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Regional Competitiveness and Skills
Human resources, training, qualifications and
skills play an essential part in the develop¬
ment of regional economies. The notion of
learning' regions which has now become self-
evident has yet to be translated into practice:
but under which conditions and what are the

priorities?Tliis publication gives a comprehen¬
sive picture of current practices and future
issues. Regional policies are increasingly
focusing on human resources and their orient¬
ation towards market demand and improve¬
ment of partnerships. The diversity of regional
approaches to human resource development
in industrialised countries shows that an effi¬

cient regional governance, coupled with con¬
cern for equity, can reinforce and consolidate
national policies.This volume casts a new light
on these issues, providing a useful source of
information and inspiration for regional actors
and their national partners.
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Regional Development and Structural Policy in Mexico
Mexico is a multi-faceted country. Given the geographical and ethnic
diversity of Mexico's regions, as well as their particular cultural and
historical traditions, each of the regions making up the Federation calls
for a specific development policy. At the
same lime, economic, political and
social equilibria are going to be affected
by the trend towards more decentralisa¬
tion of political structures. Mexico is
faced with two major challenges. How
can consistency of government action
be maintained in conjunction with a firm
resolve to decentralise? How is it poss¬
ible to reconcile regional and national
development while striving to achieve
the country's integration within the world
economy? This study, which includes
many tables, maps and figures, makes it
possible to define these challenges more
clearly and therefore to clarify regional
policy options for the coming decade.
December 1997
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of The OECD Observer.

Partnership in the United States
Increasing globalisation requires more rural development
than ever before. The concept of partnership is a parti¬
cularly effective instrument in this respect, making it
easier to harmonise and co-ordinate central and grass¬
roots policy approaches. The United States provides an
illuminating example. Development programmes used
to be designed and implemented independently by vari¬
ous Federal ministries, but the introduction of different

forms of partnership over the last few years has shifted
the focus towards a more global approach to rural devel¬
opment. This publication examines the mechanisms for
establishing and running successful partnerships.
Although each country has its own traditions and a speci¬
fic administrative culture, this review offers a number of

general lessons for co-ordinating horizontal policies, both
at central and sub-national level.
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Better Understanding Our Cities
The Role of Urban Indicators

Urban indicators are essential for understanding changing
social, economic and environmental conditions in cities.

Policies, economic instruments, regulations, behaviour and
lifestyles can adapt more
easily to these changes
when citizens, firms and

governments have access
to relevant urban indica¬

tors. This report surveys
the 'state of the art' in

designing and using
urban indicators, and

calls attention to specific
types of indicators - in
particular cross-sectoral -
that should be de¬

veloped. But it is not easy
to find indicators that are

simple lo use. Inter¬
national co-operation is
essential to achieve a

common standardised set

of indicators.
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Entrepreneurship and SMEs
in Transition Economies

The Visegrad Conference
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Globalisation is moving more and more of the
traditional levers ofpolicy- economic, social.
institutional and legal - beyond the reach of
government. That same trend links the wealth

of nations more closely with their territorial
development- with the competitiveness of their
regions, with the strengths and weaknesses of
local economies.
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1% Territorial
Development Matters
Donald J. Johnston, Secretary-General of the OECD

The 'new global age' presents OECD countries with
many economic, social and political challenges. Ex¬
panding world markets, faster technological progress
and near-instant communications are accelerating the

pace of change throughout society.
These global trends affect us all but require businesses and

governments to adjust their strategies to the specific context of
their societies so as to generate the right action on the ground.
Hence urban and rural policy, and local and regional policy -
what we at the OECD have called territorial development - have
attracted increased attention as the injunction to 'think globally
and act locally' has taken hold.

The attention being paid to territorial development policies
reflects a recognition that regions and localities must be dynamic
and flexible to reach their potential. Central government policies
can be reinforced by measures at the grass roots to stimulate
entrepreneurship and innovation.

Territorial policies, historically concerned with the equitable
geographical distribution of resources, should now focus more
on mobilising local resources to build competitive strength and
create jobs. This change in emphasis can add impetus to the
restructuring of national economies by reinforcing the capacity
for self-generated change.

The economic policies agreed by OECD Ministers involve sound
macro-economic policies to ensure stable prices and healthy gov¬
ernment finances, and structural policies to improve the efficiency
of markets and raise living standards. Translating such policies
from the national level to the regional or local level will be more
successful if territorial authorities introduce complementary
measures.

Complementarity among macro-economic, structural and terri¬
torial polices is important for several reasons:

structural economic changes depend for maximum success on
stimulation of regional and local entrepreneurship and innovation

central government policies rely on dynamic communities in
which business, public authorities and civic society can establish

The OECD OBSERVER No. 210 February/March 1998

new partnerships and follow approaches adapted to their circum¬
stances

dynamic communities can strengthen social cohesion by, for
example, facilitating welfare to work' policies to integrate the
unemployed and excluded, and by pioneering new forms of demo¬
cratic participation.

Territorial development policies are a practical, operational
means of contributing to the balance between economic growth,
social stability and good governance that I have advanced as a
framework for OECD action.

At their 1997 meeting, OECD Ministers agreed that the challenge
today for governments is to 'pursue policies whereby the benefits
of globalisation are fully realised and widely shared by all groups
of society'. Territorial development policies can make an import¬
ant contribution to meeting this challenge in the years ahead.
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The Insights
of Territorial

Indicators
Heino von Meyer

The OECD countries all face a number of challenging issues:
employment, productivity and income, migration, urbanisation,
aging populations, pollution, bio-diversity, and many others.
Yet the effects are not spread evenly inside national borders.

Territorial indicators, based on sub-national, regional and local
statistics, can reveal the diversity ofconditions and trends inside

and among countries in far more detail than aggregated
national statistics. They can supply important information about

untapped developmentpotential and can signal newly emerging
economic, social or environmental issues which traditional

forms ofanalysis can identify only with long delays.

Glolialisation increases the relative

importance of sub-national regional
economies in policy analysis,
design and implementation. The
wealth of nations is ever more

closely linked to the competitiveness of their
regions, and the strengths and weaknesses of
their local economies.

Indeed, globalisation is putting beyond the
reach of national government more and more of
the economic, social, institutional and legal para¬
meters that were once under its control. National

barriers to competition and all sorts of regula¬
tion are being progressively dismantled and
removed. Essential price relations, like exchange
rates or interest rates, are less and less suscept

ible to manipulation by central administrations.
By loosening national ties and enforcing inter¬
national competition, globalisation confronts
subnational regions both with development
opportunities and with threats not previously
known. On balance, globalisation is expected
to bring gains to economies in their totality, but
it will nonetheless pose severe problems of
adjustment to a good number of regional eco¬
nomies.

The reaction to structural change and the
pressures of adjustment can sometimes produce
difficult policy decisions, since politics is often
based on conventional wisdom, on fears and

false assumptions rather than on fact. And with¬
out accurate data and adequate indicators that

5

are territorially differentiated, informed decisions
will be difficult to take, in all tiers of govern¬
ment.

A New

Dimension

Socio-economic development analyses deal
with three dimensions: thematic, temporal and
territorial. The first two are familiar. Over the

centuries economics has developed sophisticated
tools for modelling and assessing the role of time
in a vast range of themes. The dynamics of
growth and cyclical fluctuation, for example, or
of structural change and adjustment are concept¬
ualised in a wide number of ways. Yet only
limited attention has been paid to the territorial
dimension. Economic interactions and trans¬

actions are analysed, among individual persons
or firms, or among countries, but those are
usually treated as single entities ('point eco¬
nomies'), not as complex territorial systems of
interrelated units and layers. It is customary (if
unrealistic) to assume perfect mobility of fact¬
ors, goods and services; at best, transport and
other communication costs are taken into

account. If structures or structural changes are
assessed, conventional analyses tend to focus
on the sectoral mix by branches, on demographic
patterns by age or gender, on types of enter¬
prise or social cluster; only exceptionally do they
extend to territorial structures, such as urban

centres and rural areas, leading or lagging
regions, thriving or distressed local communi¬
ties.

For a long time the work of the OECD was
likewise concentrated on time series for various

themes, while more detailed territorial analyses
were rare. The Organisation is accorded a high

Heino von Meyer works on statistics and indicators in
the Rural and Regional Development Division of the
OECD Territorial Development Service,

E-mail: territory.contact@oecd.org
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The Insights
of Territorial

Indicators

Figure 1
OECD Area and Population

by Type of Region, 1990-91

80

70

60-

50

40-

30

20

10-

population

100

90

80

70

60

50

40

30

-20

	I	lO

Predominantly Intermediate Predominantly
Rural Urban

Source: OECD

degree of respect for the quality of its statistics,
which are both detailed thematically and in time.
Yet until recently the third dimension, territory
or space, remained underdeveloped. The OECD's
Territorial Development Service (TDS), treated
in 1994 to bring together formerly dispersed pro¬
grammes on local development, urban affairs,
rural development and regional policy, has mean-
while embarked on the task of establishing an
internationally consistent territorial data base,
covering more than 2.500 sub-national regional
units across OECD countries.

As OECD statistics prove, territorial differ¬
ences, diversity and disparities matter. And this
is true not only among nations but also within
countries. Neglecting sub-national development
problems and potentials can cause major ineffi¬
ciencies, and costly socio-economic reper¬
cussions, even to the point of causing political
unrest in disadvantaged regions. Yet there is
another, equally relevant, reason for generating
and analysing sub-national territorial data: inno-

I. Territorial Indicators of Employment -Focusing
on Rural'Development. OECD Publications, Paris, 1996.

vation and rapid change can make even the most
accurate time-series analysis irrelevant, since they
change the context. Pressing issues are often not
yet well covered by data sets, and there can be
substantial delays before time-series are long
enough to allow 'robust' analytical results - by
which time it may be too late to take effective
action.

Instead, development issues can be analysed
by comparing sets of territories, regions or cities.
in different stages of development. This can be
done with data for only a single year, or by com¬
paring two points in time, provided that the set
covers a large enough number of territorial units.
In this way, statistics can generate warning signals
for emerging concerns. Take (for example) bio¬
diversity loss: on national indicator lists plant
and animal species may not yet appear as 'threat¬
ened' - although the trend towards extinction
has already been observed in several regions. In
many parts of the country, 'endangered' species
may have already become extinct before the phe¬
nomenon becomes visible on a national scale.

By focusing on the specific conditions of the
regions where decline was first observed, one
might have been able to discern - much more
quickly and cheaply - the main reasons for the
reduction in biodiversity.

The set of territorial data and indicators being

built up by the OECD is thus intended to
highlight the importance of sub-national
territorial diversity in development condi¬
tions and trends. The scheme covers the

entire surface of the OECD countries, it

distinguishes local and regional layers, and
it classifies territories according to analyti¬
cal requirements, as rural or urban, lead¬
ing or lagging, and so on. A basic set of
demographic, economic, social and envi¬
ronmental indicators has been selected,
and the first series of data have been col¬

lected, processed and published.1

The Advantages
of Disaggregation

A simple disaggregation can demon¬
strate the importance of territorial analy

sis (Figure 1). Currently, some 40% of the total
OECD population live in highly urbanised
regions, which cover only 4% of the OECD terri¬
tory. At the other extreme, a quarter of the popu¬
lation lives in predominantly rural regions that
cover 86% of the surface area. The remaining
third of the population lives on 10% of the terri¬
tory. The economic and social conditions in
which these different groups are living are in
many respects very distinct. Some stniggle with
problems of over-agglomeration while others
suffer from peripherally. Availability of resources
and access to services and infrastructures are

fundamentally different. So efficient solutions for
generating and sustaining economic develop¬
ment are unlikely to be the same across the
board. Technologies and organisational patterns
that may be perfectly well adapted to high-
density areas will not be suitable in places where
population density is much lower.

The OECD approach aims to provide a con¬
sistent and flexible framework for undertaking
various kinds of differentiated territorial analy¬

ses. It allows, for example, the analysis and
clarification of apparently contradictory
observations. Territorial patterns of popula¬
tion change in Germany over the 1980s offer
an illustration (Figure 2). In that decade the
total population increased by 1.7%. Yet in rural

Figure 2

Population Change in Germany, 1980-90

Germany total
+1.7

Regions

predominantly
rural

+2.2

intermediate

+0.6

predominantly
urban

+2.1

rural local communities total +1 .0

+1.5

+6.0

+0.2

+0.8 +2.2

urban local communities total +1 .9
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Analysis

0.45

0.40

0.35

0.30

0.25

0.20

communities (local units with a

population density below 150 inhab¬
itants per km2) the increase was only-
half that in urban communities: 1.0%,

compared with 1.9%. From a more
aggregated, regional viewpoint, the
predominantly rural regions (those
where more than 50% of the popu¬
lation live in rural communities)

showed the biggest increase (2.2%).

Here, indeed, population growth was f) , ,;
even slightly higher than in urban- 01fJ
ised regions (2,1%), while the figure
for intermediate regions stagnated
(0.6%), ' 045

I bus. depending on the choice of 040
aggregation for analysis, one can come 0 35
to very different conclusions. Figure 2 0 30
underlines the importance of differing 0.25
local dynamics within each type of 0.20
region. In the predominantly rural 0.1 5
regions, small and medium-sized towns 0.1 0
experienced by far the highest increase
(6.0%). Among the rural (local) com¬
munities, those in urbanised regions 0.45
gained most (1.8%). In intermediate 0.40
regions both rural and urban commu- 0.35
nities showed only modest increases. 0.30
This approach clearly demonstrates that 0.25
rural and urban development issues can ° ;°
no longer be treated separately. Urban
centres have a critical role to play in
the economic development of rural
regions, while important environmental
or recreational qualities of urban
regions depend, in fact, on those of
their remaining rural areas.

Demographic structures, such as
age-cohorts or gender, can also provide
territorial indicators with an economic

relevance. Geographical concentrations
of young and old populations are im¬
portant considerations in assessing the
viability of local infrastructures and ser¬
vices. The location of these populations
will condition the effectiveness of different

solutions for providing education, health care,
and so on; and the costs per unit of delivery
might be very different.
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Figure 3

Territorial Patterns of Youth and Aging
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Dependency ratios - a coefficient of the
number of young (aged below 15) and old (65
and above) inhabitants to those aged 15-64 -
are commonly used to assess differences in age-

structure. If dependency ratios are com¬
pared across subnational units, a clear
pattern can be observed. In all OECD
countries ratios are positively correlated
with rurality. Rural regions always have
higher percentages of dependent popu¬
lations. The higher the regional percent¬
age of rural population (living in local
communities with densities below 15(1

inhabitants per km2), the higher the
regional share of young and old people,

Obviously, this characteristic will
have repercussions for the regional
economy and might suggest a higher

,. concentration of support policies. But
0 40 the impact will be different if instead a
0 35 region depends on young or aged
0 30 populations. Some retirement regions -
0.25 usually in places with high amenity
0.20 values - have even completely special-
0.15 ised in providing services to older
0.10 populations, whose pension income

100 can bring considerable wealth to the
local economy.

0.45 Figure 3 demonstrates that the terri-
0.40 torial patterns of age-structure within
0.35 and among OECD countries are rather

0.30 different. Correlations with the degree
0-25 of rurality, or urbanisation, are some-

1 °-20 times positive, sometimes negative.
°-15 Although in Germany and Australia,
°'10 say. the share of aged populations is

often higher in urban than in rural
regions, for Japan and Spain the
opposite is true. In these two countries
there is a strong positive correlation
between rurality and aged populations.

Thus, in most OECD countries,

0 20 population aging has a clear territorial
0.15

0.10

100 take territorial implications explicitly
into account. Social transfers and pen¬
sions, the provision of social infrastruct¬
ure and services will all affect regional

economies. And it is vital that relative demand

in urban and rural regions for schools and health¬
care facilities be known. It is not only a quest¬
ion of numbers of clients: the appropriate

n 0.45

0.40

0.35

0.30

dimension. Analyses and policies that
address such issues in the future should
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technologies and organisational structures for
efficient public and private service delivery will
not be the same in urban and rural regions.

The importance of territorial patterns in
demographic and other social phenomena is
becoming clear. But territory matters also for
the assessment of economic structure and per¬
formance. For instance, as work on the territo¬

rial patterns of employment has shown, urban
regions have often been more successful than
rural regions in creating new jobs. But a distinct¬
ion between leading and lagging regions shows
that more people live in declining urban regions
than in badly-off rural ones. And, in the event,
many rural regions have been able to generate
higher rates of employment growth than the
national economy, again pointing to the unsatis¬
factory nature of sweeping statements based
on national aggregates. Urbanised settlement
patterns are in no way a guarantee for better
economic performance; and rural regions are
not doomed to decline. Indeed, if the causes

of rural or urban successes were better under¬

stood, it might become possible to stimulate
employment in both rural or urban areas that
are still lagging.
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Arresting
in Urban

Andrew Davies

Distressed urban areas arefound wherever in inner cities and
in suburbs the normalprocess of revitalisation hasfailed. Left
untreated, such areasgenerate substantial social and economic
costs. To compensate for the limited effectiveness of sectoral
policies in responding to the concentration ofproblems in
particular districts, governments are innovating with area-
based, integrative strategies.

In the period immediately after the
Second World War, much of South Central

Los Angeles was a prosperous, vibrant,
high-employment, mixed-race, mixed-
income area. Sharp neighbourhood

decline began in the 1970s as the manufacturing
sector contracted, leading to factory closures and
relocations and to high unemployment, followed
by a movement out of the area, initially of white
residents and later of middle-class black residents.

The result was a rapid undermining of the eco¬
nomic and social fabric of the area, a spiral of
decline that took just a few years to develop.

This example is typical of the two-stage pro¬
cess of neighbourhood change that has trans¬
formed previously stable working-class areas of
many OECD cities. The first phase, from stabil¬
ity to transition, is characterised by an increase
in unemployment. The closure of a local fact¬
ory, for example, or the decline of the dominant
local industry, brings about a reduction in real
incomes, caused partly by unemployment but
also by initial out-migration by wealthier resi¬
dents. Although in some instances the local

Andrew Davies works in the Urban Affairs Division of

the OECD Territorial Development Service.

E-mail: territory.contact@oecd.org

economy can emerge from recession or new
economic activities develop, some areas decline
to what has been called a state of 'structural crisis'.

When this stage is reached, poverty and unem¬
ployment are accompanied by a lowering in edu¬
cational attainment, reduced rates of family
formation, the burgeoning of an informal
economy, and increased criminal activity. By this
time, the area has usually acquired an unfavour¬
able reputation which serves to reinforce ex¬
clusion and inhibits potential rejuvenation
through inward investment.

The starting point of this transformation and
its consequences are difficult to clarity, but the
main catalysts are clearly economic - a fall in real
incomes, reductions in participation rates, in¬
creased benefit dependence, and so on. But other
'exogenous' factors also play an important role.
For example, changes in government policy, such
as more stringent zoning regulations, which re¬
strict the availability and location of affordable
housing and reduce the quality of public services
and of mass transport infrastruchires, can radically
reduce the attractiveness of a local area as a resi¬

dential location. When local individuals and insti¬

tutions - not least home-owners, businessmen,

would-be entrepreneurs, insurers, bankers and civil
servants - perceive that such a process is taking

The OECD OBSERVER No. 210 February/March 1998



Analysis

Decline

Areas
place, they react to protect investments and mini¬
mise risk; and many choose to move.

As wealthier residents and enterprises filter
out of an area, the concentration of groups vul¬
nerable to poverty increases. The main catego¬
ries concerned include single-parent families,
families with young children, people with low
or no formal educational qualifications, ethnic/
racial minorities, recent immigrants and those in
sheltered housing, such as the disabled. The
concentration of these groups can become
striking. In comparison with a typical urban area,
the deprived areas in the United Kingdom, for
example, have 20% more residents under 15
years of age, 35% more under 25 years, 15%
more with long-term disabilities, and twice the
number of lone-parent families. Roughly the

same general pattern - of a local population signi¬
ficantly different from the national norms - can
be discerned in France (Figure, p. 11) and in
numerous other OECD countries.

Disadvantaged areas in OECD countries share
a wide range of other characteristics: very low
educational attainment, low in-school perform¬
ance at all ages and high rates of delinquency,
high long-term youth unemployment, high crime
rates, low degrees of participation in commu¬
nity associations, low turn-out in elections, high
proportion of households with no car and/or
telephone, high permanent disability/invalidity
rate, high incidence of preventable diseases such
as tuberculosis.

Concentrated deprivation also leads to a form
of discrimination based on place of residence,
often termed 'address effects', which means that

employers are reluctant to hire people who live
in particular areas; potential entrepreneurs are
unable to get commercial loans for start-ups; and
young people in the area have problems find¬
ing places in higher education.

The decline of a city-centre can be rapid - tos Angeles, soon after the Second World War, was rich and
multi-ethnic, offered a wide range of jobs, and was inhabited by a broad mix of social groupings.

Each of these phenomena involves at some
stage a loss of individual potential, a reduction
in personal choice and opportunity and implies
extra expenditure by government. Moreover,
prevalence of one characteristic produces pre¬
valence of another, and these mutually re¬
inforcing relationships combine to generate a
vicious cycle of decline. Left alone, the condi¬
tion of these areas tends to worsen systematically,
even to spill over into adjacent areas. Breaking
the cycle and arresting decline require substan¬
tial additional policy effort but would avoid even
larger socio-economic costs and fiscal expendi¬
tures in the future.

Tackling
Concentrated Deprivation
Multiple deprivation of this type has a number

of important repercussions:
local residents have difficulty obtaining edu¬

cational or vocational qualifications as a result
of poorer educational facilities and fewer role
models

low-skilled workers tend to be isolated from

jobs when enterprises move elsewhere
'negative externalities', such as high crime rates

and vandalism, inhibit the creation of local em¬

ployment opportunities by, for example, re¬
quiring firms to install expensive security
equipment or paying inflated insurance premia

because of low rents (or high vacancy rates in
public housing), these areas tend to house the
least well-equipped migrants - from other parts
of the city, other cities, rural areas, or other coun¬
tries

the dominance of the informal economy means
that much entrepreneurial activity is undeclared.

Policy measures intended to rejuvenate these
areas thus should take into account the com¬

plex mix of factors involved. Low employabil-
ity, for example, is caused by lack of skills, but
also by prejudice against people from particular
neighbourhoods; and degraded physical environ¬
ment is caused by poor design and maintenance,
but also influenced by behaviour patterns that
undermine concepts of common ownership and
local pride. >
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FOCUS

Two Integrated Urban Poky Approaches

The Area-Based Approach
to Long-Term Unemployment in Ireland
At the core of Ireland's effort to reduce the

incidence of concentrated unemployment are
38 Area-Based Partnerships in disadvantaged
urban and rural communities created by the
Irish Government and the Structural Fund of

the European Union (EU) in 1991. The task of
these partnerships is to reconsider the prob¬
lems of unemployment within their jurisdict¬
ions and devise effective responses to them.
Legally the partnerships are independent cor¬
porations under Irish company law. Their
boards group representatives of local commu¬
nity interests, including the unemployed, re¬
presentatives of the national organisations of
labour and business, and local or regional re¬
presentatives of the national welfare, training
or economic-development administrations.
Through this structure, the partnerships often
have de facto authority over a substantial
share of the local activities and expenditures of
core agencies of the national government. In
addition, they have the right to provide ser¬
vices and build institutions not contemplated
by the statutory bodies.

In six years of operation, urban partner¬
ships have developed innovative techniques
for retraining and placing the long-term un¬
employed and building potentially self-sus¬
taining firms that provide both training and
jobs for them. They have also established new
programmes to help young people leaving
school early and single mothers, and to en¬
courage community policing and the manage¬
ment of housing estates by their tenants.
These innovations, moreover, are accompa¬
nied by local proposals for adjustments to the
rules governing eligibility for social welfare
benefits whose purpose is to make participa¬
tion in the new programmes broadly afford¬
able and attractive, and to remove the

disincentives that often deter the most needy

from exploring their possibilities.

The SRB Challenge Fund
in the United Kingdom
City Challenge, launched in 1991, and its suc¬
cessor, the Single Regeneration Budget
Challenge Fund introduced in 1994, were
major departures from previous, centrally

defined urban policies for a number of
reasons:

the Single Regeneration Budget (SRB) com¬
bines funds from four government depart¬
ments under one roof, with the aim of

simplifying administration and providing more
flexibility in the use of funds, and is adminis¬
tered by deconcentrated regional offices

the programme is based on the assumption
that strategy should be defined locally rather
than nationally, with government establishing
overall guidelines

applications for funding must come from
formal partnerships that include the commu¬
nity sector, who must be involved in the devel¬
opment of strategic plans and participate in
implementation - an explicit recognition of the
importance of the 'bottom-up' approach

bids could include a wide range of activities,
such as enhancing the employment prospects,
education and skills of local people; improving
the competitiveness of the local economy; im¬
proving the physical environment and housing
and housing conditions; promoting initiatives
of benefit to ethnic minorities; tackling crime;
and raising the capacity of community groups

partnerships were expected to leverage
private-sector finance of at least double the
public-sector commitment

the allocation of funds was organised as a
'competition' with local partnerships making
formal bids and central government choosing
the most promising applications.

The range of possible projects that can be
funded by partnerships was intentionally
broad in order to encompass the range of local
requirements and responses - defined locally.
In fact, it has been argued that the objectives
are less important in the long term than the
process by which these objectives are
achieved. In other words, the process of con¬
sultation and partnership involving a range of
different groups and associations, including
representatives from the community sector, is
a more significant institutional development
than the simple number of jobs created. The
task of working together to formulate and
implement a strategy strengthened these part¬
nerships, engendering a spirit of co-operation
and trust that had not been present in the
local setting before.

Government initiatives in OECD countries

over the past twenty years have approached the
question from a number of different angles:

additional resources have been allocated to

specific areas and their residents (positive dis¬
crimination) or additional benefits and entitle¬

ments made available to individuals wherever

they reside
funding has been provided for services and

programmes used only by particular groups, such
as job clubs and other employability schemes
for the long-term unemployed and day-care
centres for single mothers, or general amenities
available to all residents, such as libraries or

public parks
programmes have promoted mobility and,or

commuting by local residents able to relocate or
improvement of employment opportunities and
housing conditions in the local area

inward investment by enterprises from outside
the area has been encouraged through subsi¬
dies and incentives or concentration on build¬

ing endogenous economic development
capacities through training and entrepreneurship
programmes

wholesale area clearance and redevelopment
or incremental renovation and modernisation.

In general, centrally conceived and adminis¬
tered sectoral programmes to limit urban depri¬
vation have been only partially effective in OECD
countries. First, sectoral policies, chiefly welfare
and housing, were unable to cope with the
changes in population profiles and socio-eco¬
nomic conditions that were affecting many urban
areas. Second, few policies were introduced in
a strategic, co-ordinated manner appropriate to
the interrelated problems that characterise dis¬
tressed areas.

One approach that was politically popular in
the 1980s was the promotion of mobility, en¬
couraging people to move to where opportuni¬
ties were more plentiful by subsidising home-
ownership, particularly for first-time buyers, and
through the construction of affordable housing
units in suburban areas. But because these poli¬
cies were implemented without a clear area-wide
strategy, and did not take enough account of
the ability and inclination of people to relocate,
they have had only limited success. As a result.

The OECD OBSERVER No. 210 February/March 1998



orial

pment
Analysis

these programmes have often benefited only the
better-off local residents who were able to afford

the part of relocation costs not taken on by the
government. Perversely, the net effect was to
increase the concentration of low-income families

in the deprived area. Such policies have also
encountered strong opposition from residents of
other neighbourhoods within the metropolitan
area who fear that in-migration of lower-income
families will affect the prices of houses. In some
countries, moreover, construction companies

have not been keen to provide low-cost hous¬
ing in middle-class developments. Furthermore,
the implication that residents should try to
'escape' from certain neighbourhoods has stigma¬
tised the area concerned, again impeding its
regeneration.

Integrated
Development

In spite of these setbacks, the process of trial
and error in urban policy in OECD countries over
the past two decades has led to the emergence
of more integrated, multi-sectoral policy ap¬
proaches which have two main characteristics:
they explicitly recognise the inter-relationships
between the socio-economic factors affecting
urban areas-, they stress endogenous develop¬
ment and the creation of opportunities within
the deprived neighbourhood.

One fundamental assumption of this new
policy approach is that the first task of central
government is to ensure that framework condi¬
tions favour balanced urban growth and regen¬
eration of run-down areas. Government should

The housing developments on the outskirts of

many a European metropolis - as here the Cité
radieuse of Le Corbusier in Marseilles - had

their origins in the planned expansion intended 1
to cope with a growing population.

thus guarantee the full range of services and
functions that are provided elsewhere. In some
cases this step involves providing extra resources
to compensate for the additional costs, often in¬
curred by the local authority, of providing basic
infrastructures. In addition, government should
recognise that in some areas private markets do
not provide equal access - for example, to vent¬
ure capital or financing, which is particularly dif¬
ficult to obtain for entrepreneurs from distressed
areas. Other means to this end are the relaxa¬

tion of land-use regulations (on the basis of an
overall urban-region development plan) and the
re-allocation of infrastnicture spending to guide
growth to particular areas. In addition, govern¬
ment has a crucial role to play in limiting the
pernicious effects of racial prejudice in the labour
and housing markets, and working to reduce
social segregation.

A second assumption is that central govern¬
ment alone cannot address the complex prob¬
lems facing distressed areas; instead of
over-ambitious direct action, it can better pro¬
vide the institutional framework by which a con¬
certed, partnership-based policy can be
delivered. A number of common features can

be discerned in current strategies of OECD gov¬
ernments to foster integrated policy responses:

a dynamic approach to social policy by means
of a more flexible, co-ordinated delivery of main¬
stream policy involving, for instance, the estab¬
lishment of inter-ministerial commissions to

assure national coherence

an emphasis on targeting funds to specific local
areas and the development of systems by which
national goals can be achieved on the basis of
locally devised strategies

the involvement of non-governmental institu¬
tions from the private, community and associa¬
tive sectors in strategic planning, policy
formulation and implementation in local frame¬
works

the promotion of formal and informal institu¬
tions based on partnership between a number
of different bodies

clearer monitoring and evaluation of policy
effectiveness, including the recognition of local
initiatives as sources of innovation and ideas 10

inform national policy.
Over the past decade, a number of pro¬

grammes have been introduced by OECD gov¬
ernments that incorporate these characteristics,
such as the Major Cities Programme in the Nether¬
lands, the Zones d'initiativeprivilégiées, Contrats
de quartier and Social Impulse Fund in Belgium,
the US Empowerment Agenda, including the
Empowerment Zones and Enterprise Communi¬
ties programme, the range of measures included
in the French Politique de la ville (Contrats de
ville, Pacte de relancepour la ville, Zones/ranches
urbaines, and others). City Challenge and the
Single Regeneration Budget in the United King¬
dom and the Irish Anti-Poverty Strategy and
numerous initiatives in the framework of the

Figure

France: Population Characteristics
in Distressed Urban Areas, 1991
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Source: OECD

11 The OECD OBSERVER No. 210 February/March 1998



Operational Programme for Local, Urban and
Rural Development (box, p. 10).

The process of developing integrated strate¬
gies is relatively advanced in some countries and
at the planning stage in others. In those with a
longer history of national urban policy, a clearly
observable process of incremental improvement
in policy design can be seen. Indeed, current
policies are the result of conscious adaptation
of previous measures, now enhanced by the
extensive exchange of information between
countries. The debate there is moving on to issues
such as: the implementation of preventative as
well as remedial strategies; the development of
effective spatial targeting and resource-allocation
models for identifying the areas involved; the
institutionalisation of processes for community
empowerment; the provision of flexible funding
channels for local initiatives; the setting up of
monitoring and evaluation procedures that en¬
courage 'policy learning' and better exchange
of ideas.
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Rural areas are changing. Employment is rising, and more and
more urban 'migrants ' are settling there. How can the dynamic
factors crucial to a country's growth befostered? And how can
the specialfeatures of rural areas be put to full use, and these
dynamicfactors encouraged in areas in difficulty?

Two features have been shared by a
good number of rural areas in OECD
countries over the past ten years or
so: a marked rise in employment, and
population increase above the

national average. But the disparities between rural
areas are nonetheless becoming more marked.

The 'intermediate regions' - where more than
half of the population live in communities of
less than 150 inhabitants per km- - show the
best results: in 21 of the 25 countries examined

the rise in employment is above the national
average, by as much as 9.5 percentage points in
Canada and 7.3 points in the United Kingdom.
They account for 42% of net job-creation across
the OECD countries, in other words, as much as

all urban areas, and are the only regions to show
a net gain in industrial employment.

Employment growth in the predominantly
mral regions - defined as those where the popu¬
lation is spread between sparsely inhabited com¬
munities and small and middle-sized towns - is,

taken as a whole, below the OECD average. But

Chantai Illouz-Winicki and Denis Paillard work in the

OECD Territorial Development Service. Denis Paillard
also lectures at the Institut national polytechnique in
Toulouse (TNP-ENSAT).

E-mail: territory.contact@oecd.org

in most member countries a few of them are

among the most dynamic areas, particularly in
Germany (Lower Bavaria) and the United King¬
dom (the Western Isles). A rural area is therefore

not necessarily a backward area (Figure).
It is not easy to explain why an area is

dynamic, or backward. Complex forces are at
work: specific local factors, stmctures and aspects
that are hard to assess precisely, such as cultural
traditions, business networks and an attractive

natural setting.
Over the last ten years new development

trajectories that are specific to rural areas have
become apparent. They rely on local 'networks',
where firms offset their lack of size through co¬
ordinated operations (for example, the clusters
of firms operating in Northern and Central Italy).1
Small and medium-sized towns, where a sub¬

stantial share of industrial production is concen¬
trated, play a key role.2 In these towns and to

I.Mario Pezzini. 'Entrepreneurial Towns'. The OECD
Observer, No. 197. December 1995/January 1996.

2. Heino uon Meyer and Philippe Miibeiin. Employment
is a Territorial Issue'. The OECD Observer. No. 203.

December 1996/fanuary 1997.

3. D. Keeble. The Influence of the Rural Milieu on

Enterprise Creation, OECD-TDS. working document,
forthcoming 1998.

4. Undertaken for France Initiative Réseaux, this survey
looks at differences between urban and rural enterprises,

in particular at their ability to obtain financing.
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New Business

in Rural Areas
some extent around them, services are the main

source of job-creation; calling for little capital,
services also represent the bulk of business-
creation. Away from the towns, agriculture
remains important, but more in terms of land-
use and -management than for employment and
business-creation,

Special
Characteristics

Broadly speaking, rural areas have three
special features for business-creation. First,
growth in rural economies comes more from
existing enterprises than new ones, particularly
in the industrial sector. As a rule, there is less

'turbulence' (creation and destruction of firms)
than in urban areas. New businesses are accord¬

ingly less common than in cities and larger towns,
but survival rates are better: in France, between
1987 and 1995, the five-year survival rate fell
gradually as population density increased, from
51% (communities with under 5,000 inhabitants)
to 44% in towns. A number of reasons can be

advanced: higher continuation rates (firms set
up to take over existing activities), less competi¬
tion in local markets, more determination when

firms run into difficulties, through a genuine or
perceived lack of alternatives, meaning that less
money is taken out of the firm or more capital
injected.

Micro-firms (those with under ten people on
the payroll) and self-employment predominate
in business-creation in rural areas. Research in

the United Kingdom indicates that 'migrants' from
towns play a central role here.3 These are skilled
people who settle in rural areas and bring their
technical knowledge and business connections
with them. Their choice of location is governed
as much by reasons of 'quality of life' as strictly

economic ones, or more so, which places the
value of some incentives (tax relief, grants and
so on) in a different light.

A SOFRES survey4 underway in France con¬
firms the importance of personal considerations
in decisions to locate in rural areas: closeness to

home (36%) and other personal reasons (28%)
predominate, followed by opportunity (24%).
Strictly economic reasons come after that: close¬
ness to markets (16%), financial savings (8%),
local infrastructure (4%), closeness to suppliers
(3%). Specific area assistance receives little
mention: only 1% of locations.

Last, business-creation in rural areas covers a

varied range of activities - crafts, commerce and
services - and the multiplier effects are slight for
those aimed at the local market (which is narrow)

but larger for those directed at outside markets,
generating trade and financial flows. In isolated
areas, business-creation is usually aimed at local
consumer markets (retailing, community services)
or new market niches (products with a strong
regional identity). In more accessible areas it is
aimed more at services or intermediate goods

Figure

Dynamic Regions:

Change in Employment by Sector,
1980-90
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(sub-contracting). It is notable that business ser¬
vices, from office maintenance to consulting, are
still under-represented in rural areas because
local markets are so small.

In short, business-creation in rural areas is

hampered by inaccessibility, the lack of com¬
munications infrastructures and business services,
and a shortage of human resources. But deci¬
sions to set up in business and to locate in a
particular place often seem to be based on per¬
sonal considerations, and these constraints only
come into the equation later on. The structure
of the economic environment (its fabric, and

networks of small firms) and the input from
migrants, on the other hand, both seem decisive
factors in the creation of new businesses, as the
example of industrial districts confirms.

New

Market Niches

As economic globalisation proceeds, height¬
ened competition in generic items is leading to
specialist production in areas where it is appro¬
priate, and market segmentation is also opening
up new niches. Many rural areas, or firms in
rural areas, have developed strategies for enter¬
ing, and sometimes actually creating, these
niches.

One strategy is to rely on local resources,
natural and cultural, on the local setting, know¬
ledge and the general social environment. Pre¬
serving and enhancing them may prove a direct
and indirect source of business creation. Cheese-

making in hill farms (or similar activities) can
thus assist development in these areas, just as
much as the mountain environment. In some

areas there is a genuine market for rural amenity
(striking landscape, cultural heritage, natural
resources), for instance, when associated with

tourism development. Products linked with
amenity can be marketed with local certification

(labels, certificates of origin, producer charters
and so on).

Population aging in OECD countries over the
coming decades will open up a niche for rural
areas. Catering for senior citizens is a potential
source of activity whose scale has to be assessed
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The 'Territorialisation' of Employment Policies
Sylvain Giguère

Most of the structural factors that affect em¬

ployment, such as labour costs, the degree of
job security and the amount of unemployment
benefit, are uniform within national borders.
But this Is not true of unemployment and job-
creation rates, which can vary enormously,
and which depend in part on local character¬
istics (such as the structure of industry). 'Terri-
torialised' policies, which would take this
difference more fully into account, should
make it easier for the labour market to adjust
and help stimulate the growth of employment.

The territorialisation of employment policies
is a concept that means different things in
different countries, reflecting a wide spectrum
of political structures and approaches to gov¬
ernment intervention.

One view is that territorial organisation is
primarily a means of enhancing the effective¬
ness of national policies. This (typically top-
down) approach is used frequently in France,
where local authorities are able to exert some

influence over how measures taken by the
government are implemented.1

Another approach is based on power-
sharing between the various tiers of political
organisation. Whether it stems from political,
economic or historical factors, this division, to

varying extents, enables regional governments
in federal countries - such as Belgium,
Canada, Germany, Switzerland and the
United States - to play an active role in the
labour market.

In a contrasting (bottom-up) approach to
territorialisation, a variety of local interests
(such as local authorities, social partners,

Sylvain Giguère is a consultant in the OECD LEED Pro¬
gramme.

E-mail: territory.contact@oecd.org

entrepreneurs, the public employment service
and community groups) pinpoint problems
and possible solutions and, on that basis, sub¬
mit proposals for localised action to the vari¬
ous echelons of government. Countries in
which labour-management consultation pre¬
vails - in the Nordic countries, inter alia -

often use this approach to implement labour-
market policies.

At present, a number of OECD countries are
in the process of territohalising their employ¬
ment policies. These efforts, which are often
driven by budgetary pressure, seek to enhance
efficiency and, in some instances, may trigger
far-reaching changes in governmental institu¬
tions. Although they may seem very different
on the surface, all these changes have one
thing in common: they lead to flexible territo¬
rialisation, enabling the empowerment of
those involved at each stratum, according to
their requirements, their potential and their
abilities.

This new territorialisation affects all aspects
of employment policies. A number of countries
are seeking a new division of responsibilities
that could vary from one part of the territory
to another. Canada is one of those countries

that have chosen a gradual and asymmetrical
path: out of the ten provinces, four will hence¬
forth bear full responsibility for active labour-
market policy, and four others will administer
it jointly with the federal government. The
outcome of these new arrangements will be
felt locally, where they may give rise (as they
will in Quebec) to a consolidation of the ser¬
vices delivered to various segments of the
population.

In the United States, it is the 'Welfare to

Work' reform that is having major local reper¬
cussions. The individual states, which are

being given full authority to tie work require¬
ments to welfare benefits for the disadvant¬

aged, are making counties play a major role in
implementing the new measures, especially in
making available to welfare recipients public-
interest or other activities which are now

obligatory. A similar measure, targeting young
people in particular, will come into effect in
the United Kingdom next April.

Another form of action is to organise local
round tables to administer unemployment
programmes in economically distressed territo¬
ries. As a rule, the primary role of these part¬
nerships is to foster consultation on projects of
interest to the community, taking an inte¬
grated approach to problems of joblessness
and economic development, but they would
seem to be more useful yet. Drawing on first¬
hand knowledge of local problems, they them¬
selves are able to set up activities (such as
training, advisory services and assistance for
business start-ups) which in many cases are
seen as especially effective - and particularly
those programmes that are aimed at groups,
such as young people and the long-term un¬
employed, for whom it is hardest to get back
into the mainstream. Governments are estab¬

lishing contractual relations with such part¬
nerships and proposing to set up similar ones
throughout the country.

Local arrangements of this sort between
governments and business and the unions can
be found in several countries, including
Belgium, Ireland and Italy. In EU countries, a
number of local partnerships are supported by
the European Commission in conjunction with
Territorial Pacts.

I. Local Management tor More Effective Employment
Policies, OECD Publications, Paris, forthcoming 1998.
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Qualified 'migrants' from towns, with their
technical skills and access to commercial

networks, play a vital role in business-creation
in rural areas.

without delay. This social group, more mobile
than earlier generations, often with more dis¬
posable income than the rest of the population,
is of growing demographic and economic im¬
portance. Rural areas are already benefiting from
this trend in tourism, in high season and at other
periods; and senior citizens are also becoming
new residents, either temporary or permanent.

Jobs in tourism are increasing at between two
and ten times the pace of total employment in
rural areas, but more slowly than tourism itself:
the ratio of jobs in tourism to tourists is lower in
rural areas than the sector average. In France (a
leading market for tourism, including rural tour¬
ism), the discrepancy is 40-50% for accommo¬
dation and catering, and 65-85% for recreational
services. The supply of inputs for tourism in rural
areas is diverse and dispersed, so the products
on offer are not always easy for the market and
distribution channels to identify. The character¬
istics of demand for rural tourism thus have to

be examined more closely to develop more

5. David Blandford and Linda Fttlponi, 'Electronic
Markets in the Agroo-food Sector'. The OECD Observer.
No. 208. October/November 1997.

appropriate products, before lending financial
support to projects.

New information and communications tech¬

nology can play an important role in business
development in rural areas, breaking their iso¬
lation and lowering the cost of access to inform¬
ation and so giving impetus to business links
and network-building. But to achieve critical mass

(number of users, density of trade) and make
use of network economies, the use of inform¬

ation technology has to be promoted, The risk
of marginalisation for areas not joining in these
moves, as well as many encouraging examples,
offer an incentive to use such technologies, and
particularly the Internet, which can open up new
forms of marketing and information access."

A New Generation

of Rural Policies

An early generation of policy for rural areas,
from the 1960s on, sought to attract businesses
from outside through tax measures and direct
assistance tailored to the area. The next gener¬
ation, starting in the 1970s, looked for endo¬
genous development based on local potential
and requirements.

The policies currently being pursued in OECD
countries combine various aspects of earlier ones
with new measures. Support systems are more
complex, mixing direct assistance with arrange-

Cheese-making in hill farms and similar
activities can contribute as much to economic

development as the attraction of the mountains
themselves.
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as both temporary at
residents.

ments for long-term advice and follow-
up for new businesses. This approach
brings business-creation and business-
development policies closer together,
and is helping to overcome the short¬
age of advanced services in rural areas.
Informed follow-up, extending over
considerable periods, substantially im¬
proves the success rate of businesses.
The system introduced in Canada, for
instance, has cut the failure rate from
63% to 32%. As earlier measures (Act 44)

proved successful, Italy has strengthened
its novel arrangements, which include
the 'tutoring' of new entrepreneurs by
experienced ones (the transmission of
empirical expertise).

The new generation of policies is a
combination of individual and collect¬

ive approaches:
overall funding, de¬
centralised appli¬
cation of policy (and
sometimes decen¬

tralised design as
well), partnership between the public
and private sectors, due consideration
of cultural, social and environmental

aspects, as in the European Union's
'Leader' programme, for instance.
Spreading a culture of entrepreneur-
ship - in schools and universities, and
within local communities - helps to increase the
rate of business creation: in Canada, for instance,

doubling it in five years (in relation to the labour
force) from 7 to 14%.

A number of important lessons can be drawn
from evaluations of rural development policy.
Co-operation between government departments
is essential to focus joint efforts on businesses
locally (assistance for innovation, investment, em¬
ployment and exports, for instance). In addition,
measures seem to operate more effectively when
targeted at networks of small and medium-sized
enterprises (SMEs) and not simply at individual
firms. By extending business networks and de¬
vising local development strategies, resources can
be pooled, business links can be consolidated,
efforts can be concentrated to make more of an

impact, and new opportunities for business
creation can be much enlarged.

Decentralised policies combine a range of
direct and indirect measures, aimed both at entre¬

preneurs and existing firms and at rural commu¬
nities as a whole. They seem particularly
effective. Their efficiency rises when they include
permanent monitoring and appraisal systems,
which make them more responsive.

Partnership between public and private sect¬
ors is seen as one of the keys for successful
operation and application of programmes in¬
tended to support SMEs, together with attention
to the transmission of informal knowledge and
expertise. Assistance or possibly tutoring from
an experienced business-manager seems ess¬
ential.

Rather than transfers to offset handi¬

caps, government policy to foster job
creation in rural areas calls for invest¬

ment to mobilise overlooked or

underused resources (natural resources,

knowledge, dispersed production poten¬
tial) so as to enhance comparative ad¬
vantages (the local image, for example,
collective expertise, or short response
times). A package of intersectoral sup¬
port for business-creation and develop¬
ment seems particularly effective
(administrative support centres and
research and advisory units available to
all firms in a given area, for instance).
Support of this kind has to take account
of territorial factors which will help keep
transaction costs down and raise the

competitiveness of firms working
together, as well as establish compara¬
tive advantage and set up professional
networks.

Rural areas are developing. Promo¬
ting business-creation entails taking
account of government and institutional
reform: integrating the role of local com¬
munities and regional tiers of govern¬
ment more effectively: linking gov¬
ernment action with action by private
operators; and combining sectoral and

intersectoral measures, without neglecting the
non-economic dimensions.
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Regional Policy
in Mexico
Denis Besnainou and Laurent Davezies

The territorial policies of the Mexican government find their
form in the structural policies implemented in social develop¬

ment, decentralisation and privatisation, with a
marked regional dimension aimed

at correcting the imbalances
between the various

parts ofthe country. '

Mexico: GDP per capita
compared to national average^

from -1 .5 to -0.5 standard deviation

from -0.5 to +0.5 standard deviation

second-lowest and second-highest ranking states
in per capita GDP (discounting the oil-producing
states of Campeche and Quintana Roo).

Macro-economic developments have widened
these imbalances. The peso crisis of 1994 and
the recession which followed a year later had a
very different impact across regions. It is the states
located on the border with the United States -

which are most involved in export activities
[maquiladora industries) - that best weathered
the recession.

The currency crisis restored to industry the
cost advantages it had lost over previous years
as a result of the increasing overvaluation of the
peso. Manufacturing employment in the
maquiladoras grew almost uninterruptedly
during these three years, and much more rapidly
than value added. In the northern border zone

it rose by 30%; in the other states, where its pre¬
sence is admittedly very small, it more than

doubled. All things considered, the crisis
of the peso increased disparities and the

ensuing austerity measures reduced
financial transfers to the poorest states.

1: Aguascalientes
2: Guanajuato
3: Querétaro

4: Hidalgo
5: Tlaxcala

6: Distrito Federal

exico is a country of contrasts.
It is characterised by striking geo¬
graphical diversity and wide dif¬
ferences in natural resources. Its

population is largely of mixed
Indian/Spanish origin, but there are still some
thirty distinct Indian ethnic groups, with their
own languages and cultures. These differences
are accentuated by the high urban concentra-

Denis Besnainou is a consultant in the OECD Territo¬

rial Development Service and Laurent Davezies,
recently a consultant in the same service, is professor
at the Université Paris XII - Créteil.

E-mail: territory.contact@oecd.org

M tion and the

diverse types of land ownership.
As a result, economic development is
uneven throughout the country, leading to major
disparities across regions.

Judging by the criterion of per capita GDP by
state (map), in 1993 the difference between the
poorest state, Oaxaca (with 3 million inhabitants),
and the Federal District (9 million inhabitants)

could be expressed as a ratio of 1:8. The ratio
was 1:4 between Chiapas (3 million) and Nuevo
Leon (3 million), which are respectively the

17

A Strong
Territorial Dimension

Each of the policies imple¬
mented in social development,
decentralisation and privatisation

has different territorial implica¬
tions. In social policy, an explicit

aim was the reduction of disparities.
But this aspect was not immediately taken

into account in the other two policy areas,
which meant that corrective measures sub¬

sequently had to be taken.

Social Policy
In the 1990s, the Mexican government strength¬
ened the policies aimed at creating a more equi¬
table balance between regions, which consisted,
for example, of programmes to assist the poorest
urban or indigenous rural populations or spe¬
cific areas. A map of the 25 priority regions was

/. Regional Development and Structural Policy in
Mexico. OECD Publications. Paris. 1997.
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FOCUS

Regional funds Specialising
in Social Policy
Fund for the Promotion of Regional Devel¬
opment and Employment (Fondo de
Desarollo Regional y de Empleo)
One-third of the resources of the poverty-
alleviation programme. Participants: the
federal government, the states and munici¬
palities. It is used to promote social and
basic infrastructures: public works by the
states, special social programmes and tem¬
porary employment or job-creation pro¬
grammes. It also includes aid allocated to
specific groups: indigenous communities,
farm-workers, retired teachers, women and

young people.

Municipal Fund for Social Development
(Tondo de Desarollo Social Municipal, or
FDSM)

Finances operations such as the repair or
construction of rural roads and mainte¬

nance of rural medical centres. In 1996, the

least developed municipalities received
230.6 pesos per inhabitant, compared with
32.5 pesos per inhabitant in more devel¬
oped regions. In 1997, this mechanism
should have provided the poorest regions
with 246.5 pesos per inhabitant, which is
156% higher than the national average.

Regional Funds for Indigenous Populations
(Fondos Régionales Indfgenas)
Promote and fund the development of social
infrastructure in the regions in which the
indigenous population is concentrated. In
1997, some 177,000 indigenous Mexicans
will have benefited from 1,948 projects sup¬
ported by this programme in 23 states.

Fund to aid specific social groups (Instituto
Nacional de Solidaridad, or INSOL)

Encourages social participation and collect¬
ive decision-making in public social policy.
Provides assistance to young people,
women and the elderly in co-operation with
NCOs.

Business solidarity fund (Fondo Nacional
de Apoyo a Empresas de Solidaridad, or
FONAES)

Coals: to help producers' organisations with
projects aimed at creating jobs and provid¬
ing incomes. Provides technical and finan¬
cial assistance, aid and training with
marketing programmes. The Fund's pro¬
grammes comprise financial aid, bank
guarantees and savings, training and em¬
ployment. In 1995 and 1996, 2,495 small
firms benefited from this programme. Of
these, 3 1 % received venture capital; the re¬
mainder received guarantee funds. During
this period 23,234 permanent productive
jobs were created.

drawn up and a system of regional funds (box,
left) enables the federal government to concen¬
trate its social-policy spending on the poorest
regions. Some changes in decentralisation pro¬
cedures, particularly in education, health and
poverty alleviation, have also made it possible for
the states and municipalities to become more in¬
volved in the mechanisms for redistributing funds
derived from taxes collected federally.

Territorial disparities in human capital are very
large and, together with the lag in infrastructure
and the large informal sector, have been an
obstacle to attracting firms. Yet the territorial
dimension of social policy is still limited, with
only 8ft) of the 1997 budget devoted to regional
and urban development. The largest items of that
budget, such as education (42%) and health
(24%), are appropriated according to rules on
decentralisation that make it impossible to com¬
pensate for the handicaps of the poorest states.
These states do not always have sufficient tech¬
nical capacity to determine which projects are
most appropriate.

Budgetary Redistribution
Public finances play a relatively small role in the
Mexican economy, although net transfers
between the states are substantial (Table). Allow¬

ing that such comparisons should be treated with
caution, the six richest Mexican states contrib¬

ute nearly double the amount, as a percentage
of their GDP. as do the net contributing regions
in Europe to its poorest regions (7 and 4%
respectively).

With the pursuit of economic growth, the
process of redistribution should be made easier.
Mechanisms of inter-regional solidarity should
then develop with the broadening of the tax base
as activities in the formal sector replace those in
the underground economy. This broadening of
the tax base could lie further accelerated by a
reform aimed at bringing into the ambit of the
fisc much of the income that still escapes it.

Privatisation

The privatisation policy was launched in 1982.
In the initial stages it was conducted without

The system of regional funds
allows the concentration of social-

policy spending on the poorest
areas.

r
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regard for territorial considerations, its primary
aims being to restore competitiveness, balance
budgets and modernise the legal framework for
privatisation. In 1988, infrastructure (motorways,
railways, ports and airports) began to be gradu¬
ally opened up to foreign investment. The pace
of privatisation was stepped up from 1991,
extending into the banking sector, the sendee
sector (insurance) and infrastructure, which was

opened up fully to private capital.
It was only at a second stage that an attempt

was made to take more fully into account the
interests of territorial bodies (states, cities, ports,
and so on). In spite of initial difficulties, the pri¬
vatisation of infrastructure has helped to improve
the quality of networks considerably (especially
the motorway network). But it has also created
new territorial inequalities. For example, the
states located on the border with the United

States, which already have extensive communi¬
cation networks, have benefited most from these

privatisations. At the same time, secondary net¬
works have been neglected, which has further

Table

Redistribution between States

Distribution of deductions and expenditures
in the fédérai budget between Mexican states

Main Main

contributors benefidaries

6 states 17 states

Population
(% of total)

GDP (% of total)

Balance of federal budget
(%ofGDP
of the states concerned)

26 41

43 27

-7 11

Balance of federal budget
(% of national GDP) -3 3

The six states whose negative balance in the federal budget is
more than 1% of their GDP are, in increasing order: Distrito
Federal, Nuevo Leon, Chihuahua, Quintana Roo, Baja

California and Jalisco. The 1 7 states whose positive balance in
the federal budget is more than 5% of their GDP are, in
increasing order: Tabasco, Tlaxcala, Oaxaca, Chiapas,
Aguascalientes, Zacatecas, Colima, Puebla, Durango, Yucatan,
Campeche, San Luis Potosi, Hidalgo, Nayarit, Michoacân, Baja
California Sur and Veracruz.

Source: Instituto Nacional de Estadîstica Geografïa
e Informâtica

diminished the growth potential of areas that
are connected to the rest of the country only by

the communication routes linking Mexico
City with the US border. As for ports, such
as Vera Cruz, and airports, such as Mexico
City and Puerto Vallarta, privatisation
brings the opportunity of establishing
regional, even international, centres for
development by making sure they form
part of international networks.

It is difficult to estimate the general
impact of the social-development, bud¬
getary-redistribution and privatisation
policies on the regional economic and
social inequalities. Broader decentralisa¬
tion of federal decision-making powers
towards the states and municipalities and
more effective co-ordination of territorial

bodies with a view to improving eco¬
nomic performance in terms of wage costs
and productivity should help reduce such
imbalances.

The disparities in GDP are still sub¬
stantial and can be ascribed to an imbal¬

ance in the geographical distribution of
activities. Regional policy can reduce

Privatisation is expected to improve the road
network considerably.

these imbalances by formulating an integrated
territorial approach combining the management
of physical and educational infrastructure and
anti-congestion measures in major conurbations.
by strengthening social policy in the regions and
by involving more closely the bodies concerned
with territorial-development projects.
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Entrepreneurship
During the early stages of reform, the

government of the Russian Federa¬
tion and its advisors concentrated

primarily on macro-economic
stabilisation, perhaps neglecting the

importance of small business as a buffer to the
difficult process of structural adjustment.
Although the number of small and medium-sized
enterprises (SMEs) has been growing, filling im¬
portant gaps as small-scale providers of services
and consumer goods, and absorbing some of
the redundant resources from heavy industry,
small entrepreneurs in Russia are nonetheless
finding survival quite difficult.1

The historical context provides a partial
explanation. The freedom implicit in an economy
composed of thriving small firms was incompa¬
tible with a planned economic system, and the
private ownership they presuppose was, of
course, absent in the Soviet system. Moreover,
the theoretical background of planned economies
was entirely based on economies of scale, in
which there was no role for small firms; indeed,

the command system would have been even
more inefficient if it had to deal with small units.

Compared with other economies in transition,
these elements have been more pronounced in
Russia and present for much longer. Commu¬
nism lasted for forty years in Poland and Hungary,
and forms of private property continued to exist
during that period. In Russia the communist
system endured for over seventy years, with
much deeper effects on the economic structure
and social habits of the country,

The situation in Russia is made more com¬

plex by the high degree of informal entre¬
preneurship, by individuals trying to escape
heavy regulations and taxation or simply to sur¬
vive through the black-market economy in
periods of high inflation and recession. Many
have started activities that are not registered, and

Paul Paradis specialises in entrepreneurship, local and
regional development in the countries of central and
eastern Europe in the OECD Territorial Development
Service within the framework of the Centre for Co¬

operation with Economies in Transition. Almorô Rubin
de Cervin works as a consultant in the Territorial

Development Service.

E-mail: territory.contact@oecd.org

Paul Paradis and Almoro Rubin cle Cervin

Entrepreneurship is a vital element in the transition to a market

economy. It contributes to economic growth and social cohesion

as well as the democratic process. Setting up a successful small

business raises awareness of the benefits ofa market economy;

and with the expansion ofthe class ofsmall entrepreneurs, more

and more people gain a direct stake in the maintenance of

democracy.

are functioning in sectors that lack regulation
and where the possibility for intervention by
criminal organisations is larger. The general weak¬
ness of the rule of law in the Russian Federation

is a critical impediment to small businesses which
are extremely fragile in even the most robust of
economic circumstances.

How Many
Entrepreneurs?

Macro-economic stabilisation and the creation

of a positive legislative and regulatory frame¬
work might lead to the entry into the official
economy of a large number of small firms that
are hidden today. The lowest estimate of the
size of non-registered economic activities is
around 25% of GDP. Other sources put forward
much higher figures, up to 50%, possibly em¬
ploying up to 30 million workers.

In 1990 small firms (mainly in the form of co¬
operatives) numbered 45,000; by the end of 1991
there were 268.000.2 The next two years wit¬
nessed another considerable increase, up 200%
in 1992, and 150% in 1993. From a peak of close
to 900,000 in 1994, growth in the number of
small firms has slowed since 1995, and stood at

approximately 842,000 in January 1997,3 a low
figure for a country of 149 million inhabitants.
Poland, with 38 million inhabitants, has more

than one million SMEs, and Hungary, with 10 mil¬
lion inhabitants, has more than 500,000 SMEs.

The main areas of economic activity of small
enterprises in Russia, accounting for 85% of the
total number in 1995, are trade, with 43% of total

firms, construction with 17%, manufacturing with
15% and scientific and market services with 10%.

The increase in the number of SMEs in con-

stmction has been impressive. The firms involved
in this sector displayed a high degree of adapt¬
ability in the face of the difficulties of 1994-95,
which included decreasing output and high in¬
flation and interest rates. This is especially true
in regions such as Kostroma and Novgorod, and
in the Altai Republic. As industrial and munici¬
pal housing construction activities slowed, these
firms developed the construction of private hous¬
ing (mainly in rural areas) and rebuilding of
offices and warehouses.

At the beginning of 1991, only one-third of
the small enterprises observed by the Goskomstat

1. Entrepreneurship and Small Enterprises in Russia,
OECD, 1998. This and related publications are available

free of charge from the OECD Territorial Development
Service and on the Internet, at the following address:

www.oecd.org/tds/tdspttb.htin.

2. Thesefigures arefrom Goskomstat, the Stale Committee
for Statistics. Comparability across years on SME statistics

is poor, reflecting frequent institutional changes within
the Committee and an evolution of methods. Goskomstat

is working to improve the data collection concern ing small
firms.

3. The employment definition of SMEs was modified by
Goskomstat in 1996. so that thisfigure is not comparable
with those from 1995 and earlier. The following are the
present employment criteria for the number of salaried
workers: industrial production, construction and trans¬
port: 100 (200 In 1995); agriculture, science, and

scientific services: 60; retail, services: 30; wholesale trade
and other services: 50.
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in the Russian

Federation
were privately owned. By the end of 1993, private
establishments already made up two-thirds of
the number. In April 1995 only 4% of all SMEs
had preserved their state-owned status, includ¬
ing federal and municipal enterprises. And 84%
of the remaining 96% of all SMEs are under
private ownership, 1% under the ownership of
various public organisations, and 11% under
mixed ownership.

Russian SMEs are characterised by a large
proportion of very small enterprises, with an
average number of employees per firm of ten
between 1993 and 1995. At the beginning of 1996
nearly 9 million workers were employed full-time
in small businesses, 1.3 million part-time and
3.6 million contract workers, making a combined
total of 13.9 million. SMEs in industrial product¬
ion and construction are usually larger (18-20
full-time workers on average), and account for
almost 60% of total employment in the SME
sector.

The heaviest concentration of SMEs (30.5%

of the total) and their employment (28% of total
employment in small firms) is observed in the

Central District, with the city of Moscow as the
clear leader, followed by the districts of North
Caucasus, Ural and West Siberia. Small enterprises
are concentrated in the administrative centres

and large urban areas.
Since small firms are new to the Russian Fed¬

eration, entrepreneurs constitute a new social
category and their emergence is complicated by
the tendency to link them with criminal organi¬
sations, Although such organisations are obvi¬
ously active in the Russian economy, such a link
is simplistic and, in many cases, even errone¬
ous. Many honest people in Russia have become
entrepreneurs - in western terms - and in a much
more difficult environment.

One of the problems most cited by the entre¬
preneurs surveyed is taxation, a familiar com¬
plaint from small entrepreneurs in OECD
countries. In Russia, although corporate and
individual income-tax rates are comparable to
those in other countries in transition, the addi¬

tion of discretionary regional and local charges
makes the real fiscal burden on entrepreneurs
particularly heavy. New and constant adjustments

- -:. . . '- ' ,i- .. '

Trade accounts for 43% of SMEs.
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in tax rules, sometimes even retro-actively
applied, are common occurrences.

The lack of capital, likewise, renders the
creation of enterprises a difficult task, particularly
in manufacturing, Entrepreneurs are usually able
to cover 15-20% of the initial costs from their

personal savings. Less than one-half are able to
apply for bank loans, and a very low percentage
of small enterprises actually receive credit. The
leasing of equipment is in the early stages of
development, and credit conditions are very dif¬
ficult for starting a business: loans are small on
average (under $100,000), with maximum
maturities of three months, at market interest rates

of up to 150%.
Inter-enterprise arrears also arise from time

to time and jeopardise small enterprises. As a
result, non-bank high-interest credit and other
informal and semi-legal forms of financing are
widespread. 'Black' mutual-aid funds (chernye
kassy) are collected by some enterprises in order
to cope with financial difficulties.

The unstable legislative and regulatory frame¬
work is yet another of the major obstacles for
new entrepreneurs. Property rights, labour rela¬
tions and many special SME regulations, such as
credit co-operatives, leasing and other arrange¬
ments, are awaiting legal specification. Such loop¬
holes and lacunae are accompanied by the
frequent absence of enforcement mechanisms.

Since the influence of regional and local
authorities in the regulation of economic life was
high in the Soviet Union, it is hardly surprising
that bureaucratic interference into SME economic

activities - in the form of barriers and delays,
excessive control and reporting requirements,
corruption and bribe-taking - is frequently cited
by Russian entrepreneurs as an obstacle to their
development.

Supporting
the Small Business

The definition of small firms has changed
several times in the last five years, as have the
ministries and agencies in charge of the imple¬
mentation of the policies affecting them. The situ¬
ation was stabilised by the passing of a general
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The growth in the number of SMEs in the construction sector is an
indication of its capacity for adaptation.

Law on State Support of Small Enterprise in the
Russian Federation in June 1995, and the creation
of a new ministerial body, the State Committee
for the Support and Development of Small and
Medium Enterprises (SCSME), whose task is the
co-ordination of all the issues affecting small
firms.

According to the Law of June 1995, the
Russian Government must submit an SME Sup¬
port Draft Programme to the Parliament every
year before the Federal Budget submission.
Federal and municipal SME Support Programmes
are supposed to include measures for infrastruct¬
ure development and SME support on all strata
of government, and to integrate vulnerable social
groups (disabled, women, young people, retired
military officers, unemployed, refugees, dis¬
charged prisoners) into the SME sector. They
should also include the allocation of budget
resources and tax privileges for SMEs; and facili¬
tating access by SMEs to information and new
technologies, the purchase of equipment and
renting of business premises. The Law also urges
the government to allocate not less than 15% of
state orders to small enterprises and to encour¬
age SME participation in export and import trans¬
actions. The degree of effectiveness and
implementation of this set of policies is still
unclear.

The 1996-97 Programme for SMEs (co¬
ordinated by the Ministry of Economy, but actu¬
ally drafted by the SCSME) includes creating a
legislative and regulatory basis for small firms;
financial and investment support; supporting
infrastructure development; scientific support and
personnel training; and social security. Other

priorities are the stimulation of investments
(through risk-capital funds set up by regional
authorities and leasing of equipment) and the
promotion of innovative and R&D business
linked to university and research-based towns
like Tomsk in Western Siberia. Other central

aspects are the transition from federal funding
to the principle of variety in sources, with more
emphasis on regional programmes and a shift
from the direct support of SME projects to the
establishment of guarantee funds.

The Programme also aims to develop a mini¬
mum infrastructure in every region including SME
Support Foundations, banks and insurance com¬
panies working in the small-business sector,
business incubators, development agencies and
training centres, and information networks.
According to the initial estimates, the cost of the
Programme was 883 billion rubles ($190 mil¬
lion) - 707 billion from the federal budget and
the rest from regional and non-budget sources.
Evidence of the implementation of these pro¬
grammes is scarce, and it appears that much of
the work is being undertaken by the regions,
for example, through the regional SME Support
Foundations and governmental committees in
regional administrations established in more than
70 regions to favour enterprise development.

More important in size are programmes
funded by international donors. By the end of
October 1995, 156 programmes to provide tech¬
nical and financial support to SMEs had been
funded in Russia by a total of 53 donors: gov¬
ernments and international financial organisations
and institutions (EU-TACIS, USAID, EBRD and

others). Germany, for example, is carrying out

170 projects (at a cost of 75 million DM), 60% of
which assist SMEs. These projects vary in length
from a month to three years, and it will be a
challenge for Russian authorities to sustain these
initiatives once the funds from the donors are

reduced.

On paper, the Russian authorities, national as
well as regional, have designed a complete set
of policies and programmes for the development
of entrepreneurship. But the distance from design
to implementation is considerable, and the situ¬
ation differs from region to region. In some cases,
especially where high-skilled workers and scienti¬
fic researchers were available, small enterprise
has flourished, at least in relative terms.

International technical-assistance programmes
have contributed to raising the awareness of the
importance of entrepreneurship in the economy,
but their capacity for providing funds is limited.
One of the challenges facing donors has been
how to design programmes that are appropriate
to unfavourable local conditions for small busi¬

nesses in the Russian Federation. For example,
implementing market-based lending programmes
is extremely difficult, but creating subsidy-based
programmes may contribute to a culture of
dependency.

Although Russia has made progress in the
creation of a legal and regulatory framework for
entrepreneurs, it is not yet enough. The emer¬
gence of a vibrant private sector based on small
firms in the Russian Federation is a long-term
process with which policy dialogue with OECD
governments should help. Respect for the rule
of law and business ethics will be critical to the

survival of new entrepreneurs.
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Patents, Innovation
and Globalisation
Georges Feme

Patents aim to reconcile a socio-economic necessity - support
for the creation and diffusion of new technology - with the
interests of the inventor. This is theprinciple on which a patent
can be obtained to protect an invention with an industrial
application. But the combined forces of globalisation and
technological progress are beginning to undermine the
effectiveness ofpatents. Differences between national systems
make patenting an increasingly complex and costly exercise
for inventors. What impacts will such differences have on the
international system of innovation?1

The history of patents dates back to
the Letters Patent first issued in

England in the fourteenth century as
a means of protecting inventions. The
way in which a patent works is quite

straightforward: the patent-holder is granted a
de facto monopoly on the use of his invention
for a certain period, usually 20 years. In return,
the inventor must disclose his invention. The

patent must therefore be made available to the
public and must contain a full description of the
invention. The information disclosed must be

such that other inventors can improve on the
original invention or develop other approaches
that can also be patented.

The engine driving this cumulative process
of technological progress is clearly that of com¬
petition, and the patent system has therefore been
designed to act as an incentive for R&D and in¬
novation. It is undoubtedly the simplicity of the

Georges Feme works in the Science and Technological
Policy Division of the OECD Directorate for Science.

Technology and Industry,

E-mail: dsti.contact@oecd.org

patent system which has ensured its longevity
by allowing the system to be built upon and
adapted over the centuries: adoption of the patent
system by an ever-increasing number of
countries; diversification of the instruments used

to protect intellectual property (in addition to
patents, development of copyright, industrial
models, brand names, trademarks, and so on);

adjustments to take account of new technologies
(software, biotechnology); harmonisation of
national systems as a result of growth in trade.

Growing
Internationalisation

Each of the industrialised countries, parti¬
cularly after the Industrial Revolution and from
the nineteenth century onwards, established its
own patent system tailored to meet its industrial
and technological development strategy. The
developing countries did not set up such systems
until a much later date - in many cases, indeed,
not until very recently. The countries which

23

shifted to a market economy in the late 1980s
have made major efforts to put in place systems
comparable to those of the industrialised
countries. The differences between the systems
in place in the industrialised countries reflect the
priority given either to successive improvements
in particular areas of technology (as in Japan,
where the scope of patents is relatively limited
and restricted to specific technical novelties) or
to major creative leaps (as in the United States,
where patents are much broader in scope and
where a single application may cover an area
that in other countries would require several
patent applications).

A system for protecting intellectual property
rights therefore requires a well-defined indus¬
trial strategy and one that can evolve over time.
One system is not necessarily 'better' than
another: local circumstances have to be taken

into account. The aim should not be to try and
adapt systems to fit some ideal model, but rather
to strike a balance between national requirements
and the constraints of globalisation and the
emerging global innovation system.

The growth in international trade since the
last century has led to ever closer co-ordination
of national patent systems, a role ensured mainly
by the World Intellectual Property Organization
(WIPO).2 The growing integration of economies
is accelerating this process. Firms are increas¬
ingly starting to operate in regional if not world
markets, and are adopting new strategies towards
alliances and competition that are often deter-

7. Intellectual Property Rights: Patents and Innovation
in the International Context OECD. Paris, forthcoming
1998, available free of charge from the Science and
Technological Policy Division of the OECD Directorate

for Science. Technology and industry.

2. The WIPO was officially established in 1967, pursuant
to the Berne Convention of 1883, under the auspices
of the United Nations, which assigned responsibility for
administering an international secretarial to the Federal

Government ofSwitzerland. Tire current role of the WIPO

is to ensure the implementation ofthe rules andprocedures
set out lit treaties relating to the international protection
of inventions to allow inventors to enforce their rights
in the countries concerned.
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mined by the range of complementary or com¬
peting technologies in their possession. Examples
of this trend can be seen in past competition
over computer systems and mobile telephone
technology or in the current race to secure a
share of the new DVD (Digital Video Disk)
market. Patents, like other instruments for protect¬
ing intellectual property such as copyright,
standards and brand names, are thus very real
assets in firms' strategies towards partnerships
or competition.

In most OECD countries, a growing share of
patents - the majority according to official fig¬
ures, which may overstate matters' - are filed by
non-residents. Out of 27 countries, the non-resi¬

dent/resident ratio is lower than 1 only in the
United States (0.91). Japan (0.16) and the Czech
Republic. The three main patent offices (those
of the United States. Japan and the European
Union) have reported substantial growth in de¬
mand for international searches to determine the

novelty of the invention for which a patent appli¬
cation has been filed. Search requests have risen
from 36.719 in 199-t to 41,564 in 1995. a gain of
13.2%. The patent system is dearly becoming
increasingly internationalised.

The patent co-operation treaty of 1970 was
designed to take account of this development. It

introduced a procedure, under the auspices of
the WIPO, intended to create a 'one-stop shop'
for the submission of requests for international
searches, which are then transmitted to the rele¬

vant national patent offices of the countries
selected by the applicant.

A number of regional offices have been esta¬
blished in North America (under the NAFTA),

Africa and Europe. The responsibilities of these
offices vary, ranging from collaboration on the
harmonisation of rules and procedures to the
granting of regional patents.

The European Patent Office (EPO), which has
its headquarters in Munich, plays a major co¬
ordinating role: by processing the applications
to individual national offices, it can issue patents
valid in all the Member States of the EU, although
these are not 'European patents' in any
strict sense. The delega¬
tion of powers by
national patent
offices to a single
body that would
alone have the \

authority to issue \
such patents re¬
cognised by all
Member States

of the EU through a 'one-stop' procedure is still
some distance in the future - although hopes
are already being entertained that such a system
might be introduced on a global basis. Obvi¬
ously, it would dramatically simplify existing
procedures, as well as helping to overcome dis¬
crepancies in the management styles of national
patent systems, differences that might sometimes
appear trivial but that can often lead to needless
delays, friction and litigation.

Of course, the major multinationals, along
with a few small firms at the forefront of the

From the phonogram to computer circuitry -
patents have always had to move with
technological and economic advance.
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movement towards internationalisation, would

be the first to benefit from such a system. Firms
like this find the current system increasingly
unacceptable. Their commercial horizons are

transnational and it is in this context that they
want to exploit their innovations more effectively.
Yet the activities of most firms are still restricted

to national if not local markets. These firms still

find their interests more than adequately pro¬
tected by national patent systems tailored to meet
their specific requirements. But as competition
from foreign firms grows fiercer, inadequacies
in international protection for their rights may
well start to work to their disadvantage, prompt¬
ing increased calls on their part for the harmoni¬
sation of patent regimes.

In 1993, a major step was taken towards the
world-wide harmonisation of legislative and regu¬
latory practices with the Agreement on Trade-
Related Aspects of Intellectual Property Rights
(the TRIPS Agreement negotiated under the
GATT) ratified by over a hundred countries.4 This
agreement lays down a number of minimal stand¬
ards and defines the performance obligations of
signatories in enforcing intellectual property
rights, although many differences still remain
between countries.

Increasing
Technological Complexity
Since the dawn of the industrial age, patent

regimes have had to adapt to changes in the
technological and economic environment. Pro¬
tecting manufacturing processes (which originally
could not be patented) thus came to be per¬
ceived as being equally important to industry as
the protection of products. New areas of know¬
ledge, such as pharmacology, have required the
scope of protection to be broadened. Over the
years, new technologies, ranging from the
phonogram to cordless phones, software
programs and biotechnology, have required
major adjustments to be made to the patent sys¬
tem. At the same time, the modern technologi¬
cal system has also changed the nature of the
parties concerned. The lone inventor has become

an exception; it is innovation by firms that is

now the rule. And the quickening pace of tech¬
nological progress is creating new demands.

A system of protection based on the granting
of copyright was initially put in place to take
account of the growing importance of computer
software. But it posed several problems. Soft¬
ware programs, strictly defined as a series of
coded instructions, are increasingly embedded
into specific items of hardware which are them¬
selves patentable. Patents can also be filed for
software applications (financial services, for ex¬
ample) which may be held either to constitute
an inventive leap', and are therefore patentable,
or as non-patentable commercial ideas. Ap¬
proaches to this issue vary from one country to
another, although the true scale of the difficult¬
ies it creates for the software industry has yet to
be properly determined.

In the biotechnology sector, the patenting of
developments in genetic engineering and gene
isolation has posed many problems. The patent¬
ability of living matter is a highly contentious
issue. The TRIPS Agreement recognises the
patentability of micro-organisms, microbiological
processes and plant varieties under certain con¬
ditions, although application of this principle
varies from country to country. A broader inter¬
pretation of the principle, for example, has made
it possible to grant patents for the 'oncomouse'
(a genetically engineered mouse) in the United
States and Europe. Controversy still reigns over
the patentability of human genes and of plant
and animal varieties that have not been produced
through microbiological processes.

New technologies therefore modify the scope
of patentable inventions - and they can also, by
their very nature, alter the way in which the
patent system works. Electronic networks such
as the Internet open up new channels for market¬
ing and as a result new world-wide opportun¬
ities for fraud and counterfeiting." By providing

3. Trilateral Statistical Report, European Patent Office.
Munich, 1995. The precise importance of these data is
uncertain since arbitrary factors (such as reductions In

the cost of filing patents) can sometimes encourage
inventors to patent their inventions in a larger number
of countries than they might originally have intended.

4. TRIPS Agreement, 1993. Article 27.

5. Elizabeth lynch. Protecting Consumers in the

Cybermarkef, The OECD Observer. Nit. 208. October/
November 1997.

on-line access to patent data, such network tech¬
nologies are increasing the speed - to an extent
that some inventors might find excessive - at
which information about inventions is dissemi¬

nated.

Differences

in National Regimes
Major differences therefore remain between

national patent systems, the main difference
being that such systems are at different stages of
development. Countries with a long-standing
tradition of patent protection already have an
appropriate array of legislative and regulatory
instruments in place, together with well-
established or even specialised courts and other
means of settling disputes (arbitration, for in¬
stance). Other countries that are either still

developing or in the process of adapting to a
market economy are starting to introduce simi¬
lar systems - the TRIPS Agreement encourages
such countries to do so by providing for a period
of transition.

Other differences might appear trivial. They
concern primarily the patent-holder, who may
be either the first person to file a patent or, as in
the United States, the original inventor. In the
first case, priority is determined by the date on
which a formal application is made to a patent
office and can be challenged only if the invent¬
ion is subsequently proved to have been stolen:
in the second, priority may be challenged if it
can be proved that the patent applicant was not
the first person to make the invention, even if
the original applicant had no intention to defraud.
This second approach, which might seem fairer,
offers more scope for potential conflict and in¬
creases the uncertainty about the validity of a
patent, since a competitor can present himself
at any time to dispute the priority of the patent.
In practice, this rule is applied to firms well out¬
side the territorial boundaries of the United States,
and any inventor who wishes to safeguard his
rights in the US market - that is, by filing a patent
in the United States - must take this into account.

The rules of disclosure, as in the case of patent
applications, also vary, In Japan and Europe.
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inventions are published within 18 months of a
patent application being filed, whereas in the
United States patent applications remain confi¬
dential until the patent is actually awarded, usu¬
ally within two years of filing. But a number of
procedural devices allow applicants to prolong
this period and foreign competitors have criti¬
cised the US practice of creating pending or 'sub¬
marine' patents which create uncertainty over
the validity of patents filed and published in the
normal manner.

Problems relating to disclosure do not end
there. If patentability is based on the novelty of
an invention, information regarding that invent¬
ion should not, in principle, be disseminated be¬
forehand. But some countries (Australia, the

United States, Japan and Russia) have introduced
a grace period in which the disclosure of find¬
ings does not preclude the award of a patent
provided that an application is filed within twelve
months of such disclosure, thus satisfying the
concerns of researchers who wish to publish their
findings as soon as possible. There has been
mounting pressure for such a system to be in¬
troduced in other countries, too. For the time

being, publication in a country where such grace
periods are legal can jeopardise the patentability
of the invention in another.

There are many other differences in patent
systems. For example, the assignment of pro¬
perty rights to an invention among employees
and employers (firms, universities, government
research laboratories, and so on); the procedures
whereby a competitor can challenge a patent
application, and the time allowed for such op¬
position; or activities such as pharmaceutics, in
which the commercialisation of products can be
held back by licensing procedures so slow that
in some countries the term of the patent (usu¬
ally 20 years) has to be extended.

More generally, the cost of managing a port¬
folio of patents is beginning to have a direct
impact on the overall strategy of firms. Not only
do the costs of patent applications and the en¬
suing yearly maintenance fees vary from one
country to another (until this year a patent ap¬
plication in Japan cost four times less than one
to the European Patent Office, approximately
$2.000 compared with over $8,000 in Europe,

although this difference has now been reduced
with a recent cut of around 30% in European

patent costs); in many cases applicants must also
bear the supplementary costs of translation and
legal advice. In addition, procedures in some
countries tend to encourage litigation, which can
prove to be highly costly. A typical lawsuit in
the United States could cost anywhere between
$25,000 and $200,000, or even up to a million
dollars in some cases, depending upon the com¬
plexity and length of the litigation, cost of hiring
consultants and experts, and so forth.

Impacts
on Innovation

All these differences in the way in which
national patent systems are managed pose a
number of problems for the performance
of research and exploitation of research
findings, at a time when the process of
internationalisation is creating new

forms of partnership between re¬
searchers in universities and in¬

dustry in all countries.
The possibility of pub¬

lishing results in some
countries but not in

others (as in the

period of grace),
for example, can
act as a brake

on collabora¬

tive partner¬

ships between
universities and

industry, which will
usually wish to delay any type of disclosure for
as long as possible. By the same token, collabo-

6. See, for example, Wesley Cohen, Richard R. Nelson and
fohn Walsh. Appropriability Conditions and Why Firms
Patent and Why They Do Not in the American
Manufacturing Sector, presented at the OECD Conference
on New Science and Technology Indicators for a
Knowledge-BasedSociety, 19-21 fune 1966(availablefree
of charge from the Science and Technological Policy
Division of the OECD Directoratefor Science, Technology
and Industry); Dominique Gettllec and Isabelle Kabla,
The Patent as an Instrument for the Appropriation of

Technology, Études économiques el statistiques. No. 1.
INSEE. Paris, March 1996.

ration between researchers from different insti¬

tutional environments may be hampered by the
wide variety of rules relating to the assignment
of rights among employees and employers, pat¬
ent-application procedures, recognition of the
role of the inventor, assignment of exploitation
rights, licensing, allocation of profits, and so on.
In many cases, universities are given the patent
rights (subject to
the award of a __, », , _,

t

licence to their partners); but many higher edu¬
cation establishments in OECD countries have

practically no experience in this domain. Indeed,
in undertaking research for profit, how far can
universities go without jeopardising their primaiy
mission?

An additional complication lies in the fact that
some countries now accept joint applications for
co-ownership of patents, while others prohibit
such practices. This may well make the man¬
agement of patent-application strategy an even
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The patent granted
in the United States

and Europe to the
oncomouse -bred

by genetic manipula
tion - is still in

dispute in several
countries.

¥

more complex exercise. Although it is always
possible for potential partners to draw tip a con¬
tract to clarify ownership issues before they
embark on a research project, there will always
be grey areas that might ultimately lead to con¬
flict. And exactly who are the partners concerned?
A finding crucial to the planned research project
could perhaps have been made in the course of

an earlier project by
researchers who

might subsequently
feel entitled to rights
to the results of the

co-operation en¬

visaged with other
partners, and so on.

The multitude of

pitfalls inherent in an
international patent
system cannot but
raise misgivings
among potential part¬
ners, if not actively
discourage them from
participating in pro¬
jects whose outcome

might now seem un¬
certain; indeed, it might ulti¬

mately lead to conflicts that could
delay the application of results. At any

event, it is certain to make the management
of collaborative projects even more complex

and costly.

A System
in Crisis?

A patent would simply be no more than one
of many instruments in the strategy of firms seek¬
ing to capitalise on, and protect, their inventions
were it not for the fact that it has such a high
transactional value. A patent can be wholly or
partially sold, it can be licensed under a wide
variety of conditions and it can be a decisive
asset that will secure new partnerships. Patents
are also viewed by some firms as a means of
making profits. As a result, there is now a genu¬
ine world market for patents. This market is some

times criticised by industry as a purely financial
construct which encourages 'patent-prone'
behaviour that is both costly and to some extent
detached from technological and economic
realities.

Yet at the same time these technological and
economic realities are evolving swiftly. The pace
of technical progress is rising rapidly in many
branches to the point where inventions are
becoming obsolete well before the end of the
20-year period of protection afforded by patents.
Moreover, by increasing the size of markets.
which can now target more or less any product,
globalisation is increasing the potential profit¬
ability of developing, either through reverse en¬
gineering or by means of other approaches,
alternative solutions to compete with given
patents. As a result, the dissemination of strate¬

gic knowledge through patent applications is per¬
ceived as an increasingly hazardous exercise,
despite the protection afforded by patents. It is
perhaps for this reason that a large number of
firms - most operating in many sectors, as a
number of studies would seem to show" - pre¬
fer to protect their inventions by keeping them
secret rather than by filing for a patent. This is a
very difficult decision for SMEs, which now hope
to globalise their activities through the new in¬
formation infrastructures. Yet SMEs are a parti¬
cularly vulnerable categoiy of firms in that they
practically never have the financial resources
necessary to defend their patents when the latter
are disregarded or circumvented by their princi¬
pal competitors.

Most firms are still primarily targeting local or
national markets. And yet even if they are not
actively seeking to internationalise their activi¬
ties, they will gradually find themselves facing
direct and increasingly forceful global competi¬
tion.

As a result, the protection that patents are
supposed to provide will become increasingly
tenuous unless the inventor has the requisite
financial resources to enforce his rights. Will
patents be able to continue to fulfil their historical
role as incentives for innovation? This question
merits careful reflection at a time when firms, to

protect their technological capital, are develop¬
ing new strategies based on the control of

strategic patents in certain sectors, the sealing-
off of markets and widespread recourse to private
standards.

Globalisation now calls with increasing
urgency for efforts to harmonise patent systems
so as to simplify the management of inventions,
reduce the cost of patents and increase the effect¬
iveness of such protection while at the same time
safeguarding competition and the ability of the
weakest participants to enforce their rights. How
far should one go, and how should one pursue
the reconciliation of what may ultimately be
conflicting demands? Reform, indeed, is required,
and that is what the international bodies are

currently seeking to achieve, although each coun¬
try will undoubtedly attempt to determine the
freedom it intends to maintain according to its
own traditions, resources, industrial fabric and

system of innovation.
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The Agro-food
Enterprises in the agro-food sector have

to face rapidly changing consumer
preferences and habits: as their basic
food requirements become fulfilled,
consumers value a more varied and

more sophisticated diet. In the United States a
decade of new food products entering the
market, in rising numbers each year, culminated
in a record 17,000 in 1995. This demand for

diversity means, of course, that consumers are
becoming less attached to any given product or
brand. Meanwhile, widening income gaps are

leading to sharper differences in modes of con¬
sumption, as is reflected by the success of generic
products and 'hard discount' stores.

Over the next 20 years these tendencies will
be compounded by the effects of major demo¬
graphic and social trends. Throughout the OECD
countries, the population will age rapidly as the
baby-boom generation grows older. Female parti¬
cipation in the workforce should continue to
increase, and family size will shrink. These trends
might lead consumers to adopt time-efficient
ways of eating by using more convenience food
and pre-cooked products, and food-delivery ser¬
vices and catering should grow. Furthermore,
the recent spate of health scares connected with
food (bovine spongiform encephalitis, salmo¬
nella, and so on) may remain in the public mind
for a long time. In future consumers might

Reza Lahidji

The agro-food sector has experienced radical change in the
OECD countries over the past ten years. Although food
consumption is falling as a share of GDP - in the United
Kingdom and in Italy, for instance, itfellfrom 16% in 1984 to
12% in 1994- the supply ofproducts is developing constantly,
above all through advances in transport and storage techniques.
At all stages in the sector (production, processing, trade), firms
are becoming larger and are reshaping their relationships with
one another. These are only the first results offar-reaching
changes which are likely to intensify over the nextfew years -
in consumer expectations, market size, policy andproduction
techniques. '

Ready-to-use products are likely to enjoy
considerable success thanks to the aging

of the baby-boom generation, the
increase in the number of working women

and the reduction in family size.

request more information on the origin of pro¬
ducts or on certain specific characteristics
according to current concerns. Produce from
organic farming should benefit from these trends,
although high prices (on average 30-50% above
the equivalent non-organic produce) are likely
to keep its market share small.

The second major factor of change will be

the globalisation of agro-food markets. Sustained
population growth, ur¬
banisation and changing
diets brought about by
higher standards of
living mean that food
consumption should
gather pace during the
next few years in many
developing countries in
Latin America and Asia.

Forecasts from the Inter¬

national Food Policy Re¬
search Institute suggest
that meat demand in

China should rise by
85% over the next

I -s 20 years and cereal de¬
ll mand by 30%. 2 Some

observers even believe

«ft

that pressure on world agricultural production
from some developing countries could trigger
food shortages and a general surge in prices.
The general opinion is nonetheless that the
growth potential for the global supply of food is
more than adequate to meet booming demand
and that any regional shortages could be resolved
through trade. On balance, some developing
countries will probably become major importers
of agro-food products, especially red meat and
some processed products3 by the beginning of
the next century. Agro-food enterprises based
in OECD countries will therefore acquire large
outlets for their products, investments and
expertise.

The ensuing expansion in trade and inter¬
national investment will probably be backed by
the policies conducted in most countries. In the
OECD area as a whole, agricultural policy has
been reformed (or is about to be) so as to leave

more room for market mechanisms. The next

round of international trade negotiations under
the World Trade Organisation (WTO) and the
Multilateral Agreement on Investment (MAI)

Reza Lahidji is an economist at the Advisory Unit in

the Private Office of the Secretary-General of the OECD.

E-mail: reza.lahidji@oecd.org
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Sector

in the 2 1st Century
under preparation at the OECD should lead to
further liberalisation of trade in goods and capi¬
tal, especially in the agro-food sector, which in
most countries is still among the most heavily
protected sectors.

The third major factor of change will be tech¬
nical. The food market in OECD countries has

already been revolutionised over the past 15
years with the development of new techniques
for cooking, packaging, transport and storage.
Seasonal fresh produce is now available almost
all year round. Supermarket convenience food
and microwave cooking are commonplace. The
next major changes will concern two activities:
biotechnology and information techniques.

The scope for the application of biotechno¬
logy for the next 20 years is tremendous. It in¬
cludes, among other things: improved product
quality (taste, preservation and so on); the adapt¬
ation of plants to difficult conditions, higher crop
yields through increased nitrogen fixation, re¬
sistance to disease and pests (parasites, insects)
and pesticide tolerance; biodegradability of
fertilisers and pesticides; faster and more reli¬
able diagnosis of animal health and more effi¬
cient vaccines; the ability to identify a product
formally throughout the agro-food production
chain ('traceability'); new conversion techniques
for industrial organisms.

1. This article follows a conference of the OECD Forum

for the Future on the theme The agro-food sector on
the threshold of the 21st century'. The proceedings of
the conference are presented in The Future of Food:
Long-term Prospectsfor theAgro-foodSector. OECD
Publications. Paris. 1998.

2. Per Pinstrup Andersen, 'Major Uncertainties and Risks
Affecting Long-term Food Supply and Demand', in The
Future of Food,' Long-term Prospects for the Agro-

food Sector, op. cit.

3. Ferdinand Kttba. Can China Achieve Self-sufficiency
inFood? . The OECD Observer, No. 206, fune/fuly 1997;
Pierre Charlebois and fosef Schmtdhitbet; 'Agricultural
Trends and Issues to 2001', The OECD Observer,

No. 205, April/May 1997; Barrie Stevens. China Enters
the 21st Century', The OECD Observer. No. 201. August/
September 1996.

This progress will be made on such a scale
that both agriculture and the processing indus¬
try will enter a new 'green revolution'. By con¬
suming lower quantities of chemical products,
agriculture will gain substantial potential for
growth and simultaneously become more envi¬
ronment-friendly. Meanwhile, more efficient
techniques for control and processing will be
implemented 'downstream'. Of course, there will
still be a number of uncertainties to be resolved,

the possible perverse effects on the environment
and human health in particular. Genetic modifi¬
cation of plants might lead to the creation of
dominant varieties and weaken the world's

'genetic heritage'. There might also be risks of
dissemination in nature: for instance, a gene
developed in a crop to develop resistance to
herbicides might be transmitted to wild species.

From the economic point of view, the size of
some organisations upstream of the agro-food
chain, in biotechnological research (fertiliser pro¬
ducers, and so on), might create dominant posi¬
tions that could damage competition. Finally,
because of the real or assumed risks and ethical

issues entailed, biotechnology faces prejudicial
public opinion in many countries, especially in
Europe. Mass rejection of these techniques by
governments or large numbers of consumers
might jeopardise their development.

The advent of the information society will
also obviously have a major impact on the agro-
food sector. First, huge amounts of statistics on
purchases and consumer profiles will be
collected and analysed. They will be used to
define market segments more precisely, to iden¬
tify niches and to allow early detection of new
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consumer trends. Such information can be trans¬

mitted upstream of the production chain in order
to supply small-scale markets more reliably with
shorter response times and lower costs. Simulta¬
neously, the agro-food industry will be able to
disseminate product information widely through
computer networks such as the Internet and,
where appropriate, sell products on-line with
substantial savings in distribution costs.' It is now-
estimated that electronic commerce and tele-

shopping could absorb 15% of the sales of agro-
food products by 2010.

New

Organisation
Over the next few years, trends in OECD

markets, globalisation and the emergence of new
technologies are likely to shake up the environ¬
ment in which agro-food firms operate. Increas¬
ingly sophisticated processes and the growing
impact of information collection and analysis,
research and development and communications
should lead to higher fixed costs at all stages in
the sector. More market segmentation will mean
that firms will also have to narrow down their

production methods and field of expertise, and
such increased specialisation would leave them
ill-placed in the event of a downturn in activity,
Since demand for a specific product or brand
might be highly volatile, specialist firms will run
considerable risks. The parallel rise in fixed costs
and risks very probably portend an increase in
critical size. The process of concentration
observed in the past twenty years in distribu¬
tion, the food industry and. in some countries,
in agriculture is therefore likely to continue, even
gather pace.

One of the main features of the future

organisation of the agro-food sector may be the
role of vertical relationships. In OECD countries,
markets should be divided into many different
segments, which is bound to strengthen links
between the various stages of production. In
order, for instance, to supply a precise variety of

4. David Blandford and Linda Fulponi. Electronic
Markets in the Agro-food Sector'. The OECD Observer.
No. 208, October/November 1997.

fruit that consumers seem to favour, a distribu¬

tion chain will opt for safer continuous links with
one or more specialised producers rather than
uncertain purchases on the open market. And.
using biotechnology, farmers will be able to pro¬
duce the fruit variety required with constant
quality. Vertical co-ordination with downstream
firms will ensure outlets and, possibly, cover
against risks arising from variation in price. Pro¬
duct traceability will also enable distributors or
processors to check at all times that the fruit
does indeed show the desired characteristics.

Vertical relationships could also be used to send
precise information promptly, making product
supply more responsive to changes in demand.
By reducing market size and generating new
risks, segmentation thus leads naturally to in¬
creased vertical co-ordination.

This co-ordination will probably take on many
different forms, from production contracts to
strategic alliances and integration. Where there
is little scope for product differentiation, as might
be the case for most cereals, buyer/purchaser
relationships should continue to be governed
mainly by open markets. Conversely, vertical co¬
ordination could continue to grow on markets
where it is already relatively well developed, as
in fruit and vegetables, because of increasingly
finer distinctions between product characteris¬
tics.

Whereas in theory vertical co-ordination
should benefit all parties, in practice it might
modify relationships in the agro-food sector to
the benefit of distribution and to the detriment

of farmers. In a sector where information about

demand is likely to become the strongest factor,
proximity to consumers might prove a decisive
asset for distribution firms, which would be

obvious candidates for organising vertical rela¬
tionships and channelling production decisions,
and would therefore have the means to inflect

the distribution of risk and profit in their favour.
Current changes will also doubtless reveal

winners and losers within each activity. For in¬
stance, the most enterprising farmers might find
interesting opportunities through differentiation
and production under contract. Conversely, more
traditional farmers operating on markets for un¬
differentiated commodities might face a darker

future. The agro-food sector as a whole will offer
more attractive opportunities and higher risks.
The most successful enterprises will be those
which can build links upstream and downstream,
establish a reputation of brand quality and inno¬
vate constantly. Their main asset will be human
capital, to be mobilised in order to build up real
market power.

Within the next 20 years, the food market
should therefore be dominated by large groups
with global strategies. With declining subsidies
and protection, these enterprises will be able to
organise purchasing, production and product
marketing world-wide by using the comparative
advantages of individual countries. Their deci¬
sions to locate activities in a given country will
depend not only on its natural resources but also
on factors such as domestic market size, the in¬

dustrial and marketing fabric and infrastructure
quality. Horizontal and vertical concentration of
enterprises may therefore be accompanied by a
geographical concentration of activities and glo¬
balisation through the clustering of production
sites.

Challenges
for Government

These changes will bring new challenges in
regulation policy. Most OECD countries today
are faced with the necessity of modernising and
liberalising agriculture while taking into account
its non-economic roles, especially in the envi¬
ronment and the planning of land-use. Measures
intended for agriculture should be reassessed as
to their costs and benefits and co-ordinated as

part of a coherent policy, market-oriented and
aiming to integrate agriculture into domestic and
international economic mechanisms. That

requires the progressive replacement of the
policy of general price support by one of direct
transfers to farmers, and that public bodies no
longer introduce distortions into the market-place
by acting as buyers of last resort. The depend¬
ence of farmers on the food industry might then
increase and the differences between them

widen. Government action might turn to new
fields: the development of insurance mechanisms
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lation. For instance, the ethical issues arising from
biotechnology or health risks might reveal far-
reaching differences between countries, even
within the OECD, As a rule, any excessive or
insufficient regulation in a single country could
have consequences reaching well beyond its
frontiers. OECD countries in particular will doubt¬
less face a difficult choice between laying down
high national standards and attempting to reach
international harmonisation of standards (or the

generalisation of mutual recognition agreements).
Since differences between countries might result
from opportunist or protective behaviour as well
as from truly divergent objectives, these issues
will have to be addressed in a multilateral con¬

text that is favourable to trade and investment,

respectful of countries' individual circumstances
and based wherever possible on scientific
references.

The likely scale on which biotechnology will be applied in twenty years' time will lead both agriculture
and the food-processing industry into a new 'green revolution'.

and of the means for farmers to move into higher
value-added production, incentives for co¬
operatives to adjust so as to continue to support
the negotiating power of farmers, the implement¬
ation of incentive schemes to help the environ¬
ment.

Competition policy will address the complex
issues arising from horizontal and vertical con¬
centration and from the potential anti-competi¬
tive behaviour that might ensue. Admittedly,
vertical and horizontal concentration can be justi¬

fied on grounds of efficiency (economies of scale,
optimum risk- and information-management).
Regulatory policy should therefore be based on
precise analysis - and hence detailed statistics -
of enterprise behaviour. Furthermore, publish¬
ing such information might as such be an effi¬
cient means of countering anti-competitive
behaviour. But in a sector where transactions

might chiefly concern private contracts of a
specific nature, the collection of information
might become complicated. Traditional concepts
and yardsticks such as average price might soon
become obsolete. One of the tasks awaiting gov

ernment policy will therefore be to build a new
framework of analysis and monitoring for the
successive stages in the manufacturing of food
products.

Problems of hygiene, health and consumer
trust are also likely to loom large. Since trade in
food products is likely to expand and food pro¬
duction to use increasingly sophisticated pro¬
cesses, checks to ensure that foods do not present
any health risks might be more difficult than at
present. It will be up to public opinion and gov¬
ernment in OECD countries to determine the

acceptable degree of risk for human nutrition
and to establish the respective roles of state and
market in its control and surveillance. The intro¬

duction of credible and operational labelling and
standardisation schemes might become necess¬
ary to ensure that consumers have at least some
information about the products they are offered.

Many agro-food issues have an essential
international dimension which might make it

necessary to introduce genuine multilateral regu-

OECD Bibliography

The Future of Food: Eong-term Prospects
for the Agro-food Sector,

David Blandford and finda Fulponi, 'Electronic Markets
in the Agro-food Sector', The OECD Observer,
No. 208, October/November 1997

Agricultural Policies in China, 1997
Ferdinand Kuba, 'Can China Achieve Self-sufficiency

in Food?', The OECD Observer, No. 206, June/July 1997
The Agricultural Outlook, 1997-2001, 1997
Pierre Charlebois and josef Schmidhuber, 'Agricultural

Trends and Issues to 200T, The OECD Observer,

No. 205, April/May 1997
China in the 21st Century: Long-term Global

Implications, 1996
Barrie Stevens, 'China Enters the 21st Centur/,

The OECD Observer, No. 201, August/September 1996
The Agricultural Outlook - Trends and Issues

to 2000, 1996

Loek Boonekamp and Yves Cathelinaud, 'Agricultural
Markets from Now to 2000', The OECD Observer,

No. 199, April/May 1996.

31 The OECD OBSERVER No. 210 Fehruaiy/March 1998



Reconciling Agriculture
and the Environment
Wilfrid Legg and Michel Potier

Improving the environment and ensuring the sustainable
use of resources in agriculture are both important policy
objectives in OECD countries. There has been some
improvement in environmental performance, partly as a
result of reforms in agricultural policy, in environmental
measures such as financial incentives and regulations
concerning air, water and soil quality, and in changes in
technology andfarmpractices. Andfarmers themselves can
help improve the environment if they are faced with the
signals that alert them to the environmental costs and benefits
of their activities, and if they have the motivation and
necessary resources. Butprogress towards such market-based
policies is slow. '

Agriculture affects the environment
in a vast number of ways. It can
help maintain rural landscapes, pre¬
serve wildlife habitat and bio¬

diversity, and provide a carbon sink
by trapping carbon which would otherwise pol¬
lute the atmosphere as carbon dioxide. It can
assist in the sustainable management of water
and soil resources, with a role in the prevention
of landslides and flooding. It is an important
element in regional development.

But agriculture can bring its problems, too.
Excessive or inappropriate use of fertilisers, live-

Wilfrid Legg and Michel Potier are Heads of, respect¬
ively, the Division on Agricultural Policies and the
Environment of the OECD Directorate for Agriculture,
Fisheries and Food, and the Economics Division of the
OECD Environment Directorate.
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env.contact@oecd.org
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stock manure and agro-chemicals can pol¬
lute and contaminate surface and ground¬
water. Farming can reduce the habitat
available to wildlife - indeed, it has brought
some species to the edge of extinction. It
can lead to soil erosion, particularly when it
brings environmentally sensitive land under
cultivation. And the presence of malodorous live¬
stock will hardly be a surprise to anyone who
has travelled through the countryside.

Broader environmental developments, such
as industrial pollution, acid rain and climate
change, as well as a number of environmental
measures and standards introduced both

nationally and internationally (for instance, con¬
cerning the permitted nitrate content in drink¬
ing water) are in their turn having an impact
on agriculture. They can influence the volume
and intensity of agricultural production and its
geographical location. Shifts in consumer pre-
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Agriculture can help maintain the countryside...

ferences towards 'environmentally friendly' agri¬
cultural and food products and changing tech¬
nologies are likewise affecting farming
practices.2

In spite of the variety of environmental situa¬
tions and agricultural systems across the OECD
area, all countries apply policies aiming to mini¬
mise the risks to humans, natural habitats and

biodiversity arising from the use of agricultural
chemicals. They also aim to ensure sustainable
agricultural production, and to limit global
environmental impacts, not least by curbing
emissions of greenhouse gases.
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...but can also pollute groundwater through over-use of fertilisers.

The importance of different environmental
issues nonetheless varies across countries. For

example, where population density is high, as
in many European countries, land and water
resources are scarce and agriculture uses land
intensively, problems such as livestock waste and
nutrient run-off rank high on the policy agenda,
and importance is given to the availability of and
access to open spaces. In countries where land
resources are abundant, with less population
pressure and agricultural production systems that
use land less intensively, such as Australia and
the United States, soil erosion and land quality
can be a primary concern.

For some countries environmental issues in¬

clude biological and ecological aspects only. For
others, they also embrace attention to landscape
and cultural features, as well as rural develop¬
ment aspects of agriculture. Perceptions about
'nature conservation' vary, too. In some coun¬
tries (the United States, for instance), the protect¬
ion of wilderness is a major issue; others, such

1. Agriculture and the Environment: Issues and

Policies. OECD Publications. Paris, forthcoming 1998.

2. See pp. 28-31.

3- Environmental Indicatorsfor Agriculture, OECD
Publications, Paris, 1997.

as Japan, Korea and many of those in Europe
where agriculture has been an in¬
fluence on the environment for

centuries, concentrate on the pre¬
servation of man-made land¬

scapes.

ronmental costs and benefits enter into farmers'

production decisions. In some cases farmers are
charged for any damage caused by farming. For
instance, some farmers are made to bear their

share of the costs of polluting rivers through the
application of the Polluter-Pays Principle (PPP)
in agriculture. Progress has been made, too.
where farmers are able to capture the value of
their 'environmental services' through rural tour¬
ism or higher prices for local products or 'envi¬
ronmentally friendly' agricultural production.

But farmers do not always bear the costs of
the pollution they cause and are not always re¬
munerated by the benefits they provide. In many
cases, where markets are absent or policies en¬
courage the use of agro-chemicals, farmers do
not have to take pollution costs into account. In
some countries they are given grants to cover
the expenses of pollution abatement or do not
pay a price for irrigation water that is compat¬
ible with sustainable water use. And although
the OECD countries are committed to apply the
PPP to account for the harmful environmental

Figure 1
Pesticide Use in Agriculture, 1986-88 to 1993-951
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Preliminary evidence suggests
that in many OECD countries over
the last decade there has been a

reduction in the damage caused
by the overuse of pesticides and
nutrients, particularly damage to
water (Figure 1). But there are ex¬
ceptions to these trends, and the
figures vary considerably across
and within OECD countries. It is

simply too early to draw firm con¬
clusions on environmental per¬
formance in these two major
areas.3

There has also been some ad¬

vance in the extent to which envi-
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and the Environment

FOCUS

The Environment
and the Reform

of Agricultural Policies
Reductions in price support and input subsi¬
dies have in many cases led to less intensive
forms of agricultural production, thus
lowering the pressure on the environment,
especially where support had in the past
encouraged unsustainable practices.

In the crop sector, many farmers have
responded to lower prices for their output
and higher costs for their inputs by cutting
down on the use of pesticides, fertilisers,
machinery, and irrigation water; in the live¬
stock sector, support reductions have led to
smaller herds and lower stocking densities.
As a result, nutrient surpluses and grazing
pressure have declined and the risk of nutri¬
ent and pesticide run-off into surface water
and leaching into groundwater has been
reduced (Figures 1 and 3).

Policy reform has also slowed down or
brought to a halt the conversion of
wetlands, forests and natural grasslands to
agricultural use, thus preserving substantial
areas of natural ecosystems.

Where land susceptible to erosion has
been afforested or its use shifted from crop¬
ping to grazing and forage production, the
grass or tree cover established on this land
has reduced erosion and helped restore de¬
graded soils. And in other areas where agro-
ecological conditions make production
difficult, policy reform can bring the risk
that land is abandoned. In some instances,

of course, the land will simply revert back to
nature; in others it may suffer degradation,
causing a loss of wildlife habitat and
biodiversity. The adverse effects of aban¬
doning land are most likely to occur in areas
with low-input farming systems that sup¬
port a rich variety of flora and fauna as well
as scenic landscapes, and in areas where
agriculture contributes to land conserva¬
tion, including landslide and flood prevent-

effects of economic activities (not

merely those arising from agricult¬
ure), it has not always been ap¬
plied or fully enforced in
agriculture.

To distinguish between the
beneficial and harmful effects of

agriculture requires a reference
figure, or benchmark. Such a
benchmark can be quantitative (for
instance, parts per million of phos¬
phate in drinking water) or quali¬
tative (desirable characteristics of

landscape, say). The identification
and codification of 'good farming
practices' can give guidance
towards the achievement of such

reference points. The reference
point represents what is expected
that farmers or landowners pro¬
vide - at their own cost - in their

role as 'stewards' of the country¬
side. If society demands environ¬
mental benefits from agriculture
(such as the maintenance of sus¬

tainable farming practices, the pro¬
vision of habitats for wildlife or the prevention
of soil erosion in fragile mountain areas) above
the reference point, society could be expected
to remunerate farmers for providing them,'

The Policy
Effect

Agricultural policy measures, especially those
that encourage the production of specific com¬
modities and the use of certain inputs, have in¬
creased farm production, encouraged farm
practices that damage the environment, and led
to the expansion of agriculture on to sensitive
land, Bui they have also encouraged farming to
continue in areas that might otherwise have been
abandoned (Figure 2) and have sometimes given
farmers sufficient remuneration for them to

undertake land and water conservation or main¬

tain landscapes in these areas. But since many
agricultural policy measures are implemented
nationally, whereas the environmental effects of

Figure 2
Land in Agricultural Use, 1973-75 to 1993-95
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agriculture are local, they are not sufficiently
targeted and tailored to specific environmental
problems to be effective.

In a period of falling overall volumes of sup¬
port to agriculture, there has been some shift
away from price support towards policy measures
that are less distortive of production and trade,
allow more influence for market signals, and are
more efficient in targeting particular problems.
Such policy measures include direct income sup¬
port as well as agri-environmental measures
specifically designed to achieve environmental
objectives. Over the last decade, market price
support declined from 65% across the OECD area
to 59% of total support in 1996. That reduction
has brought in some changes in the volume,
composition and location of production, and in
farming practices, although the effect on the
environment as a whole will depend on differ¬
ences in the natural-resource base, farm-

management practices and the production mix
(box, left).' Two examples are the composition
of livestock in New Zealand or changes in land-
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use in Austria, which have lowered some of the

pressure on the environment.
But agricultural policy reform will have to be

complemented with other measures. The vol¬
ume of agricultural output that will arise under
more market-oriented policies, and the farm
practices that emerge, could in certain cases have
an adverse impact on the environment. Although
the reform of agricultural policy will alleviate
some problems, others will persist and new ones
could be created, especially in land use. To pre¬
vent degradation of the land used in (or
withdrawn from) agriculture after reform, com¬
plementary policy measures may be required to
enhance sustainable farming practices. Some
countries have begun to use new types of agri¬
cultural policy measures to address the environ¬
mental and broader rural and structural

adjustment issues, and more attention has been
paid to sector-wide impacts. These new measures
include:

FOCUS

Agri-environmental
Measures

Many countries have implemented agri-
environmental measures to address specific
environmental problems. Such measures
are most effective when they have clear en¬
vironmental objectives and respect certain
operational conditions. In 1 995 the United
States spent an estimated $1.7 billion for
diverting 14.6 million hectares of land from
crop production under the Conservation
Reserve Program. Also in 1995, the Euro¬
pean Union spent ECU 465 ($608) million
to co-finance measures for the protection of
the environment and the maintenance of

the countryside in its member states. In the
same year the Japanese government pro¬
vided ¥3.25 billion ($34.5 million) in finan¬

cial support for agricultural R&D aimed at
improving the environment. In the financial
year 1995/96 the Australian government
spent nearly A$80 (US$59) million on the
National Landcare Program.
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more tying of income support
to environmental conditions

('cross-compliance')
agri-environmental measures

(box. below)

charges and taxes
regulations of fertiliser and

pesticide use'1
research, information and ex¬

tension services focused on sus¬

tainable farming practices
co-operative solutions to ad¬

dress local environmental con¬

cerns, such as land care.

The new measures might off¬
set some of the damage caused
by high volumes of support, but
at a higher cost if such support
remains. To pay farmers for re¬
ducing the pollution created by
policies continuing to encourage
an excessive use of fertilisers can

indeed be very costly. Any im¬
provement of the environment
involving the use of privately
owned factors of production,
which are considered to be providing services
over and above what is provided through 'good
farming practices', will be delivered in sufficient
quantity only if they are appropriately remuner¬
ated. Agri-environmental payments are some¬
times used in such cases, but they have to be
cost-effective in achieving their objectives, and
should not distort agricultural markets. There are
a few simple rules to guide policy to this end.
Payments have to be:

transparent in their objectives and operation
targeted to ensure the provision of the bene¬

fits, which would otherwise nol be provided
above the recognised reference figure

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

monitored to ensure compliance and effective
implementation

evaluated as to their environmental effects, and

adapted periodically to ensure that they provide
the desired results at the lowest cost.

Figure 3

Nitrogen Surpluses in Agriculture,
1986-88 to 1993-951
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By improving the efficient allocation of re¬
sources, promoting economic growth and in¬
creasing welfare, trade liberalisation will also

benefit the environment, again provided effect¬
ive environmental policies are implemented. As
agricultural trade becomes freer, agricultural pro¬
duction is likely to expand in some countries or
regions and contract in others, which will change
the pressure on the environment. Although it is
difficult to predict precise changes, countries in
which producers of commodities receive high

4. Environmental Benefits from Agriculture: Issues
and Policies - The Helsinki Seminar. OECD Pub¬

lications. Paris. 1997 Wilfrid Legg and Luis Portugal.
Hoir Agriculture Benefits the Environment'. The OECD
Observer. No. 205, April/May 1997.

5. The Environmental Effects ofReforming Agricult¬
ural Policies: A Preliminary Report. OECD Publi¬

cations. Paris, forthcoming 1998.

6. Agriculture, Pesticides and the Environment:
Policy Options. OECD Publications. Paris. 1997.

7. Co-operative Approaches to Sustainable Agricult¬

ure. OF.CD Publications. Paris, forthcoming 1998: Ronald
Steenblik, When Farmers Fendfor the Environment '. The
OECD Observer. No. 203. December 1996/Januaiy
1997.
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volumes of support through trade protection
(such as many European countries, Japan and
Korea) would produce less in a freer market en¬
vironment. Countries with comparatively low
degrees of protection (such as Australia or New
Zealand) can be expected to expand product¬
ion. The growth in trade may also result in more
international traffic and possibly more pollution
from fossil-fuel combustion, and an increased

risk of importing pests and diseases. But appro¬
priate accompanying policy measures, includ¬
ing those aimed at internalising environmental
costs and benefits, together with a progressive
elimination of domestic policies that encourage
unsustainable farming practices, and the in¬
creased economic activity generated from trade
liberalisation will facilitate environmental im¬

provement as production moves to areas with
comparative advantages in water and land
resources and climatic conditions.

In order to assure that the full benefits of

trade liberalisation are reaped and that unwanted
environmental side-effects are prevented,
targeted environmental measures will often be
necessary to ensure that any environmental ex¬
ternalities generated by trade liberalisation are
adequately reflected in farmers' production
decisions.

Which

Measures?

Often, farmers are little aware of the environ¬
mental costs and benefits of their activities, or of

the practical possibilities for improving their en¬
vironmental performance. Closer attention to the
more effective application, provision and dis¬
semination of knowledge - including the estab¬
lishment of codes of good agricultural practices -
can help them to adopt sustainable farming
methods and take account of how they affect
the environment in their decisions.

More attention should be paid to exploring
the potential of markets and innovative market-
based policy approaches to address environ¬
mental issues, and to putting a value on the
environmental externalities involved in agricult¬
ure. A range of policy measures and approaches
will be required to address such issues:

information, advice and training programmes,
complemented by research and development
incentives, can be very effective in enhancing
the general awareness of farmers of how they
can cultivate their land in environmentally sus¬
tainable and financially viable ways

regulatory measures may be appropriate where
environmental damage from a specific practice
(the illegal or careless uses of pesticides, for in¬
stance) could be severe and the resource loss

irreversible, and where rapid results are required
economic instruments, such as incentive pay¬

ments, taxes and charges, or transferable per¬
mits, may be appropriate where farming practices
affect the environment in a way that can be taken
into account by farmers

cross-compliance measures (which work by
making the eligibility for income support condi¬
tional upon farmers taking specific actions, such
as ensuring identified environmental outcomes)

may be effective where income support is still
important, and where practicable and enforce¬
able environmental conditions can be identified

co-operative approaches can be suitable for
addressing specific local environmental issues,
where farmers can apply their local expertise,
and where collective action results in lower-cost

solutions to environmental problems, such as in
the Australian 'Landcare' groups.

The recognition is spreading that policy
measures and approaches intended to improve
the environmental performance of agriculture
have to provide farmers with a set of consistent
incentives. This new awareness will make the

continuing process of policy reform more effect¬
ive in reducing the harmful effects that agricult¬
ure, responding to the current framework of
policies, is having on the environment. And align¬
ing agricultural and environmental policies to
remove conflicting goals will assist the long-term
pursuit of sustainable development.
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Fiscal Consolidation,
Qrowth and Equity

Robert Ford

Thefiscal consolidation that most ofthe OECD
countries have undergone over thepast decade
or so has brought traditional benefit systems-
not leastfor the unemployed- underpressure.
At the same time, the distribution of incomes
has been widening and, in some countries,
poverty is on the increase. Reforms to income-
redistributionprogrammes are therefore likely
to mean doing more with less. Thegovernments
of OECD countries will have to respect equity
while maintaining efficient economies and, in
particular, the incentives that will bringpeople
back to work.

Over the past quarter-century the
OECD countries have experienced
rising ratios of debt to GDP; by
1996 for the OECD area as a whole

government debt had reached over
70% of GDP (Table). This development can be attri¬
buted to two factors. There were chronic fiscal defi¬

cits, since governments were spending far more
than they raised in taxes, And there were growing
costs in servicing government debt, both because
of the larger volumes of debt itself and the wide¬
spread increase in real interest rates in the late 1970s.

This pattern of deficits and expanding debt-
ratios is at sharp variance with past experience
of state finance in peace-time, one of declining
debt-GDP ratios following build-ups in time of

Robert Ford is Head of the Public Economics Division

in the OECD Economics Department.

E-mail: eco.contact@oecd.org

I Deficits and government debt are
being exacerbated by unavoidable
spending on social transfers -
pensions, health care, unemploy¬
ment benefits....

war. And it is not only deficits that have grown.
In most OECD countries, since the 1970s, both

government spending and taxes have expanded
as a share of GDP: by 1996 these averaged over
40 and 35% of GDP, respectively, for the OECD
as a whole.

Trend increases in expenditure can usually
be traced to transfer programmes, including
health-care, pensions and, particularly in Europe
(where the structural component of unemploy¬
ment has risen), unemployment insurance and
other programmes to support the incomes of the
non-employed. Many such programmes were
implemented, or substantially expanded, in the
1960s and 70s on the basis of favourable ex-

37

pectations for economic growth and demo¬
graphic developments that have not been real¬
ised.

On the tax side, the most important regular¬
ity is the growing burden of taxes on labour in
many countries. To some extent, this shift re¬
flects the fact that many of the expanding trans¬
fer programmes have been financed from
earmarked payroll taxes. But it may also reflect
a concern that high rates of capital taxation could
reduce investment and thereby productivity. In
many countries, especially in continental Europe,
there has been a sizable increase in the 'wedge'
between the wages that firms pay and what the
workers receive, the result of higher taxes in

The OECD OBSERVER No. 210 February/March 1998



Fiscal Consolidation,
Qrowth and Equity

general combined with the shift in their compo¬
sition towards more reliance on taxes on labour.

In conjunction with other labour-market
imperfections, this wedge has contributed to high
rates of structural unemployment.1

In the light of these developments, there is
almost universal agreement among policy-makers
that the cuts in deficits were both necessary and
healthy. There is now a consensus, moreover,
that further fiscal consolidation is required in
most OECD countries, a view reflected in official

medium-term fiscal goals (box. p. 40). In the
longer term - early in the next century in Japan,2
and in the following two decades elsewhere -
the dominant effect on fiscal outcomes in most

countries will probably be population aging,
which will put enormous demands on social-
security and health-care programmes just as the
working population is stagnating, even shrink¬
ing, and thus cutting into the tax base.3 Meeting
commitments on these budget lines will inevi¬
tably squeeze other types of public expenditure,
although it will also force a re-thinking of the
appropriate basis for entitlements to pensions
and other transfers.

Fiscal Probity,
Social Strains?

Against this fiscal backdrop, there have been
growing concerns that economies are becoming
less equitable and that as a result the social fabric-
is coming under strain. ' Although there are many
ways of assessing equity and the degree of social
cohesion, two developments stand out.

First, in many countries, principally several
of those in continental Europe, unemployment
rates have risen substantially and persistently,

/. Sveinbjorn Blondal and Slefaito Scaipetta. Tlie OECD
Jobs Strategy under Scrutiny', and Peler Schiranse.
'Activating the Unemployed'. The OECD Observer
No. 209. December 1997January 1998.

2. Randall S. Jones. Japan - Population Aging ', The
OECD Observer. No. 209. December 1997/Jaiuuuy
1998.

3. Peter Hicks, 'the Impact of Aging on Social Policy',
The OECD Observer, No. 203. December 1996/Jauiiaiy

1997. and Lans Bovenberg and Anja van den linden.
'Pension Policies and the Aging Society'. The OECD
Observer, No. 20S. April/May 1997.

particularly among the long-term out-of-work and
the young and unskilled. As a result, there has
been an increase in marginalisation, a more un¬
equal distribution of market income and more
pressure on transfers to support the living stand¬
ards of the jobless.

Second, in some OECD countries, earnings
and income inequalities have widened and the
number of poor - defined relative to the mean
or median national income - has risen.5 The

causes of widening inequalities remain a matter
of some debate, with the two leading candidates
being technological change that has increased

the demand for highly paid skilled labour and
reduced the demand for the unskilled, and glo¬
balisation of trade and production that has in¬
creased competition between low-paid workers
in developing countries and the unskilled in in¬
dustrialised countries.6 The evidence now points
to technological change as accounting for the
bulk of the widening in earnings and income
distributions. Other changes, such as the decline
in unionisation and immigration, may also have
exerted a measurable influence on the relative

wages of the low-skilled in some countries, the
United States in particular.

Table

Trends in Debt,
% of GDP

Expenditures and Taxes in 22 OECD Countries, 1970-96

WE

Gross Debt Expenditures Taxes

1970 1980

37.0

51.2

1996

63.9

1970

30.0

1980

31.4

32.0

1996

33.3

36.2

49.0

54.5

1970 1980 1996

41.5 28.9 30.0 31.7

11.5 86.4 19.0 19.7

37.2

37.4

25.6

43.9

29.0

18.1 31.1

30.9

64.9 38,3 47.9

46.1

44.1

63.0 38.5 43.6 47.6

38.1 58.1 125.2 33.0 42.1 52.9 27.9 32.4 44.8

77.1 54.0 61.3 36.7 43.0 41.9 35.6 35.1 35.5

52.8 44.0 100.3 33.5 38.8 44.7 31.3 30.3 37.2

36.0 41.6 73.8 30.3 36.2

31.4

39.6

36.6

29.2 32.2 35.2

43.8 27.7 31.6

19.4 37.7

78.2

69.8 38.5 48.1 51.7

54.3

38.5

38.3

44.5

47.4

46.1

63.7 130.1 41.8 57.8 49.9

44.7

14.1

74.8 56.2 61.5 40.4 48.1 54.4

15.9 61.4 30.0 38.1

30.4

32.5

57.4

44.7

33.0 38.4 50.0

17.6 22.9 111.9 21.6 25.1 33.9

25.2 57.6 38.1

37.6

31.8

33.1

33.5

72.7 76.5 48.2 35.3

23.5 16.0 2.7 19.3 21.2 18.7 24.3

51.5 46.9 78.5 41.3 55.8 49.9 37.7 45.9 44.8

43.8

47.1 47.3

42.9 47.6 40.1 36.7 45.5 37.3 45.8 44.7

19.0 32.8 67.6 19.8 23.6 47.0 20.9 27.9 41.3

18.3 74.6 21.6 32.2 43.3 20.9 29.1 37.6

30.5 44.3 79.8 42.8 60.1 64.7 43.4 50.6 55.6

35.7 40.2 72.2 30.5 36.5 40.3 29.4 32.4 35.9

.. not available.

Source: OECD
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It is difficult to disentangle these factors, even
in principle. For example, increases in inter¬
national trade reflect both policy changes, in¬
cluding the decline in trade barriers under GATT
and the WTO, and technological innovations
which have reduced transport costs. And press¬
ures of trade may be a factor in biasing techno¬
logical change by encouraging the replacement
of unskilled labour by machinery or, in the
aggregate, by inducing firms in OECD countries
to abandon the production of goods that com¬
pete most directly with those produced in
developing countries, such as textiles and steel,
and to produce instead skill-intensive products,
such as financial services,

Irrespective of the underlying causes, this
phenomenon threatens to marginalise workers
trapped in poorly paid and insecure employ¬
ment, perhaps giving rise to a class of 'working
poor', with low incomes and relatively slim
chances of improvement. A central issue in
assessing how serious this problem might be is
the degree of mobility within the earnings distri¬
bution: if people are highly mobile, then 'point-
in-time' distributional measures would

considerably overstate inequalities in incomes
and opportunities over individuals' entire lives.
Although not enough is known about mobility
(largely because the data on the subject are very
weak), it would appear that there is a consider¬
able degree of movement out of the low-earn¬
ings group - but that a substantial amount of
point-in-time inequality can nonetheless persist
for several years."

Which

Trade-offs?

The OECD Jobs Strategy and subsequent
analysis laid out a broad-based and comprehen¬
sive strategy to durably reduce unemployment.
Although it takes time to take effect, beginning
in the 1980s a few countries - Ireland, the

Netherlands, New Zealand and the United King¬
dom8 - which had introduced labour-market re¬

forms along these lines, were able to reduce their
unemployment rates and raise employment. Aus¬
tralia and Canada have launched reforms in the

a 	_

Technological progress, which has increased the demand for highly qualified workers and reduced that
for the low-skilled, has reinforced inequalities in income.

1990s, although the full effects on the labour
market are not yet apparent. In most high-
unemployment countries, nonetheless, only
limited or piecemeal reforms have been intro¬
duced, and there has been generally no improve¬
ment, or in some cases a deterioration, in the

number of jobs coming onto the labour market.
Since employment is the single most import¬

ant source of market income (that is, excluding
government transfers), especially for those at the
bottom of the income distribution, the perform¬
ance of the labour market plays a determinant
role in inequality of income. There is a feeling
in many quarters that adopting at least some of
the policies recommended in the Jobs Strategy -
such as labour-market deregulation, more flex¬
ible wage-bargaining arrangements and reduct¬
ions in minimum wages - could lead to an
unacceptable widening of earnings and income
distributions. Since such reforms are also import¬
ant for the improved performance of the labour
market, there may be a conflict between labour-
market reform and equity goals.

But the degree of conflict may be overstated.
Improved job opportunities and lower unem¬
ployment contribute themselves to equity goals.
Even if labour-market reforms widen the dispar¬
ity of wage rates, the effect on disparities in over¬
all wage-earnings wall be offset, at least in part.
Many of those with low monthly or annual earn¬
ings from wages do not have the opportunity to
work very many hours; and those who cannot
find employment at all, of course, have zero
wage-earnings, regardless of wage rates. By

4. Riel Miller. 'Economic Flexibility and Societal Cohe¬
sion '. The OECD Observer, No. 207, August/September
1997.

5 OECD Employment Outlook. OECD Publications.
Paris. 1996.

6. George Pa[)acoustanti)iott. Technology andJobs'. The

OECD Observer. So. 194. June/July 1995.

7. OECD Employment Outlook, OECD Publications,
Paris. 1996: OECD Employment Outlook OECD

Publications, Paris. 1997: Tlje OECD Employment Out¬
look - Low-wage Jobs: Stepping Stones or Traps/'. The
OECD Observer. No. 208, October/November 1997.

8. Paul E. Atkinson. 'New Zealand's Radical Reforms .

The OECD Observer. No. 205. April/May 1997.
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FOCUS

The Design of fiscal Strategy in OECD Countries

Medium and Long-term Objectives Time Horizon

Australia' Commonwealth 'underlying' budget balanced over economic cycle

Austria Reduce federal deficit to 2.1% of GDP; freeze public expenditures on personnel, operating costs, 2000
social spending and subsidies to firms, in nominal terms

Belgium Maintain general-government primary surplus around 6% of GDP; reduce budget deficit 2000
to around 1% of GDP and reduce debt-to-GDP ratio

Canada Federal deficit to 1% of GDP en route to medium-term budget balance 1998-99

Czech Republic Balanced state budget

Denmark General-government balance in surplus over the business cycle

Finland Stabilise and then reduce central government debt-to-GDP ratio 1998-99

France General-government deficit decline to 1.4% of GDP; debt-to-GDP ratio at 59%; 2001
phase-in direct tax reform

Germany Reduce general-government deficit and debt-to-GDP ratios to 1.5% and around 61% of GDP 2000
respectively; reduce public spending to 46% of GDP (pre-unification spending figure); lower tax
burden and budget deficit and lower social-security contributions below 40% of gross wages

Greece Reduce general-government deficit and debt-to-GDP ratios to 0.9% and 103%, respectively 1999

Hungary Reduce general-government deficit and the size of public sector

Iceland Run a small surplus so as to reduce debt-to-GDP ratio from 48% to 40% 2000

Ireland Limit general-government deficit to 1.5% of GDP; use contingency reserve only to compensate
cyclical shortfall of revenue (0.7% of GDP); allow for definitional change in measurement
of net lending arising from instruction of new reporting standards; meet all future EU targets

1999

Italy Reduce general-government deficit and debt-to-GDP ratios to 2.8% and 1 13%, respectively 1999

japan Contain central-local government deficit to 3% of GDP; limit issue of government bonds
to those required to finance construction; limit share of expenditure to national income
to 45% by 2000 and to 50% by 2025

2003

(action front-loaded
to period FY 1998
to FY 2000)

Korea Keep budget in balance; gradually raise tax and spending share in economy

Luxembourg Central-government expenditure to grow in line with medium-term GDP growth

Mexico Maintain balanced budget 2000

Netherlands Reduce tax and social-security burden and reduce public-sector deficit below 3%> of GDP 1998

Switzerland Budget balance 2001

New Zealand Operating surplus average just under 3% of GDP over three fiscal years; gross and net public
debt-to-GDP ratios to decline to around 25% and 20%, respectively

2000

Norway Consolidate general-government surplus; central-government surplus to be invested in foreign
assets; underlying growth of central-government expenditure held to a maximum of 1%

2000Poland Reduce government revenues by 1% of GDP and spending by 2% of GDP;
reduce state budget deficit and public debt-to-GDP ratios to around 1 Vz% and 42%,
respectively; reform tax and pension systems

Portugal Reduce general-government deficit and debt-to-GDP ratios to 1.5% and 59.4%, respectively 2000

Spain Reduce general-government deficit and debt-to-GDP ratios to 1.6% and 65%, respectively 2000

Sweden2 Surplus of 2% of GDP on the general-government balance over the cycle to be approached
incrementally over the 1998-2001 period; balance budget for municipalities and counties

2000

Turkey First increase and then maintain public-sector primary surplus at 2% of GDP 2000

United Kingdon

United States

t3 Sound public finances over the medium term; zero PSBR FY 1999

Balance the unified federal budget 2002

1. Excluding sales of assets and debt repayments.
2. Time horizon applies to the budget for municipalities and counties.
3. Refers to pre-election plans. Time horizon applies to PSBR target.
Source: OECD
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increasing the flexibility of markets
and improving the incentives to take
jobs (and, on the part of firms, to
offer them), labour and product-
market reforms can lead to wider

opportunités for employment. Such
reforms can thereby help to raise
the overall incomes of those who

now find themselves at the bottom

of the income distribution precisely
because of lack of employment
opportunities.

Nevertheless, in introducing
labour-market reforms, governments
should be ready to deal with the
possibility that some groups may be
marginalised, as well as with the
costs of re-absorbing workers who
are displaced. One response, of
course, is to maintain disposable in¬
comes by extending public redis¬
tributional programmes. Raising
taxes to pay for this approach is an
unattractive option in many coun¬

tries where tax burdens are already
high. And higher taxes and trans¬
fers would tend to distort markets

further, the labour market in particular. In prin¬
ciple, tax increases could be avoided or miti¬
gated by reducing outlays on other public
programmes. Yet cutting education, investment
and other programmes to pay for extra transfers
may have adverse consequences for medium-
term growth.

Thus the decision on how much, if at all. to

expand redistributional programmes and. if so.
how to pay for doing so involves complicated
trade-offs, Theory suggests that transfer pro¬
grammes and taxes distort economic activity and
thereby reduce growth. The empirical analysis
that might confirm this suggestion, unfortunately,
is hindered by theoretical ambiguities and statis¬
tical difficulties. It is well known, for example,
that in theory government programmes or taxes
can offset market failures and thereby raise eco¬
nomic output. Perhaps the most common ex-

9. Phillip McKenzie and Gregory W'tirzburg. 'Lifelong
Learning and Employability'. The OECD Observer
No. 209, December 1997/fanuaiy 1998.

A move away from
universal benefits would

allow the concentration

of transfers on those who

need them most.

ample is environmental policy, which ideally
compensates for the market failure that air. for
example, belongs to no one in particular and so
polluters are not charged for their use of it. An
example close to the issue of income distribu¬
tion is investment in education. Even though such
investment appears to have high individual and
social returns, it is very difficult to borrow against
the high future wages educational investment
might bring (owing, for example, to the lack of
collateral that such a debt contract would im¬

ply). As a result, there may be underinvestment,
especially among the poor."

Statistical limitations include poor international
comparability of the data on the distribution of
income and earnings; and they do not exist for
the long periods over which interactions between
growth and distribution would be expected to
play out. Average tax and transfer rates, which
are available, may not closely approximate to
the marginal rates that are relevant for explain-

Thompsi

ing economic behaviour and the costs of changes
to tax and expenditure programmes. And it is
difficult to quantify the full range of redistributive
policies, which include regulations and subsi¬
dies of various sorts as well as taxes and transfer

programmes.

Two Bites

at the Cherry?
An alternative to increases in taxes and trans¬

fers would be reforms of tax and transfer sys¬
tems to increase their effectiveness - while

containing budgetary costs. Very generous trans¬
fer programmes can reduce the incentive to take
and keep employment, especially if they are
linked directly to employment (unemployment-
insurance benefits, for example), That is, these
programmes can take the form of an 'unemploy¬
ment trap' if the benefits lost by taking work
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substantially reduce incentives to do so, or a
'poverty trap' if taxes or benefit withdrawals
reduce substantially the increase in income from
increased work effort.1"

Several countries - Canada, Ireland, Italy, the
United Kingdom and the United States - have
aimed to reduce the unemployment trap by im¬
plementing programmes that substitute in-work
benefits for income support (the largest of these
by far is the Earned Income Tax Credit of the
United States). In-work benefits encourage job-
taking by providing support only to the em¬
ployed. But with pressure on budgets, the higher
in-work benefit must ultimately be phased-out
rapidly, which would tend to lead to the povery-
trap problem.

In-work benefits are nonetheless particularly
desirable if the goal is to increase the number of
people in work. Yet such benefits do not protect
those out of work - and generous benefits that
do not depend on being employed undermine
the incentives of in-work benefits. An alternative

approach has been adopted by a few continent¬
al European countries, chiefly France, which has
reduced non-wage labour costs at the lower end
of the wage scale by adjusting payroll tax rates.

It may be possible to reduce the problem of
the poverty trap by targetting transfers towards
the people who require them most pressingly
by selecting characteristics other than income
and that are difficult for potential recipients to
disguise. Many programmes are targeted at fami¬
lies with children, for example; but rich people
also have children, which weakens the targetting.

The poverty trap can also be reduced by en¬
suring that the presence of someone earning a
second income does not trigger high taxes and
the loss of benefits for a household unit.

The combination of fiscal restraint, concerns

about income disparities and the rising pressures
on government budgets clue to population aging
will focus increasing attention on refining the
essential priorities of the public sector, and on
the issues of designing programmes and tax sys¬
tems which meet those priorities at the least cost

10. OECD Economic Outlook No. 60. OECD Publica¬

tions. Pails. December 1990.

to economic performance and growth. Many of
the decisions that will have to be made in this

context depend on knowledge of trade-offs,
benefits and costs that is still underdeveloped.
Not enough is known about income distribution
and, especially, about how individuals and fami¬
lies fare over time - even over their lifetimes.

And the economic effects of existing and pro¬
posed transfers and taxes are still unclear in many
respects, which hinders the development and
assessment of alternatives to current systems.
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Over the past two decades health
spending in Portugal has risen
more rapidly than in other OECD
countries, and on present policies
the upward pressure on health

outlays is likely to grow with the aging of the
population and with medical advances. Reform
of the health system will thus become more
pressing, especially if increases in taxation or
compensatory cuts in other primary spending
are to be avoided in order to meet budget defi¬
cit targets required under the 'Stability and
Growth Pact' (for countries joining Economic and
Monetary Union).1

Total spending on health care increased from
2.8% of GDP in 1970 to 8.6% in 1996, exceeding
the EU equivalent by 0.5 percentage point. Mir¬
roring this sharp rise in spending, health out¬
comes improved vastly over that period. The
infant mortality rate was reduced by four-fifths
and the 'potential life years lost' for males (PLYL.
a crude measure of avoidable premature death)
was cut by nearly a half. Indeed, progress in
health performance has in general been much
more marked than elsewhere.

Portugal's health outcomes are nonetheless
still below those found elsewhere. There is

equally evidence that they vary among income
groups and particularly strongly across regions.
Access to health services and the efficiency with
which they are provided is also highly uneven.
The impressive scale of improvement in health
results has thus been inadequate in relative terms.
Judging by the performance of other OECD coun¬
tries, the sharply rising factor inputs should have
yielded larger and more uniform improvements
in health outcomes. Portugal's health sector
stands out by its low relative efficiency.

The main forces underlying the rise in health
expenditure in the 1980s and '90s were the in¬
troduction of the National Health Service (Servira

Nacional de Saûde, or SNS) in 1979, demographic
changes, the jump in per capita income (which
reached 69% of the EU-15 average in 1997, up
from 54% in 1985) and changes in relative prices.

Marcos Bonturi works in the Country Studies Branch
of the OECD Economics Department.

E-mail: eco.contact@oecd.org
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Portugal
The Health System

Marcos Bonturi

The number of persons over 65 years rose from
11.4% of the total population in 1981 to 14.8%
in 1995. Like most other countries, Portugal also
experienced a rise in relative prices for health
care. Over the five years to 1996, consumer prices
for health services and products jumped by nearly
60%, rising almost twice as fast as prices in gen¬
eral. Fees for medical and paramedical services,
which are unregulated in the private domain,
and prices for therapeutical material showed the
strongest increase.

A Complex Mix
of Private/Public Provision

The rapidly growing demand for health ser¬
vices in Portugal has been associated with an
atypical mix of public and private health-care
provision. Public outlays on health, at almost
5% of GDP, are marginally lower than the OECD
average. But private spending, at 3.3% of GDP,
is more than twice as high, surpassing all other
OECD countries except the United States. Indeed,
high private health expenditure has been a
historical feature of Portugal's health market.
Before the establishment of a universal system
of health care in 1979, non-profit hospitals and
ambulatory units belonging to 'social welfare'
fulfilled a role as supplementary providers of
health care when private provision failed.

Institutional reforms following the 1974 revo¬
lution culminated in the creation of the SNS

which, by introducing universal and comprehen¬
sive health care free of charge, aimed at break¬
ing the pattern of highly unequal access to health
services. Most non-profit hospitals were brought
into the public domain and publicly sponsored
ambulatory units were integrated in the national
health service as 'health centres'. By contrast,
'health sub-systems' (available to some pro¬
fessional categories) which had grown up mainly
in the public sector were allowed to remain in

dependent. Since 1979, the Portuguese health
system has thus been based on three potentially
overlapping tiers:

the SNS available to all residents, financed and

operated by the public sector
special sub-systems for specific professional

categories, covering a quarter of the population
the private sector, including insurance schemes

and mutual institutions, covering respectively
10 and 7% of the population.

Efficiency
and Incentives

Underlying the inefficiency in providing health
services has been a complex set of adverse
incentives. Doctors employed by the SNS draw
a remuneration which is linked to professional

43

category and length of service rather than work
effort or performance; the result is a lack of salary
incentives. In after-tax terms, the potential for
incremental earnings in the unregulated private
sector often exceeds the exclusivity premium
paid in the public sector, which produces a clear
incentive to set up private practices. The dual
employment status has had the joint effect of
lowering the value for money of SNS-rendered
services - leading to low-work intensity and long
waiting lists for some non-urgent surgical pro¬
cedures - while simultaneously exacerbating
problems of accessibility. This incentive struct¬
ure has been underpinned by institutional
features stimulating demand for private health
services as a result of unlimited tax deductibility
for health spending and the possibility, in some

/. OECD Economic Sunieys: Portugal. OECD Publi¬
cations. Pan's. 1998.
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circumstances, of obtaining access to private
health care under SNS coverage.

A similar lack of incentives characterises the

public hospital administration, which faces no
hard budget constraints and whose planning and
management roles are limited. Managers and
administrators, being civil servants with life-time
contracts, draw salaries unrelated to hospital

performance as a whole. Salaries usually account
for 80% of hospital current outlays, but health
institutions lack management autonomy, not least
in staff policy. Because of administrative hurdles,
many hospitals also lack capital equipment, also
contributing both to long waiting times (one to
two years for some operations) and to large pur¬
chases by hospitals of laboratory services in the
private sector. Since no systematic medical
records are kept, the flow of information among
doctors and health institutions has naturally been
thin.

With the public sector having to compete with
high private-sector fees, and hospital wage bills
and medical fees claiming the bulk of resources,
health centres have suffered from under-equip-
ment of capital, and under-endowment of qual¬
ity labour, especially in poor regions. The
absence of management autonomy, combined
with the bureaucratic rules governing health
centres, has led to inefficient modes of service,

contributing to discontent among users and
demotivation among doctors. In this situation,
health centres have been unable to meet the

demand for ambulatory services, diverting de¬
mand to hospitals and contributing to the over¬
crowding of hospital emergency rooms, which
absorb about a fifth of hospital budgets.

Conversely, the number of prescriptions per
consultation is high compared to most other
countries. Several institutional features have

favoured drug consumption, prominent among
them low effective co-payments and tax
deductibility, SNS reimbursement for drugs pre¬
scribed under private treatment (since 1995) and
comparatively low prices. There is also a prob¬
lem of administrative complexity, pharmacies
being reimbursed through the pharmacy asso¬
ciation.

In this setting, large and rising cost overruns
were bound to appear. Unexpected hospital

outlays are directly covered by the Ministry of
Health with no involvement of regional health
administrations, a form of passive financing
which makes for a weak budget constraint. Since
they are based upon historical developments,
most hospital budgets have inevitably incorpo¬
rated such cost overruns. Portugal's relatively
high health spending has been associated with
the complexity of overlapping insurance schemes
and over-coverage (135% of the population).
Duplication of insurance coverage has in turn
encouraged over-consumption of medical ser¬
vices, as patients may consult several doctors at
a time. With recourse to health services outside

the NHS being stimulated by long waiting times
for certain public services and overcrowded
emergency rooms in hospitals, the combination
of universality and private provision has created
an adverse set of incentives without achieving

equity objectives. Tax privileges have reinforced
this trend.

Options
for Reform

It is apparent from the collective experience
of OECD countries that health systems are prone
to a common set of problems, which may lead
to a strategic misallocation of resources within
the health sector, operational inefficiencies in
management structures and overall weak budget
constraints. These problems tend to occur in
systems where health-care provision is univer¬
sal, comprehensive and free of charge. In prin¬
ciple, there are three main options for easing
these problems: to create appropriate incentive
structures within the public sector as a universal
provider; to replace the public system by a set
of private contractual relationships; or to ensure
a balanced co-existence of public and private
schemes.

Under the third option, several variants can
be considered. One variant makes opting out of
the public system possible, yielding savings in
terms of contributions or taxes paid for the public
system which could be used for the purchase of
exclusive private health insurance. With a second
variant (top-up model), members of the public-

system would be free to buy private health in¬
surance as a complement to the public scheme.
A third variant would consist in maintaining uni¬

versal provision by the SNS of a comprehensive
set of health services, but for a defined subset of

services consumers would be required to opt
for either private or public coverage. This last
approach could be specifically adapted to the
complexities of the current institutional set-up
in Portugal, so as to enhance both equity and
efficiency.

Reforms are currently at an experimental
stage, institutional changes being made at the
margin: the systemic impact is therefore bound
to emerge only slowly and gradually. An inde¬
pendent commission set up by the government
to study and propose alternatives for health-care
reform presented its findings in December 1997,
leaning towards the third option of a balanced
mix between private and public provision. In
view of the scale of existing imbalances and
related upward pressure on spending, the current
reform process should be reinforced and inten¬
sified. Policy initiatives are required to increase
the efficiency of health care provided by the SNS;
strengthen incentives for private health suppliers
to reduce costs in a sustainable manner; and

improve incentives for households to use health
care services economically and to place more
emphasis on prevention.
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Spotlight

The Russian federation
Commercial Banking

John Litwack

The development of capital markets
and commercial banking presents
some of the most difficult policy
challenges for countries in transition
to a market economy. The operation

of capital markets in most OECD countries, in¬
volving the guaranteeing of relatively long-term
contracts under conditions of limited liability and
imperfect information, relies on a host of com¬
plex institutions that have developed over a long
period of time.

In addition to the enforcement of laws affect¬

ing contracts, bankruptcy, disclosures, insurance
and the rights of creditors and stockholders, these

' institutions also include business reputations,
sophisticated credit-rating systems, frameworks
of corporate governance for the disciplining of
management, skills for the monitoring and evalu¬
ation of specific investment projects, and co¬
operative agreements for pooling information.

The very nature of economic transition en¬
tails a high degree of uncertainty and risk, add¬
ing even more difficulties for the creation and
effective operation of these institutions. Experi¬
ence since World War II suggests that commer¬
cial banks may be able to play a key role in this
process of institutional evolution, even while the
stock market remains very weak.

Striking
Dynamism

The growth of commercial banking in the
Russian Federation in the 1990s has been

dynamic. Russia began economic transition with¬
out even the semblance of a banking sector as
exists in a market economv. Branches of the state

John Litwack works in the Central and Eastern Europe
Division of the OECD Economics Department.

E-mail: eco.contact@oecci.org

banking monopoly functioned essentially by
intermediating financial flows between the state
and economic organisations on the basis of ad¬
ministrative directives. In the late 1980s, the

branches of the state banking hierarchy were
transformed into commercial banks and placed
under the direct regulation of the Central Bank.
By the mid-1990s, over 2,500 commercial banks
were operating throughout the country, most of
which were newly created and private.1

During the first years of transition, the
vibrancy, growth and profitability of commer¬
cial banking contrasted sharply with most offier
branches of the economy. In more recent years,
a handful of large Moscow banks have risen to
prominence as the most advanced and best capi¬
talised financial institutions in the country, per¬
forming on a daily basis complicated operations
on financial markets that were completely foreign
to Russia only a few years ago.

This rapid growth in commercial banking has
been important for the development of capital
markets. But it has also created a serious

dilemma. It has by far outpaced the evolution of
the institutions necessary7 to support the effect¬
ive financial intermediation by banks of savings
and investment under the 'normal' conditions of

a market economy.
The impressive growth of commercial bank¬

ing during the early years of transition in Russia
derived from a very specific and largely trans¬
itory regulatory and economic environment. Very
lax minimal capital requirements and other pru¬
dential regulations made the establishment and
operation of new banks quite easy. Negative real
interest rates on deposits and refinance credits
allowed banks to profit simply by holding a large
share of assets in hard currency. Rapid inflation
and poor payment discipline provided another
important source of bank profits: the delaying
of various payments, usually at the expense of
the government or state-owned enterprises.

45

Rapid and unstable inflation supported a high
demand for the service of foreign currency ex¬
change. Lax foreign-exchange regulations
allowed banks to service capital outflows through
excessive payments for (possibly fictitious) im¬
ports. In addition, a large amount of implicit sub¬
sidies in the form of Central Bank credits and

other state resources were intermediated by com¬
mercial banks during this period. By offering
interest rates somewhat higher than the State
Savings Bank (Sberbank), many new banks also
attracted a larger share of household deposits
during this period.

All of these sources of profits for commercial
banks have been eliminated or substantially de¬
creased after changes in economic policies and
progress in stabilisation (Table). Monetary policy
has tightened sharply, and directed credits have
been largely discontinued since 1994, as mir¬
rored in the contraction of bank credit in GDP

from 34% at the end of 1992 to 10% by 1997.
Progress in stabilisation, assisted by much lower
inflation and less volatility in exchange rates, has
reduced profits from inflation rents, the servi¬
cing of currency exchange and speculation. Real
interest rates have gone from being highly nega¬
tive in 1992 and 1993 to being highly positive
from the second half of 1994 until the end of

1996. Charter capital requirements and other
prudential regulations have been tightened sub¬
stantially, and are still to be progressively
stiffened to meet many of the main Basel stand¬
ards by 1999. The authorities have also devoted
more resources and legislation to monitoring
foreign-exchange operations and uncovering
capital outflows disguised as current-account
bank payments, although this is reportedly still
a problem.

These very sharp changes, many of which
came in late 1994 and early 1995, placed a

I . OECDEconomic Surveys: The Russian Federation.
OECD Publications, Paris. 1997.
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Table

The Evolution of Russian Banking, 1992-96
as at 31 December, unless otherwise stated

Number of operating credit organisations'

Licences withdrawn (number, cumulative)

Charter capital requirement for new banks ($ thousands) 214.4

Real monthly refinance rate of CBR2 (%) ' ft |J|

Credit from monetary authorities to commercial banks

Bank credit to the non-financial sector

Interbank credit received ^H^HSBHc

Gross assets of the banking sector

Household deposits IH^BHBBHB
Household deposits outside of Sberbank

.. not available.

1.1, 360 at the end of 1991.

2. Central Bank of Russia; yearly average of real monthly rates; for 1992 February-December (so as to exclude the
price jump in January).
Sources: CBR, IMF, OECD

1992 1993 1994 1995 1996

1,713 2,019 2,517 2,295 2,030

13 78 303 592

214.4 70.6 1,244.7 1,291.5 3,648.9

-12.2 -6.9 4.4

% of GDP

7.6 6.5

15.0 5.1 2.4 1.1 0.6

33.6 20.4 19.6 12.0 10.0

3.2 4.9 3.9 3.1

88 54 56 36 36

1.9 2.4 4.2 4.3 5.3

0.3 0.9 1.7 1.5 1.4

number of banks in immediate financial trouble.

Growing liquidity and portfolio problems culmi¬
nated in the collapse of the interbank loans
market in August 1995 on the heels of a chain of
defaults. Instead of providing the accommoda¬
tion that was characteristic of past policies toward
distressed commercial banks, the central-bank

authorities used the event to signal the serious¬
ness and credibility of the new tougher policy
course.

Refinancing was very limited and concen¬
trated only on a few of the larger banks that
presented systemic risk. Simultaneously, the
Central Bank began to withdraw the banking
licenses from many distressed banks, a process
that had reduced the number of operating banks
to roughly 1,800 by September 1997.

In view of the absence of comprehensive
deposit insurance, the large number of bank and
other financial failures in recent years reversed
the trend toward the attraction of household

deposits by other commercial banks away from
Sberbank. After rapidly increasing to 41% at the
end of 1994, the share of household deposits in
other banks than Sberbank fell back to 26% by
the end of 1996.

Two years after the crisis on the interbank
market, the overall situation in the Russian bank¬

ing sector remains very difficult. The tough policy
course of the Central Bank has nevertheless

borne some fruit. Predictions by some of an
immediate repetition of the crisis on an even
larger scale have not materialised, while the in¬
centives facing the commercial banks, and their
behaviour, have changed dramatically. One im¬
portant indication of this change is the contract¬
ion of commercial credit in GDP, which directly
reflects more cautious bank policies, Although
the share of commercial credit in GDP at the

end of 1996 (10%) is quite low even relative to
other transition economies, it can be argued that
this properly reflects the low degree of institu¬
tional development of Russian credit markets.
Policies that supported a high share of new com¬
mercial credit in GDP under similar institutional

conditions in Bulgaria, for example, eventually
led to a full-blown financial crisis in 1996 and

the virtual collapse of its banking sector.2 It is
notable that, during a time of escalating inter-
enterprise and various budgetary arrears in Russia
between 1995 and 1997, the reported share of
arrears in all commercial credit fell continuously

from 43% in October 1994 to under 13% by mid-
199". Problems in accounting and monitoring
have led to estimates that the figure might cur¬
rently be closer to 30%. But in view of the diffi¬
culties the Russian economy is facing, the
controlling of credit arrears must be considered
a success for central-bank policies - at similar
stages in economic stabilisation in almost all other
transition economies such arrears increased.

How have some Russian commercial banks

managed to survive the elimination of most of
their earlier sources of profits? They have been
channelling a much larger share of their assets
into credits and investments in securities (Figure).
In January 1995, most of their assets were 'non-
working', most of that in hard currency. By two
years later commercial credits or investments in
securities jumped to 70% of banking assets. With
most other sources of profits vanishing, the
market for state securities has offered commer¬

cial banks a particularly important opportunity
for investment. That was especially in 1996, when
access to the market by foreigners was highly
restricted and interest rates soared, owing partly
to a high federal budget deficit and much politi¬
cal uncertainty. The share of bank assets invested
in securities grew from 6 to 18% between 1995
and 1997.

Moscow

and Elsewhere

In the last few years a very strong dichotomy
has emerged between a handful of rapidly grow¬
ing large Moscow banks and the rest of the bank¬
ing sector, most of which has been experiencing
increasing financial distress. This process has
increased significantly the degree of concentra¬
tion in the industry, with large Moscow banks
accounting for over 70% of assets, close to 80%;
of credits, and roughly 90% of household de¬
posits by January 1997. These banks are also
actively penetrating most regions in the Federa¬
tion, increasing their shares in, and, in some
cases, domination of, regional markets. Some
regional governments have adopted policies
aimed at protecting their local banks, but finan¬
cial problems have increasingly pressured most
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Spotlight

of these governments to abandon such
efforts in favour of attracting capital and
financial services from Moscow to the

region.
The rise of these large Moscow banks

has been one of the most prominent
features of the Russian economic land¬

scape in the past few years. They oper¬
ate as universal banks, typically at the
centre of extensive financial-industrial

groups, and have been the most active
players on the emerging market for cor¬
porate control. The close relationships
that these banks have forged with vari¬
ous government organs have also been
a focal point of controversy. Some banks
appear to have received privileged access
to several privatisation auctions. Several
have profited from obtaining the 'authori¬
sation' to participate in state financial pro¬
grammes, which can involve the holding of
budget funds at negligible interest rates or
lucrative credit issues with state guarantees.

The government formed in March 1997 an¬
nounced the goals of reducing or eliminating
these special privileges, and eventually transfer¬
ring all federal finances to the National Treasury.
In addition, enhanced political stability and the
sequential opening of the state securities market
to foreign investors, beginning in the second half
of 1996, have driven down interest rates on gov¬
ernment bonds dramatically, thereby decreasing
the profitability of many banks, Immediately after
assuming the position of First Deputy Prime Min¬
ister and Minister of Finance. Anatoly Chubais
announced, at the Congress of the Association
of Russian Banks in April 1997, that banks would
no longer be able to survive on the basis of state
favours and high yields on state securities: 'For
banks there remains only one path: investment
in the real sector. Those who are kite to realise

this will lose, and those who do not realise it

will perish financially'.5
But success in re-orienting banks toward

credits for investment and restructuring depends

2. OECD Economic Surveys: Bulgaria 1996-1997
OECD Publications. Paris. 1997.

3. Quoted lit OECD Economic Surveys: The Russian
Fédération

Figure

The Structure of Russian Commercial Bank Assets, 1995-97

%, at 1 January

Non-working assets
Credits to non-financial sector
Credits to other banks

1 Securities

Special bilateral relations with govern-
re still wic

a prerequisite

ment organs are therefore still wide

1995 1996 1997

1 . Based on a sample of 503 Moscow banks, excluding Sberbank
and Vneshekonombank.

Source: faboratoria Problem Finansovogo Sektora, TsEMI RAN, Moscow

on more than the elimination of government
favours and reduced yields on state securities.
Indeed, investment (long-term) credits other than
those issued with state guarantees have remained
a negligible part (less than 2%) of commercial
bank assets throughout the transition period. That
not only reflects the presence of other sources
of profits but also the very low stage of devel¬
opment of institutions to support the operation
of credit markets. Legal protection of the rights
of creditors, even in the case of secured loans,

remains extremely weak. In addition, enterprises
have been predominantly employee-controlled
since mass privatisation, and no effective mecha¬
nism yet exists for disciplining management or
replacing incompetent managers on a large scale.

These problems appear to provide some of
the motivation for banks to form financial-

industrial groups and obtain controlling shares
of client firms. Commercial banks are very reluct¬
ant to lend to firms that they do not control. The
fact that these banks and their group affiliates
seek to operate on the basis of special bilateral
agreements with various government bodies also
derives from the nature of the current business

environment in the country. Key economic vari¬
ables in areas such as taxation, customs duties,

trade, and access to transportation remain very
unstable and subject to a high degree of dis¬
cretionary control at various tiers of government.

viewed within Russia

for successful business.

The behaviour of these large Mos¬
cow banks can thus be viewed largely
as a response to the particular environ¬
ment of the Russian economy, which
continues to suffer from the absence of

rule of law. A comprehensive strategy
for simultaneously improving the health
of the banking sector and reorienting
commercial banks toward more involve¬

ment in the restmcturing process should
combine policies aimed at phasing-out
state favours with other measures to pro¬
mote the development and enforcement
of economic laws in a few key areas. In
particular, the rights of commercial

creditors in the event of default should be

strengthened, allowing them easier options for
seizing collateral or initiating a turnover of enter¬
prise management. This latter option could also
facilitate the ability of commercial banks, through
debt contracts, to make an important contribu¬
tion to the establishment of effective corporate
governance and combat the problem of insider
control.

Several Russian commercial banks are poised
to make a potentially important contribution to
the development of the Russian economy in the
near future. But the nature of this contribution

depends a good deal on the success of many
overdue reform measures to promote a stable
policy environment based on the rule of law,
including a strong defence of the rights of
creditors.
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Australia

period
*

% change
from previous

period year
Gross Domestic Product Q3 97 1.1 2.8

Leading Indicator Nov. 97 -0.1 3.1

Consumer Price Index Q3 97 -0.4 -0.3

current

period
same period

last year

Current Balance Q3 97 -3.41 -3.91

Unemployment Rate Nov. 97 8.4 8.5

Interest Rate Nov. 97 4.97 6.42

Belgium

period

%ch

from p
period

ange
revious

year

Cross Domestic Product Q2 97 1.3 3.0

Leading Indicator Oct. 97 1.0 7.1

Consumer Price Index Dec. 97 -0.1 1.1

current

period
same period

last year

Current Balance Q2 97 3.70 3.64

Unemployment Rate Oct. 97 9.4 9,6

Interest Rate Dec. 97 3.60 3.00

Austria

period
% change

from previous
period year

Cross Domestic Product Q4 95 0.0 0.3

Leading Indicator Oct. 97 0.9 7.1

Consumer Price Index Nov. 97 0.1 1.1

current

period
same period

last year

Current Balance Oct. 97 -1.00 -1.15

Unemployment Rate Oct. 97 4.5 4.4

Interest Rate Dec. 97 3.84 3.35

Canada

period

Gross Domestic Product Q3 97

i change
from previous

Leading Indicator
Consumer Price Index

Current Balance

Unemployment Rate
Interest Rate

Oct. 97

Nov. 97

Q3 97

Oct. 97

Dec. 97

period
1.0

-0.3

-0.1

current

period

-3.53

9.1

4.58

year
4.0

7.2

0.9

same period
last year

2.43

10.0

3.08

Definitions and Notes

Gross Domestic Product: Volume series, seasonally
adjusted except for Czech Republic and Portugal
Leading Indicator: A composite indicator, based on other
indicators of economic activity (employment, sales, income,
etc.), which signals cyclical movements in industrial
production from six to nine months in advance
Consumer Price Index: Measures changes in average retail
prices of a fixed basket of goods and services
Current Balance: $ billion; not seasonally adjusted except
for Australia, the United Kingdom and the United States
Unemployment Rate: % of civilian labour force -
standardised unemployment rate; national definitions for
Czech Republic, Iceland, Korea, Mexico, Poland, Switzerland
and Turkey; seasonally adjusted apart from Turkey
Interest Rate: Three months, except for Greece (twelve
months)
.. not available

Source: Main Economic Indicators, OfXD Publications,
Paris, January 1998.

Czech Republic

period
% change

from previous
period year

Gross Domestic Product Q3 97 0.8

leading Indicator
Consumer Price Index Nov. 97 0.5 10.1

current

period
same period

last year

Current Balance Q2 97 -0.85 -0.93

Unemployment Rate Nov. 97 5.0 3.3

Interest Rate Dec. 97 17.50 12.67

EP» Denmark

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q2 97 1.4 3.1

leading Indicator Oct. 97 0.3 3.3

Consumer Price Index Nov. 97 0.1 2.1

current

period
same period

last year

Current Balance Q3 97 0.54 1.28

Unemployment Rate Oct. 97 5.8 6.6

Interest Rate Dec. 97 3.90 3.60

FINLAND

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 1.1 6.0

leading Indicator Jul. 97 0.5 7.3

Consumer Price Index Nov. 97 -0.1 1.9

current

period
same period

last year

Current Balance Oct. 97 0.51 0.23

Unemployment Rate Oct. 97 13.0 14.8

Interest Rate Dec. 97 3.60 3.08

* France

period

Gross Domestic Product Q3 97

Leading Indicator
Consumer Price Index

Current Balance

Unemployment Rate
Interest Rate

Nov. 97

Nov. 97

Sep. 97
Oct. 97

Dec. 97

) change
from previous

period
0.9

0.0

0.2

current

period
3.62

12.6

3.69

year

2.7

4.6

1.3

same period
last year

4.06

12.6

3.44

Germany

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 0.8 2.3

Leading Indicator Oct. 97 0.0 8.4

Consumer Price Index Nov. 97 0.0 1.9

current

period
same period

last year

Current Balance Oct. 97 -2.80 -1.45

Unemployment Rate Oct. 97 10.0 9.0

Interest Rate Dec 97 3.74 3.23

Greece

period
%ch

from p
period

ange
revious

year

Gross Domestic Product 1996 2.6

leading Indicator Nov. 97 0.4 4.1

Consumer Price Index Nov. 97 0.3 5.2

current

period
same period

last year

Current Balance Sep. 97 -0.01 -0.01

Unemployment Rate
Interest Rate Dec. 97 11.30 11.35

Hungary

period
%ch

from p
period

ange
revious

year

Gross Domestic Product

Leading Indicator
Consumer Price Index Nov. 97 1.2 18.2

current

period
same period

last year

Current Balance

Unemployment Rate Nov. 97 10.5 11.2

Interest Rate Nov. 97 19.20 22.10

Iceland

period

%ch

from p
period

ange
revious

year
Gross Domestic Product 1996 5.2

Leading Indicator
Consumer Price Index Dec. 97 -0.2 2.0

current

period
same period

last year

Current Balance Q3 97 -0.03 -0.01

Unemployment Rate Nov. 97 3.4 4.3

Interest Rate Dec. 97 7.20 7.10

Ireland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product 1996 8.6

Leading Indicator Nov. 97 0.3 16.5

Consumer Price Index Nov. 97 0.4 1.6

current

period
same period

last year

Current Balance Q2 97 0.23 0.04

Unemployment Rate Oct. 97 9.9 11.2

Interest Rate Dec. 97 6.07 5.89

Italy

" %,

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 0.4 2.1

Leading Indicator Nov. 97 0.5 9.2

Consumer Price Index Nov. 97 0.3 1.6

current

period
same period

last year

Current Balance Aug. 97 2.56 4.96

Unemployment Rate Jul. 97 12.1 12.0

Interest Rate Dec 97 6.08 7.25
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Observer Exclusive

/

Japan

period
% change

from previous
period year

Gross Domestic Product Q3 97 0.8 1.0

leading Indicator Nov. 97 -2.1 -3.7

Consumer Price Index Nov. 97 -0.7 2.1

current

period
same period

last year
Current Balance Oct. 97 8.93 3.00

Unemployment Rate Oct. 97 3.4 3.3

Interest Rate Dec. 97 0.89 0.52

Korea

period
% change

from previous
period year

Gross Domestic Product Q3 97 1.5 6.3

Leading Indicator
Consumer Price Index Dec. 97 2.5 6.6

current

period
same period

last year
Current Balance Oct. 97 -0.68 -2.51

Unemployment Rate Nov. 97 2.9 2,2

Interest Rate Nov. 97 14.50 13.70

Luxembourg

period
% change

from previous
period year

Gross Domestic Product 1 996 3.0

Leading Indicator Oct. 97 1.1 17.1

Consumer Price lnde> Nov. 97 0.1 1.5

current

period
same period

last year

Current Balance

Unemployment Rate Oct. 97 3.7 3.4

Interest Rate

, MmC0

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 1.2 8.2

leading Indicator Nov. 97 1.7 6.3

Consumer Price Index Nov. 97 1.1 17.8

current

period
same period

last year

Current Balance Q3 97 -2.55 -0.84

Unemployment Rate Oct. 97 3.2 5.1

Interest Rate Nov. 97 22.01 28.94

Netherlands

period
% change

from previous
period year

Gross Domestic Product Q3 97 0.7 2.9

leading Indicator Nov. 97 0.2 3.9

Consumer Price Index Oct. 97 0.1 2.3

current

period
same period

last year

Current Balance Q2 97 4.64 4.96

Unemployment Rate Sep. 97 5.1 6.3

Interest Rate Dec. 97 3.69 3.08

:s.a;>

New Zealand

period

Gross Domestic Product Q3 97

leading Indicator

Consumer Price Index Q3 97

Current Balance

Unemployment Rate
Interest Rate

Q3 97

Q3 97

Nov. 97

% change
from previous

period
0.9

0.5

current

period

-1.43

6.8

7.60

year

3.3

1.0

same period
last year

-1.35

6.3

8.97

Norway

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q2 97 2.8 5.5

teading Indicator Oct. 97 -0.2 4.2

Consumer Price Index Nov. 97 0.1 2.3

current

period
same period

last year

Current Balance Q3 97 1.96 2.85

Unemployment Rate Q3 97 4.1 4.9

Interest Rate Dec. 97 3.87 4.14

Poland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product

Leading Indicator
Consumer Price Index Nov. 97 1.2 13.3

current

period
same period

last year

Current Balance Sep. 97 -0.51 -0.36

Unemployment Rate Nov. 97 10.5 13.5

Interest Rate Nov. 97 23.12 18.62

Portugal

period
% change

from previous
period year

Gross Domestic Product Q4 96 1.2 4.5

Leading Indicator Sep. 97 1.1 8.0

Consumer Price Index Nov. 97 0.4 2.1

current

period
same period

last year

Current Balance Q2 97 -0.71 -1.67

Unemployment Rate Oct. 97 6.0 7.1

Interest Rate Nov. 97 5.40 6.85

Spain

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 0.6 3.4

Leading Indicator Oct. 97 0.6 6.4

Consumer Price Index Nov. 97 0.2 2.0

current

period
same period

last year

Current Balance Oct. 97 -0.26 0.87

Unemployment Rate Oct. 97 20.8 21.7

Interest Rate Dec. 97 4.83 6.36

TURKEY

period

Gross Domestic Product Q3 97

Leading Indicator
Consumer Price Index Dec. 97

Current Balance

Unemployment Rate
Interest Rate

Q3 97

Q2 96

j change
from previous

period
-2.3

5.1

current

period

-1.86

6.3

year
5.5

99.1

same period
last year

0.75

7.2

Sweden

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 1.5 2.4

Leading Indicator Oct. 97 -0.6 8.3

Consumer Price Index Nov. 97 -0.2 1.5

current

period
same period

last year

Current Balance Sep. 97 0.71 0.56

Unemployment Rate Oct. 97 9.8 10.1

Interest Rate Dec. 97 4.42 3.88

*" JÈF1

United Kingdom

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 0.9 4.0

leading Indicator Nov. 97 0.3 1.6

Consumer Price Index Nov. 97 0.1 3.7

Current Balance Q3 97

current

period

0.77

same period
last year

-0.96

Unemployment Rate Oct. 97 7.0 8.0

Interest Rate Dec. 97 7.62 6.34

jjif Switzerland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 0.4 0.8

Leading Indicator Oct. 97 0.6 10.7

Consumer Price Index Dec. 97 0.1 0.4

current

period
same period

last year

Current Balance Q2 97 4.54 4.63

Unemployment Rate Nov. 97 4.9 5.1

Interest Rate Dec. 97 1.57 2.00

United States

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 0.8 3.9

Leading Indicator Nov. 97 0.1 7.0

Consumer Price Index Nov. 97 -0.1 1.8

current

period
same period

last year

Current Balance Q3 97 -42.16 -42.83

Unemployment Rate Nov. 97 4.6 5.3

Interest Rate Dec. 97 5.80 5.44
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For the Record

The OECD Economic

Outiook

Highlights
Tensions in financial markets, which

began in Thailand in mid-1997,

spread to a number of other coun¬

tries in East Asia, including Japan

and Korea, in the following few months. At
the same time, volatility in other OECD stock

markets also increased considerably. Never¬

theless, by 10 November - which corre¬
sponds to the cut-off date for information

underlying the projections reported in the
latest issue of the OECD Economic Outlook} -

developments since the summer did not ap¬

pear to call for a fundamental reassessment
of the relatively favourable outlook for the

OECD area as a whole, although, compared

with six months ago, they entailed impor¬
tant revisions to the distribution of output

growth among the major OECD regions

(Table 1, p. 51). Prospects for 1998-99 looked
on average better for both the United States

and Europe, but significantly worse forJapan.
Since then, however, financial problems

have intensified in Japan and Korea. In the
first instance, this has undoubtedly clouded
the short-term outlook for Asia, but, more

broadly, this may have increased the risks of

The OECD OBSERVER No. 210 February/March 1998

spillover effects on other regions. Yet, pro¬
vided appropriate actions are taken rapidly
in the countries directly affected to deal with

the fundamental causes of their current prob¬
lems, in the absence of further significant
shocks and with suitable international co¬

operation, developments during the last three
weeks of November are unlikely to modify

the overall picture substantially:
in the United States and other countries

where a prolonged phase of business up¬
swing has been maintained with low inflation
(Table 2. p. 52) and robust employment

growth (Table 3, p. 54), the pace of activity,
while decelerating somewhat, should remain
close to potential rates

in countries that might participate in the

European Economic and Monetary Union,

expansions appear increasingly solid, and
they should gather pace over the next two

years

in Japan, where the expansion that started
in 1996 faltered during 1997, the recovery
has become increasingly fragile

finally, in a number of other countries in
East Asia, including Korea, prospects will be

50

adversely affected by the financial crisis, im¬
plying in some cases much lower growth
rates in the short run than those experienced

over the past decade.
The main task facing governments in the

countries most affected by financial turmoil

is to ensure that adjustment policies to tackle
problems at their roots be implemented as
rapidly and effectively as possible. In Korea,
difficulties in the banking sector have been

exacerbated by the high indebtedness, as well

as the deterioration in the cash-flow posi¬

tions, of many large businesses, which to a

large extent reflect fundamental governance

problems. The immediate priority is for
authorities to provide adequate liquidity to

avoid systemic risks. Policy actions to speed
up financial market liberalisation while

strengthening prudential measures, restruct¬
ure the corporate sector and improve
governance structures are also essential to
restore the soundness of the financial sector.

Measures announced recently, as well as the

Korean request for assistance from the Inter¬
national Monetary Fund, represent an import¬

ant step in addressing these issues and. if
reforms to make better use of market disci¬

pline are implemented rapidly, they should

contribute to improve confidence and in¬
crease efficiency, and to prepare the grounds

for the next stage of development of this
dynamic economy.

/. OECD Economic Outlook No. 62, OECD Publica¬

tions, Paris, 1997.
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Table 1

Growth of Real GDP in the OECD Area

Change
from previous year

Czech

Denmark

Finland

Greece

Hungary

Iceland

Ireland

Korea

Luxembourg

Mexico

Netherlands

New Zealand

Norway

Poland

Portugj

Spain

Sweden

Switzerland

Turkey

Total of above

22 countries

Total OECD

European Union

1996

2.8

3.5

1.4

1.5

0.7

2.3

1.5

2.4

3.4

1.6

1.5

4.4

3.4

3.3

2.6

1.0

5.2

7.9

7.1

3.0

5.1

3.3

2.1

5.3

6.1

3.0

2.3

1.3

-0.2

7.2

3.9

2.8

1.7

1997 1998 1999

3.8 2.7 1.9

0.5 1.7 2.1

2.4 3.0 2.9

2.3 2.9 2.8

1.3 2.1 2.6

3.4 2.2 2.1

3.6 3.5 3.3

2.7 2.5 2.2

2.9 3.6 3.7

2.1 3.0 2.8

2.4 2.8 2.7

0.9 1.7 1.9

3.4 2.8 2.7

4.6 3.9 3.2

3.4 3A 3.2

3.0 3.9 4.2

4.9 3.9 3.5

7.5 73 6.1

6.2 5.5 6.0

3.6 3.7 3.6

6.7 5.4 5.0

3.2 3.7 3.6

1.9 3.7 3.2

4.0 4.7 3.6

5.6 5.4 5.2

3.4 3.7 3.2

3.2 3.6 3.6

1.8 2.6 2.4

0.5 1.7 2.0

6.3 5.3 5.0

4.1 4.1 4.0

3.0 2.9 2.6

2.6 2.8 2.8

Figures in italics ate provisional.

Source: OECD

In Japan, recent events have highlighted

the underlying weaknesses of the financial
sector. Already fragile balance sheet positions

of some banks have been affected by falling

equity prices, reinforcing the necessity that

authorities act promptly and effectively to

restore confidence in the

financial sector. This should

require the use of govern¬
ment funds, as was the case
in other OECD countries con¬

fronted with banking crises
during the 1980s and

early 1990s. More has to be

done, however. In particular,

it will be important that efforts
be made to increase trans¬

parency by strengthening

accounting standards and by
improving reporting and dis¬

closure procedures.

Beyond policies to ad¬

dress problems in the finan¬

cial sector, the accent in Japan
must also be put on macro-

economic policies to secure

the present recovery, The
fragility of the expansion,
which had been evident for

several months before the

financial turmoil affected

Japan, was already calling for

a more supportive stance of
overall macro-economic con¬

ditions. The potential adverse

consequences of more recent
financial turbulence have

now reinforced this require¬

ment. On the monetary policy

side, there is little or no scope

for providing any further
stimulus to domestic demand

in the near term, in view of the historically

low interest rates that prevail. Given the poss¬
ibility that problems of banks' balance sheet
may hinder the effectiveness of monetary

policy, a continuation of the current easy
stance is likely to be required for some time

to come, On the other hand, some adjust¬

ment might be envisaged on the fiscal side.

This, however, represents a particularly dif¬
ficult challenge for Japan in the present situ¬

ation. An ambitious approach to fiscal con¬
solidation is required over the medium term,

given the rapid aging of the population.
Nevertheless, in the short run, more consid¬

eration should be given to possible ways to

ease the fiscal stance without loosing sight

of medium-term objectives. This might best

be achieved through the implementation of
budgetary measures that are also desirable

on structural grounds. Reductions in taxa¬

tion, to be seen as part of a more compre¬
hensive fiscal reform, offset at a later stage

by cuts in subsidies and other inefficient

public expenditure, may provide an example

of such measures. It is important that any

tax cuts be seen as permanent; otherwise
they may well be saved rather than reflected

in higher domestic demand.

In continental Europe, the most pressing

issue is to ensure a smooth transition process

towards European Economic and Monetary

Union (EMU) while also taking the necess¬

ary adjustments to make the monetary union
fully successful, once it is established, At this

stage, there remains a somewhat uncomfort¬

able degree of divergence in the cyclical

positions of countries that might participate

in EMU, notably between the three largest
economies, where the expansion has been

lagging, and most smaller countries that are

at a more advanced stage of the recovery.
The common position to which short-term
interest rates in countries of the prospective

euro area will converge during the run-up

to EMU may in some cases imply unwelcome

adjustments and create potential tensions. A

smooth transition will require an increasingly

co-ordinated approach to setting monetary
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policy in these countries. Once EMU is es¬

tablished in early 1999, there will be a single
monetary policy for the area as a whole
which will be conducted, within the Euro¬

pean System of Central Banks, by the new-
European Central Bank (ECB). It will thus

be the responsibility of the ECB to ensure

that the position of interest rates is appro¬

priate for the area as a whole, even if condi¬
tions are not identical in all countries. The

loss of autonomy of national monetary policy

will restrain its use to address country-specific

developments in the group of countries com¬

mitted to joining in the first round of EMU.
Moreover, exchange rate adjustments will no

longer be possible within the area once EMU
is established. Countries will therefore have

to rely to the extent possible on fiscal policy
to respond to adverse shocks that may affect
their economies. In order to be able to do

so, it will be essential for these countries to

restore sound budget positions as rapidly as

possible to allow for some flexibility within

the obligations of the Stability and Growth
Pact and to ensure longer-term fiscal stability.

A further important way to enhance the
adjustment ability of countries aspiring to
EMU is to pursue actively the structural re¬
forms that are required to make labour and

product markets more competitive and effi¬

cient. Many of these countries have already

made some progress in the priority areas
identified in the OECD Jobs Strategy, but
much remains to be done in order to ensure

the smooth absorption of potential shocks
while avoiding increases in the inequality of

wages and family incomes as well as pov¬
erty that risk hampering progress in the im¬

plementation of the strategy. Within the
framework of the social welfare states that

characterise European economies, firm
actions across a broad front are still required:

promotion of wage bargain¬
ing outcomes consistent with
adequate profitability to

stimulate investment and job
creation; actions to reduce

segmentation of labour
markets into 'insiders' and

'outsiders'; expanding the

scope of enterprises to negot¬
iate the flexible working

arrangements required to

strengthen competitiveness;

careful attention to the para¬

meters of tax-benefit systems

to assure adequate incentives

to work, while protecting
those who are unable to do

so; active policies to improve

the labour-market position of
the least skilled and long-term

unemployed; more effective
education and training

policies; and liberalisation of
sectors where competition re¬

mains inadequate to promote

efficiency and stimulate

entrepreneurship. Such a

broad programme, the main
lines of which were devel¬

oped in the OECD Jobs Strat¬

egy, can significantly improve

employment outcomes with¬
out posing a threat to the

social consensus and equity

objectives. To meet these
goals, it is important that care

be taken in the design and

implementation of specific

schemes and policies aimed at promoting

job creation and reducing inequalities, to

avoid disemployment effects and excessive

rigidities, as well as increases in labour costs.

Table 2

Private Consumption Deflators
in the OECD Area

1996

Change
from previous year

1997 1998 1999

United States

|apan

2.4

0.2

2.1

1.7

2.0

1.0

2.3

0.6

Germany 2.0 2.0 1.9 1.9

France 1.8 1.3 1.4 1.5

Italy 4.5 2.2 2.4 2.2

United Kingdom 2.6 2.0 2.3 2.6

Canada 1.2 1.5 1.4 1.6

Average of above
7 countries 2.0 1.9 1.8 1.9

Australia 2.0 1.5 2.0 2.1

Austria 2.5 1.5 1.5 1.6

Belgium 2.3 1.7 1.6 1.6

Czech Republic 8.8 8.8 9.5 9.0

Denmark 2.6 2.3 2.6 2.9

Finland 1.6 1.5 2.2 2.5

Greece 8.5 5.8 4.5 3.5

Hungary 22.7 17.8 14.3 12.0

Iceland 2.6 1.8 3.1 3.6

Ireland 1.1 0.9 2.2 2.4

Korea 6.0

1.4

4.5

1.4

4.8

1.5

4.6

Luxembourg 1.5

Mexico 34.0 20.9 13.7 11.0

Netherlands 1.4 2.0 2.3 2.4

New Zealand 2.5 1.5 1.5 2.0

Norway 1.1 2.6 2.8 3.1

Poland 19.9 15.1 11.5 9.3

Portugal SU 3.2 2.3 2.2 2.1

Spain 3.4 2.0 2.4 2.4

Sweden 1.2 2.1 2.2 2.2

Switzerland 1.1 0.6 0.9 1.4

Turkey 74.1 82.0 70.0 60.0

Average of above
22 countries 13.8 11.9 9.9 8.7

Average OECD 4.6 4.1 3.6 3.4

Average OECD
less high-iniatfon
countries1 2.2 2.0 1.9 2.0

European Union 2.7 2.0 2.1 2.1

Figures in italics are provisional.

1 . Countries which have had 1 0% or more inflation in terms of GDP deflator

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
aggregate.

Source: OECD

The focus of the policy debate in several

countries where growth has been robust and

expansions are becoming mature, has

continued on I
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The Trade-related Impact of Financial Turbulence
in South-east Asia on OECD Countries

Trade linkages between OECD member
countries and the South-east Asian

economies affected by financial turbu¬
lence since the middle of 1997 are

strong, since these economies are both
important export markets for OECD
countries and important competitors in
markets in the OECD area itself. The

combination of the financial turbulence

itself and subsequent policy tightening
to reduce domestic demand in the

affected economies in order to facilitate

external adjustment will adversely affect
export-market growth for OECD coun¬
tries. Furthermore, exchange-rate depre¬
ciation will improve the competitiveness
of the affected economies,

further discouraging imports and
increasing export volumes (even
if the countries are largely
price-takers, as increased profit¬
ability encourages higher pro¬
duction). A simulation exercise
was conducted using the OECD's
'Interlink' model to estimate the

impact, via trade linkages only,
of these developments on OECD
countries.

The non-OECD countries most

directly affected by the turbu¬
lence are Indonesia, Malaysia, the
Philippines and Thailand and, to
a lesser extent, Chinese Taipei,
Singapore and Hong Kong,
China. The impact on non-OECD
Asia as a whole of developments
which had occurred by
10 November 1997, the cut-off
date for information reflected in

the projections, is assumed to be the fol¬
lowing: import volume growth of goods
and services is lower by 3 percentage
points in 1997 and 3.5 percentage
points in 1998; manufactures and non
factor services export volume growth is
higher by 1 .5 percentage points in 1 997

and by 2.5 percentage points in 1998;
export prices of manufactures in dollar
terms are lower by 1 .5 percentage points
in 1 997 and by an additional 2 percent¬
age points in 1998.

Assuming that the reduction of im¬
ports and the increase of exports in these
countries are spread between the OECD
and the rest of the world in proportion
to the underlying trade flows, the im¬
pact on OECD exports and imports
would be about US$25 billion per year
(0.5% of total OECD exports of goods
and services) and $15 billion per year
(0.3% of total OECD imports of goods
and services), respectively.

Potential Macro-economic Impact
of the South-east Asian Financial Turbulence

on the OECD Area'

percentage deviation from baseline

Real GDP Net Exports2 Inflation3

1997 1998 1997 1998 1997 1998

United States -0.3 -0.7 -0.1 -0.3 0.0 -0.3

japan -0.6 -1.4 -0.2 -0.5 0.0 -0.9

European Union -0.3 -0.8 -0.2 -0.5 0.0 -0.3

Korea, Australia,
New Zealand -0.5 -1.4 -0.3 -0.7 -0.1 -0.5

Total OECD -0.3 -0.9 -0.2 -0.5 0.0 -0.5

1. Nominal exchange rates and real interest rates in OECD countries

are assumed to be unchanged.
2. Goods and services; contribution to the change in GDP
in percentage points.
3. Change in the private consumption deflator.
Source: OECD

The simulation assumes nominal ex¬

change rates and real interest rates to
be unchanged, and thus provides an
estimate of the ex ante effect of the shock

that the turbulence implies before taking
account of any policy response in OECD
countries. Since it is likely that monetary

policies would respond and, if necess¬
ary, exchange rates would adjust, an ex
post measure of the effects of the crisis
would give smaller effects on output, by
amounts that could vary across coun¬
tries, than the simulation suggests.

The table reports the potential impact
of these developments on GDP, inflation
and the contribution of net exports to
GDP growth in selected OECD countries
and regions on the assumptions noted
above. The results suggest a potential
impact on the volume of output in the
OECD area of nearly 1 % by 1 998. It also
indicates that the impact is potentially
twice as large in Japan, and the other

OECD countries nearby
(Korea, Australia and New
Zealand) as it is in the United

States and the European
Union.

These findings should be
interpreted with much
caution, mainly because of
the difficulty of analysing the
direct effects of the crisis in the

Asian countries themselves.

There are two main uncer¬

tainties. First, the actual extent

of the internal adjustment
measures implemented in the
countries affected by the crisis
in a context of large falls of
equity prices and subsequent
negative wealth effects is un¬
certain. Second, the reper¬
cussions on the area's trade of

the large changes in relative
exchange rates, and parti¬

cularly the speed and magnitude of the
adjustments of trade flows to those
changes, are subject to a large degree
of uncertainty insofar as a part of im¬
ports and exports (energy and primary
products) is relatively insensitive in the
short term to price changes.
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increasingly been the extent to which excess

demand pressures are already emerging or
are an imminent risk. Macro-economic policy

priorities in this group of countries, which
includes the United States, the United

Kingdom, Canada and
some smaller coun¬

tries, vary in terms of
the immediacy of the
importance of restraint
and the reliance that

should be placed on

monetary policy. But

all must be vigilant to

the possibility that in¬
flation could soon rise.

The difficult judge¬
ment that must be

made in these coun¬

tries concerns the

extent of spare capa¬
city in circumstances
where historical rela¬

tionships appear to

offer uncertain guid¬
ance as to the effects

of technological

change, structural re¬

form and increasing

internal competition in
product markets.

These questions have
been widely debated
in the United States,

where the economy

has been growing at
rates above most esti¬

mates of the growth of

potential output for
some time and the un¬

employment rate has

fallen to figures below

most current estimates of the structural rate

of unemployment. While in the past such
degrees of activity have been associated with
a rise in inflation, this has not, as yet, been

the case, leading some observers to conclude

Table 3

Unemployment in the OECD Area'

Thousands % of labour force

1994 1996 1997 1998

United States2 7,973

1,919

3,698

3,098

2,561

2,670

1,536

23,455

852

215

554

166

343

456

403

449

6

211

489

5

559

486

138

117

2,474

312

3,724

339

171

1,739

14,209

37,664

19,075

5.4

3.4

10.3

12.3

12.1

8.0

9.7

7.0

8.5

6.3

12.8

3.5

8.8

16.3

10.3

10.0

4.4

11.9

2.0

3.3

5.5

6.7

6.1

4.9

12.4

7.3

22.2

8.1

4.7

6.5

8.7

7.5

11.4

5.0

3.4

11.4

12.4

12.3

6.9

9.2

6.8

8.7

6.1

12.7

4.4

7.9

14.6

10.5

8.9

3.8

10.3

2.5

3.7

4.1

5.8

6.7

3.9

11.6

6.8

21.0

8.1

5.3

6.1

8.2

7.3

11.3

4.7

3.4

Germany j

France

11.4

12.0

Italy 12.2

United Klngclorn 6.5

Canada

OÉ

8.8

Total of above

7 countries 6.6

Australia 8.2

Austria 5.5

Belgium 12.2

Czech Republic 5.1

Denmark

Ity

7.3

Finland

Greece

13.4

10.6

Hungary 8.4

Iceland 3.6

Ireland 9.4

Korea

Luxembourg

3.2

3.6

ft: Mexico* 3.5

Netherlands

New Zealam

5.1

6.3

| Norway 3.6

Poland 10.7

Portugal

Spain"

j* Sweden

6.3

20.0

7.3

Switzerland

Turkey5

|ft.:-

5.0

6.0

Total of above

22 countries 7.8

OECD Total

European Union

7.0

10.9

1999

5.0

3.3

10.9

11.5

12.0

6.6

7.5

4.8

11.6

6.3

6.6

12.2

10.7

8.1

3.5

9.1

3.5

3.5

3.5

4.6

6.0

3.3

9.9

6.0

19.0

6.9

4.7

6.0

7.6

6.9

10.5

Figures in italics are provisional.

1 . Commonly used definitions.
2. Break in series from )anuary 1994.

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

5. Important revisions to data.
Source: OECD

that a new era of prosperity has dawned. At

this stage, it still remains unclear whether
recent developments reflect fundamental

changes in the economy as opposed to tem¬

porarily favourable factors, such as an ap¬
preciating dollar and falling import prices. It
is clear, however, that the current expansion

is putting increasing pressure on the labour
market. Unless weakness in export markets
in Asia and volatility in equity prices slow

the pace of activity to a more sustainable
rate very soon, some monetary-policy tight¬

ening would be both prudent and desirable.
To sum Lip, financial turbulence has in¬

creased uncertainty and. in the absence of

prompt and adequate policy actions to re¬
store confidence, it could create serious eco¬

nomic difficulties. However, if authorities in

the countries directly affected take this

opportunity to implement policies that, in
some cases, were long called for, there would
be no basis for any wholesale revision of

the relatively favourable near-term economic

prospects embodied in the OECD's present
projections. Nevertheless, increased uncer¬
tainty, and the significant adjustments in trade
and financial flows that are likely to follow

from recent developments, serve to empha¬

sise the importance for all countries of taking
the actions necessary to increase the adapt¬

ability of their economies and their resilience

to unpredictable shocks, Domestically, the
reform agenda in this regard remains sub¬
stantial for most OECD countries. Inter¬

nationally, there is a heightened premium

on close co-operation both to contain un¬

desirable financial spillovers and to assure
that the foundations of the international

economy are not eroded by short-sighted

protectionist responses.

1 December 1997
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Industrial Performance and Competitiveness
in an Era of Globalisation and Technological Change

Meeting of the OECD Industry Committee at Ministerial level

TheOECD Industry Committee is meeting
at ministerial level on 3-4 February
1 998. The meeting will be chaired by
Margaret Beckett, United Kingdom. A
Business Symposium is being held before

the meeting, and there Isa joint session of ministers
and business representatives, which will also look at
how to strengthen government-industry dialogue.

The Issues

Globalisation, increased competition and rapid
technological change continually alter the environ¬
ment in which industry and business operate.
Opportunities for growth have been improved by
adoption of sound macro-economic policies,
balanced public finances and monetary stability, and
widespread liberalisation of trade and investment.

But economic performance has diverged, strength¬
ening perceptions that further structural reforms are
necessary in many countries. There is also recurring
unemployment and/or increasing income inequal¬
ity, calling for comprehensive responses beyond
macro-economic policy. Prosperity, job-creation and
the ability to address the range of social issues
facing OECD countries require strong business per¬
formance. More than ever, firms must be able to deal

with continuous change and build assets for the
future.

But there are barriers to achieving these goals:
short-time horizons affecting investment and busi¬
ness R&D; difficulties in financing innovation and
investments in new areas; insufficient skills and

adaptability of the work force; barriers to market
access, retarding the development of competitive
markets; and a regulatory environment inhibiting
business growth and new entry. Some of these
barriers are particularly important for small and
medium-sized enterprises (SMEs) in a globalised,
technology-driven environment.

New Policy Directions
The ministerial meeting is focusing on improving the
business environment to underpin investment, sus

tainable growth and employment. A business envi¬

ronment which promotes competitiveness and
opportunity for all is a necessary complement to
sound macro-economic conditions and an open
multilateral system. This will foster entrepreneurship
and encourage firms and individuals to exploit new
opportunities and move into high value-added
activities.

The meeting is examining reforms, initiatives and
policy co-ordination to enable firms to become more
innovative, flexible and competitive and increase their
productivity. Broad policy strategies emphasise:

an open, international orientation
enhancing development of the knowledge-based

economy

efficient design and delivery of policies.
Elements in these strategies vary across countries,

but often include improving the functioning of
markets and strengthening the business environment
to enable firms to deal with continuous change and
build future assets; removing impediments to invest¬
ment in technology, human resources, and other in¬
tangible assets; securing an appropriate science and
technology base and protection of intellectual pro¬
perty rights; adopting a consistent approach to regu¬
latory reform and a rigorous competition policy;
strengthening the institutional and physical infra¬
structure for enterprises (capital markets, corporate
governance, efficient business services, communica¬
tions and transport).

Special action is also required in many OECD
countries to foster entrepreneurship and enhance the
growth and job-creation potential of SMEs by boost¬
ing technological and managerial capabilities and
skills, improving the functioning of capital markets,
minimising regulatory burdens, and widening part¬
icipation in the international economy (through
electronic commerce, for example).

In order to achieve these goals, it is crucial to make
policy design and implementation more effective.
Although governments must be selective and
prioritise what they can do, it is important to address
the following areas: designing poky frameworks with

clear rationales and objectives based on comprehen¬
sive consideration of business opportunities, difficult¬
ies and requirements; determining where incentives
can stimulate businesses to invest in their own future;

improving co-ordination; simplifying policy delivery;
systematically evaluating policies and programmes
and disseminating best practice to strengthen policy
effectiveness; as well as increasing efforts to have
policies agreed and accepted by the labour force and
the public at large.

Co-operation and exchange of experience can
help policy enhance the business environment and
asset creation. There is a continuing requirement for
international analyses and indicators ofmajor factors
affecting business performance, the better to inform
the policy debate.

Moreover, structural changes associated with
globalisation and technological change are often
difficult to absorb for some segments of the economy
and society. Innovative non-market-distorting policy
responses are necessary to ensure that benefits are
fully realised and widely shared.

Based on these policy directions, ministers may also
discuss co-operation on:

globalisation and policies to realise more fully the
benefits from it

regulatory reform and the creation and develop¬
ment of technology-based and innovative SMEs

intangible assets, organisational change in the
firm, human resources and firm competitiveness

the growth of business services and electronic
commerce and their impacts on competitiveness

benchmarking factors affecting business perform¬
ance

policy appraisal and evaluation.

E-mail: dsti.contact@oecd.org
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Publications
November-December 1997
Order Form at the end of the issue

Agriculture, fisheries,
food

National Policies and Agricultural Trade

Mexico

November 1997

Mexico's agricultural policies have been
radically reformed in recent years as
part of the opening up and deregula¬
tion of the economy. This provides a
challenge for Mexico's agro-food sector
to improve its efficiency and competi¬
tiveness. But it also offers opportunities
to help the agricultural sector and the
rural economy to adjust to market con¬
ditions, raise productivity, and alleviate
rural poverty.

Drawing on the OECD's well-estab¬
lished method of calculating support
from agricultural policies using Pro¬
ducer and Consumer Subsidy Equiva¬
lents, this study is one of the most
comprehensive analyses and assess¬
ments of the rapidly evolving develop¬
ments in Mexican agricultural policies.
(51 97 09 1 P) ISBN 92-64-15486-8. 250pp.
FF290 US$57 DM85 £37 ¥6,100

Competition
and Consumer Poky
OECD Proceedings

The Role of the Competition
Agency in Regulatory Reform
November 1997

Deregulation alone does not necess-
arily lead to competition. Competition
agencies can actively contribute to elimi¬
nating constraints on competition,
especially when dealing with partial
deregulation, violations of law. and
maintenance of long-standing non¬
competitive habits. If the point of de¬
regulation is to promote competitive
markets, competition agencies seem
ideally suited to lead the process.

A Workshop, held in Tokyo in
December 1996, brought together Com

petition enforcement experts from
France, Italy. Korea and the United
States as well as Japanese officials to
bring experiences of other countries'
competition agencies to bear on the
Japan Fair Trade Commission. This
publication gives an account of these
frank and fruitful exchanges of views,
advocating procompetitive deregulation
coupled with efficient regulatory reform.
(24 97 05 1 P) ISBN 92-64-15692-5, 94pp.
FF65 US$11 DM19 £7 ¥1,250

Development ond Aid
Development Co-operation Reviews

France

No. 21

November 1997

France, the second largest donor of aid
after Japan, is a major actor in inter¬
national development co-operation. The
DAC review of French policy notes that
France does a great deal, at all levels, to
keep developing countries' issues and
problems, such as indebtedness, high
on the international agenda.

In its triennial review of France's aid

policies and programmes, held on 14
March 1997, the OECD Development
Assistance Committee (DAC) showed

interest in the progress of the agenda of
reforms currently underway in the
French programme of development co¬
operation. More particularly, the Com¬
mittee discussed a number of questions
on French policy and aid management
which will be followed-up at the next
Peer Review of France's programme:

the benefits of clearly linking France's
overarching policy for development
assistance with its operational pro¬
grammes

the continuing importance of design,
appraisal, monitoring and evaluation in
maximising the impact of French devel¬
opment co-operation

the similar importance of an ambi¬
tious strategy of assistance in the social
sectors, especially relating to gender
equality, family planning, education
and health care.

lO Bestsellers

1 . The OECD Report on Regulatory Reform
Synthesis
See The OECD Observer, No. 206, June/July 1997

(42 97 05 1) ISBN 92-64-15556-2, 65pp.
FF35 US$7 DM10 £5 ¥750

2. Historical Statistics 1960-95

1997 Edition

(30 97 04 3) ISBN 92-64-05531-2, 180pp.
FF195 US$38 DM57 £25 ¥4,100

3. Activities of Foreign Affiliates in OECD Countries
1985-94

Statistical Data

1997 Edition

(92 97 06 3) ISBN 92-64-05522-3, 273pp.
FF350 US$69 DM103 £45 ¥7,350

4. Natural Gas Information 1996

(61 97 22 1) ISBN 92-64-15592-9, 512pp.
FF585 US$115 DM170 £76 ¥12,300

5. Agricultural Policies in Transition Economies
Monitoring and Evaluation 1997
(14 97 08 1) ISBN 92-64-15587-2, 200pp.
FF190 US$37 DM56 £25 ¥4,000

6. OECD Environmental Data

Compendium 1997
(97 97 19 3) ISBN 92-64-05539-8, 300pp.
FF260 US$50 DM76 £34 ¥5,500

7. Consumer Policy in OECD Countries 1995
1997 Edition

(24 97 03 1) ISBN 92-64-15604-6, 148pp.
FF175 US$34 DM50 £23 ¥3.700

8. OECD Environmental Performance Reviews

Finland

(97 97 16 1) ISBN 92-64-15593-7, 145pp.
FF180 US$35 DM55 £23 ¥4,140

9. Entrepreneurship and SMEs in Transition Economies
The Visegrad Conference
(14 97 07 1) ISBN 92-64-15611-9, 200pp.
FF140 US$28 DM40 £18 ¥2,950

10. Labour Force Statistics 1976-96

1997 Edition

(30 97 05 3) ISBN 92-64-05536-3, 530pp.
FF495 US$97 DM145 £64 ¥10,400
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Development co-operation policy
reviews in 1998 are planned for the
following DAC Members: Belgium,
Canada, the Netherlands, Portugal and
the United Kingdom.
(43 97 09 1 P) ISBN 92-64-15517-1, 84pp.
FF90 US$18 DM26 £12 ¥1,900

Economy
OECD Economic Surveys

United States 1996/1997
1997 Edition

November 1997

See The OECD Observer, No. 209,
December 1997/January 1998.
(10 97 02 1 P) ISBN 92-64-15428-0, 234pp.
FF125 US$25 DM40 £15 ¥2.900

Also available as an Electronic Book.

Japan 1996/1997
1997 Edition

November 1997

See The OECD Observer. No. 209,

December 1997/January 1998.
(10 97 03 1 P) ISBN 92-64-15429-9. 204pp.
FF125 USS25 DM40 £15 ¥2,900

Also available as an Electronic Book.

Russian Federation

1996/1997
1997 Edition

December 1997

See pp. 45-47 of this OECD Observer.
(10 97 37 1 P) ISBN 92-64-15981-9, 290pp.
FF125 US$25 DM40 £15 ¥2,900

Also available as an Electronic Book.

1998 Subscription:
ISSN 0376-6438
FF1.800 US$385 DM550 £210 ¥38,500

The World in 2020

Towards a New Global Age
November 1997

We stand on the threshold of a New-

Global Age. All countries now have the
potential to become active players in
the global economy. By 2020 there
could be dramatic shifts in global eco¬
nomic weight. What will the world
economy look like in 2020? How can
we ensure increased and better distri¬

bution ofwealth? This publication based
on a wide spectrum of OECD work
takes us to the world of 2020 covering
such closely linked fields as trade, in¬
vestment, taxation, social stability and
the environment. The challenges await¬
ing us at the dawn of the 21st century
can thus be assessed more clearly.

Two visions of the world economy
in 2020 are presented. The first scenario
suggests a continuation of current trends

and leads to only modest growth, limit¬
ing the potential for human progress.
The second provides a more optimistic
outlook based on an acceleration of

policy reform, with the promise of more
human well-being, better integration of
developing countries, enhanced inter¬
national security and a reduction in
poverty world-wide. This New Global
Age will not materialise automatically.
Significant efforts will have to be made
to secure the stability of macro-eco¬
nomic policy, facilitate large-scale struct¬
ural reform and define innovative

approaches. The projections under this
optimistic scenario are not enough:
they must lay the foundation for an
even more ambitious vision so that a

new age of global prosperity can be
fully realised.
(03 97 08 1 P) ISBN 92-64-15627-5, 136pp.
FF85 US$17 DM25 £11 ¥1800

Main Economic Indicators

Volume 11

November 1997
(31 97 11 3 P) ISBN 92-64-05226-7, 228pp
bilingual
FF150 US$29 DM45 £19 ¥3,400

Also available on CD-ROM.

1998 Subscription:
ISSN 0474-5523
FF25.250 US$4,590 DM7,450 £3,200 ¥532.800

Monthly Statistics of Foreign
Trade

November 1997 - Series A

November 1997
(32 97 11 3 P) ISBN 92-64-05210-0, 128pp.,
bilingual
FF110 US$20 DM30 £12 ¥2,400

Quarterly National Accounts
Third Quarter 1997
November 1997
(36 97 03 3 P) ISBN 92-64-05214-3, 270pp
bilingual
FF130 US$25 DM38 £17 ¥3,000

Economies in Transition

Short-Term Economic

Indicators

Fourth Quarter 1997
November 1997

This quarterly publication complements
the OECD Main Economic Indicators. It

presents a wide range of monthly, quar¬
terly and annual economic indicators
covering such topics as industrial pro¬
duction, business surveys, construct¬
ion, employment, earnings, prices,
domestic and foreign finance, interest
rates and domestic and foreign trade for
18 transition countries: Armenia,

Azerbaijan, Belarus, Bulgaria, Estonia,
Kazakstan, Kyrgyz Republic, Latvia,

Lithuania, Moldova, Romania, Russian
Federation, Slovak Republic, Slovenia,
Tajikistan, Turkmenistan, Ukraine and
Uzbekistan

(07 97 04 3 P) ISBN 92-64-05248-8, 145pp.,
bilingual
FF100 US$20 DM28 £13 ¥2,200

Also available on diskette.

1998 Subscription:
ISSN 1019-9829

FF2.375 US$455 DM700 £300 ¥50,000

Education

Literacy Skills
for the Knowledge Society
Further Results

from the International Adult

Literacy Survey
November 1997

This second comparative report from
the International Adult Literacy Survey
presents new findings for 12 OECD
countries. Low literacy is a much larger
problem than previously assumed in
ever\' country surveyed: from one-quar¬
ter to over one-half of the adult popu¬
lation fail to reach the threshold level of

performance considered as a suitable
minimum skill level for coping with the
demands of modern life and work.

There are significant differences
among member countries in how liter¬
acy skills are distributed in the popula¬
tion. In some, performance is skewed
towards exceptional achievement
among a minority in the work force; in
others skills are more evenly distrib¬
uted, with less people on the lowest
level. Differences in the skill profiles of
nations have implications for contin¬
ued economic prosperity, democracy
and social cohesion because jobs in
knowledge societies require high levels
of skills.

Improving the literacy skills of a
large number of adults is a high priority
everywhere, but how can this be done?
This report suggests that active and
daily practice at work and at home is
the key. Employers in particular have a
large role to play, because of the import¬
ance of the work environment to much

adult learning.
(81 97 07 1 P) ISBN 92-64-15624-0, 200pp.
FF180 US$30 DM53 £18 ¥3,500

PEB Exchange
No. 32

November 1997
(88 97 32 1 P) ISBN 92-64-15390-X, 24pp.
FF60 US$15 DM18 £8 ¥1,400

Indicators of Education Systems

Education at a Glance 1997
OECD Indicators

November 1997

Across OECD countries, governments
are seeking policies that make educa¬
tion more effective while searching for
additional resources to meet the in¬

creasing demand for education. The
OECD education indicators enable

countries to see themselves in the light
of other countries' performance. They
reflect both on the human and financial

resources invested in education and on

the returns on these investments.

The 1997 edition of Education at a

Glance - OECD Indicators provides a
richer and more comparable and up-to-
date array of indicators than ever before.
The 41 indicators represent the consen¬
sus of professional thinking on how to
measure the current state of education

internationally. The thematic organisa¬
tion of the volume and the background
information accompanying the tables
and charts make this publication a valu¬
able resource for anyone interested in
analysing education systems across
countries.

The OECD education indicators are

published simultaneously with Educa¬
tion Policy Analysis 1997, which takes
up selected themes of key importance
for governments.

The data underlying the OECD edu¬
cation indicators are accessible via the

Internet (URL http://www.oecd.org/els/
stats/els_stat.htm).
(96 97 04 1 P) ISBN 92-64-15622-4, 345pp.
FF260 US$43 DM77 £27 ¥5,100

Education Policy Analysis
1997

November 1997

This is the companion volume to the
OECD's 1997 collection of international
education indicators - Education al a

Glance - OECD Indicators. It aims to

deepen the analysis of current policy
issues and facilitate interpretation of
data, using selected indicators of par¬
ticular relevance to the policy quest¬
ions under examination.

The five chapters analyse topics of
concern to a broad audience: costs and

expenditures, the stock of human capi¬
tal available to OECD economies, the
literacy performance of adults in 12
countries, educational failure and
success, and the efficiency and effect¬
iveness of tertiary institutions in re¬
sponding to new interests and needs of
learners.

(96 97 05 1 P) ISBN 92-64-15682-8, 80pp.
FF50 US$8 DM15 £5 ¥1,000
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Energy
International Energy Agency (IEA)

International Coal Trade

Market Operation
and Prospects
November 1997
The international coal market has de¬

veloped over the last 25 years to a
mature, stable market, largely free of
government involvement. It is evident.
however, that while the coal market is
considered widely to be reliable and
secure, there is only limited under¬
standing of the way in which the market
operates. Understanding energy market
mechanisms is fundamental to encour¬

age confidence in the continuing per¬
formance of liberalised markets. This

publication seeks to address this require¬
ment by providing a brief descriptive
analysis of the operation of the coal
market.

The report draws attention to the
considerable changes that have been
experienced to date in the market, where
freely operating market mechanisms
have coped well. Further change is on
the horizon. Demand for coal in Europe
is stagnating while growing rapidly in
Asia. The once dominant European
market remains the region where price
is formed but the Asian market is grow¬
ing rapidly and becoming more flex¬
ible. Increasing competition for market
share, low margins and pressure on
utilities to reduce costs as electricity
markets are liberalised, will continue to

stimulate productivity improvement and
may lead to innovations in marketing to
cope with stable real prices, and high
transport and transaction costs.
(61 97 30 1 P) ISBN 92-64-15667-4, 160pp.
FF220 US$43 DM64 £28 ¥4,650

C02 Emissions from Fuel
Combustion

A New Basis for Comparing
Emissions of a Major
Greenhouse Gas

1997 Edition

November 1997

In order for nations to tackle the prob¬
lem of climate change, they need accu¬
rate data on greenhouse-gas emissions.

This publication provicies a new basis
for comparative analysis of C02 emiss¬
ions from fuel combustion, a major
source of anthropogenic emissions. The
data in this book are designed to assist
in understanding the evolution of these

emissions from 1972 to 1995 on a coun¬

try, regional and world-wide basis. They
should help in preparation for and in
follow-up to the Third Conference of
the Parties (COP-3), meeting under the
Climate Convention in Kyoto in
December, 1997.

Emissions were calculated using IEA
energy data bases and the methods and
emissions factors from the Revised 1996
IPCC Guidelines for National Green¬

house Gas Inventories.

(61 97 32 1 P) ISBN 92-64-15676-3, 448pp.
FF590 US$116 DM173 £76 ¥12.400

Also available on diskette:

(61 97 32 1 D) ISBN 92-64-15159-1
FF2.500 US$410 DM740 £250 ¥49,100

Key Issues in Developing
Renewables

November 1997

Renewable energy sources make im¬
portant contributions to our energy
needs. But they could contribute even
more. International enthusiasm for the

use of renewable energy technologies
reflects their major environmental bene¬
fits, particularly in reducing CO, emiss¬
ions. But to fulfil the substantial role

expected of renewable technologies in
the future, this enthusiasm should be

harnessed to specific and realistic action
to encourage and facilitate their wide¬
spread deployment.

This report identifies the main issues
in the further development and deploy¬
ment of renewable energy technologies
and the actions required to overcome
institutional and market barriers.

(61 97 37 1 P) ISBN 92-64-16009-4. 72pp,
FF100 USS16 DM30 £10 ¥1.950

Energy Policies of IEA Countries

Energy Policies of the Slovak
Republic 1997
November 1997

This IEA report provides a comprehen¬
sive in-depth review and assessment of
energy policies and market conditions
in the Slovak Republic, including re¬
commendations to assist the Govern¬

ment in its continued efforts to modern¬

ise [he country's energy sector.
As a follow-up to the 1992 IEA Survey

of Energy Policies of the Czech and
Slovak Federal Republic, the study pays
particular attention to energy develop¬
ments since the country gained inde¬
pendence in 1993- The report high¬
lights areas which require urgent action:
reforming energy prices, improving the
legal and regulator)' environment and
enhancing energy efficiency. Slovakia's

high dependence on imports - parti¬
cularly oil, gas and nuclear fuel - calls
for decisive measures to diversify supply
sources and improve energy security.

The report contains detailed inform¬
ation on the structure of energy indus¬
tries, investment requirements - espe¬
cially in the gas and electricity sectors -
energy demand and supply, and issues
related to energy and the environment,
including nuclear safety.
(61 97 26 1 P) ISBN 92-64-15621-6, 150pp.
FF225 US$44 DM66 £29 ¥4,750

Environment

Climate Change
Mobilising Global Effort
November 1997

Partnerships for technology co-opera¬
tion, partnerships with local govern¬
ments and strategies for communica¬
tion are necessary elements in govern¬
ment strategies to respond to climate
change. These themes emerged from
the 1997 OECD Forum on Climate

Change. Opening the Forum to repre¬
sentatives of the financial community,
the insurance industry and the 'green'
business sector as well as to local gov¬
ernment, environmental non-govern¬
mental organisations, and developing
country experts, brought fresh thinking
to the forefront in the lead up to Kyoto
and COP-3. This book contains a select¬

ion of papers from the meeting and the
'rapporteur's' report. Its contents help
to define the role of governments and
begin to address how best to mobilise
global effort to respond to climate
change.
(97 97 21 1 P) ISBN 92-64-15675-5, 136pp.
FF195 US$38 DM57 £25 ¥4,100

Reforming Energy
and Transport Subsidies
Environmental and Economic

Implications
November 1997

Reforming subsidies to polluting activi¬
ties can benefit both the environment

and the economy. While some recent
studies may have overestimated these
benefits, reforming policies that en¬
courage environmentally damaging acti¬
vities is a first step towards environ¬
ment policy objectives. But to what
extent is it worth reforming energy and
transport subsidies?

This unique set of case studies shows
that reforming supports to coal, elec¬
tricity and transport could offer sub¬
stantial environmental benefits in some

countries. In others, the environmental
improvement would be minimal. The
social, economic and environmental

outcome of reforms depends heavily
on national and local circumstances

and on the way reforms are imple¬
mented.

This report identifies key types of
support whose reform might benefit
the environment, pointing out some of
the pitfalls of ill-considered reforms. It
also suggests some ways in which
national governments and the inter¬
national community might proceed,
bringing together environmental, social
and economic policy agendas.
(97 97 22 1 P) ISBN 92-64-15681-X, 168pp.
FF190 US$37 DM56 £25 ¥4,000

OECD Proceedings

Towards Sustainable

Transportation
November 1997

The past fifty years have seen an expo¬
nential growth in the mobility of both
people and goods. This growth, while
contributing to social and economic
advances, is now increasingly eroding
some of the very benefits it has brought
about. In particular, it is now clear that
trends in transport activity volume and
growth pose a real threat to sustainable
development. The Vancouver Inter¬
national Conference 'Towards Sustain¬

able Transportation' addressed this
concern by exploring what might con¬
stitute a more sustainable transport
system and charting a course towards
that goal. This publication details the
conference findings and offers a series
of fundamental Sustainable Transporta¬
tion Principles and Strategic Directions
aimed at helping guide policy-makers.
(97 97 1 1 1 P) ISBN 92-64-15573-2, 176pp.
FF130 US$26 DM38 £17 ¥2,750

Environmental Performance Reviews

Belarus

November 1997

This study is part of the series of com¬
prehensive Environmental Performance
Reviews of the Economies in Transition

which have been undertaken in l he-

context of the work programme of the
OECD's Centre for Co-operation with
the Economies in Transition (CCET). It
scrutinises efforts to meet both domes¬

tic objectives and international com¬
mitments. Evaluating progress in re¬
ducing the pollution burden, improv¬
ing natural resource management, inte¬
grating environmental and economic
policies, and strengthening international
co-operation is also central to these
reviews. The analyses presented are
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supported by a broad range of eco¬
nomic and environmental data.

Environmental performance reviews
of Austria, Bulgaria, Canada, Finland,
France, Germany, Iceland, Italy, Japan,
Korea, the Netherlands, New Zealand,
Norway, Poland, Portugal, Spain, Swe¬
den, the United Kingdom and the United
States have already been published.
(97 97 18 1 P) ISBN 92-64-15626-7, k2pp.
FF180 US$35 DM55 £23 ¥4,140

financial, fiscal
and Enterprise Affairs

Model Tax Convention

on Income and on Capital
Volumes I and II

December 1997
(23 97 50 1 P) ISBN 92-64-15625-9, 1,160pp.
FF950 US$157 DM282 £97 ¥18,450

OECD Financial Statistics

Part 1 Section 2

November 1997
(20 97 11 3 P) ISBN 92-64-04711-5, 64pp.. bilingual

OECD Financial Statistics

Part 1 Section 1

November 1997
(20 97 21 3 P) ISBN 92-64-04721-2. 34pp., bilingual

Also available on diskette.

OECD Financial Statistics
Part 1 Section 1

November 1997
(20 97 23 3 P) ISBN 92-64-04723-9. 18pp.. bilingual

Also available on diskette.

1998 Subscription:
ISSN 0304-3371

FF2.215 US$430 DM660 £260 ¥47,500

labour Market

and Social Issues

OECD Proceedings

Labour Market Dynamics
in the Russian Federation

November 1997

Five years into transition, the Russian
labour market continues to adjust in
response to far-reaching economic re¬
forms. This publication shows how the
nature and distribution of employment
are changing and considers implica¬
tions for economic performance and
the well-being of individuals. It high

lights key flows and processes involved
in the reallocation of labour resources

in Russia and their impact on the labour
market and households to date.

Not only does this publication
analyse labour market movements and
related developments in the Russian
Federation, but it also quantifies them
where possible, using newly available
data sources. Accompanying in-depth
analyses give valuable insights into the
issue of labour dynamics in a transition
economy. They even go so far as to
challenge our assumptions.
(14 97 12 1 P) ISBN 92-64-15979-7, 161pp.
FF90 US$15 DM27 £9 ¥1,750

Science, Technology
and Industry
OECD Proceedings

Industrial Competitiveness
in the Knowledge-based
Economy
The New Role of Governments

November 1997

Technological change and globalisa¬
tion represent fundamental challenges
for individuals, firms and policy-makers.
Individuals are finding themselves con¬
fronted with increasing demands to
develop and continuously upgrade their
skills. Firms are radically changing the
organisation of their operations within
and across the boundaries of nation

states. For governments, the room to
manoeuvre is diminishing in national
macro-economic and budgetary poli¬
cies, while structural micro-economic
policies - wJtich affect the framework
conditions that determine the competi¬
tiveness of firms - are assuming in¬
creasing importance. In the knowledge-
based economy, such policies must
address a wide spectrum of issues such
as intangible assets, knowledge infra¬
structures and flows, and intellectual
property rights. At the same time there
is a strongly perceived need for coher¬
ence between macro-economic and

structural policy, as well as among the
components of structural policy.

This publication brings together
articles by a range of international
experts and policy-makers. Their analy¬
ses and conclusions cover the wide

spectrum of challenges facing govern¬
ments in defining their new role in
promoting industrial competitiveness
and its contribution to job creation.
(70 97 03 1 P) ISBN 92-64-15679-8, 256pp.
FF160 US$32 DM47 £21 ¥3,350

Trade

Export Credit Financing
Systems in OECD Member
and non-Member Countries

1997

Supplement
November 1997
(22 97 52 1 P) ISBN 92-64-15583-X, 145pp.
FF90 US$18 DM26 £12 ¥1,900

OECD Proceedings

Market Access Issues

in the Automobile Sector

November 1997

See The OECD Observer, No. 209,
December 1997/January 1998.
(22 97 01 1 P) ISBN 92-64-15680-1. 264pp.
FF160 US$32 DM47 £21 ¥3,350

Transport

C02 Emissions

from Transport
November 1997

How are countries responding to the
challenge of reducing C02 emissions
from transport? To find out, the Euro¬
pean Conference of Ministers of Trans¬
port conducted an in-depth survey of
its members around the world. This

publication presents its findings,
assessing what governments are actu¬
ally doing to meet their commitments
on climate change. The report goes on
to focus on how the European auto¬
mobile industry is responding to this
issue and examines improvements in
fuel consumption and CO, emissions
from new cars.

The report concludes that measures
taken so far will not stem transport
sector emissions. Its findings provide
an essential baseline for future inter¬

governmental negotiations on limiting
greenhouse gas emissions.
(75 97 06 1 P) ISBN 92-82-1 1225-X, 212pp.
FF195 US$38 DM57 £25 ¥4,100

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 Economics

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 two 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 318,000 (Administrator)

and from FF 456,000 (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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