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The Export Credit Arrangement, 1978-1998
Achievements and Challenges

The Arrangement on Guidelines for officially Supported Export Credits celebrates its twentieth anniversary this year. The
'Arrangement', as the Guidelines are usually known, is a unique form of international co-operation: as a 'gentlemen's
agreement', it has no formal status in law - and yet it has brought order to the supply of export credits (government
subsidies to exporters), thus saving billions of dollars of taxpayers' money. Thanlcs to the Arrangement, exporters in OECD
countries now compete on the basis of quality and price, not according to the degree of support they receive from the state.
Progressive improvements in the Arrangement, moreover, have extended its coverage, preventing trade distortion and sub¬
sidy in the form of tied aid and unrealistic premium fees.

In this collection of essays, past and present negotiators of the Arrangement's guidelines, Presidents and Chief Executives
of export- credit agencies, international institutions, private-sector players, economists and others involved with the Arrange¬
ment from its earliest days chart its evolution - its inception and progressive expansion, the difficulties encountered and
problems solved. They examine the sources of the flexibility that has made the Arrangement so successful in adapting to the
changing, globalising world economy. Some of the contributions offer remarkably candid insights into the closed world of
international negotiations. Others document the response of the Arrangement to the growing sophistication of financial and
insurance services. All of them shed light on this increasingly important aspect of international trade.

This book will be required reading for anyone interested in the world trading system and the role of export credits in
particular, in the relationship between trade and aid, and in international co-operation in general.
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Denis Audet, '/Market Access

in the Automobile Sector',

The OECD Observer, No. 209,

December 1997/January 1998.
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fl/larket Access issues

in the Automobile Sector

At the turn of the 21 st Century, the world
automobile industry is in a state of
ebullition. Millions of potentially new
consumers in emerging economies are

eager to be part of the 'automobile ^?
civilisation'. While automobile and

auto parts manufacturers are gearing
up fasterthan ever to reap market opport¬
unities, an overcrowded automobile marlcet is

looming as prospective demand growth may not be as strong
and rapid as initially anticipated. The automobile industry has a
history of trade friction, with tariffs and non-tariff barriers used
to shield domestic production from competition and adjustment.

Will the turn of the 21st cent¬
ury be plagued by trade
obstacles and bilateral

conflicts for the sake of auto¬
mobiles? What are the

globalisation challenges in
this industry? How can
governments maintain a
policy environment that will
promote competition, adjust¬
ment and open markets?

Senior representatives from
major automobile manufact¬
urers, national associations,

renowned specialists, labour
unions and government
officials from OECD countries
and emerging countries
gathered at OECD head¬
quarters to engage in a
dialogue on these crucial

questions. These workshop
Proceedings include a series of in-depth analytical papers, giving
a comprehensive view of the most recent globalisation
developments in the automobile industry and their implications.

See the article by Steve Cutts

and Janet West in this issue
of The OECD Observer.

Regulatory Reform
and International /Market Openness

Market Access Issues

in the

Automobi le Sector
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As tariffs and quotas fall and
trade potential expands in a
globalising economy, social
and economic regulations
assume more importance
because they affect the flow
of goods, services, investment
and technology. Bringing
together the views of experts
from different areas, this
OECD Symposium is the first
attempt to systematically
address regulatory reform
issues in an international per¬
spective, to reveal the com¬
plexity and depth of the prob¬
lems, and to lend insight into
the appropriate direction to
take. Very recent develop¬
ments in the trade-policy
field - ongoing negotiations
on mutual recognition agree¬
ments and burgeoning
regional activities - are also
described.

REGULATORY REFORM

AND

INTERNATIONAL

MARKET OPENNESS
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Securing the Benefits
In the last half-century, world prosperity-

has risen many times over, with economic
growth being sustained at a rapid pace.
As long as current trends in technology,
investment and trade continue, one can

indeed talk of the dawning of a new global age.
But to attain the benefits that it will bring, it is

vital that the opening of trade and investment
continue and that there be no backsliding as
protectionist sectional interests ask for exempt¬
ion from these globally beneficial trends.

Market integration induced by trade and in¬
vestment has led to deeper forms of economic
interdependence among nations, and a growing
number of developing and former centrally
planned economies have become more closely
tied into the global economy. Developing coun¬
tries rely on OECD countries for more than 60%
of their trade. Trade and investment between

developing countries are also on the rise, as more
than a third of their exports now go to each
other.

This integration brought on by trade and in¬
vestment is the basis of current prosperity and
underpins rising living standards. But just as it
drives improvements in productivity, such ex¬
pansion can cause dislocation, impose adjust¬
ment on domestic economies and increase the

vulnerability of economies to external shocks.
Adjusting to the shocks requires that markets
function effectively. The OECD has a role to play
in this regard in the development of a 'global
architecture' that will let markets function better,

to the benefit of everyone. Examples include
OECD work on combating bribery and corrupt¬
ion, multilateral rules for investment, export
credits, taxation and the Jobs Strategy which has
stressed the importance of adaptability.

Last year, OECD Ministers asked us to pre¬
pare a study of the benefits of trade and invest¬
ment liberalisation. It is just about to be
published.

Support for liberalisation may have weakened
somewhat in recent years because of concerns
about jobs, wages and the environment. Address¬
ing these concerns requires attention to weak¬
nesses in both communications and policy:

the communications weakness represents a
failure on the part of the proponents of open
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Donald J. Johnston, Secretary-General of the OECD

Developments in technology, communications and trade mean
that the world is becoming a global village. The volume of
merchandise trade is now 16 times larger than in 1950, and
outflows offoreign direct investment have grown even faster
than trade in recent years. Trade and investment have been
major engines of prosperity in developed and developing
countries alike and have been a potent and efficient means of
diffusing technology world-wide. In the process everyone has
had the chance to reap the benefits ofglobalisation.

markets to explain clearly what trade and in¬
vestment can and cannot do and what liberal¬

isation is and is not responsible for
the policy weakness represents a failure by

governments to introduce the measures necess¬
ary to help citizens and communities take ad¬
vantage of the on-going, unprecedented,
technology-driven transformation of OECD
economies.

Trade and investment play a part, but only a
part, in this transformation. The technological
change and the displacement of the unskilled
which it often entails play a prominent role.
Indeed, most of the displacement which has
occurred can be related more closely to new
technologies than to growing trade and invest¬
ment.

However, to secure the benefits of trade and
investment liberalisation, it is not sufficient to

point to incontrovertible evidence that liberal¬
isation creates wealth. It is also necessary to con¬
front the legitimate worries of citizens who are
adversely affected.

Integration
and Prosperity

The case for open markets rests on a simple,
long-standing premise. When individuals and
companies engage in specialisation and ex¬
change, the nation will exploit its comparative
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advantage by using its natural, human, indus¬
trial and financial resources to do what it does

best. The result is growing prosperity and a wider
choice for consumers.

In spite of the clear net benefits generated,
and the evidence that open trade produces more
winners than losers, the very fact that there are
some losers leads to periodic calls to protect in¬
dustries and workers against cheap imports and
against change. Societies pay a high price for
heeding such calls. Protection rarely tackles the
underlying necessity of adjustment, efficiency
gains and competitiveness. It encourages firms
to engage in costly and wasteful lobbying and
promotes inefficiency and further dependence
on protection.

The case for open markets is as compelling
for investment as it is for trade. Foreign direct
investment creates clear net benefits for host and

source countries alike. More open economies
enjoy higher rates of private investment, which
is a major determinant of economic growth.
Although there is little disagreement over the
benefits of inward investment, as evidenced by
the fierce global competition to attract it, the
effects of outflows of direct investment, parti¬
cularly on employment, are still regarded with
some disquiet.

The evidence on outward investment suggests

that these fears are not justified. By enabling firms
to remain competitive, outward investment sup¬
ports employment at home. Moreover, 60% of
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of Trade and Investment
total foreign direct investment is in services,
where a local presence is necessary in order to
compete. Investment abroad creates secondary
flows - exports of machinery and other capital
goods, for example - and increases demand for
manufactured intermediary products and the
provision of expertise and specialised services.
Recent work on a sample of 14 OECD countries
found that each dollar of outward foreign direct
investment was associated with up to $2 of addi¬
tional exports.

Expanded Trade
with Developing Countries

Since the 1970s there has been an increase in

the share of developing-country trade with OECD
countries and, in parallel, mounting concern over
unemployment and earnings differentials in the
OECD area. The coincidence of these trends has

led many to view competition with low-wage,
low-labour-standard developing countries as
having much to do with the sharp decline in the
demand for unskilled labour and the related rise

in income inequality observed in some OECD
countries.

Studies of this issue agree that increased im¬
ports from developing countries do place down¬
ward pressure on the wages of industrialised
country workers, but most characterise such
impacts as modest. Other factors, such as tech¬
nological change, are also at play. Trade and
investment are held responsible for a much
bigger impact on wages than the facts warrant.
This misapprehension creates a two-fold risk:
first, that of assigning the wrong policy instru¬
ment to legitimate social and economic policy
concerns; second, that of making matters worse
by failing to address their root causes.

One has to look to manufacturing to gauge
the significance of the potential threat posed by
trade with developing countries. The share of
manufacturing in OECD employment has seen a
decline from 31% in I960 to 19% in 1996. Yet
this decline reflects a natural evolution in the

structure of advanced economies. Moreover, the

reality is that industrialised countries primarily
trade manufactured goods with one another.

Imports of manufactured products from emer¬
ging economies have indeed grown steadily
during the past three decades, but they still re¬
presented a mere 1.6% of OECD countries' com¬
bined output in 1994. Furthermore, total trade
in manufactures between OECD countries and

emerging economies is broadly in balance, a situ¬
ation that has changed little since the late 1960s.

What about foreign investment? The claim is
often heard that outflows of capital from ad¬
vanced countries have lowered wages, as multi¬
national firms expand or establish overseas
affiliates in order to export back to the parent
company in the home country. The evidence
argues otherwise. Most outflows of investment
from OECD countries go to other OECD coun¬
tries, and those developing countries which re¬
ceive substantial amounts of inward investment

tend to be among the richest economies in the
developing world. One reason that low wages
do not have the expected allure for foreign in¬
vestors is because they almost always and every¬
where reflect low productivity. Differences in
the cost of labour required for a unit of product¬
ion, where they exist, are much smaller than
wage differentials.

A Wide-ranging
Adjustment Strategy

Trade, investment and technology interact in
ways that raise the wages of high-skilled workers
and depress the demand for the low-skilled. The
message that open markets lead to gains in aggre¬
gate welfare is of little consolation to people
whose lives may be adversely affected by change
and who may have to uproot their families in
search of alternative employment. Nor does the
message sit well with displaced workers whose
new jobs may pay lower wages.

But postponing adjustment through trade pro¬
tection or restrictions on capital outflows has
been amply shown by theory, history and em¬
pirical evidence to be a blind alley. Protection
insulates economies from the market signals that
point to the importance of early adjustment, in¬
flict damage on the most dynamic firms and most
productive workers in society, and provide what

is in most instances a short-term and high-cost
palliative to firms, workers and communities for
whom delayed adjustment almost invariably
translates into worse longer-term hardship.

There is a better way. Labour-market policies
that provide adequate income security, by facili¬
tating the re-employment of displaced workers
in expanding firms and sectors, can produce
important equity and efficiency gains. More fun¬
damentally, governments have to work on the
whole range of policies - such as education,
training, taxation, pension reform and the
portability of health benefits (where that is an
issue) - that can help citizens and communities
to adjust not only to market-opening but to tech¬
nology-driven change as well. With the proper
mix of policies, governments can maximise the
benefits and minimise the costs of liberalisation

of trade and investment.

Over the past few years public concern has
grown over the possibility that trade and invest¬
ment may encourage the exploitation of workers
in developing countries and lead to unaccept¬
able pressure on the environment. So far as
labour standards go. the main policy message
emerging from work at the OECD and elsewhere
is that developed countries should not regard
low core-standards for labour as a substantial

competitive factor in their trade with low-wage
developing countries. A second message is that.
far from being part of the problem, market liberal¬
isation is part of the solution to low labour stand¬
ards which, above all else, are rooted in poverty.
The same arguments can be made about the
environmental impact of the liberalisation of trade
and investment.

The concerns raised by the environmental
community stem from two main sources. The
first is the fear that globalisation is stepping up
pressures to relax existing environmental laws
and regulations and that it is an obstacle to rais¬
ing those standards. The second is that economic
growth is itself a threat to the environment.

There is little evidence to support the first
concern. In fact, the pressure is more likely to
operate in the opposite direction. Openness to
trade and investment translates into increased

pressure for more stringent environmental stand¬
ards, arising from the drive to sell into markets
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Securing the Benefits
of Trade and Investment

with higher standards and 'greener' consumers.
It -also reflects the fact that multinational firms

increasingly adopt world-wide standards for en¬
vironmental performance. Moreover, experience
suggests that as the developing countries grow
richer, their demand for a better environment

will grow as they acquire the means to satisfy it.
The concern over economic growth itself as

a source of environmental pressure has an ele¬
ment of truth, but misses the key point. Although
it is true that liberalisation of trade and invest¬

ment aids the environment by making the best
use of scarce resources, facilitating the transfer
of technology and generating increased revenues
to pay for cleaning-up the environment, liberal¬
isation can also lead to more pollution and de¬
pletion of natural resources. But in most cases,
environmental problems can be traced to the
inability of the market to put a proper price on
the use of environmental resources and to re-

fled such costs in the prices of goods and ser¬
vices that people and companies consume.

The main policy conclusion to be drawn is
that liberal trade and investment policies and

more efficient environmental policies, based on
economic instruments that use price signals to
guide behaviour, complement each other. Rather
than foregoing the benefits of trade and invest¬
ment liberalisation, progress must be made in
putting in place policies that value environmental
resources correctly. This task deserves high pri¬
ority on national and international agendas.

The Multilateral

Agreement on Investment
Negotiations are underway at the OECD to

develop a Multilateral Agreement on Investment
(MAI).

What are the aims of the MAI? Although
markets are the main determinant of investment

decisions, the investment climate is also a major

factor. Investment implies entrepreneurship and
risk-taking, so investors require transparency and
long-term stability of rules and procedures. They
seek open markets and competitive opportuni¬
ties elsewhere vis-à-vis domestic investors

through ensuring the same treatment for
foreign as domestic investment and protect-

g ion for existing ones. In pursuing agreements
like the MAI, governments seek to enhance
stability and reduce the risks by engaging their
sovereignty to establish rules for international
commerce. This is what the MAI aims to do,

and it is the raison d'être of international insti¬

tutions like the OECD, the IMF, the World

Bank and the WTO.

To date, international co-operation has
relied mainly on a growing network of bi¬
lateral investment treaties, on regional under¬
takings and on the existing investment
instalments of the OECD. The MAI will substi¬

tute comprehensive investment rules, incor¬
porate high standards for the liberalisation of
investment regimes and offer protection to
investors and their investments. It will also

provide an enforceable mechanism for set¬
tling investment disputes between states and
between investors and states. OECD coun¬

tries' interest in the MAI reflects their dual

role as hosts and recipients of foreign direct
investment.

Trade and investment agreements do not seek
to direct or curtail the objectives of other national
policies or regulations. That this is so is appar¬
ent from the fact that OECD countries exhibit a

striking diversity of economic and social poli¬
cies and regulatory frameworks. Tax rates, mini¬
mum wages, wage-bargaining systems, building
standards, retail and distribution systems and
social-security systems, to mention only a few
examples, vary widely. Thus there is compel¬
ling evidence that market liberalisation is com¬
patible with a wide range of economic, social
and political preferences. The MAI will not allow
foreign investors to stand immune from the host
country's regulatory framework. It aims to
achieve a situation where foreign investors are
not discriminated against, but they are still subject
to the same substantive laws and regulations that
apply to domestic investors.

There is concern among some citizens that
trade and investment liberalisation is somehow

drawing societies into a ruinous race to the
bottom that will undermine national regulations.
The core message of work at the OECD is that
these concerns are unfounded. Proponents of
market opening have to devote more time and
effort to disseminating this message. Efforts must
also be made to explain how anxiety over ad¬
verse developments in the labour market, parti¬
cularly for unskilled workers, or over instances
of environmental degradation, will be com¬
pounded by protectionist responses. Such issues
are typically best addressed through other instal¬
ments than trade and investment policies.

The liberalisation debate is a debate over ideas

and ideals, and it matters enormously that we
spread the message that market liberalisation
forms part of the answer to the concerns of citi¬
zens, rather than being a cause of their mis¬
givings.

Liberal trade and investment policies are not
only about more choice but also about fairness
in ensuring that the general interest - concern
for the welfare of all citizens - prevails over
special interests; and in seeing to it that the
dividends of liberalisation are distributed more

widely.
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Trade Policy
in 2000
Barbara Fliess and Anthony Kleitz

Perhaps the most commented-on feature of the international
economy during the last two decades has been the accelerated

globalisation ofproduction and markets. The driving force
behind this phenomenon has been intensified international
competition, reflecting post-war progress in the opening of
national markets and the substantial gains in efficiency that
the use oftelecommunications and other new technologies have
brought. Economic globalisation is reflected in the historically
unparalleled surges in international trade and investment, often
involving new and dynamic actors on the world stage.

Globalisation is putting considerable
pressure on governments to adapt
their economic policies so that
domestic producers and con¬
sumers can profit from the new-

possibilities for wealth-creation and higher stand¬
ards of living. Simultaneously, strong public con¬
cerns have arisen from the necessity for rapid
structural adjustment as well as the risk of inter¬

national repercussions from the recent financial
turmoil in Asia.

For trade policy, these developments mean
that governments must re-examine their national
measures and regulations as well as the relevance
of multilateral trade Riles. In particular, they have
to consider the increasing international implica-

Barbara Fliess works in the Trade Liberalisation and

Review Division of which Anthom Kleitz is Herd, in

the OECD Trade Directorate.

E-mail: ech.contact@oecd.org

tions of national, liehind-the-border regulatory
and business conduct. The rapid pace of change
means that this process of re-assessment must
be continuous. International co-operation in
bodies such as the OECD is particularly effect¬
ive in tackling these issues.

The trade rules that are now institutionalised

in the World Trade Organization (WTO) are the
result of a half-century of international efforts to
liberalise the conditions of trade and to bring
them under uniform rules that apply to all trading
partners. The process is permanent: as barriers
have been liberalised and national economies

have evolved, the hierarchy of factors affecting
trade has changed. New issues have required
changes in the international regime, bringing new-
nations and interest groups into the policy¬
making process and modifying the interests of
earlier participants.

Trade policy immediately after the Second
World War aimed at securing benefits for the
world economy from a co-ordinated reduction

7

of high tariffs and other trade barriers and the
elimination of discriminatory treatment based on
national origin. The GATT, which became the
major instrument for achieving this goal, relied
on a series of multilateral trade negotiations or
'rounds'. Tariff negotiations were relatively
straightforward because tariffs are transparent and
their degree of restrictiveness is easy to assess
quantitatively. Up until 1973 and the launching
of the Tokyo Round, GATT negotiations dealt
mainly with tariffs on trade in goods.

As tariffs came down, non-tariff trade barriers

(NTBs) gained in relative importance. The
Uaiguay Round (1986-94) was the most ambi¬
tious attempt yet to cut tariffs and strengthen
multilateral trade rules, bringing them under a
comprehensive framework in the WTO. Some
of the strengthened rules covered areas already
subject to international disciplines, such as anti-
subsidy measures and dispute settlement; others
were new, such as services, intellectual property
and investment. The Uruguay Round also
achieved genuine breakthroughs in textiles and
agriculture, both of which had effectively been
outside the purview of normal GATT disciplines;
they have now been brought into the WTO
system and are subject to some liberalisation.

The GATT, which initially had only 22 signa¬
tories (predominantly OECD countries) has today
been transformed, as the WTO, into a full-fledged
global system of more than 140 members. There
are nonetheless gaps in the membership - China
and Russia, for example - and in the commit¬
ment of members to all the principles and in the
coverage of issues.

As a growing force in international trade,
developing countries have been progressively
brought into the bargaining process. Since the
1980s, they have accepted heavier responsibili¬
ties and now participate more fully in liberalisa¬
tion. One of the tasks in the coming years will
be to ensure participation of the major traders
that are currently missing. Moreover, non¬
governmental constituencies representing a wide
array of consumer, environmental, labour and
other interests are joining the business commu¬
nity in becoming increasingly active participants
in the making of trade policy, in both national
and international fora. Finding novel ways of

The OECD OBSERVER No. 211 April/May 1998



Trade Po/icy
in 2000

Among the items on the built-in agenda that emerged from the Uruguay Round: further liberalise trade
in agricultural products and strengthen the rules governing it.

channelling these voices into policy- and rule¬
making represents an important challenge for
the world trading system.

Priorities

for Action

An original feature of the Uruguay Round is
that the agreements it produced contain a clear
'built-in agenda' of future work, involving sched¬
uled reviews of the agreements and their imple¬
mentation as well as negotiations on particular
issues. The implementation of the agreements
and this built-in agenda are swallowing up a lot
of time and resources for the trade-policy offi¬
cials in national capitals and at the WTO in
Geneva. Yet the agenda is not by itself a complete
guide to the issues that will have to be addressed
by the international trading system: since it was
set at the conclusion of the Uruguay Round in
1994, it does not take account of more recent

developments, such as the rapid growth of elec¬
tronic commerce. Moreover, the disciplines and

institutional arrangements under the WTO may
not always be applied evenly across the differ¬
ent sectors and issues that are covered.

In this light, the identification of the highest
priorities for trade policy will provide a strong
orientation and help keep up the momentum
for a dynamic and improved system that in turn
contributes to a strong world economy. The first,
clear priority should be liberalisation and
strengthened disciplines for important sectors or
policy areas that have so far lagged behind. Two
of the main ones are already ear-marked in the
built-in agenda for future negotiations: trade in
agricultural products and in sendees. The commit¬
ments that emerged from the Uruguay Round
for achieving discipline and liberalisation in these
areas must now be given more substance through
further action by governments, even though this
might be painful for some sectors of the economy
in the short term. The concessions that have to

be made to further liberalisation will achieve their

objectives more efficiently if accompanied by
strengthened or improved rules that will, for
example, apply such basic WTO rules as non

discrimination, transparency and due process
consistently across all sectors and issues.

Some other areas were not included at all in

the built-in agenda. Tariffs offer an example:
important reductions were achieved during the
Uruguay Round, but they leave uneven geo¬
graphical coverage and some surviving tariff
peaks in sectors such as textiles, shoes and
consumer electronics. Other areas were included

only partially in the agenda, such as government
procurement, which has not yet been subject to
true multilateral rules and which is mentioned

in the agenda only as far as services are
concerned. Investment is also only partially
included (although negotiations on a Multilateral
Agreement on Investment (MAI) are underway
in the OECD).'

A second major priority should be to ensure
that domestic regulations do not restrict trade
unnecessarily. It has become increasingly appar¬
ent in recent years that domestic regulations have
developed in ways that can have a strong effect
on competition both inside and across national
borders. Yet they have been surprisingly little
affected by international disciplines or standards.
Regulations with such effects can be found in
consumer health (governing, for example, food
additives, the expiry dating of perishable food
items, pesticide residues), product safety
(through, say, fatigue-testing of bicycle frames
and use of toxic or flammable materials) and the

environment (packaging, noise and exhaust
emissions by autos). Regulations can particularly
affect competition and trade in services, where
the 'invisible' nature of the product has often
led governments to act to assure consumers of
the quality of the products they purchase -
licensing of health-care providers is a prime
example.

The growing number of trade disputes aris¬
ing from domestic regulations suggests that this
area may be among the hottest political issues
in trade negotiations at the turn of the century.

1. William St. Wilberell, An Agreement on Investment'.

The OECD Observer. No. 202, October/November 1996;

see also pp. 4-6.

2. Elizabeth Lynch, 'Protecting Consumers in the
Cybennarkef, The OECD Observer. No. 208. October/
November 1997.
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With the decline of barriers to trade and invest¬

ment in recent years, the possibilities have grown
for taking advantage of global markets and
organising global production. Under these con¬
ditions, domestic regulations and related pro¬
cedures for assessing conformity (for instance,
product certification, laboratory accreditation) can
serve as barriers to trade and investment in two

main instances: when the regulations are too
stringent, or when there are material differences
in regulations affecting different markets.

A characteristic frequently encountered in
both these cases is a lack of transparency and
predictability, which adds to the cost and risk of
entering a new market. But the solution is not
necessarily a global harmonisation of regulations.
Although in many cases that would reduce the
costs for producers, it would not be well adapted
to the differences in resources available to

countries or in national objectives and prefer¬
ences. Rather, through a range of domestic
reforms and international efforts, it may be
possible to make regulations more trade- or
investment-neutral and more efficient in

achieving multiple policy-goals, thus reducing
the additional costs of operating in several
markets.

There are some good examples of successful
efforts at 'market-access-friendly' regulatory
reform: the EU Single Market, which aims to
eliminate regulatory barriers to trade and invest¬
ment within Europe; and the WTO Agreement
on Basic Telecommunications Services, which

was based on a presumption of increased com¬
petition through more open markets.

A third important priority should be to en¬
able and encourage private actors to take more
responsibility for and to contribute to the smooth
functioning of the multilateral trading system. In
the event, the business community has been out
in front of governments in identifying problem
areas and developing recommendations for elimi¬
nating trade and investment barriers. But these
initiatives often reflect only narrow interests -
those of the most dynamic and globalised sectors
of business - while governments are under
pressure to make sure that broader social con¬
cerns are also taken into account, on, say, the
environment, health, culture or labour standards.

Those concerns may give rise to trade
frictions, in particular where governments address
them through trade restraints (as when the EU
banned imports of meat treated with growth
hormones or when the United States banned im¬

ports of tuna caught in ways that killed dolphins).
Yet these concerns are also acting as a catalyst
for co-operative approaches in which corpora¬
tions and private groups themselves assume more
responsibility for balancing competing interests.
Issues of 'corporate responsibility' are not new,
of course: they have been debated sporadically
over the past fifty years. The fast pace of global¬
isation is now reviving this agenda.

As part of a broad drive to combat business-
related corruption, OECD ministers signed a
convention last December which makes bribery
of government officials in foreign countries by
businesses a criminal offence. Governments are

taking a harder look at company practices that
can keep competitors out of national markets
and at how to reinforce competition policy as a
possible remedy. In parallel, more and more

corporations are voluntarily adopting principles
for ethical and responsible corporate behaviour
towards consumers, workers, investors, suppliers
and the communities in which they operate. Such
codes of conduct typically commit participating
companies and their immediate business partners
to respect standards on child labour and other
employment practices, healthy and safe work¬
ing conditions, or environmentally responsible
production practices. They take many forms,
ranging from the company-specific Code of
Vendor Conduct which applies to all factories
that produce goods for Gap Inc. or any of its
subsidiaries and affiliates, to the Principles for
Business Conduct formulated and subscribed to

by a broad coalition of enterprises from Japan.
Europe and the United States that form the so-
called Caux Round Table.

Such self-regulatory activity even extends to
cyberspace, where the international business
community has started with the development of
guidelines on how transactions over the Internet
should be conducted." Governments, too. can

- > :.\y" :':.:;, . .

Domestic regulations intended to safeguard consumer health - on the expiry dating of perishable food
or on additivies, for example - can have a considerable effect on international competition.
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play a central role in promoting electronic com
merce - -and stimulating the jobs that are
created by the demand for information S,
technology goods and services - by re- *^
moving remaining barriers to trade in
services.

Although it is unlikely to replace
government policies, self-regulation
may come to play an important role in
keeping controversies involving safety,
animal rights, environmental protect¬
ion or child labour from undermining
confidence in the global trading system.
As with mandatory government regu¬
lation, the challenge is to ensure that
voluntary agreements are transparent,
non-discriminatory and do not have ad¬
verse effects on trade and investment.

Organising
Liberalisation

The spectrum of issues that form
the trade-policy agenda is vast. Two
'systemic' issues are particularly import¬
ant: how to structure future negotia¬
tions, and how to deal with the

challenge of regionalism.
Replacing the periodic 'rounds' of

the last half-century, a variety of other
avenues for co-operating on trade and
trade-related issues are presenting
themselves. Outside the WTO,

discussions aimed at removing tech¬
nical barriers to trade, reducing restrict¬
ions on foreign investment, or
streamlining customs procedures are currently
underway in fora as diverse as the OECD. the
Free Trade of the Americas (FTAA) process, the
Asia Pacific Economic Co-operation (APEC)

grouping or the Transatlantic Business Dialogue
(TABD),

Governments are now examining the options
for organising future negotiations and have
started to promote, or even try out, different
formulas. For example, some governments favour
a more continuous kind of negotiating activity.
To some extent, the various WTO committees

,; :;;«ife
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Gap Inc. is one of the growing number of companies whose suppliers
must observe codes of conduct - on child labour, health and safety
conditions and environment-friendly production practices.

overseeing the implementation of the Uruguay
Round and reviewing the operation of the agree¬
ments that emerged already function as continu¬
ing negotiating fora. Combined with the built-in
negotiating agenda of the Uruguay Round, these
discussions may well help keep up the
momentum for liberalisation.

In 1997. more than 40 developed and
developing countries jointly decided to eliminate
tariffs on imported information technology pro¬
ducts. And the APEC countries have recently
committed themselves to examine other product

sectors, such as environmental goods, medical
equipment or chemicals, These moves suggest

another option: to co-ordinate the removal
of barriers to trade on a sector-by-sector
basis, starting out with tariffs but pro¬
gressively covering also relevant non-
tariff issues.

Some countries believe that, in such

highly protected markets as agriculture
or textiles and apparel, only a broader
'package deal' of reforms will be strong
enough to overcome domestic oppo¬
sition to liberalisation. Opportunities
for trade-offs across a range of issues
facilitate a successful outcome because

governments that are asked to make
some politically painful commitments
on liberalisation can exchange these
for desired concessions from their

trading partners in other areas. Of
course, the more issues are placed on
the agenda, the longer a negotiation is
likely to take.

Even if the tradition of the GATT is

sustained with a new 'round' of nego¬
tiations launched in the coming years
to tackle a broad agenda of issues,
some adjustments to this format will
nonetheless be desirable. The business

of trade diplomats in the early post¬
war decades was limited to exchang¬
ing concessions involving visible and
readily measurable tariffs. But as bar¬
gaining has been extended to the
domain of less quantifiable and more
complex practices and policies and
many more countries have joined the

GATT/WTO. it has become more difficult to

achieve consensus. The Tokyo Round took seven
years, and if the four years spent on launching
the negotiations are also counted, the Uaiguay
Round lasted for more than a decade. If trade

policy is to keep up with the fast pace of techno¬
logical and other change in the world economy,
and the WTO is to remain the centre of activity
on trade policy, such a drawn-out process will
have to be avoided.

As discussions intensify on how to organise
liberalisation in the future, solid preparations for
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Two 'systemic' issues are particularly
important: how to structure future

negotiations, and how to deal with
the challenge of regionalism.

negotiations will become more and more
important. The preparatory process is often the
most difficult part of a trade negotiation.
Countries have to start by defining problems and
frameworks for negotiation and generate strong
domestic support for their participation. For
example, tariff reduction ceases to be an easy'
item when it comes to sensitive sectors such as

agriculture. The preparations leading to the
Uruguay Round exposed governments to the
new trade issues of the 1980s and brought a
clearer understanding of, for example, the extent
to which government policies distort agricultural
trade or how services

trade takes place. The
OECD is an active con¬

tributor to this kind of

preparation.

The preparatory
process will become
even more important
because some of the newer concerns and issues

in trade policy (such as domestic regulations rela¬
ting to private anti-competitive conduct, health
or safety) are complex and highly technical. This
process is taking shape within the WTO work
programme. Studies carried out by the OECD
are helping to clarify some of the remaining prob¬
lems and assist progress in negotiations - by,
for example, highlighting remaining tariffs, quan¬
tifying restrictions affecting services markets or
identifying principles or criteria for assessing the
international market-access dimension of domes¬

tic regulations. Discussions on regional integra¬
tion can likewise be very useful here.

The second 'systemic' issue involves regional
economic co-operation, which was once margin¬
al to the international trade agenda but over the
last decade has been gathering momentum on
almost every continent. There is no major coun¬
try that is not now a party to at least one re¬
gional economic arrangement. These alliances
range all the way from the deep economic inte¬
gration of the EU to the loose association of coun¬
tries in the Asia-Pacific region striving for free
trade and investment between the years 2010
and 2020 by means of concerted voluntary act¬
ion, without any plans for the establishment of a
free-trade agreement (FTA) or a customs union.

The explosion of interest in achieving closer
regional integration in all parts of the world has
inevitable consequences for the evolving debate
on trade policy. Regionalism is controversial for
the simple reason that its effects on world trade
and investment and the global trading system
are not clear. It is unarguable that regional and
other types of preferential trading arrangements
have helped sustain the trade-liberalisation
momentum well beyond the conclusion of the
Uruguay Round. And efforts to build the 'global
architecture' for trade in the 21st century can re¬
ceive considerable assistance from discussions

in regional fora that
make existing national
policies and practices
more transparent, pro¬

vide the testing-ground
for new negotiating ap¬
proaches and produce
models for open-

market rules in areas not currently covered by
multilateral disciplines.

Yet selective bilateral or regional arrangements
that give specific trading partners more market-
access privileges than others are inherently dis¬
criminatory and can result in major diversions of
trade and investment. In addition, the many pre¬
ferential arrangements now developing or
coming under discussion are very diverse, each
giving rise to a different set of procedural or
substantive rules. Such a world does not present
the most efficient framework for businesses that

think and operate globally. Existing WTO rules
governing the formation of FTAs and customs
unions are themselves vague, so thai the man¬
agement of regionalism, including approaches
intended to facilitate the convergence of regional
trade rules, ought to be subject to further refine¬
ment and updating.

It is apparent that further multilateral progress
in removing obstacles to market access would
mitigate any risks posed by regionalism for third
parties. To a large extent, future global negotia¬
tions will be driven by the WTO's built-in agenda,
which foresees further efforts to liberalise or im¬

prove ailes before the end of the century in fields

such as agriculture, government procurement and
services. In addition, policy recommendations
developed by the private sector as well as the
perceived necessity of finding effective, com¬
mon approaches to issues that trigger trade fric¬
tion are likely to provide impetus for yet broader
multilateral action to ensure that the globalised
economy is ready for the challenges of the
21st century,
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The Arrangement
Steve Cutts and Janet West

In 1998 the Arrangement on Guidelinesfor Officially Supported Export Credits- a 'gentlemen's
agreement ', not an OECD legal act- celebrates its twentieth anniversary. By successfully regulating
terms for officially supported export-credit insurance, guarantees andfinancing, the Arrangement
has helped to remove governmentsfrom the competitivepackage. The result is that exporters now
compete on theprice and quality ofthe exports and the service they offer, rather than on the basis
ofthe volume and quality ofthe support they receivefrom theirgovernments. The development of
the Arrangement is nonethelessfarfrom complete: there are many issues which its participants
still want to address andfor which guidelines have yet to be set. '

The Arrangement on Guidelines for
Officially Supported Export Credits,
as its name suggests, sets out guide¬
lines to regulate officially supported
(that is, government-backed) export-

credit guarantees and insurance against the risk
of non-repayment. An export credit arises when¬
ever a foreign buyer of exported goods or ser¬
vices is allowed to defer payment. Export-credit
insurance and guarantees may take the form of
'supplier' or 'buyer' credits where the exporter's
bank or other financial institution lends to the

buyer or his bank respectively. The Arrangement
also regulates official financing support where
the government provides such loans directly,
offers refinancing or supports interest rates.

The institutions which undertake these offi¬

cial activities, for or on behalf of governments,
are export-credit agencies (EGAs). There are
many different types of ECA: they can be gov¬
ernment-owned (as with the Export Credits Guar¬
antee Department - ECGD - in the United
Kingdom, which is a government department),
or privately owned institutions which administer
an account, separate from their commercial busi¬
ness, for or on behalf of and with the full backing
of the state (as with the Compagnie française
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d'assurance pour le commerce extérieur -
COFACE - in France). Similarly, they can be guar¬
antors of repayment (like the ECGD), insurers
(like COFACE) or direct lenders such as Japan's

Export-Import Bank or the Export Development
Corporation (EDO in Canada.

Before the Arrangement came into existence,
there were no detailed rules (apart from the sub¬
sidies code of the GATT) governing the terms
which could be offered to ECAs. In this envi¬

ronment a credit race threatened and interest-

rate subsidies flourished. That led a number of

OECD countries to recognise the mutual finan¬
cial benefits of regulating government involve¬
ment so as to provide a framework for the orderly
use of officially supported export credits and thus
level the playing field' for exporters through the
elimination of trade distortion and subsidies. The

result of these deliberations was the Arrange¬
ment on Guidelines for Officially Supported
Export Credits, then colloquially known as 'the
Consensus', which was formally established
under OECD auspices in 1978.

The Arrangement applies to officially sup¬
ported export credits with a repayment term of
two years or more (most short-term business is
now underwritten by the private sector) and sets
out, inter alia, maximum repayment terms and,
where official financing support is involved,
minimum interest rates. From April 1999, the
disciplines will also encompass minimum risk-
based premium fees for country and sovereign
risk.

The Arrangement also details the circum¬
stances in which trade-related tied and partially
untied aid may be given in transactions where
aid funds are provided on the condition that the
goods/services being supported are purchased
from the country providing the aid money (a
restriction which is sometimes extended to a

limited number of other countries).

There are, of course, provisions for de¬
rogations from, and possible exceptions to, the
export-credit and aid disciplines of the Arrange¬
ment as well as procedures for notifications,
exchanges of information, consultations and
review.

The Arrangement is extremely effective in
terms both of the adherence of its participants
to the disciplines and of its ability to adapt to
reflect changing market developments. What
makes this ability the more remarkable is that
the Arrangement is simply a 'gentlemen's agree¬
ment', based on transparency and peer review,
with no binding mechanism for settling disputes.
It thus represents an excellent example of how
the OECD approach of 'soft law' based on peer
pressure can work.

Most OECD countries participate in the Ar¬
rangement2 and all except Iceland are either
members or observers of the Group on Export
Credits and Credit Guarantees (ECG), a subsidi¬

ary body of the OECD Trade Committee. The
ECG provides a technical forum for discussion
of issues in advance of the political negotiations
which take place between the participants to the
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on Export Credits
Arrangement. The 'observers' include the Inter¬
national Union of Credit and Investment Insurers

(the 'Berne Union'), the Secretariat of the World

Trade Organization (WTO) and, when relevant,
the European Bank for Reconstruction and
Development (EBRD).

Export markets are, of course, highly com¬
petitive, which makes the ability to construct an
attractive financial package in support of an ex¬
port deal vital to its successful conclusion. The
advent of globalisation and the evolving sophis¬
tication of financial markets has caused this com¬

petitive pressure to grow, making it necessary
to enhance the existing provisions of the Arrange¬
ment and, from time to time, to develop disci¬
plines in new areas.

How the Arrangement
Has Developed

The participants to the Arrangement have
reached a sizable number of agreements since
its inception in 1978. Among the most recent,
concluded under the Chairmanship of Kurt
Schaerer (from the Federal Office for Foreign
Economic Affairs, Switzerland), are several that

bring important refinements to the multilateral
trading system, and especially to export credits.
And there are, of course, a number of negotia¬
tions currently underway and 'emerging issues'
under active discussion.

Guiding Principles for Premium Fees
One of the most note-worthy developments of
recent years was the agreement on the 'pricing'
of official support reached in June 1997, the so-
called 'Knaepen Package' (named after the Chair¬
man of the Working Group on Premia Fees, Pierre
Knaepen of the Belgian ECA, OND).3 In essence,
these ground-breaking new rules, which come
into force in April 1999, provide for minimum
risk-based premium fees which should be ad¬
equate to cover the risk of non-repayment by
an overseas country/government in markets in
which OECD exporters are active.

The agreement will also take into account
both the quality of the official support being
offered to exporters (reflecting the principle that

a better quality of product should be reflected
in a higher premium fee) and the obligation
under the rules of the WTO that premium fees
should not be inadequate to cover long-term
operating costs and losses.

From a situation where no rules previously
existed on risk-pricing, the participants have
reached an agreement which should prevent the
use of premium subsidies as a competitive tool.

A New Arrangement Text
Another milestone was the agreement, in
November 1997, on a revised text of the Arrange¬
ment. The new text, which took two years to
finalise, is the first revision of the Arrangement
since 1992. As such, the task which faced the

Redrafting Group (RAG), under the Chairman¬
ship of Bob Crick (from the United Kingdom's
ECA, the ECGD), was far from easy. The 1992
text had not been updated to include the numer¬
ous amendments to the Arrangement which had
been agreed since then; moreover, the text re¬
quired a complete overhaul in terms of format
and language. The result of the work of the RAG
is a text which is far easier to read than the old

one. Once the European Community has com¬
pleted a series of legal procedures (it incorpo¬
rates the Arrangement into 'hard law' through a
Decision of the EC Council), the new text will

be disseminated publicly.

Guidelines on Tied Aid for Donors

and Project Sponsors
Another important development of recent years
was the agreement, in November 1996, on Ex
^n/eGuidance for Tied Aid,4 which codified four

years of experience with the disciplines on tied-
aid credits that had been negotiated in 1991 ,

The disciplines on tied aid are known as the
'Helsinki Package' since they were drafted in the
Finnish capital under the chairmanship of Eero
Timonen from the FGB, the ECA of Finland. The

disciplines had become necessary with the in¬
creasing demand for infrastructure projects, parti¬
cularly in developing countries, and the
proliferation of trade-related aid (which many
commentators, in both government and the pri¬
vate sector, considered to be trade-distortive as

it disadvantaged strictly commercial bids for con-

13

tracts). Accordingly, the view of the participants
was that such aid should be targeted towards
projects and to countries with little or no access
to market financing. The use of tied aid was there¬
fore to be redirected to projects which were not
commercially viable and thus could not be real¬
ised with commercial financing.

The development of Ex Ante Guidance, to
help export-credit and aid agencies and project
planners foresee at an early stage whether a
project would be eligible for tied aid or whether
it should be financed commercially, was poss¬
ible only after four years of evaluating individual
projects on a case-by-case basis. These evalua¬
tions took place monthly in 1992-96 in a Con¬
sultations Group at the OECD (under the
successive chairmanship of Birgitta Nygren and
Frans Lammersen of the Swedish and Dutch Per¬

manent Delegations respectively to the OECD),
the aim being to discern trends as to which type
of project was likely to be determined as eligible
for aid and which was not. The guidance ex¬
plains, for example, that manufacturing projects
are likely to be considered commercially viable
and, therefore, ineligible for a tied-aid credit and
that the converse is true for many social projects.
Experience confirms that these tied-aid disci¬
plines are extremely effective in redirecting aid
away from commercially viable sectors to those
which require aid funds for the realisation of
projects.

A Commercial Interest-Rate Regime,
Automatic Country Classification
and a Future Work Programme
In 1994, between the conclusion of the tied-aid

disciplines in 1991 and the codification of ex¬
perience under these disciplines in 1996, the
participants agreed on another major package

/ The Export Credit Arrangement 1978-1998:

Achievements and Challenges, OECD Publications,
Paris, forthcoming 1998.

2. Australia, Canada, the European Community (Austria,
Belgium, Denmark, Finland, France, Germany, Greece,

Ireland, Italy, Luxembourg, the Netherlands, Portugal,
Spain, Sweden and the United Kingdom), Japan, Korea,
New Zealand, Norway, Switzerland and the United Stales.

3. Details of the principles for setting premium fees (the
'Knaepen Package') can be found on the OECD website
at http://www.oecd.org/ech .

4 . Availablefrom the Export Credit Division of the OECD
Trade Directorate.
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of reforms to the Arrangement. The regime of
subsidised interest rates was abolished in favour

of universal market-based interest rates (termed

Commercial Interest Reference Rates, or CIRRs)
and an automatic classification of countries was

introduced to determine maximum repayment
terms, based on GNP per capita figures, so that
the longest repayment terms are available only
to the poorest countries.

The participants also agreed on a work pro¬
gramme which included further work, in co-op¬
eration with the OECD Development Assistance
Committee (DAC), on global untying of aid. In
order to prevent distortion of competition the
participants made a commitment to investigate
further both the issue of transparency and the
definition of the so-called 'market-window'

operations (institutions related to governments
which are able to raise finance and lend at very
low rates of interest but which may not currently
follow all the provisions of the Arrangement).
And they undertook to start negotiations on com¬
plementary guidelines on export credits for agri¬
cultural products. The programme for future work
also included an agreement by the participants
to investigate guiding principles with a view to
produce convergence among ECAs' premium
fees. This range of measures has a name-tag: the
'Schaerer Package', after the current chairman of

COFACE, the French export-credit agency, is a privately owned insurer acting
on behalf of the state.

the participants to the Arrangement who led
those negotiations,

Extending and Refining
the Guidelines

The flexibility of the Arrangement allows it
to reflect political and market developments. A
main issue now under negotiation, prompted by
commitments from the Uruguay Round (as re¬
flected in the WTO Agreement), is complement¬
ary guidelines for agricultural products. Although
currently exempted from the provisions of the
Arrangement, many of the participants feel that
such guidelines are required to preclude subsi¬
dies and distortions of competition. Against this
background, OECD ministers in 1997 urged the
participants to conclude an agreement as soon
as possible. The current negotiations also seek
to take into consideration other relevant inter¬

national obligations and understandings, such
as the Food Aid Convention and the WTO Agree¬
ment on Agriculture.

Another major issue facing the participants is
that of project financing, a technique that is used
increasingly, particularly for infrastructure
projects, where loan repayments are made from
the revenue generated by the projects them¬

selves. The parti¬
cipants are set to
negotiate flexi¬
bility in the Ar¬
rangement which
will better accom¬

modate the struct¬

ure of such deals

(current guide¬
lines, which re¬

quire equal semi¬
annual loan re¬

payments begin¬
ning at six months
after the start of

the credit, do not

reflect the reve¬

nue-generating
potential of many
of the projects in

volved). These negotiations follow much analy¬
tical and technical work in the ECG over the

past year or so.

The participants are also examining the
operations of the 'market windows'; the working
of the CIRR regime, which is being considered
against the background of market developments
and ECA practices; and, in conjunction with the
DAC, the further untying of aid which some con¬
sider desirable since such aid is less likely to be
trade-distortive.

In addition, the ECG is examining the issues
of the environment and of bribery, and in parti¬
cular how ECAs providing official support might
take account of the environmental impact of
projects and of the requirements of the Inter¬
national Convention on Combating Bribery of
Foreign Public Officials in International Business
Transactions, recently concluded at the OECD.
Also, against the background of the likely in¬
crease in the membership of the European Com¬
munity and future developments in the OECD,
the ECG is reviewing its membership criteria,
And a very recent issue on the ECG agenda is
that of an initiative made by the United King¬
dom on debt relief for the highly indebted poor
countries, which suggests that official support
from ECAs for such markets should be focused

on productive expenditure only.

The pace of change in the world of export
credits has accelerated dramatically over the past
four years as the participants to the export-credit
Arrangement have refined their agreement to
reflect market realities and to drive out trade dis¬

torting subsidies. There is every reason to be¬
lieve that this drive for squeezing out subsidy
and trade distortion will continue into the next

millennium.
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Trade Liberalisation

in the Transition

Economies
Blanka Kalinova

The adoption of market-led and outward-oriented economic

systems in the formerly communist countries of central and
eastern Europe has brought with it the liberalisation of their
tradepolicies. They have implemented trade reform unilaterally,
some joining regional integration initiatives and a few
participating actively in multilateral trade negotiations. Progress
in creating a more transparent and predictable trading
environment has been remarkable, butfragile external balances
still risk encouraging domestic pressures for protectionism.
Adherence to international trade disciplines can help
consolidate recent achievements andfacilitate the integration
of transition countries into the world economy.

Trade reform has been an integral part
of the 'first generation' of economic
reforms and was implemented by
most transition countries in central

and eastern Europe soon after the
fall of communism. The opening of their eco¬
nomies to the outside world was considered

critical to overcome tire legacies of central plan¬
ning, not least a distorted and administered price
system, lagging productivity and a technological
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backwardness rooted in relative isolation from

external trade and investments flows. By increas¬
ing exposure to world prices and foreign com¬
petition, trade liberalisation has helped accelerate
adjustments in prices, rationalise the allocation
of resources and streamline decisions on invest¬

ment, thus allowing the transition countries to
participate more effectively in the globalised
economy.

The extent of trade reform has varied from

country to country, reflecting differences in initial
economic conditions and the approach to re¬
form that was chosen. The central and eastern

European countries (CEECs) in particular bene¬
fited from fewer impediments from the period

15

before transition than in other ex-communist

territories, more rapid and successful macro-
economic stabilisation and geographical prox¬
imity to alternative markets, all of which allowed
rapid progress in trade liberalisation. Their regime
of open trade played a decisive role in dealing
with the initial contractions in foreign trade that
resulted from the collapse of the Council for
Mutual Economic Assistance (CMEA). Further¬

more, dynamic exports have been a driving
element in economic recovery. Nonetheless,
despite relatively large inflows of foreign direct
investment (FDD and numerous subcontracting
arrangements with western producers, exports
of higher value-added products have grown more
slowly.

The massive demands of modernisation and

its concomitant pressure from imports meant that
the external vulnerability, illustrated by the fragile
trade balances that still afflict many transition
countries, was probably inevitable. Yet widen¬
ing trade deficits in central and eastern Europe
reveal some unresolved fundamental problems,
in particular an unclear ownership structure and
the disfunctioning of some economic activities,
especially in banking. By delaying necessary
restructuring and investment decisions, these

shortcomings have postponed the development
of internationally competitive export capacities
in. for example, more technologically advanced
sectors, which should prove decisive in sustain¬
ing exports and economic growth.

Trade-policy reform has faced more serious
obstacles in the New Independent States of the
ex-Soviet Union (NIS). The NIS, with the except¬
ion of Russia, were less familiar with applying
basic trade instruments and inexperienced with
the laws and institutions of trade policy. More¬
over, their uneven progress in macro-economic
stabilisation, high inflation rates and volatile ex-
cliange rates have continued to blur price signals,
thus preventing domestic producers from adopt¬
ing longer-term strategies. Delays in structural
reforms - privatisation and competition policy
in particular - have also hampered trade liberali¬
sation, since powerful sector-specific lobbies with
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Trade Liberalisation

in the Transition

Economies

FOCUS

Poky Recommendations
at the Three Stages
of Trade Reform1

Initial stage of reform
Typically countries with high inflation or
hyperinflation, a volatile exchange rate,
direct price controls and a very limited
private sector:

reduce the number of export bans or
quotas and replace them with price-based
measures

limit the scope of state intervention by
abolishing the system of state orders,
export/import registration and the use of
barter

eliminate multiple exchange rates and
surrender-requirements of foreign-exchange
earnings.

Intermediary stage
Countries where inflationary pressures have
decreased, the exchange rate has started to
stabilise, prices are partially liberalised,
direct state intervention has declined and

privatisation programmes have been initi¬
ated:

abolish remaining export controls
continue to reduce the discretionary

power of authorities
establish a tariff schedule with the object¬

ive of avoiding peaks and excessive disper¬
sion of tariff rates.

Third stage
Countries where inflation has been reduced,

most price controls abolished, most specific
trade taxes replaced by VAT and large- and
small-scale privatisation programmes
actively pursued:

fix a pre-announced timetable for the sim¬
plification and reduction of tariffs with the
objective of binding tariff rates

progressively implement multilateral trade
principles and disciplines, in particular for
non-tariff measures and subsidies

introduce current-account convertibility
(through signing Article VIII of the IMF
Articles of Agreement)

adjust bilateral/plurilateral preferential
trade agreements in line with multilateral
trade principles.

i. 'Designing New Trade Policies in the Transition
Economies', OECD, Paris, 1997, available tree of

charge from the Outreach and Analysis Division of the
OECD Trade Directorate.

privileged links to governments (in the auto¬
mobile sector, for instance) often resist liberalisa¬
tion efforts. Other factors make the trade

re-orientation of the NIS slower than that of the

CEECs: excessive concentration of production
units inherited from central planning, especially
in heavy industry; high energy dependency; rela¬
tive remoteness from alternative market outlets.

As a result, the NIS, including Russia, have had
a rather mixed trade performance. The available
data (which have to be used with caution) sug¬

gest that Russia records a large trade surplus but
continues to depend on exports of energy pro¬
ducts and that, with the exception of arms, the
share of manufactures in total exports remains
disproportionately low.

External Support
to Trade Liberalisation

Support by OECD countries has been very
important for trade reform in the NIS and CEECs.
In 1990-93 these countries were granted most-
favoured nation (MFN) status and general system
of preferences (GSP) benefits, and the quantita¬
tive restrictions that targeted former socialist
countries were eliminated. Preferential trade

agreements have improved market access,
especially after the signature of the comprehen¬
sive and far-reaching Europe Agreements con¬
cluded between ten CEECs (including the Baltic
states) and the European Union. A range of re¬
strictive measures nonetheless continues to

hamper exporters in the CEECs and NIS. These
restrictions are often concentrated in so-called

'sensitive sectors', such as agricultural products,
steel, footwear, textiles and clothing, which are
still subject to relatively high tariff and non-tariff
barriers and in which some transition countries

would appear to have considerable export
potential. Exporters of these countries also fre¬
quently complain about a large number of anti¬
dumping investigations and the special
procedures used to assess anti-dumping claims
which treat Russia and other NIS as non-market

economies. These countries argue that compari¬
son using prices in the 'similar country' rather
than local information can be biased because it

does not take sufficiently into account the poss¬
ible comparative advantages of the producers
from transition economies.

The export capacities of the CEECs and NIS
are limited also by domestic impediments:

underdeveloped infrastructures
protracted customs procedures
a regulatory environment which lacks trans¬

parency and is often corrupt
an over-complex system of standards and

product-certification requirements
restrictions on freedom of ownership
ineffective law and contract enforcement.

Tackling many of these problems requires a
substantial volume of investment, not least from

abroad. But an essential element is the ability of
the governments in the CEECs and NIS to estab¬
lish sound economic and trade policies. Creating
more 'market hospitality' would favour trade
expansion and FDI inflows to transition coun¬
tries and facilitate new trade initiatives by OECD
countries.

Trade reform has required specific actions to
dismantle the centrally planned system. The state
monopoly of foreign trade had to be abandoned
and, in the NIS, the standard instruments of trade

policy, such as tariffs, which were not used pre¬
viously, had to be introduced. Several CEECs,
especially those which were already members
of the GATT (and later the World

Trade Organization) -
the Czech and . v

Slovak

E

have made rapid progress in liberalising
trade. But some sectors of the economy are

still disfunctional, banking in particular.
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Republics, Hungary, Poland and Romania - have
rapidly adopted multilateral trading rules. The
NIS have made slower progress, mirroring the
more difficult starting conditions and their un¬
even achievements in reform.

The Pace

of Liberalisation

In its initial stage, trade reform is determined
by three main factors: the relative rapidity with
which prices are liberalised, progress in reducing
inflation, and stabilisation of the exchange rate.
Recent developments in trade policy in Russia
and other XIS thus followed a pattern of three
successive stages (box, p. 16). The effects of re¬
moving administrative controls that kept domestic
prices divorced from those on world markets
were massive inflationary pressures and a sub¬
stantial depreciation of the exchange rate. To
cushion the impact of freer prices on consumers
and ensure the availability of vital inputs for do¬
mestic producers, the NIS governments relied
on export restrictions, in the form of licenses,
quotas and surrender requirements on export
earnings in foreign currencies. The undervalued
exchange rate kept import prices high, thus
shielding domestic producers from international

competition and making explicit
restrictions on imports

redundant.

Ns
X

The concentration of production, especially in heavy industry, has retarded changes in trade
orientation.

A 'virtuous' circle of trade reform can be set

in motion when a far-reaching liberalisation of
prices is accompanied by credible commitments
to fight inflation; that then allows exchange rates
to stabilise at positions which encourage exports,
without making the costs of imports prohibitive.
A more realistic exchange rate, together with do¬
mestic prices closer to those prevailing on world
markets, will reduce the pressure for export re¬
strictions designed to limit lucrative sales abroad
and keep vital products at home.

With a loosening of export controls, direct
interventions in foreign trade tend to diminish,
but the role of the state remains important. As
the appreciation in the exchange rate makes
imports more competitive in the domestic market,
the reliance on traditional trade instruments, such

as tariffs, becomes necessary, Yet when they are
confronted with intensified protectionist press¬
ures, the authorities are often tempted to adjust
the available trade-policy instruments, especially
tariffs, and resort extensively to non-tariff
measures (complex standard and certification
procedures, for example).

To maintain the momentum of trade liberali¬

sation, the anti-export bias that dominated the
socialist system has to be suppressed so as to
allow- increased earnings from exports and im¬
proved foreign reserves. Modernisation of pro

duction capacities through imports of capital
goods can thus be pursued, helping domestic
producers become more sensitive to develop¬
ments in international markets and improving
their competitiveness on both domestic and ex¬
ternal markets. The necessary next step in trade
liberalisation is the gradual adherence to inter¬
national trading disciplines, such as the accept¬
ance of full current-account convertibility and
the initiation of negotiations for WTO member¬
ship in the case of the MS.

Domestic

Developments

Trade reform should be sustained by sound
macro-economic policies, to assure, in particular,
fiscal balance and stable exchange rates. Taxes
on foreign trade, for example, are unlikely to be
reduced if the government encounters lasting
problems in collecting budgetary revenues. And
unsustainable appreciation of the exchange rates
which exacerbates trade imbalances could

provoke outflows of short-term speculative
capital, further threatening macro-economic
stability.

Trade reform likewise goes hand-in-hand with
structural transformation, especially privatisation
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The NIS have had a mixed trade performance. And even if Russia records a large trade surplus, it continues to depend on exports of energy products.

and competition policy which facilitate the entry
of new firms and discourage market concentra¬
tion that might allow protectionist alliances
among major producers to emerge. Labour-
market policies should also support trade liberal¬
isation by encouraging the mobility of the
workforce, especially from uncompetitive import-
competing sectors, such as heavy industry, to
export-oriented ones (services, for example).
Structural improvements in the banking system
also aid trade reform, since poorly functioning
banks reduce the efficiency of foreign-trade
operations and make the financing of moderni¬
sation requirements difficult and expensive.

A solid legal basis, with clear and predictable
trade regulations, is another prerequisite, since
their absence is a major barrier to FDI. An un¬
stable trade environment is usually accompanied
by a large amount of discretionary power for

governmental officials and, often, by a high
degree of corruption. Legal uncertainty and the
inadequate enforcement of contracts discourage
firms from investing and modernising their
production facilities. These problems can be
alleviated by adopting more frequent and timely
disclosures of regulatory changes and by chan¬
nelling more resources toward improving the ef¬
ficiency of trade-related services (in customs, for
example).

The Advantages
of International Disciplines

Adherence to multilateral trade disciplines
prevents backsliding in reforms already achieved
and ensures the pursuit of further liberalisation
steps. Membership of the WTO serves as an insti

tutional anchor for reforms in traditional trade-

policy areas through tariff bindings, the accept¬
ance of disciplines in the application of non-
tariff measures and contingent protection
instruments, such as anti-dumping and safeguard
measures. In addition, the WTO provides a use¬
ful framework for several of the 'new' areas of

trade policy that resulted from the Uruguay
Round, including trade in services and trade-
related intellectual property rights and investment
measures,

Some transition countries appear to focus too
much on balancing the short-term advantages
and disadvantages arising from the acceptance
of multilateral disciplines. They see problems in
the considerable burden placed on their legal
and institutional capacities and in the potential
restrictions on their room for manoeuvre in setting
trade policies. Some government agencies,

The OECD OBSERVER No. 211 April/May 1998 18



Analysis

supported by sectoral lobbies, believe that multi¬
lateral disciplines are too tight for the unpredict¬
able economic environment currently prevailing
in their countries. It cannot be argued that these
countries would be faced with an enormous task

in adopting a range of many new laws and in
reviewing their entire legal system for its com-

FOCUS

Russia's Foreign Trade
Since 1992 Russia has regularly recorded sizable
trade surpluses, in 1 996, corresponding to some 5%
of its GDP. But in 1 997 the positive trade balance
(amounting to almost $20bn according to Russian
preliminary data) shrank in comparison with the pre¬
vious year. This situation reflects the loss of export
dynamism (-3%), which suffered from declining
petroleum prices, and continuing import growth (by
some 7%), sustained by recent real exchange-rate
developments. Russia continues to depend on exports
of energy products (47% of total exports), while the
share of machinery and equipment remains chronic¬
ally low (less than 1 0%).

Russia's Foreign Trade, 1995- 97
$bn

1995 1996 1997

Exports
of which to non-CIS

Source: OECD

Imports
of which from non-CIS

pliance with international rules. That is espe¬
cially true for the NIS. which are currently sub¬
ject to few international disciplines. Also, some
recently established regulations - the recent eco¬
nomic and trade re-integration attempts within
the NIS, for example - could be in conflict with
existing WTO rules.

Instead, the role of new "WTO-based

trade policies should be viewed in a
wider perspective, which takes into ac¬
count the effectiveness of liberalisation

in improving the responsiveness of the
economy and in fostering reform. The
stimulus it would give to competition
would help with restructuring, especially
by bringing pressure for the elimination
of distortive subsidies that delay the ad¬
vent of internationally competitive ex¬
ports. The acceptance of international
disciplines and the access to the WTO
dispute-settlement mechanisms will also
improve domestic and international
creditworthiness, which is indispensable
for the creation of a more business-

friendly economic environment, not least
for foreign investors.

From a forward-looking perspective,
the transition economies clearly have a
strong interest in participating in the
WTO's discussions on further develop¬
ments in the international trading sys¬
tem and ways of strengthening
multilateral disciplines. They will find.
furthermore, that several issues under
discussion, such as links between trade

and competition and investment, are of
direct interest to them.

If credible trade liberalisation is to

yield the gains expected, and the inevit¬
able adjustment costs are kept to a mini¬
mum, it will require support from
macro-economic and structural measures

and a well-designed regulator}- frame¬
work that can be adequately enforced.
The transition countries should then be

able to face the difficulties generated by
current economic reforms and take ad

vantage of the continuous process of
globalisation. To this end, the OECD is sharing
its policy analysis on the experience of those
CEECs which have undertaken reforms more

swiftly and on the links between trade and other
economic policies, by making available the ex¬
perience of OECD countries in some specific-
areas, such as the interface between trade and

competition policies, and by facilitating the
exchange of views among trade officials and
representatives of the private sector.

OECD Bibliography

Investment Guide for Ukraine - Second Edition,

forthcoming 1998
Barbara Peitsch, Investment in Ukraine', The OECD

Observer, No. 204, February/March 1997
Entrepreneurship and SMEs in Transition Economies:

The Visegrad Conference, 1997
Paul Paradis and Almoro Rubin de Cervin, 'Entrepreneur-

ship in the Russian federation', The OECD Observer,
No.210, February/March 1998

OECD Economic Surveys: The Russian Federation,
1997

John Utwack, The Russian Federation - Commercial

Banking', The OECD Observer, No.210,
February/March 1998

OECD Economic Surveys: Bulgaria 1996-97, 1997
OECD Economic Surveys: Hungary, 1997
Andrew Bums and Ciancarlo Perasso, 'Hungary - Progress

in Structural Reform', The OECD Observer, No. 207,
August/September 1997

Agricultural Policies, Markets and Trade in Transition
Economies 1996: Monitoring and Evaluation, 1996

Andrzej Kwiecinski and Vaclav Vojtech, The Transform¬
ation of Baltic Agriculture', The OECD Observer, No. 202,
October/November 1996

Michael Ryan, Trends in Trade since Independence',
The OECD Observer, No. 202, October/November 1996

OECD Economic Surveys: Slovak Republic 1996-97,
1996

Tito Boeri and Douglas Lippoldt, The Labour Market
in Slovakia', The OECD Observer, No. 198,
February/March 1996

Taxation and Foreign Direct Investment:
The Experience of the Economies in Transition, 1995

Martin Forst, 'Helping Small Business in Eastern Europe',
The OECD Observer, No. 198, February/March 1996.

19 The OECD OBSERVER No. 211 AprilMay 1998



Total government expenditure on
social policy covers a wide range of
areas: cash benefits for disability, old
age, survivors, occupational injuries
and diseases, sickness, families, un¬

employment and housing; health care; services
for the elderly and disabled; active labour-market
policies; and other payments such as those to
people on low income and to refugees. But the
spending figures on the state budget fail to reflect
the true expenditure on social-policy objectives,
for two reasons.

First, budgetary allocations do not fully
account for the impact of the tax system, which
affects social spending in a country in three ways:
the government can give tax advantages to bene¬
fit recipients (tax allowances for parents, for ex¬
ample); benefit income can be taxed directly;
and recipients have to pay indirect tax on their
consumption. Net (that is, after-tax) spending can
thus often fall well below gross expenditures.

Second, the budget does not account for
certain social benefits which, although mandated
by the state, are not paid out of the public purse.
Governments often oblige employers to pay
benefits to their employees, and sometimes force
self-employed people to take up social insurance.
For instance, the new Sickness Act in the

Netherlands - implemented in 1996 - stipulates
that employers have to continue to pay
employees 70% of their full wage for the first
year of sickness. These benefits were previously
paid through the state social-insurance system
and have thus been shifted from the public-
budget to the private sector. And in the United
Kingdom, under given conditions, firms and
individuals are allowed to opt out of the 'State
Earnings Related Pension Scheme' (SERPS), as
long as they make alternative pension arrange¬
ments.

The data on gross expenditure recorded in
public budgets require a number of corrections
to get a better view of that part of GDP to which

Willem Adema works in the Social Policy Division of
the OECD Directorate for Education. Employment,
Labour and Social Affairs.

E-mail: els.contact@oecd.org
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Uncovering Real
Willem Adema

There is growing interest in comparing the social-protection
systems ofdifferent countries. The OECD has therefore set up a
'social expenditure data base' which contains detailed
information on a wide variety ofsocialpolicy areas. Since the
gross data on public expenditure recorded in national budgets
give an incomplete picture ofspending on social-policy aims,
the OECD is now developing indicators on net social spending.
The results are surprising.

recipients of publicly decided direct and indirect
social support lay claim.' To account for these
institutional differences, adjustments in the
statistical treatment of cash benefits and fiscal

measures are necessary if comprehensive inter¬
national comparisons of social protection systems
are to be possible. For example, direct taxes and
social-security contributions are low in the United
States and as a result net expenditure is not much
less than gross expenditure (Table, p. 22). But
in the Netherlands cash benefits are rather heavily
taxed, so that the Dutch government claws back
about 20% of expenditures on cash benefits. Such
adjustments do not, of course, apply to all
expenditures. For example, the value of social
services provided directly to clients (benefits in
kind - hospital treatment or child care, say) in
principle remains unaltered by the calculations.

Initially, estimates of net social expenditures
have been prepared for the six countries for
which data are available: Denmark, Germany,
the Netherlands, Sweden, the United Kingdom
and the United States.2

Taxation

and Benefits

In some OECD countries, such as the United

Kingdom and the United States, several kinds of
benefit are paid net of tax; in others such as the
Netherlands and Sweden they are taxed in the
same way as income from work. In the United

20

Kingdom, for example, the recipient of an un¬
employment benefit whose last earnings were
those of an average production worker (APW)
and who lived in a 'one-earner' family with two
children received (including housing and family
benefits) £11,830 in 1995 (equivalent then to
S18.659) on which he or she did not pay tax. By
contrast, a similar unemployed person in the
Netherlands in 1995 received annual unemploy¬
ment benefits of 39,323 guilders ($24,613) on
which he or she paid 12,385 guilders ($7,716)
in income taxes and social-security contributions.
Including housing and family benefits his or her
net income was 31,704 guilders ($19,753).3 Un¬
employment benefits in the Netherlands are still
slightly higher than in the United Kingdom, but
differences are not as high as gross expenditures

suggest.

The first step in the measurement of net
government effort is the deduction of direct taxa¬
tion and social-security contributions from the
gross spending totals to arrive at 'net cash direct
public social expenditure' - line 2 in the Table.
Correcting for the taxes and social-security con¬
tributions paid on social transfers both facilitates
international comparisons and gives a clearer
picture of spending over time. In Denmark in
1994, for example, old-age cash benefits and
social-assistance benefits became taxable. Simul¬

taneously, social-assistance benefits were raised
to preserve their net value, leading to an increase
in gross expenditure of about 0.5% of GDP.
Moreover, specific tax allowances for pensioners
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Social Spending
were abolished and benefits increased by an
equivalent amount: gross expenditures thus grew
by about 1.8% of GDP;1 In both cases, net
government spending was unaffected, but gross
expenditures went up substantially.

Cash transfers made under social-policy pro¬
grammes are generally spent by their recipients
on goods and services such as housing, food,
clothing and so on. To take one item of house¬
hold spending to show how benefit spending
can return to the exchequer, in Germany in 1993
taxes on coffee amounted to $1,309 million,' part
of which was paid by benefit recipients. The
government claws back part of its welfare spend¬
ing through indirect taxation. To account for this
'give-and-take', the flowback of indirect tax re¬
ceipts to the exchequer following the spending
of cash transfers is estimated and deducted from

net cash direct social transfers to obtain a measure

of 'net direct public social expenditure' (line 3
in the Table).

In practice, of course, policy-makers have
recognised the link between indirect taxation and
the position of people with low incomes or in
receipt of benefit income. The extension of VAT
to cover domestic fuel in the United Kingdom in
1993, for example, was accompanied by changes
in benefit payments (particularly to the elderly)
to compensate them for the reduction in the real
value of the benefits.

Many OECD governments pursue some of
their social-policy objectives through the tax
system, often offering tax-breaks to replace cash
benefits or to stimulate private spending (on
child-care facilities, for example). When the
revenue forgone is added to direct government
expenditure, a figure is obtained for 'net current
public social expenditure' (line 4 in the Table).

'Social tax-breaks' serve a variety of purposes
in the OECD countries. There are tax-breaks for

housing for older people (Denmark), low-income
groups (Germany, the Netherlands), lone-parent
families (the Netherlands, the United Kingdom),
severance pay (the United Kingdom) and sup¬
plementary unemployment benefits (the United
States). And they can be substantial: in Germany,
the value of tax allowances - which mirror cash

benefits paid in other countries - for the costs
incurred in raising children amounted to almost

f WÊÈ i J
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An examination of the state budget will not show the impact of the tax system - allowances for child
care, for example.

0.6% of GDP in 1993. Tax-breaks which pro¬
mote the purchase or use of private-sector facili¬
ties are also important: those made towards
employer contributions to health-insurance pro¬
grammes amounted to 0.75% of GDP in the
United States in 1993.

Many countries have tax-breaks aimed at
stimulating the take-up of private pensions.
Statistically, allowances on occupational and indi¬
vidual pension programmes are difficult to deal
with, both conceptually and in practical terms.

l.A detailed discussion of methodological concepts and
data Issues can be found in Willem Adema, Marcel
Einerhand. Bengt Eklind, forgen Lotz and Mark Pearson,
Net Public Social Expenditure. Labour Market and

Social Policy Occasional Papers. No. 19, OECD Publi¬
cations. Paris. 1996.

2. Social Expenditures Statistics of OECD Member
Countries -Provisional Version. Labour Market and

Social Policy Occasional Paper. No. 1 7. OECD Publica¬
tions. Paris, 1996.

J. Taxes, Benefits and Incentives. OECD Publications,

Paris, forthcoming 1998.

4. Skatteudgifter i Danmark, Erbrercsniinisleriet/
Finansmiuisleriel/Skalteininisteriet/Okononiiministeriel.

Copenhagen, 1996.

5 Revenue Statistics of OECD Member Countries
1965-94, OECD Publications. Paris. 1995.
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since they are aimed at yielding benefits in the
future: taxation occurs at, and tax reliefs are given
at, various stages of what is a form of contract¬
ual savings. And because of the complexity of
calculations arising from these issues, there is
no set of comparable data available on the value
of tax-breaks for pensions. What data are avail¬
able indicate that they, too, can be substantial.
In the United Kingdom tax-relief for these kinds
of pension programme and the contracted-out
rebate of National Insurance contributions

amounted to 3.1% of GDP in 1993. Similar re¬

liefs in the United States amounted to 1% of GDP

in 1993. These data reflect only the cost to pub¬
lic budgets - on a cash basis - of the current tax
system in the current financial year arising from
tax-breaks for pension contributions.

Mandating
Private Expenditure

Politically determined expenditure to social
ends goes further than the amounts that show
up in government budgets. Those figures have
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Table

Indicators of Public Social Expenditure, 1993
% of GDP at factor costs

Denmark Germany Netherlands Sweden Jnited Unite

Kingdom States

I , Gross direct public
social expenditure

Direct taxes and social

35.2 32.4 34.0 42.4 26.9 16.3

contributions

paid on transfers 4.5 2.9 6.5 5.9 0.2 0.1

I. Net cash direct public
social expenditure 30.7 29.6 27.5 36.5 26.7 16.2

Indirect taxes on consumpi ion

purchased out of net
cash transfers 4.5 3.3 2.7 4.1 2.6 0.5

3, Net direct public
social expenditure 26.3 26.3 24.7 32.4 24.0 15.7

Tax-breaks for social

purposes on public
;; /

and private social
expenditure

4, Net current public

0.1 0.9 0.1" 0.0 0.4 1.2

sodal expenditure

5. Gross direct mandatory

26.4 27.2 24.9 32.4 24.4 17.0

private social expenditure 0.7 1.8 0.7 0.3 0.5

Direct taxes and social

contributions paid
on mandatory private
cash transfers 0.2 0.6 0.2 0.0 0.0

Indirect taxes on consumption
purchased out of net
mandatory private
cash transfers 0.1 0.2 0.1 0.0 0.0

6. Net current mandatory
private sodal expenditure 0.4 1.0 0.4 0.2 0.5

7. Net current publicly
mandated social >

expenditure (4+6) 26.7 28.2 32.8 24.6 17.5

Memorandum items:

» Pensions under

administrative extension
- 0.7

tndrect taxes 20.2 15.2 13.9 17.3 16.3 9.1

Related to GDP at market prices:
Gross direct public
social expenditure 30.5 28.7 30.6 38.3 23.4 15.0

* Net eurent public social
expenditure 22.8 24.0 22.4 29.2 21.2 15.6

» Net current publicly
mandated social

expenditure 23.1 24.9 29.6 21.4 16.1

.. not applicable.
a. 1994.

Source: OECD

to be complemented by information on the
amount of social support the private sector is
mandated to provide. Governments exercise con¬
trol over the terms - benefit rates, coverage and
duration - under which such private benefits
are provided. It can therefore be argued that
mandatory spending of this sort, though private,
is in many ways similar to government expend¬
iture. The total of these mandated private
expenditures is captured as 'gross direct
mandatory private social expenditure' (line 5 in
the Table).

As with public spending for social ends, gross
mandatory private social expenditure is subject
to adjustment for direct and indirect taxation,

and recipients have to pay indirect tax on the
services they consume. Making these adjustments
gives a figure for ' net current mandator)- private
spending (line 6). Adding this indicator to 'net
current public social expenditure' (line 4) leads
to 'net current publicly mandated social expend¬
iture' (line 7) - a comprehensive indicator of net
government 'social effort'.

It is not always possible to separate manda¬
tory Iront non-mandatory private social spending.
Some transfer payments cannot be considered
as directly comparable with mandatory expend¬
itures without also taking their voluntary elements
into account. In the Netherlands, for example,
initially voluntary collective agreements which
also cover pensions are often forced on an entire
industry by 'administrative extension'. In this
event, the data do not separate the expenditures
made by employers who were party to the initial
(voluntary) agreement from those by employers
who were not. Such borderline cases nonethe¬

less have clear elements of compulsion; the value
of such expenditures is therefore noted in the
Table as a memorandum item.

Cross-country
Comparisons

To facilitate cross-country comparisons gross
spending indicators are related to GDP at market
prices - the most frequently used indicator of
national output which includes the value of in¬
direct taxation. But the indicators of net social

The OECD OBSERVER No. 211 April/May 1998 22



Analysis

spending discussed above deduct the value of
indirect taxes on consumption generated by cash
transfers. These indicators should therefore be

related to GDP at factor costs - a measure which

does not include the value of indirect taxation

(the two lines marked 1 in the Table'1).

The size of the various adjustments to 'straight'
bcidgetaiy data presented in the Table reflects
the importance of particular institutional features
in each country:

direct taxes and social-security contributions -
the United Kingdom and the United States tax
benefits only to a very limited extent whereas
Denmark, Sweden and. in particular, the
Netherlands tax benefits rather heavily; Germany
is in an intermediate position

indirect taxes - indirect taxation in the United

States is much lower than in European countries
so the value of benefit income clawed back

through taxes on consumption in European
countries is much higher than in the United States

tax-breaks for social purposes (excluding
pensions) are most prominent in Germany and.
especially, the United States

mandatory private benefits are largest in
Germany, where employers are forced to pay-
sickness benefits lor up to six weeks; the data
do not reflect reforms of sickness programmes
in the Netherlands and the United Kingdom after
1993. which increased the importance of
mandatory private benefits in both countries.

The net effect of the corrections is that, ex¬

cept for the United States, net 'social effort' -
measured as net publicly mandated direct social
expenditure - is substantially lower than the fig¬
ures offered in gross budget data (compare the
second part of line 1 and line 7 in the Table).
For Denmark, the Netherlands and Sweden, net

social effort as a percent of GDP at factor cost is
almost 10% lower than gross social spending.

6. GDP at market prices captures gross expenditure on

the final uses if domestic supply ofgoods and services
atpurchasers rallies: Indirect taxes also form a substantial

pail of GDP at market prices. Put net social spending
also accounts for the raine of indirect taxes uiiicb are
levied by the government on benefit income, 'there is

thus a strong case for relating data on net social spending
in Indicators of C/1P at factor cost III )P at factor cost
does not include the value of indirect taxation and
government subsidies to private enterprises and public
corporations.

7 Health Data 1997. OECD Publications. Paris. 1997
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Payments made by employers to employees do not come from public funds - but they nonetheless form
mandatory social spending which must be taken into account in international comparisons.

The corrections are less dramatic for Germany
(4.2%) and the United Kingdom (2.3%). The
budget data for the United States, by contrast,
underestimate total social spending, and the avail¬
able data on tax-breaks for pensions strengthen
this message.

Making these adjustments casts a somewhat
different light on firmly embedded precon¬
ceptions on the magnitude of the welfare state
in certain Continental and Nordic European coun¬
tries. Countries such as Denmark and the

Netherlands, which are normally regarded as the
undisputed big social spenders, appear to be in
the same spending league as the United King¬
dom. Sweden is still ahead of the other coun¬

tries, but its ratio of social spending to GDP is
also high because of the adverse demand shock,

and thus relatively low GDP. in the beginning of
the 1990s. Public social spending in the United
States, whether measured gross or net of fiscal
effects, is relatively low compared with the
European countries. Private social spending -
non-mandatory but fiscally induced - is none¬
theless substantial in the United States, on health

care in particular.

When social expenditure is considered within
a more comprehensive framework which
accounts tor fiscal and legislative arrangements

rather than merely budget allocations, there is a
convergence in its volume across countries. That
suggests that inter-country comparisons of the
'social effort' of government which do not take
into account the role of mandatory private ex¬
penditures, direct taxation of cash transfers and
indirect taxation of consumption out of benefits
and tax-breaks for social purposes can be mis¬
leading. Instead, the apparently large inter¬
national differences in gross direct public social
expenditure can be ascribed in part to institu¬
tional differences in the ways in which govern¬
ments pursue common social objectives.
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firms, Knowledge
and Competitiveness
Keith Drake

Only recently, mostfirms assumed a given degree oftechnology
and organised their tangible resources- human andphysical
capital- to produce goods or services as cheaply as possible.
Now, a growing number see themselves in thefirst instance as
creators, organisers and exploiters of knowledge, strongly
focused on learning, innovation and continuous improvement
ofproducts. '

The new knowledge-based inter¬
national economy of learning indi¬
viduals, organisations and economies
has evolved from the machine-based

economy which dominated the
developed world throughout the twentieth
century.2 The emergence of a new type of firm
is signalled by the familiar symptoms of corpor¬
ate change such as devolution of managerial re¬
sponsibilities, more flexibility and skill in the
workforce, more recourse to outsourcing, and
increased networking both inside and outside
the firm the better to transform knowledge into
business value.5

Any attempt to produce a single model of
'the new firm' is made impossible by the con¬
tinuing importance of context. The strategic
decision-making of even the most progressive
firms is still influenced strongly by the fact that
firms are social phenomena. Far from acting quite
independently of one another, they are pro-
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Vice-Chancellor of the University of Manchester, United
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trial Competitiveness in the Knowledge-based
Economy - The New Role of Governments'.
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foundly affected by their own history and by
the behaviour of other firms in their industry. In
automobile or aircraft production, where many
of the technologies are used in common, firms
also depend considerably on their management
of long-term relationships with specific suppliers,
and, in aircraft manufacture, with equally spe¬
cific customer networks. Inter-firm alliances and

customer networks can be major components in
the matrix of knowledge assets which give a
successful firm its competitive edge.

Corporate capacity to change radically and
quickly is nonetheless an important characteris¬
tic of successful companies. Swatch AG. manu¬
facturing successfully in one of the world's
highest-cost economies and regaining lost
market-share, and IBM, snatched back from the

brink of competitive extinction, are dramatic
examples. But there can be a more evolutionary
growth in the capacity for change. SOL, the
Finnish waste-management and cleaning-services
company, has been developing a very flat, loose
organisational structure in the 1990s, combining
high degrees of trust and freedom for em¬
ployees - half of whom are part-timers - with
tight performance goals, measurement and
reward systems to achieve recurrent growth of
turnover, profits and employment in a country

24

with 17% unemployment. Asea Brown Boveri
(ABB) is transforming itself from a multinational
manufacturer of products which generate, trans¬
mit and use electricity into a systems designer,
supplier and maintainer - that is, a builder of
networks and integrator of processes. As it
evolves into a knowledge-based service com¬
pany, transferring more and more know-how
across borders, ABB has become a firm which is
both global and local, large and small, central¬
ised and decentralised.

It is a defining characteristic of the new firm
that its capacity to change itself is increasing. At
the extreme it may become a 'virtual firm', a
linked cluster of legal entities - for instance, in
sectors such as insurance, computing, electron¬
ics and electrical engineering - which work with
suppliers, employers and customers in relation-
based transaction systems which could become
even larger, and operate across more borders,
than the consolidated behemoths which domi¬

nated international trade and investment in the

1970s and '80s. Well-known, formerly hierarchi¬
cal firms are being disintegrated into flatter and
looser structures in which the central task of man¬

agers becomes the management of relationships
rather than materials or numbers; and influen¬

cing this complex of relationships into sympathy
with public-policy goals becomes important for
government.

Another feature of the emerging firm is that
its investment in intangibles - for instance, human
capital, R&D capacity, work systems for shopfloor
and management, bespoke software, customer
databases, brand and reputational capital - ex¬
ceeds that in tangibles; and its market value de¬
pends increasingly on how well it manages its
intellectual capital. Such firms depend heavily
not only on a continuous growth of corporate
knowledge but also on how well they manage
this know-how. know-what, know-why and
know-whom. Intangibles are important. Commis¬
sioner Steven Wallman of the US Securities and

Exchange Commission predicts that ten years
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hence measures of in¬

tellectual capital will be the
numbers that are most

watched and that financia

accounts will take a back seat.

Yet they are difficult to meas¬
ure. The diversity and incom¬
mensurability of pay-offs and
the subjective elements in
evaluation disable the cost-

benefit analysis of R&D ex¬
penditures. Measuring what
people know and how effi¬
ciently the human resource is
being managed is no less difficult.
It is possible that firms use little more
than 20% of their intellectual capacity
on a day-to-day basis.

There is a contrast between the tradi¬

tional idea of the firm as an organiser of
human, physical and finance capital, all
bought on the open market and as¬
suming a given degree of techno¬
logy, with the new firm, a creator
of knowledge-based assets, an
innovator, learner and con¬

tinuous improver of products. In
this concept the assumption of a
given set of intangibles - such as
process-technology or marketing
capital - is not merely abandoned. The firm not
only organises but also creates intangible assets
and exploits networks which give access to other
clusters of knowledge assets belonging to its sup¬
pliers, to its customers and to universities. For
example, a multinational financial-services com¬
pany like Skandia sees itself as a virtual corpora¬
tion run by a collection of specialists in
knowledge-sharing and co-operation. It has thirty
business allies per employee, and a federative
structure for staff, allies and customers which is

designed to economise working (intellectual)
capital compared with a group of subsidiaries.

Indeed, the most valuable resources of organi¬
sations remain almost unmeasured. Intellectual

capital is the sum of human capital - the abili¬
ties of employees - and structural capital, such
as trademarks, software and customer databases -

all the elements of the firm's capability which

ft 4t 4*.

main

when the

employees
go home. The

best practice of
enterprises in

managing this
critical asset is

coming under
the spotlight
only now.5 As a

result, what be¬

gins to appear is a
new set of tools with

which investors and

other stakeholders can

measure and value the per¬
formance and prospects of

firms whose published accounts
are simply a visible illusion, and

managers can show the true
yield from their stewardship

of major assets which are
valued at zero in the bal-

\ ance sheet. The interest
\ of government in this

revolution arises from

the fact that work¬

place practice in
total has so fundamental an influence on pro¬
ductivity, the growth and distribution of income,
employment and social cohesion. 'Micro' best
practice in the firm can serve the 'macro' object¬
ives of public policy.6

Designing Policy
in the Dark?

Where are the measures and policy instru¬
ments to bring to bear on the characteristic inputs,
processes and outputs of knowledge-based firms?
Countries routinely produce statistics for macro-
economic policy-making, but far less for struct¬
ural policies in a semi-borderless economy. Firms
cannot be asked for data they do not yet have
and may not lie able to produce. Measures of
changes in competitiveness and productivity from

investment in intangibles are scandalously defi¬
cient.

Yet governments require data to operate
structural policies in aid of competitiveness. Every
chief executive says that the intangible asset most
critical to the competitiveness of the firm is
human capital. But it does not appear on the
balance sheet. Only an uncalculated (and highly
variable) fraction of a firm's training costs appears
in the profit-and-loss account. Its impact is
allegedly exhausted within the accounting year,
as is government expenditure on education.
Regulators, competition authorities and the in¬
vesting community are afforded only tantalising,
management-controlled and very partial glimpses
of the private life of knowledge-based firms.

Information about the success of firms in

creating value from knowledge has to accom¬
pany reform of business-support structures and
other government measures. Dissemination of
good practice presupposes its identification and
measurement, and an understanding of the limits
and most effective means of transferability. If
structural policy is to become better informed,
coherent and effective, it cannot be based on
the bizarre model of the world reflected in com¬

pany or public accounts. It has to address the
currently invisible reality of firms which are pri¬
marily creators and exploiters of knowledge. A

/. Industrial Competitiveness in the Knowledge-
basedEconomy: The New Role ofGovernments. OECD
Publications. Paris. 1997.

2. Employment and Growth in the Knowledge-based
Economy. OECD Publications. Paris. 1996.

j. Graham Vickety and Gregory Wurzbuig, 'Flexible
Firms, Skills and Employment'. The OECD Observer.
No. 202. October/November 1996.

4. Riel Miller. Measuring What People Know: Human
Capital Accountancy for the Knowledge Economy.
OECD Publications. Paris, 1996. and Keith Drake,

Human Resource Accountancy in Enterprises. Recent
Practices and Nell' Developments' In Enterprise Value
in the Knowledge Economy:Measuring Performance
in theAge ofTnlangibles,OECD/Ernsl and Young Center
for Business Innovation. 1998.

5. Thomas A. Stewart, Intellectual Capital: The New-
Wealth of Organisations, Nicholas Brealy Publishing,
London, 1997. and LeifEdvinsson and Michaels. Malone,
Intellectual Capital, Pialkus. Loudon. 1997.

6. Changing Workplace Strategies: Achieving Better
Outcomes for Enterprises, Workers and Society, report
of an international conference organised by the Gov¬
ernment of Canada and the OECD. Human Resources
Development Canada. Hull (Quebec), 1997.
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vital first step will be the development of an
internationally understood language for intan¬
gible investments and the establishment ol
measures which are technically feasible and com¬
mercially acceptable to firms. Only then will it
be possible to evaluate necessary reforms in
policy areas such as competition, regulation, the
efficiency of financial markets, innovation and
R&D policies, and the reconstruction of the busi¬
ness-support infrastructure into one which is
effective in a knowledge-intensive economy.

It is widely accepted that covert, non-tariff
protectionism, and pervasive rigidities and dis¬
tortions, including a European 'social model'
which leaves eighteen million unemployed,
seriously hamper the functioning of markets in
goods and services and factor markets. Severe
structural problems and low growth in European,
Japanese and American economies make micro-
economic reforms difficult but more necessary.

They prevent economies from benefiting fully
from the growing international division of labour
which is both cause and effect of increased

globalisation. In particular, protectionism insu¬
lates very many firms from precisely those market
pressures which cause firms, institutions and
governments to innovate. The barriers to further
globalisation inhibit the development of the
knowledge-intensive firm and full exploitation
of human capital.

The role of government in promoting the shift
to a more knowledge-intensive, competitive
economy is sometimes direct (for example,
through provision of initial education) but mostly-
indirect, by creating conditions which foster tech¬
nical, commercial and organisational innovation.
Policy should thus exhibit ten major characteris¬
tics:

increased reliance on structural policy to
improve competitiveness

more frequent adoption by government or its
proxies of the middleman role as a knowledge-
broker providing an enabling environment for
firms

a focus on correcting under-investment in
intangibles rather than in tangibles like new fact¬
ories or machinery

bold institutional re-engineering which recog¬
nises that the efficiency of the market economy

is not primarily the responsibility of the finance
function of government but depends on substi¬
tuting massive and systemic policy co-ordina¬
tion to bring together the finance and science
and technology, employment, education and
training and regulatory functions of government

the beggar-my-neighbour concept of competi¬
tiveness is replaced by a win/win version that
combines effective support for the competitive¬
ness of national assets with more international

co-operation to foster trade liberalisation - espe¬
cially in sectors like telecommunications - and
foreign direct investment to remove factors that
inhibit innovation; in a semi-borderless world

action has to be conceited across national borders

to enhance the effectiveness of government
leverage on the national industrial structures
within which most firms still operate

fundamental re-assessment of the scope for a
better balance between the importance of re¬
warding innovation, thus encouraging entrepre¬
neurial risk-taking, and the maximisation of social
and economic benefits from improved diffusion
of innovation

competition policy focused on safeguarding
competitive forces where the abuse of market
power most directly threatens innovation and
its social benefits (the creation, distribution and

commercialisation of information, for example)
the updating of skills to avoid the reduction

of competitiveness which comes from uncon¬
trolled and rapid obsolescence of people's skills

the recognition that the comparative advant¬
age of OECD countries lies in production that is
intellectually capital-intensive should lead to
policies that encourage organisational innova¬
tion, reform of the labour market and more effi¬

cient use of human capital (for example, reducing
minimum wages to increase hiring and devel¬
opment of young people in the workplace, and
reversing the trend to early retirement to improve
output per person of working age)

social policies and institutions which, in
Gordon BetchermanV phrase, 'offer security not
as a protection from change, but as the ability to
change', strong and continuous action to counter

7. Rapporteur to the conférence organised by the Gov¬
ernment of Canada and the OECD.

access-narrowing and polarising effects of the
way in which markets for human capital oper¬
ate and to remedy the increasing inequality of
opportunities and of income which accompa¬
nies the information revolution and threatens

popular acceptance of the rate and extent of
social and economic change.

In the public domain, knowledge about the
creation, use and competitiveness-value of
knowledge assets is highly fragmented and fre¬
quently non-existent. That makes the reform
agenda for governments more difficult. As in¬
dustrial economies mutate into finance- and

knowledge-based, service-led systems, the char¬
acteristics of a complementary almost-new style
of government are being worked out piecemeal.
It is a style in which policy-making and imple¬
mentation have to be more open to the creators
and users of knowledge, where government will
more often be promoter than provider, where
policy has to be transparent and consistent across
national borders and therefore depends on more
collaboration between governments.
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Why Integrated
Transport Systems?

Thomas Andersson and Patrick Hasson

The ability of individual countries and the world as a whole to

capture the benefits oftheglobalising economy can be enhanced
by an improvement in the organisation of transport systems.
There ispresently a costlyfragmentation ofmodes oftransport -
road, sea, rail, air- as well as of transport systems in different
countries. The results are three-fold: barriers to transport which
has to change mode, economic inefficiency and high social and
environmental costs. Among the issues that require urgent con¬
sideration are the role ofgovernment in transport, regulatory
reform and innovative ways offinancing transport infra¬
structure.

The development of transport systems
has always been partly demand-Jed.
For example, trends like increasing
motorisation in the last century, more
use of transport containers in the last

25 years and the ever-rising demand for mobil¬
ity have all represented a response to the demand
for more and better transport facilities.

Transport has likewise proven vital in expand¬
ing international trade and generating economic-
development. Indeed, improvements in the cost-
efficiency of transport over the last 200 years
have accounted for tremendous leaps in the pace
and quantity of trade as well as expansion in
economic activity. The development of the
clipper ships, for instance, dramatically improved
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the speed and reliability of transcontinental sea
voyages. The invention of the railroad made it
possible to move vast quantities of people and
goods rapidly overland, thus opening up huge
economic opportunities. And the explosive
growth of the motor-vehicle and aviation
sectors contributed directly to the current focus
on globalisation.

Naturally enough, transport systems evolved
with an emphasis on individual modes - mari¬
time, road, rail or aviation - forming in turn
institutional structures that are still in place.
These structures can benefit from specialisa¬
tion, but also create barriers by isolating policy¬
making and priority-setting for each mode even
when there are distinct benefits to be gained
by co-ordinated decision-making. There are
now- new demands on transport systems, call¬
ing for enhanced co-ordination between the

1 . World Investment Report 1997, United Nations

Conference on Trade and Development, New York and
Geneva, 1997.

different modes and in the design and manage¬
ment of transport in different countries.

World trade continues to grow faster than
world GDP (Figure 1), with the expansion espe¬
cially rapid between the OECD area and the rest
of the world. This growth is paralleled by an
even bigger increase in foreign direct investment
(FDD, which grew fourfold between 1982 and
1994 - twice as rapidly as gross capital forma¬
tion.1 Extensive industrial restructuring underlies
this development, which serves to strengthen
business responses to demand, to improve the
links between research, production and market¬
ing and to locate each activity where it is most
effective.

There is increasing pressure on firms to pro¬
vide more rapid and reliable delivery ('just-in-
time', or JIT) and minimise costs for warehousing
and other aspects of production and distribu¬
tion. With the progressive decentralisation of
production, both domestically and internation¬
ally, companies are pushing for a wider variety

Figure 1
World Merchandise Trade

and World GDP, 1950-96
1950=100

11

1950 55 60 65 70 75 80 85 90 1996

Source: World Trade Organization
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Figure 2
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of. and more sophisticated options in, transport
logistics - managing the flow and storage of raw
materials, work in process, finished goods and
any associated information from the point of
origin to that of final consumption.

The cost of transport is the single largest ele¬
ment in bringing goods to market in the OECD
countries (Figure 2).2 In addition, although total
logistics costs as a percentage of GDP have de¬
creased over time, transport has been absorbing
a larger share of them. Moreover, an efficient
and reliable transport system usually makes it
possible to reduce costs in virtually all other areas.
For example, JIT transport can help a manufact-

2. K. Gwilliam. Multimodal Transport Networks and
Logistics', OECD Conference on Intermodal Transport

Networks and Logistics, Mexico City, 3-5 June 1997-,

available free of charge from the Transport Division of
the OECD Directorate for Science, Technology and
Industry.

.1 Maritime Transport 1995. OECDPublications, Paris,
1997.

4. M. P. iluerta, "The United Stales Intermodal Transport
Sector', OECD Seminar on Prioritisation of Multimodal

Transport Infrastructure, Noordwijk aan Zee, The Nether¬
lands, 12-15 May 1996; available free of charge from
the Transport Division ofthe OECDDirectorateforScience,
Technology and Industry.

5. Cost 310: Freight Transport Logistics, Commission of
the European Community, Brussels, 1993.

6. Activities of the Ministry of Transport: Cargo Distri¬
bution', Ministry of Transport. Tokyo, 1997 (http://
iiiww.motnet.go.jp/tnfo/cargo.htm).

uring company reduce the costs of storage, in¬
ventory financing, packaging and administration
through a small increase in management and
control costs.

But the differences that currently exist be¬
tween modes of transport and in national regu¬
latory frameworks, administrative procedures and
in the assignment of liabilities for cargoes raise
transaction and logistics costs considerably. They
also impede efficient management and the abil¬
ity of firms to innovate and capture new opport¬
unities arising from technical progress - with
potential benefits for the entire value-added
chain.

A Sector

in Evolution

Information technologies are central to the
improved logistics options now available to com¬
panies and are contributing to the emergence of
Intelligent Transport Systems (ITS). Applications
such as Geographic Information Systems
(GIS) and Global Positioning Systems (GPS)
for tracking shipments, and the provision
of real-time information on infrastructure

and service performance, enables more re¬
sponsive, efficient, safe and reliable trans¬
port. For example, through currently
available ITS applications, a truck driver can
determine whether or not a chosen route is

congested and, if so, which alternative route
will be the fastest to his destination. At the

same time, with GPS, the business waiting
lor the product being transported knows
exactly where the shipment is and when it
will arrive so that they can schedule critical
JIT or other processes that depend on the
timing of the delivery.

The degree to which well-connected services
which switch easily between modes of trans¬
port can be developed will be crucial to improved
performance. Transport carriers are responding
vigorously to the opportunities opened up by
technical advances as a means for staying com¬
petitive. Whether it is improved container man¬
agement and facilities in seaports or ITS
technologies in freight vehicles, technology is

the means to improved transport efficiency and
productivity. The evolution of container trades
in the maritime industry - increasing from about
23% of all sea trade in 1980 to approximately
55% in 1995 - indicates the increase in inter¬

national intermodal shipments (Table).3 The use
of maritime containers implies that the land-based
transport systems, whether rail or road, are
adapted to take containers directly from ships
and transport them on the next leg of their jour¬
ney. As soon as the container leaves the ship
and is placed on a truck or rail car, an intermodal
movement has been made. Equally revealing is
the increase of road-rail ('piggy-back') transport
in the United States (roughly a 75% increase over
10 years);1 Europe (about 150% increase over 10
years),5 and Japan (nearly a 500% increase over
5 years)6 (Figure 3).

These figures show how technological de¬
velopments are allowing transport equipment to
be adapted for use in other modes in order to
facilitate movement, which in turn provides new-
options for shippers and generates further use

Table

The Evolution of Container Trade, 1980-95

1980 1985 1990 1995'

Total miscellaneous -

goods trade HI
(million tonnes)

Containerised goods:

527 552 673 740

million tonnes 120 172 269 408

23 31 40 55

a. estimated.

Source: OECD

of intermodal transport. The growth in the use
of stackable maritime containers, for instance,

has forced rail and trucking companies to adapt
their equipment to carry these containers. Their
use, moreover, is creating opportunities for
strategic alliances and partnerships between rail
and maritime freight companies. And the use of
lighter-weight, non-stackable land containers by
trucks follows a general trend to larger and
heavier truck loads and the adaptation of rail
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stock to handle the containers. The continued

emergence of such intermodal options will be a
major factor in the development of transport
systems.

Meanwhile, economic, technological and en¬
vironmental issues have become more deeply
intertwined. Nearly a third of the energy con¬
sumed in OECD countries is for transport7 and
road transport alone burns up some 50% of
petroleum products. Separate modal systems,
operating in isolation, cannot produce effective
energy savings in transport as a whole. Tackling
such issues as air quality, noise, water pollution,
the handling of hazardous materials and emer¬
gency responses requires an approach that
reaches across different modes of transport. Such
approaches can ensure that when a demand is
placed on one mode - for example, congestion
on the roads creating environmental and energy
problems - the others can fairly readily adapt to
relieve it. That, too, will push towards intermodal

systems.

The present framework of infrastructural poli¬
cies, regulations and the management of opera¬
tions broadly limited to the requirements of
individual modes produces a number of barriers
to comprehensive and efficient development and
operation of transport systems. Naturally, differ¬
ent transport modes are not perfect substitutes
for one another, since each has distinct advant¬

ages over others, according to the type of cargo,
the distance to be travelled, the location of the

pick-up and drop-off sites, the degree of traffic
congestion, the medium of transport (over water
or land), the existence or lack of infrastructure,

the quality of the infrastructure (how well it is
maintained, for example) and taxes and prices
for using it, and many other factors. In essence,
any feature that affects either the 'price utility' or
'time utility' of a product can influence the use
or avoidance of a particular means of transport.

One factor that can seriously distort transport
use is the discrepancy between private and social
costs. It has been estimated that, at current market

7 Energy Balances of OECD Countries: 1993-1994
IEA/OECD Publications. Paris. 1996.

8. Economic Benefits of Intermodal Transport: Examples

from Europe, NEA Transport Research and Training,
Rijswik, 1997.

prices, the break-even point between road and
intermodal transport in Europe is about 1,000
kilometres, that is, only for traffic beyond this
distance does it pay to shift from unimodal trans¬
port by truck to intermodal transport.8 But when
other costs - external impacts on the environ¬
ment and accidents - are taken into account,

the break-even point is reduced to about 500 km.
Different modes of transport can no longer

be evaluated against one another in a marginal
fashion whereby intermodal concerns are con¬
sidered only as a matter of convenience or when
there is overwhelming pressure to include an
intermodal option in the evaluation process. The
evolution of world trade over the past two
decades, as well as mounting environmental and
social concerns in response to transport impacts,
require an approach to planning, building, de¬
signing and operating a transport system that em¬
phasises the optimal use of, and connections
between, individual transport modes. Such an
approach should encompass a range of cross-
cutting issues that are affecting various facets of
life in the modern world. The ability of coun¬
tries to allow for sustainable transport systems
which are efficient, flexible, rapid, secure and
consistent with those of neighbouring countries

Figure 3

Increase in Road-rail ('Piggy-back') Transport,
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will have enormous implications for their ability
to attract or maintain business, for consumers to

obtain affordable products, to meet the demands
of a burgeoning tourist industry, and for pre¬
serving the environment.

Planting the Seeds
of Change

Intermodal transport has arisen as a result of
customer demands for more efficient, rapid and
reliable deliveries: competition in the supply of
transport is increasingly globalised and is grow¬
ing fiercer. Transport providers are adapting trans¬
port infrastructure and stock to make more use
of intermodal services. Businesses are also

changing, to take advantage of the efficiencies
and cost savings inherent in improved transport
systems by adopting JIT, advanced logistics man¬
agement and other practices. The success of
intermodal transport therefore hinges on a high
degree of flexibility and responsiveness to market
conditions. Its further development will depend
on regulatory reform that can allow for more
compatibility between modes and countries and
thus more transparency in policy- and decision¬
making. This, coupled with improved transport
pricing will contribute to more rapid adoption
of new technologies, market entry by new com¬
petitors, less restricted (and thus more rational)
choices by carriers, quicker adjustments of prices
to maintain competitiveness, and more freedom
in the forms of ownership and operation of
multimodal transport companies.

Financing the maintenance and further de¬
velopment of transport systems is moving away
from almost total reliance on public budgets,
largely because deficits and the increasing mobil¬
ity of tax bases have made it more difficult for
governments to mobilise the resources required.
And with private investment comes the additional
advantage of increasing customer influence on
transport infrastructure. This brings more press¬
ures for solutions in transport as a whole rather
than within individual modes, thus raising the
prospects for effective investment.

But there are practical barriers to comprehen¬
sive investment and involvement by the private
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The expansion of road-rail transport over the past few years has been spectacular in Europe, the United
States and japan alike.

sector. Transport systems continue to be plagued
by extensive subsidisation that is provided to
some modes but not to others, regardless of social
benefits, and particularly when some modes are
owned and operated by the public sector and
other, competing, ones by the private sector. In
the United States, for example, the road system
is almost entirely in the public sector and the
rail system is almost entirely in the private sect¬
or. In Europe, subsidisation and protection of
rail services by the public sector inhibits the ex¬
pansion of rail freight services and encourages
the use of road transport. Still, the current trend
is towards privatisation in more or less all means
of transport, which is no longer viewed as simply
a support to commercial enterprises - the sup¬
ply of transport facilities is now a fully fledged
commercial enterprise itself. Policies in the trans¬
port sector are therefore evolving to release
market opportunities by promoting private own¬
ership of infrastructure and privatisation of most
transport services. The success of such policies
will be measured by the benefits derived, in¬
cluding their capacity to increase transport
choices that are governed by true cost rather
than the extent of subsidy.

As privatisation progresses, governments re¬
tain a responsibility for the negative external¬
ities of transport, such as its adverse impact on
the environment and safety. Other goals that the

government deems important (emergency re¬
sponse, for instance, or meeting the basic mobil¬
ity and access requirements of some regions or
segments of society) could be marginalised. An
adequate balance between public and private
funding, coupled with a proper mixture of com¬
plementary means, is therefore required to al¬
low market forces to optimise transport systems
while still providing to the entire population a
guarantee, through public or private means, for
the provision of such central services as emer¬
gency medical care, access to schools and pub¬
lic transport. Under all circumstances, however,
fostering competition and innovation is required
to stimulate efficiency and improved use of public
as well as private funds.

Furthermore, private-sector requirements for
higher-quality service is a driving force for im¬
proved intermodal infrastructure and services that
can contribute to lower production and other
costs. Government has been responding in a
concrete fashion. In 1991, the United States in¬

troduced the Intermodal Surface Transportation
Efficiency Act; in 1996 the Netherlands issued a
memorandum entitled Transport in the Balance
which establishes an intermodal policy to ensure
a balance between high growth in goods trans¬
port and environmental protection;9 and last year
the European Commission published a 'com¬
munication' on Intermodality and Intermodal

Freight Transport in the European Union, which
is the first step in developing a framework for
an optimal integration of different modes so as
to enable an efficient and cost effective use of

the transport system."1 Likewise, the United
Nations" and the European Conference of Min¬
isters of Transport have adopted intermodal
frameworks for their work programmes. A newly
formed Transport Division in the OECD Direct¬
orate for Science, Technology and Industry is
consolidating research in road transport, mari¬
time transport and shipbuilding, as well as in
transport issues associated with tourism. All of
these initiatives are indicative of a new commit¬

ment to seek solutions to transport problems in
a broader context.

The reform of transport policy and institu¬
tions must take account of the movement away
from isolated, individual modes towards a cohe¬

sive and unified framework for transport sys¬
tems. The specific elements of reform will
depend on cultural, political and performance
conditions that vary from country to country.
Nonetheless, countries will be obliged to move
in concert with one another. Sharing experiences
on 'best practices' could lead to improvements
in the following areas:

the establishment of a regulatory and institu¬
tional framework more conducive to innovation

and technology diffusion
funding strategies and initiatives
transparency in government decision- and

policy-making processes
consistency in international rules and regula¬

tions governing transport ownership and opera¬
tion, so as to facilitate an open and competitive
environment for efficient global transport

research and education on the importance of
a systems approach to decision-making in trans¬
port, covering the range of economic, technical
and environmental issues

9. Ministry of Transport. Public Works and Water Man¬

agement. The Hague, 1997.

10. Communication from the Commission ofthe European

Com mu n Hies to the European Parliament and the Council.
Brussels, 1997.

//.Multimodal Transport Handbook, United Nations
Conference on Trade and Development, New York and
Geneva. 1996.
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better data on domestic and international

trends in intermodal transport development and
use

new partnerships and working relationships
including those that cross modal barriers, that
are government-wide and include the private
sector.

Addressing transport issues through inter¬
national co-operation at the OECD has proven
effective in meeting the research requirements
of member countries. But now a balance has to

be established between consolidating existing
approaches and formulating altogether new-
strategies to overcome prevailing obstacles. The
OECD, like other institutions, used to view

transport issues mode by mode through an
organisational approach that encouraged a com¬
partmentalised perspective. The Organisation will
now improve its work on issues related to inte¬
grated transport, including regulatory reform. In
fact, this attention will also enhance single-mode
activities, but from the perspective of overall
system efficiency. For example, horizontal co¬
operation between different transport and trans¬
port-related divisions will be stimulated by
addressing road transport and its intermodal link¬
ages in a wider economic, social and institutional
context. Through this type of approach, the
OECD can inspire structural improvements in
areas where its member countries are confronted

with obstacles to capturing the benefits of
globalisation.
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The Professional

Development
of Teachers

John Walshe

In-service training is taken for granted in professions such as
engineering and medicine. It is assumed that doctors and
engineers will acknowledge their responsibilities and thus take
time out to brush-up on their skills and acquaint themselves
with the latest advances in their disciplines. Yet in most OECD
countries no such assumption is made about teachers. Fewer

resources are committed to their development than those
allocated to otherprofessions. The short in-service courses that
are available are all too often given in isolation.'

Teacher-training is not generally
designed with the longer term in
mind; it is not anchored in the class¬

room; and it is not geared to meet
the shortcomings perceived by

policy-makers. These challenges have to be met.
particularly as economic globalisation is making
the ability to adapt more urgent. Increased com¬
petition between, and integration of, the world's
economies put pressure on countries to raise
skills through education and training institutions.

/. Staying Ahead: In-Service Training and Teacher

Professional Development. CERI/OECD Publications,

Paris, forthcoming 1998. The series in which it appears,
'What Works in Innovation in Education', publishes
empirical studies which offer a focused, policy-oriented

assessment ofimportant innovativepractices. Earlier titles
in the series are School A Matter of Choice, 1994;
Schools under Scrutiny. 1995; Mapping the Future.

1996: Young People and Career Guidance. 1996:
Parents as Partners in Schooling. 1997.

Simultaneously, increasing participation rates in
upper-secondary school and in higher educa¬
tion are calling for apposite programmes for a
broader intake of students.

Yet while globalisation puts every country
under pressure to remedy perceived shortfalls
in educational performance, not least in maths
and science, it does not always stimulate change
in a common direction. Some countries, such as

the United States and the United Kingdom,
believe that their education systems have not
been able to maintain high-enough standards,
with the result that many young adults leave

John Walshe is Education Editor of The Irish Independ¬
ent and a consultant to the Centre for Educational
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school without the basic skills one might expect
them to have acquired. Others, such as Japan,
judge that even though their students obtain good
results they are being taught too rigidly and thus
lack the creativity and flexibility desired in mod¬
ern economies. The result is that different coun¬

tries are trying to change the culture of teaching
in more or less opposite directions.

Change - such as the dramatically changing
employment market, the drug culture and con¬
cern about child abuse - has made it impossible
for schools to address children's intellectual de¬

velopment without also considering their social
requirements. Schools now pay more attention
to the supply of career guidance and many coun¬
tries are introducing programmes designed to
increase awareness of abuse and the dangers of
illicit drugs. Schools are also providing a wider
variety of courses, especially in upper second¬
ary. One reason is that relatively high degrees of
achievement are being sought from children who
come from a wider range of social backgrounds
than in the past, when only an 'academic' and
privileged minority was expected to do well at
school. Many countries have found that simply
opening-up to people from all social back¬
grounds, without enough adaptation of the cur¬
riculum or teaching styles, has led to high failure
rates.

Concomitantly, the decline of strong stabil¬
ising factors such as the nuclear family and full
employment, and the rise of some destabilising
ones, such as unemployment and single-parent
families, have had important influences on the
background of children at school. There is a
growing recognition in both policy and practice
that teaching strategies have to be sensitive to
social contexts and that schools should work in

partnership with parents or guardians and others
outside education.2

It is now generally agreed that traditional
methods of teaching - where there is no scope
for activity learning by students - are inadequate
to assure the educational performance that glo¬
balisation will demand and that, instead, students

have to be actively involved in the learning pro¬
cess and their individual approaches accommo-
dated. Information and communication

technologies (ICTs) offer exciting opportunities

The most costly aspect of in-service training is the replacement of absent teachers.

for change in teaching styles. Students and
teachers can use the Internet to gain access to
information much quicker than in the past. ICTs
and the use of e-mail facilities can also help ease
the sense of isolation of many schools in sparsely
populated rural areas. But the provision of ICTs
to schools is by no means guaranteed to affect
the culture of teaching automatically: teachers,
especially older ones who are uncomfortable
with the new technologies, will require training.

All of these factors influence and re-enforce

the determination of politicians and other policy¬
makers to introduce reforms in order to:

raise standards

make the schooling process more 'relevant' to
the diverse requirements of students

alleviate educational disadvantage
combat social exclusion

equalise opportunities between males and
females

2. Co-operation between the School and the Family.

CERL/OECD Publications, Paris, 1997; Successful Ser¬

vices for Our Children and Families at Risk. OECD
Publications, Paris, 1996; Peter Evans, 'Co-ordinating

Services for Children at Risk', The OECD Observer,
No. 202, October/November 1996.

3. N. K. Sbimahara. 'TeacherEducation Reform inJapan:

Ideological and Control Issues' in N. K. Shimahara and
I Holowirtsky teds.), Teacher Education in Industrialized
Countries. Garland, New York, 1995.

give parents a bigger say in the governance of
schools

decentralise some decision-making.
Pre-service training no longer provides - if it

ever did - the tools and skills necessary to meet
these rising expectations. It has to be supple¬
mented with in-service training - which is not
simply an 'add-on' to be applied when a parti¬
cular problem arises. It has to form part of an
approach to professional development which
allows teachers to become 'reflective practi¬
tioners' in their classrooms.

What

Works?

The Centre for Educational Research and

Innovation (CERI) at the OECD has examined

policy and practice in the in-service training and
professional development of teachers in eight
OECD countries: Germany, Ireland, Japan,
Luxembourg, Sweden, Switzerland, the United
Kingdom (England and Wales) and the United
States. These countries have very different
cultures, educational traditions and administra¬

tive structures, which will make it easier to per¬
ceive common advances that are bearing fruit

The OECD OBSERVER No. 211 April/May 1998 32



Analysis

and to draw out the policy implications on how
these innovations might be built on and pract¬
ice improved.

The manner in which practising teachers learn
depends on many factors. There are national
traditions and institutions; and education systems
can be 'steered' by politicians. Attitudes to
teacher-training are also influenced by the char¬
acter and status of the profession, by opinions
about curriculum and pedagogy and by political
and administrative relationships as between those
who shape and implement policy in the educa¬
tion system.

In-service training and professional develop¬
ment ought to be a collaborative effort from start
to finish, involving the policy-makers, providers
and teachers, but the reality often falls far short
of that ideal. The reasons for particular initia¬
tives in in-service provision are not always clear,
nor are the objectives and aspirations of the de¬
cision-makers. As a result, it is sometimes un¬

clear in advance what the course is supposed to
offer, nor is the most appropriate mode of
delivery always chosen. In short, many in-service
programmes achieve very little.

In-service training can take many forms. Pro¬
vision can range from courses of the 'short-burst'
variety to longer, 'whole-school' programmes run
in co-operation with universities or other insti¬
tutions of higher education. In Japan, for instance,
there are networks of teachers who have devel¬

oped numerous self-initiated, voluntary associa¬
tions to promote teaching as an alternative to
government-sponsored courses.3 Japanese
teachers also go on placement in various busi¬
nesses, including hotels, where they learn the
importance of a customer-focused approach by
joining the normal training programmes along¬
side the firm's own employees, a practice that
can give them valuable insights not only into
how business perceives its own customers but
also its views on the schooling process.

The choice of environment for learning de¬
pends to a large degree on the nature and aims
of the course in question. Courses to update
subject knowledge can often be most easily de¬
livered in university institutions. But efforts to
change the ways in which teachers think and
the style in which they work have to be based

more around the school. External courses can

give an understanding of new approaches but
not the authority to practise or disseminate them
in their everyday work. Teacher development
does not require simply that individual teachers
learn how to do things differently; groups of
teachers also have to agree to do things differ¬
ently.

Time

and Money
The amount of resources invested by gov¬

ernments in in-service teacher-training varies
enormously and is hard to quantify. Few coun¬
tries match the generosity of Israel, where
teachers are allowed to take a sabbatical every
seven years during which they receive two-thirds
of their salary with the option of teaching part-
time to make up the remainder. The most ex¬
pensive aspect of in-service training is not the
training itself but the provision of substitute cover
for absent teachers, and different countries have

different policies on substitution. In Ireland and
Germany, for instance, very little use is made of
substitute teachers. The result can be either

reduced learning time for students or extra duty
for colleagues who are expected to 'double-up'
for those who are absent. A third option,
increasingly used

in Sweden, is to
expect teachers to ^in
take at least some $

courses during
the summer holi¬

days - a solution
which is not al¬

ways possible in
other countries

because of oppo¬
sition from teach¬

ers' unions.

Private invest¬

ment is also be¬

ginning to play a
role. Teachers are

paying fees to
attend courses.

School-owners are initiating programmes, parti¬
cularly in management-training for their own
senior staff, and business is investing in devel¬
opment activities. As well as Japan, other
countries such as Switzerland also offer place¬
ment for teachers to give them an insight into
business practices and indicate what lessons
teachers can bring back to the classroom. And
commercial companies are putting resources
directly into schools. In the United Kingdom and
Ireland, for instance, the education ministries are

actively encouraging computer firms to join in
local partnerships to help increase the invest¬
ment in hardware and software in schools. As a

rule, these various types of private investment
are harder to measure than that of governments
and is more varied from country to country.

In the United States the business sector has

long taken a direct interest in what happens in
schools. Its involvement with educators, re¬
searchers, state and district leaders and others in

a coalition of concerned groups and individuals
resulted in the establishment of the National

Commission on Teaching and America's Future
in 1994. From the Commission and similar or¬

ganisations, such as the National Board for Pro¬
fessional Teaching Standards, have emerged
proposals for far-reaching reform that are having
a direct impact on teachers' professional devel¬
opment. New learning goals have been defined

Information technologies could have a dramatic effect on teaching styles.
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Initial training will not equip teachers for the new social context of mass education.

but there is concern over the capacity of US
schools to respond to alternative practices,
especially those involving increased interaction
among teachers, such as providing them with
the opportunity to explore and evaluate their
own work, cany out peer review, mentoring and
so on.

How effective is this investment of time and

money? It is very hard to say. In only a few coun¬
tries are the outcomes evaluated in a rigorous
manner. Elsewhere, evaluation appears to be
limited and the results poorly disseminated so
that models of best practice are not readily avail¬
able to policy-makers or to practitioners, even
domestically.

Ten

Policy Principles
It is difficult to give detailed policy proposals,

applicable to a wide variety of countries tack¬
ling a vast array of issues of educational devel¬
opment. Analysis of the countries examined by
the OECD nonetheless suggests ten principles
worthy of consideration:

systematic studies to identify shortcomings in
in-service provision would bring more clarity to
the discussions and decisions about what is ex¬

pected from particular initiatives
a balance should be maintained between the

goals of system-wide policy objectives with the
importance of teachers' maintaining a sense of
'ownership' over their learning

school-focused development should not be
insular or introspective - contacts with higher

education, with teachers in other schools and

with outside organisations and groups, for ex¬
ample, should create opportunities for teachers
to reflect on their teaching objectives, strategies
and development

with the support of people from outside the
education system, teachers should strive to de¬
velop new ways of thinking and behaving that
address new challenges in fresh ways - place¬
ment in private business has been seen to help
teachers look again at their teaching practice

teacher-development should be balanced
between out-of-school learning, classroom pract¬
ice and collegiate discussion on site, and all three
elements should be co-ordinated

in partnership with their immediate managers,
teachers should take individual responsibility for
ensuring the different aspects of their develop¬
ment as part of a coherent whole

teachers, schools and educational authorities
should all make a contribution, in both time or

money, to the process of development, so as to
create a common investment

central government should take some respon¬
sibility for maintaining, regulating or certifying
an adequate supply of external courses of re¬
cognised quality

teacher development should be oriented
towards fostering a culture of lifelong learning,
rather than focusing solely on subject knowledge
or particular aspects of pedagogic techniques

there should be more systematic evaluation,
not relying solely on questionnaires filled in by
teachers, but also using other techniques such
as observation, video-recording, qualitative sur¬
veys and follow-up studies of programmes in

the classroom with the focus on student out¬

comes.

There is no question that evaluation is diffi¬
cult, but that should not be used as an excuse

for failing to attempt to learn how successful, or
otherwise, particular courses or initiatives are. It
is difficult to justify the use of taxpayers' money
when one has little idea whether it is being spent
effectively.

Parents, like politicians and other policy¬
makers, are no longer content with simply broad¬
ening access to education - they are also
concerned with its quality. In-service training and
professional development, which are essential
if these goals are to be achieved, then become
much more than a personal matter for each in¬
dividual teacher. They should be seen as an in¬
tegral part of change that is sweeping through
education systems, based around the creation
of new, dynamic strategies in schools themselves.

Simply investing more resources into in-
service courses will not necessarily improve the
results for students unless that investment is ac¬

companied by the formulation of coherent, com¬
prehensive and consistent policies for teachers
too.
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What Agricultural
Policies for Tomorrow?
Carmel Cahill and Wayne Jones

The agriculture ministers of the OECD countries met in March

to discuss progress on policy reform - six years after their last
ministerial meeting, during which time OECD membership has
expanded to include Mexico, the Czech Republic, Hungary,
Poland and then Korea, and ten years since the OECD
Ministerial Council formulated the principles and actions for
agricultural policy reform and committed OECD countries to
their implementation. How have they held the course?

Over the past decade much
progress has been made in im¬
plementing the reform of agricult¬
ural policy. The Uruguay Round
Agreement on Agriculture has

been put in place. The North America Free Trade
Area (NAFTA) has been formed and the EU has

been enlarged. Domestic agricultural policies
have also evolved. The market itself, especially
for cereals, has improved substantially. Growth
in south-east Asia and elsewhere has generated
substantial increases in agricultural trade, much
of which is in processed agricultural products.

And the world itself has changed. The coun¬
tries of central and eastern Europe and the ex-
Soviet Union have moved to market-based

economic systems. Globalisation and new tech¬
nologies are transforming the agro-food sectors
of OECD and non-OECD economies alike.

With change on this scale, the time was right
to try to forge a common view among the OECD

Carmel Cahill is Head of the Country Studies I and
Stnictural Adjustment Division of the OECD Directorate

for Food, Agriculture and Fisheries. WayneJones works
in the same Division.

E-mail: agr.contact@oecd.org

countries on the kinds of policies that can ad¬
vance the reform process and respond to the
changing expectations of the role of the agricult¬
ural sector, expectations that go beyond the basic
provision of food and fibres, to encompass the
environment, amenities and rural development
and that place increasing demands in terms of
food quality, variety and safety. That was the
aim of the meeting held at the OECD in March.

To begin with, the ministers reviewed the
progress made in reform and then explored the
issues likely to arise in the years ahead.1 Among
the outcomes of the meeting was agreement on
a set of shared goals for the agricultural sector
(box, p. 37), comprehensive policy principles
and an outline of the operational characteristics
of the kinds of policies most likely to lead to the
achievement of those goals (box, p. 38).

Progress
to Date?

There was general agreement on the achieve¬
ments of policy reform and that it should be
continued: subsidies and protection are still high.
Although support to agriculture in the OECD area

35

(as measured by the Producer Subsidy Equiva¬
lent - PSE2) has indeed fallen - from an average
of 45% of the value of production over the period
1986-88 to 35% in 1997 - the amount of total

transfers ($280 billion) is still substantial. And

much of it continues to distort production and
consumption and raise prices to consumers
because it is paid per tonne of production or
linked to land or other agricultural inputs.

Australia, Canada, New Zealand and the
United States have carried out sustained reform

of their agricultural policies, involving reductions
in assistance and deregulation.3 In the European
Union, reform has started to move support away
from market-price support towards direct pay¬
ments, with some degree of decoupling from
production but with a relatively small reduction
in the volume of support (Figure, p. 37). Japan,
Norway and Switzerland have also begun to
change the way in which support is delivered
and have reduced its volume, though their rate
of support remains among the highest in the
OECD area. The degree of support and protect¬
ion in the five new member countries is (with

the exception of Korea) well below the OECD
average. In the three central-European member
countries, where wholesale reform of the agri¬
cultural sectors has proceeded apace with wider
economic reforms, the degrees of support and
protection are generally low. And Mexico under¬
took widespread reform and overhaul of its
policy instalments as part of its entry into NAFTA.4

1. Agricultural Policy Reform: Stocktaking of Achieve¬
ments and Agricultural Policy: The Need for Further
Reform, availablefree ofchargefrom the Country Studies I
and Structural Adjustment Division of the OECD Direct¬
orate for Food, Agriculture and Fisheries.

2. See note 1 In the Figure, p. 37.
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4. Gérard Bonnis and Wilfrid Legg, '7he Opening of
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June/July 1997; Denis Besnainou and Laurent Davezies,

'Regional Policy in Mexico', The OECD Observer,
No. 210, February/March 1998.
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What Agricultural Policies
for Tomorrow?

Agriculture is no longer the sole determinant of the economic health of rural areas.

One of the most important events affecting
agriculture in the last ten years was the con¬
clusion of the Uruguay Round in 1994, not sim¬
ply the agreement on agriculture itself but also
the Agreement on Sanitary and Phytosanitaiy
Measures and the new mechanism for resolving
disputes. Access to foreign markets and the
degree of domestic support and export subsi¬
dies are now all subject to a series of binding
disciplines which, even if their impact to date
has not been enormous in practical terms, have
transformed the domestic and international con¬

text in which agricultural policy is designed and
implemented. Indeed, countries have been
making a genuine effort to design new policy
measures in conformity with the 'green box' re¬
quirement of minimal or no distortion of pro¬
duction or trade.

5. Wilfrid Legg andMichelPotier. 'Reconciling Agriculture
and the Environment; The OECD Observer No. 210,

February/March 1998.
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But the reform of agricultural policy concerns
not only traditional forms of support and pro¬
tection. At their OECD meeting the ministers also
examined achievements in the environment and

rural development. And indeed, much more
attention is being paid to environmental meas¬
ures in the design of agricultural policy and to
using agricultural policy to achieve environment¬
al objectives; the environmental performance of
the sector is improving accordingly.5 Traditional
production-based agricultural policies are having
a declining impact on rtiral economies, but policy
reform, by paving the way for viable, efficient
agricultural practices, can enhance the sector's
contribution to rural development.

Domestic

Developments
A wider range of objectives now has to be

accommodated under the umbrella of agricult¬
ural policy, and more interests are involved. The
entire agro-food sector and not solely its farm
component, has to be taken into account when
designing and implementing policies. Structural
change - bigger farms and the pursuit by farm

households of non- farming sources of income -
and growing concentration and integration
among the different elements in the food chain
have all changed the emphasis in policy. The
generalised provision of income-support to a
sector where relatively low incomes were once
endemic is no longer the main aim of policy.
More attention is being paid to the development
of instruments to manage risk, in view of the
possibility of increased price and income vola¬
tility in a more market-oriented sector, where
intervention and protection are no longer axio¬
matic, and where incomes are on average much
healthier. It is increasingly acknowledged that
agriculture alone cannot ensure the economic
viability of rural areas and intense efforts are
being made to develop policies that reflect this
new reality.6

As a result of the Bovine Spongiform Encepha¬
lopathy (BSE) crisis in Great Britain and outbreaks
of food-borne diseases in several other coun¬

tries, combined with debate about genetically
modified organisms and other factors, consumers
are becoming ever more demanding about the
quality and safety of the agricultural products
being offered to them and are also increasingly
concerned about the processes by which food
is produced: There is likewise much insistence
from the public that damage to the environment
from agriculture be reduced, that the sector pro¬
vide a range of environmental benefits and that
its productive activity should be carried out
sustainably. Macro-economic difficulties, espe¬
cially the pressure for fiscal restraint, are intensi¬
fying the scaitiny of government spending. And
the progressive shift that is occurring in support -
away from measures financed by consumers
through higher prices to direct payments paid
for by taxpayers - has brought these issues under
the spotlight. The result is a growing demand
for information about and evaluation of the distri¬

butional impacts.

International

Concerns

The resumption of multilateral negotiations
on agricultural trade, to lie launched under the
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auspices of the WTO before the end of 1999, is
viewed in differing lights. Some countries see it
as an opportunity to build on the foundations of
the Uruguay Round, continuing the integration
of the agricultural sector into the multilateral
trading system. Others regard the approaching
negotiations with some foreboding, anxious that
their agricultural sectors might find it difficult to
adapt or that their rural areas might find longer-
term viability difficult with a diminishing eco¬
nomic contribution from agriculture.

The OECD agriculture ministers were unani¬
mous in their determination to achieve improved
food security world-wide through the actions
agreed at the World Food Summit held in Rome

Figure

Producer Subsidy Equivalents (PSE)'
in the OECD Countries, 1986-88 and 1997
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1 . The PSE is an indicator of the value of the monetary transfers
to agriculture resulting from agricultural policies. Both transfers
from consumers of agricultural products (through domestic
market prices) and transfers from taxpayers (through budgetary
or tax expenditures) are included. The percentage PSE is the
value of transfers as a percentage of the value of production.
2. Excludes the Czech Republic, Hungary, Korea, Mexico
and Poland.

3. 1 989-91 average for the Czech Republic, Hungary, Mexico
and Poland (% PSE = 0).
4. Estimates.

Source: OECD

in 1996 under the auspices of the FAOs - although
some OECD countries, such as Japan and Korea,
already heavily dependent on food imports,
expressed an anxiety about food security if their
dependence on imports increases apace with the
liberalisation of agricultural trade.

A vigorous debate is currently underway on
the relationship between 'multifunctionality' and
the continuing process of domestic reform and
the liberalisation of agricultural trade. 'Multi-
functionality' has come to be used in some
countries, especially in Europe and Japan, as
shorthand for the notion that the agricultural

sector fulfils many roles in the economy beyond
the primary one of producing food and fibres.

Environmental qualities
such as landscape and
leisure facilities, thriv¬

ing rural economies,
the continued occupa¬
tion of areas that might
otherwise be denuded

of their populations are
some of the facets of

'multifunctionality'.
Some advocates even

go so far as to claim
that the traditional

modes of social organi¬
sation and culture, such

as closer family ties,
associated with agri¬
cultural and rural life

form part of the 'multi-
functionality' of the
sector.

Many of the politi¬
cians and civil servants

involved in the design
and implementation of
agricultural policies
believe that the reform

of domestic policy
towards reduced sup¬
port and the liberalisa¬
tion of trade are

essentially inimical to
the ability of agricult¬
ural activities to achieve

FOR THE RECORD

Shored Cools

The OECD agriculture ministers agreed that
governments should provide the appro¬
priate framework to ensure that the agro-
food sector:

is responsive to market signals
is efficient, sustainable, viable and inno¬

vative, so as to provide opportunities to
improve standards of living for producers

is further integrated into the multilateral
trading system

provides consumers with access to
adequate and reliable supplies of food
which meets their concerns, in particular
with regard to safety and quality

contributes to the sustainable manage¬
ment of natural resources and the quality of
the environment

contributes to the socio-economic devel¬

opment of rural areas, including the
generation of employment opportunities
through its multifunctional characteristics,
the policies for which must be transparent

contributes to food security at the
national and global levels.

these multiple goals. In fact, a crucial feature of
reform - as defined by the 1987 principles and
already implemented in a number of OECD coun¬
tries - precisely involves moving away from gen¬
eralised programmes of price support towards
carefully targeted measures designed to meet just
such specific objectives.

Many of these objectives are environmental
in nature, or seek to support a more general
process of rural development and structural ad¬
justment and respond directly to concerns about
'multifunctionality'. The ministers' meeting pro¬
vided them with an opportunity to discuss this
issue thoroughly, and they left Paris confident
that the pursuit of multifunctionality was inher¬
ently compatible with continuing reform and,
indeed, that one could be harnessed in support
of the other. The OECD itself will nonetheless

have to clarify these complex ideas so as to ease
the path towards continued reform and liberal¬
isation.

There are important international aspects to
the questions of food safety evoked by the
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What Agricultural Policies
for Tomorrow?

FOR THE RECORD

Policy Principles
Ministers adopted a set of policy principles as
follows:

reaffirm the support for Article 20 of the
Uruguay Round Agreement on Agriculture*
and the commitment to undertake further

negotiations as foreseen in that Article and to
the long-term goal of domestic and inter¬
national policy reform to allow for more influ¬
ence of market signals:

*'Recognising that the long-term objective
of substantial progressive reductions in sup¬
port and protection resulting in fundamental
reform is an ongoing process, members agree
that negotiations for continuing the process
will be inflated one year before the end of the
implementation period, taking into account:

- the experience to that date from imple¬
menting the reduction commitments

- the effects of the reduction commitments

on world trade in agriculture
- non-trade concerns, special and differen¬

tial treatment to developing country members,
and the objective to establish a fair and
market-oriented agricultural trading system,
and the other objectives and concerns men¬
tioned in the preamble to this Agreement

- what further commitments are necessary
to achieve the above mentioned long-term
objectives. '

address the problem of additional trade bar¬
riers, emerging trade issues and discipline on
export restrictions and export credits

strengthen world food security, in particular
through the actions agreed in the Rome
Declaration and Plan of Action of the ? 996

World Food Summit

promote innovative policies that facilitate
responsiveness to market conditions by agri¬
cultural producers

meeting. Can consumer worries about safe food
be answered in ways that do not unnecessarily
put a brake on trade liberalisation? Are the inter¬
national institutions charged with developing and
implementing standards and guidelines adequate
for the difficult tasks they face?

Such issues are very difficult to resolve, parti¬
cularly where consumers are confused by the
insufficient or sometimes conflicting advice given
by scientists. Answers to these questions that also
support the international trading system will obvi-

facilitate improvement in the structures in
the agricultural and agro-food sectors, taking
into account the needs of farmers affected, in

particular those in disadvantaged regions
enhance the contribution of the agro-food

sector to the viability of the rural economy
through, for example, efficient and well-
targeted agricultural policy measures, facili¬
tating the mobility of labour, new market
opportunities, alternative uses of land (both
within and outside agriculture), and the pro¬
vision of rural amenities

take actions to ensure the protection of the
environment and sustainable management of
natural resources in agriculture by encour¬
aging good farming practices, and create the
conditions so that farmers take both environ¬

mental costs and benefits from agriculture
into account in their decisions

take account of consumer concerns by im¬
proving the effectiveness and reliability of food
safety regulations, strengthening standards
on origin and quality, and improving the con¬
tent and availability of information to con¬
sumers, within the framework of international
rules

encourage increased innovation, economic
efficiency and sustainability of agro-food sys¬
tems through, inter alia, appropriate public
and private research and development efforts,
respect for the protection of intellectual
property, and improvements in public infra¬
structures, information, advice and training

preserve and strengthen the multifunctional
role of agriculture in order to combat territo¬
rial imbalances, to encourage the sustainable
management of natural resources and to
favour diverse farm development strategies.

ously be the most economically efficient. There
are a number of international institutions work¬

ing on food-safety questions, such as the Codex
Alimentarius and the International Office of

Epizootics. And international mechanisms can
be developed to nip problems in the bud - before
they become the object of trade disputes.

In spite of the inevitable lively disagreement
on a number of issties that go to the core of the

problems and opportunities facing the agro-food
sector in the coming years, the agricultural min¬
isters who met at the OECD in March were able

to agree to a progressive and attainable set of
shared goals and to make policy recommenda¬
tions on how to achieve them. And without ex¬

ception, they were able to assert their confidence
in the ability of the sector to bring an ever-grow¬
ing range of high-quality products to the con¬
sumer's table, to be increasingly responsive to
market signals, and more and more ready to claim
a full place as an innovative, growing, modern
sector within the modern, global economy.
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Romania
Macro-economic Stabilisation

and Structural Reform
Maitland MacFarlan and Joaquim Oliveira Martins

Thecomplementarity between macro-
economic and structural policies is
widely recognised. Yet it is often
neglected when macro-economic
indicators head in the right direction.

With high growth rates of GDP, it is not always
easy to focus on structural weaknesses and quest¬
ion whether the policies intended to sustain
macro-economic stabilisation are well judged.
Coherent design, both of macro- and micro-
economic policy, is particularly relevant for coun¬
tries making the transition from central planning
to a market economy in view of the large eco¬
nomic dead weight inherited from the previous
structures. The tortuous story of Romania
between 1989 and 1997 illustrates the import¬
ance of these links in a particularly striking way.'

At the outset of transition Romania was, in

many respects, in a more difficult position than
most of the other countries in central and east¬

ern Europe. In the early 1990s, the room for
man for structural reforms seemed limited,

particularly given the difficult social conditions
of the previous decade. Indeed, during the 1980s,
the population had had to pay for the quick re¬
imbursement of a sizable foreign debt and some
public-construction projects on a pharaonic scale.
The People's Palace' in Bucharest is a notable
example. The pressure on already low dispos¬
able incomes meant a contraction of household

Maitland MacFarlan and Joaquim Oliveira Martins work
in the Non-Member Countries Division of the OECD

Economics Department,

E-mail: eco.conract@oeccl.org

consumption. The emphasis of the Ceaucescu
regime on economic self-dependence led to the
accumulation of a technological lag and put ex¬
cessive focus on heavy industry. This led to the
depletion of domestic energy sources, inducing
shortages and subsequently costly dependence
on imports of energy and raw; materials.

This difficult legacy argued in favour of a
gradualist approach, seeking to minimise the
social costs associated with the transformation

to a market economy. Although these social con¬
cerns were understandable, the strategy was ill-
conceived and failed to produce sustainable gains
in either economic or social conditions. The ex¬

perience of the first seven years of transition
suggests that the costs of a gradual strategy have
probably been higher than if a bolder approach
to structural transformation had been adopted.
In 1993, the OECD pointed out clearly the risks
that arised from delaying structural reforms.2 In
particular, if loss-making industrial and agricult¬
ural enterprises were artificially maintained
through state subsidies and easy access to credits,
both fiscal and monetary policy would be
undermined.

The importance of the links between macro-
economic and staictural policy was disguised
for a while by the boost in exports and resumpt¬
ion of growth in 1993, and the apparent success
in reducing inflation under the stabilisation policy
of 1994. But the export performance of 1993
was to a large extent based on unrestructured
heavy industry and could not be sustained with¬
out massive imports of energy and raw materi¬
als that led to a progressive deterioration in the
external position. In 1995 the growth rate of GDP

peaked at 7.1%, but the sizable increase in the
current-account deficit (Figure, p. 42) resulted
in a fall in confidence in the currency. In
November of that year, the authorities were
forced to accept a sharp depreciation in the offi¬
cial exchange rate.

In 1996, output continued to grow at around
4%, apparendy suggesting that the exchange crisis
had had only a moderate impact. But during the
year macro-economic conditions progressively
deteriorated. The official budget deficit almost
doubled over the 1995 figure, at a substantial
5.8% of GDP. In fact, when 'quasi-fiscal' items
are included, such as the National Bank refinan¬

cing of credits to the agricultural sector and other
indirect subsidies, the overall deficit exceeded

10% of GDP. This serious slippage was mainly
the result of pervasive lack of financial disci¬
pline in large state-owned companies, aggravated
by the populist policies adopted during the elect¬
ion campaign that boosted incomes and expend¬
itures. The public deficits were financed mostly
by printing money, with the predictable result
that at end-1996 inflation accelerated to 57%. The

overall approach to economic policy was clearly
unsustainable. As international financial institu¬

tions withdrew their financial support, policies
in Romania were at an impasse.

A New

Approach
In 1997, the new coalition government elected

in November of the previous year decided to
abandon the gradualist approach and implement

1. OECD Economic Surveys: Romania, OECD Publi¬
cations, Pahs, 1998.

2. OECD Economic Assessment of Romania, OECD
Publications, Paris, 1993-
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Regional Development In Romania
Paul Paradis

FOCUS

Regional problems in Romania, strongly linked
to the unsuitable location of obsolete heavy
industries, are the legacy of forty years of cen¬
tral planning. After the Second World War, the
communist leadership decided that the expan¬
sion of industrial activity was the best instru¬
ment to develop the economy. The objective
was to use human resources to the maximum

and to attempt to diminish regional dispari¬
ties. The outcome of this policy was the
creation of an industrial base regardless of the
economic viability of its location.'

After the collapse of socialism in Romania at
the end of 1989 and the introduction of a

market economy, it was the regions - often
the poorest ones - where the industrial base
was artificially created and sustained by sub¬
sidies/ that had to face the most severe effects
of transition: extreme environmental degrada¬
tion, high unemployment and low standards
of living.

A study conducted recently by the EU Phare
Programme1 revealed a concentration of pov¬
erty and backwardness in the largest agricult¬
ural areas: the North-east (historical region of
Moldova) and the Romanian Plain in the
south. Aside from the capital, Bucharest, the
western and central parts of the country are
wealthier and better-off in terms of household

revenues, social and technical endowment
and economic assets. The highest unemploy¬
ment in 1994 was found in those judets
(counties) with a low stage of development at
the onset of transition, and with a very high
rate of decline in industrial employment.

The Arrival of a Policy Framework
Since 7 989, Romania has not had an explicitly
formulated regional policy, although the gov¬
ernment exercised a good deal of influence on
the development of the 42 counties through
attempts to induce an equal degree of indus¬
trialisation throughout the country, and other
instruments of central planning. At the advice
of the Phare Programme, the Romanian gov

ernment has created a regional-policy task-
force, and a Green Paper on Regional Devel¬
opment Policy was published in 1996 and
discussed at high level.

The new administration is now designing a
policy for regional development. It is studying
a new approach that could lead to the
creation of 'macro-regions', of regional agen¬
cies and to the establishment of a fund to pro¬
mote regional development. The main
objectives are to reduce regional disparities on
the one hand, and to promote balanced
growth of all regions through expansion of
important sectors such as infrastructure, edu¬
cation, small and medium-sized enterprises
(SMB.).

The OECD is contributing to this process
through an analysis of regional problems and
policies in Romania. The principal issues ex¬
amined include improvement and expansion
of infrastructure, impediments to the expan¬
sion and diversification of tourism, regional
strategies for restructuring heavy industries in
the jiu Valley (covering also retraining and
human resources), the promotion of SMEs and
strategies for the restructuring of thousands of
small private farms into associations to raise
productivity. The purpose of the study is to
assist the Romanian authorities in their way of
thinking about regional problems and to offer
advice on how regional policy may help them
tackle problems in these specific fields.

The regional and local authorities are
aware of the benefits of regional development
policy, recognising that growth does not de¬
pend solely on the national government. One
of the most difficult questions facing the cen¬
tral government concerning regional develop-
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ment will be whether to focus limited resources

on policies to combat disparities, or to devote
them towards promoting stronger regions and
overall competitiveness as an engine for
growth for the entire country. The recent trend
in OECD countries has been away from the
former and towards the latter. But in the diffi¬

cult circumstances of transition to a market

economy it may be necessary to adopt a com¬
bined approach.

1 . Regional Problems and Policies in Romania, OECD
Publications, Paris, forthcoming 1998.

2. For example, in the counties of Vaslui, Olt, Salaj,
lalomita, Mehedini, Buzau, where machinery and
equipment, chemicals, metallurgy, textiles and clothing
industries mere established.

3. Regional Disparities in Romania 1990-94, Phare
Programme Romania, Regional Policy Analysis and
Development, Bucharest, 1996.
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a shock therapy. The main novelty in the gov¬
ernment programme was a firm intention to ac¬
celerate structural reforms towards privatisation,
the liquidation of loss-making firms, the liberali¬
sation of prices, the reduction of trade barriers
and the promotion of foreign investment. Most
indirect subsidies were stopped, and direct sub¬
sidies and easy refinancing from the central bank
were phased out. The previous system of an
official exchange rate was abandoned and the
currency was allowed to float according to market
forces. On the basis of this programme, the IMF
and the World Bank accepted to re-negotiate a
stand-by credit line and a package of structural
loans of roughly $1 billion.

The programme implemented in 1997 re¬
presents an additional, but largely unavoidable,
transition shock for Romania. Social and eco¬

nomic conditions have deteriorated in a country
where poverty was already widespread. By mid-
1997 real wages had fallen by 30% from their
position a year earlier. Both large and small en¬
terprises have been hard hit by the contraction
in demand, soaring interest rates and - espe¬
cially large industries and state farms - the
phasing-out of state subsidies. For 1997 as a
whole, GDP probably fell by 6% or more. Un¬
employment has remained surprisingly low, at
around 7%, in part because the private agricult¬
ural sector has played the role of buffer, but its
ability to do so is unlikely to last as restructuring
progresses and the capacity of rural areas to ab¬
sorb the unemployed reaches its limits. Prices of
energy and other public utilities have doubled
or more, causing prices to rise by over 30% in
March 1997 alone. Since then, tight monetary
conditions have brought inflation down, but it
persisted at 3-4% per month at the end of the
year. Inflation for 1997 as a whole was over 150%.

There are nevertheless some encouraging
signs. Exports have picked up and the current-
account deficit has declined. Improved trade per¬
formance could re-ignite economic growth - as
in 1993, but this time on a sounder basis. The

target of 4.5% of GDP for the government deficit
in 1997 was reached despite difficult fiscal con¬
ditions. And capital inflows have increased, help¬
ing to stabilise the exchange rate and increasing
the reserves of the central bank.

Industrial restructuring by the new government has laid off 70,000 workers, though severance
payments were generous.

Against this background, the question of ade¬
quate macro-stmctural links again becomes the
core issue. If structural reforms do not move

ahead rapidly enough, the short-term costs of
the austerity programme imposed by the shock
therapy of 1997 will not lie balanced by the
longer-term gains of a more efficient economy.
Indeed, if the population does not see some
result from the difficulties they have been
through, the political consensus formed after the
elections of end-1996 may come under threat.

How Rapid and Deep
are Structural Reforms?

Time is one of the most precious resources
for transition and much time has been lost in

Romania. In its initial programme, the govern¬
ment set out an ambitious list of structural

reforms, and parliament has since been legisla¬
ting actively to pass around 100 new laws. The
implementation of reforms has nonetheless
lagged behind initial expectations.

For example, a bolder approach to privatisa¬
tion has been instituted, but only half of the ini

tial target of roughly 2,700 companies to be pri¬
vatised in 1997 was achieved. As part of the new-
approach, the State Ownership Fund announced
that there would no longer be a minimum price
on the sales of state property and that enter¬
prises that could not be sold would lie liqui¬
dated. In parallel, the government attempted to
impose tough financial conditions on state-
owned enterprises: subsidies were considerably
reduced, imposing a defacto budget constraint
on cash flows, and stocks of unpaid tax-arrears
to the state budget incurred heavy penalties.

But practical difficulties meant that this bold
strategy could not be fully implemented. Assess¬
ment of financial viability of companies is often
problematic because accumulated losses arose
in part under the distorted price system of the
administered economy. Many enterprises, parti¬
cularly large ones with sometimes a heavy burden
of financial arrears, did not find a buyer. The
liquidation of non-viable enterprises also faced
strong resistance, both on political and social
grounds. Indeed, large firms such as oil refiner¬
ies and steel plants are often viewed as valuable
assets both by the authorities and the public
opinion. Selling them off cheaply is politically
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Indicators, 1990-99
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sensitive, especially when the potential buyers
are foreign investors.

If they are not rapidly solved, these policy
dilemmas will threaten the coherence of the re¬

form package. For example, the amount of arrears
in the economy, which reached 36% of GDP at
end-1996, is rising again. Most, indeed, are still
concentrated in large state-owned firms, notably
in the large public utilities (regies autonomes).
As a result, the amount of non-performing loans
in the banking sector has also increased and, by
mid-1997, over 50% of total bank credits were

either unlikely to be repaid or were already
obviously losses.
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The reform of the banking sector is another
key macro-structural link in the economy. Ex¬
periences in other transition economies show-
that a fragile banking sector is the weakest link
in the chain of economic adjustment.3 This sector
is dominated by four major state-owned banks,
two of which are severely burdened by non-
performing loans - mainly a legacy of the pre-
1997 policy when the banks were required to
provide low-interest (and largely unrecoverable)
credits to the agricultural and energy sectors.

3.John Lllwack. 'IPe Russian Federation - Commercial

Banking', The OECD Observer No.210. February/
March 1998.

The government has nevertheless made firm
and sometimes difficult choices that should foster

structural change. A number of loss-making agri¬
cultural farms have been closed clown. The

mining sector has been largely restructured, in¬
ducing massive lay-offs of around 70,000
workers; to minimise distress and social tensions,

lay-offs were accompanied by substantial sever¬
ance payments. In addition, the official stance
towards foreign investment is now open and lib¬
eral, although a 1.5% transaction tax is applied
to foreign portfolio investment. This openness
should stimulate private capital inflows and help
improve corporate governance. The start-up of
an over-the-counter market (based on the US

NASDAQ model) and the use of the stock market
for privatisation purposes have invigorated capital
markets. The government also intends to begin
privatising the state-owned banks in 1998, and
has announced major restructuring packages for
the two most problematic ones. These moves
will be supported by recent improvements in
the supervisory regime of the National Bank.

Romania has embarked on a long overdue
programme of difficult economic reforms, but
the scope for development is nonetheless widely
recognised. Romania has the second biggest
population in central and eastern Europe, a large
pool of skilled labour and generous agricultural
land. With better management of its endowment
of natural and human resources, it has the

potential to be a well-performing emerging
market economy.
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Australia

period
% change

from previous
period year

Cross Domestic Product Q4 97 0.4 3.1

reading Indicator Dec. 97 0,1 3.2

Consumer Price Index Q4 97 0.3 -0.2

current

period
same period

last year

Current Balance Q4 97 -3.97

Unemployment Rate Jan. 98 8.2 8.6

Interest Rate Jan. 98 5.01 5.79

^ftSrW Austria

period
% change

from previous
period year

Gross Domestic Product Q4 95 0,0 0.3

teading Indicator Oct. 97 0,6 8.1

Consumer Price Index Jan. 98 0.1 1.2

current

period
same period

last year
Current Balance Nov. 97 -0.83 -0.88

Unemployment Rate Dec. 97 4.4 4.3

Interest Rate Jan. 98 3.70 3.33

Definitions and Notes

Cross 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, OECD Publications,
Paris, March 1998.

Belgium

period
%ch

from p
period

ange
revious

year

Cross Domestic Product Q3 97 0.5 3.0

Leading Indicator Dec. 97 -1.6 2.3

Consumer Price Index Jan. 98 0.0 0.4

current

period
same period

last year

Current Balance Q3 97 2.97 3.17

Unemployment Rate Dec. 97 9.3 9.5

Interest Rate Feb. 98 3.55 3.13

;:;ft

Denmark

*
1 ^^ period

%ch

from p
period

ange
revious

year

Cross Domestic Product Q3 97 -0.2 2.1

Leading Indicator Dec. 97 0.5 3.4

Consumer Price Index |an. 98 -0.1 1.7

current

period
same period

last year

Current Balance Q3 97 0.67 1.28

Unemployment Rate Dec. 97 5.6 6.3

Interest Rate Jan. 98 3.80 3.60

Canada

ftftftftftftftïft
period

% change
from previous

period year
Cross Domestic Product 04 97 0.7 4.2

Leading Indicator Jan. 98 0.1 1.3

Consumer Price Index Dec. 97 -0.1 0.7

current

period
same period

last year

Current Balance Q4 97 -3.56 0.72

Unemployment Rate Dec. 97 8.6 9.7

Interest Rate Feb. 98 4.96 3.10

Finland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 1.1 6.0

Leading Indicator Oct. 97 0.2 5.6

Consumer Price Index Jan. 98 0.1 2.1

current

period
same period

last year
Current Balance Dec. 97 0.76 0.50

Unemployment Rate Dec. 97 12.6 14.7

Interest Rate Feb. 98 3.42 3.07

CZLU; RlTLULlC

period
% change

from previous
period year

Gross Domestic Product Q3 97 0.8

Leading Indicator

Consumer Price Index Jan. 98 4.0 13.1

current

period
same period

last year

Current Balance Q3 97 -0.68 -1.32

Unemployment Rate Jan, 98 5.0 3.6

Interest Rate Feb. 98 15.92 12.32

France

period
% change

from previous
period year

Gross Domestic Product Q4 97 0,8 3.2

Leading Indicator Jan. 98 0.2 4.3

Consumer Price Index Jan. 98 -0.3 0.5

current

period
same period

last year
Current Balance Nov. 97 1.79 0.65

Unemployment Rate Dec. 97 12.3 12.5

Interest Rate Jan. 98 3.62 3.35

Germany

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 97 0.3 2.3

Leading Indicator Dec. 97 -0.2 7.4

Consumer Price Index Jan. 98 0.0 1.3

current

period
same period

last year

Current Balance Dec. 97 4.28 -0.43

Unemployment Rate Dec. 97 10.0 9.2

Interest Rate Feb. 98 3.51 3.19

Greece

Gross Domestic Product

Leading Indicator
Consumer Price Index

Current Balance

Unemployment Rate
Interest Rate

period
%ch

from pr
period

1996

Jan. 98 -0.3

Jan. 98 -0.9

current

period
Oct. 97 -0,41

Feb. 98 12.70

year
2.6

1.8

4.4

same period
last year

-0.70

10,71

HUXGARY

period
%ch

from p
period

ange
revious

year
Gross Domestic Product

Leading Indicator
Consumer Price Index Jan. 98 3.0 17.7

current

period
same period

last year
Current Balance

Unemployment Rate Jan. 98 10.3 10.1

Interest Rate Dec. 97 19.20 21.70

Iceland

period
%ch

from p
period

ange
revious

year
Gross Domestic Product 1996 5.2

Leading Indicator
Consumer Price Index Feb. 98 -0.2 2.0

current

period
same period

last year

Current Balance Q3 97 -0.03 -0.01

Unemployment Rate Jan. 98 2.6 3.4

Interest Rate Jan. 98 7.30 7.10

Ireland

period
%ch

from p
period

ange
revious

year
Gross Domestic Product 1996 8.6

Leading Indicator Jan. 98 0.2 15.1

Consumer Price Index Jan. 98 1.8

current

period
same period

last year

Current Balance Q3 97 0.77 0.93

Unemployment Rate Dec. 97 9.8 10.9

Interest Rate Jan. 98 6.05 5.84

Italy

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 0.4 2.1

Leading Indicator Jan. 98 1.9 10.3

Consumer Price Index Jan. 98 0.3 1.6

current

period
same period

last year
Current Balance Oct. 97 3.67 4.56

Unemployment Rate Oct. 97 12.1 12.0

Interest Rate Jan. 98 6.09 7.23
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>

x ï Japai*1

period
% change

from previous
period year

Gross Domestic Product Q3 97 0.8 1.0

Leading Indicator Jan. 98 0.3 -2.2

Consumer Price Index Jan, 98 -0.1 1.8

current

period
same period

last year

Current Balance Dec. 97 10.01 7.24

Unemployment Rate Jan. 98 3.5 3.3

Interest Rate Jan. 98 0.95 0.53

Mexico

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 97 -0.4 6.6

Leading Indicator Jan. 98 0.5 5.7

Consumer Price Index Jan. 98 2.2 15.3

current

period
same period

last year

Current Balance Q3 97 -2.55 -0.84

Unemployment Rate Jan. 98 3,5 4.4

Interest Rate Jan. 98 19.37 24.60

ft"

NORWAY

Â
period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 97 1.5 4.5

Leading Indicator Dec. 97 -0.3 2.5

Consumer Price Index Jan. 98 0.4 2.0

current

period
same period

last year

Current Balance Q3 97 1.96 2.85

Unemployment Rate Q4 97 3.8 4.8

Interest Rate Feb. 98 3.84 3.52

Spain

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 97 0.9 3.6

Leading Indicator Dec. 97 -1.1 3.7

Consumer Price Index Jan. 98 0.2 2.0

current

period
same period

last year

Current Balance Dec. 97 1.47 -0.79

Unemployment Rate Dec. 97 21.0 21.4

Interest Rate Feb. 98 4.64 5.89

TURKEY

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 -2.3 5.5

Leading Indicator
Consumer Price Index Jan. 98 7.2 101.6

current

period
same period

last year

Current Balance Q3 97 1.05 0.75

Unemployment Rate Q2 97 5.9 6.3

Interest Rate

Korea

period
% change

from previous
period year

Gross Domestic Product Q3 97 1.5 6.3

Leading Indicator
Consumer Price Index Feb. 98 1.7 9.5

current

period
same period

last year

Current Balance Nov. 97 0.54 -2.07

Unemployment Rate Dec. 97 3.1 2.3

Interest Rate Dec. 97 18.60 13.50

Netherlands

period
% change

from previous
period year

Gross Domestic Product Q3 97 0,7 3.1

Leading Indicator Jan. 98 -0.3 2.5

Consumer Price Index Jan. 98 -0.4 1.8

current

period
same period

last year

Current Balance Q2 97 4.64 4.96

Unemployment Rate Nov. 97 4.7 6.1

Interest Rate Feb. 98 3.44 3.01

Poland

period
%ch

from p
period

ange
revious

year
Gross Domestic Product

Leading Indicator
Consumer Price Index Dec. 97 1.0 13.0

current

period
same period

last year

Current Balance Nov. 97 -0.28 -0.13

Unemployment Rate Jan. 98 10.5 12.8

Interest Rate Jan. 98 23.31 19.45

Sweden

period

Gross Domestic Product Q3 97

Leading Indicator Jan. 98
Consumer Price Index Jan. 98

Current Balance

Unemployment Rate
Interest Rate

i

'«ËL

Oct. 97

Dec. 97

Feb. 98

% change
from previous

period
1.5

0.9

-0.8

current

period
0.70

9.1

4.33

year
2.4

5.8

0.9

same period
last year

0.83

10.6

3.93

United Kingdom

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 97 0.4 3,2

Leading Indicator Jan. 98 -0.2 1.5

Consumer Price Index Jan. 98 -0.3 3.3

current

period
same period

last year

Current Balance Q3 97 0.32 -0.96

Unemployment Rate Dec. 97 6.6 7.7

Interest Rate Feb. 98 7.45 6.19

Luxembourg

period
% change

from previous
period year

Gross Domestic Product 1996 3.0

Leading Indicator Dec. 97 -1.5 11.3

Consumer Price Index Jan. 98 0.1 1.4

current

period
same period

last year

Current Balance

Unemployment Rate Dec. 97 3.6 3.6

Interest Rate

New Zealand

g period
% change

from previous
period year

Gross Domestic Product Q3 97 0.9 3.3

Leading Indicator
Consumer Price Index Q4 97 0.6 0.8

current

period
same period

last year

Current Balance Q3 97 -1.43 -1.35

Unemployment Rate Q3 97 6.8 6.3

Interest Rate Jan. 98 8.95 7.55

Portugal

period
% change

from previous
period year

Gross Domestic Product Q4 96 1.2 4.5

Leading Indicator Dec. 97 0.9 9.9

Consumer Price Index Dec. 97 0.2 2,3

current

period
same period

last year

Current Balance Q4 97 -1.01 -0.87

Unemployment Rate Dec. 97 5.9 7.1

Interest Rate Jan. 98 4.84 6.18

It Switzerland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 97 0.4 0.8

Leading Indicator Jan. 98 0.5 9.5

Consumer Price Index Feb. 98 0.1 0.0

current

period
same period

last year

Current Balance Q3 97 4.98 5.23

Unemployment Rate Jan. 98 4.7 5.3

Interest Rate Jan. 98 1.23 1.70

United States

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 97 1.0 3.8

Leading Indicator Jan. 98 -0.3 4.4

Consumer Price Index Jan. 98 0.2 1.6

current

period
same period

last year

Current Balance Q3 97 -42.16 -42.83

Unemployment Rate Jan. 98 4.7 5.3

Interest Rate Feb. 98 5.54 5.37
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Bookstore

Publications
January- February 1998
Order Form at the end of the issue

Agriculture, fisheries,
Food

The Future of Food

Long-term Prospects
for the Agro-food Sector
January 1998
See Reza Lahidji, 'The Agro-Food Sector
in the 21st Century', The OECD Ob¬
server. No. 210, February/March 1998.
(03 98 02 1 P) ISBN 92-64-15694-1. 130pp.
FF14S US$24 DM43 il 5 ¥2,800
Also available as an electronic book.

The Agricultural Outlook
1998/2003
1998 Edition

February 1998
(51 98 02 1 P) ISBN 92-64-16028-0, 100pp.
FF140 US$24 DM42 £14 ¥2,950

Agricultural Policy Reform
and the Rural Economy
in OECD Countries

February 1998
(51 98 03 1 P) ISBN 92-64-16026-4, 314pp.
FF260 US$43 DM77 .427 ¥5.250

The Environmental Effects

of Reforming Agricultural
Policies

February 1998
(51 98 04 1 P) ISBN 92-64-16041-8, 132pp.
FF130 US$22 DM39 £13 ¥2,650
Also available as an electronic book.

Agriculture
and the Environment

Issues and Policies

February 1998
See Wilfrid Legg and Michel Potier,
'Reconciling Agriculture and the Envi¬
ronment , The OECD Observer,

No, 210, February/March 1998.
(51 98 07 1 P) ISBN 92-64-16048-5, 40pp.
FF50 US$8 DM15 .45 ¥1,050

Competition
and Consumer Poky
OECD Proceedings

Gateways to the Global
Market

Consumers and Electronic

Commerce

February 1998
See Elizabeth Lynch, Protecting Con¬
sumers in the Cybermarket', The OECD
Observer, No. 210, February/March
1998.

(24 98 01 1 P) ISBN 92-64-16016-7, 136pp.
FF70 US$12 DM21 47 ¥1,350
Also available as an electronic book.

Development and Aid

Development Co-operation
Report 1997
Efforts and Policies

of the Members

of the Development Assistance
Committee 1998 Edition

January 1998
(43 98 01 1 P) ISBN 92-64-16019-1, 236pp.
FF180 US$30 DM53 .418 ¥3,550
Also available as an electronic book and on

diskette.

Development Centre Studies

Hong Kong
Policy Initiatives
Against Corruption
Bertrand De Speville
January 1998
(41 98 01 1 P) ISBN 92-64-16010-8, 82pp.
FF80 US$13 DM24 48 ¥1,550

Politics and Economic

Growth

A Cross-Country Data
Perspective
January 1998
(41 98 02 1 P) ISBN 92-64-16017-5, 158pp.
FFI40 US$23 DM42 £14 ¥2,700

The Economics and Politics

of Transition to an Open
Market Economy
Russia

Andrei Schleifer, Daniel Treisman

January 1998
(41 98 03 1 P) ISBN 92-64-16032-9, 86pp.
FF75 USS12 DM22 48 ¥1.450

Development Co-operation Reviews

Portugal 1997
No. 2

January 1998
(43 97 11 1 P) ISBN 92-64-15685-2, 52pp.
FF90 US$18 DM26 412 ¥1,900
Also available as an electronic book.

1O Bestsellers

1 . Education at a Glance 1 997

OECD Indicators

(96 97 04 1) ISBN 92-64-15622-4, 345pp.

IT260 US$43 DM77 £27 ¥5,100

2. Education Policy Analysis 1 997
(96 97 05 1) ISBN 92-64-15682-8, 80pp
FF50 US$8 DM15 £5 ¥1,000

3. OECD Economic Outlook, No. 62, December 1997
(12 97 62 1), ISBN 92-64-15377-2, 237pp.
IT165 US$35 DM55 £21 ¥3,800

See The OECD Observer, No. 210, February/March 1998

4. The World in 2020

Towards a New Global Age
(03 97 08 1), ISBN 92-64-15627-5, 136pp.
FF85 US$17 DM25 £11 ¥1,800

5. Model Tax Convention on Income and on Capital
Volumes I and II

(23 97 50 1) ISBN 92-64-15625-9, 1,160pp.
FF950 US$157 DM282 £97 ¥18,450

6. Literacy Skills for the Knowledge Society
Further Results from the International

Adult Literacy Survey
(81 97 07 1) ISBN 92-64-15624-0, 200pp.
FF180 US$30 DM53 £18 ¥3,500

7. External Debt Statistics 1 997

(43 97 10 1) ISBN 92-64-15677-1, 33pp.
FF130 US$20 DM39 £13 ¥2,500

8. OECD Economic Surveys
Australia 1997/98
(10 98 04 1) ISBN 92-64-15984-3, 192pp.
FF130 US$25 DM40 £15 ¥2,800

9. OECD Economic Surveys
United States 1996/97
(10 97 02 1) ISBN 92-64-15428-0, 234pp.
FF125 US$25 DM40 £15 ¥2,900

See The OECD Observer, No. 209, December 1997/January 1998

1 0. International Direct Investment Statistics

Yearbook 1997

(21 97 08 3) ISBN 92-64-05535-5, 418pp., bilingual
FF330 US$65 DM98 £43 ¥6,950
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Belgigium 1997
No. 23

February 1998
(43 98 03 1 P) ISBN 92-64-16031-0, 45pp.
FF90 US$18 DM26 412 ¥1,900
Also available as an electronic book.

Geographical Distribution
of Financial Flows

to Aid Recipients
1998 Edition

January 1998
(43 98 02 3 PI ISBN 92-6-1-055 1 1- 1. 202pp..
bilingual
FF350 US$58 DM104 £36 ¥7,100
Also available on CD-ROM and as an electronic

book.

Economy
OECD Economic Surveys

Norway 1997/1998
1998 Edition

February 1998
(10 98 22 1 P) ISBN 92-64-15987-8, 140pp.
FF130 US$25 DM40 £15 ¥2,800

Portugal 1997/1998
1998 Edition

David Berrian, Antonio Brandào

February 1998
See Marcos Bonturi, -Portugal - The
Health System', The OECD Observer.
No. 210, February/March 1998.
(10 98 23 1 P) ISBN 92-64-15982-7, 105pp.
FF130 US$25 DM40 £15 ¥2,800

Romania 1997/1998
1998 Edition

February 1998
See pp. 39-42 of this OECD Observer.
(10 98 38 1 P) ISBN 92-64-16006-X, 214pp.
FF130 US$25 DM40 £15 ¥2,800

Mexico 1997/1998
1998 Edition

February 1998
(10 98 40 1 P) ISBN 92-64-15983-5, 129pp.
FF130 USS25 DM40 £15 ¥2,800

Also available as electronic books.

1998 Subscription:
ISSN 0376-6438
FF1.800 US$385 DM550 £210 ¥38,500

Main Economic Indicators

Sources and Methods
Domestic Finance Statistics

January 1998
(31 98 13 1 P) ISBN 92-64-16035-3. 77pp.
FF110 USS18 DM33 ill ¥2.150
Also available as an electronic book.

Main Economic Indicators

Sources and Methods

Interest Rates and Share Price

Indices

January 1998
(31 98 14 1 P) ISBN 92-64-16036-1. 75pp.
FF110 USS18 DM33 ill ¥2.150

Flows and Stocks of Fixed

Capital 1971/1996
1997 Edition

January 1998
(30 97 06 3 P) ISBN 92-64-05540-1, 58pp.. bilingual
FF140 US$23 DM42 £14 ¥2,850
Also available on diskette.

National Accounts Volume 1

1960/1996

Main Aggregates 1998 Edition
January 1998
(30 98 01 3 PI ISBN 92-64-05550-9, 188pp.,
bilingual
FF230 US$38 DM68 £24 ¥4,650

Main Economic Indicators

January 1998
No. 1

January 1998
(31 98 01 3 P) ISBN 92-64-05716-1, bilingual
FF150 US$29 DM45 £17 ¥3,200
Also available on CD-ROM and on diskette.

Main Economic Indicators

February 1998
No. 2

February 1998
(31 98 02 3 P) ISBN 92-64-05717-X, bilingual
FF150 USS29 DM45 £17 ¥3,200
Also available on CD-ROM and on diskette.

Monthly Statistics of Foreign
Trade January 1998
Series A

January 1998
(32 98 01 3 P) ISBN 92-64-05700-5, bilingual
FF110 US$20 DM30 £13 ¥2,350
Also available on diskette and as an electronic

book.

Foreign Trade
by Commodities - Series C
Volume 3 1995

Austria, Iceland, Italy,
Netherlands, Norway,
United Kingdom
January 1998
'(34 96 03 3 P) ISBN 92-64-05242-9, 472pp.,
bilingual
FF600 US$110 DM175 £75 ¥13,800

Foreign Trade
by Commodities - Series C
Volume 4 1995

Mexico, Czech Republic,
Greece, Portugal, Spain,
Sweden, Turkey
January 1998
(34 96 04 3 P) ISBN 92-64-05243-7, 518pp.,
bilingual
FF600 US$110 DM175 £75 ¥13.800

Quarterly National Accounts
Fourth Quarter 1997
February 1998
(36 97 01 3 P) ISBN 92-64-05215-1, 270pp..
bilingual
FF130 US$25 DM38 £17 ¥3.000
Also available on diskette.

Education

PEB Exchange
No. 33

January 1998
(88 98 33 1 P) ISBN 92-64-15961-4, 24pp.
FF60 US$15 DM19 £7 ¥1,300

Pathways and Participation
in Vocational and Technical

Education and Training
January 1998
(91 98 01 1 P) ISBN 92-64-15368-3. 396pp.
FF240 USS47 DM70 £31 ¥5.050
Also available as an electronic book.

University Research
in Transition

January 1998
(92 98 02 1 P) ISBN 92-64-16030-2. 106pp.
FF120 USS20 DM36 £12 ¥2.350

Energy
International Energy Agency (IEA)

International Coal Trade

Market Operation
and Prospects
January 1998
(61 97 30 1 P) ISBN 92-64-15667-4, 160pp.
FF220 USS43 DM64 £28 ¥4.650

Energy Prices and Taxes
Third Quarter 1997
January 1998
(62 98 01 1 P) ISBN 92-64-15950-9, 467pp.
FF350 USS70 DM95 £40 ¥7,500
Also available as an electronic book.

Oil, Gas, Coal and Electricity
Third Quarter 1997
Quarterly Statistics
January 1998
(60 97 04 3 P) ISBN 92-64-05239-9, 360pp.,
bilingual
FF350 USS70 DM100 £43 ¥7,700

Nuclear Energy Agency (NEA)
OECD Proceedings

3-D Deterministic Radiation

Transport Computer
Programmes
Features, Applications
and Perspectives

January 1998
(66 97 16 1 P) ISBN 92-64-16020-5, 428pp.
FF420 US$70 DM125 £43 ¥8.250

Nuclear Emergency Data
Management
Zurich, Switzerland,
13-14 September 1995
February 1998
(66 98 02 1 P) ISBN 92-64-16037-X. 478pp.
FF480 US$79 DM143 £49 ¥9.45(1

Fluid Flow through Faults
and Fractures in Argillaceous
Formations

A Joint NEA/EC Workshop,
Berne, Switzerland,
10-12 June 1996
February 1998
(66 98 03 1 P) ISBN 92-64-16021-3, 400pp.
FF400 US$67 DM119 £41 ¥8,100

Environment

Applying Market-Based
Instruments

to Environmental Policies

in China and OECD

Countries

January 1998
(97 97 17 1 P) ISBN 92-64-15618-6. 260pp.
FF230 USS45 DM67 £30 ¥4,850

Financial, Fiscal
and Enterprise Affairs

Tax Sparing
A Reconsideration

February 1998
(23 98 01 1 P) ISBN 92-64-16022-1. 88pp.
FF130 USS22 DM39 £13 ¥2.650
Also available as an electronic book.

Transfer Pricing Guidelines
for Multinational Enterprises
and Tax Administrations

1998

Update
February 1998
(23 98 64 1 P) ISBN 92-64-16047-7, 29pp.
FF50 USS8 DM15 £5 ¥1,050

The Tax/Benefit Position

of Employees 1995/1996
1997 Edition

February 1998
(23 98 02 3 P) ISBN 92-64-05541-X, 406pp.,
bilingual
FF350 US$58 DM104 £36 ¥7,100
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fust Published

Bookstore

Financial Accounts of OECD Countries

France 1981/1996
January 1998
(20 97 25 3 P) ISBN 92-64-05543-6, 70pp., bilingual
FF70 US$15 DM21 £9 ¥1,600

Spain 1981/1996
February 1998
(20 97 27 3 P) ISBN 92-64-05547-9, 70pp., bilingual
FF70 US$15 DM21 £9 ¥1,600

Sweden 1980/1995
February 1998
(20 97 30 3 P) ISBN 92-64-05546-0, 64pp., bilingual
FF70 US$15 DM21 £9 ¥1,600

1998 Subscription:
ISSN 0304-3371
FF2.215 US$430 DM660 £260 ¥47,500

Labour Market

and Social Issues

The Battle against Exclusion
Social Assistance in Australia,
Finland, Sweden
and the United Kingdom
January 1998
(81 98 02 1 P) ISBN 92-6-1-15612-7, 212pp.
FF110 US$22 DM32 £14 ¥2,300
Also available as an electronic book.

OECD Proceedings

Migration and Regional
Economic Integration
in Asia

January 1998
(81 98 01 1 P) ISBN 92-64-16039-6, 185pp.
FF95 US$16 DM28 £10 ¥1,900

Quarterly Labour Force
Statistics

Fourth Quarter 1997
January 1998
(35 97 04 3 P) ISBN 92-64-05231-3, 90pp.. bilingual
FF90 USS18 DM29 ill ¥1,900
Also available on diskette and as an electronic-

book.

Public Management
Public Management Occasional Papers

Putting Markets to Work
The Design and Use
of Marketable Permits

and Obligations
No. 19

January 1998
(42 97 69 1 P) ISBN 92-64-15615-1, 49pp.
FF35 USS7 DM10 £5 ¥750

Contracting Out Government
Services

Best Practice Guidelines
and Case Studies

No. 20

January 1998
(42 98 70 1 P) ISBN 92-64-15689-5, 100pp.
FF75 US$12 DM22 £8 ¥1,450
Also available as an electronic book.

Wage Determination
in the Public Sector

A France/Italy Comparison
No. 21

January 1998
(42 98 71 1 P) ISBN 92-64-15698-4, 77pp.
FF60 US$10 DM18 £6 ¥1,150
Also available as an electronic book.

Science, Technology
and Industry

Science, Technology Industry
Review 1997

No. 21

January 1998
(90 97 21 1 P) ISBN 92-64-15381-0, 100pp.
FF160 US$32 DM47 £20 ¥3,700

Best Practice Policies

for Small and Medium-sized

Enterprises
1997 Edition

February 1998
(92 98 01 1 P) ISBN 92-64-16012-4, 136pp.
FF220 USS36 DM65 £22 ¥4,250
Also available as an electronic book.

Cryptography Policy:
The Guidelines

and the Issues

The OECD Cryptography
Policy Guidelines
and the Report
on Background and Issues
of Cryptography Policy
February 1998
(9.3 98 01 1 P) ISBN 92-64-16023-X. 38pp.
FF50 USS8 DM15 £5 ¥1,000
Also available as an electronic book.

OECD Proceedings

Policy Evaluation
in Innovation

and Technology
Towards Best Practices

January 1998
(92 97 10 1 P) ISBN 92-64-15697-6, 466pp.
FF165 US$27 DM49 £17 ¥3,200

Novel Systems for the Study
of Human Disease
From Basic Research

to Applications
February 1998
(93 98 02 1 P) ISBN 92-64-1601 1-6, 398pp.
FF155 US$26 DM46 £16 ¥3,000
Also available as an electronic book.

Indicators of Industrial

Activity
Fourth Quarter 1997
January- 1998
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