmers
who undertake, maintain or improve their en-
5. Ronald Steenblik, "When Farmers Fend for the En-

vivorment. The OECD Observer, No, 203, December
1996 fanuary 1997

O, A number of country case-stitdies — to be made available

Sree of charge from the OFECD Directorale for Food,

Agriculture and Fisheries in the conrse of 1997 - will
provide a wealth of detail about siuch schemes

T A first attempt of establishing operational criteria for
divect petymentts for farmers was made (n Agricultural
Policy Reform: New Approaches —The Role of Dirvect
Income Payments, OECD Publication, Paris 1994
Wilfrid Legg, ‘Direct Paymenis for Farmers?, The OECD
Observer, No. 185, December 1993/ Janucry 1994,

& Kevin Parris, ‘Environmental Tndicators for Agricult-
tre, The OECD Observer. No. 203, December 1996

Januwary 1997
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vironmental performance (box, p. 29). There are
a number of similar policy measures currently
in force in other OECD countries, in Europe in
particular. Some of these payments are well
targeted. Others are not, and are implemented
without a full evaluation of the environmental
benefits and associated costs. Payments are often,
for example, applied uniformly in both national
or regional schemes, even though the benefits
may be locally concentrated or site-specific.”

To be cost-effective in achieving their object-
ives, and to avoid distorting agricultural markets,
payments should be:

« transparent in their objectives and operation
o targeted to ensure the provision of the desired
benefits, which would not be otherwise provided
above the recognised benchmark or reference
point

o tailored to particular environmental situations,
limited to cover the costs of providing the bene-
fits, and accompanied by adequate advice and
information

¢ evaluated as to their environmental effects, the
results of which would feed back into the poss-
ible adaptation of programmes to ensure lower-
cost solutions

 monitored to ensure compliance and cost-
effective implementation.

Payments should be used only where alter-
native approaches are unlikely to achieve the
given objective. As far as is possible, they should
be directly linked to environmental outcomes,

30

or farming practices which foster them, rather
than indirectly to the volume or type of product-
ion, or factors of production. Payments should
also be based on sound scientific knowledge of
physical and biological processes of the effects
of specific practices. To be consistent, incentives
to produce benefits should be used in conjunct-
ion with penalties for damage - and not be
restricted to farmers, but available to anyone who
can provide the environmental improvements in
question.

Much is known about the economic and
policy issues involved, and the practical possi-
bilities for improving environmental performance
in agriculture. But this knowledge is often not
applied, not least because it is poorly dissemi-
nated among farmers. Both national governments
and regional and local governments and agen-
cies can help here - although a thorough under-
standing of how agricultural and environmental
policies ‘mesh’ still requires much more work.
The OECD has an important role to play in the
development of national and regional indicators
on the environment and on policies to help with
the assessment of how policy is performing,” and
the comparative analysis of policy approaches
across countries. m
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cience and Soc

Avoiding a Gulf

Jean-Eric Aubert

Contaminated blood, lethal growth hormones, mad cow disease:
three alarms the tragic consequences of which have cast a pall
over scientific expertise and the use that politicians make of it.
At a recent symposium, the OECD explored public perceptions
of science and technology and their impact on the strategic
choices that will have to be made with the approach of the 21st

century.’

he complex relationship between

science and society goes well beyond

public reactions to the alarms that

have recently been experienced.

The public’s guarded support for
science and technology and the budget con-
straints affecting almost all industrialised coun-
tries are currently putting a brake on, even
threatening, public funding for R&D programmes.
Young people generally are showing less inter-
est than they used to in science subjects and
careers in science. The danger of this relative
disinterest is that over the next ten years, when
many of the present generation of researchers
retire, there may not be enough young re-
searchers to take over, The fact, moreover, that
such large numbers of young people are not
technically literate affects their ability to find jobs
in economies that are facing constant techno-
logical change,

A comparative analysis of surveys conducted
in 14 OECD countries® confirmed that in most
countries the public is indeed interested in
science: close to 50% of those interviewed, and

Jean-Fric Aubert works in the Science and Technology
Policy Division of the OECD Directorate for Science,
Technology and Industry.

E-mail; dsti.contact@aoecd.arg

in some cases more, claimed to be interested or
very interested in science and techno-
logy. (Curiously, the one exception was

Japan where the degree of interest is

substantially lower and has slightly de-
clined in recent vears, particularly
among the young.) In contrast, substan-
tially fewer people claim to have an
understanding of scientific issues and
methods: only around 10% of adults said
that they felt capable of taking part in a
discussion on controversial scientific
issues.

The surveys also showed that, in all
countries, people’s perceptions of
science and technology were both posi-
tive and negative (Figure 1): they were
aware of the benefits, but afraid of the
potential dangers or risks involved. This
ambivalence is found in all countries,
although the overall attitude is more

1A studdy on this .~'.'ar'3;l1'.! Is I frreparation
2, Public Understanding of Science and Tech
nology in OECD Member Countries: A
Comparative Analysis, paper presented at the
Sympositen on Public Understandiig of Science
and Technolagy, beld in Tokyoan 5-6 December
1996, available free of charge fron the Science
and Technology Policy Division of the OECT
Divectorate for Science, Technology and dus
n
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positive than negative. Nevertheless, the pub-
lic’s critical or ambiguous attitude to science and
technology does not translate into opposition to
funding for research: most are in favour of step-
ping up research funding, particularly for basic
research.

The number of young people studying
science today is far higher than it was 20 years
ago.” But as a proportion of university entrants,
the number of students reading science subjects
has fallen (Figure 2). Some traditional subjects,
like physics and chemistry, have experienced a
substantial decline in numbers; others, such as
information technology and hiology are attract-
ing more students. Moreover, in some countries

Figure 1

Civic Scientific Literacy' in 14 OECD Countries, 1996
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1. The extent of scientific literacy is judged by answers to
questions about natural, physical or other phenomena put to
substantial samples of the population. The questions were
limited in number (ten at most) and similar, if not identical,
from country to country.

Source: Jon 0. Miller, Center for the Advancement of Scientific
Literacy, Chicago.
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Interactive science

museums — here in
Naples - are
enjoying consider-
able success.

the intake of science and engineering students
has been slowly falling off over the past few
years.

The survey data on careers in science and
technology are less clear cut. In countries where
in-depth surveys have been conducted, the
numbers of graduates who go on to a career in
science after university is either unchanged or
slightly down. The fact that young graduates are

Figure 2
Natural Science and Engineering
in Total First University Degrees
in Eight OECD Countries, 1975-92

1. Bonaventura/REA

going into other sectors of the eco-nomy is, if
anything, a useful development (because they
pass on scientific knowledge and methods to
society at large), The real problem, and a much
more mundane one at that, lies elsewhere. It is
simply that if careers in science no longer ap-
peal to young people, eventually science insti-
tutes may simply not have the numbers of staff
that they require for their future development.
There are a number of reasons that
science graduates look elsewhere for a
career. Salaries may be less attractive than
in other sectors, such as banking and
finance, where science graduates are
highly sought after. But there is also the

feeling that scientific research is becom-
ing increasingly compartmentalised and
specialised and consequently less inter-
esting.

Governments have heen trying to
interest the public in science and tech-
nology for many years — since the
beginning of the Industrial Revolution,
indeed, as an endless stream of en-
cyclopaedias and ‘universal exhibitions
demonstrates. With the arrival of new
technologies fifteen or so years ago,
governments began to step up their
efforts. Every country now has its science
museums or science centres, its science
and technology day, or week, its tele-
vision broadcasts and the like. And yet
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35 3. Are Science and Technology of Waning
Trterest o Youth?, paper drafted for the Sym
positom, available free of charge from the Science
el Technology Policy Division of the OFCD
Divectorate for Science, Technology and Didiis-
oy

1. Changing the Subject: Innovations in Science,
Mathematics and Technology Education, QECEY
Roulledee Press, 199G
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these efforts have failed to produce the desired
effect.

What more can be done? Or how can current
practices be improved upon? These are the quest-
ions that the participants at the Symposium set
out to answer.

The Importance
of Education

It is in primary and secondary school that the
foundations are laid. It is essentially there that a
life-long interest in science and technology can
be instilled, as the comparative surveys showed.
Anything that can be done later in life will not
be enough to fill the gaps left at this early stage.
But, if there is to be a real change in science and
technology teaching, attitudes and methods will
have to change: students will have to be better
motivated, teachers and parents more involved,
lessons based on pupils’ evervday experience
and on practical problems (environmental or
other).”

New forms of teaching can produce real
progress, as Professor Leon Lederman, winner
of the Nobel Prize for physics, showed in his
account of his own experience with young
people from underprivileged areas of Chicago.
Excellent results can be obtained even in prob-
lem settings, by introducing innovative pro-
grammes, involving scientists, re-arranging the
teaching environment to encourage pupils’ creati-
vity, using recent findings in cognitive science
to train teachers in innovative teaching meth-
ods, and so on. Tens of thousands of teachers
and hundreds of thousands of primary- and
secondary-school pupils were involved in the
programme, which in only a few vears raised
pupils” marks in science and mathematics tests
well above the national average for the United
States.

A study from Sweden showed that an
approach to mathematics teaching that is too
abstract can put young people off science. It
should not be too difficult to reverse the trend
by redesigning programmes and curricula. As a
general rule, if young people are to be genu-
inely helped to take their place in a society where



science and technology are becoming increas-
ingly pervasive, mathematics should no longer
be used as a selection tool, as many countries
still do.

The most successful science museums are
those which have some relevance to visitors’
everyday lives, firing their imagination and
inspiring them, often taking advantage of inter-
active media. Such museums are even more
effective when they bring together scientists and
the teaching community and facilitate exchanges
between the two worlds, as in museums in Trieste
and Luled, one in the south of Europe, the other
in the far north, whose experiences were de-
scribed at the Symposium.

Governments and the research community
both attach much importance to the media, and
rightly so, since in most countries television is
by far the main source of information on science
and technology used by the general public.
Japan, for example, has announced the launch
of a 24-hour national science channel. But
science programmes are not always well pro-
duced at present, and the uninitiated can some-
times find them impenetrable. Programmes based
on a narrative approach, which appeal to the
viewer's imagination and work up from the con-
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crete to more complex and abstract concepts,
are probably the best introduction to the world
of science and technology.

A proposal was made at the Symposium to
set up an international channel that would broad-
cast the best programmes from each country,
This channel could be hooked up to user-friendly
Internet servers so that interested communities
throughout the world - scientists, teachers, the
public - could express their views, requirements
and criticisms on the materials proposed.

Developing
a Dialogue

Lastly, the Symposium discussed the import-
ance of governments’ committing themselves to
developing a policy dialogue which would, for
example, allow the public to be consulted before
decisions on R&D priorities are made and to take
part in ethics committees or technology assess-
ment mechanisms, In each country there would
be the structures that best suited its own tradi-
tions, but the importance of a policy dialogue
was clearly emphasised both by the Danish Min-
ister for Research and Information Technology,

The number and quality
of the 'baby-boom’
generation of researchers
may be difficult

to replace.
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The proportion
of students
reading
scientific
subjects is
smaller than
twenty years
ago.

who cited his own country’s experience with
public involvement in designing an R&D strat-
egy, and by Professor Wataru Mori, Science and
Technology Advisor to the Prime Minister of
Japan, who advocated public ‘informed consent’
on major national science and technology deci-
sions. The Japanese government has also de-
cided to launch a large-scale programme
involving all the relevant actors (scientists,
teachers, journalists, and so on), with the aim of
training large numbers of ‘science interpreters’
to facilitate communication between the public
and scientists.

Disseminating knowledge is as important as
generating it. Incentives, including professional
promotion, must be introduced to encourage
scientists to publicise their work. The target
audience — young people, the general public,
politicians and so on - also has to be motivated.
Information, even complex information, is much
more easily assimilated when it is relevant to
people’s immediate concerns. The dialogue with
any audience therefore has to be emotional, even
though the development of science and tech-
nology relies primarily on rational argument. m

)
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Candice Stevens, The Knowledge-driven Economy,
The OECD Observer, No. 200, October/November 1996,
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William Emerson

The world’s press regularly carries warnings that over-fishing
is emptying the seas of their most important commercial stocks.
Indeed, the economic signals arising from the institutional
[framework governing fishing encourage fishermen to act
apparently logically but in defiance of their own long-term
interests — with drastic effects on fish stocks. Radical overbaul
appears to be the only solution.’

: ¢ e
i

* The ‘rush to fish’ has resulted in over-
capitalised fleets that drain resources
from other sectors of the economy.

Cerlo Borlenghi/Sea ol Spe
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Can Private Property
Rescue Fisheries?

ny commercial fishing activity,

whether undertaken by small scale,

inshore vessels or large, sea-faring,

factory trawlers, is a complex acti-

vity, often involving conflicting
hiological, social and economic goals. The
exploitation of fish stocks provides employment
in many areas of the world, Fishery products are
furthermore an important food source which,
obviously, is threatened when fish stocks
decline. Over the past few decades agriculture
has responded to increasing populations and
growing demand for adequate nutrition with a
spectacular increase in productivity.* But the fish-
eries sector has failed to do so.

Within the 200-mile Extended Economic
Zones (EEZs) of coastal countries, marine re-
sources are generally the property of ‘the people’,
with the government playing the role of trustee.
Under this arrangement, as with the regional
agreements covering many high-seas fisheries,
many marine fisheries have been left ‘open’: no
single hoat or fleet has the right to exclude an-
other from harvesting any part of the resource.
Any individual fisher who leaves fish to grow
and reproduce - a vital element in any healthy
marine ecosystem — thus risks losing them to
less considerate rivals. There is therefore little
incentive among producers to conserve fish for
future use. This absence of private ownership
of marine fisheries is the fundamental cause of
poor economic performance and biological over-
exploitation.

In an attempt to prevent over-fishing, gov-
ernment has therefore intervened with regula-
tion. The management instruments used are of

William Emerson works in the Fisheries Division of the
OECD Directorate for Food, Agriculture and Fisheries.

E-mail: agr.contact@oecd.org



three basic kinds. Output controls set annual
quotas on harvest volumes; once the quota has
been reached, the fishery is closed for the year.
Input controls limit the number of vessels that
are allowed to fish (by requiring a license, for
example) or other factors of production. Third,
there are technical measures which protect
undersized fish or spawning areas, including the
specification of minimum mesh sizes which al-
low smaller fish to escape and grow to a com-
mercial size. Most fisheries are managed using a
combination of all three types. But in spite of
the plethora of measures that governments have
deployed, most fail to achieve their stated
objectives.

First, from a biological perspective, the state
of fish stocks has generally not improved fol-
lowing the introduction of such measures; har-
vest volumes of some species (Atlantic cod and
halibut, for example) may, indeed, be reaching
a point at which recovery is impossible. The
reasons are numerous. Appropriate harvests are
difficult o assess. The difficulty of monitoring
fish in their natural environment means that
scientific information is expensive to collect and
difficult to analyse. Fish stocks, moreover, are
very sensitive to changing environmental condi-
tions: stocks that are healthy one year may be in
a precarious condition the following one because
of changes in water currents, temperature

I Towards Sustainable Fisheries: Economic Aspects
af the Management of Living Marine Resources,
QFECD Publications, Paris, forthcoming 1997

2.4t the World Food Swmmit beld (n Rome on
1317 November 1996, the international community
reaffirmed s commitment to eradicating hunger and
agreed on a plan of action for increasing the year-rovusd
availability of food, improving access to supplies, and
reducing the monber of malnourished people. Scientific
and technological progress bave played a key role in
increasing vields in the agriculinral sector. Likewise
impravements in the development of aguacultire bave
conttribudted 1o an increased share tn the overall supply
af fish. See David Blandford and Gérard Viatte, "Ensuring
Global Food Security’ and Donald [, Jobnston, Food
Security and Sustainable Agriculture’, The OECD Ob-
server, No. 203, December 1996 fanuary 1997,
3.FAQ, Rome, 1995

4. 1988 the FAO estimated that the annnal operating
costs for the world’s fishing fleet was 392 hillion while
cnntnial vevene wes put al $70 billion. This left the world
Sishing fleet facing a deficit of some 322 billion Cwithout
acconnting for capital servicing and similar costs),

5. The State of World Fisheries and Agriculture, FAO,
Rome, 1995,

gradients, relative salinity or the availability of
nutrients.

One solution to this uncertainty might be to
adopt the ‘precautionary approach’ espoused in
the Code of Conduct for Responsible Fisheries
proposed by the Food and Agriculture Organi-
sation of the UN.* It requires that, in the absence
of sufficient information, harvest volumes be set
below those compatible with the natral repro-
duction rates of the fish stock in question. The
implementation of such a decision might none-
theless run into political difficulties: in the short
run it would mean a loss of income for the fisher-
men harvesting the species coming under pro-
tection, In the long term, of course, harvests
would be expected to increase as the stocks
rebuild,

Management measures have also failed from
an economic perspective, since they have not
brought excessive fishing intensity under con-
trol. The result has been a vicious circle of de-
creased landings, lower revenues and intensified
effort to make up the shortfall. In fisheries where
governments have implemented quotas (seasonal
or annual), the incentive facing individual
operators is to catch as much as they can before
the quota is reached. They therefore buy larger,
more powerful vessels, fish longer hours, and
s0 on, to outperform their competitors. The over-
capitalised fleets which result drain resources
away from other sectors of the economy where
they could achieve higher returns — and the
world's governments already spend some $54 bil-
lion to subsidise an industry that lands only
$70 billion worth of fish.?

From a marketing perspective, too, quotas
have had undesirable consequences. As fisher-
men concentrate their effort at the beginning of
the season, markets are glutted with fish — which
lowers prices (either because of excess supply
or because the fish have to be frozen and sold
at a lower price later on) and, too, the quality
(and price) for fish that is not handled properly.
There is also the incentive to limit the fish
counted against a quota to the highest-quality
specimens (and the biggest ones when they at-
tract a premium). Fish which do not fetch the
highest price are then often discarded.

The schemes implemented to try to counter
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Bottomless By-catch?

‘By-catch’ — that portion of the catch that is
not specifically being targeted — has recently
become one of the most important issues in
fishery management. It occurs because fishing
vessels are not able to limit their catch to a
target species. The fate of by-catch is a funct-
fon of economic, legal or personal considera-
tions. If there is a market for it, and the price
justifies landing the fish, it will indeed be
landed; otherwise, it is simply discarded at
sea. If by-catch is composed of illegal species
(undersized fish, for example), they too will be
jettisoned. If fishers are allocated a landing
quota on a species-by-species basis, they may
choose to cull the more valuable fish and dis-
card what remains (a practice referred to as
‘highgrading’).

The global volume of by-catch is estimated
to be in the neighbourhood of 27 million met-
ric tons, a staggering amount when compared
to global landings of about 98 million metric
tons. In ‘clean’ fisheries, where the combina-
tion of gear and stock composition result in
yields limited to the target species, by-catch
can be insignificant. But in others the figures
can be startling: in the shrimp fishery, for ex-
ample, by-catch has been estimated to be in
excess of 16 million metric tons.

There is no easy solution to this problem.
Some countries require that fishers land all the
marine life they harvest. This is a potentially
costly undertaking when there is no market for
the landed products. It is, furthermore, a diffi-
cult measure to monitor without an observer
on board every vessel. Other countries place
no restrictions on the amount of by-catch and
its fate, which can lead to considerable wast-
age. Advances in the selectivity of gear may
also reduce the harvest of non-targeted
species. But there is no certainty as to the best
way forward: research in this area is costly.

such widespread failure — circumseribing access
to fisheries by insisting that participating vessels
hold a license — cannot control the amount of
capital that is invested in a fishery. Licensed parti-
cipants respond by increasing the fishing power

The OECD OBSERVER No. 205 ipwil May 1997



Can Private Property
Rescue Fisheries?

FOCUS

Hope for Halibut?

The commercial Pacific halibut fishery off the
western coast of Canada and the United
States began in 1888. Until 1990 the fishery
was managed by a variety of measures, in-
cluding limits on the amount of fish that could
be harvested on an annual basis, control of
the number of licenses issued to participants,
restrictions on the types of gear used, and clo-
sure of fishing areas to protect immature fish.
Stock abundance and harvest volumes fluctu-
ated throughout this period, with the fishing
season lasting anywhere from the whole year
to 65 days (the season ends when the annual
quota is harvested).

In 1990, because of higher prices for hali-
but, the fishery — which had very recently pro-
vided income and employment on a
year-round basis — attracted so many vessels
that the entire quota was harvested in six
days. This ‘race to fish’ resulted in an over-
capitalised fleet, loss of gear, increased injuries
and market gluts, leading to much lower
prices, both for fresh and frozen fish.

Canada therefore introduced individual
vessel quotas between 1991 and 1993,
whereby boats were allocated a portion of the
resource. Because operators were given owner-
ship of a share of the resource, they now had
an incentive to harvest it in @ manner that
maximised the returns on their investment.
The result has been an increase in the fishing
season from six days to eight months, an in-
crease in fish quality, higher prices, and a re-
duction in the fleet size. In 1995 the United
States introduced individual transferable
quotas (ITQs) which can be sold or trans-
ferred; the results of the programme are
awaited with interest.

of their vessel (‘capital stuffing’) in order to out-
perform other operators. Measures of this nature.
if unsupported by other approaches, also fail to
control the amount of fish that is harvested.
Stipulations of minimum mesh sizes which
allow smaller fish to escape and grow to a larger
commercial size have also failed to bring about
the results expected by policy-makers. Enforce-
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ment is difficult, as vessels often switch between
different fisheries (the same vessel may, for ex-
ample, fish for cod and for hake during the same
fishing trip, thus making it difficult for enforce-
ment officials to ascertain what gear was used to
harvest which species). Moreover, the relation-
ship between minimum harvest size and resource
viability (so as to judge when a stock is over-
fished) is not clearly understood.

Market Mechanisms
to the Rescue?

Yet the story is not entirely bleak. Fisheries
which have introduced market mechanisms have
generally fared well, Under such schemes indi-
vidual fishers acquire a share (quota) of the re-
source and harvest it in the most desirable
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manner, generally attempting to maximise returns
on their investment, subject to whatever legal
constraints the government has implemented.
Since the fishers own (or lease) the quota, each
share owner has an incentive to ensure that the
stocks are harvested in a manner that will guar-
antee their future sustainability. In cases where
these stocks are transferable (that is, they can be
sold), the system also promotes the participa-
tion of the most efficient fishermen.”

As a rule these types of mechanisms have
worked well in ‘directed fisheries which only
harvest one species of fish (thus avoiding the
necessity of purchasing quota which is exactly
proportionate to the composition of the landed
species) and in fisheries where landings are fairly
stable from year to year (investors must be con-
fident that they will be able to land the quota
they purchased).

N Sardine fisheries are among the many hundreds
« around the world where harvests have dropped
dramatically.




FOCUS

Towards Sustainable Fisheries

The selection of effective management in-
struments is complex since the effect of each
type of instrument depends on a number of
factors. The OECD Committee for Fisheries
has examined the management instru-
ments used in more than a hundred fisher-
ies in OECD countries to discover their
economic, biological, social and administra-
tive consequences. The study does not aim
to specify which management instruments
should be used or to rank their effectiveness
but to assess the economic consequences of
different management approaches.

A management regime which does not
adequately limit fishing capacity can lead to
over-exploitation and poor economic per-
formance. The introduction of rights-based
management systems — such as transferable
individual licenses, individual quotas or the
right to exclusive fishing in a given area —
has been proven to alleviate many of the
problems involved. But a problem with the
introduction of such systems is that they
might cause problems of structural adjust-
ment, including lower employment opport-
unities and distributional conflicts. Another
successful approach has proven to be co-
management, including community-based
management systems and partnering ar-
rangements. These systems increase fisher-
men's participation in the management
process, not least by devolving manage-
ment responsibilities.

The OECD will continue to work to pro-
mote responsible and sustainable fisheries
but from an integrated approach, examin-
ing both the supply-side and demand-side
effects resulting from a move towards these
ends.

But in the high seas, where no individual
country has the exclusive jurisdiction of the re-
source, access cannot be limited, and without
the introduction of proper management regimes,
the future of these fisheries is in jeopardy.” That
calls for the establishment of regional fisheries
organisations or agreements whose mandate is
to ensure the effective conservation and man-

6. Carl-Christian Schmnidt, “The Net Effects of Over-fishing |
The OECD Observer, No. |84, October Novemher 1995,
7. Willigm Emerson, Hitting the High Seas’, The OECD
Observer, No. 195, August/Seprember 1995,

& More recently, these incliude the United Nations Con-
Sference on Straddling Fish Stocks and Highly Migratory
Fish Stocks and the 1993 Agreement to Promote Com-
plicorce with International Conservetion and Managemnent
by Fishing Vessels on the High Seas.
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agement of international resources. The inter-
national community has already agreed on a
number of measures whose aim is to ensure that
exploitation is compatible with the productivity
of the resources.”

An essential element in an effective regime is
the co-operation and support of the industry
itself. Policy-making under co-management
regimes benefits from practical knowledge of the
resource (fishers are often very sceptical of
scientific’ advice) and, once fishers feel they have
more of a stake in the success of the policy
measures, the result is often improved compli-
ance,

There are no universal solutions to the prob-
lems of fisheries management. The most fitting
remedies will vary from country to country and
from period to period. They will also depend
on the unique combination of the economic,
biological, technological and social characteristics
making up each fishery. Management decisions
will have to aim at long-term responsibility and
not be driven by short-term profits. The correct
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Analysis

The one that got away? Minimum net sizes
have not been effective in protecting fish
stocks.

solutions for responsible fisheries require astute
judgement in blending a complex range of policy
instruments to suit the circumstances of individual
fisheries — and bold political decisions that are
often unpopular in the short term, since elimi-
nating over-capacity will deprive people of
jobs. m &)
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The New OECD Members
and Liberalisation

Robert Ley and Pierre Poret

The Czech Republic became a member of the OECD in December 1995, Hungary in
May 1996, Poland in November 1996 and Korea in December 1996." For all four countries,
joining the OECD meant undertaking substantial liberalisation commitments, under the
OECD instruments, in foreign direct investment, international capital movements and
services. These commitments will foster the modernisation of their economies and the
maintenance of sound macro-economic policies and market-oriented structural reforms.

n essential condition of the accession
of any country to OECD membership
is its acceptance of the obligations
of the OECD Codes of Liberalisation
of Capital Movements and Current
Invisible Operations (box, p. 40). Under the
Codes, member countries have legally binding
obligations to notify the OECD of existing re-
strictions in foreign direct investment (FDI), capi-
tal movements and cross-horder trade in services,
not to introduce additional restrictions (except
under specific conditions), to apply any measures
without discrimination among OECD countries,
and to submit themselves to a peer-review pro-
cess that aims progressively to remove remain-
ing restrictions over time. New members are also
required to endorse the 1976 OECD Declaration
on International Investment and Multinational
Enterprises and related Decisions, in particular
the ‘National Treatment’ instrument, under which
members undertake 1o grant national treatment
to foreign-controlled enterprises established
under their jurisdiction and the Guidelines on
Multinational Enterprises (box, p. 41).

Robert Ley s Head of, and Pierre Poret Senior Econo-
mist in, the Capital Movements, International Invest-
ment and Services Division of the OECD Directorate
for Fiscal, Financial and Enterprises Affairs,

E-mail; dal.contact@oecd org

The OECD OBSERVER No. 205 April/May1997

Although each application to OECD mem-
bership is judged on its own merits, all candi-
date countries are expected to meet the following
standards:

o full compliance with the non-discrimination,
transparency and ‘standstill principles

o liberalisation of long-term capital movements
and a timetable for future further liberalisation
o an open and transparent regime for FDI

* 1o restrictions on payments and transfers in
connection with international current-account
transactions

» 2 relaxation of restrictions on cross-border trade
in services, principally financial services.

Standstill, Transparency
and Non-discrimination

The reservations of these new members to
specific items in the Codes all accurately reflect
existing laws, regulations and practices, thereby
serving well the purpose of transparency. New
members have all refrained from proposing ‘pre-
cautionary’ reservations under the Codes (that
is, those which would have preserved the possi-
bility of introducing restrictions on operations
which are currently free), thus ensuring effect-
ive compliance with the so-called ‘standstill
principle under which a country accepts to be
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bound not to take steps backwards. Neither the
Czech Republic, Hungary nor Poland asked for
any dispensation for sectors for which they had
not already undertaken formal liberalisation ob-
ligations under the ‘Europe Agreement’ - their
agreement of association with the European
Union — or the General Agreement on Trade in
Services (GATS), but where no restrictions in fact
apply.

All the new members have also accepted not
to apply any measures which may have the effect
of discriminating among OECD countries. Reci-
procity conditions have been removed from
domestic laws and regulations, in particular from
financial services where such conditions are
common. In addition, the three Furopean new
members have committed themselves to extend
to all OECD countries any liberalisation measures
falling under the purview of the Codes that they
may take under their ‘Europe Agreements’. Korea
removed minimum-size requirements for the es-
tablishment of foreign insurance companies and

L The Slovak Republic's application for membership of
the OFCD s being examined.

2. The law nonetheless entitles the Czech authorities to
discourage certain capital inflows through a requirement
on resident borrowers to deposit in non-interest bearing
accounts @ certain percentage of the money inflow
involved, Yer this safeguard provision is fo be used only
temporarily and in cases of emergency. So far, il bas
not been applied



which placed at a disadvan-
tage those OECD countries with smaller insur-
ance and banking industries.

Toward the Abolition
of Capital Controls

For many years before accession, capital
movements, and more particularly capital out-
flows by residents, were extensively restricted
in the Czech Republic, Hungary and Poland,
hecause of a desire to direct national saving
towards domestic investment, fears of poten-
tially destabilising capital flows, or the concern
to protect inexperienced domestic investors
against excessive risk-taking.

During the accession process, by contrast, all
three countries achieved full liberalisation of
direct investment abroad by residents, outward
trade credits and personal capital movements
abroad. This move did not raise major difficulties
hecause these operations are not the most directly
affected by the course of domestic economic
policies. In addition, other capital outflows by
residents have been liberalised to varying
degrees. The Czech Republic has fully liberal-
ised the purchase abroad of any foreign securi-

ties by residents as well

as Czech investment in real estate abroad.
Hungary has allowed residents to invest in gov-
ernment debt securities issued by OECD coun-
tries and securities issued by OECD-based
enterprises with a rating. Poland has liberalised
resident purchases abroad of foreign shares and
debt securities with maturities of one year or
more, as well as outward financial credits with
maturities of more than one year. None of these
countries maintains restrictions on capital out-
flows by non-residents.

Analysis

The Czech Republic, Hungary and Poland
have been even more open to capital inflows,
although, as many other emerging market econo-
mies, they are concerned to avoid excessive
short-term capital inflows that might create un-
welcome exchange-rate and inflationary press-
ures. In the Czech Republic, the foreign-exchange
law passed in October 1995 removed the re-
quirement of prior approval for almost all cat-
egories of capital inflows.* Hungary and Poland
liberalised all capital inflows, except through deht
instruments of a maturity of less than one year.

Korea’s capital-control regime presents a

sharp contrast with those prevailing in most cen-

tral and eastern European countries. As early

as the 1980s, Korea took far-reaching liberali-

sation measures on capital outflows, includ-
ing portfolio investment abroad, admission of
foreign securities on Korean markets, outward
financial credits and bank deposits abroad, the
liberalisation of which was further advanced or
extended in scope during the accession
process.

These measures are expected to help allevi-
ate possible difficulties with large capital inflows,
for which Korea has retained many restrictions,
especially when they may correspond to the
creation of debt; the
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The New OECD Members
and Liberalisation

concern is to prevent exchange-rate apprecia-
tion and a further widening of the current-ac-
count deficit. Restrictions on inward trade credits
are nonetheless to be relaxed further. In addi-
tion, the ceiling on the total amount of domestic
securities which can be issued abroad and most
qualification requirements to be met by resident
issuers will be removed by the end of 1999.

Existing ceilings on foreign portfolio investiment
in Korean stocks are also to be relaxed progress-

ively, and will be fully abolished by the end of

2000. Easier access to the bond market has been
provided to foreign investors.

Still, the large number of remaining reserva-
tions to the Capital Movements Code proposed
by all four candidate countries remained a matter

FOCUS

The OECD Codes of Liberalisation

The OECD Codes of Liberalisation of Capital
Movements and Current Invisible Operations
have the legal status of an OECD Decision
binding on all the members." In adhering to
the Codes, member countries undertake to re-
move restrictions on specified lists of capital
movements and invisible operations. The Capi-
tal Movements Code covers all cross-border
capital operations, including foreign direct in-
vestment (FDI) and the right of establishment.
The liberalisation list under the Current Invis-
ible Codes includes current payments and
transfers in connection with business, industry,
foreign trade, personal income, and travel and
tourism, as well as cross-border trade in trans-
port services, financial services and films.

The primary objective of liberalisation under
the Codes is that the residents of different
OECD countries should be as free to deal with
one another as residents of the same country.
Members are not required to extend prefer-
ential treatment to non-residents on their terri-
tory, but they do have to allow residents to
transact freely with non-residents in any op-
erations abroad. The approach adopted is to
engage the member countries in a process of
progressive liberalisation, allowing reasonable
scope for countries to move towards the ulti-
mate objective in varying ways and speeds,
according to their individual economic circum-
stances.

A member unable to liberalise all operations
(that is, transfers to cover international trans-
actions and the underlying transaction itself) is
permitted to lodge a reservation against spe-
cific items when it adheres to the Codes. By
lodging a reservation, the country retains the
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right to maintain restrictions on the operations
concerned while also benefitting from liberali-
sation by other member countries. Remaining
restrictions (as well as any liberalisation meas-
ures) must nonetheless be applied in a non-
discriminatory fashion among the operators in
different OECD countries, and full transpar-
ency is required. Peer pressure reviews encour-
age members to pursue liberalisation.

Unless an operation is contained on ‘List B’
of the Capital Movements Code (essentially
short-term financial operations and non-resi-
dent acquisitions of real estate), a reservation
once withdrawn may not be lodged anew, nor
can limited reservations be broadened. These
‘standstill” provisions act with an important
ratchet effect to preserve the degree of liberal-
isation already achieved and to promote the
progressive roll-back of restrictive measures. A
country may nevertheless desire to re-impose
restrictions. These cases are covered by the
derogation procedure, which provides for a
temporary dispensation from the obligation to
preserve the freedom of operations not covered
by reservations. But a derogation may be in-
voked only if @ member can demonstrate the
necessity of re-introducing restrictions because
of serious balance-of-payments difficulties or a
major economic or financial disturbance.

1. An overview of the Codes can be found in Introduction to
the QECD Codes of Liberalisation, OECD Publications,
Paris, 1995, Details of the Codes and members’ current re-
servations are given in Code of Liberalisation of Capital
Movements and Code of Liberalisation of Current Invisible
Operations, OECD Publications, Paris, both forthcoming
1997,
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of concern for the OECD. The countries them-
selves were fully aware of the drawbacks of capi-
tal controls, which create inefficiencies, are often
ineffective and do not offer a substitute for
appropriate macro-economic policies. The Czech
Republic and Hungary adopted the objective of
abolishing all remaining capital controls within
a period of three to four vears, if the economic
situation evolves according to expectations.
Korea's objective is also to abolish remaining
capital controls progressively over the next five
years, subject 1o stable macro-eco-

nomic conditions,
which the Korean
government will
strive to promole.
Poland took an im-
portant additional step
by undertaking 4
legally binding commit-
ment to remove all re-
maining capital controls
by the end of 1999.

Liberalising
FDI

At the outset of the pro-
cess for accession to OECD
membership, the Czech Re-
public and Hungary had a very
liberal regime for FDI, includ-
ing the absence of any general
screening mechanism whether for new
‘greenfield” investments or for the take-over of,
and participation in, existing enterprises estab-
lished in their territory, and a limited number of
sectoral restrictions which also can be found in
other OECD countries, such as those relating to
ransport,

Both countries removed remaining restrictions
on FDI in the form of loans and in certain sect-
ors (auditing in the Czech Republic, for example,
and the financial sector in Hungary). Remaining
3. Poland, like Iungary, also undertook to remove
restrictions on establishment in the form of a branch
(that is, an entity not incorporated wnder domestic law),

by the end of 1998 at the latest. The Czech Republic
beas no such restrictions



restrictions on foreign equity participation in
Czech banks are expected to be removed in 1997.
Poland also has no general screening mecha-
nisms for FDI. In the course of the accession
process. Poland, too. reduced sectoral restrict-
ions to a limited list (rural land, air transport,
shipping, telecommunications, radio and tele-
vision broadcasting) and, in particular, fully lib-
eralised incorporation and
equity

_“.ii..'h.--f.

participation by
foreign investors in the insurance,
banking and other financial services sectors.’
Poland also undertook to allow the acquisition
of real estate by foreign-controlled enterprises
when necessary for the conduct of their busi-
ness.

The Czech Republie, Hungary and Poland
committed themselves to ensure that foreign in-
vestors will be given equal access with domes-
tic investors on the basis of transparent rules
and procedures in their privatisation programmes,

Korea has a long tradition of regulating FDI.
and its regime remains less liberal than those
prevailing in the other new members. Korea's
liberalisation effort in the period leading up to
OECD membership was nonetheless substantial.
It included. inter alia. the removal of an import-

ant number of sectoral restrictions; the relaxa-
tion of restrictions on intra-company loans of an
FDI character; the possibility for foreign invest-
ors to engage in “friendly” mergers and acquisi-
tions of Korean enterprises whose total assets
do not exceed a specified threshold; and the
free establishment, from 1 December 1998, of

subsidiaries of foreign banks and securitics

firms (in addition to branches which were
already permitted).

In addition, the Korean authorities
agreed that no ‘market need” test will be
applied for the establishment of foreign
insurers, banks and other financial insti-

tutions, They undertook to make every

effort to ensure that foreign direct invest-
ors will be given access to the finan-
cial-services sectors on the basis of
== predictable and transparent rules and
implementing procedures. They fur-
<+ ther indicated their intention to re-
' consider, by the end of 1998, the
necessity of the remaining restrict-
ions in sectors — broadcasting, tele-
communications, publishing, news
agencies, and so on — where the
concerns underlying the restrict-
ions can be met by other, non-
discriminatory means.

The four new members pro-
posed a number of exceptions to the National
Treatment principle which closely parallel their
specific reservations under the Code on the es-
tablishment of enterprises by foreign investors.
They also accepted the Guidelines on multi-
national enterprises, including the provisions
dealing with the right of employees to trade-
union representation, and agreed to contribute
to their implementation.

Free Convertibility
for Current Payments

campagt e

Although the Czech Republic, Hungary and
Poland had already removed many restrictions
on the convertibility of the domestic currency
into foreign ones for making payments and trans-
fers in international current-account transactions,
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FOCUS

The 1976 Declaration
on International Investment
and Multinational Enterprises

The 1976 Declaration by the governments of
OECD countries on international investment
and multinational enterprises constitutes a
policy commitment to improve the investment
climate, encourage the positive contribution
multinational enterprises (MNEs) can make to
economic and social progress and minimise
and resolve difficulties which may arise from
their operations. The Declaration consists of
four elements, defined in decisions by the
OECD Council.

National Treatment instrument (NTI)
Member countries should accord to foreign-
controlled enterprises after their establishment
on their territories treatment no less favour-
able than that accorded in like situations to
domestic enterprises. Countries are obliged to
notify any exceptions to national treatment to
the OECD for examination. The examinations
result in reports to the Council, which formu-
lates proposals for action to the country con-
cerned. The examination reports are published
in the series OECD Reviews of Foreign Direct
Investment.

The Guidelines for Multinational Enterprises
These constitute a set of voluntary rules of
conduct, whose observance is encouraged by
OECD governments, to ensure that MNEs
operate in harmony with the policies of host
countries. These standards cover the full range
of MNE operations, with separate chapters on
information disclosure, competition, finan-
cing, taxation, employment and industrial
relations, environment, and science and tech-
nology. Solving problems arising in specific
cases is a matter for the ‘National Contact
Points’ (usually a government office in a
member country).

Conflicting requirements

Members shall co-operate in order to avoid or
minimise the imposition of conflicting require-
ments on multinational enterprises.

International investment incentives

and disincentives

Members recognise the importance of giving
due weight to the interest of other member
countries affected by relevant laws and pract-
ices; they endeavour to make measures as
transparent as possible.
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The New OECD Members
and Liberalisation

a number of restrict-
ions remained. During
the course of their ac-
cession, these three
countries removed all re-
maining restrictions on
convertibility and thus
achieved ‘Article VIII'
status in the International
Monetary Fund Agreement,
which provides an inter-
nationally recognised bench-
mark for current-account con-
vertibility.

For the Czech Republic this
achievement implied primarily
the termination of its bilateral
payments agreement with the
Slovak Republic. More substan-
tial liberalisation measures were
involved for Poland and Hungary. In particular,
in Poland, the so-called Kantors - foreign-
exchange bureaux through which residents can
obtain unlimited foreign currencies — were
allowed to buy foreign exchange from resident
banks, thereby terminating the possibility of
multiple exchange rates because of market seg-
mentation. Hungary allowed residents to make
payments for travel expenditures abroad with-
out any restrictions and to increase substantially
their access to cash foreign-exchange allowances
for tourism abroad.

Korea had already met the requirements of
Article VIII of the IMF Agreement in 1988, so
liberalisation in this area was not an issue during
the accession process.

"
L)

\

Market Access
for Financial Services

The Czech Republic, Hungary and Poland
maintain restrictions on the supply by non-resi-
dent (non-established) suppliers of a range of
insurance, banking and other financial services
on their territories which are more comprehen-
sive overall than is the case for most OECD coun-
tries. During the accession process, nonetheless,
remaining restrictions on reinsurance, advisory
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and agency services were removed.
Hungary and Poland also fully liberalised insur-
ance services for goods in international trade.
Korea undertook substantial liberalisation
commitments in financial services, including the
full liberalisation of life insurance, reinsurance,
custodial services and advisory and agency serv-
ices (as from December 1998). As a result, Korea's
position is overall comparable with the position
of longer-established OECD member countries.

It is too early to assess the economic impact
of accession commitments undertaken by these
new members, as most of the benefits of liber-
alisation will be felt in the medium and long
term. The measures undertaken for FDI and other
long-term capital inflows, in particular, are ex-
pected to help bring stable productive capital
into the domestic business sector, promote trans-
fers of modern technology and expertise from
abroad, and enhance competition in the domes-
tic economy, Participation of foreign investors,
on the basis of national treatment, in privatisa-
tion programmes will contribute to their success.
similarly, the liberalisation of outward direct in-
vestment and other long-term capital outflows,
together with the additional rights that OECD
membership provides under the Codes to invest-
ors from new member countries, will help
domestic firms and financial institutions to
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expand business oppor-
tunities abroad and
allow risk-reducing
portfolio diversifica-
tion.
More generally,
the stated objective
of the new members
to remove remain-
ing capital controls
within the next
coming years will
contribute  to
maintaining the
momentum for a
forward-looking global eco-
nomic strategy. They are bound to persevere with
sound macro-economic policies and market-ori-
ented structural reforms, not least in the finan-
cial sector, if the full benefit of the freedom of
capital movements is to be realised. The pro-
spects of future liberalisation will also reinforce
the confidence of both foreign and domestic
investors, thereby fostering economic stability.
So that developments in, and the implications
of, the implementation of their accession com-
mitments can be closely monitored, the new
members agreed that full reviews of their posi-
tions under the Codes and National Treatment
instrument should be held two years from their
accession. And as OECD members, their eco-
nomic policies will benefit from the Organisa-
tion’s analysis and the accumulated experience
of its existing member countries. m
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New Zealand's
Radical Reforms

Paul E. Atkinson

Analysis

In a little over a decade the New Zealand economy, once characterised by a high degree of
interventionism, bas been radically transformed. There has been a dramatic improvement in
economic performance in recent years. The New Zealand experience offers a rich array of ideas
Jor other countries re-examining their own economic and social arrangements, although the
transferability of these ideas will depend on the ability of these countries to adapt them to their
own social and political context.

rom its early settlement during the

nineteenth century, New Zealand had

an economy based on natural re-

sources, with lucrative exports — not

least pastoral products such as wool,
meat and dairy products - sold mainly to the
United Kingdom, The high incomes that resulted
encouraged further immigration, as well as capi-
tal inflows that financed development. As recently
as 1960, per capita incomes in New Zealand were
surpassed only by those in the United States and
Switzerland. But decline had already set in and
by the mid-1980s New Zealand was one of the
poorest of the advanced countries (Figure 1).
With the threat of continued outward migration,
indeed, even its status as a developed country
could not be taken for granted.

The seeds of this decline were probably sown
as early as the 1930s, when world commodity
prices collapsed and the international lending
which sustained the capital inflows on which
the economy depended ceased. The resulting
depression changed the intellectual and politi-
cal climate in New Zealand, ushering in a bigger

Paul Atkinson is Head of the Economic Prospects
Division in the Policy Studies Branch of the OECD Eco-
nomics Department.

E-mail: eco.contactBoecd.org

role for the state in the management
of the economy and encouraging
efforts to be more self-reliant - even
autarchic.

In the years following the Second
World War economic management in
New Zealand became highly intervent-
ionist. There were frequent shifts in
budgetary policy to manage aggregate
demand. The national currency was
open to being, and increasingly indeed
was, devalued to sustain demand. A
cradle-to-grave welfare system, largely
supported by taxation, was developed.
There was frequent resort to controls
in labour, product and financial
markets. Reliance was placed on the
state for financial support or for the
actual operation of many industrial and
commercial activities. And an elabo-
rate system of border protection to en-
courage a diversified manufacturing
base was established.

1. OECD Economic Surveys: New Zealand,
OFECD Publications, Paris, 1996; Donald T.
Brash, New Zealand's Remarkable Reforms,
Occasional  Paper No. 100,
Economic Affairs, London, 1996; Grabam
. Scott, Government Reform in New Zealand,

Occasional Paper 140, nternational Mon-
etary Fund, Washington DC, October 1996,
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Inflexibility
and inefficiency
in the agricultural
sector contri-
buted to New
Zealand's
economic
decline; radical
reform has made
farming
profitable and
productive.
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New Zealand's
Radical Reforms

Many of these trends were re-
flected in economic policies in
other advanced countries, of

course, but mostly they were 180 —
more pronounced in New Zea-

land. And the exceptionally high 160 |-
degrees of border protection,

which were more typical of the 140 {—

developing world, were almost
impervious to the liberalising
trend that operated in advanced
countries in the northern hemi-
sphere from the 1950s.

The sudden rise in oil prices
in 1973-74 brought a rude shock
nearly everywhere. But in New
Zealand the terms of trade col-
lapse that followed was less dam- 40 L

Figure 1

GDP Per Capita in Five OECD Countries, 1960-95'
Current PPPs, OECD = 100

government appears unlikely to
lead 1o a major reversal.
The process of reform was

— 180 guided by a number of lines of
thought which appeared to pro-
— 160 vide an alternative to the inward-
looking and interventionist
| 140 framework which had evolved

during the previous half-
century, Although they could be
regarded as conservative, even
‘right wing’, they were also con-
sistent with a concern about dis-
tributional questions and social
issues. The Labour government, in
particular, saw economic reform
at least partly as a means of
40 generating the resources required

aging than the accession of the
United Kingdom to the European
Community which occurred
around the same time, The Com-
mon Agricultural Policy increas-
ingly restricted New Zealand's
access to what had historically
been its core export market. The
policy response was to resist adjustment and to
reinforce the adverse trends already at work.
Budgetary policy became increasingly
destabilising, high inflation became entrenched,
waste resulting from the political direction of
investment decisions became more pervasive,
detailed controls in labour and financial markets
were reinforced, and the government resorted
with growing frequency and volume to inter-
national capital markets to finance its budget and
current-account deficits.

Intellectually, by the early 1980s, there had
been a widespread international rejection of the
sort of policies which New Zealand had been
following. And most Latin American countries,
whose policy approaches had much in common
with New Zealand's, had lost access to the inter-
national financing on which, again like New Zea-
land, they had come to depend. Against that
background, with the distortions and macro-eco-
nomic imbalances in New Zealand obvious to
anyone who cared to look, and in the midst of a
collapse of confidence in the foreign-exchange
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Source: QECD

market, the election in July 1984 brought a new
Labour government to power.

The Essentials
of Reform

It would not be fair to say that no economic
reforms had been undertaken before then. Steps
had been taken to liberalise road transport. for
example, and the Closer Economic Relationship
agreement with Australia was an important first
step in opening the country to the international
economy. But such changes had been ad hoc
and incremental. Stimulated and supported by
the atmosphere of crisis in which the election
had occurred, the new Labour government em-
harked on a series of sweeping reforms which
affected nearly all aspects of the New Zealand
economy. The broad thrust of these reforms was
not only maintained but reinforced following the
transfer of power back to the National Party in
1990, and the recent arrival of a new coalition
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Japan

to improve the social safety net
and social services. The National
government which succeeded it
was prepared to take harder
decisions about the costs of the
welfare state. Although the scope
and design of the welfare state
are still the subject of political
debate in New Zealand, the outcome of this dis-
cussion seems unlikely to affect the bulk of the
reforms that have been put in place in other
areas.

Few sectors of the economy escaped scru-
tiny. Two major changes were made almost im-
mediately, First, financial markets were liberalised
rapidly, and all controls on interest rates, bor-
rowing and lending activities and foreign-ex-
change transactions removed. In March 1985, the
exchange rate was allowed to float. No public
money has been spent on foreign-exchange
market intervention to influence the exchange
rate since. A light supervisory framework has
been put in place which focuses mainly on re-
solving problems expeditiously once they have
occurred; it gives little emphasis to preventitive
regulation.

Second, in view of the mounting budget costs,
subsidies and other support to agriculture were
withdrawn. OECD figures for producer subsidy
equivalents show that New Zealand is now
virtally alone among developed countries in



obliging farmers to adapt fully to global market
conditions (Figure 2).

Subsequently, the macro-¢onomic policy
framework was redefined. The Reserve Bank Act
made price stability the goal of monetary policy.
The Act did not make the Bank fully “independ-
ent’ of the Government, as is often reported.
partly since complete independence was not felt
to be desirable and partly because there are no
constitutional means for doing so. Rather, it trans-
ferred responsibility for day-to-day operating de-
cisions from the Minister of Finance to the
Govemnor of the Reserve Bank, and established
a contracting framework to ensure account-
ability. The Fiscal Responsibility Act established
principles of responsible fiscal management, and
required transparent and detailed explanation by

Figure 2

the government of the day about the reasons
for any departure from these principles and about
how it proposes to return to them.

Government trading and commercial activi-
ties have been largelv separated from bureau-
cratic management and control and set up as
businesses (corporatised). Many have been pri-
vatised. The privatisation programme since 1988
may be the most extensive of any developed
country.

Budgeting, management and accounting in
the ‘core” government (that is, departments and
non-commercial agencies) have been reformed
to facilitate better management and more accu-
ate assessment of performance. Accounts, which
were previously prepared on a simple cash basis,
must now conform to generally accepted ac-

Producer Subsidy Equivalents, 1979-95
9% of value of agriculturol production

United States Japan European Union'

a. Provisional.

Canada

New Zealand OECD*

Australia

1. EC-10 for 1979; EC-12 for 1986; includes all of Germany since 1990; EC-15 for 1995.

2. Weighted average.
Source: OECD
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counting principles that apply to private busi-
nesses. The new accounting system requires both
accrual and cash accounting, separate current
and capital budgets, and provision of balance-
sheet information as well as income and operat-
ing statements. Department heads are employed
on fixed-term contracts of up to five years, which
specify what ministers expect from the depart-
ment in terms of performance, and the budget
allocation with which the department head
finances those services. At the same time, the
department head is now allowed considerable
discretion in managing this budget allocation.
In particular, decisions over statf sizes and their
pay have been devolved to department heads.

Comprehensive tax reforms have generally
broadened the base, flatened rates and integrated
business and personal tax systems.

Quantitative restrictions on imports were re-
placed by tariff equivalents, exposing virtually
all product markets to the possibility of compe-
tition. Tariffs have since been made more uni-
form and substantially reduced.

The State Sector Act (1988) and, more import-
antly, the Employment Contracts Act (1991) have
made employment contracts similar to other types
of contracts. Emplovers and emplovees can
choose with whom, and within what structures,
they associate. All bargaining is toward an em-
ployment contract, which can be either collect-
ive or individual. The aim of the legislation has
been to encourage decentralised bargaining in
enterprises themselves. That would allow pay
and work practices in individual companies to
adapt themselves to conditions specitic to parti-
cular industries, regions or an enterprise’s own
circumstances.

Social policies have been addressed less com-
prehensively but changes have occurred.

The National Government has made changes
to contain the costs of income support, but pro-
grammes have not been radically transformed.
Spending is about where it was ten vears ago
(more than 11% of GDP) and the number of
beneficiaries continues to rise rapidly.

And housing policy now offers low-income
households a supplement in the form of a cash
grant or voucher which replaces housing assist-
ance previously delivered in the form of subsi-
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New Zealand's
Radical Reforms

dised rent or loans for home-ownership. In health
care, a ‘contract system’ similar to that in the
United Kingdom has been created.

The Response
to Reform

The effects of the reforms can be examined
from two different angles. First, did the reforms,
taken individually, succeed in addressing the
specific problems at which they were aimed?
And, second, taking into account the adjustment
costs that were inevitably involved, did perform-
ance improve as a whole?

A number of individual reforms scored clear
successes. Most importantly, the macro-economic
imbalances which were leading the country
towards crisis have largely been addressed, and,
indeed, New Zealand's international credit-
rating has been upgraded twice to just below
AAA (the highest available rating) by the main
rating agencies. There has been a massive im-
provement in the budget position: the surplus is
now large and appears likely to continue. Net
government indebtedness is declining sharply
from more than 50% of GDP in 1991 to below
30% now and a projected 20% by 1998. The New
Zealand government, ten vears ago one of the
world largest borrowers in international capital
markets, has now eliminated its net foreign-
currency debt. The current-account deficit has
likewise come down substantially, from nearly
9% of GDP in 1984 to around 4% last year, de-
spite strong growth in recent years and capacity
constraints which are often relieved by higher
imports. Inflation, too, has come down from the
10-20% range during the 1970s and most of the
"80s to around 2%.

Other successes are also apparent in terms of
making the economy more efficient and raising
living standards. The productivity and financial
performance of state trading activities (many now
privatised) have generally improved, and in many
cases real output prices have fallen. In the coal
industry, for example, the workforce was halved
while output increased. The port companies
formed by the harbour boards cut their workforce
by 50%, lowered prices by between 20% and
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50%, and reduced trnaround time for ships by
as much as 56% at the port of Tauronga. Telecoms
Corporation reduced staffing by around two-
thirds between 1987 and 1995, and increased
productivity by 85%. The waiting time for a tele-
phone has fallen from six weeks to one day.
New Zealand Rail Ltd cut freight rates by 50% in
real terms between 1983 and 1990, and reduced
staff by 60%.

The agricultural sector has been restructured,
declining in relative size as livestock numbers
fell sharply. Productivity has risen strongly and
farming is generally profitable despite the lack
of government support and continuing barriers
in many countries to New Zealand's exports.

More competition has emerged, with favour-
able effects on price, quality and availability, in
domestic air transport, cars, consumer electron-
ics and appliances, and financial services.

[n spite of these successes, the jury is still out
as far as economic performance as a whole is
concerned. Since the early 1990s the economy
has performed very well — strong growth, rising
employment, stable prices — and the threat of a
Latin America-style crisis and depopulation ap-
pears to have passed. But from the time that the
exchange rate was floated in March 1983, allow-
ing disinflationary monetary policies to become
effective, New Zealand enjoyed little or no
growth for more than six years, with employ-
ment falling by around 6%. And New Zealand
continued to lose ground in international terms
(Figure 1). The aggregate figures for the whole
economy, furthermore, hide the extent of the
adjustments that virtually all regions of the coun-
try were forced to make at one stage or another,
but which occurred at different times. Signs are
encouraging, but more time will be required be-
fore it will be possible to conclude that there
has been a clear change in long-term trends or
simply a strong cyclical correction after a long
period of stagnation.

The Politics
of Reform

The Labour government came to power in
1984 with a clear mandate to do something, but
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Social policies have been addressed less
comprehensively although some changes have
been made in housing, income support and
health care.

it had given no indication of what it would do.
Furthermore, most of the changes, taken indi-
vidually, were controversial, and many were
clearly unpopular. Yet the Government was re-
turned in 1987 with an unchanged majority in
Parliament, and. despite six years of virtually no
growth, the reform process survived both a later
loss of cohesion by Labour and a transfer of




power to the conservative
National Party in 1990. The
coalition government which
came to power in late 1996 also
appears likely to consolidate the
bulk of the changes which have
occurred. How was the reform
process held together politically?

An important element of the
answer is that the pace and
sequencing of reform, an issue
which has generated a good
deal of nonsense in the eco-
nomics literature, was geared to
generating and sustaining sup-
port for it. Roger Douglas, the
driving force behind the pro-
cess as Finance Minister until
late 1988, argued that the proc-
ess should be fast, comprehen-
sive and involve large packages
that should keep coming until
the process was complete. Suc-
cessful reforms themselves
would operate to build the nec-
essary consensus. In this way,
Douglas argued, the cost of re-
form in each area would quickly
be offset from the benefits in
other areas; rapid reform would
keep the initiative in the hands
of the government, while pack-
aging groups of reforms to-
gether allowed losers from one
set of reforms to be compen-
sated as winners from another,
By moving rapidly and boldly,
Douglas and his colleagues made it difficult for
vested interests to coalesce in opposition (o re-
form and allowed the government to focus the
debate broadly on the large problems the coun-
try had to confront, rather than narrowly on the
impact of change on special interests. Indeed,
rapid reform on a broad front tended to spread
the burden of reform equitably, enhancing its
perceived legitimacy.

Two observations should be added to this
analysis. First, the comprehensive reform of the
financial sector and the withdrawal of subsidies

to agricultural shortly after the Labour govern-
ment took office in 1984 played a major role in
paving the way politically for the larger process
by altering notions of what was possible. Notice
had thus been served: radical action was poss-
ible, and problems would be addressed com-

prehensively. Furthermore, the direction of

change had been mapped out clearly: institu-
tions would be changed, individuals and busi-
nesses would make more of their own economic
decisions and face responsibility for the conse-
quences of their decisions, and the country had
to adapt to a larger international economic envi-
ronment,

Second, an unsung hero in these bold moves
was the Prime Minister, David Lange. As his own
Foreign Minister, he had plenty of problems un-
related to the economy to keep him occupied,
and it would have been easy for him to remain
detached from Douglas when the political heat
turned up. In fact, when the going got tough,
Lange stepped forward and took the worst of
the pressure, spoke clearly and honestly about
unpleasant realities that people did not want to
hear about, and reaffirmed his support for both
Douglas and the direction in which the reforms
were taking the country. He never allowed his
Minister of Finance to twist in the wind. So long
as the Lange-Douglas relationship maintained its
cohesion, there was no alternative to the reform
process. By the time they fell out, in 1988, it was
irreversible,

The New Zealand experience clearly offers a
rich array of ideas for other countries
re-examining their own economic and social ar-
angements. Nearly all important aspects of its
economy have been reformed to some degree
or other, and in several a striking amount of radi-
cal, even path-breaking, thinking has been put
into practical effect, not least in the public sector.
New Zealand's widespread use of a contracting
framework as a device to place responsibility
for decision-making where those decisions can
most intelligently be made, and to ensure ac-
countability for them, is well worth close exami-
nation. The management of the political aspects
of the process, too, and in particular the readi-
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ness of senior politicians to invest time and en-
ergy arguing, explaining, selling and defending
the case for reform to the public, merits atten-
tion.

But there may be limits to the extent to which
the New Zealand experience could be trans-
ferred. First, the social and political context differs
across countries, which reduces the applicabil-
ity of technocratic analyses and comparisons. It
is important either to adapt reforms to the local
context or to ensure that the persuasion and open
debate keep the consensus and economic
changes moving together. Second, a central focus
now emerging in many countries is how to im-
pose limits on the welfare state. Here New
Zealand has made some cost-saving efforts, but
little of a very fundamental nature has happened.
The New Zealand experience may offer fewer
lessons here. Finally, attempting to draw select-
ively and partially from the New Zealand ex-
perience to address only the ‘most serious’
problems may be difficult. As reforms are im-
plemented, they can be expected to generate
pressures that highlight problems and distortions
elsewhere. In New Zealand, these were used to
prepare the political ground for extending the
reforms. If the process had not moved forward
rapidly, political pressures for a reversal might
have been difficult to resist. Reform along similar
lines elsewhere may have to be complete or not
atall. m
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Spotlight

France

The Labour Market

Patrice Vergriete

abour-market conditions have deteri-

orated considerably in France since

the early 1970s. After a period of

virtually full employment, the unem-

ployment rate is now running close to
12.3%, putting France well above the OECD
average. Around 2.5 million people, moreover,
are now enrolled in active labour-market pro-
grammes. It is the low-skilled workers who have
been hit hardest. Other noteworthy features are
the decline in private-sector employment, the
sharp fall in the employment rate for voung
people and older workers, and the scale of long-
term unemployment.'

The rise in unemployment has come in two
phases. Over the first period, extending into the
micl-1980s, the number of jobs fell sharply. parti-
cularly in the private sector. In the second period,
up to the present day, employment has remained
relatively flat, with a slower upward trend in
unemployment.

This two-stage progression is mirrored in the
economy itself, since the main factors respons-
ible for the rise in structural unemployment are
not the same in both periods. Up until the mid-
1980s, the primary reason for the sharp decline
in labour-market conditions was the failure to
adjust quickly enough to more moderate growth.
The 1950s and '60s had seen very high growth
in productivity and output, allowing very large
wage increases. But when the cycle of growth
petered out in the early 1970s, the rise in real
wages did not slacken pace immediately and
outstripped the increases in productivity.

Patrice Vergriete worked until recently in the Country
Studies IV branch of the OECD Economics Department:
he now works in the Urban Affairs Division of the
OFECD Territorial Development Service.

E-mail: eco.contact@oecd.org.
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There were a number of reasons for the delay
in adjusting real wages. First, the government
continued for a long time to hope that growth
would return to its previous rate, and on several
occasions attempted to kick-start the economy
through wage increases, raising the minimum
wage by more than the rate of productivity
growth. Second, the highly centralised wage-
bargaining system prevented the negotiators from
considering the direct practical implications of
their actions for employment. Firms in difficulty
had no means of apting out of collective agree-
ments, and a number went into bankruptcy as
result. Last, rigid indexing on inflation frustrated
any ex post correction of nominal wage trends
through prices.

As a result of the steep rise in real wages, the
labour share in the value added of businesses
rose, reducing their return on capital. The adverse
impact on growth and employment was imme-
diate. The structural unemployment rate passed
the 10% mark in the early 1980s and a multi-
speed — or, more precisely, multi-tier — labour
market emerged. This is, indeed, still a strong
feature of the labour market in France today.
The tier structure, from top to bottom, comprises
employees with indefinite-term contracts, who
are well protected by the law and by collective
agreements, those who go from one fixed-term
contract to another without long spells of unem-
ployment in between, people who alternate
between spells of unemployment and spells on
employment programmes, and the long-term
unemployed and those excluded from the labour
market.

From the mid-1980s on, nonetheless, the rise
in the average real net wage did become more
moderate: 8% between 1984 and 1992, and zero
if the structural effects associated with the rise
in the average skill content of jobs are excluded.
Average skills have risen substantially, with higher
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numbers of senior and intermediate profession-
als in employment and a sharp drop in the total
number of unskilled and low-paid workers.*
There are a number of explanations for this
phenomenon: technological progress geared
towards highly skilled workers, competition from
low-wage countries, stronger demand for high
value-added goods, large numbers of skilled
workers entering the labour market (the result
of a more effective education system), and the
long-standing high relative cost of labour of the
lowest-paid employees. This trend in skills is
clearly advantageous in the long term. But the
short-term effect of indirectly replacing unskilled,
low-paid workers by more highly skilled and
highly paid ones has been to reduce the job
content of growth.’

Another factor also lessened the impetus that
wage moderation could have given to employ-
ment. The refocusing of monetary policy, which
led to a sharp rise in real interest rates in the
mid-1980s, much increased financing costs for
companies and compelled managers to reduce
the share of labour in value added. Higher real
interest rates also made investors more demand-

! OECD Economic Surveys: France, OFCD Publica-
tions, Paris, 1997,

2. Between 1987 aned 1992, the overall number of senior
metnggement and professionals rose by 44% and that
of intermediate frofessionals by 4%, while the niomber
of unskilled workers in industry fefl by 15%

. The job content of growth is the wmber of jobs created
per percentage point of growih: the lower the growth rate
reguiired to bold employment steady, the higher the job
centtent.

<. .\'OC.'J;{JJ’-.\'(‘t'fHT-fll' contribiitions at the niininmum weage are
now only 28.0% of gross salary, compared with 46,8%
dal twice the minimum wage.

3. For instance, the jol initiative contract (CHE; the back-
to-twork contract (CRE) for the long-termn unemployed:
assistance in finding young people their first fol (APEL:
support forwnemploved persons stanting businesses (ACCRE).
6. fn the private sector, 8% of pari-time workers earn
less than 1.2 times the minimum wage
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ing over financial returns. There was thus a
period of transition when a proportion of the
gains from higher productivity were not ploughed
back into the production process but were allo-
cated to raise the share of value added going
first to lenders and then to shareholders. But
this transition period, which was no less than an
institutional change, now seems to be over, and
if competitive conditions are maintained the share
of labour in business value added should not
drop further.

Since the mid-1980s the government has de-
ployed a varied employment policy. The focus
was first on updating a compulsory contribution
system left over from the days when France had
full employment. To reduce the high tax burden
on employment, other sources of income were

included in the basis of assessment for
social-security payments through the new
109 general social-security contribution. Suc-
cessive governments then attempted 1o

108 reduce indirect labour costs for those

workers most at risk of unemployment.
107 Employers™ contributions started to go
down for young people in the mid-1980s.

19 and more particularly for the lowest-paid
in 1993." The social-security contribution
"% schedule, which was regressive in the
ol early 1980s, is now highly progressive.
Various active labour-market policies®
have also been introduced over the past
15 years. The number of people on these
programmes has risen steeply, as has the
amount of money the government
101 spends on them. But the vast array of
different schemes and the frequent
100 changes in format have complicated pro-
vision. Recently, therefore, the govern-
%9 ment has started assessing the
programmes with a view to streamlining

them.

The focus then shifted again as, in-
fluenced by the idea of work-sharing, the
government attempted to develop part-
time working, principally through the in-
troduction in 1992 of a partial exemption
from employers’ social-security contri-
butions to complement the support for employ-
ing low-paid workers.” Part-time work then really
took off, with its share in total employment rising
from 5.9% in 1973 to 15.8% at the start of 1996,
But the budgetary outlay has been high. More-
over, part-time working is accepted reluctantly
rather than chosen: in 1995, 38% of workers on
part-time contracts would have liked to work
longer hours, compared with 29% in 1991. Gov-
ernment policy has thus indirectly led to a
sharing of work among the most vulnerable
workers.

Finally, although the first cycle of university
education is still performing unsatisfactorily, the
education and vocational training system has
developed considerably. Young people’s initial
educational attainment has improved consider-
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ably since the early 1980s. As a consequence,
the average skills of the working population
seem, in fact, to have outstripped the average
skill content of jobs, to the point that there has
not yet been any mismatch of skill supply and
demand. This strengthening of the knowledge-
base, together with a continuing effort in R&D,
is the dynamic element of employment policy.
In this respect government action seems to be
very much on the right lines since, against a
backdrop of increasing internationalisation,
human capital has become the real foundation
of the wealth of nations.

Two periods thus emerge from analysis of
the labour market in France. The transition took
place in the mid-1980s, when economic agents
became aware of the importance of adapting to
a new pattern of growth, At the same time, gov-
ernment policy generally became more effective.

Even so, for the reasons mentioned, this posi-
tive change did not lead to gains in terms of
jobs, although the recent focus of employment
policy does seem to have been successful in
increasing the job content of growth over the
past two years. These policies will therefore have
to be strengthened if the unemployment rate is
to be lowered substantially. m
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Norway
Education

and Training

Paul van den Noord

ike other OECD countries. Norway is

in the process of adjusting to new

technologies and the industrial re-

structuring they bring. The result is a

rising demand for vocationally
oriented human capital. After the turn of the
century the economy will have to be restruct-
ured to make it less dependent on the oil activities
on the Norwegian continental shelf and to re-
vive the manufacturing industries that have suf-
fered in the past from the real appreciation of
the exchange rate associated with the oil wealth.
The Norwegian education and training system
could play its part in meeting these challenges
by providing people with the appropriate skills
and abilities.!

Economic activity in Norway has benefited
enormously from the exploitation of oil and gas
on the Norwegian Continental Shelf, allowing
much higher real per capita earnings than would
have been possible otherwise. Cross-country
comparisons invariably rank Norway high with
respect to aggregate output per worker — in line
with developments in a number of other “pro-
ductivity leaders’ in Europe, such as France, the
Netherlands and Belgium (Table 1). After cor-
rection for petroleum production, by contrast,
output per man hour in Norway reached 83% of

Paul van den Noord werks in the Country Studies and
Economics Prospects Branch of the OECD Economics
Department,

E-mail: eco.contact@oeed. org
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Table 1

Labour Productivity in 13 Countries’
100 = GDP per man-hour in the United States

the United States figure by 1993 (rather
than 99%) - still above the average for
the European OECD as a whole, but
well below that of the leading coun-
tries.

Official projections suggest that oil
and gas production will peak in the year
2000. To offset the losses in per capita
income that might follow, the product-
ivity growth of labour in the mainland
economy would have to speed up. That
would require additional human capital, not least
through continued efforts in education and train-
ing. Raising the human capital invested in each
member of the work force would also help to
extend the effective retirement age, through
longer job-tenure and earnings prospects and
reduced incentives for early retirement (for ex-
ample, through the disability pension scheme).
Such a change could help compensate for the
shrinking of the labour force expected from the
aging of the population.

But aging also means that the expansion of
human capital cannot be achieved only by re-
newing the workforce through the arrival of
better-educated young people - the retraining

I OECD Economic Surveys: Norway, OFCEH Publi-
cations, Pearis, 1997

2. Education and Training — Learning and Working
in a Society in Flux. OFCD Publications, Paris, 1996,
Education and Employment, OFCD Publications, Paris,
1905 fean-Clande Paye, Strategies fora Learning Society’,
The OECD Observer, No. 199 April-May 1996, Edwin
Levven and Albert Tuifnman, “Life-long Lecrning: Who
Pays?, The OECD Observer, No. 199, April-May 1996,
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100 100 100 100 100
43 45 43 64 99

43 45 43 60 83
69 74 46 77 97
48 48 40 70 96
61 55 42 64 90
75 66 75 83 83
37 35 31 64 82
78 67 57 67 79
A 38 49 76 75
50 42 30 64 74
18 22 15 46 69
58 59 43 63 68
33 32 31 57 60

1. Ranked according to 1993 figures.
2. Excluding offshore petroleum.
3. Including eastern Lander in 1993.

Source: OECD

of adult workers is even more desirable than in
the past. Population aging, indeed, is one of the
main motivations behind the OECD-wide em-
phasis on continued education, or ‘life-long learn-
ing', an approach which has also been embraced
by the Norwegian authorities.”

Bottlenecks
in the Education System

When unemployment increased during the
prolonged recession of the late 1980s and early
'90s, enrolment numbers in post-compulsory
education surged as young people attempted to
improve their chances in the labour market, As
a result, although the number of pupils in com-
pulsory education remained on the downward
trend observed since the mid-1970s, that of
students in upper-secondary education climbed
from around 200,000 in 1988 to 240,000 in 1994
and in tertiary education from 100,000 to 170,000,
This, in trn, resulted in a decline in the youth



labour-force participation rate (by around 10 per-
centage points), which implied a radical break
with the earlier trend when school enrolment
and the participation rate of young people in
the labour force moved up in tandem.

In no OECD country, indeed, do so many
young people complete upper-secondary edu-
cation as in Norway - almost 96% of the popu-
lation at theoretical graduation age, compared
with 78% on average in the OECD area as a
whole. Since the majority of students opt for
vocational education, the number of vocational
student places and apprenticeships have been
insufficient, prompting students to remain in the
system while queuing for a place in the field of
study of their first choice. The result has been
long study durations which exacerbated the ex-
isting shortage of people with vocational quali-
fications. In 1994, therefore, the government
ensured all teenagers a place in the upper-
secondary school system, including apprentice-
ship training for those who have opted for
vocational education - although it will take some
vears for the queue of students waiting for an
apprenticeship to be resolved.

The higher-education system is likewise char-
acterised by very long study durations, well
bevond the legal minima. This situation is com-
pounded by excess supply of university gradu-
ates on the labour market - in trn due to the
sharp increases in university enrolment since the
recession. The relatively generous system of
student loans and grants, as well as the large
number of students in part-time employment,
has exacerbated this problem. The likelihood (or
otherwise) of employment has recently been
introduced as a consideration in the planning of
student intake, but it remains uncertain to what
degree that will reduce the risk of excess supply
of university graduates, in particular in law, eco-
nomics, business administration and social
sciences.

Reflecting the shift in the composition of the
student population from compulsory to (more
resource-intensive) non-compulsory education,
education expenditure per student has increased
by around 20% in real terms since the mid-1980s,
taking state spending on education from 5%%
of GDP in 1985 to almost 7% in 1995. Compul-

sory education has become
more costly as well in this pe-
riod, with the average class
size declining from 19 to
17 pupils. This trend has been
particularly pronounced in re-
mote areas, an important con-
sideration in such a sparsely
populated country, where fall-
ing enrolment related to
demographic developments
has never been matched by an
equivalent reduction in the
number of classes per school,
and the number of schools,
because of local resistance and
the likelihood of extended
travelling times.

Official projections point to
renewed increases in the
number of pupils in compul-
sory education during the
period 1995-2010, thus revers-
ing the declining trend. Most
of the increase occurs because
of the lowering of the com-
pulsory age for entering prim-
ary school from seven to six
as of the school year 1997/98,
which is more in line with the
practice in other OECD
countries. As a result, public
expenditure on education as
a share of GDP is likely to
climb further in the foresee-
able future.

Continuing Education
and Training

Since the mid-1960s Norwegian local authori-
ties offer formal education for adults on a large
scale, complementing the extensive national
network of informal adult education. In addi-
tion, Norwegian enterprises spend annually an
amount of around 3%% of their wage bill on
job-related training, which is roughly in the
middle of the 2-5% range for countries in the
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After oil and gas production peak in 2000, the productivity of labour
in the mainland economy will have to increase.

OECD area. Training expenditure per worker
tends to vary considerably across firms, with
companies ¢mploying mostly higher-educated
workers spending the largest amounts. Interest-
ingly, training received with a previous employer
appears to have a stronger impact on an indi-
vidual’s earnings than the same training offered
by the current employer, suggesting that such
training is not very firm-specific.

Like most other OECD countries, Norway has
programmes for labour-market training (LMT),
aimed at maintaining or enhancing the skills of
unemployed workers. In 1995, the Norwegian
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Norway:
Education
and Training

government spent around 0.25% of
GDP on LMT - well above the
OECD average, but less than in the
other Nordic countries. The ex-
perience with LMT programmes is
somewhat mixed in Norway,
although they seem to be more
effective in raising employment
probabilities than comparable pro-
grammes operated in, say, Sweden,
Some studies suggest that the
motivation of unemployed workers
to seek training, rather than the
training itself, is the key determi-
nant of employability.

In view of the emerging short-
ages of labour with vocational
qualifications, a shift of resources
from higher to vocational upper-
secondary education could be jus-
tified. But a better education and
training system is not sufficient to
generate a better match between
demand and supply on the labour
market. The students themselves
have to be motivated to choose the
fields of study in line with their
talents and ambitions, but taking into account
also the associated financial rewards. The de-
velopment of in-house recruitment and coun-
selling services in universities could serve as a
catalyst for establishing a more rational attitude,
especially if it were combined with enhanced
wage flexibility in order to price human capital
more accurately.

Recent government initiatives to intensify the

Table 2
Unemployment by Tier of Education Achieved

Source: Statistics Norway
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scrutiny of the higher education system -
including a closer monitoring by the administra-
tion and a shift of public management from
inputs to outputs, in line with the approach
adopted in most OECD countries — are to be
welcomed. The allocation of funds and student
places across disciplines and institutions none-
theless continues to be based primarily on the
historical record. It is thus unlikely that the
resulting distribution of funds and
students is optimal.

Job-related training in Norway, as
elsewhere in the OECD area, mostly
attracts workers whose job and earn-
ings prospects are favourable to
begin with. The people who most
pressingly require an upgrading of
their skills are thus often deprived
of adequate training. Although LMT
aims to offset this drawback, its effi-
cacy is uncertain. Moreover, the tight-
ening labour market (Table 2), would
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With fewer young people on the job market because of the aging population, the continuous training of adults is even
more important than before.

argue for a scaling-down of LMT. Instead, the
incentives for job related training for young,
lower skilled workers could be improved. This
development, once again, would require more
flexible pay structures. m
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AUSTRALIA
% change
period from previous
period year
Gross Domestic Product Q3 96 1.2 38
Leading Indicator Dec. 96 03 43
Consumer Price Index Q4 96 0.2 1.5
current | same period
period last year
Current Balance Dec. 96 -1.12 -132
Unemployment Rate  Dec, 96 8.6 8.1
Interest Rate |an. 97 579 7.48
% BreLGium
NG
J-S : % change
& period from previous
period year
Gross Domestic Product 1995 19
Leading Indicator Dec. 96 0.9 7.0
Consumer Price Index  Jan. 97 0.7 23
current | same period
period last year
Current Balance Q39 332 316
Unemployment Rate  Dec. 96 9.5 10.0
Interest Rate Jan. 97 3.00 351
DENMARK
% change
period from previous
period year
Gross Domestic Product Q3 96 1.0 26
Leading Indicator Dec. 96 1.1 10.6
Consumer Price Index  |an. 97 0.2 27
current | same period
period last year
Current Balance 0496 -1.36 -1.50
Unemployment Rate  Dec. 96 5.5 6.4
Interest Rate Feb. 97 3.60 440
GERMANY
% change
period from previous
e period year
Gross Domestic Product Q3 96 0.8 19
Leading Indicator Jan. 97 1.2 5.6
Consumer Price Index  |an. 97 0.5 1.8
current | same period
period last year
Current Balance Nov. 96 0.21 041
Unemployment Rate  Dec. 96 93 8.6
Interest Rate Jan. 97 3.14 3.61

Gross Domestic Product
Leading Indicator
Consumer Price Index

Current Balance
Unemployment Rate
Interest Rate

Gross Domestic Product
Leading Indicator
Consumer Price Index

Current Balance
Unemployment Rate
Interest Rate

N

Gross Domestic Product
Leading Indicator
Consumer Price Index

Current Balance
Unemployment Rate
Interest Rate

Gross Domestic Product
Leading Indicator
Consumer Price Index

Current Balance

Unemployment Rate
Interest Rate

' AUSTRIA

period

Q495
Oct. 96
Jan. 97

Nov. 96
Dec. 96
Feb. 97

CaNADA

period

Q496
Jan. 97
fan. 97

Q496
Dec. 96
Feb. 97

Finrann
period

Q39
Oct. 96
Jan. 97

Dec. 96
Dec. 96
Feb. 97

(GREECE
period

1995
Jan. 97
|an. 97

Oct. 96

Feb. 97

33

% change
from previous
period year
0.0 03
1.0 5.8
0.1 19
current | same period
period last year
-0.88 -0.84
4.0 4.0
3.30 332
% change
from previous
period year
0.7 23
2.7 125
0.2 22
current | same period
period last year
-0.52 0.93
9.7 9.4
3.10 5.21
% change
from previous
period year
1.9 38
0.4 8.8
0.1 0.6
current | same period
period last year
0.26 1.16
15.0 16.4
3.07 4.28
% change
from previous
period year
20
0.2 33
0.5 6.8
current | same period
period last year
-0.70 -0.63
10.50 13.40

Definitions and Notes

Gross Domestic Product

Leading Indicator

Consumer Price Index

Current Balance

Unemployment Rate

Interest Rate

Volume series, seasonally
adjusted exgef! for
Czech Republic and Portugal
A composite indicator,
based on other indicators

of economic activity
(employment, sales, income,
etc.), which signals cyclical
movements in industrial
production from six to nine
months in advance
Measures changes in
average retail prices

of a fixed basket

of goods and services

§ billion; not seasonally
adjusted except for
Australig, the United
Kingdom and the United
States

% of civilian labour force -
standardised
unemployment rate;
national definitions for
Czech Republic, Iceland,
Mexico, Switzerland

and Turkey; seasonally
adjusted apart from Turkey
Three months, except for
Greece (twelve months)

not available

Source: Main Economic Indicators, OECD Publications,

Paris, March 1997.

Czrcu Repuslic

% change
period from previous
period year
Gross Domestic Product Q3 96 42 3.6
Leading Indicator i .
Consumer Price Index  Jan. 97 12 74
current | same period
period last year
Current Balance Q39 -3.08 -0.99
Unemployment Rate  Jan. 97 35 27
Interest Rate Feb.97 | 1232 10.87
B France
% change
= period from previous
period year
Gross Domestic Product Q4 96 0.2 21
Leading Indicator Jan. 97 -0.9 11
Consumer Price Index  Jan. 97 03 1.8
current | same period
period last year
Current Balance Nov. 96 0.7 0.75
Unemployment Rate  Dec. 96| 124 120
Interest Rate Feb. 97 333 441
%) IcELaND
- R e % change
period from previous
period year
Gross Domestic Product 1995 21
Leading Indicator . -
Consumer Price Index  Feb. 97 0.1 I}/
current | same period
period last year
Current Balance Q4 96 -0.06 -0.02
Unemployment Rate  Jan. 97 34 39
Interest Rate Feb. 97 7.20 7.60
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IRELAND
% change
period from previous
= period year
Gross Domestic Product 1995 10.7
Leading Indicator Jan. 97 0.0 124
Consumer Price Index Q4 96 0.5 19
current | same period
period last year
Current Balance Q396 1.14 0.57
Unemployment Rate  Dec. 96| 11.8 124
Interest Rate Dec. 96 5.89 548
LUXEMBOURG
% change
period from previous
period year
Gross Domestic Product 1995 38
Leading Indicator Jan. 97 1.9 121
Consumer Price Index  Jan. 97 0.1 17
current | same period
period last year
Current Balance - .
Unemployment Rate  Dec. 96 3.5 29
Interest Rate
NEW ZFALAND
% change
period from previous
. period year
Gross Domestic Product Q3 %96 09 21
Leading Indicator 2 %
Consumer Price Index Q4 96 0.7 26
current | same period
period last year
Current Balance Q39 -1.50 -1.09
Unemployment Rate Q4 96 59 6.1
Interest Rate Jan. 97 7.55 8.63
SpAIN
% change
period from previous
period year
Gross Domestic Product Q4 96 0.8 26
Leading Indicator Dec. 96 0.0 38
Consumer Price Index  Jan. 97 03 29
current | same period
period last year
Current Balance Dec. 96 0.76 0.21
Unemployment Rate  Dec. 96| 222 26
Interest Rate Feb. 97 5.89 871
TURKEY
% change
period from previous
period year
Gross Domestic Product Q2 96 0.0 82
Leading Indicator 7 =
Consumer Price Index  Feb. 97 57 71.7
current | same period
period last year
Current Balance Q296 -1.63 -0.44
Unemployment Rate Q2 96 6.3 12
Interest Rate Jul. 96 95.58 66.98
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Imary

period

Gross Domestic Product Q3 96
Leading Indicator Jan. 97
Consumer Price Index  Feb. 97

Current Balance Oct. 96
Unemployment Rate  Oct. %
Interest Rate Feb. 97
MEexico
period
Gross Domestic Product Q4 96
Leading Indicator Dec. 96
Consumer Price Index  Jan. 97
Current Balance Q396
Unemployment Rate  Dec. 96
Interest Rate Jan. 97
NORWAY
period
Gross Domestic Product Q4 96
Leading Indicator Dec. 96
Consumer Price Index  an. 97
Current Balance Q496
Unemployment Rate Q396
Interest Rate Feb. 97
SWEDEN
period
Gross Domestic Product 03 96
Leading Indicator Dec. 96
Consumer Price Index  Jan. 97
Current Balance Dec. 96

Unemployment Rate  Dec. 96
Interest Rate Feb. 97

% change
from previous
period year
06 0.7
24 5.
0.1 24
current | same period
period last year
517 235
1.9 1.9
736 9.93
% change
from previous
period year
13 76
12 32
25 264
current | same period
period last year
071 -0.27
5.0 6.9
2460 41.57
% change
from previous
period year
08 35
0.9 52
08 30
current | same period
period last year
259 0.61
48 47
3.52 5.26
% change
from previous
period year
0.7 0.7
1.0 103
0.1 04
current | same period
period last year
0.3 -0.10
10.6 9.6
393 7.66

Unitep KINGDOM

period

Gross Domestic Product Q4 96
Leading Indicator Jan. 97
Consumer Price Index  Jan. 97

Current Balance Q3 9%
Unemployment Rate  Dec. 96
Interest Rate Feb. 97

54

% change
from previous

period year

0.8 25

-0.1 24

0.0 28
current | same period
period last year

-0.18 -276

75 85

6.19 6.16

JaraN

% change
_ period from previous
" period year
Gross Domestic Product Q3 96 0.1 32
Leading Indicator Jan. 97 0.5 25
Consumer Price Index  |an. 97 0.1 0.6
current | same period
period last year
Current Balance Dec. 96 7.21 10.48
Unemployment Rate  |an. 97 33 34
Interest Rate Jan. 97 0.53 0.56
NETHERLANDS
% change
period from previous
period year
Gross Domestic Product Q4 96 0.5 28
Leading Indicator Jan. 97 04 34
Consumer Price Index  |an. 97 0.3 23
current | same period
period last year
Current Balance Q396 5.39 473
Unemployment Rate  Nov. 96 6.5 70
Interest Rate Feb. 97 3.01 3.10
PORTUGAL
% change
period from previous
period year
Gross Domestic Product Q2 96 32 36
Leading Indicator Nov. 96 -22 21
Consumer Price Index  Jan. 97 03 33
current | same period
period last year
Current Balance Q495 -0.12 -1.04
Unemployment Rate  Dec. 96 7.1 7
Interest Rate Jan. 97 6.18 8.41
SWITZERLAND
% change
period from previous
period year
Gross Domestic Product Q3 96 -0.2 0.7
Leading Indicator lan. 97 0.6 48
Consumer Price Index  Feb. 97 0.2 0.8
current | same period
period last year
Current Balance Q396 434 5.04
Unemployment Rate  Jan. 97 5.4 43
Interest Rate Jan. 97 1.70 1.64
- UNITED STATES
% change
period from previous
period year
Gross Domestic Product Q4 96 1.0 3.2
Leading Indicator Jan. 97 0.3 5.0
Consumer Price Index  Jan. 97 03 3.0
current | same period
period last year
Current Balance Q3 9% -47.96 -37.69
Unemployment Rate  Jan. 97 5.4 5.7
Interest Rate Feb. 97 537 5.15




Publications

January-March 1997

Order Form at the end of the issue

Agriculture

Environmental Indicators

for Agriculture

February 1997

See Kevin Parris, ‘Environmental Indi-
Agriculiure’, The OECD Ob-
server, No, 203, December 1990/ Janu-
ary 1997

cators tor

1) 15BN

FET0 89 USS14 DM20 ¥ 1,500

The Environmental Effects
of Agricultural Land
Diversion Schemes

March 1997

See Leo Maier, ‘Letting the Land Rest
The OECD Observer, No. 203, Decem-
ber ]‘l‘hu Imlllr\ lU“J

Development and Aid

Development Co-operation
Report 1996

Efforts and Policies

of the Members

of the Development

Assistance Committee

January 1997

See James H. Michel, ‘A New Approach
to Development’ and Ebba Dohlman
and Raundi Halvorson-Quevedo.
‘Globalisation and Development', The
OECD Observer, No, 204, February
M: Iu 1 1997

1397 01 1) ISBN ¢

FF18 5533 DAIRA YAR0

1244-15400-0, 291pp

Geographical Distribution
of Financial Flows to Aid
Recipients
1991-1995
T 1997

[his publicatior

provides comprehen-

n the volume, origin and
and other resource ows 1o

over 180 recipient countries, ing luding
new recipients in eastern Europe. The
data show each country's intake of
Official Development Assistance or

Official Aid, as well as other official and
private funding from members of the
Development Assistance Committee of
the OECD, multilateral agencies and
nors. Key development indica-
1 tor reference

other d

OECD Development Centre

Promoting Savings
in Latin America
March 1997
Is Latin Am
constraint on the re
development, or a reflection of its re
cent history of low and unstable growth?
This book discusses potential trade-
offs berween promoting growth and
promoting savings, and studies alter
native strategies that may lead to higher
savings in the long run

This is the seventh in 2
books produced under the joint annual
Inter-American Development Bank
OECD Development Centre ‘Forum on
Latin American Perspectives.

a’s I te of saving a

'S eConomic

series of

Development Centre Seminars

Investing in Asia

January 1997

in \\u ia a \l ili{u_.L for

1 |‘:I\|\‘1||I\ that Fu \||"\|

the United States l](.|_|:‘
investment flows 1o Asia can and should
be o l.|l||||l|\”" I||lN\‘|L]| ncotl

age investors on both sides I"

le jobs. | |IL

I\‘_ |\\
EConomies and can

8es can

”]"\'”i”. up of Asian economies has
created the conditions w provide
beter safecuards for investors and a

53

10.

__'\‘?f"f

Bookstore

YO Bestsellers

OECD Economic Outlook

No. 60 - December 1996

(1296 60 1) ISBN 92-64-14714-4, 230pp.
FF145 £21 1S$35 DM55

Development Co-operation Report 1996
Efforts and Policies of the Members

of the Development Assistance Committee
(43 97 01 1) ISBN 92:64-15100-0, 291pp.

FF180 £23 USS35 DM53 ¥3.800

Inflation Accounting
(30 96 06 1) ISBN 92-04-14922-8, 120pp.
FF120 £15 175824 DM35 ¥2.550

Regulatory Reform and International
Market Openness

(22.96.06 1) ISBN 92:64-15313-6. 293pp.

FFI90 £25 USS37 DMS6 ¥4,000

Development Centre Seminar Series
Investing in Asia

(41 97 01 1) ISBN 92-64-15408-6, 248pp.
FF230 £30 L'S$45 DM67 ¥4.850

China in the 21st Century
(0396 05 1) ISBN 92-64-14924-4, 146pp.
FF70 £ USS14 DM20 ¥1,500

Science, Technology and Industry
Outlook 1996

(92 96 07 1) ISBN 92-64-14910-4, 378pp.
FF365 £47 USS72 DM106

International Direct Investment Statistics
Yearbook 1996

(21 9609 3) ISBN 92-64-04858-8, bilingual, 320pp.

FF325 £42 USS64 DM 95 ¥6.850

Social Policy Studies No. 20
Ageing in OECD Countries
(81 96 10 1) ISBN 9264-15318-7, 100pp.

Mapping the Future

Young People and Career Guidance
(96 96 08 1) ISBN 9264-15319-5, 120pp.
FE115 £15 US$23 DM34 ¥2,400
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more attractive environment for Euro-
pean enterprises.

This book presents the contribu-
tions and conclusions from a joint event
organised by the Asian Development
Bank and the OECD Development Cen-
tre. An experts’ seminar, held at OECD
Headquarters, was followed by an open
conference including representatives
from government, business and aca-
demic circles from Asia, Europe and the
Americas. The result is a unique amal-
gam of views which all tend towards
the conclusion that investing in Asia is
not only a viable option for Europeans,
but a desirable one.

(41 97 01 1) ISBN 92-04-15408-0, 248pp,
FI230 £30 USS45 DM6T ¥4.830

OECD Development Centre Seminars

Microfinance for the Poor?
January 1997

Supporting microfinance approaches for
the poor is a necessary ingredient in
poverty alleviation. Drawing on a wide
base of experience and new data, this
book offers a comprehensive and bal-
anced analysis of major issues and ap-
proaches in microfinance aiming at the
poor. It guards against promoting a
single model of microfinance and bur-
dening financial services with unrealistic
expectations for poverty alleviation,
while also offering guidance for recon-
ciling outreach and sustainability of
financial institutions serving ever-
growing numbers of the poor.

(41 9703 1) ISBN 92-64-13415-9, 200pp.

FF93 £12 US$19 DM28 ¥2,000

Economy

OECD Economic Surveys

Austria 1996-1997

February 1997

Special features: Fiscal Consolidation,
Health Reform, Creating Employment
(1097 11 1) ISBN 92:64-15430-2, 172pp.

France 1996-1997

January 1997

See pp. 48-49 of this issue of The
OECD Observer.

(1097 14 1) ISBN 92-64-15432-9, 133pp,

Mexico 1996-1997

December 1996

Special feature: Labour Markets and
Policies

(10 97 40 1) ISBN 92-64-15412-4, 161pp.

Norway 1996-1997

March 1997

See pp. 50-52 of this issue of The
OECD Observer.

(1097 14 1) ISBN92-64-15432-9, 138pp.

Each survey:

FF125 £15 US825 DM40 ¥2 900

(1097 00 1) ISSN 0376-6438

1997 subscription;

FF1750 £240 US$383 DM350

Also available as an electronic book and on
Interner.

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

Lessons from the Economic
Transition
Central and Eastern Europe
in the 1990s
January 1997
This book presents an analysis on the
main shortcomings and pitfalls in trans-
ition policies applied thus far and
attempts to point the way forward 1o
push the transition through to a suc-
cessful conclusion. It highlights the
complex interrelation between the re-
quirements of the economics of the
transition and the social and political
constraints faced by the Central and
Eastern European countries (CEECs).
The central questions of this book
are: what have we learned from CEECs'
economic transition to a market-based
system?; and are there lessons to pro-
vide quidance to these countries to
improve their policies in the future? The
book has four major parts selected for
their critical importance in explaining
the results achieved to date and in
assisting policy-makers for a successful
transformation of these economies in
the future. These four themes include
the overall framework of the transition
strategy, the restructuring and develop-
ment of the enterprise sector, the unem-
ployment problem and social issues,
and the integration of CEECs into the
world economy. The book presents a
set of policy-oriented conclusions at
the end of each part providing the
reader with both thoughtful economic
analyses and insightful policy con-
clusions.
(149705 1 P) ISBNO-7923-9857-2, 590pp
FF300 £39 USS60 DMS9 6,400

Education

Reviews of National Policies for Education

Greece
January 1997
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Education in Greece faces many urgent
and serious problems. The comprehen-
sive description of the system, pre-
pared by the Greek authorities and
presented in Part One of this volume,
makes this eminently clear.

The causes and magnitude of these
problems are analysed, and specitic
proposals for measures 10 overcome
them put forward. The emphasis
throughout is on meeting the demand
for education, improving the educa-
tional infrastructure, and raising the
quality and relevance of education
throughout the system.

For this to be done, the planning and
management of education must be radi-
cally changed, decision-making less
centralised, and objective systems of
evaluation and accountability estab-
lished.

(9197 03 1) ISBN 92:64-15365-9, 140pp.
FF150 £19 US$30 D44 ¥3,150

PEB Exchange, No. 30
February 1997

(B8 97 30 1) ISBN 92-64-15388-8, Z4pp.
FFG60 48 USS15 DMIS ¥1.400

(88 97 00 1) I1SSN 1018-9237

1997 subscription:

FFI60 £21 USS34 DM48

Energy

IEA (International Energy Agency)

Eneagy Prices and Taxes
Third Quarter 1996

January 1997

Contains a major international compila-
tion of energy prices: import prices,
industry prices and consumer prices.
The statistics cover main petroleum
products, gas, coal, and electricity,
giving for imported products an aver-
age price both for importing country
and country of origin. Every issue in-
cludes full notes on sources and methods
and a description of price mechanisms
in each country.

(629701 1) ISBN 92-64-15369-1, 410pp.

FF350 £42 USS70 DM100 ¥7,700

(6297 00 1) ISSN 0256-2332

1997 subscriplion:

FF1,150 £145 1'S$230 DM330

Also available on diskette and magnetic tape

IEA Energy Technology R&D
Statistics

1974-1995

March 1997

How much do governments spend on
energy technology R&D in IEA coun-

tries? Are these R&D budgets shrinking,
and to what degree? Which energy
technologies receive the most funding?
Are the trends changing?

An authoritative statistical work, un-
precedented in both its scope and time-
span, this publication contains the key
data from which answers can be drawn
about the specifics of funding for en-
ergy technology R&D in 22 IEA coun-
tries. The statistics cover government
R&D featuring energy sources of all
types — fossil (coal, natural gas, oil),
renewable energy, nuclear fission and
fusion - as well as R&D on energy
conservation.

(61 97 05 1) ISBN92-64-15463-9, 214pp.
FF300 £39 US$39 DMSS ¥6,300

Asia Electricity Study

March 1997

The construction of the power infra-
structure necessitated by the growth of
demand for electricity in Asia will re-
quire large investments — ones that are
well bevond what governments or multi-
lateral lending institutions can provide.
Consequently, mobilising private-sector
participation in the process will be
vital. In Asia a common first step has
been to allow Independent Power Pro-
ducers (IPPs) to enter what has, until
recently, beena government-dominated
field. Legal and regulatory structures in
many countries in the region are being,
or have been, modified to make it
possible for this to occur.

Encouraging the entrance of IPPs
can often lead to further reform of the
electricity sector. For example, govern-
ments may wish to improve the com-
petitiveness of state-owned utilities to
ensure that they can compete with the
IPPs. They seek to do this through
mechanisms such as corporatisation,
commercialisation, and/or privatisation.
Developing the regulatory environment
to match these changes is a key chal-
lenge for countries in the region.

The Asia Electricity Study looks in
detail at the current situation and the
outlook to 2010 for the electricity sector
in three countries in Asia (Indonesia,
the Philippines and Thailand). It analy-
ses existing and planned electricity
policies in areas such as financing,
regulation, environment and end-use
efficiency.

(61 97 02 1) 15BN 92-64-15449-3, 336pp.
FF470 £61 US$93 DM138 ¥9.900

0Oil, Gas, Coal and Electricity
Quarterly Statistics
Third Quarter 1996



January 1997

Oil statistics cover production, trade,
refinery intake and output, stock
changes and consumption for crude
oil, NGL and nine selected oil product
groups. Statistics for electricity, natural
gas and hard coal and brown coal show
supply and trade. Import and export
data are reported by source and origin.
Moreover, oil and hard coal production
are reported on a worldwide basis.
(60 96 (4 3) 15BN 92-04-04758-1, bilingual, 360pp.
FF350 843 USST0 DMI00

(66 97 00 3) ISSN 1025-9988

1997 subscription:
FFL180 £149 U58235 DM335

Enhancing the Market
Deployment of Energy
Technology

A Survey

of Eight Technologies

February 1997

The deployment of new and improved
energy technologies plays a key role in
reducing the cost of using energy, re-
sponding 1o local, regional and global
environmental problems, and making
our energy svstem more secure by in-
creasing energy efficiency and the di-
versity of supply. But the processes that
bring about deployment are long and
complex, interwoven between the R&D
processes that create new technologies
and the markets that implement them.
This set of case studies is a contribution
to a better understanding of deploy-
ment processes and the policies and
programmes intended to influence them.
It provides an overview within which
the commercialisation and diffusion of
any energy technology can be better
understood, plus timely detailed re-
ports on eight important areas of en-
ergy technology: clean-coal technolo-
gies, wind power, photovoltaics, active
and passive solar design, refrigeration,
lighting, biomass, and small-scale hydro.
(6197 01 1) ISBN 92-64-13425-6. 240pp,

FF330 £43 1865 DMI7 ¥0,950

Energy Policies of IEA Countries

Australia
1997 Review
February 1997
This IEA report provides a comprehen-
sive in-depth assessment of the energy
policies of Australia, including recom-
mendations on future policy develop-
ments,

Although there is still room for im-
provement, mainly with regard to energy
efficiency and climate change policies,

Australia should be commended for its
bold steps which have led to significant
cost reduction and better energy avail-
ability both in the country and in the
Asian region.

The report acknowledges the con-
siderable progress made since the last
in-depth review towards liberalising and
increasing competition in the electricity
and gas markets. Reforms will provide
major benefits in terms of prices and
cost reduction. They will also increase
consumer choices and awareness thanks
to a fair and competitive pricing and the
reduction of cross subsidies,

There is room for improvement with
regard to the energy efficiency policy
and the policy 10 mitigate greenhouse
gas emissions. As Australia is a federa-
tion, the Commonwealth government
has relatively limited constitutional
powers and subsequently there is a
constantnecessity to enhance and better
co-ordinate Commonwealth and state
policies which vary widely between
states, especially in those areas where
states have a large jurisdiction.

(6197 03 1) 1SBX 92-64-15450-7, 160pp.
FF225 £20 USS#4 DM66 ¥4.750

NEA (Nuclear Energy Agency)

Work Management
in the Nuclear Power

Industry
A Manual prepared
for the NEA Committee

on Radiation Protection

and Public Health

by the ISOE Expert Group

on the Impact

of Work Management

on Occupational Exposure
Feburary 1997

Economic pressures in all facets of
modern industry have made product-
ivity and cost competitiveness increas-
ingly essential to the very survival of
companies. Many of them have there-
fore adopted a very global approach to
their work, stressing the importance of
considering jobs from a multidisciplinary
team perspective, and of following them
through all stages of conception, de-
sign, planning, preparation, implement-
ation and follow-up. This focus assures
successful job completion - on sched-
ule, within budget, with a sufficient
level of quality, with minimum cost,
and with a maximum chance of fulfill-
ing the originally desired goal. This
multidisciplinary, start-to-finish ap-
proach to jobs can be broadly termed
Work Management,

This publication presents details of
how to implement Work Management
in such areas as regulation, work man-
agement policy, worker involvement,
work selection, planning and schedul-
ing, work preparation, work implement-
ation, and work assessment and feed-
back. Numerous case studies are
presented of actual experience from
the commercial nuclear power indus-
try. This is a useful tool 1o help plant
MANAgers, MANenance engineers, oul-
age planners, and radiation protection
personnel to improve their implement-
ation of work management, which can
lead to reduced numbers of workers
required to perform a job, of person-
hours spent in the radiologically con-
trolled zone, and thus the overall cost
of doing work. Moreover, this also leads
to reduced occupational exposures in
an ALARA fashion.

(66 97 02 1) ISBN 92-64-13459-0, 181pp.
FFI50 £19 USS30 DMd4 ¥3,150

Environment

Evaluating Economic
Instruments

for Environmental Policy
March 1997

See Jean-Philippe Barde and Stephen
Smith, ‘Do Economic Instruments Help
the Environment?”, The OECD Ob-
server, No. 204, February/March 1997.
(97 97 01 1) ISBN 92-64-15360-8, 150pp.

FF120 £15 US$24 DM35 ¥2.550

Environmental Policies

and Employment

February 1997

See Jean-Philippe Barde and Michel
Potier. ‘A *Green' Impact on Jobs?, The
OECD Observer, No. 198, February
March 1996.

(97 97 02 1) ISBN 92-64-15404-3, 140pp.

FF100 £13 US520 DM29 ¥2,100

OECD Environmental Performance
Reviews

France

February 1997

This report is part of the OECD Environ-
mental Performance Review Programme
which conducts peer reviews of envi-
ronmental conditions and progress in
each OECD country. It scrutinises ef-
forts to meet both domestic objectives
and international commitments. Evalu-
ating progress in reducing the pollution

Just Published

burden, improving natural resource
management, integrating environment-
al and economic policies, and strength-
ening international co-operation are
also central to these reviews. The analy-
ses presented are supported by a broad
range of economic and environmental
data.

Environmental performance reviews
of Austria, Bulgaria, Canada, Germany,
Iceland, Ttaly, Japan, Netherlands,
New-Zealand, Norway, Poland, Portu-
gal, Spain, Sweden, United Kingdom
and United States have already been
published.

(9797 03 1) ISBN 92-614-15443-4, 175pp.
FF180 £23 US$35 DMSS V4140

Financial, Fiscal
and Enterprise Affairs

OECD Financial Statistics

Canada 1980-1995
January 1997
(2096 33 3), ISBN 92-04-05260-7, bilingual, 30pp.

United Kingdom 1981-1995
February 1997
(20 96 35 3) 1SBN 92-64-05262-3, bilingual. 30pp.

Sweden 1980-1994
February 1997
(2096 30 3) ISBN  92-04-05204-X, bilingual, 60pp.

Each study;
FF70 £9 USS15 DM20

1997 subscription 1o OECD Financial Statistics
(3 pansk

Part 1: Monthly Financial Statistics

Pant 2: Financial Accounts of OECD Countries
Part 3: Non-financial Enterprises - Financial
Statements

(2097 00 3) ISSN 0304-3371

FF2,150 US5430 DM620

Also available on diskette.

Investment Policies

in Latin America

and Multilateral Rules

on Investment

January 1997

What are the real causes of Latin Ameri-
ca's comeback in foreign direct invest-
ment (FDI)? To what extent do OECD
and Latin American countries share the
same high standards for FDI rule-
making? What are the perspectives for
developing multilateral rules on invest-
ment? These were the main themes of
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the Rio Workshop on Investment Rules
in Latin America and Multilateral Rules
on Investment organised in July 1996
by the OECD, the Inter-American Bank
of Development and the Brazilian and
Spanish Governments. This publica-
tion reproduces the main discussion
papers and conclusions of the confer-
ence.

Also available in Spanish

(2197 01 1) ISBN 92-64-15446-9, 192pp

FF135 £17 USS27 DM40 ¥2.850

OECD Proceedings

Taxing International Business
Emerging Trends in APEC

and OECD Economies

March 1997

The first meeting between Asia-Pacific
Economic Co-operation (APEC) econo-
mies and 16 OECD countries examined
the tax policy and tax administration
issues which arise in taxing international
businesses. Discussions focused on the
challenges facing tax administrations
over the next decade. problems en-
countered by APEC economies in ap-
plving the OECD Transfer Pricing Guide-
lines and on how to minimise conflicts
in this area both between tax adminis-
trations and taxpayers.

(2397 02 1 P) ISBNG2-64-15435-8. 200pp.

FF140 £18 U$528 DM40 ¥2,950

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

Systems for Financing

Newly Emerging Private
Enterprises in Transition
Economies

February 1997

Newly emerging enterprises in trans-
ition economies, particularly small and
medium-sized enterprises, face diffi-
culties in obtaining financial resources
for their development.

This publication provides inform-
ation on the current situation of the
systems of financing small and
medium-sized enterprises in transition
economies. In particular, it focuses on
three aspects:

« What is the role of the banking sector
in SME financing?
« What is the role that the government

can play to support the development of

SMEs?

* To what extent can the capital market
play an effective role in SME financing?
(1497 01 1) 1SBN 92-04-15405-1. 197pp.

FE140 £18 US$28 DAA40 ¥2,950

Industry, Science
and Technology

Iron and Steel Industry

in 1995

January 1977

What are the trends in the iron and steel
industry in 1995 for OECD countries,
the Republic of Korea and for certain
central and eastern European countries
in transition, and the New Independent
States? This annual publication pro-
vides statistical tables showing steel
production, consumption and trade
data, as well as other indicators of
activity such as employment, annual
investment expenditures by sector and
by country, export prices, domestic
prices and indices for certain iron and
steel products,

15896 03 3) 15BN 92-04-04803-4, bilingual, 30pp.
FF130 £17 1SS26 DM38 ¥2.750

Technology and Industrial
Performance

* Technology diffusion

» Productivity

* Employment and skills

* International competitiveness
January 1997

See George Papaconstantinou, Tech-
nology and Industrial Performance’, The
OECD Observer, No. 204, February
March 1997,

192 96 10 1) 15BN 92-64-15355-1, 200pp.

FF260 £34 US$30 DMT6 ¥5,500

Globalisation and Small
and Medium Enterprises
(SMEs)

Vol 1. Synthesis Report

Vol 2. Country Studies

February 1997

The international role of small and
medium-size enterprises (SMEs) is in-
creasing as major strategic changes
sweep the globe. The globalisation of
economic activity affects the develop-
ment of SMEs in a number of ways. For
some, it creates new opportunities for
expansion and growth, a source of job
creation, while for a much larger group,
it raises new competitive challenges
and threats from abroad.

What factors impede the inter-
national competitiveness of SMEs? What
strategies have SMEs adopted to inter-
nationalise and are some of these more
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successful than others? What are the
national and international policy impli-
cations of these successful strategies?
This two-volume study provides a com-
prehensive examination of the patterns
of SME globalisation in eighteen OECD
countries. It is a must for anyone inter-
ested in SMEs and the role globalisation
will play in making them more com-
petitive in the coming years.

(9296 05 1) 1SBN 92-04-13394-3, 481pp. (2 vols)

FF375 474 USS112 DM168 Y12,100

Creativity, Innovation
and Job Creation
February 1997
Innovation, defined as the creative pro-
cess through which additional economic
value is extracted from knowledge, plays
a central role in the relationships be-
wween technology, productivity and job
creation, However, the emergence of a
knowledge-based growth model, relving
on adaptive and innovative inter-
dependent economies, is not proceed-
ing without friction, and its immediate
costs may be seen by a number of
economic actors and social groups as
more obvious than its benefits. Govern-
ments are therefore under strong
pressure 1o demonstrate that such a
metamorphosis will rapidly deliver sub-
stantial and equitably distributed net
gains, and to implement policies which
will facilitate the necessary changes.
This publication brings together
articles by a range of international ex-
perts and policy makers. Their analyses
and conclusions cover the wide spect-
rum of forces and policies which shape
innovation and its impact on society
and employment.
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Main Economic Indicators
Sources and Methods
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December 1996
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This publication provides a detailed
description of the sources and methods
used in the compilation of the indica-
tors published for Mexico in the monthly
Main Economic Indicators, the essen-
tial source of short-term statistics for
OECD countries. It provides a complete
and timely picture of the most recent
changes in the economies of the OECD
countries and puts them in an inter-
national context. The indicators selected
cover national accounts, industrial pro-
duction, business surveys, money and
domestic finance, deliveries, stocks and
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labour, wages, prices, foreign finance,
interest rates, foreign trade and balance
of payments.
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This publication contains information
on Gross stock, Net stock, Gross fixed
capital formation and Capital consump-
tion at constant and current prices for
all OECD countries for which these
data are available, It thus constitutes an
essential source of information for un-
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the OECD Main Economic Indicators. I
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duction, business surveys, construct-
ion, employment, earnings, prices,
domestic and foreign finance, interest
rates and domestic and foreign trade for
the following 20 transition countries;
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The Future of International
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International air transport is a major
industry in its own right, and one that
plays a crucial role in the functioning of
the overall economy. Faced with the
prospect of an increasingly turbulent
and uncertain world economic envi-
ronment in the coming decades, inter-
national aviation must evolve into an
efficient, dynamic and responsive sect-
or that is able to contribute fully o
global economic development, This
report, overseen by representatives from
government and the corporate sector,
addresses the key policy challenges
confronting international air transport -
globalisation, market entry and exit,
competition within the market,
subsidisation, privatisation, foreign
ownership and so on. It tackles head on
the highly contentious issue of liberali-
sation, and proposes a set of wide-
ranging policy recommendations to help
decision-makers shape the regulatory
framework of the future.
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Statistical Trends
in Transport

1965-1992
January 1997
This annual publication sets out the
main statistical data concerning the
transport sector in the member coun-
tries of the European Conference of
Ministers of Transport (ECMT). For the
first time, the reader will find data on
the seven countries which joined the
ECMT in 1992: Bulgaria, Croatia, Esto-
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ment, infrastructure, rolling stock,
human resources, traffic and energy
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Maritime Transport

1995
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Non-observance of international rules
and standards in maritime safety and
the protection of the marine environ-
ment distutbs competition among ship-
ping companies. At a time when the
issue of competition policy in the inter-
national liner shipping sector is parti-
cularly acute, OECD countries have
sought to promote convergence of their
policies. They have also encouraged
further liberalisation of maritime and
maritime-related services through the
broadening of their review of support
measures or systems of support in
member countries. Aiming to achieve a
broad consensus on how the free market
in shipping should operate in practice,
the dialogue with non-OECD maritime
players was broadened to include the
Latin American countries.
International seaborne trade reached
record volumes in 1993; most remark-
able was the 11% growth in the con-
tainer trade and the record seaborne
trade volumes in the five major dry bulk
commodities (6.1%). Freight rates, by
contrast, did not pick up to the same
extent.
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SPECIAL OFFER

Education at a Glance
OECD Indicators and Analysis

FF280 £35 US$82 DM82 ¥5,950

Following a tradition of innovation, the fourth edition of Education at a Glance
introduces an important change to the way the OECD presents indicators
of education systems.
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publications
are also
available
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Education

at a Glance. Analysis
is also available
in Spanish.
The Italian version
is a co-edition between
OECD and Armando
Editore, Rome
fax: 39 6 581 85 64
tel.: 396 581 72 45
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These two publications are complementary. OECD Indicators provides
a comprehensive statistical framework for a comparative understanding of educational
systems in OECD countries; Analysis offers more in-depth discussion of selected issues
of current interest.

Education at a Glance
OECD Indicators

This edition offers a comprehensive set of 43 indicators that
provide a comparative overview of OECD education systems,
covering the financing of education, enrolment and graduation,
the educational attainment of the adult population, school
management, student achievement, adult literacy and
labour-force outcomes. The indicators are presented in both
tabular and graphical form with a short text, pointing out the
main results and providing explanations for the differences
observed between countries.

The publication also includes a section containing detailed
descriptions of national systems, as well as schematic diagrams
of each, from pre-primary to university.

(96 96 11 1) ISBN 92-64-15356-X, November 1996, 395pp.
FF260 £34 USS50 DM76 ¥5,500

Education at a Glance
Analysis

The volume of Analysis, a new feature in this edition, examines
differences between countries in the evolution of education
systems, based on a number of basic indicators.

The volume starts with an overview of historical trends in
enrolment, attainment and spending. The quality of education
is addressed through a look at student achievement and adult
literacy in an international perspective. How education systems
are preparing citizens for the demands of the workplace is
examined through a look at the transition from school to work.
The final chapter of the publication deals with issues concerning
teacher supply and working conditions.

(96 96 10 1) ISBN 92-64-15357-8, November 1996, 65pp.
FF50 £6 LISS10 DM15 ¥1,050
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