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The European Reconstruction
OECD Historical Series

Initially set up for the purpose of distributing
Marshall Plan aid, the Organisation for European
Economic Co-operation (OEEC) played a major
role in the progress of the western European
countries towards post-war recovery.

The annotated list of the OEEC’s publications
and periodicals shows the extent of its contri-
bution to this end. Every effort has been made
to indicate the latest stage of research
concerning the items listed.

The founding charter of the OEEC and a
selective chronolgogy of events have been added
to facilitate the study of the beginnings of
European reconstruction as well as an under-
standing of the background of the historical
archives of the OEEC which have finally been
opened to the public.
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From War to Wealth
50 Years of Innovation

OECD Historical Series

‘This is a birthday book — the birthday book of
an idea.’ The story of the OECD begins 50 years
ago when the Marshall Plan was announced and
it launched the idea of international, inter-
governmental co-operation.

This colourful publication celebrates the
growth of the Plan into a structure for its delivery
in the form of the Organisation for Economic
Co-operation and Development and traces how
the OECD tracked world events and foresaw key
developments in order to keep its member
governments on course.

(03 97 04 1 P) ISBN 92-64-15503-1, May 1997, 120 pp.
FF75 US$15 DM22 £10 ¥1,580

Explorations
in OEEC History
OECD Historical Series

Fifty years after it was
launched, the Marshall Plan
remains a major event of
post-World War Il history. But
what did it actually do for
European reconstruction? To
commemorate the opening of its historical
archives to the public and their deposit at the
European University Institute (EUI), the OECD
invited a group of EUI historians to analyse the
role played by the Marshall Plan and the Organi-
sation for European Economic Co-operation
(OEEC) in the economic recovery of Europe.

This book examines the major moments
punctuating OEEC history, from the original
offer of Marshall aid in 1947 to the decision to
create the OECD in 1960. It offers a history of
the European economic reconstruction and
contributes to discussions on models of co-
operation favouring economic development,
trade liberalisation, and world economic
integration.

(03 97 02 1 P) ISBN 92-64-14286-X, April 1997, 282pp.
FF150 US$30 £19 DM44 ¥3,150
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logies are creating a truly global economy in
which all countries can play an active rofe.
That underlines the importance of inter-
 national co-operation in creating rules of the
game for the entire planei.
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A New Global Age

Donald J. Johnston, Secretary-General of the OECD

he economic environment is changing rapidly. Globalisation is

being driven by international trade and investment which, in turn,

are spurred on by the borderless world produced by swift advances

in communications and transport technologies. The necessary

companions are market liberalisation — without which the current
expansion of trade and investment would slow dramatically - and new forms
of governance to referee the changing rules of the game and ensure effective
implementation of public policy.

At the heart of the OECD mission is charting how countries — OECD and
non-OECD alike — can reap the economic benefits of these changes. We
stand on the threshold of a new global age, where all countries have the
potential of participating actively in the world economy, It is being increasingly
shaped by dynamic and emerging non-OECD economies, especially from
Asia and Latin America. The ‘Big Five” - Brazil, China, India, Indonesia and
Russia — are already plaving important roles in many global issues, not only
trade and investment, but agriculture, energy (including nuclear) and the
environment.

Looking ahead to 2020, the world may see a massive shift in global economic
weight, with the share of non-OECD countries rising from less than 40% of
world output to over 60%. The ‘Big Five' output would equal that of OECD
countries and carry a similar importance in discussions of issues affecting the
world economy.

As these patterns emerge, innovative responses will be required to reduce
the risk that some groups within countries, or even whole societies, are left
behind; and to ensure sustainability from the perspective of the environment.
Keeping the balance among economic growth, social stability and good
governance — the building blocks of social progress — will require care and
attention,

Global interdependence means that the OECD must be more outward-
looking. Indeed, in recent years, the OECD has increased its membership by
five and has launched dialogue and co-operation with a wide range of
non-OECD economies. This is a two-way learning process whereby countries
share and evaluate their policy experiences, permitting all to benefit from
success stories in the most dynamic or innovative.

For the poorest countries, especially in Africa, the challenge of integration
into the world economy is profound. Only by developing the capacity within
the population of each nation to take advantage of emerging opportunities
will the challenge be met. The OECD is working with other international
organisations to increase the effectiveness of efforts in this area.

The pace of forging linkages of all kinds between OECD and non-OECD
economies is likely to accelerate in the coming decades. Furthermore, as
non-OECD countries become increasingly important drivers in the global
economy, OECD economic performance itself will depend more and more
on their policies and results. In view of these trends, in 1995 OECD ministers
asked the Organisation to examine specific aspects and impacts of linkages
between OECD and non-OECD economies, and to explore their implications
for policy options in member countries.

The OECD study, Towards a New Global Age, which emerged from that
ministerial request presents two visions of the world economy in the year
2020. The first assumes no significant policy changes - a ‘business-as-usual
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case — while the second is more optimistic and calls for governments and
societies 1o seize the challenge of realising a new age of global prosperity.
This second view promises worldwide increases in welfare and is accompanied
by deeper integration of developing and transition countries into the global
economy. In this projection, international security is expected to be enhanced
as a result of substantially increased interdependence and reduction in world
poverty.

A major problem associated with any projection of growth, whether modest
or optimistic, is that of achieving economic growth while ensuring
environmental sustainability. New approaches are urgently required. For
example, the link between economic growth, energy consumption and carbon
emission must be broken. Agendas for technological innovation and
international co-operation must be woven together and intensified in the
decades ahead to reverse current trends and ensure sustainability.

A new global age will not materialise automatically. Tt will require bold
action from governments to complete the borderless world through full
liberalisation of trade and investment, to ensure stable and sustainable
macro-economic policy, and to continue wide-ranging structural reforms. At
their meeting in May this year, OECD ministers stated their determination to
implement this ambitious agenda.

Creating popular support for reform is fundamental to enabling
governments to pursue this policy agenda. With adjustment costs tending to
fall heavily on specific sectors, regions or social groups, and benefits generally
being spread thinly across the economy, governments have to be active in
explaining the advantages to their societies of the globalisation process.
Resisting change will lead only to countries being left behind - and missing
out on the higher living standards that trade and technological progress can
bring.

Towards a New Global Age suggests both what the world might look like if
it moves slowly with a ‘business-as-usual” approach and what it might look
like with a higher performance approach. But it cannot tell us how far bevond
that OECD members and non-members will be able to reach. It does, however,
contain many elements which could serve as a foundation upon which a
more ambitious view could be created.

Although economists do not usually look beyond the extrapolation of
known factors, leaders and policy-makers are mandated to do just that. They
must set their sights on a global vision for the year 2020 which puts building
blocks in place to permit a quantum leap forward. That is how we put a man
on the moon. And that is how we will solve a number of the seemingly
intractable problems of the developing and developed world alike. The
‘optimistic” view is not good enough. In the words of Robert Browning, ‘a
man’s reach should exceed his grasp’; so must the ambitions of the world
leadership.



On the Threshold
of a Global Economy

Makoto Taniguchi and John West

The world’s economies, both inside and outside the OECD area,
now have the opportunity of developing closer linkages, which
bring with them the prospect of a genuinely global economy.
Expanding these linkages over the next two decades or so woutld
boost prosperity, reinforce political security and promote
environmental sustainability. But progress to this end would
require the tackling of a wide range of obsiacles in economic,
social and environmental policy and the strengthening of

international co-operation.’

he OECD economies have been

growing together throughout the

half-century since the Second World

War. For many years Europe and

Japan both experienced rapid growth
as they gradually caught up with the United
States. An important driving force was the pro-
gressive liberalisation of international trade and
financial movements. That allowed OECD coun-
tries to specialise in the activities where they
enjoyed comparative advantage and to
strengthen their trade, investment and financial
linkages, thus boosting growth and prosperity
for all of them. Very few non-OECD economies
joined into this wave of growth during the 1950s
and '00s. But from the 1970s, Hong Kong, Singa-
pore, South Korea and Chinese Taipei started
following in the footsteps of Europe and Japan.
Dynamic, export-oriented growth boosted living
standards, virtually eliminating poverty in these
economies.

Makoto Taniguchi is a former Deputy Secretary-General
of the OECD; John West works in the Private Office of
the Secretary-General.

E-mail: john west@oecd.org

These developments have been beneficial
also to the OECD economies. The fast-growing
‘Asian Tigers' have become an increasingly im-
portant market for OECD exports and a destina-
tion for profitable investments. OECD consumers
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gain substantially as the price of goods imported
from these economies is generally much lower
than goods produced locally or in other OECD
countries. And resources in the OECD area are
thereby freed for higher-value uses, especially
in skill-intensive services and capital equipment -
some of which, in a virtuous circle, is then ex-
ported to non-OECD economies, thus further
stimulating their development.

There is now an historic convergence of
interests among both OECD and non-OECD eco-
nomies in strengthening their trade, investment
and financial linkages. Over the past decade,
democratic government and market-based eco-
nomic development have been spreading
widely — most notably in the former centrally
planned economies but also in an increasing
number of developing countries. World trade and
I. Towards a New Global Age: Challenges and
Opportunities — Policy Report, OECTY Publications,
Paris, 1997, Towards a New Global Age: Challenges

and Opportunities — Analytical Report, OFCD Pub.
lications, Paris, forthcoming 1997,
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investment have been increasing dramatically.
And the “Big Five’ countries, Brazil, China, India,
Indonesia and Russia, are emerging as powers
of global importance. A genuinely global
economy is now taking shape, in which all coun-
tries can participate actively. The pace of inte-
aration of non-OECD economies into this global
economy has nonetheless been uneven. A large
number of developing countries, particularly in
Africa, have seen their participation in inter-
national trade and investment fall.

The Challenge
of Change

Structural change is a fact of life in most
economies. History has witnessed a dramatic
decline in, for example, the size of agriculture
in OECD economies, where it now accounts for
less than 7% of employment; services, by con-
trast, once regarded as the ‘soft' part of the
economy, now employ over 60%. And skilled
labour has been in much higher demand with
the expansion of knowledge-intensive indus-
tries.” Rapidly emerging economies in Asia are
now seeing similar trends: manufacturing sect-
ors are declining as economic growth becomes
more service-oriented,

Along with rapid technological progress,
international trade, investment and financial flows
have become important motors for structural
change. In recent vears, world trade has been
increasing three times more rapidly than GDP;
over the past decade, foreign direct investment
has been growing six times faster.

Non-OECD economies have been a driving
force in this acceleration of globalisation. Ex-
cluding Korea and Japan, both members of the
OECD, Asia now accounts for close to 20% of
world trade, more than three times its share of
25 years ago. Moreover, seven Asian non-OECD
economies (China; Hong Kong, China; Chinese
Taipei; Singapore; Malaysia; Thailand and Indo-
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Thanks in part to imports from
the emerging economies,
resources in OECD countries can
be directed to uses with higher
value-added.

nesia) are now among the world's top 30 trading
nations. The dynamic and emerging economies
in East Asia and Latin America, and an increas-
ing number of transition economies, are also
demonstrating that integration into the global
economy is a powerful strategy for accelerating
growth and development. Development co-
operation has played a catalytic role in this
process.

But developments in the global economy can
lead to social unrest and protectionist pressures,
especially when they coincide with the high and
persistent unemployment seen in many OECD
countries over the past two decades. Globali-
sation is often blamed for unemployment,
inequality of income and de-industrialisation.
Indeed, this accelerated rate of change brings
with it higher adjustment costs, especially for
low-skilled workers and industries, even though
the benefits to society as a whole outweigh the
costs.” Other high-skilled industries are stimu-
lated, especially in the services sector (not least
in information technology and finance indus-
tries), where exports have been growing twice
as fast as merchandise exports. The response
from OECD governments should be to improve
the flexibility of labour and product markets,
foster life-long learning’ and reform social poli-
cies in order to improve the capacity of indi-
viduals and firms to adjust and innovate, and
maximise the benefits of globalisation.’

Projections
of Prosperity

Investments in human capital and rapid tech-
nological progress will provide the potential for
continued growth in prosperity, even with ‘busi-
ness as usual policies. Information technology,
biotechnology, advanced materials, alternative
energy sources and improved transport will help
create wealth — but they will also stimulate struct-
ural change. The full realisation of the potential

benefits of these developments depends in large
part on ensuring that the design of government
policies both fosters these market-driven trends
and helps adaptation to the changes they bring.

One of the basic conditions is a completion
of the move towards global free trade and capi-
tal movements” that has been underway since
the end of World War I1. A large number of both
OECD and non-OECD governments have com-
mitted themselves, within various regional frame-
works, to the goal of free trade by certain dates,

Figure 1

Shares in World Trade
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$7,600 bn

2020 - 'Business-as-usual’ projection
§17,000 bn

2020 - High-performance projection
$28,000 bn

Source: OECD



such as 2010 and 2020, Another is fiscal consoli-
dation and macro-economic stability, Third, the
OECD countries will have to make further ad-
vances in structural reform. And a large number
of non-OECD economies must develop the
necessary capacity for development, in terms of
policy frameworks and governance systems, and
social, human and physical capital.

Looking forward to the year 2020, the imple-
mentation of such a strategy would see a vastly
different and much improved world, for both
OECD and non-OECD countries, in particular:
* prosperity would increase substantially the
world over, especially among non-OECD coun-
tries; OECD living standards in 2020 could be
807 higher than now, while average living stand-
ards in the non-OECD area could be 270% higher;
substantial reductions in unemployment would
also be achieved
¢ global economic weight would shift towards
present non-OECD countries, whose weight in
the global economy could increase to more than
60% (from around 40% in 1995), while their share
in world trade could rise from one-third to
one-half (Figure 1)

o the ‘Big Five' could account for more than
one-third of world GDP (about the same as the
existing OECD membership in 2020), partly
because of their very large populations (Figure 2);
and China could be the world's largest economy,
equivalent in GDP to half of the OECD in 2020’
¢ cconomic catching-up by non-OECD econo-
mies could see their standards of development
rise to 30% of those found in the OECD area in
2020, compared with about 15% in 1993

* closer linkages among all economies, as trade
might rise from 30% of GDP today, to some 50%
in 2020.

This high-performance outcome s less a fore-
cast than a vision of a realistic possibility for the
world economy - if governments undertake the
reforms that will let it happen. And it is by no
means the maximum that could be achieved.
Moreover, by boosting living standards, it would
also enhance the capacity to deal effectively with
4 large number of problems. not least in the envi-
ronment, urbanisation and social policy. Less en-
couraging projections could be envisaged, of
course, particularly if governments do not pro-

ceed with reform or fail to resist protectionist
pressures. A reversal of globalisation could lead
to fragmentation, with damaging effects on
prosperity and political stahility.

Reform
on Three Fronts

The prospects for the ‘global age’ depend on
the ability of individuals, governments and the
international system to channel, and adapt to,
pressures and opportunities for change. Several
major steps will have to be undertaken.

The first is a strengthening of the free, open,
multilateral trading system. Much progress has
been made towards global free trade and capital
movement, not least through the Uruguay Round
commitments. The creation of the World Trade
Organization has provided the legal basis for the
new multilateral trading system, OECD countries
are negotiating a multilateral agreement on in-
vestment (MAID, which will be open to access-
ion by non-OECD countries — a number of which
have indeed indicated their wish to accede.* And
already more than half of world trade now takes
place within free-trade agreements or among
countries that have decided to achieve free trade
by a certain date. Further, the OECD is develop-
ing global principles for international treaties,
transfer pricing and for countering international
tax evasion and avoidance. An increasing number
of non-OECD countries are also associating them-
selves with these rules.

2. Candice Stevens, The Knowledge-driven Economy . The
OECD Observer. No. 200, fune/fuly 1996,

3. fean-Claude Paye, Technology, Employmentand Struct-
wral Change , and George Papaconstaniinon, Technology
and fobs'. The OECD Observer. No. 194, fune/fuly 1995,

4. Edwin Leuven and Albert Tuifnman, ‘Life-long Learn-
ing: Who Pays?. The OECD Observer. No. 199, April/
May 1996.

5. Nicholas Vanston, ‘How Regulatory Keform Affects the
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But the multilateral system will continue to
encounter difficulties. Protectionist pressures and
trade frictions will be a virtually unavoidable part
of the globalisation process, as the accommoda-
tion of a larger presence of non-OECD econo-
mies will require substantial adjustments and the
service sector becomes increasingly exposed to
international competition. Some obstinate border
barriers remain in OECD countries, not least in
agriculture. And despite the continuing trend to-
wards liberalisation, barriers to trade and capital
movements are generally still high in non-OECD
countries. A large number of *behind-the-border’
barriers are now being tackled, especially in
domestic regulations and competition policy. And
new conundra are emerging for taxation policy,
such as global tax competition and the implica-
tions of global communication technologies.
particularly the Internet.
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On the Threshold
of a Global Economy

Some countries, not least in Africa, which participate less in the globalising economy must improve
their capacity to lead their own development.

The second step is progress with domestic
policy reform. With the structural upheavals that
can be foreseen, and with their aging popula-
tions,” OECD economies will have to become
more flexible, adaptable and innovative. But al-
though there have been considerable advances
in the liberalisation of financial markets and in-
ternational trade, there has been less progress
in reforming labour and product markets.

Labour markets in the OECD area will have
to cope with the related objectives of achieving
smooth adjustment and maintaining social co-
hesion, in a world where many employees will
change jobs, and possibly even careers, several
times during their working life." Although higher
living standards for all seem within reach, there
may also be a widening in income distributions,
as labour-market pressures from trade and tech-
nology favour skilled manpower over the less
specific forms of human capital. Social and edu-
cational policies should then attempt to enhance

O Laris Bovenhery and Anja van der Linden, ‘Penston
Folicies and the Aging Society” The OECD Observer.
No, 205, ApriliMay 1997

10, S¢e pp, 24-27.

11, Se¢: ppr. 9-12.
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the capacity of individuals to change, and focus
on the training requirements of unskilled
workers.

The third step calls for strengthening policies
for sustainable development. Although globali-
sation can promote a more efficient and less en-
vironmentally damaging pattern of economic
development, its gains may be overwhelmed by
the pollution and resource-use associated with
increased economic activity." Environmental
policies must ensure that the benefits of eco-
nomic growth are not undercut by the impacts
on health of pollution, and the increased degra-
dation or loss of productive agricultural lands,
fisheries and other natural resources.

The global economy holds enormous
promise, though it is still fragile. The vision of a
global age is already inspiring the working
agenda for the international community. The
OECD can help realise this goal through its analy-
sis of issues involved in globalisation and by
developing international rules of the game, using
its multidisciplinary capacities. And it can
strengthen the foundations for global govern-

ance, especially through its partnerships with
non-OECD economies. These countries will in-
creasingly shape developments in OECD coun-
tries and in the world economy as a whole. And
with the globalisation of the world economy,
and the internationalisation of many policy
issues, the role of international co-operation and
the multilateral system will become even more
important. m
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Analysis

The World Economy

in 2020

Olivier Bouin and David O'Connor

In recent years, an increasing number of non-OECD countries
have become sizable exporters of manufactures, in which there
is now a flourishing two-way trade with OECD countries; it
accounts for a large portion of the growth in commerce. The
same trend is observed in capital flows, with an ever-larger share
of OECD private foreign investment destined for non-member
countries. Brazil, China, India, Indonesia, Russia — the ‘Big
Five’ (each with a population over 150 million and GDP larger
than $100 billion) — are already substantial importers,
producers for world markets, hosts to foreign investment and,
more and more, foreign investors themselves. If these and other
countries are able to sustain outward-oriented reforms, the non-
members of the OECD should play an increasingly prominent

role in the globalised economy of the 21st century.

here are a number of forces driving
developments in the world economy,
chief among them demographic
change, technological innovation,
international trade and financial lib-
eralisation, and domestic reforms in both OECD
and other economies. With the aim of providing
a framework for long-term policy planning in
OECD economies, the OECD's ‘Linkages Project”
has designed two contrasting visions of the world
economy - one based on the premise of high
growth in all countries, the other much less
optimistic — to capture how these forces might
interact over the next 25 years. Using a comput-
able ‘general equilibrium’ model (the ‘Linkages’

Olivier Bouin and David O'Connor work at the OECD
Development Centre.

E-mail: cendev.contact@oecd.org

model) designed by the OECD Development
Centre, the effects on trade, production and
employment patterns, on food and energy
markets, and on the global environment have
been explored.

Both projections hold that basic resource
endowments (population and natural resources)
and behavioural relationships will remain broadly
similar. The high-growth one assumes substan-
tial further progress with global trade and in-
vestment liberalisation and with domestic policy
reforms, in OECD and non-member countries
alike, with a pay-off principally in the form of
improved productivity. It has features which offer
the prospect of substantially improved living
standards both in OECD and other countries.
High growth in the OECD area, combining
domestic structural reforms and ever-firmer links
with non-member countries, could be expected

9

to offset a potentially strong depressing effect
from population aging. This would allow the
OECD economies to expand in the next 25 years
at roughly the same rate as in the past 25 (some-
what around 3% a year). In the non-OECD
economies, the underlying potential is consider-
ably higher and sound policies there should pro-
vide an additional impulse for expansion (from
an annual GDP growth rate of 4.5% in the past
quarter century to a rate of 6.7%). Over the same
period, the average growth rate of GDP in the
non-OECD economies could be more than twice
that of the OECD area.

But slower progress with policy reform in
either group of countries — with less trade liber-
alisation and with less rapid advance on domestic
policy reforms, not least in fiscal consolidation,
removal of domestic subsidies and structural
policies — could result in lower (perhaps much
lower) growth rates.

Trade
Opportunities

The liberalisation of trade, falling transpont
and communication costs, and increased inter-
national mobility of capital could work together
to bring about a further opening-up of econo-
mies. In the high-growth assumption of the Link-
ages Project, trade grows more rapidly than world
output, expanding three-and-a-half times in value
and rising from 30% of world GDP in 1995 to
about 45% in 2020. Trade between OECD coun-
tries is expected to expand rather more slowly
than that between non-members, partly because
inter-OECD trade barriers were already low in
1995, and so the removal of tariffs would pro-
vide less of a stimulus (Figure 1).

These trends are reflected in the changes in
regional trade patterns. Under both optimistic
and pessimistic assumptions, half of the increase
in world trade would consist of trade between
OECD countries and the rest of the world, with

1A major, buter-departmental profect which gave rise
to the lwa-peot pueblication Tewards a New Global Age:
Challenges and Opportunities —Policy Report, OFCT
Publications, Paris, 1997 and Towards a New Global
Age: Challenges and Opportunities — Analytical
Report, OECD Publications, Parls, forthcoming 1997,
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The World Economy
in 2020

Figure 1

Export Growth in OECD and Non-OECD Economies,

1995-2020
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OECD'

u Big Five
m OECD
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1. Total OECD exports are under-reported since intra-EU exports have been
excluded.
Source: OECD

the ‘Big Five" accounting for around a quarter of
total OECD trade.

Evervbody could reap large benefits from
closer trade integration. First, consumers stand
to benefit from access to imports that are cheaper
than similar goods produced at home, not least
through the removal of initially high tariffs on
food products and on consumer goods (chiefly
textiles and clothes). The relative prices of these
imports would fall substantially, particularly in
comparison with prices of OECD exports of
manufactures.

Second, as production is further globalised,
gains to domestic producers from international
sourcing of components and intermediate pro-
ducts will increase. At the same time, domestic
production structures will tend to favour skill-
intensive activities, creating relatively highly paid
jobs in OECD economies, As observed during
the past two decades in the dynamic Asian
economies, imports of capital equipment and
high-tech intermediate goods from OECD coun-
tries are crucial to building successful export in-
dlustries. In the high-growth projection, OECD
exports of capital goods to non-member eco-
nomies would be multiplied almost five-fold.
Japan seems likely to specialise the most heavily
on producing and exporting such goods, reflect-
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ing in part the strong expan-
sion anticipated in Asian

-300 markets.
Third, the service sector
4250 of OECD countries — by far
the most important sector in
{200 both output and employ-
ment — also stands to bene-
150 fit from closer links with
non-member economies. As
{100 their own service sectors are
liberalised, attractive new
0 opportunities should arise
for competitive OECD
A0 0 supplierﬁlil‘nr t—:)famplc_'.
igh media and information, soft-
Growth ware, education, financial,
insurance, real estate, man-
agement consulting and so
on). And although trade in
services is likely to grow, the
main vehicle for OECD firms to exploit these
opportunities will be foreign direct investment
(as many services, such as tourism, remain non-
tradable). Since many of these activities require
high-skilled professionals, their mobility will
enhance the globalisation of the service sector.

International
Capital Mobility

The henefits from the global mobility of capital
accrue from a more efficient allocation of world
savings to the most productive investment
opportunities and the possibility of smoothing
consumption by borrowing or diversifying
abroad. These advantages apply particularly in
the interaction between the capital-rich, moder-
ately growing and aging OECD economies and
the capital-poor, fast-growing and (still) young
emerging ones. Multinational corporations or
portfolio investors from OECD countries have
the prospect of raising returns (higher profits,
dividend payments and interest income) through
increasing their exposure in high-growth emer-
ging economies. Many types of asset-holders in
OECD countries could benefit from these gains
in international portfolio diversification (firms,
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households and banks), but they may be of parti-
cular interest to institutional investors such as
pension and investment funds and insurance
companies.

Assuming that OECD governments take
measures to facilitate the international diversifi-
cation of investment by pension funds, the higher
return that could be expected would make a
contribution to solving the fiscal and financial
problems looming on the horizon as OECD
populations age. The OECD has calculated the
increase in the average rate of return of pension
assets in the OECD area, assuming different
degrees of global portfolio diversification. If the
emerging-market share of these assets rises pro-
gressively to roughly 10% by the year 2020 (com-
pared to 2% at present), it would yield additional
pension benefits of roughly 2.5%. Among OECD
countries, the largest gains would thus accrue to
countries that quickly build a sizable stock of
assets in emerging economies, Nonetheless, even
though investing in these markets would make
pensioners in OECD countries better off, this gain
would not be enough to finance the additional
burden fully from rising old-age dependency
ratios. Domestic reforms of pensions systems
cannot be avoided.”

Net inflows to emerging markets are unlikely
to increase substantially over the long run. Since
investors from emerging markets could also gain
from increased diversification into OECD
markets, reverse flows may to some extent
counterbalance gross outflows from the OECD
area, Two additional factors may explain why
the historical match between developing-coun-
try savings and investment will remain close in
the future.

2 Lans Bovenberg and Anja van der Linden, 'Pension

Policies and the Aging Society, The OECD Observer,
No. 205, ApribiMay 1997

A. Barrie Stevens, A Looming World Capital Shortage?’,
The OECD Observer, No. 196, Oclober/November 1995,
. Ferdinand Kuba, ‘Can China Achieve Self-sufficiency
in Food?, The OECD Observer, No. 200, funeuly 1997
5. Barrie Stevens, ‘China Enters the 21st Century’, The
OECD Observer, No. 201, AugusiSeptember 1996,

6. David Blandford and Gévard Viatte, ‘Ensuring Global
Food Security’, The OECD Observer, No. 203, December
199 fanuary 1997

7. Fatih Birvol and Tomobiko i, Long-term Trends in

Asian Energy’, The OECD Observer, No. 201, August
Seplember 1096,



First, declining fertility rates and lower
dependency ratios will stimulate household
savings, domestic corporate savings will increase
in response to higher returns on investment and
higher trend growth in output will raise incomes
and long-run savings. A mod-
est rise of four percentage
points of GDP in the non-

tically, also in large economies like China and
India, though agricultural trade would also ex-
pand strongly.’

The ‘doomsday scenario” — in which China’s
burgeoning demand for food and declining

Globalisation

Analysis

put occurs in some of the more energy-inten-
sive economies (not least China, Russia and to a
lesser extent India).” In spite of the projected
rise in demand (and barring major disruptions
in the supply of oil or gas), world energy sup-
plies should prove adequate
with only moderate price in-
creases in fossil fuels; oil

B Figure 2 _ :
OECD economies would be Carbon Emissions, 19902020 prices would remain below
sufficient to meet their addi- billon tons their historic highs. Abundant
tional investment requi_re- Low growth High growth reserves of low-cost coal in
ments (many East Asian ~ 15p e 1 China and India would pro-
countries experienced much P Elest::f;he w%ﬂd X - Rﬁ“?[:ihew‘gled , vide the primary fuel for their
A s : 12 == New Independent States 112 121 == New Independent States 112 s e i
larger increases — in the range 4 e orore S et Elape rapid expansion, assuming
of ten to fifteen percentage OECD OECD bottlenecks in transport can
points of GDP - during their I 7 17 be removed. For their oil re-
take-off). quirements, most countries
Second, financial markets 6 46 6 46 will come to depend far more
are sensitive to sovereign risk heavily than in the recent past
and watch carefully a coun- 3+ 13 3 13 on Middle East suppliers, as
try's external debt ratio and other low-cost reserves are
the size of current account L i D T e 1] depleted. Oil imports into the
1990 1995 2000 2005 2010 2015 2020 1990 1995 2000 2005 2010 2015 2020

deficits. Net international in-
debtedness cannot mount in-
definitely as a percentage of
GDP and concern arises about the capacity for
financing the debt - particularly in developing
countries - if insufficient foreign exchange is gen-
erated. Governments therefore tend to target the
current account by adjusting fiscal or monetary
policies to avoid large and protracted deficits.
These factors serve to reconfirm that the non-
member economies will not absorb foreign
savings at a very high proportion of their GDP.
Fears about future global capital shortages or
massive net capital outflows from the OECD area
are thus misplaced.?

Source: OECD

Natural Resources
and the Environment

Under the assumption of high growth, world
agricultural production would expand at roughly
the same rate over the next 25 years as over the
past two decades, with productivity improve-
ments contributing most of it. The bulk of the
incremental demand for food from non-OECD
countries would continue to be supplied domes-

self-sufficiency ratio would cause major increases
in world food prices — is not borne out by the
results of this modelling exercise. Still, achiev-
ing the high implied rates of productivity growth
in China will require strengthening of crop re-
search (not least in biotechnology), rural infra-
structure, and of farmers’ incentives (through
pricing and land-tenure reforms, for example).’

A rise in agricultural imports into markets that
were once heavily protected - chiefly those of
the European Union, Japan and other prosper-
ous East Asian countries — would be supplied
largely by exports from North America, Australia
and Latin America. Further structural adjustments
in European, Japanese and other high-income
Fast Asian agricultural sectors would thus be
necessary. Even with increased trade in food,
some regions and countries may still experience
calorie deficits, but 25 years of broad-based, rapid
growth in the world's poorest countries and
regions would go some way to reducing the
incidence of malnutrition.’

High growth will also mean strong energy
demand, as the most vigorous expansion of out-
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OECD countries are projected
to rise from half to two-thirds
of projected consumption be-
tween now and 2010, Growing reliance of the
major economies on imports of oil (and gas)
from a few major suppliers will make them all
the more vulnerable to macro-economic shocks
from disruptions in supply, which could raise
renewed concerns over energy security in years
to come — concerns likely to be shared by many
non-OECD countries.

One of the major worries raised by the high-
growth projection is its environmental implica-
tions. Even assuming improvements in energy
efficiency of an annual 1% in the OECD area
and 2% in non-OECD countries, world consumpt-
ion of fossil fuels would more than double in
the period to 2020 and carbon dioxide (CO,)
emissions would rise proportionately (Figure 2).
The risks of accelerated global warming and
climate change may come to be perceived as
unacceptably high, intensifying pressures for a
more forceful global policy response. Few OECD
countries are currently on track to meet the non-
binding commitment (known as ‘Annex 1) at
the Rio Earth Summit to make best efforts to
stabilise CO, emissions at 1990 volumes by the
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Trade - symbol of the growing links between countries - is only one aspect of the interdependence
that is affecting capital markets and the environment equally strongly.

vear 2000. Even under assumptions of low
growth, CO, emissions would still rise by about
60% between now and 2020, Without a major
shift towards zero- or low-carbon energy sources,
OECD countries have to improve their energy
efficiency quite substantially — by 3% a year or
more — over the next decade to achieve that
target.

In both high- and low-growth projections, vir-
tually all the increase in emissions will occur in
non-OECD countries. The ‘Annex 1’ countries -
basically, the developed world - will have to do
much better than merely stabilise emissions if
there is to be scope for developing countries to
expand theirs before they cause dangerous
change in climate patterns.

Otherwise, high growth in non-OECD coun-
tries based on stronger links with the global
economy could be expected to yield long-run
environmental improvements: economic struct-
ures would shift more rapidly away from energy-
and pollution-intensive sectors towards less poll-
uting industries; cleaner technologies would dif-
fuse more quickly; the population transition
would be accelerated; and. perhaps most
importantly, living standards would rise faster
and with them demands for environmental qual-
ity. Environmental policies would evolve to re-
flect these changes, making the experience of
the OECD countries valuable to others seeking
to strengthen their environmental management
systems.

Avoiding
Marginalisation

The domestic challenge for OECD countries
is to put in place or reinforce growth-enhancing
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policies while maintaining strong bonds of social
cohesion.® Enhancing market competition is
crucial to generating the innovative behaviour
on which the continued prosperity of the OECD
countries depends, but competition creates losers
as well as winners. The concerns of the losers
cannot be neglected, particularly when they are
workers with few marketable skills. Sustaining
the momentum of competition-enhancing
reforms will therefore require that the OECD
countries make progress with measures to pro-
mote more vigorous job-creation, ensure better-
qualified entrants to the labour market, and
retrain workers faced with pressures to adapt
that arise from technical change or international
competition.

Fast, broad-based expansion in low-income
countries would do much to eliminate the most
abject forms of poverty and would also mark
the beginnings of true convergence in global
incomes. This trend would help relieve the
tensions and instabilities associated with pro-
nounced poverty and inequality that are today a
permanent backdrop to political discourse within
and between nations. Yet even under the
assumption of high growth, ensuring that the
least developed countries are not left out of the
globalisation process will remain a key issue.
Although OECD governments are struggling to
live within tighter budgets and development-
assistance programmes have been among the
hardest hit by budget cuts, such aid will con-
tinue to play a valuable role in creating the con-
ditions for integrating other countries into the
global economy. Assistance will be required to
provide a basic infrastructure and institutional,
legal and policy framework to attract flows of

24-27.
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private capital and more mobile allocation of
domestic resources. Donor support, furthermore,
can help improve resource and environmental
management.

The vision presented here is indeed an opti-
mistic one, and if realised, could provide the
means to tackle current and future challenges -
not least poverty, environmental degradation and
aging. Achieving global prosperity is a formid-
able task. It will require sustaining the moment-
um towards more openness, unleashing the
power of competition-led innovation, and
improving social cohesion in both OECD and
non-OECD economies. m

OECD BiBLIOGRAPHY

S
Towards a New Global Age: Challenges

and Opportunities - Policy Report, 1997

Towards a New Global Age: Challenges

and Opportunities - Analytical Report, forthcoming
1997

Richard Pomfret, Is China a ‘Large Country’? China's
Influence on World Markets, forthcoming 1997

Charles P. Oman, Douglas H. Brooks and Colm Foy,
Investing in Asia, 1997

Agricultural Policies in China, forthcoming 1997
Ferdinand Kuba, ‘Can China Achieve Seff-sufficiency in
Food?, The OECD Observer, No. 206, June/july 1997
Lans Bovenberg and Anja van der Linden, ‘Pension Policies
and the Aging Society’, The OECD Observer, No. 205,
Apri/May 1997

David Blandford and Gérard Viatte, ‘Ensuring Global Food
Security’, The OECD Observer, No. 203,

December 1996/January 1997

Barrie Stevens, ‘China Enters the 21st Century’,

The OECD Observer, No. 201, August/September 1996
Fatih Birol and Tomohiko Inui, ‘Long-term Trends in Asian
Energy, The OECD Observer, No. 201,
August/September 1996

Angus Maddison, Monitoring the World Economy
1820-1992, 1995

Linkages: OECD and Major Developing Economies,
1995

Jean-Claude Berthélemy, Whither African Economies?,
1995

Barrie Stevens, ‘A Looming World Capital Shortage?,

The OECD Observer, No. 196, October/November 1995.



A Consensus

Analysis

on Cryptography

Hiroko Kamata and Teresa Peters

The widespread use of cryptography to safeguard data in

information and communication systems has implications for

the protection of privacy and business and financial
information, as well as for public safety and national security.
The OECD has published a set of Guidelines intended to promote
the use of cryptography to foster confidence in information
infrastructures, to belp ensure the safety of data and protection
of privacy, to stimulate new applications for electronic
commerce, and to promote co-operation

among governments, businesses and =" =0

research communities. The principles 1&
set forth in the Guidelines are
designed to assist decision-makers |
in both public and private sectors ;
in designing coberent national '
and international approaches.
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ryptography uses an algorithm to
render data unintelligible to anyone
who does not possess the secret in-
formation (the cryptographic ‘key’)
necessary to decrypt the data. Basic-
ally, it is used to protect the confidentiality of
data, in storage and in transit, and can also be

used to verify data integrity by revealing whether
the information has been altered and by identi-
fying the person or device that sent it. These

Hiroko Kamata and Teresa Peters specialise in legal
issues in informaton technology in the Information,
Computer and Communications Policy Division of the
OQECD Directorate for Science. Technology and
Industry.

E-mail: dsti.contact@oecd.org

techniques

are critical to the use of national and global in-

formation and communications networks and the
development of electronic commerce.
Historically, cryptography was used almost
exclusively by governments for military and
national-security purposes. In the mid-1970s,
developments in ‘public key cryptography” tech-
niques made it easier to use cryptography in

13

commercial applications for data security. In
recent years — as cryptography has become more
accessible and affordable, and as users have be-
come more aware of the benefits of using it and
the risks of not doing so - it has also come to he
used as a matter of course by individuals and
businesses for 4 wide variety of purposes. The
increasing availability of cryptography to the
general public has fuelled the current debate on
these issues.

The expanding use of cryptography affects
several government responsibilities: protecting
the rights of citizens to privacy, facilitating inform-
ation and communications systems security, en-
couraging economic well-being by, in part,
promoting electronic commerce, maintaining

public safety,

raising
revenues
to finance
At s their activi-
ties, and enabling the enforcement of law and
the protection of national security. Although gov-
ernments are interested in promoting the use of
cryptography, they are aware that it can also be
used to conceal illegal activities. Governments,
together with industry and the general public,
therefore have to develop balanced policies to
address these issues.
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A Consensus
on Cryptography
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The OECD has been helping to shape a
consensus about specific policy and regulatory
issues arising from information and communi-
cations networks and technologies, including
cryptography issues. In recent years OECD
countries have used the OECD itself as a forum
to discuss cryptography policy, to put the sub-
ject on the international agenda, to educate one
other and themselves, to engage in bilateral dis-
cussions on possible solutions, and to eliminate
the disparities in national policies which may
create obstacles to the evolution of national and
global information and communications net-
works and hinder the development of inter-
national trade. As a result of the process of
drafting the Guidelines, the national views and
approaches on these issues have matured con-
siderably during the last year, pointing to an
internationally co-ordinated approach to facili-
tate the smooth development of an efficient and
secure information infrastructure.

In December 1995, the OECD hosted a meet-
ing on cryptography policy, which gave its
member countries an opportunity to discuss and
compare their national positions. The discussion
emphasised the desirability of internationally
harmonised and compatible national solutions
that strike the appropriate balance between the
various interests at stake, including privacy pro-
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tection, data security, electronic commerce and
public safety. As a result, the OECD created a
special working group to draft policy ‘Guide-
lines’, involving officials from trade, industry and
telecommunications ministries, data-protection
authorities, law-enforcement and national-secu-
rity agencies, advocacy groups addressing pri-
vacy, data- and consumer-protection issues, as
well as representatives from the business com-
munity. The Guidelines were completed in
December 1996 and were formally adopted in
the form of a Recommendation by the Council
of the OFCD in March 1997."

Eight Principles
for Policy

In order to meet the objectives outlined in
the Recommendation, the Guidelines set out
eight basic principles for cryptography policy
which policy-makers should consider. Each of
these principles highlights an important concern,

1. The ‘Recommendation concerning Guidelines for Crypito-

graphy Policy' is a non-binding agreement that identifies
the basic issues which countries should take into con-
stderation in drafting national and international crypto-
graphy policies. The full text of the Recommendation is
available on the World Wide Web at bttp://www.oecd.org/
dsti/iccprerypto_e bimi.
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but they are interdependent and governments
are urged to implement them as a whole so as
to balance the various interests at stake.

Trust in Cryptographic Methods
Cryptography should be both trustworthy and
trusted, because individuals and businesses will
not use information and security systems to their
full potential until their security can be relied
upon. Consumer confidence can be built up by
developing consensus about the use of inform-
ation and communications systems and techno-
logies. For instance, the evaluation of crypto-
graphic methods against market-accepted criteria
could generate user trust. Public education on
these issues and technologies, including a full
discussion of cryptography in the context of elec-
tronic commerce, could also help raise consumer
confidence.

User Choice

A variety of cryptographic methods may be re-
quired to suit different users. Users should be
free to determine the type and degree of data
security that is necessary, and they should have
a right to choose any cryptographic methods to
meet their requirements. Some governments have
implemented regulations on the use of crypto-
graphy, and others may yet do so, including ex-
port controls, rules concerning the operation of
key-management systems, or requirements for
minimum degrees of protection for specific kinds
of data, such as medical records.

Government controls on cryptographic meth-
ods should be no more than is essential to the
discharge of government responsibilities and
should respect user choice to the furthest extent
possible. Broad options for choice, moreover,
will encourage the development of 2 wide range
of products.

Market-driven Development

The development and provisions of crypto-
graphic methods should be determined by the
market in an open and competitive environment
in response to the requirements and responsi-
bilities of individuals, business and governments.
Such an approach will best ensure that solutions
keep pace with changing technology, the



demands of users and evolving threats to inform-
ation- and communications-systems security.
Governments should encourage and co-operate
with business and the research community in
the development of cryptographic methods. The
evolution of international technical standards for
cryptographic methods should likewise be
market-driven.

Standards

Standardisation is an important ingredient of
cryptographic methods because they must be
interoperable and internationally compatible.
Government and industry should work together
to provide the necessary architecture and stand-
ards for cryptography nationally and internation-
ally so that information and communications
systems can reach their full potential. An effective
standards-setting process should be industry-led,
voluntary, consensus-based and international.

Protection of Privacy and Personal Data

The fundamental rights of individuals to privacy,
including secrecy of communications and pro-
tection of personal data, should be respected in
national cryptography policies and in the imple-
mentation and use of cryptographic methods.
But where electronic operations require proof
of identity, the data generated by the transact-
ion will leave detailed, perhaps irrefutable, trails
of an individual’s commercial and non-commer-
cial activities. The privacy aspects arising from
the collection of personal data and the creation
of systems for personal identification should be
considered and explained by policy-makers, and
where appropriate, privacy safeguards should be
established, such as restrictions on the collect-
ion and use of data about personal transactions.

Lawful Access

A critical issue presented by cryptography -
perhaps the most widely debated aspect and the
one most likely to lead to disparate national
policies — is the perceived conflict between con-
fidentiality and public safety. Nonetheless, when
considering policies that provide for lawful access
to encrypted data, governments should carefully
weigh the benefits, including those for public
safety, law enforcement and national security,

as well as the risks of misuse, the additional
expense of any supporting infrastructure, the
prospects of technical failure, and other costs.
There is an important difference between
crvptographic keys used for confidentiality and
those used for authentication, data integrity and
non-repudiation purposes only. The question of
lawful access to cryptographic keys is relevant
only when cryptography is used to conceal in-
formation and not when it is used to verify data.
When a private key used only for authentication
or ensuring integrity of data is compromised it
makes ‘electronic impersonation’ possible. These
kinds of private keys would not be subject to
the same kinds of lawful access by third parties.

Liability

Systemic failure or human error that results in
the compromise of cryptographic keys can have
far-reaching consequences. In such a case, users
must assume that their encrypted data are no
longer secure, and they run the risk that docu-
ments or transactions will be forged in their name,
If key-management practices fail and keys are
compromised, it is important to know which
parties must take responsibility and the extent
to which they can be held liable for any
repercussions. The liability of individuals and
entities that offer cryptographic services, or hold
or access cryptographic keys, should be clearly
stated, Setting out provisions for liability can be
addressed by either contract or legislation. More-
over, it may be important to consider liability
implications, in both national and international
terms.

International Co-operation

The increasingly global flow of data on inform-
ation and communications networks points to
the importance of an international approach.
Enforcement of existing legal regimes is based
on geographically defined borders, but in the
emerging network environment, information and
commercial transactions may move freely across
national and jurisdictional boundaries. Govern-
ments should co-operate to co-ordinate crypto-
graphic policies, both removing unjustified
obstacles to trade and avoiding the creation of
new ones in the name of cryptography policy.
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Analysis

These issues may most effectively be addressed
by international consultation and co-operation,
and here the OECD could play a continuing role.

The Guidelines constitute a new instrument
complementing existing international instruments
governing such issues as human rights, inter-
national trade, copyright, telecommunications
and various information services, often with over-
lapping economic, legal and political considera-
tions.

The policy recommendations in the Guide-
lines are primarily aimed at governments in
OECD countries, but it is anticipated that they
will be widely read and followed by both the
public and private sectors. Efforts will also be
made to bring the Guidelines to the attention of
non-member countries and appropriate inter-
national organisations.

The principles set out in the Guidelines could
therefore be further developed by the OECD in
its work on information, computer and commu-
nications policies. Further efforts could focus on
promoting awareness of the issues arising from
cryptography and the desirability of compatible
national approaches and on specific aspects of
cryptography policy, such as legal recognition
of digital signatures or certification by certificate
authorities. m
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nalysis of technology performance

and policies has traditionally

focused on inputs (expenditures on

research and development and

number of research personnel, for
example) and outputs (such as patents). These
indicators are standardised across OECD coun-
tries.2 But their limitations have become evident
over time. Conventional indicators do not offer
convincing explanations of trends in innovation,
growth and productivity. Their ability to measure
the general “innovativeness’ of an economy, or
its capacity to produce new knowledge and tech-
nology, is limited. And they present a rather static
snapshot of technology performance which
neglects how the various individuals and insti-
tutions — private enterprises, universities, public
research institutes and the people within them -
interact in the generation of new products and
processes as well as approaches to economic
endeavours.

Technical progress is, indeed, largely the re-
sult of a complex set of relationships among these
institutions and individuals, who produce, dis-
tribute and apply various kinds of knowledge.
and thus translate the inputs into outputs with
higher degrees of value-added. The links that
tie them can take the form of joint research, per-
sonnel exchanges, cross-patenting, co-publica-
tion, purchase of equipment and a variety of
other channels. The performance of a country
in innovation depends on the effectiveness of
these ties in uniting the diffuse elements of a
collective system of knowledge creation and use.
Pilot studies done for the OECD project on
national innovation systems indicate that high
degrees of technical collaboration, technology
diffusion and personnel mobility can improve
the innovative capacity of enterprises in terms
of products, patents and productivity alike.

Investments
and Flows

Developing new indicators to ‘map’ innova-
tion systems is difficult. It involves tracing flows
of knowledge as a complement to measuring
investments in knowledge such as research ex-
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Mapping

Candice Stevens

The links that make up innovative systems of enterprises,
institutions and individuals are being revealed by systemic
examination of innovation and economic performance in
OECD countries. Interactions among the firms, institutions and
others involved in technology development are now seen to be
as important as direct investment in RED.

penditures. In the *knowledge-based economies’
of the OECD, some flows are easier to detect
than others.” Knowledge ‘codified’ in publica-
tions, patents and other sources is both increas-
ing in quantity and becoming easier to trace
thanks to information technology. ‘Tacit' know-
ledge reflected in individual ability is less easily
identified but may be more important. Four types
of knowledge flows have been at the centre of
attempts to measure the links in innovation
systems:

* R&D co-operation among businesses

» public/private sector interaction

« diffusion of technology

» movements of personnel.

Research co-operation and technical alliances
among firms are growing rapidly in the OECD
countries, particularly in new activities such as
biotechnology and information technologies,
where development costs are high. In this way
firms can pool technical resources, achieve
economies of scale and gain synergies from com-
plementary human and technical assets. Assess-
ments show that such co-operation can
contribute much to innovative performance by
firms. Studies in Norway, for example, indicate
that the share of new products in overall sales is
higher among firms involved in co-operative
ventures (Figure 1). Co-operation in research also
enhances the networking capacities of firms and

Candice Stevens is Head of the Science and Techno-
logy Policy Division in the OECD Directorate for
Science, Technology and Industry.

E-mail: dsti.contactBoecd.org
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the general ability to identify and adapt useful
technology.

Equally important are links between research
in the public and private sectors. In the main,
hasic research is undertaken by government-sup-
ported research institutes and universities, and
analysis of citations of patents and publications
reveals how useful industry finds this work. Stud-
ies in the United States, for example, show that
firms in activities such as biotechnology and
engineering rely more heavily on university
patents than other industries do. In addition, re-
search in universities is being increasingly funded
by business, which is co-operating with the pub-
lic sector in joint projects to develop new pro-
ducts and manufacturing processes. Indeed, the
number of co-patents and co-publications de-
veloped by industry in collaboration with uni-
versities and research institutes is growing in the
OECD area. In the United Kingdom, for instance,
recent analysis of publications by researchers in
major science-based companies reveals that a
quarter to a third of these papers are written in
conjunction with a university or other publicly
funded research institution.

The most traditional link in innovation sys-
tems is the dissemination of technology in new
equipment and machinery. Governments in the
OECD countries have adopted a variety of
schemes to help diffuse technology to industry,
from ‘manufacturing extension centres’ which
transfer specific technologies through demon-
stration projects illustrating their practical appli-
cation to technology brokers, who then match
firms to the right techniques.’ Business surveys,
the principal means of tracking how industry uses



Innovation

different types of technology, are now focusing
on dissemination of information technology —
including computers, communication equipment
and semiconductors — across manufacturing and
service sectors. But such surveys do not gener-
ally reveal the source of the equipment or tech-
nology, which limits their utility in mapping
innovation-related flows between suppliers and
customers. Technology diffusion is also tracked
through the sale of goods from one sector to
another. In this way, purchased inputs act as
carriers of technology across firms and indus-
trial sectors and illuminate the technical links in
the economy.’

The movement of people and the knowledge
they carry with them are vital to the dissemina-
tion of innovation - often, not through some
specific form of knowledge but rather the gen-
eral approach to innovation and competence in
solving problems. The skills and networking
capabilities of personnel are crucial in imple-
menting and adapting new technology. The in-
formal contacts they make play a hidden role in
the innovative process. Personal mobility is gen-
erally measured through labour-market statistics
on the movement of personnel among indus-
trial sectors, universities and research institutes.
Sweden, for example, has analysed the mobility
of Ph.D. scientists and engineers in the Swedish
economy. Studies show that a high degree of
mobility contributes to the aggregate skills of
the labour force as well as to the innovative
performance of the economy as a whole,

Surveying
Firms

A more comprehensive approach to mapping
innovation involves surveying enterprises to dis-
cover their sources of knowledge. European
countries, co-ordinated by the EU, are advan-
cing this technique through the Community In-
novation Survey (CIS) and the Policies,
Appropriability and Competitiveness for Euro-
pean Enterprises (PACE) Project. These surveys
ask firms questions pertaining to how much they
spend on innovation; outputs and sales of new
or improved products; sources of information;
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technology transfer and acquisition; technical co-
operation; and perceptions of factors promoting
or hampering innovation. The OECD and
Eurostat are now working towards the stand-
ardisation of innovation surveys across countries
through revisions to the ‘Oslo Manual'"

These surveys have found that the most im-
portant external source of knowledge for busi-
nesses is the interaction between the firm and
its suppliers and customers and the technical

1. National Innovation Systems, OECD Publications,
Paris, forthconing 1997

2 Science, Technology and Industry. Scoreboard of
Indicators 1997 OFECD Publications, Paris, 1907

3. Candice Stevens, The Knowledge-Driven Economy ),
The OECD Observer, No 200, funejuly 1996

£ See pp. 2023

5. Crearee Paperconstantinon, Technology and ndnstrial
Performence’, The OECD Observer, No. 204, Febrienr:
Merch 1907

0. Oslo Manual: Proposed Guidelines for Collecting
and Intervpreting Technological Innovation Data,
QECT Publications, Paris, Ist edition 1992 yee. edn
‘IIIII_
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analysis of competitors” products. This discov-
ery highlights the importance of networking
among firms as well as the role of competition
in advancing innovation. Joint ventures are valu-
able sources of knowledge in sectors (such as
biotechnology and information technology)
where R&D is expensive and complex. Yet, al-
though businesses generally acknowledge the
role of government-funded research, most have
doubts about its relevance to their immediate
commercial requirements. They nonetheless
recognise the importance of tightening links with
the public research infrastructure.

Analysing
Industrial Clusters

Another means of measurement, the ‘cluster
approach’, is based on the close interaction
between certain types of firms and industries,
where interactions may evolve around key
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technologies, shared knowledge
or skills or producer-supplier re-
lationships. Nations, whatever
their general standard of innova-
tive performance, do not usually
succeed across the whole range
of industries but in certain groups
of them. Patterns of knowledge
flows differ from cluster to cluster
and also within countries special-
ised around different clusters.

For firms in science-based
clusters (pharmaceuticals and
aerospace, for example), access
to basic research is essential to
complement their own R&D acti-
vities. These sectors are highly
R&D- and patent-intensive, pro-
ducing and relying heavily on
patented information, and col-
laborate relatively closely with the
public research sector. Scale-in-
tensive clusters where economies
are derived from quantity in pro-
duction (such as food-processing and car manu-
facturing) tend to establish links with technical
institutes and universities without performing
much research on their own. Their innovative
performance depends on importing and build-
ing on science developed elsewhere, particu-
larly for process improvements. Supplier-
dominated clusters (forestry and services, say)
tend to import technology mainly in the form of
capital goods and intermediary products. Here
innovation is more influenced by their ability to
interact with their suppliers. Specialised-supplier
clusters (not least computer hardware and soft-
ware) are R&D-intensive and emphasise prod-
uct innovations, generally working closely with
one another and their customers.’

Such clusters can be identified by patterns in
personnel movement, the purchase of equip-
ment, joint-research ventures and patent citations.
Finland, for example, has a strong forestry
cluster - including wood and wood products,
pulp and paper products, furniture, publishing
and printing and related machinery. A densely
knit network of knowledge distribution among
firms in these sectors gives the cluster an advant-
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The mapping of innovation has to capture the interaction between the individuals and institutions
who together generate the system within which knowledge is deployed.

age over its main trade competitors. Norway,
similarly, is working to enhance linkages among
its cluster of firms working in aquaculture.

The International
Dimension

To date these studies have generally had a
national focus because of the prominence of
country-specific exchange in creating a climate
for innovation, But international technology flows
and co-operation are taking on growing import-
ance. The globalisation of industry and inter-
nationalisation of production and research mean
that knowledge flows are expanding world-wide.
Technology acquired from abroad through trade
in goods and services, purchases of foreign

7. Keith Pavitt, ‘Sectoral Patterns of Technology Change:
Towards a Taxonomy and a Theory', Research Policy,
Vol. 13, 1984,
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patents and licences, technical alliances among
firms of different countries and internationally
co-authored publications are among the
indicators for mapping global flows.

For example, technology balance of payments
figures — which cover the licensing or sale of
patents and trade marks, technological expert-
ise and intellectual services such as engineering
studies and R&D services — show the increasing
exchange of expertise among the major OECD
countries without necessarily involving the pur-
chase of machinery and equipment. Recent data
on total transactions for some OECD countries
show a three-fold increase in such commerce
since the early 1980s. The United States is far
and away the largest net exporter of expertise in
the OECD area, followed by the United King-
dom, Sweden and the Netherlands. Similarly,
studies of ‘embodied’ technology flows show
that, in many OECD countries, the share of tech-
nology obtained through imports of equipment
is increasingly important. Larger countries ob-

Muriotfremer Campagne, Campagne



tain less of their acquired technology from abroad
than smaller ones, which depend on imports for
more than half. In spite of these growing inter-
national linkages, innovative capacity still seems
to be primarily determined nationally, with
subnational or regional systems playing a con-
tributing role.

The Implications
for Policy Design

An understanding of national innovation sys-
tems can help identify ‘leverage points’ for en-
hancing industrial competitiveness as a whole.
It directs the attention of policy-makers to poss-
ible systemic failures. And there are a number
of potential reasons for sluggish innovation:

e lack of interaction between the institutions,
companies and other actors in the system
 mismatches between basic research in the
public sector and more applied research in
industry

» malfunctioning of technology-transfer pro-
grammes such as extension services

» information deficiencies on the part of enter-
prises.

These systemic failures require a novel re-
sponse from policy-makers. Networking schemes
can increase the interplay of actors within
national innovation systems by matching large
firms with small and public research institutes
with private ones. Technology policies which
promote public/private partnerships can be fruit-
ful. A high degree of co-patenting, co-publica-
tion and personnel mobility is likewise beneficial,
though it depends partly on the appropriate rules
on intellectual property, labour-market policies
and exchange programmes. Information-techno-
logy policies and supportive infrastructures can
facilitate informal contacts and access to techni-
cal networks. Competition-policy frameworks
should allow the development of innovative
clusters and interactive producer-user relations
among firms,

Enhancing the capacity of firms to generate
and use new technologies is another priority.
Technology policies should not only encourage
the diffusion of equipment and technologies to
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Access to external research is particularly important for businesses active in science-based clusters.

firms but also upgrade their ability to find and
adapt technology themselves, for example,
through diagnostic, benchmarking and consult-
ancy programmes. They should aim both at tech-
nology-based firms and at those with lesser
technological capabilities, in traditional and
mature industries, and in services sectors like
construction and retailing, And these policies
should focus not only on individual firms, but
also on enhancing the networking and innovative
performance of clusters of firms and sectors,

Understanding and measuring knowledge
flows in national innovation systems is a key
component of OECD technology-related analy-
sis. These indicators are at an early stage of
development and do not approach the ‘robust-
ness’ of more conventional measures, such as
spending on R&D. A main goal is to improve
the comparability of innovation indicators across
countries. Work currently underway at the OECD
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focuses on flows of technical personnel, the links
between institutions, the formation of industrial
clusters and the sources of innovative behaviour
by firms. m
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Diffusing Technology
to Industry

Mario Cervantes

Technology is a powerful factor in the profitability and growth
of businesses. What should OECD governments do to encourage
the diffusion of technology and know-how? And how can they
improve the ability of firms, especially smaller ones, which create
the most jobs, to harness the benefits from technology in
improved performance and growth?’

na knowledge-based, globalised economy
where national borders matter less and
less, even for small, domestically oriented
firms, the ability to gain access to and
exploit technology and know-how is
essential for enhancing the performance of firms.
Evidence shows that companies and industries
characterised by use of advanced technologies
and innovative behaviour have above-average
productivity and employment growth.”
Technology is diffused faster to some firms
or sectors than to others. Information and com-
munication technologies (ICT), for example,
are pervasive in many manufacturing industries
and especially in knowledge-intensive service
sectors such as banking, finance and business
services, During the 1980s, indeed, output and
employment in the OECD area expanded fastest
in technology-intensive sectors. But traditional
sectors, whether low-technology manufacturing
or services, which incorporate advanced tech-
nologies also show above-average growth. In
aggregate, the extent to which technology and

Mario Cervantes works in the Science and Technology
Policy Division in the OECD Directorate for Science,
Technology and Industry.

E-mail: dsti.contact@oecd.org
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knowledge are generated and diffused in an
economy largely determines comparative advant-
age and hence, innovation and economic per-
formance.’

Yet this diffusion is more than the one-way
flow of technology embodied in equipment. It
is the process whereby technology, including
the ‘tacit’ knowledge of how it should be applied,
spreads from the original innovator to other users.
[t involves a range of private and public institu-
tions and individuals, including large firms,
clusters of firms, suppliers, customers and pub-
lic research institutions. The concept has
broadened recently to cover all the actions firms
take to exploit the benefits of technology. Among
these, organisational change is widely seen as a
prerequisite for firms and workers to be able to
absorb and exploit technology." The flexible pro-

1. Diffusing Technology to Industry: Government
Policies and Programmes, OFECD Publications, Paris,
1997,

2. Technology, Productivity and Job Creation, OECD
Publications, Paris, 19906

3. George Papaconstantinoi, “Technology and Industrial
Performance’, The QOECD Observer, No. 204, February
March 1997, and Kazuyki Motobashi and Risaburo
Nezu, “Why Do Countries Perform Differently?’, The OECD
Observer, No. 206, funefuly 1997,

4. Grabam Vickery and Gregory Wurzburg, ‘Flexible
Firms, Skills and Employment’ . The OECD Observer,
No. 202, October/November 1996,
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duction systems and ‘just-in-time” delivery sys-
tems in firms, for instance, which depend on
information technologies to help reduce the
necessity of maintaining large inventories and
economies of scale, usually bring about inten-
sive organisational change.

Together, these actions determine the absorpt-
ive capacity of firms or their abilities to exploit
technology. And that in turn requires substantial
investments in intangibles such as R&D, exter-
nal sources of technology, training and manage-
rial skills.

Enhancing
Absorptive Capacity

During the 1970s and "80s, to boost producti-
vity and competitiveness, many OECD countries
established technology databanks, licensing and
transfer agencies and manufacturing extension
services - regional centres that help small manu-
facturing firms upgrade production processes and
product development through the use of appro-
priate technology. Yet experience revealed that
many of the obstacles to diffusion arose from
deficiencies in firms themselves, in labour skills
and organisational and managerial practices. To
help them overcome these deficiencies, several
OECD countries, including Australia, Denmark
and Germany, maintain ‘technology broker’ ser-
vices, networking initiatives and business advi-
sory services as well as technology-demonstration
centres. Some countries, not least the Nether-
lands and the United Kingdom, also provide train-
ing support for workers in small companies to
help them keep pace with technical and organi-
sational change, thus enhancing the firm's
absorptive capacity.

In spite of the difficulties inherent in catego-
rising the broad range of these direct (and indi-
rect) measures, three main aims can be identified
(box, right). First, there are programmes intended
to improve the adoption of specific technologies,
including those emerging from public research
institutions, such as the Fraunhofer Society in
Germany, and aimed at specific industrial sect-
ors (micro-electronics, for example). Others, in-
cluding technical assistance and manufacturing



extension services to upgrade production pro-
cesses, are geared to improving the general
capacity of the company to implement techno-
logy. A third type of programme is designed to
develop the innovative capacity of firms, using
diagnostics and benchmarking services — which
are essentially auditing tools to evaluate the
capacities of firms to harness technological and
market opportunities and derive firm-specific
recommendations, drawing on the best
practices used elsewhere.

Demand
or Supply?

This typology reflects a gradual shift from
supply-driven programmes — which focus on
the transfer of technology embodied in tech-
nical equipment - to demand-driven
measures that aim to help firms acquire the
capacity for managing technology and innov-
ation themselves. Supply-side programmes
remain an important component of techno-
logy-diffusion policies, but they are becom-
ing more customer-oriented and integrating
many of the ‘softer’ technology supports.
Demand-driven initiatives, such as advisory
and consulting services, are being adapted
to fill gaps in the market and the public S&T
infrastructure., without distorting incentives for
private services.

In Canada, for example, where the con-
centration of industrial R&D in a few large
firms and sectors, chiefly metal products and
machinery, electrical equipment, chemicals
and aerospace, has been associated with
lower rates of diffusion, government R&D
programmes such as the Canadian Space
Agency's Space Station Program (CSPP) have
made the commercialisation of public re-
search results an explicit objective from the
outset,

Supply-side programmes are not neces-
sarily targeted to high-technology sectors. In
Spain, efforts to transfer technology from ap-
plied-technology centres to specific sectors
have shown some success. The Technologi-
cal Footwear Institute (INESCOP), for

example, adapted water-jet cutting technology
used for materials in other industrial sectors to
the cutting of leather for shoe-making firms. Two
vital factors were the adaptation of existing tech-
nologies to the specific requirements of firms
and the use of demonstration and training courses
for technical personnel in shoe-making enter-
prises.

Demand-driven programmes have a common
objective: identifying and assessing the techno-
logical gaps, requirements and opportunities
facing enterprises, especially small and medium-
sized ones, These initiatives usually focus on
technologies that are pragmatic, well-tested and
available off-the-shelf. as with the Manufactur-
ing Extension Partnership (MEP) in the United

FOCUS

Typology of Technology-diffusion Programmes

Goal Programme Types

Improve the adoption e Technology-specific

and adaptation
of specific technologies

* [nstitution-specific

= Sector-specific

s Demonstration

Improve the general
‘technology receptor
capacity” of firms

e [nformation networks

* Assistance for small-scale

R&D projects

Build the innovation

capacity of firms road-maps

= Diagnostic tools
* Benchmarking

* University-industry
collaboration
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* Technical assistance

» Sector-wide technology

Objectives

* To diffuse a specific technology
to a wide number of firms
and sectors

* To promote technology transfer
from specific institutions

* To diffuse technology

to a particular industrial sector

* To demonstrate the practical
implementation of technologies

* To assist firms in diagnosing
technology shortcomings
and in problem-solving

* Access to information
on technology sources, etc.

* Build capacity for autonomous
technology development

* Systematic planning for future
strategic technology investments

» Assist firms to develop
innovation-oriented management
(includes organisational change)

= Transmit best practices
from elsewhere

e Upgrade the knowledge base
of the firm
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to Industry

States, a national network of state-based manu-
facturing extension centres, The MEP fills a gap
in the market by providing small firms with
assistance in business systems and management,
quality certification, market development and the
use of appropriate technologies to improve pro-
duction processes and product development. Sur-
vey evidence showed that 70% of participating
firms held that the services provided by MEP
and its intermediary consultants were comple-
mentary 1o existing market services or unavail-
able through private sources.

In Norway, a consulting-based programme
called ‘Business Development Using New Tech-
nologies” (BUNT) has helped participating firms
improve competitiveness and generate a climate
of innovative change. A critical element in this
success was the commitment of the firms’ man-
agement and a process of continuous programme
evaluation. With EU support, the BUNT approach
is being adapted in other European countries,
including Austria. Results from this Austrian
version, called ‘Managing the Integration of New
Technologies’ (MINT) suggest that effective
training of consultants is a vital ingredient of
SuCCess.

But there are also limits to demand-side pro-
grammes. The Netherlands's regional network
of Innovation Centres (ICN) whose consultants
act as intermediaries between firms and private
and public sources of technology and know-how,
aims to stimulate awareness of technology among
entrepreneurs and managers, without generat-
ing dependence on public support. In some
instances, only businesses that were already plan-
ning to invest in a given area such as inform-
ation technologies would do so because of the
public incentives. That raises the question of how
to identify the appropriate target group.

Building
Networks

Another approach to technology diffusion is
illustrated by Germany's network-based strategy.
Measures there developed in an ad hoc manner,
often as part of federally supported collabora-
tive R&D projects and technology-transfer pro-
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In a knowledge-based economy even small enterprises oriented towards domestic markets have to have
access to technological expertise and must know how to use it.

grammes. This approach has been successful in
disseminating technologies in medium and low-
technology sectors (machine tools, for instance).
But concerns that gaps in the system are limit-
ing the diffusion of, for example, information
technology and biotechnology have led to a new
strategy, the Bio-Regio Project which targets three
regions, Munich, Heidelberg and Cologne. It
promotes industry-led parternerships among
regional actors such as universities, banks and
technology transfer centres in developing and
diffusing biotechnologies.

Some OECD governments promote a system-
wide upgrading of the ‘diffusion infrastructure’
or the public and private institutions through
which knowledge is generated and diffused. In

Japan, efforts are underway to improve inter-

action between industry, universities and other
public researchers, as well as increasing the
mobility and flexibility of researchers and redu-
cing regulatory barriers to joint research. Korea,
which maintains a mix of supply-driven pro-
grammes to help firms adopt advanced manu-
facturing technologies, particularly automated

2

processes, is making efforts to strengthen its tech-
nological institutions and improve links between
universities and industry, especially small firms,
through a network of Regional Research Centres.”

Improving
Government Programmes

The OECD countries pursue their own dis-
tinctive combination of policies and programmes,
sometimes referred to as their ‘diffusion mix', It
reflects both specific national innovation systems
and specific regional and broader economic
dynamics. In general, these programmes involve
a range of institutions and to be comprehensive
must balance alliances and cross-sectoral net-
works as well as business incentives. Techno-
logy-diffusion services generally have to be

5. Jean-Eric Aubert, ‘Science and Technology in Korea',
The OECD Observer. No. 200. June/fuly 19906,

G fean Guinet, ‘Financing Dinovation,  The OECD
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delivered locally (since this is where the firms
are). But conflicts may arise between local and
national tiers of government over management
practices and programme goals. There is also a
risk that diffusion strategies developed in, or
targeted to, particular regions might preclude in-
volvement by firms and institutions from other
regions within the same country. As public agen-
cies pursue more market-oriented approaches
to delivering diffusion services and place more
reliance on private-service providers, there may
also be clashes between management styles and
ohjectives.

Effective diffusion takes time and money and
can be difficult to measure and evaluate. It also
requires flexibility in operation to meet diverse
demands. These are elements that traditional
government decision-making and budgeting sys-
tems do not easily accommodate. There are also
questions as to the appropriate target and scope
of the programmes. Firms which already have
advanced capabilities may be targeted although
they require support the least. That suggests
weaknesses in evaluation systems as to what
types of diffusion policies, projects or services
are more (or less) effective, and for which clients.

In an effort to improve the effectiveness of
these programmes, OECD countries have sought
to compare experience and thus identify best
practices. But that depends as much on the nature
of the programmes and its underlying objectives
as on the institutional and economic context in
which it operates. The identification of best pract-
ice also requires some measure of reference or
benchmark: ‘best practice’ compared to what?
An assessment of the relative efficiency and
effectiveness of such programmes can provide
some sort of a benchmark, although an imper-
fect one. Drawing general conclusions based on
evaluations of single programmes, by contrast,
can be misleading: many evaluations are based
on surveys that measure client satisfaction, with
little assessment of alternative measures for
achieving objectives or broader (indirect) eco-
nomic impacts.

Some best practices can be nonetheless identi-
fied. The mix of programmes is important,
including supply- and demand-side measures
and networking initiatives, Because technology

is a local issue, a certain degree of comple-
mentarity between programmes and the local
infrastructure is necessary. Policies should also
take into account appropriate indirect measures
such as tax incentives for promoting investment
in R&D and research personnel.”

As far as the programmes themselves are con-
cerned, maintaining the quality of the institu-
tions expected to foster diffusion is important.
Joint private/public funding, as in the US MEP
programme, can provide an external review
mechanism. Supply-side programmes should
consider how to transfer and license dual-use
technologies (that is. defence-related ones with
potential civil applications) at the outset of a
project. Geographical proximity is equally im-
portant to ensure close interaction with enter-
prises and a sufficient scale 1o achieve a wider
impact.

Programmes should, moreover, build on exist-
ing resources. This was a central element of the
German approach to regional networking but
also of the MEP programme in the United States.
Maintaining close links with industry groups and
associations is another way of stretching exist-
ing resources a little further. Effective diffusion
programmes do not have to exist indefinitely,
but rather long enough to develop trust and long-
term relationships between companies and tech-
nology diffusion service providers.

Experienced and trained staff is necessary for
efficient delivery of these services. Delivery
mechanisms that work from within the firm can
help overcome corporate resistance by stimulat-
ing an appetite for change in a company, but
they have to avoid creating dependency. Tech-
nology services such as technical assistance and
demonstration programmes must therefore be
accompanied by mechanisms for promoting
organisational development and strategic change.
Technologies can be diffused only as fast as the
organisational changes of firms and the skills of
workers can keep pace.

Programmes to diffuse technology diffusion
are increasingly important policy tools for im-
proving innovative and economic performance
in firms. But other policies such as trade and
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foreign investment help enhance international
flows of knowledge and technology. Adequate
intellectual property protection and standards are
essential for facilitating diffusion without distort-
ing incentives for innovation in the first place.
Stable macro-economic policies and efficient
capital markets are important for providing firms
with the appropriate market signals to invest in
technology embodied in equipment or in intan-
gibles such as training and the management of
innovative activities. Structural policies, not least
regulatory reforms to legal, financial and tax re-
gimes, also affect the ability of firms to acquire
new equipment and technology. m
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Economic Flexibility
and Societal Cohesion

Riel Miller

Pressure on the social fabric of OECD countries is expected to
grow over the next two decades as the rapid pace of economic,
social and technological change continues. A recent conference
organised by the OECD'’s Forum for the Future considered
innovative ways — including, and going beyond, social-policy
remedies— of maintaining the cobesion of society in tomorrow’s

highly flexible economy.’

or over 4 decade OECD governments

have been committed to a cluster of

economic policies aimed at encour-

aging macro-economic stabilisation,

structural adjustment and the
globalisation of production and distribution. Al-
though these policies have been generally suc-
cessful in supporting economic growth, keeping
inflation under control and reducing current-
account imbalances, there is now pressure on
many governments to take stock of the longer-
term implications.

Beyond the already serious social stresses
arising from more marked polarisation of income,
persistently high volumes of unemployment and
widespread social exclusion, there are the
broader, societal challenges posed by profound
technology- and competition-driven changes in
the organisation of the workplace and everyday
life. The result is a growing political disenchant-
ment that threatens to undermine both the drive
towards improved economic flexibility and the
policies that encourage strong competition, open
markets and technological evolution.

Riel Miller works at the OECD in the Advisory Unil to
the Seeretary General on Multi-disciplinary Issues.

E-mail: rielmiller@occd.org
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A number of clearly discernible long-term
trends will have a strong influence on societal
cohesion, the prospects for economic growth and
the responses of governments. Perhaps most
marked will be organisational and technological
changes, many of which are already underway.
A far-reaching re-organisation of work, likely to
be characterised by teams and non-hierarchical
structures, by decentralisation and telecommuting
entrepreneurs, will be one of the fundamental
forces for growth, demanding new ways of
managing risk, whether individual, corporate or
social,

Technological developments, not least in com-
puters and telecommunications, will encourage
growth but also help stimulate turbulent and
unanticipated changes in what, how and where
people produce and consume. If, for example,
a large proportion of the population works at
home rather than in an office or factory, the re-
sult might be a sense of isolation or inadequate
attention to health and safety in the new
workplace.

Continued globalisation, with the increased
interdependence and boost to technology diffu-
sion, trade and growth in general that comes
with it, will also require considerable economic,
social, even cultural adaptation. When Japanese
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car-manufacturers first established plants in the
North of England, for example, workers and
managers had to come to terms with each other's
working practices (and, in the end, did so quite
rapidly).

Simultaneously, demographic pressures in-
duced by aging and more diverse population
structures will combine with stringent fiscal
realities to push many OECD countries to re-
think the traditional public-sector bulwarks of
societal cohesion such as pension schemes and
labour-market programmes (will, for instance, un-
employment insurance always be provided by
the state?).” As governments reduce the con-
straints on market forces and focus increasingly
on framework policies instead of direct inter-
vention, economic growth and societal cohesion
will both come to depend even more on the
diverse, innovative and often unanticipated
initiatives of the private sector

What Prospects
for Long-term Growth?

Trends in underlying growth conditions could
generate a fairly wide range of outcomes. The
OECD economies might, for example, end up
on a much faster growth trajectory twenty vears
from now if the diffusion of new technologies,
market liberalisation and globalisation spur rapid
increases in productivity. The opposite might
occur if fiscal consolidation becomes even more
difficult, or if international trade and investment
come to be widely perceived as exacerbating
disruption and dislocation, unleashing protect-
fonist and anti-competitive sentiment. Or, per-
haps most plausibly, OECD countries will
continue to muddle through, with slow but posi-
tive productivity and economic growth (in the
order of 1-2% per vear), with virtually no in-



crease in the size of the labour force, and with
incomes rising only slowly, This modest trend-
line is unlikely to provide a growth dividend
capable of cushioning or overcoming the wide
range of challenges to societal cohesion in OECD
countries,

A trajectory of high growth would clearly be
preferable. That raises the question of whether
or not economic performance could be enhanced
by abandoning the current mix of economic
policies that generally target low inflation and
sound fiscal balances; structural adjustment to
improve the functioning of product, capital and
labour markets; and the liberalisation of trade,
investment and technology flows to enhance
global economic efficiency. Proponents of a
departure from the current mix generally fall into
three broad categories,

In the first, there are those who believe that
the ‘inflation mentality’ of the past has been con-
quered and that the monetary authorities can
now afford to be less restrictive with the money
supply. Increased activity, it is contended, would
translate into real, non-inflationary growth be-
cause the highly competitive global economy
would restrain the pricing power of companies,
thus ensuring they would raise profitability by
boosting efficiency. The result would be to lift
OECD economies on to a higher plane of growth,
potentially reducing unemployment, poverty and
social exclusion. Critics of this school argue that
in some economies, like the United States and
the Netherlands, official unemployment is already
low; inflationary pressures would be inevitable,
not least because looser monetary policy would
lead to a weaker currency in what is an increas-
ingly open world economy.

A second camp would prefer to limit disrupt-
ion in the domestic economy by slowing down
adaptation to global competition and technologi-
cal change. The risk in such an attitude is not
only that protectionist sentiment would gain
ground but also that structural adjustment would
be merely postponed, thus prolonging painful
re-adjustments,

A third group yet proposes a continuation of
tight monetary and fiscal policies, coupled with
even faster liberalisation, deregulation and
privatisation. Yet here the problem comes full

circle: the risk is of even higher transition costs
and thus an even bigger threat of a backlash.

Overall, the balance of opinion seems to he
that the current mix of economic policies is the
most promising, even if it may not produce a
growth rate capable of smoothing over all of the
social and economic transition costs.

A Renewed Role
for Governance?

Many of the difficulties expected to under-
mine societal cohesion are not directly linked to
growth as such; instead. they stem from the pro-
found nature of the demographic, economic and
social changes that can be foreseen. In the future
it seems less likely that there will be a repetition
of the familiar patterns of ‘productivity catch-up’
and growth-driven change, exhibited by Europe
and Japan after the Second World War and the
‘Asian Tigers” more recently, as higher income
and investment altered economic and social land-
scapes. Instead, most OECD countries will prob-
ably enter a period of change-driven growth,
where economic dynamism will depend on
embracing the flexibility demanded by intensi-
fied competition and innovation.
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Technological change will
stimulate growth but will

also alter what people
produce and consume,

and where and how they do it.

Adapting to the intensive and unsettling trans-
formations that are likely to both accompany and
spur economic growth will probably put more
emphasis on the renewal of decision-making and
participatory processes, Improvements will be
required in systems of governance, not only in
the democratic fora of the political sphere, but
also in enterprises and communities where many
of the crucial decisions will be made on a daily
basis. The private sector is already pointing the
way with organisational restructuring that moves
away from hierarchical methods of command
and control.”

Improving the democratic infrastructure of
OECD societies — by voter education, anti-cor-
ruption measures, decentralisation, referenda and
s0 on - is expected to offer a three-fold divi-
dend. First, better methods of governance are
likely to both enable and sustain a respect for
people’s differences — whether in wealth, cult-
ural endowment and any number of other

1. Societal Cobesion and the Globalising Fconomy.
OECD Publications, Paris, 1997

2 Mark Pearson and Peler Scherer, 'Balancing Security
i Sustainability in Social Policy”. The OECD Observer,
No. 205, April/May 1997,

3. Grabam Vickery and Gregory Wirzburg, Flexible
Fivms, Skills avid Employment’, The OECD Observer,
No. 202, OctoberNovember 1996
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Economic Flexibility
and Societal Cohesion

factors - in an economic environment charact-
erised by freer markets. Second, there is likely
to be an indispensable synergy between, one
the one hand, forms of governance that encour-
age social responsibility by sharing authority and,
on the other, the personal engagement (that is, a
combination of trust and commitment) that is
essential for the success of a decentralised, flex-
ible and innovation-driven society. Finally, the
evolution of governance systems towards more
sharing of responsibility at work and in the com-
munity through participatory decision-making
practices could help to achieve win/win out-
comes from the turbulence of the flexible
economy.

Reorienting
the Welfare State

Extensive renovations will likely prove
necessary in the programmes and institutions of
the welfare state, largely as a consequence of
changes in the underlying requirements of client
populations, in altered fiscal circumstances and
in breakthroughs in production processes that
promise increased efficiency in the delivery of
social services. These developments are likely
to be controversial.

Advocates of more dramatic change argue that
today’s social programmes tend to aggravate
ather than attenuate the friction between societal
cohesion and economic flexibility. Modest re-
forms, they say, will simply continue to incite
dependency while fiscal retrenchment reduces
the resources available to that end. A more prom-
ising approach calls instead for efficient social-
insurance schemes that align individual costs and
benefits.' Breaking with certain welfare-state
traditions is viewed as probably the most effect-
ive way of introducing the supple and adapt-
able systems better suited to providing a sense
of security in a turbulent, flexible economy.

Those with a more sanguine perspective on
the capacity of the welfare state to cope with
change hold that gradual reform and basic con-
tinuity of existing welfare, social-security, health
and education systems will be sufficient. They
consider that incremental administrative and pro-
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The costs of the changes that flexibility requires are often seen as falling on the poorest and weakest.

gramme reform in the public sector will allow it
to continue in its role as the primary direct pro-
vider of social services without imposing inflex-
ibility or excessive uniformity. Continuity in these
well-established approaches will, it is argued,
help to provide a solid foundation for economic
growth.

Universal Rights
and Free Choice?

In practical terms, the cultivation of societal
cohesion will continue to occur outside the in-
stitutions and programmes provided by govern-
ment. Families, workplaces, voluntary associ-
ations and the local community will maintain a
central, probably growing, role in providing
citizens with a sense of security, belonging and
identity. Governments can encourage new
approaches to managing economic and social
risks, like investing in physical and human capital
or becoming self-employed, by developing
frameworks that extend universal rights (in areas
such as health care, pensions, educational
borrowing, access to investment capital, disabil-
ity insurance, provision of a basic minimum in-
come) while opening up the markets for these
services in order to give individuals more dis-
cretion.

Policy will therefore have to foster both uni-
versal access and individual choice by encour-
aging a wide range of institutions that provide
insurance schemes in the context of publicly
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backed guarantees or regulatory supervision.
Perhaps the main difficulty will be in designing
policies that neither blunt the signals and incent-
ives of the market nor undermine the solidarity
required for effective social co-operation and a
sharing of basic aspirations. The balances attained
across OECD nations and regions will differ con-
siderably in accordance with their divergent
values and traditions. The pursuit of mutually
reinforcing policies and the avoidance of con-
flict with international obligations through (for
example) trade and investment rules will call for
special efforts to promote mutual understanding
and co-operation.

Innovative
Solutions

A wide range of innovative responses to the
threats facing societal cohesion are now being
explored, at the OECD and elsewhere. The pro-
posals can be grouped roughly into four distinct
areas.

First, changes will have to be made to the
systems used for insuring citizens against such
risks as unemployment, disease, disability and
poverty, Some proposals envisage giving people
the freedom to opt out of public schemes by
turning to private suppliers, as is already the case
for some pension and health-care systems. Others
aim to enhance the functioning of investment in
human capital or high-risk start-up businesses
by developing new credit schemes perhaps

Nick OakesSelect-REA



backed by government guarantees. Such reforms
would provide clearer incentives to save, work
and invest and would also help avoid poverty
traps (where earning income reduces benefits
so rapidly there is little incentive to work) or
‘moral hazard’ situations that encourage excess-
ive risk-taking behaviour because loss has been
insured against.

Properly designed, a more diversified and
transparent approach to economic and social
insurance could also spur the development of
more effective risk-reduction strategies, even for
the chronically poor. An example from Canada
involves local community-development initiatives
that provide joint funding and organisational
catalysts for starting up small businesses and not-
for-profit services. Widespread introduction of
such risk-sharing programmes will be particu-
larly important if, as many segments of society
insist, future societal cohesion will be unattain-
able, politically and operationally, when the
sacrifices and transition costs demanded by a
flexible economy are seen as falling only on the
poorest and weakest.

A second set of vital changes concerns learn-
ing systems in general and the reform of state-
dominated education in particular. One of the
most fruitful trends is towards the wider recog-
nition of life-long learning and improvements in
transparency of acquired human capital.” In pract-
ice, this development should lead to easier valid-
ation of different types of learning throughout
life (home, school, work) and clearer incentives
for investing (even on borrowed financing) in
the accumulation of knowledge and skills. In
much the same way, indeed, as firms are re-
organising work and business strategies, the
sources and uses of learning could become more
diversified, decentralised and consumer-driven,

A third group of changes that might help
secure cohesion centre on what might be called
‘responsibility systems’, particularly in corporate
and local-community governance. Methods for

4. Lans Bovenberg and Anja van der Linden, Pension
Policies and the Aging Society’, The OECD Observer,
No. 205, ApritMay 1997,

5. Edwin Lewven and Albert Tudfnman, “Life-long Learn-
ing: Who Pays?, and Abrar Hasan and Albert Tuifnmean,
Linking Education and Work, The OECD Observer,
No. 199, AprilMay 1996,

spurring commitment, involvement and long-
term thinking are seen as being critical com-
ponents of tomorrow’s more decentralised vet
interdependent world. For managers, workers
and the surrounding localities, not to mention
investors, the evolution of corporate and local
governance systems would attempt to compen-
sate for the decline in traditional methods of en-
couraging commitment like life-time employ-
ment contracts and detailed, direct regulatory
constraints.

An enormous range of institutional responses
to such concerns can be imagined. Some com-
panies offer stock options. Other institutions,
private or public, devolve responsibility for bud-
gets 1o the front line’ — whether the assembly
line, sales counter or local playground-planning
committee — which is helping provide the ap-
propriate knowledge and incentives for improv-
ing quality, productivity and so on. Tradable
permits are another example of changing man-
agement and incentive systems for pollution
abatement and rethinking of product life-cycles.

Lastly, and more controversially, some com-
mentators have argued for the introduction of a
universal citizen's income to reflect the (non-
market) value of the full range of human activi-
ties. Critics of this proposal express serious
doubts about both the affordability and perverse
incentive effects that might follow if the link
between paid employment and income were
broken. The proponents counter that, for many
people, employment of any kind, let alone at
wage rates that would lift them out of poverty,
might be simply unattainable — particularly if
long-run economic growth does turn out to be
modest. A basic-income programme could then
help to encourage both useful unpaid activity
(like taking care of the young and the elderly or
improving ecological conditions) and much more
flexibility in pay rates and employment contracts
for paid work since workers could afford to live
even with below-poverty wage rates.

Barring catastrophes or a major policy reversal,
the pace of change is unlikely to slacken: rapid
technological progress and continuing liberali-
sation of trade and investment will continue to

27

Social Affairs

Analysis

push towards an increasingly knowledge-based
economy characterised by the growing influence
of market forces and global competition. Un-
certainty and unpredictability seem destined to
increase, Market mechanisms will, in all likeli-
hood, play a major part in managing and insur-
ing against the risks arising from such turbulence,
just as evolving social policies will continue to
underpin economic performance. The challenge
for the political process will be to find the policies
that strike an effective balance. m
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Towards Efficiency
in Brazilian Agriculture

Garry Smith

Brazil is aiming to make its agricultural sector more competitive

L

by reducing government intervention and bringing domestic
prices more closely in line with those prevailing on world
markets. Resources will then be redirected from less efficient
agricultural activities to those with a competitive edge. But the
reforms have an important proviso: they have been drafted so
das to cushion the worst impacts on small producers.”

razil is an important participant in

world agricultural markets. Its agri-

cultural sector represents a large part

of the total economy. In contrast

with most OECD countries, the share
of agriculture in Brazilian GDP (at 14%), trade
(25% of exports) and the labour force (27% of
employment) is still relatively high, although it
has been declining for some time.

The most important annual crops - soyabeans,
maize, rice, beans, cotton, sugar and cassava —
accounted for more than 80% of the total culti-
vated area in 1991, a share which has held rela-
tively stable over the years. Coffee, cocoa and
oranges are the most important tree crops and
together occupy some 9% of the cultivated area.

Livestock production makes up nearly 40%
of the contribution of agriculture to GDP. and
employs slightly more than 25% of the agricult-
ural labour force. Beef and dairy production
account for about three-quarters of all livestock
output; and the cattle herd, at over 153 million

Garry Smith is a member of staff of the Agricultural
Trade and Markets Division of the OECD Directorate
for Food, Agriculture and Fisheries

E-mail: agr.contact@oecd.org
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head, is the world's largest maintained for com-
mercial purposes. Livestock production, which
has enjoyed remarkable growth, occupies around
200 million hectares of pasture land.

Crop production, on average, requires about
ten times more workers per hectare than does
livestock production. But the combination of a
change in the crop mix (there was, for example,
a 70% drop in the area given to wheat) and the
under-utilisation of land on large holdings by
absentee landlords, who were using the land as
a hedge against inflation, have brought about a
reduction in the cultivated area since 1988, and
with it lower employment in agriculture.

The average size of farms in 1985 (the year
of the last agricultural census) was 64 hectares,
a figure which had held more or less constant
over the previous decade. The total area devoted
to crops, livestock and mixed operations (agri-
culture/livestock) increased by about 28% since
1970, reaching 330 million hectares in 1985; live-
stock activities are responsible for some two-
thirds of this figure. In 1985, some 3 million farm
units with less than 10 hectares made up about
53% of the total number of rural establishments
in the country, but accounted for only 4% of
total arable area. The 50,000 or so establishments
with more than 1,000 hectares comprise 0.86%
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of the number of rural establishments and 44%
of the total area.

But agricultural property in Brazil is not only
concentrated; it is also to a large extent used
inefficiently. Recent studies indicate that 70% of
the area within properties larger than 1,000 hect-
ares is not in production. This high concentra-
tion and low degree of land use are a continuous
source of social tension. Unclear property rights
reduce the incentives for investment, especially
in improved pastures and other farm structures
which cannot be removed. There are no threats
to established and clearly productive farms but
the growth of the landless movement, because
of the rise in the number of displaced people in
rural areas through the reduction in agricultural
employment, and the support it receives from
various urban groups (not least the Catholic
church), may change matters.

The rate of migration from countryside to city
has been high in Brazil. The population has more
than doubled since 1960 - but the rural popula-
tion, which in 1970 was an estimated 41 million,
had declined to 30 million 21 years later, with
the urban population increasing from an esti-
mated 52 to 111 million in the same period. The
agricultural sector was not affected as severely
as the rest of the economy by the macro-eco-
nomic instability experienced by Brazil in the
1980s and '90s; agricultural employment went
from about 18 million in 1970 to 23 million in
1985, the vear of the last census, but is estimated
to have fallen since then. Also as a proportion
of the workforce agricultural employment - 34%
in 1971 - has declined by 1993 to an estimated
27%.

The move to the cities was influenced by the
existence of cheap food policies, which discrimi-
nated against agriculture by depressing returns,
and by the introduction of legislation that
increased substantially the costs of labour,



Brazil's cattle herd accounts for
two-thirds of the cultivated area,
and yet requires ten times fewer
workers per hectare than does
crop production.

especially permanent workers. There are indi-
cations that migration to the urban centres has
slowed down in more recent times.

Towards
Competitiveness

Economic reform, begun in the late 1980s,
has accelerated with Brazil's membership of the
Mercosur agreement, the South American com-
mon market implemented in 1995 (and compris-
ing Argentina, Brazil, Paraguay and Uruguay).
The transition to open markets in the agricult-
ural sector in Brazil in particular has nonethe-
less been gradual in order to cushion any adverse
impacts on small producers.

Until the mid-1980s, the Brazilian Minimum
Price Programme (MPP), first implemented in
1943 with the creation of the Commission for
Production Financing (CPF), was the cornerstone
of Brazilian agricultural policy. At first, minimum
prices were established for a specific group of
commodities: rice, black beans, maize, peanuts,

1. Brazilian Agriculture: Recent Changes and Trade
Prospects, OECD, Paris, forthcoming 1997, available free
of charge from the Agricultural Trade and Markets Division
of the OECD Directorate for Food, Agriculture and
Fisheries.

2. Guarand is a fruit of the Amazon region which is
collected by the native Indians both for their own
consumption and for sale as an additive in soft drinks
produced in Brazil; carnauba wax is a regional product
extracted from palm leaves for use in shoe polish and
das d furniture wax.

soyabeans and sunflower seeds. Over the years,
the programme widened its coverage to encom-
pass about 40 other commodities and their by-
products: ranging from farm products of national
importance to regional items like guarand and
carnauba wax® (important crops for poverty-
stricken areas) to ensure a minimum return to
producers, and to poultry, pork and milk powder.
(Sugar, coffee, wheat and cocoa, which together
account for about a quarter of the value of total
crop production, were outside the MPP and were
administered separately by specialised agencies
which operated as marketing boards.)

In the late 1980s and early '90s, several
reforms were implemented in economic policy.
Previously, the government had purchased a
substantial amount of agricultural commodities
within the operations of the MPP. But it gradu-
ally became evident that these practices were
no longer affordable or desirable, with the result,
in 1988, that agricultural policy began to be
reformed.

The process began when the government
created a stock-release price mechanism (PLE)
establishing ceiling and floor prices for maize,
rice, beans, wheat, beef and cotton. Public stocks
were released when the market price was above
the PLE. This system was created to reduce the
risk premium required by the private sector to
operate in a market where government inter-
ventions created an institutional risk, over and
above the natural market risks. (The government
had been in the habit of selling public stocks
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without notice to traders, thus creating additional
price risk. However, some analyses have sug-
gested that the new procedure has created
instability in prices received by farmers for some
crops such as wheat and soyabeans.)

Other measures to deregulate agricultural
markets were taken in the beginning of 1990, at
the start of the administration of President
Hernando Collor, the most important being the
elimination of the marketing boards for sugar,
coffee, cocoa and wheat. And although wheat
remained in the minimum price programme, the
subsidies directed at it were halted, along with
the government monopoly on wheat imports.

After 1993, with the continuing budget diffi-
culties, government resources to defend the
price-band system were no longer available and
the policy was discontinued. The government
has announced another round of deregulation
for the crop year 1996-97, including the phasing-
out of minimum prices, which will henceforth
be restricted to small farms, and the transfer of
price-risk and price-management policies to
options markets. For example, ‘merchandise
guaranteed certificates’ are being established.
These are issued by producers or co-operatives
who will have a certain amount of a commodity
available at harvest time. The certificate, which
is traded in commodity exchanges, is supported
by a bank which guarantees the quality and
quantity of the merchandise to the purchaser,
with the operation liquidated by actual delivery
of the product.
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Towards Efficiency
in Brazilian Agriculture

Recurrent public deficits have imposed severe
restrictions on the allocation of funds to agricult-
ure as well as to other sectors of the economy.
During President Collor's administration, for ex-
ample, from 1990 to 1993, agricultural expendi-
tures were reduced by 50% in real terms,
marketing loans among them.

The Brazilian economy is now in the midst
of an economic stabilisation programme, which
began in 1994 and is known as the ‘Real Plan’
(named after the currency, the real). The aim is
to implement fundamental macro-economic
reforms (mostly reduction in public expendi-
tures). Inflation has been reduced from a monthly
30-40% to 1-2%. But the tight supply of money
has required high interest rates, which have hit
farmers, many of whom are heavily indebted,
particularly hard.

Uncertainty about the availability of funds has
made the situation worse for many farmers. Farm
credit from the federal government is declining:
the Banco do Brasil (a state-owned commercial
bank) can no longer provide cheap credit to the
sector as it did in the past, thus limiting access
to credit for the more than 60% of Brazilian
farmers who require loans to be able to buy
inputs. The system has effectively collapsed and
demand for credit for agriculture is being met
with ad boc, annual measures.

The government's withdrawal from product-
ion, marketing and financing of agriculture is
starting to attract the private sector to these acti-
vities. New private instruments to finance stor-
age activities are being developed and a market
in securities backed by commodities with certi-
ficates of deposit and warrants is being created.
It is expected that the volume of production and
marketing credit available in the future will be
substantially influenced by these private
initiatives.

Trade
Reforms

In addition to reforming domestic policy,
Brazil has implemented trade reform, elimina-
ting quantitative controls on agricultural exports
in 1989 and virtually all non-tariff barriers,
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throughout the economy, from the beginning of
1990, when a unilateral tariff change reduced
the average tariff from 32% to 14% over three
years. The average tariff in the reform was 20%
and the rates ranged between 0 and 40%. Most
manufactured goods, including capital goods,
such as machinery, plant and equipment and
the like, were included under the 20% import
tariff. Import taritfs of 30% fell upon some chemi-
cal products, wheat, some food products and
some durable consumer items such as televisions
and video-recorders.

Following the change, agricultural commodi-
ties had tariffs ranging from 0% for cotton and
edible beans, to a maximum of 10%, except for
milk powder, where there was a tariff of 32%,
imposed by Brazil after the loss of a GATT dis-
pute panel on countervailing duties imposed
against the European Union. In addition to crop
products, Brazil implemented a tariff reduction
on all livestock products in 1990. Tariffs on beef,
poultry, pig and sheep meat were reduced from
15 to 10%, milk powder tariffs from 25 to 20%,
and butter and cheese tariffs from 25 to 20%.

With the start of the Mercosur treaty in 1995,
this process of tariff reduction moved even
further, The final tariff schedule under the Com-
mon External Tariff of Mercosur ranged from 0 to
20%. These tariffs are low relative to the degree
of protection that existed before and when com-
pared to the other price distortions that existed
for agricultural commodities.

One of the most significant developments for
Brazilian farmers since the joining of Mercosur
was the elimination of a state tax (referred to as
ICMS, or Imposto sobre Circulacio de Merca-
dorias e Servicos) on primary and semi-processed
agricultural exports in 1996. The ICMS tax on
exports varied from 5 to 13%, depending on the
state and commodlity. This tax was a major com-
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to the cities was encouraged,
~until recently, by policies of
. cheap food, which reduced
the profitability to agriculture.

ponent, along with an overvalued exchange rate,
of what has come to be known as the ‘Brazil
Cost', the difficulty Brazilian agriculture faces in
competing on world markets.

Indeed, the agricultural export sector in Brazil
has been handicapped by being taxed, while
value-added industries in general (textiles, shoes
and car industries, for example) have been highly
protected regardless of their international com-
petitiveness. The elimination of the tax, equiva-
lent to a 3% devaluation of the real, should
provide immediate benefits to farmers producing
commodities for export by lowering their costs
and boosting demand from foreign buyers.

Less pervasive government intervention and
the opening-up of the agricultural sector to trade
is expected to direct resources from less com-
petitive agricultural production activities (such
as wheat production) to more efficient ones. For
crops, this is likely to mean further expansion in
production and exports of soyabeans - the major
success of Brazilian agriculture which now
accounts for about half of world soyameal trade
and a third of the global soya-oil market. Brazil
has long been one of the world's major pro-
ducers of sugar, too, and in recent years has been
the leading cane producer, with annual product-
ion of around 10 million tonnes. Export earn-
ings from sugar have fallen over the last two
decades as a result of an increasing allocation of
sugar cane, amounting to about two-thirds of
annual output, to the production of gasohol
under the Prodlcool programme, which was
created to reduce Brazil's reliance and depend-
ency on imported oil = but it is currently under
review, since it involves large government sub-
sidies.

Traditional export commodities such as coffee
and cocoa have become less and less important



as a source of export revenue in recent years,
although coftee prices have increased recently.
In contrast, the value of exports of soyabeans
and orange juice have gone up substantially, with
soyabeans more than doubling and orange juice
growing by a factor of 15. These commodities,
together with livestock products, mainly poultry,
pork and frozen, cooked and corned beef,
accounted for about 15% of export revenue in
the period 1991-95 and are important items in
the trade with OECD countries, principally the
United States and the European Union.

Wheat is the single most important agricult-
ural commodity imported by Brazil. Although
trade has fluctuated in past years, imports of
wheat are on the rise again, and currently aver-
age around 5.5 million tonnes. Imports of rice
and maize have increased between 1991 and
1995. Brazil has also become a sizable market
for milk and dairy products, with imports grow-
ing steadily over the same period, the major sup-
pliers being the European Union and the
Mercosur countries. Because of the traditional
shortage during the off-season (from July to De-
cember), Brazil imports beef from neighbouring
Mercosur countries and some European coun-
tries in this period to help stabilise domestic
prices.

With a more open economy in the 1990s, and
with the creation of Mercosur, the Brazilian agri-
cultural sector is becoming more closely aligned
with world markets. This development, together
with a move to less government intervention, is
giving impetus to the modernisation of Brazilian
agriculture. Provided the reform process con-
tinues on track and needed investment to im-
prove infrastructure and productivity in some
sectors takes place, Brazil can be expected to
play an even larger role in world agricultural
markets in the next century. m
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Confidence
Indicators

Teresa Santero and Niels Westerlund

Judgements on the cyclical position of the economy — and its

likely evolution — are important inputs into economic policy-
making. Acquiring the information to allow an evaluation of
economic circumstances, both current and future, is thus an
important challenge for economists. ‘Confidence indicators’,
obtained from readily available surveys conducted among
consumers and business managers in most countries, offer some

help.’

ow the economy is likely to

hehave can be forecast only on the

hasis, obviously enough, of past

and current data. But assessment

even of the current economic situ-

ation is often made difficult by the delays in ob-
taining many crucial economic indicators, like
the growth in domestic consumption or invest-
ment, the rate of unemployment or the evolu-
tion of public consumption or public investment.
By way of compensation, indicators of the
confidence of consumers and businesses — in
the form, for example, of consumers’ expecta-
tions of (un)employment, of the intentions of
business to revise production plans or change
the number of employees, of expected new
orders, and so on, all information which is readily
obtained from simple and rapid surveys - are
widely used as substitutes. These confidence
indicators are useful in assessing the position of
the economy in the economic cycle, that is, in
telling at what stage is the economy in the
periodical succession of expansions and con-

1. Tersa Sentero and  Niels Westerlund,  Confidence
Indicators and their Relationship to Changes in Economic
Activity, OFECD Economics Department Working Papers
No. 170, OECD, Paris, 1996; available free of charge
from the OFCD Economics Department,
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tractions of output growth experienced by all
industrialised countries, and how close it is to a
shift in that trend. They are useful also in fore-
casting aggregate output.

Confidence measures often play a prominent
role in assessments of conjunctural developments
because they summarise the opinions of the main
agents involved in taking economic decisions -
consumers and business managers — on their
current and future economic conditions. But the
subjective nature of confidence raises questions
about the solidity of conclusions based on them.
In theory, confidence does not play a major role
in the analysis of economic behaviour; and in
practice it cannot be observed or measured
directly. Any evaluation of confidence must there-
fore rely on indicators which are often partial,
qualitative and subject to various interpretations.

Surveys capturing judgements on past, current
and expected economic developments give ana-
lysts of the business cycle information they can
use as proxies for confidence. This involves a

Teresa Santero and Niels Westerlund are economists
in the Policies Studies Branch of the OECD Economics
Drepartment,

E-mail: eco.contact@oecd.org
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Freddy Cats

presumption that before a specific business acti-
vity is undertaken, an opinion has been formed
and can therefore, to some extent, be measured
and labelled as ‘sentiment’, ‘expectations’ or
‘confidence’. Surveys of business and consumer
sentiment contain a small number of questions,
generally of a qualitative nature, which can be
answered quickly by managers and households,
Questions are generally formulated as multiple
choice, requesting answers of the type ‘up’, ‘same’
or ‘down’, ‘improve’, ‘unchanged’ or ‘worsen’,
and so on. The replies convey judgement on
recent trends, on the current situation and on
expectations of near-term developments in a
range of variables.

Survey results for each question involve a
figure for each qualitative answer, reflecting the
frequency distribution of answers expressed by
respondents. The resulting data are normally
compiled as ‘balances’ by subtracting the number
answering ‘no’ (or ‘worsen’) from the number
answering “yes’ (or ‘improve’). This procedure
allows the presentation of a single figure as a

2. Polling institutes generally present balances over long
Pperiods, omilting the percentage of ‘no change’ replies,
which implies a loss of information abowt the degree
of uncertainty of economic agenis.

3. The first release of GDP data occurs in the United
States and the United Kingdom towards the end of the

Sirst month following the quarter. In Canada, France,

Germenny and Japean, the lag is aronnd hwo months. while
in most other countries publication delays vary betieen
three and six months. Moreover, survevs often provide
information on aspects of economic developments where
genuine statistics do not exist: business inventories and
metjor spending intentions of bousebolds, for example.
They may therefore give a more bighly detailed pictiure
of how changes in the business cycle are transmitted
through the economy.
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summary of responses to each question and
representation of changes in those responses
over time by a single time-series.”

What, empirically, do the numbers re-
veal? There are four possibilities: confi-
dence indicators may move ahead of
changes in economic variables, may be
fully coincident with their movements,
may follow them with some delay, or
may be completely unrelated. For ex-
ample, the general opinion of con-
sumers may be expressing deep
concern about the condition of the
economy some way ahead of the time
when activity is starting to show signs of
slowing down or deteriorating; they may express
pessimism only when growth in output has al-
ready started to slow down and unemployment
to increase; their confidence may wane only after
the general economy has deteriorated consider-

Figure 1
Business Confidence and Aggregate Real Output, 1980-96
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Figure 2
Consumer Confidence and Aggregate Real Output, 1980-96

Consumer confidence (left-hand scale)
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ably and unemployment is already very high; or
their general opinion may not reflect at all things
going on in the economy.

Confidence indicators are obviously most
useful for analysis and forecasting when they
lead cyclical economic movements. But if they
merely coincide with, or even follow, economic
developments, they may still be helpful since
they are generally available sooner than “hard’
economic data - confirmed measures of pro-
duction, employment, consumption and so on.
Indeed, by far the most important advantage of
confidence measures is speed. In most coun-
tries it takes less than a month to process the
information, whereas ‘hard” data are often not
only released with delays of two to three months
or more but are also subject to subsequent
revisions.’

What Information
Content?

A careful analysis of the relationship between
confidence indicators and variables summarising

economic performance, like output growth, in-
vestment or consumption, sheds some light on
the extent to which confidence figures can be
trusted as instruments for assessment of current
and future performance. Indicators of the busi-
ness climate track quite well the general rend
of real GDP; large and rapid changes in con-
fidence, whether at the turning-points of the eco-
nomic cycle or during periods of economic
expansion or recession, are likewise consistently
associated with similarly strong movements in
output (Figure 1).

Yet simple statistical correlation analysis sug-
gests that the time-sequence of these relation-
ships varies widely across countries and across
time within countries. General rules for all coun-
tries cannot therefore be formulated about the
information contained in business confidence
indicators or whether they can be used to fore-
cast output. As a result, the relationship between
confidence indicators and economic variables
should be examined in each country, and ana-
lysts should be aware that it may not be stable
through time. Small variations in confidence, by
contrast, are not generally found to have an echo
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in movements of aggregate output. The relation-
ship to other economic variables closely reflect-
ing decision-making by enterprises, like real
business investment, shows similar characteris-
tics. More sophisticated statistical analysis con-
firms that business-confidence indicators contain,
in general, useful information for projections of
real GDP and real business investment.
Consumer-confidence indicators likewise ap-
pear to provide a good picture of major cyclical
swings in aggregate output and in real private
consumption, which is the concrete expression
of consumers’ decision-making (Figure 2). When
large changes in business confidence are ob-
served, indicators of consumer sentiment may
help detect substantial changes in output and
growth of real consumption, although in general
they fail to track small swings in those variables
and to show a consistent sequential hehaviour.
The statistical relationship between consumer-
sentiment indicators and economic variables
nonetheless appears weaker and less reliable
than that of business-confidence indicators to
the same variables, which suggests that con-
sumers are more sensitive than business man-
agers to events unrelated to business-cycle
fluctuations (as, for example, the weather, elect-
ions, political scandals, important sports events,
new discoveries, epidemic diseases and so on),
As a result, consumer-confidence indicators are
less useful for short-term forecasting purposes.

Turning-points
in the Business Cycle

Cyclical rning-points are notoriously diffi-
cult to predict even with the help of sophisti-
cated econometric models. Can, therefore,
confidence indicators provide an ‘early warn-
ing" of such changes in the economy? To answer
that question, business-cycle phases (upturns and
downturns) have first to be identified and dated.
One way to this end is to track the fluctuations
in economic activity around its long-term trend
or ‘potential” position. and to associate peaks
and troughs of the cycle with maximum and mini-
mum deviations from trend. This method of dat-
ing the business cycle has some advantages over
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Confidence
Indicators

FOCUS

The Questions in Business
and Consumer Surveys

Business and consumer surveys are con-
ducted in different ways across countries
and vary in detail, but there are common
features.

Business surveys typically cover man-
agers’ judgements on the following points:
* production and employment (past and
future)

* order inflows and stocks (foreign and
domestic)

* inventories of finished goods and raw
material

* expected developments in prices

* the general economic situation of the
country (past and future)

* [imits on production

» sufficiency of current production capacity
» export expectations

* current capacity in use.

In consumer surveys, households are nor-
mally asked about:

* their financial situation (past and future)
* the general economic situation of the
country (past and future)

* cost of living trends (past and future)

* major purchase intentions (sometimes
specifically on buying cars, acquisition of
real estate, and renovation of their resi-
dence)

* unemployment prospects

* developments in prices

* savings intentions.

other approaches. It corresponds, at least con-
ceptually, to business managers’ perceptions of
what constitutes normal business conditions
(trend growth of output) and deviations from
them (from trend output). Moreover, the use of
the ratio or deviation from trend instead of that
of simple variations in real GDP enables com-
parisons to be made across countries which have
different trend rates of growth,
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Both business- and consumer-confidence in-
dicators indeed track turning-points of major
cycles well. But the lead patterns vary consider-
ably over time and across countries making it
difficult to use sentiment indicators mechani-
cally to predict the turn-around of the
cycle. Tt also appears that
upper turning-points (peaks)
are more accurately deter-
mined by business and
consumer surveys than
lower ones (troughs).
The turning-points of
minor cycles, by con-
trast, do not seem to be
well reflected in confi-
dence data.

Empirical evidence
confirms the useful-
ness of measures of
business sentiment in
providing information
about the economic
situation and for the
purposes of prediction.

In particular, large
changes in confidence
appear to signal a sizable
concurrent or future
change in output growth
relative to trend. Indeed, a
noteworthy change in growth is
unlikely to be sustained if not

rapidly accompanied by a large

change in confidence. But business indicators,
which in most countries contain relevant inform-
ation for the prediction of output and real in-
vestment, tend to perform better than those of
consumer confidence, which may be more easily
affected by factors unrelated to near-term busi-
ness-cycle fluctuations and are rarely found to
contain any relevant information for the predict-
ion of output or real consumption.

The empirical evidence further warns that
indicators convey different information and have
a different time-relationship with economic vari-
ables in each country. As a result, the inform-
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ation contained in sentiment indicators and its
relevance in the analysis of business cycles can
hardly be generalised. The most appropriate use
of these indicators for economic analysis thus
has to be explored country by country. m
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Spotlight

Hungary

Progress

in Structural Reform

Andrew Burns and Giancarlo Perasso

ecent policy initiatives in Hungary

have gone a long way to establishing

the necessary conditions for rapid

growth and future economic prosper-

ity." A massive programme of privati-
sation has transferred an unprecedented share
of economic activity from the state to the private
sector, with the revenues being used to reduce
the government’s external debt. Substantial for-
eign investment has helped firms based in Hun-
gary to penetrate western export markets, and
the success of these firms has in turn served to
attract more foreign investment. After years of
being burdened by bad loans, the banking sect-
or has been cleaned up. Increasingly, the
economy responds to market rather than bureau-
cratic signals and competitive pressures are en-
suring that efficiency gains are passed on to
consumers in the form of lower prices and wider
choice.

The accelerated privatisation programme was
initiated as part of the stabilisation package put
into effect in March 1995 and resulted in the
sell-off of about $4 billion (almost 9% of GDP)
in state assets in 1995 alone (Table). Two-thirds
of GDP is now estimated to originate in the pri-
vate sector. The privatisation process itself was
conducted by the Privatisation and State Hold-
ing Company (APV), which was created in May
1995 by merging the agency in charge of priva-
tisation and the one charged with managing state
assets in an effort to improve the speed, cred-
ibility and transparency of privatisation. Although

Andrew Burns and Giancarlo Perasso are economists
in the Country Studies Branch of the OECD Economics
Departiment.

E-mail: eco.comact@oecd.org

attimes marred by controversy, the APV has gone
ahead with its programme rapidly and relatively
free of charges of arbitrariness. Unlike other coun-
tries in the region, Hungary did not pursue mass-
privatisation schemes but rather sold assets to
strategic investors, without discriminating
between domestic and foreign investors. As a
result it now benefits from a clearly defined
ownership structure. Foreign participation has
resulted in access to western markets for
Hungarian-based firms. Domestic partners and
the economy in general are benefiting from sub-
stantial transfers of technological and marketing
expertise.

Privatisation was not restricted to manufact-
uring firms, The national telecom company was
completely privatised, as were gas distribution
companies and most banks. The extent of pri-
vate ownership of utilities is now among the
highest in the OECD. Minority stakes in the elec-
trical distribution sector were also sold, and
further privatisation is planned. The government
nevertheless retains important minority stakes in
a wide range of companies as well as golden
shares or permanent positions in a number of
‘strategic companies’ - the strategic purpose of
which is not always clear.

Now that the bulk of privatisation is com-
pleted, the role of the APV will have to change.
Its role as a manager of state assets should be
wound up and transformed into a ‘treasury’ funct-
ion. But its record as a ‘holding’ company is
mixed. It has frequently shown a laudable will-
ingness to allow small, uneconomic firms in its
portfolio be liquidated, but it has tended to treat
larger enterprises on a case-by-case basis in an
apparent effort to avoid large-scale redundan-
cies. No matter how the government decides to
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manage its remaining assets, business decisions
should be made as free as possible of political
considerations.

The most important long-term objective of
any privatisation programme is to increase the
efficiency of the economy. The competitive
market and clear corporate-governance structure
that are emerging from the Hungarian privatisa-
tion will help to ensure that market forces lower
costs, which are then passed on to consumers
as lower prices. The role of the state in this new
private economy is (o protect against anti-com-
petitive behaviour and to regulate natural
monopolies. Although an efficient regulatory
framework is in place, it has not always been
implemented consistently. In the case of tele-
phone tariffs, for example, firms were allowed
to increase prices by the full amount of inflation
even though the legislation allowed for smaller
increases because of efficiency provisions. In
contrast, in the energy sector, the government
reduced to 18% the original rate increase of 32%
by excluding from the calculation a wide range
of eligible costs that had been allowed by the
regulatory authority. A coherent and consistently
applied regulatory framework in these and other
sectors is necessary to the long-term develop-
ment of the economy.

The Financial
Sector

As the privatisation process draws to a close,
the direct role of the state in the economy will
diminish and the importance of market agents,
like private debtors and creditors, stockholders
and banks will increase. Recent efforts to
strengthen the health of the banking sector were
therefore a critical component of the programme
of structural reforms. In the past, inefficient firms
were protected from bankruptey by soft loans
from state-controlled banks (under the old
regime, banks allocated funds according to cen-
tral directives and played no active role). When
a two-tier banking system was established in

1. OECD Economic Surveys: Hungary, OFCD Publi-
cations, Paris, 1997
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Table

Privatisation Revenues
million dollars

1993 1994 1995 199

Cash:
Foreign currency 1,203 105 3,274 597
: : ; Forints 2 337 282 260
1987, banks could not afford to write-of! PFanS' = 5
- Sl Privatisation loans
loans .ipd were unwilling o EEEe 236 279 3 15
deny additional credits to uneconomic s
4 = e ; Privatisation loans
firms for fear of forcing them into bank-  oarar™ 0 160 0 0
ruptey and possibly facing bankruptey Cofr'ipéii’sétiah
themselves. Firms were thereby able to  coupons 159 611 240 262
avoid necessary restructuring and both — Fyetaf 1847 1491 3827 1,135

their and the banks' underlying posi-
tions steadlily worsened. These non-per-
forming loans were so much a part of
the economy that, despite several attempts to
re-capitalise and sanitise the banks" accounts, in
1993 an independent audit determined that three
of the five largest banks were technically insol-
vent.

In 1993, the government recapitalised the
hanking system by enlarging its equity position
in some banks, and by providing subordinated
loans to smaller ones. In 1994, the authorities
implemented a final programme for coping with
banks bad debts, the so-called ‘debt-reconcilia-
tion’ (or ‘debt consolidation’) programme. The
cleaning-up was impressive. Banks identified and
separated bad loans from good, either selling
the bad loans at a discount, reaching an agree-
ment with other creditors, or simply writing them
off. The programme had more or less been
successfully completed by June 1995, Between
1994 and mid-1996, they had disposed of bad
debts equivalent to 11% of their total assets, and
by the end of 1996, about 90% of bank loans
were classified as ‘problem free” and all
Hungarian banks had capital-asset ratios in
excess of 8%.

This clean-up paved the way for privatisa-
tion, and about two-thirds of the share capital of
the banking system is now privately held. For-
eign investors are the majority shareholders in
some of the largest banks in the country and
they hold almost half of the capital. The Hun-
garian banking system is now probably the
healthiest and the most completely privatised in
the region.

In spite of this very substantial improvement,
a number of concerns remain. Real bank lend-
ing has declined noticeably in the past two years
(although there are some recent signs of a pick-
up), collateral requirements are very high (as
much as three times the value of the loan the
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Source: Privatisation and State Holding Company, Budapest

enterprise applies for) and the interest-rate spread
(the difference between the rates banks charge
on loans and pay on deposits) remains disturb-
ingly wide, implying a lack of competition. To
some extent, prudence in lending stems from
banks' recent experience with bad loans and
macro-economic uncertainty — especially about
inflation. It may also reflect inexperience on the
part of the bank staff in evaluating loan applica-
tions and unfamiliarity on the patt of manage-
ment with newly established enterprises. The
excessive collateral requirements stem from an
underdeveloped mortgage-market and poor
maintenance of the property registry — trans-
actions often take as much as three months be-
fore being registered and, as a result, multiple
sales of the same property are not unknown. To
some extent, these problems are likely to he
temporary in nature.

Competition within the banking sector is in-
tensifying. Consequently, the interest rate spread
is narrowing and banks, which have hitherto
restricted loans to ‘blue chip’ enterprises (mostly
firms with foreign participation) and concentrated
their funds in less risky investments such as gov-
ernment bonds, are increasingly looking to ex-
panding their lending activities. As their
experience with the new environment grows and
their staffs acquire the skills necessary to evalu-
ate risk efficiently, credit should become increas-
ingly available to other firms. Lending to
individuals will probably remain constrained by
problems with the property registry and legal
restrictions on banks exercising their collateral
rights. Recent legislation on mortgages, which
could increase individuals™ access to seed capi-
tal, may allow this sector to expand as well.

Structural change has been both aided by and
reflected in the expansion of foreign trade and
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Total
5,179
WleR foreign direct investment (FDI) over
s the past several years. Even under
Communism, Hungary was a rela-
160 tively open economy but it opened
up even further after transition started.
1,272 Trade with other OECD countries has
8301 doubled since 1990 and now accounts

for over 70% of both exports and im-
ports. FDL in the form both of priva-
tisation and of ‘greenfield investment,
made a substantial contribution to this process.
Apart from the temporary surcharge on im-
ports that was abolished as of 1 July 1997, tariff
rates have been falling and Hungarian firms are
more and more exposed to international com-
petition. There are nonetheless a number of non-
tariff barriers still in place, the most important
being the ‘global quota’ on selected consumer
goods and restrictions on imports of new and
used cars. Although the number of goods
covered by the quota has been reduced in recent
years, the selectivity of the products still covered
suggests that it is being used as an instrument of
industrial policy. The government will eventu-
ally be obliged to remove import quotas as part
of Hungary's accession to the European Union,
although more rapid action would be welcome.
The progress made in structural reform over
the past two vears has placed Hungary in a
position where the country should be able to
exploit the benefits of a competitive, enterprise-
hased economy. Provided the remaining ‘grey
areas’ in structural reform (including tax evasion
and the underground economy) are tackled
effectively, and labour-market reforms (such as
the reform of payroll taxes, employment-
protection legislation, and labour-supply reduct-
ion programmes) are undertaken to prevent
unemployment from becoming structural, the
economy can look forward to a relatively rapid
convergence towards western European
standards of development. s &)

OECD Economic Surveys: Hungary, 1997

Reviews of National Policies for Education: Hungary,
1995
Social and Labour Market Policies in Hungary, 1995,
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Current Balance Mar. 97 137 133
Unemployment Rate  Apr. 97 9.6 89
Interest Rate May 97 307 3.29

&

T

s [CELAND
RRUL S % change

period

Gross Domestic Product 1995
Leading Indicator

Consumer Price Index  Jun. 97
Current Balance Q197

Unemployment Rate  May 97
Interest Rate Jun. 97

from previous

period

0.2
current
period

-0.02

42

7.00

year
12

1.8
same period
last year

0.00

45
6.50

g.‘ AUSTRIA
% (hange

from previous

period
Gross Domestic Product Q4 95
Leading Indicator Dec. 96
Consumer Price Index  May 97
Current Balance Apr. 97
Unemployment Rate  Apr. 57
Interest Rate May 97
4
Ny s
“v CANADA
fors
{ period
Gross Domestic Product Q1 97
Leading Indicator Apr. 97
Consumer Price Index  May 97
Current Balance Q197
Unemployment Rate ~ May 97
Interest Rate Jun, 97
FinLAND
period

Gross Domestic Product Q1 97
Leading Indicator Jan. 97
Consumer Price Index  May 97

Current Balance Apr. 97
Unemployment Rate  Apr. 97

Interest Rate May 97
GREECE
period

.

Gross Domestic Product 1995

Leading Indicator May 97

Consumer Price Index  May 97

Current Balance Feb. 97

Unemployment Rate

Interest Rate Jun. 97

 d
[RELAND
period

Gross Domestic Product 1995

Leading Indicator May 97

Consumer Price Index  May 97

Current Balance Q49

Unemployment Rate  Apr. 97

Interest Rate May 97

37

period year
0.0 03
0.1 55
03 22
current | same period
period last year
-0.28 -1.20
44 44
343 3.21
% change
from previous
period year
0.8 28
0.2 103
0.1 1.5
current | same period
period last year
-3.08 -2.20
9.5 94
3.22 483
% change
from previous
period year
0.1 4.0
1.0 138
0.2 1.0
current | same period
period last year
0.25 -0.01
159 155
3.08 3.76
% change
from previous
period year
20
0.5 53
04 54
current | same period
period last year
-0.85 -0.69
9.60 13.30
% change
from previous
period year
10.7
22 174
0.2 15
current | same period
period last year
0.75 0.56
10.9 1.9
6.20 513

Definitions and Notes

Gross Domestic Product: Volume series, seasonally
adjusted except for Czech Republic and Portugal

Leading Indicator: A composite indicator, based on other
indicatars of economic activity (employment, sales, income,
etc.), which signals cyclical movements in industrial
praduction from six to nine months in advance

Consumer Price Index: Measures changes in average retail
prices of a fixed basket of goods and services

Current Balance: § billion; not seasonally adjusted except
for Australia, the United Kingdom and the United States
Unemployment Rate: % of civilian labour force —
standardised unemployment rate; national definitions for
Czech Republic, Iceland, Korea, Mexico, Poland, Switzerland
and Turkey; seasonally adjusted apart from Turkey

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

.. not available

Source: Main Economic Indicators, OECD Publications,
Paris, July 1997

* CzEcH RepuBLic
% change

period from previous
period year
Gross Domestic Product Q4 96 30 47
Leading Indicator - i«
Consumer Price Index  May 97 0.2 6.3
current | same period
period last year
Current Balance Q197 -1.07 -0.54
Unemployment Rate  May 97 4.1 29
Interest Rate Jun. 97 25.67 1217
France
9% change
period from previous
period year
Gross Domestic Product Q1 97 02 1.0
Leading Indicator May 97 0.1 20
Consumer Price Index ~ May 97 0.2 09
current | same period
period last year
Current Balance Mar. 97 261 117
Unemployment Rate  Apr.97 | 125 123
Interest Rate May 97 348 3.90
‘ Huxgary
% change
period from previous
period year
Gross Domestic Product =
Leading Indicator P ..
Consumer Price Index  May 97 13 17.7
current | same period
period last year
Current Balance
Unemployment Rate “ 2
Interest Rate Apr. 97 20.80 24.10
: Iary
1 % % change
g’ period from previous
period year
Gross Domestic Product Q4 96 0.2 0.1
Leading Indicator Apr. 97 0.1 41
Consumer Price Index  May 97 03 1.6
current | same period
period last year
Current Balance Dec. 96 1.36 1.77
Unemployment Rate  Jan. 97 | 122 119
Interest Rate May 97 6.83 892
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g

‘ Japan Korea LUXEMBOURG
% change % change % change
i period from prev?aus o period from prev?ous period from prev?ous
period year period year period year
Gross Domestic Product Q1 97 16 26 Gross Domestic Product Q4 96 08 i Gross Domestic Product 1995 38
Leading Indicator May 97| -04 1.0 Leading Indicator = = Leading Indicator May 97 0.1 13.
Consumer Price Index  May 97 0.2 19 Consumer Price Index  Apr. 97 0.4 38 Consumer Price Index  May 97 0.1 11
current | same period current | same period current | same period
period last year period last year period last year
Current Balance Apr. 97 8.70 5.27 Current Balance Apr.97 -1.71 -2.36 Current Balance > i
Unemployment Rate ~ May 97 | 3.6 35 Unemployment Rate  Apr. 97 27 19 Unemployment Rate  Apr. 97 37 32
Interest Rate May 97 0.58 0.64 Interest Rate May 97| 1280 10.90 Interest Rate - -
%
~ MExico NETHERLANDS ? NEW ZEALAND
% change % change % change
period from previous period from previous period from previous
period year period year period year
Gross Domestic Product Q1 97 0.8 5.1 Gross Domestic Product Q197 06 21 Gross Domestic Product Q1 97 09 12
Leading Indicator May 97 14 44 Leading Indicator May 97 0.5 4.1 Leading Indicator @ v
Consumer Price Index  May 97 09 212 Consumer Price Index  May 97 03 22 Consumer Price Index Q1 97 03 18
current | same period current | same period current | same period
period last year period last year period last year
Current Balance Q197 -0.41 0.05 Current Balance Q4 % 7.08 6.86 Current Balance Q49 091 -0.65
Unemployment Rate ~ May 97 39 54 Unemployment Rate ~ Mar. 97 55 6.5 Unemployment Rate Q4 9 59 6.1
Interest Rate May 97 |  20.59 31.07 Interest Rate Jun. 97 3.3 290 Interest Rate May 97 7.02 9.82
A
NORwAY Poraxp PorrucaL
% change % change % change
period from previous period from previous period from previous
period year period year period year
Gross Domestic Product Q1 97 0.7 0.5 Gross Domestic Product 3 a Gross Domestic Product Q2 96 32 36
Leading Indicator Apr. 97 -0.5 49 Leading Indicator o . Leading Indicator Jan. 97 0.5 29
Consumer Price Index  May 97 03 27 Consumer Price Index  May 97 0.6 144 Consumer Price Index  May 97 07 21
current | same period current | same period current | same period
period last year period last year period last year
Current Balance Q197 337 3.02 Current Balance Mar. 97 -0.36 0.96 Current Balance Q49 -0.55 -0.28
Unemployment Rate Q3 96 48 4.7 Unemployment Rate ~ May97 | 121 151 Unemployment Rate  Apr. 97 6.9 16
Interest Rate May 97 3.46 476 Interest Rate May 97| 12.08 15.08 Interest Rate Jun. 97 5.85 7.25
* SeAN SWEDEN SWITZERLAND
% change ' % change % change
period from previous period from previous period from previous
period year period year period year
Gross Domestic Product Q1 97 0.9 29 Gross Domestic Product Q1 97 03 1.7 Gross Domestic Product Q4 96 0.0 0.7
Leading Indicator Apr. 97 13 51 Leading Indicator May 97 0.3 10.7 Leading Indicator May 97 1.1 9.1
Consumer Price Index  May 97 0.1 14 Consumer Price Index  May 97 | 0.0 0.1 Consumer Price Index  Jun. 97 0.1 05
current | same period current | same period current | same period
period last year period last year period last year
Current Balance Apr. 97 0.10 043 Current Balance Mar, 97 0.58 0.63 Current Balance Q496 5.57 5.70
Unemployment Rate ~ Apr.97 | 209 224 Unemployment Rate  Apr.97 | 10.8 10.1 Unemployment Rate ~ May 97 53 4.5
Interest Rate May 97 5.0 147 Interest Rate May 97 4.09 6.19 Interest Rate May 97 153 2.00
> ". -
* TURKEY ry Unitep Kingbom UNITED STATES
' % change % change % change
period from previous : period from previous period from previous
period year period year period year
Gross Domestic Product Q2 96 0.0 8.2 Gross Domestic Product Q1 97 09 3.0 Gross Domestic Product Q1 97 1.4 41
Leading Indicator 2 . Leading Indicator May97| -0 13 Leading Indicator May 97 04 4.7
Consumer Price Index  May 97 47 775 Consumer Price Index  May 97 04 26 Consumer Price Index  May 97 | -0.1 22
current | same period current | same period current | same period
period last year period last year period last year
Current Balance Q197 -132 -0.68 Current Balance Q197 238 -1.85 Current Balance Q197 | -40.97 -32.88
Unemployment Rate Q2 96 63 72 Unemployment Rate  Apr. 97 7.0 84 Unemployment Rate  May 97 48 55
Interest Rate Jul. 96 95.58 66.98 Interest Rate Jun. 97 6.66 5.84 Interest Rate May 97 5.70 536
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For the Record

For the Record

The OECD Economic

Outlook
Highlights

he broad outlook for OECD eco-

nomies has improved in the past

year, and output growth for the

area as a whole is projected to rise
to nearly 3% a year in 1997-98 (Table 1)."
Continued low interest rates in Japan, sig-
nificant declines in interest rates in continent-
al Europe, a firming of financial conditions
in the United States and some other coun-
tries, and the strengthening of the dollar and
sterling should all contribute to the projected
convergence of growth rates. But countries
still vary in the stage of their business cy-
cles. Some are well into mature expansions
with high levels of capacity utilisation,
whereas others are still experiencing signifi-
cant slack in labour and product markets,
although this is generally diminishing
throughout the projection period. In the non-
OECD area, growth in east Asia should re-
main robust, led by China, and growth in
Latin America is also expected to be strong
over the next two years. The Russian
economy continues to have difficulty, but
the contraction of output appears to be over
and an expansion may have begun.

1. OECD Economic Outlook. No. 61, OECD Publications,
Paris, 1997.

The risks to this central pro-
jection vary according to the cir-
cumstances of each country, but
are broadly balanced. Growth in

Japan and continental Europe

could prove stronger than pro-
jected if the interest rate and ex-
change-rate changes in the past
year improve business and con-
sumer sentiment more than ex-
pected, stimulating a stronger re-
bound in domestic demand. In
some countries judged to be op-
erating at high capacity — includ-
ing the United States and the
United Kingdom - it is possible
that utilisation rates are less than
current OECD estimates, which
would permit somewhat higher
non-inflationary growth than
assumed. However, it is also poss-
ible that inflationary pressures in
these countries, while not yet
evident, are stronger than now
thought (Table 2). There is a
downside risk associated with the

difficulty facing a number of

financial institutions in Japan,
France and Italy, although these

39

Table 1

problems do not so far appear to have con-
strained overall credit availability. A reversal
of the favourable exchange-rate develop-
ments during the past year would weaken
prospects in Japan and continental Europe
and, in Europe, the possibility of tensions in
financial markets, perhaps associated with
uncertainties in the run-up to European Eco-
nomic and Monetary Union (EMU), cannot

Growth of Real GDP in the OECD Area

TEEGeSH e N | o eT ) SR
20 24 36 20
1.4 36 23 29
19 1.4 22 28
21 15 25 28
29 07 10 18
25 21 3.0 27
23 15 35 33
20 23 29 24
37 40 35 35
18 1 1.5 24
19 1.4 22 26
48 44 26 20
27 25 25 29
45 13 i 36
20 26 30 31
15 08 24 35
12 5.7 45 33

103 73 67 7.0
89 7 5.3 65
32 39 41 40

6.2 51 5.4 47
21 27 3.0 32
27 21 28 32
33 48 38 34
7.0 60 5.0 49
19 30 33 34
28 22 28 30
36 1 20 23
0.1 0.7 08 18
7.0 7.2 52 47
28 38 37 38
22 26 3.0 27

Figures in italics are provisional.

Source: OECD
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Table 2

Private Consumption Deflators
in the OECD Area

%

Figures in italics are provisional.

1. Countries which have had 10% or more inflation in terms of GDP deflator

\United States S0 2+ 21 22
I - 5 02 15
fleonns S S 19 17
L L 18 16
SRR 5 41 20
[ Unitedkingdom 25 28 24
[T S I 12 14
T s 18 1.7
. :: 19 20
DG s 21 1.6
[ 88 78
(MRS 2! 21 22
iR o 12 15
EEERa e o 85 60
| . 227 177
i ey | 26 25
G oo 18 20
L - 60 53

34.0 34.0 21.0
[iGtherands W o9 18 8
[ NewZeand | 2> 25 1.6
EN N 13 26
EEE - 19.9 15.3
e 32 24
N EaeE 36 23
[ Sweden | 24 12 20
| Switsetland 18 12 12
G e 74 75.0
_ 15.6 13.8 11.5
| Average OECD 49 45 40

24
i .0 . .
18 period should reflect its current

4 and prospective cyclical posi-
jg tion and associated risks and
14 uncertainties. Inall cases, how-
v ever, short-term policy action
21 should be consistent with the
L medium-term requirement for
1.7 . : . "
gs  fiscal consolidation and main-
27 tenance of low inflation. In the
20 United States, the United King-
,:: dom and several other countries
33 with high capacity utilisation,
27 authorities have rightly been
:: concerned about the possibility
10 of overheating, although infla-
9 tion is currently subdued. In
20 .

i other countries — Japan, Ger-
s many, France, Ttaly and some
j; fsmall.tr Eumf.)t';m COL‘I['IUit’S -
,, inflation is being held in check
14 by the significant degree of
650 glack that remains in product
9.4 and labour markets. Monetary
36 policy can therefore continue to
support the economic recovery
until it is more mature. In con-
tinental Europe, there would be
room to lower interest rates

somewhat further to stimulate

20
20

on average during the 1990s on the basis of historical data. The Czech Republic,

Greece, Hungary, Mexico, Poland and Turkey are thus excluded from the

agagregate.
Source: OECD

be dismissed. Finally, the recent buoyancy
of equity markets in North America and
Europe may be read in two ways: it may
reflect an underlying improvement in pro-
spects for growth and profits which is not
fully reflected in the projection, but there is
also the danger of a correction that could
depress demand.

The thrust of macro-economic policy in
each OECD country during the projection

The OECD OBSERVER No. 207 August/September 1997

activity if necessary, without

materially raising the risk of in-

flation.
Improving employment prospects and
labour-market participation, and durably re-
ducing chronically high unemployment,
remain the most important economic chal-
lenges facing many OECD countries, parti-
cularly in continental Europe (Table 3).
Although there is a significant component of
cyclical unemployment in many countries,
which can be expected to decline with eco-
nomic recovery, the root of the problem is

40

high structural unemployment that has
tended to rise over time. This situation is
characterised by high rates of long-term,
youth and low-skill unemployment, and
therefore exacerbates inequalities and con-
tributes to rising marginalisation and social
tensions. In response to these problems, in
1994 the OECD formulated its Jobs Strategy
to improve labour-market performance and
to enhance OECD economies’ ability to adjust
and take advantage of new opportunities,
such as those presented by technological
change and globalisation.

Since then, each member country has
been examined regarding its progress in
implementing country-specific recommenda-
tions; the conclusions drawn from these
examinations are summarised in the box
(right) and are discussed fully in the recent
OECD publication Implementing the OECD

Jobs Strategy: Lessons from Member Countries’

Experience. Labour markets have been funct-
ioning relatively well in a few countries -
the United States, Japan and Norway — with
low unemployment rates and generally suc-
cessful records of adapting to structural
change. The experience of other countries
shows that broad-based policy action can dur-
ably reduce structural unemployment, though
it takes time. Far-reaching reforms put in
place in the 1980s in the United Kingdom,
Ireland, the Netherlands and New Zealand
have yielded significant improvements in
labour-market performance in all these coun-
tries, with employment rising, unemployment
rates falling, or both. Canada and Australia
have introduced significant reforms more
recently, though the results in terms of
unemployment reductions are not yet appar-
ent. But progress has been uneven across
both countries and policy areas, and only

continued on p. 42



Lessons from Implementing the OECD Jobs Strategy

The OECD Jobs Study, which was published in 1994, proposed a
balanced and wide-ranging set of policy recommendations to reduce
unemployment, raise employment and increase prosperity. Since the
autumn of 1995, the OECD’s Economic and Development Review
Committee (EDRC) has examined labour-market developments and
proposed specific recommendations for implementing the OECD Jobs
Strategy on a country-by-country basis. These recommendations re-
flect labour-market conditions and existing policy stances which dif-
fer strongly across member countries. Recommendations for
high-unemployment continental European countries tend to put more
weight on measures to increase labour- and product-market flexibili-
ty so as to enhance the economy’s ability to adjust and adapt. For
countries where flexibility is seen to be higher but where rising in-
come inequality, poverty and slow real income growth are important
problems, recommendations emphasise the importance of ufpgrad—
ing skills and competences and increasing the effectiveness of active
labour-market policies, as well as enhancing the innovative capacity
of the economy. Drawing on this work, which has been published in
OECD Economic Surveys, and other follow-up work to the Jobs Study,’
the following set of main lessons has been distilled.

High and persistent unemployment has been the result
of both conjunctural and structural forces, and it can be durably
reduced.

A large part of unemployment is structural though in some countries
there is also a significant cyclical component. In some countries, struct-
ural unemployment has risen since 1990 from levels that were already
high. This group of countries includes three of the major candidates
for participation in EMU: Germany, France and Italy. In other coun-
tries — the United Kingdom, Ireland, the Netherlands and New Zea-
land — falls in structural unemployment either began or continued.

Many countries have made progress in implementing the Jobs
Strategy, but progress has been uneven both among countries and
across different areas of policy.

Developments in structural unemployment over the 1990s seem to a
large extent to reflect the progress made in implementing the Jobs
Strateqgy. The countries which witnessed falling structural unemploy-
ment had undertaken comprehensive policy reforms beginning in the
1980s. Reforms take time to work, and in some other countries which
undertook significant policy reform in the 1990s the effects have yet
to materialise. In the countries adopting a comprehensive approach
to structural reform, a characteristic feature of reforms is that they
have affected broad groups on the labour market, including those
which may be characterised as ‘insiders’. In the countries adoprig'g a
more piecemeal approach to policy reforms — a strategy followed by
the larger continental European economies — these have often affected
mainly persons at the margin of the labour market. In some coun-
tries, including Germany, France, Italy and Belgium, political con-
straints prevented more breadth and/or depth of reform.

The central issue dividing the more comprehensive reformers from
the less comprehensive is differences in judgement about potential
conflicts between better labour-market performance and concerns
for equity and social cohesion.

All countries are concerned with employment, social cohesion and
equity outcomes. However, some see a trade-off between policy ob-
jectives of achieving an even distribution of incomes and of improv-
ing employment performance. Other countries reject the notion of a
trade-off because they see low unemployment as an essential condi-
tion for speaking about equity and also argue that income distribu-
tion should be seen in a dynamic perspective: a wider distribution of
wage rates might in the short run widen income distribution, but this
will be partly or fully offset over the long run because of higher em-
ployment, increased scope for people to gain an initial foothold in
the labour market, and stronger incentives for human-capital forma-
tion. A third group of countries also reject the notion of a trade-off
between equity and employment performance because they see the
former policy objective as more fundamental. Finally, some countries
arque that education and active labour-market policies have the
potential to bring about both higher employment and a more equal
income distribution.

All countries agree that high and persistent unemployment risks
undermining social cohesion. However, some countries are also con-
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cerned that policy reforms to reduce unemployment could have nega-
tive effects on social cohesion and see this as a reason for adopting a
measured and incremental approach to reform. Among the coun-
tries undertaking comprehensive reforms, some have introduced re-
form through consensual processes involving the social partners, while
in others elected parliaments and governments are seen as having a
popular mandate to carry out reforms. In both cases, reforms have
met with considerable acceptance illustrating that there are different
approaches to successfully implementing the Jobs Strategy, depend-
ing on national traditions and institutions. All countries see effective
communication as a crucial ingredient in successful policy reform.

There are significant synergies between structural reforms in
different fields.

Structural policy reforms in different areas interact with one another,
implying that a broad-based policy approach is likely to be more
effective in reducing unemployment than an approach which focuses
on reform only in some particular areas. For example, increasing in-
centives for seeking and accepting jobs is likely to be more effective
when, on the one hand, product market reforms have ensured that
labour demand will react swiftly to changes in wages and, on the
other hand, regulations governing industrial relations, minimum
wages and employment protection are reformed in ways which en-
sure that such a wage response will be forthcoming. A broad-based
strategy may also be important from a political perspective: it may
be easler to gain acceptance for a comprehensive strategy from which
most groups may be seen to win than for its individual components
which groups of perceived losers may resist strongly.

Macro-economic conditions and their interactions with structural
forces are important for labour-market outcomes.

Stable macro-economic conditions based on an appropriate medium-
and long-term framework will reduce real interest rates and general
uncertainty and thereby provide the best basis for job-creating and
productivity-enhancing investment. Macro-economic fluctuations
should be minimised as far as is realistically possible within the scope
given by other policy targets and constraints. Countries with rela-
tively large fluctuations in unemployment have usually also seen
stronger rises in structural unemployment because increases in un-
employment which were initially cyclical in origin have tended to
become structural. The strength of this mechanism depends on struct-
ural policy settings. Appropriate structural reform, therefore, will not
only reduce unemployment directly but also reduce the risk that un-
employment persists following a cyclical downturn. In turn, stable
macro-economic conditions also provide the best background for
reaping the full benefits of structural reform as quickly as possible.

Overall, the Jobs Strategy remains an effective response to labour-
market problems in OECD member countries, and the EDRC has
encouraged countries to press on with its implementation.

Given the observed link between countries’ labour-market perform-
ance and the extent to which they have implemented the Jobs Stra-
tegy, the EDRC recommended to individual member countries to go
further in their implementation of the Strategy and gave detailed
indications of high-priority reforms. As regards macro-economic policy,
most countries were judged to be in need of further fiscal consolida-
tion and many also of tax reductions. This should be pursued within
a medium-term framework and be built on concrete, identified
measures, so as to be both credible and sustainable. Many countries
were judged to have achieved or to be close to price stability. Where
this was combined with considerable slack, monetary policy should
continue to support activity without undermining the primary goal
of achieving and sustaining price stability, whereas in countries with
little or no slack there was a need to prevent the re-emergence of
inflation pressures.

1. A more extensive presentation of the main lessons has been published
under the title Implementing the OECD fobs Strategy: Lessons from Mem-
ber Countries’ Experience, OECD Publications, Paris, 1997. The analytical
background will be published shortly in Implementing the OECD Jobs Stra-
tegy: Member Countries’ Experience, OECD Publications, Paris, forthcoming
1997.
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Table 3
Unemployment in the OECD Area'

| Tousnds | Shoflbowioe
B R

PiEsEET s 56 54 5.0 51

__ ;:fg ;l 13; }:‘: Ij:; developments with macro-
B oo 1S 24 126 122 economic policies will be
[ 120 121 21 e Jimited, as independent,
= f:i; ;; ;: g: ‘;f country-specific monetary
_ policy will no longer be
o & o8 & &7 %% availableandfiscal policies
T e 2 S s e will be seriously con-
o . B azel G a0 strained. Under these cir-
= ;i; 1:13 ;: :f ‘;j cumstances, well-function-
& T ot 444 113 9en, gy ixp ing labour and product
Bl =TSl 398 100 04 04 105 markets will have an
= 5]: ?gj 12:? :g; '2‘_; especially important role to
[P RaATEE N 220 127 A ol i play in these economies’
e L 20 20 27 28 adjustments to changing
= 51: :g i; jj jj circumstances.
 Netherlands 415 71 6.7 G A key challenge for
O NewZeland 157 63 61 60 60 policy-makers in almost all
= 21;; 1;: 1:i ::i T‘:f OECD countries is to con-
| portugal 248 w13 71 7.0 tinue to reduce govern-
B ;e B2 27 21 22 ment budget deficits and
= f;ﬁ :; ;‘2 i; ;f, roll back the high levels of
R o 75 65 66 65 public debt in relation to
— e T e GDP. Considerable pro-
DCEDToR 37662 O B gress has already been
| European Unjon 1| 18232 U S made: looking through the

Figures in italics are provisional.

1. Commonly used definitions.

2. Break in series from January 1994.

3. Figures based on the national survey of urban employment.
4, Rebased.

5. Important revisions to data.

Source: OECD

limited reforms have been undertaken in
several high-unemployment countries,
notably Germany, France, Italy and Belgium.
The political constraints which have pre-
vented the introduction of broader reform
programmes need to be overcome if progress
is to be made on durably reducing unem-
ployment and raising employment.

For countries that will participate in EMU,
the stakes are particularly high. Their ability
to cushion the effect of adverse economic
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effects of the recent busi-

ness cycle, most countries

have succeeded in signifi-

cantly reducing their

budget deficits, and a few

(Korea, New Zealand and

Norway) even have surpluses. As a result,

the rise in debt-to-GDP ratios that character-

ised almost all OECD economies in the past

25 years has largely been arrested and, in

some cases, reversed. In most cases, how-

ever, more will have to be done to meet stated

medium-term fiscal objectives, which for

several countries explicitly involves a
balanced budget or a surplus.

The scope for reducing deficits by rais-

ing taxes is limited in countries where the

412

tax burden is already very high, as in much
of Europe, although there is somewhat more
room where taxes are lower. But in all coun-
tries, raising taxes risks aggravating resource
misallocations, thereby reducing output po-
tential. Tax reforms could ease this problem
somewhat. In most OECD countries, top
marginal income tax rates have been low-
ered significantly and tax bases have been
broadened. At the lower end of the income
scale, remaining distortions should be re-
duced as much as possible, including those
that discourage people from taking jobs or
increasing work effort. And in a number of
countries, improved tax administration could
both raise revenue and reduce distortions that
have arisen from evasion.

Given already high tax burdens and the
consequent misallocation of resources, many
countries will have to rely on expenditure
restraint to redress public finances. The
options here should be seen not just in terms
of controlling the growth of current expendi-
tures, which in many countries is already
proving difficult, but also in the context of
limiting future demands on public resources.
These demands may include higher pension
and health-care expenditures as populations
age, additional programmes to enhance
human capital formation (including in the
context of lifelong learning) and infrastruct-
ure investments. Such considerations point
to the need to continue review of govern-
ment functions, and to focus public resources
more sharply on meeting important social
goals and providing needed services that
cannot be provided by the private sector. In
doing so, it will be crucial to ensure that
public-sector programmes and investments
have social value that clearly exceeds their
COSLS.
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The Readership Survey

n order to discover how useful and

informative our readers find the

information and analysis that we

publish every other month in The

OECD Observer, and to find out
what you think of the lay-out of the
magazine, we sent out a questionnaire
with issue No. 202, October/November
1996, to 11,300 subscribers.

We received responses from 540 of you,
or 4.8% (a rate of 1-2% is generally
considered satisfactory for such surveys).

On the assumption that you are
representative of the readership as a
whole, analysis of the responses received
yields a good deal of valuable
information.

Reader Profile

Readers of The OECD Observer

eare highly qualified (university
professors and other educators,
researchers, directors, journalists,
engineers, consultants, documentalists,
NGO representatives, civil servants...
espan a wide variety of disciplines
(economics, law, science, the humanities,
etc.)

e work in education and research (288),
economics and finance (176), the
press (104), civil service (59), politics (49),
industry (44) and social affairs (25)
(multiple responses were possible).

Results

1. How useful do you find the information
in your work?

Useful

as background
41%
Very useful
26%
Intermittently
Not useful U;ez:‘l
1% 2%

2. How many people read your copy
of The OECD Observer?

More
20%

34
26%

19% i

3. Do you ever buy the OECD publications
on which articles in The OECD Observer are often based?

43

Reading Habits and Usefulness

¢ Almost three-quarters of the readers
(72%) ‘skim every article and read some
of them', 12% read fewer than half, and
10% read ‘about half"

* 26% of readers find the information in
the Observer ‘very useful’ in their work,
32% ‘intermittently useful’ and 41%
‘useful as background’ (Figure 1).

* The articles have a long shelf-life: over
three-quarters (77%) of readers file the
Observer for reference after reading it,
and a little under a quarter (23%) pass
it to a colleague or friend.

* Each issue of the Observer is read by
5.3 people (the usual multiplier for a
magazine like the Observer being 4 -
Figure 2).

* Over two-thirds (69%) of readers later
buy the publications whose analysis they
first read in articles in the Observer
(Figure 3).

Sales Channels and Frequency

e Only a small proportion of readers
(17%) are interested in buying the
magazine from newsagents, and even
fewer (9%) in reading it exclusively on
the Internet (since December 1996, the
Observer has been put on the Internet
two months after its release).

* Three-quarters (76%) of readers think
the Observer should remain bimonthly;
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just under a quarter (23%) would like to
see it become a monthly (Figure 4).

Content and Style

* 412 out of 540 readers think that
articles are about the right length, 151
that they are easy to read, 32 that they
are 'too academic’, 18 that they are ‘too
jargon-filled', and 12 that they are "too
complex’ (several would like to see
stronger positions taken).

* A large majority of readers find that
the mix of subject matter is satisfactory,
the preferred topics being: globalisation,
the environment, economics, emerging
economies and economies in transition,
employment, social policy, development,
technology, trade, business, education
and science.

* Several readers wrote ‘Don't touch the
balance’; others specifically mentioned
articles on demographics, migration,
health care, tourism, the ethics of
multinational firms, the impact of
globalisation on the South, and
methodology.

Format and Design

* 93 and 95% of readers find, respectively,
the format and number of pages
satisfactory.

* 90% describe the layout as ‘easy on the
eye’, 10% find it ‘dense’ (Figure 5). (In
response to comments that boxes were
difficult to read, we began using a
different typeface for them in issue
No. 204.)

* Our readers are avid consumers of
charts and tables: over half (56%)
consider that the (already large) number
of them is satisfactory, while virtually all
of the others (41%) want more (Figure 6).
*53% of readers describe the
photographs as ‘about right’, 28% as
‘well-chosen” and 19% as ‘irrelevant.

* Only two readers out of 540 wanted to
see a full-colour Observer.
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4. Do you think The OECD Observer should

Stay
bi-monthly?
76%

Have another -
frequency?
1%
Become
a monthly?
23%

5. How would you describe the lay-out?

Easy on the eye
90%

Dense
10%

6. Would you like to see more or fewer charts and tables?

More
41%
Same
56%

Fewer
3%

44

Conclusion

The main message to emerge clearly from
the survey is that readers are pleased
with the choice and variety of topics, as
well as with the format of the Observer.
The frequently recurring comment
(expressed in a variety of ways) that the
mix of subject matter should be left alone
is significant.

Individual responses and comments
suggesting changes do not, by definition,
all point in the same direction, and it is
not easy to analyse them.

Even so, the criticism/suggestions/
praise outline a number of strong points
and avenues for bringing the Observer
even more closely in tune with its times,
and with its present and future
readership.

* A clearer expression of the OECD's
opinions and those of the authors would
allow the style to be more direct and
more lively

* The selection of topics, while heeding
the request that the balance of subjects
be maintained, could oblige those
readers who would like more articles on
particular themes

* Maintaining the quality of the
readership and the reference value of
articles

* The publication of more charts and
tables, without making the layout too
dense.

We should like to extend our most
heartfelt thanks to the readers who
responded to our survey - for us, the
direct contact established in this manner
is essential. That is why, in the future,
we shall be inviting you again to let us
have your views on The OECD Observer.

Ulla Ranhall-Reyners
Editor



Publications

April - June 1997

Order Form at the end of the issue

Agriculture

OECD Annual Reports

Agricultural Policies

in OECD Countries

Volume 1: Monitoring

and Evaluation 1997

Volume 2: Measurement

of Support and Background
Information 1997

May 1997

Agricultural policy developments in
OECD countries in 1996 unfolded
against a background of high commod
ity prices, budgetary pressures, the BSE
crisis in the beef sector, and the imple
mentation of the Uruguay Round trade
agreement on agriculture. Agricultural
policies are becoming more ¢ le
and diverse. The enviror
development are attracting i
attention of policy-makers.

1mer

This tenth annual report evaluates
progress made in reforming agricultural
policies and agricultural trade meas-
is more reliance on

ures. There

b 1-financed measures, with weaker
links to agricultural commodities. Al-
though overall support 1o the agricult-

ural sector decreased in 19906, there are

considerable differences in degrees of
SUPPOIT ACross Countries and commodi-
nes

The report is in two parts. The Moni-
toring and Evaluation provides an evalu-
ation of overall agricultural policy de-
velopments, together with a descript-
ion and evaluation of developments in
OFECD countries. The detailed back-
ground tables, which include data from
1986-88 10 1996, and information on
policy developments, are provided in
the Measurement of Support and Back-
ground Information. This year's report
also includes sections on the Czech
Republic, Hungary, Korea. Mexico and
Poland.

A complete database of support 10
agriculture, as measured by the Pro-
ducer and Consumer Subsidy Equiva-
lents is available on diskette
(319707 1 P) ISBN 92-04-15480-9, 245pp

FF2H) LS8

Development and Aid

Development Centre Studies
Long-term Growth Series

Argentina

in the 20th Century

An Account

of Long-awaited Growth

April 1997

How did Argentina fall from its rapid
growth spiral at the beginning of the
20th century? What went wrong, and
how can it be put right? These are the
questions which this detailed. long-term
examination of the development of the
Argentine economy seeks 1o answer.

The authors use econometric analy-
sis o identifv exactly when thin
gan to go wrong and correlate h
economic policies with these pe
Over-reaction to the effect of the Great
Depression and the consequent tum-
ing inwards, reinforced in the 1940s,

associated with a heavy emphasis on

the state sector which effectively stifled
private initiative and investment, are
largely responsible for this economic
shift. It was only when such policies
were definitively abandoned that the

economy began to stabilise and grow

The lessons of this unique analysis
are equally relevant for other cot
seeking to understand the errors of the
past, in order to build a better future

tries

7 08 11 1SB

(41
FEI90 USS37 DME6

Development Centre Studies

The Role of Governance
in Economic Development
A Political Economy Approach

June 1997

Corruption, overcentralisation and in-
ternal conflicts are widespread in many
parts of the world. This book presents
an innovative approach to institutional
economics, drawing on experience in
developing countries, in order to com-
prehend these complex issues and the
links between them. In a relatively rare
type of analysis by a development
economist, the author views these phe-
nomena as systematic instances of insti-

45

10.

Bookstore

YO Bestsellers

Communications Outlook 1997
(93 97 01 1 P) ISBN 92-64-15460-4, 404pp.
FF275 USS33 DMS0 £33 ¥5.950

OECD Economic Surveys

Ireland

(10 97 18 1 P) ISBN 92-64-15435-3, 198pp.

FF125 US825 DM40 &15 ¥2.900

Also available as an electronic book and on Internet

Proposed Guidelines for Collecting and Interpreting
Technological Innovation Data, Oslo Manual

(92 97 03 1 P) ISBN 92-64-15464-7, 122pp.

FF115 USS23 DM3d &15 Y2400

Electronic Commerce

Opportunities and Challenges for Government
(93 97 04 1 P) ISBN 92:64-15512-0, 84pp.

FF45 US$9 DMI3 &6 Y950

The Agricultural Outlook 1997-2001
(51 97 05 1 P) ISBN 92-64-15469-8, 124pp.

FF150 USS30 DMa4 £19 ¥3.150

Also available on diskette

IEA Energy Technology Research

and Development Statistics 1974/1995
(6197 05 1 P) ISBN 92:64-15463-9, 208pp.

FF300 US$39 DMSS £39 Y6.300

Transfrontier Movements of Hazardous Wastes
1992/1993

(97 97 05 1 P) ISBN 92-64-15470-1, 22pp.

FF40 USS8 DMI12 &5 ¥850

Construction Price Indices
Sources and Methods

(31 97 20 1 P) ISBN 92-64-15491-4, 144pp.
FFI65 US$32 DM48 £21 ¥3,.450

Taxing International Business

Emerging Trends in APEC and OECD Economies
(23 97 02 1 P) ISBN 92-64-15455-8, 144pp.

FF140 USS28 DM40 £18 ¥2.9%50

National Accounts, Main Aggregates
Volume | 1960-1995

(30 97 02 3 P) ISBN 92-64-05258-5, 164pp.

FF220 USS43 DMG4 528 ¥4,650
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tutional failure. No magic remedies are
offered, but the essays contained in this
book provide a framework for research
and a structured approach that will be
of interest to those concerned with
policy making in developing countries.
(41 97 09 1 P)1SBN 92-64-15559-7, 9dpp.

FF90 USS18 DM26 £12 ¥1.900

Price Controls

and the Economics

of Institutions in China
Jean-Jacques Laffont

and Claudia Senik-Leygonie

May 1997

The study of economic reforms in China
is 4 fascinating subject from the stand-
point of incentive theory, since the goal
of the reformers is 1o encourage the
Chinese economy to take off by giving
free rein to market forces.

Remaining problems are connected
with the regulation of large public
monopolies, the improvement of the
fiscal system and the development of
the banking system. These problems
are complex and difficult to resolve. In
particular, there is no database which
can be used to analyse the distortions
associated with them or to evaluate the
first steps of the reforms,

This book therefore combines inter-
views with economists and politicians
with theory and empirical analysis in
order to deepen the understanding of
the nature of some of the last obstacles
to China’s economic development.

(41 97 06 1 P} ISBN 92-64-15473-6, 144pp.
FFY5 USS19 DM28 £12 ¥2,000

Sustainable Development
OECD Policy Approaches

for the 21st Century

June 1997

Since the Rio Earth Summit in 1992,
sustainability has emerged as an
over-arching policy goal in the OECD.
Real progress depends upon the inte-
gration of environmental and social
goals with economic ones. This publi-
cation provides an overview and analy-
sis of trends and identifies policy gaps
and trade-offs that have been en-
countered and points to future options.
The authors document positive trends
which have signal improvements in
sustainability, as well as areas where
progress has proved more elusive, While
the main focus is the OECD region,
expanding linkages — among all coun-
tries and regions — form an important
part of the story. The coverage of the
volume reflects the OECD's diverse
subject-matter expertise, and some of

the interdisciplinary synergies that the
Organisation can generate.

(4397 06 1 P) ISBN 92-64-15457-6, 190pp.

FFI00 USS20 DM29 £13 ¥2,100

Gazette Creditor

Reporting System

Quarterly Report on Individual
Aid Commitments

May 1997

June 1997

(4397 523 P) ISBN 92-04-05250-X, %4pp.
FF6S USS12 DMI8 £8 ¥1,400
Also available on diskette

Economy

OECD Economic Outlook
No. 61

June 1997

See pp. 39-42 of this issue of The
OECD Observer.

(1297 61 1 P) ISBN 92-64-15376-4, 210pp.

FFI65 £21 US$335 DM53 ¥3,800

1997 Subscription

FF300 USSG0 DM90 £37 ¥0,850

Also available on diskette, magnetic tape, as an
electronic book and on Internet

OECD Historical Series

From War to Wealth

50 Years of Innovation

May 1997

“This is a birthday book: the birthday
book of an idea’. The story of the OECD
begins 50 years ago when the Marshall
Plan was announced and it launched
the idea of international, intergovern-
mental co-operation.

This colourful publication celebrates
the growth of the Plan into a structure
for its delivery in the form of the
Organisation for Economic Co-operation
and Development, traces how the OECD
tracked world events and foresaw key
developments in order to keep its
member governments on course
(0397 04 1 P) ISBN 92-64-15503-1, 120pp.

FF75 US$15 DM22 £10 ¥1,580

Societal Cohesion
and the Globalising Economy
What Does the Future Hold?

June 1997

See pp. 24-27 of this OECD Observer.
(03,97 03 1 P) ISBN 92-64-15484-1, 110 pp.
FF95 US$19 DM28 £12 ¥2.000

Towards a New Global Age
Challenges and Opportunities
Policy Report

May 1997
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See pp. 5-8 of this issue of The OECD
Observer.

(039705 1 P) ISBN 92-64-15565-1, 38pp.

FF40 1SS DM12 £5 ¥830

OECD Economic Surveys

Hungary

June 1997

See pp. 35-37 of this issue of The
OECD Observer.

(1097 30 1 P) ISBN 92-04-15441-8, 168pp.
FF125 US525 DM40 £15 ¥2.900

Turkey
June 1997

(1097 27 1 P) ISBN 92-04-15439-0, 130pp.
FF123 US§23 DM40 £15 ¥2.900

185N D370-0438

1997 Subscription

FF1,750 US$385 DM330 £240 ¥39,900

Also available as electronic books and on Internet

Main Economic Indicators
Construction Price Indices
Sources and Methods

May 1997

(319720 1 P} ISBN 92-64-15491-4, 144pp.
FF165 US832 DM48 £21 ¥3,430

Korea

Sources and Methods
May 1997

(3197 141 P)ISBN 92-64-15482-5, T6pp.
FF93 US$19 DA28 £12 ¥2,000

Energy

IEA (International Energy Agency)

Energy Balances

of OECD Countries
1994-1995

June 1997

(61 97 16 3 P) ISBN 92-64-05525-8, hilingual,
360pp:

FF420 US583 DMI123 £54 ¥8.850

Also available on diskette and magnetic tapes

Energy Statistics

of OECD Countries
1994-1995

June 1997

(61 97 17 3 P) ISBN 92-64-03524-X. hilingual,
360pp.

FF420 US583 DM123 £54 ¥8.850

Also available on diskette and magnetic tapes

Proceedings

Biomass Energy

Key Issues and Priority Needs
June 1997

Biomass is a critical component in the
world energy picture with ramifications

on many other sectors including envi-
ronment, industry and trade, Biomass
energy accounts for about 15% of world
energy supply, although it can repre-
sent more than 90% of total national
energy demand in some developing
countries. A major portion of this use is
non-commercial and therefore difficult
to capture in energy data, analysis and
modelling. Policy development is also
complicated by the highly disparate
nature of parties involved.

This [EA workshop, held in Paris
3-5 February 1997, assembled a unique
worldwide panel of biomass-energy
experts from international and
non-governmental organisations, gov-
ernments, academia and private indus-
try. The policy implications of both
modern and traditional biomass use
and the latest modelling and informa-
tion gathering methodologies were ex-
amined in detail to improve under-
standing and share information about
this important energy source. These pro-
ceedings provide an exclusive, cross-
cutting overview of current biomass-
energy policies.

(0197 15 1 P) ISBN 92-64-155064-3, 4T4pp,
FF320 USS63 DMO4 £41 6,750

Renewable Energy

in IEA Countries

Vol. 1: Overview

June 1997

(61 97 14 1 P) ISBN 92-64-15495-7, 58pp.
FF70 LSS14 DM20 £9 Y1450

NEA (Nuclear Energy Agency)

Nuclear Energy Data 1997
June 1997

(6697 05 3 P) ISBN 92-64-05520-7, T6pp.
FF100 US520 DM29 £13 ¥2,100

Nuclear Law Bulletin
59/June 1997

June 1997

(67 97 59 1 P} ISBN 92-64-15394-2, 100pp.
FF165 US$32 DM48 £20 Y3800

[SSN 0304-341X

1997 Subscription )

FF290 115558 DMS8 £36 ¥6,650

Environment

Sustainable Consumption
and Production

June 1997

OECD countries are the largest con-
sumers of natural resources: their con-
sumption and production patterns have
significant environmental, economic
and social impacts across the world,



Awareness is growing of the import-
ance of decoupling high living stand-
ards from natural-resource input and
pollution output, and OECD govern-
ments are devoting more effort to un-
derstanding the forces driving their con-
sumption and production patterns, and
1o identifying and implementing strate-
gies and policies to reverse unsustain-
able trends. This publication reviews a
range of policy issues in key areas such
as water, transport, paper and improv-
ing the environmental performance of
governments, and outlines future
challenges for policy-makers,

(9797 09 1 P) ISBN 92-64-15315-5, S3pp.

FE40 1S4 DMI2 £5 ¥850

Environmental Taxes

and Green Tax Reform

June 1997

See Jean-Philippe Barde, ‘Do Economic
Instruments Help the Environment?, The
QECD Observer, No. 204, February/
March 1997.

(97 97 10 1 P) 15BN 92-64-15516-3, Sspp

FFS0 1SS10 DMIS £6 ¥1,050

Economic Globalisation
and the Environment
June 1997

The book summarises the environ-
mental implications of globalisation
(both positive and negative) in terms of
governance (the changing role of the
nation-state and other institutions), com-
petitiveness, foreign investments (pol-
lution havens/industrial migration),
sectoral economic activities (energy,
transport, agriculture), technological
change, and corporate environmental
strategies.
(97 97 08 1 P) ISBN 92-04-15514-7, S8pp.
FFG0 US$12 DMIS &8 ¥1,250

Financial, Fiscal
and Enterprise Affairs

QECD Reviews of Foreign Direct
Investment

Chile

June 1997

(219752 1 P) ISBN 92:64-15572-4, Tapp
FFT5 USS15 DM22 £10 ¥1,550

OECD Annual Reports

Competition Policy in OECD
Countries

1993-94
May 1997

(24 97 01 1 P) ISBN 92-64-15476-0, 612pp.
FF330 USS09 DM103 £45 ¥7.350

Also available on diskette

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

Privatisation of Utilities
and Infrastructure
Methods and Constraints
June 1997

(14 97 02 1 P) ISBN 92-64-15417-5, 108pp
FF75 USS15 DM22 £10 ¥1.600

Industry, Science
and Technology

Information Technology
Outlook 1997

June 1997
See Andrew Wyckoff, ‘The Growth of

Network Computing’, The OECD Ob-
server, No. 200, June/July 1997.
(9397 03 1 P) ISBN 92-64-15475-2, 234pp

FF200 18857 DMSS £ :

Steelmaking Capacity
in non-OECD Countries
Two-yearly Report

May 1997

(5897 01 1 P) ISBN 92:64-13501-5, 194pp.
FF195 US338 DM57 £25 ¥4.100

OECD Annual Reports

Research and Development
Expenditure in Industry
1974-95

April 1997

(7097 01 3 P) ISBN 92-64-05263-1

bilingual, 348pp.

FF330 USS69 DM103 £45 ¥7 350

Also available on diskette

Social Issues
and Labour Market

Trends in International
Migration

Annual Report 1996

June 1997

International migration remains a domi-
nant theme on the current international
agenda. Migration involves a growing
number of countries, notably following
the recent economic and political
changes in central and eastern Europe.
In addition, the strong economic growth
experienced by several Asian countries
has been accompanied by more mobil-
ity of labour. Overall, however, data

47

available for 1995 and 1996 contirm a
levellin-off or a reduction in new legal
immigrant entries in OECD countries.
This trend, a wrning point compared
with the acceleration of migration flows
since the end of the 1980, is more a
consequence of measures taken in
OECD countries to regulate migration
flows rather than a decrease in the
number of potential migrants.
Co-ordination of the procedures 1o pro-
cess and make decisions on asylum
requests and the difficulties encoun-
tered by immigrants integrating into the
labour market of OECD countries with
high unemployment have also played a
role in declining flows.

The publication describes the recent
trends in international migration, the
magnitude of flows, the different chan-
nels for immigration and the nationality
of the immigrants concerned. It shows
that the criteria for admission 1o host
countries is becoming more selective
and more oriented to labour-market
requirements, Once again, a preference
for temporary migration 15 apparent.
The role of immigration in the growth
of the total population and labour force
is highlighted, as well as the situation of
immigrants in the labour market. The
report also examines recent policy de-
velopments for the control of flows and
the integration of immigrants. Special
attention is given to the links between
migration, free trade and regional eco-
nomic integration.

Detailed country notes present the
main migration characteristics of
26 OECD countries and Bulgaria, Ro-
mania and the Slovak Republic. The
latter country is included for the first
time in the notes. Finally, immigration
and social transfers is the topic of a
special chapter focusing on analytical
issues and results obtained in several
OECD countries.

A statistical annex provides tbles
on foreign and immigrant populations,
foreign workers, migration flows and
naturalisations,

(8197 02 1 1) ISBN 92:64-15508-2, 272pp.
FF203 US55 DMB0 £38 ¥6,200

Transport

Road Transport Research

Recycling Strategies
for Road Works

June 1997

(7797 01 1 P)ISBN 92-64-15461-2, 132pp.
FFI70 LiS333 DM30 £22¥3,580)

Just Published

Bookstore

Employment
Opportunities

OECD Headquarters, Paris

Vacancies occur in the OECD
Secretariat in the following
activities:
Public Administration
Balance of Payments
National Accounts
Agricultural Economics
Development Economics
Energy Economics
Industrial Fconomics
Labour Economics
Monetary Economics
Econometrics
Environment
Urban Studies
Fiscal Policy
Nuclear Engineering
Macro-Economics
Nuclear Physics
Education Policies
Social Affairs
Statistics
Computing and Communications

Qualifications:

relevant university degree; at least
two or three years' professional
experience; very good knowledge
of one of the mwo official
languages of the Organisation
(English and French) and ability to
draft well in that language; good
knowledge of the other.

Initial appointment:
two or three years.

Basic annual salary:
from FF 300,000 (Administrator)
and from FF 430,000 (Principal
Administrator), supplemented by
allowances depending on
residence and family situation.
Vacancies are open to candidates
from OECD member countries.
OECD is an equal opportunity
employer and encourages
applications from female
candidates. Applications, in
English or French (specifying area
of specialisation and enclosing
detailed curriculum vitae), should
be marked 'OBS' and sent to;
Human Resources Management
OECD
2, rue André-Pascal
755775 Paris Cedex 16
France
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Special Issw
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Surveys
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Force Statistics
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ACTIVE
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For concise, up-lto-date and authoritative inform-
ation on world economic and social problems,
subscribe to The OECD OBSERVER.

Recent articles include: How Regulatory Change Affects the
Economy o Can China Achieve Self-sufficiency in Food?
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Also available on CD-Rom and as an electronic book.

This bulletin provides data for the short-term evolution of
majorlabour-force components in 17 OECD countries. Stand-
ardised unemployment data enable cross-couniry comperi-
sons, What is the breakdown of employment by sector of
activity? What are the unemployment rates by age and
gender? To answer these questions and many more you have
only to open the printed version. which provides data for the
last 23 quarters, orlook into the diskette to discover guarterly
data back to 1961,

Also available on magnetic tape and diskette.
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OECD HEALTH DATA 97

A SOFTWARE

FOR COMPARATIVE The importance of health indicators

ANALYSIS and cacmics - ely o blogial, opdhamiologi; and econtc
OF 29 HEALTH — . uisaton and aubcomes of eaith cara have begome crtelfor sl
SYSTEMS g 3 of these people in making decisions. OECD Health Data 97 addresses

this demand by presenting essential health-care indicators in one
central data-base. It aims to provide comprehensiveness, consistency
and comparability among all the health systems of the OECD member
\ countries.
\  Statistics on 29 health systems
\

| OECD Health Data 97 is a tool which should allow for better
‘ policy decisions, better understanding of the factors of production
| and variation of medical practices from one country to the other.
[ It will allow the measurment of the non-medical factors affecting
/| the health status of a population, and the understanding of the
/ / mechanisms of medical consumption and financing.

A user-friendly software

OECD Health Data 97 under Windows is user-friendly and fast. It is
quadrilingual (English, French, German, Spanish). Users can question
- of 22 and analyse the OECD health data files by selecting from an array of

= variables, countries and years. Tables, charts and maps can be designed to
display the data as the user wishes. OECD Health Data 97 also offers the
possibility of exporting data to other software applications for further analysis.

The software is designed to offer a wide range of options and flexibility to analyse and present data,
according to the requirements of the end-user.

DECD Health Data 97 characteristics
OECD Health Data 87 comprises a User's Manual and a CD-ROM or 3%2" high-density diskettes.

The software has been developed to operate on IBM PB, PC computers with Windows 95/NT 3571 or Windows 3.11, or those equipped with
a 486 or pentium processor, a hard-disk space of 30 MB, 8(16) MB RAM, and a VGA card.

Fields covered by OECD Health Data 37
OECD Health Data 97 offers a choice of more than 800 data series.

Mast of the series cover the period 1960-85. Projections on the economic environment and demography are supplied for 1996. The OECD
has also estimated some health expenditure for 1996.

OECD Health Data 97 covers the following countries: the 15 member states of the European Union, Australia, Canada, the Czech Republic,
Hungary, lceland, Japan, Korea, Mexico, New Zealand, Norway, Poland, Switzerland, Turkey, the United States.

Expenditure, financing and revenue

Total public expenditure on health, spending on in-patient care, ambulatory care, medical goods; expenditure by age-group, revenues generated
from the health and pharmaceutical industries, health-care financing

Inputs and throughputs

Health employment, medical education and training, high-technology medical facilities, medical research and development, pharmaceutical
industry activity, trade in health goods and services

Consumption, medical practices and fees

Medical consumption (DDQ), pharmaceutical deliveries (ATC), average length of stay (CIM), average length of stay (case-mix), discharge rate
(CIM), discharge rate (case-mix], surgical procedures, ambulatory surgery, other indicators on medical activity, fees for medical services

Health status

Life expectancy, potential years of life lost, premature mortality, morbidity, perceived health status

Life style and environment

Social pratection, life style and environment, nutrition

Demaographic and macro-economic references

Demographic references, labour force, education, macro-economic references, monetary conversion rates

Co-EDITION OECD/CREDES

CD-ROM (Windows 95/NT or 3.11). quadrilingual/diskettes (Windows 3.11), bilingual English/French
Monoposte version: FF1,200 US$200 DM355 E£127 ¥26,000/Network version: FF5,000 US$B60 DM1,4B0 £530 ¥108,800

Vﬁenewed subscription: FFB40 US$150 DM250 £89 ¥18.000 /
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