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GENU TY
Real Internet Security:

People and processes
protect your data,

not technology

ith near ubiquitous use of the Internet
to concloci business and communicate,

organizations tend to place too much

faith in technology to protect their vital

data. Technologies alone such as
firewalls and Virtual Private Networks

(VPNs) are seen as panaceas for secority

problems. Bot such a narrow focus misses

the real requirements for information

secority. This is about balancing the risks

of openness with the rewards of tighter
relationships with soppliers, partners and
customers. However, as both

opportunities and volnerabilities are

constantly changing, secority becomes a

never-ending process. Only skilled

people and clearly defined processes can

help safegoard information in a

meaningful way, with technology as a

complement.

The Internet has become an attractive

target for hackers or others with

malicious intent, as the web has grown

more business critical. All organizations

need to protect themselves against the
financial, reputation, and productivity

losses, as well as downtime caused by

information security breaches. In the

past, large organizations had a massive
advantage vis-a-vis their attackers when
it came to technical resources and skills,

but now these are often more evenly

matched for both computing and brain

power. The question is not if, but when

you will get a security breach.

y Genuity's Industry milestones: \^

Developed the ARPAnet, the precursor

to the Internet (as 88N in 1969)

Sent the first encrypted email

Pioneered the development of PKI

(Public Key Infrastructure)

Introduced the @ symbol to enable
multi-address email

Built the first router

Built the first Virtual Private Network,

VPN (for the US Navy)

Pioneered managed hosting services
in the US in 1 995

Indeed, a survey from the CERT,

Coordination Center (operated by

Carnegie Mellon University), for 2001
shows:

90% of respondents (primarily large
corporations and government agencies)
detected computer security breaches

70% reported incidents such as theft
of proprietary information, financial
fraud, system penetration, denial of
service attacks and sabotage of data or
networks.

74% acknowledged financial losses
due to computer breaches.

Organizations are placing greater

emphasis on protecting their vital data

by employing many of the available

security technologies and physical
measures (i.e. firewalls, VPN's, PKI,

badge readers, biometrics, cameras).

However, the real challenge for many

organizations is trying to make all of
these complex technologies and

components work together in the context

of a comprehensive security policy.

To ensure reliable operations and

communications, organizations are

increasingly relying on managed services

providers to assess and enhance

information security in a cost efficient

manner. According to a survey from

Infonetics Research, European end-user

spending on Managed security services

is expected rise six-fold to S3.1 billion in
2004 from $0.5 billion in 2002.

Genuity, a leading provider Managed

Internet services, helps multinational

organizations run secure, dependable

Internet communications from virtually

anywhere in the world by applying

decades of experience in managing,

maintaining and protecting their

electronic assets 24x7x365, against

known and unknown threats. Genuity

has a unique history in providing secure

solutions for governments and public

sectors through its development of the

ARPAnet, the precursor to the Internet,

for the US Department of Defence in
the 1960s.

Current and future information security

challenges demand comprehensive and

proactive security strategies. Without
them critical business and

communications can be compromised

instantly. This means going beyond
VPNs, firewalls, and access control

solutions. Organizations should adopt

the same comprehensive approach to

information security challenges as they

did when dealing Y2K; scan all parts of

their systems and processes for potential

vulnerabilities. To be sure, a qualified

staff, well-defined processes and clear

strategies are crucial to successful

information security. With this in place
the Internet becomes a true enabler of

improved business and communications.

Beyond technology,

it takes people!
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Too late for

the Amazon?

The global talking shop on the

environment will soon be upon

us - the 2002 Johannesburg
Summit on Sustainable

Development in August.
Remember Rio? That was 10

years ago. And from my reading

of UN preparatory meetings (and
a few OECD articles), the

message will be "it's time for
action" - urgent action in the
case of deforestation. I couldn't

agree more. But do we need to

spend US$50 million (one-third

for security) and have as many as

65,000 people attending to do

something? It's surely an open

question.

I'm particularly concerned about
the Amazon, which accounts for

40% of the world's rainforest and

is the largest remaining wilderness.
Over a year ago, a team of
Brazilian and American scientists

predicted that only about 5% of
primary forest in the Amazon will

remain standing by 2020 and the

process that will wipe this
wilderness out could become

irreversible within a decade. If it's

taken a decade (since Rio) for the

international community to begin

sorting itself out on environmental

issues such as climate change and

deforestation, isn't it already too
late for the Amazon?

Discussion in the UN and the

OECD testifies to our genuine
concern for environmental hot

spots. So why has the Amazon

become such a total blind spot? I

don't think it has anything to do
with greater concern for global

security or other international
issues which command our

attention. I believe we have simply

given up. We'd rather talk than

invest in practical solutions which

are already on paper. But when
you consider that last September

the Brazilian Congress partially

approved a new draft forestry code
to allow landowners in the

Amazon to more than double (to

50%) the amount of forest they

can cut down, perhaps we should

just throw up our amis in despair.
Or should we?

Of course not. There's plenty of

evidence to show that working

with government and landowners
can make the Amazon

economically and biologically

sustainable. Though I put it to an
Amazonian botanist that the draft

law would be a disaster. On the

contrary, he replied, any law,

however rapacious, is good news

as long as it can be enforced. Law

enforcement, especially against
illegal logging, is urgent. There is
no environmental policing in the

Amazon, period.

We must pour far more money

into projects on the ground,

alleviate poverty, educate, work on

a massive scale to help the

Brazilian government sustain the
Amazon. The will and the

knowledge are there if only we
talked less and did more.

Hugo Fay,

London, United Kingdom

Intolerable

road habits

You mention road pricing in your

last edition. The evidence Anthony

Ockwell presents seems

convincing, but is there really such

a thing as an optimum toll pnee
that will clear the roads of

unwanted traffic? Somehow I have

the feeling that were road pricing

built into our system, people

would adapt to it. Take cigarette

smoking: has raising the price
really caused fewer people to

smoke? Or is there a country

where people simply do not go to
work because income taxes are too

high? No, the traffic would be no
better after a while.

That is not to say 1 disagree with

the aims of the piece - something
has to be done about road

congestion, but I am just not sure
that market solutions can work in

this case. Surely, tighter regulation
would be more effective - if

pollution does cause harm, then

regulation is justifiable. Also,

companies should do more to

support public transport. Cars are

often offered as perks that come
with the job, regardless of where
you live, and perhaps companies
could do more to encourage their
executives to take public transport.

And how many people drive to

work ever)' day who could take

public transport or cycle? People
like their cars. Habits are hard to

break and we get the price we
deserve.

Attitudes have to change: I

would say that more than
anything, it is social intolerance

that has led to a fall in cigarette

smoking in the United States.

Another approach has to be

technology; as far as I know,

technology for alternative fuels
does exist. The market is too

expensive, we are told, but how
much of that is to do with

lobbying from the automotive
sector, whether unions or

employers? Have customers been

asked? Funny, some publicly

funded bus services already use
these fuel alternatives. Publicly
funded bus services in several

French towns, for instance, use

Diester made from vegetable oil,

mainly colza (canola). Car

manufacturers are watching,

demonstrating that if policy leads,
then the market will follow.

RJ. Doyle,
Paris, France
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On the

cover

In Finding the
balance, Ruairi

O'Brien portrays
a world in constant

movement towards equilibrium
and harmony, a structured world
in which education and security
are fundamental. This is Mr

O'Brien's second cover for the

OECD Observer - he designed the
front of our Forum edition in

2001. Ruairi O'Brien is an

architect, painter and university
teacher, living in Germany. His
website is www.robarchitects.com
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EDITORIAL

Development: This time let's get it right!
Donald J. Johnston, Secretary-General, OECD

This is the year of development! The Monterrey Summit on

Financing for Development, the OECD Ministerial, the African
Initiative of the G8 Summit and the World Summit on

Sustainable Development in Johannesburg: all are largely focused on

poverty reduction and effective development assistance. This
10-point strategy could help them: 1. Create a framework for free and

equitable international trade. 2. Promote mutually beneficial flows of
foreign private investment. 3. Establish a better partnership, a clearer
purpose and a greater coherence in development aid. 4. Increase the

volume of aid. 5. Meet the problem of mounting debts. 6. Make aid
administration more effective. 7. Redirect technical assistance. 8. Slow

the growth of population. 9. Revitalise aid to education and research.
10. Strengthen the multilateral aid system.

I wish I could take credit for this solid strategy, but 1 cannot.

It is drawn from the Report of the Commission on International

Development entitled "Partners in Development" and was delivered
to Robert S. McNamara, then president of the World Bank, in 1969!

It sounds familiar because many of these ideas are present in today's

"new" development strategies, including the importance of NGOs

and foreign direct investment. The report clearly remains valid.

The same commission proposed that developed countries should

increase their Official Development Assistance (ODA) to 0.7% of

gross national income "in no case later than 1980". By 2000 only
five countries had attained the goal.

There are no doubt examples of good aid programmes, but how
effective have most of them really been? Not very, which is why

development remains high on the global agenda. In Sub-Saharan

Africa, incomes per capita rose in the 1960s and 1970s, but have
fallen back ever since to some US$80 above their 1960 level

(at 1995 prices). Even counting population growth, this record is

dismal. Where have we failed in our development strategies?

Many development advocates today prescribe more aid, even doubling
it to some US$100 billion. If we go down this path, we should make

sure that this time we do it right. For that, we have to learn the lessons

of history: One lesson is to avoid the trap of "conscience money", which
is how I would characterise much of our aid over the past 40 years.

When I was minister in the Canadian government of Pierre Elliot
Trudeau, the cabinet spent little time discussing the quality of official
aid. Our mam worry was how our effort, given the 0.7% target,
compared to the performances of other countries. Trudeau was
passionate about development, but when a nation's aid contribution is
measured against its GNP, and not the aid's effectiveness, it becomes
conscience money, not development finance. We might claim we have
"done our part", but have we?

In 1988, I worked on a parliamentary committee examining Canada's
aid programmes, including in relation to national suppliers. We

published a comprehensive, but little-known report, appropriately
called "For whose benefit?" This provocative and important question
still needs to be answered. One of our recommendations was that

Canada adopt a charter setting forth goals for our development
assistance: to help the poorest countries and people in the world;
to work always to strengthen capacities of developing countries to
solve their own problems in harmony with the natural environment;

to ensure that development priorities always prevail in setting objectives
for the ODA programme.

Well-intentioned declarations like these abound, but after a look at the

record, I admit to a little cynicism. Nevertheless, there is good reason to
believe a fresh start can work. Since 1969 a global economy has
emerged where trade and investment can deliver immense benefits to
the developing world. There are tremendous opportunities for business
in developing countries, provided the conditions are right. ODA can be
concentrated on achieving those conditions by nourishing human

capital and institutions of good governance. This in turn will attract
FD1 at a pace unimagined 30 years ago.

1 am convinced that the leaders of our international institutions sense

a crucial opportunity before us. The Millennium Development Goals
focus aid donors on building the human foundations for development.
Jim Wolfensohn at the World Bank is promoting a comprehensive
development framework for effective ODA, beginning with "good and
clean governance". Mark Malloch Brown, heading the UNDP, has
demonstrated the leadership needed to move development to a new

plateau. And the WTO's success at Doha underlines the importance of

making multilateral trade and investment work for development.

The title of the first chapter of the 1969 report was "A question of will".

I would exhort our political leaders to show that will, if they are serious
about reducing poverty and promoting development. In that line,
1 would like to offer a provocative, even radical, suggestion: channel all

your financial aid through multilateral development institutions,
especially the World Bank and regional banks which have demonstrated
capacity. The benefits would be many: substantial savings on national
bureaucracies that administer bilateral aid; reduced burdens on

developing countries of complying with complicated donor

requirements; enhanced effectiveness of aid; reduced political pressure
on governments to tie aid to satisfy national suppliers, etc. The
Development Assistance Committee (DAC) could bring donor countries
together to monitor the aid programmes of multilateral institutions and

co-ordinate much-needed technical assistance. Another step would be
for donor governments to appoint a senior minister for development,
to demonstrate priority and make development

happen. The UK is a good example. SfAtJ**

More effective aid is in the interests

of us all. We must put the days of

"conscience money" behind us.

Observer No. 231/232 May 2002 ^J



LEADER

Towards ethical globalisation
Guy Verhofstadt, Prime Minister of Belgium and Chair of the 2002 OECD Ministerial Council Meeting

The world has become a radically different place in the last

year. So when the OECD Ministerial Council convenes on
1 5-16 May in Pans, immediately after the OECD's annual

public Forum, we shall also have to change the way we talk.

The events that shaped this change are, of course, the terrorist

attacks of 1 1 September. The entire world reacted by forming a
large coalition against terrorism. Security all over the world was
stepped up. The Afghan Taleban, the regime that hosted the
organisation behind the attacks, were removed within a couple
of months.

Yet there is a feeling that the work has only started. The risk of
new terrorist attacks remains. But above everything else, a logic

PAIR, my new debt-relief initiative, is aimed
at creating a steady flow of financial aid from
the 850 million people in the 29 richest
countries to the 850 million people in

the 49 poorest.

is becoming clear. Yes, Osama Bin Laden is a cynical fanatic, to
be hunted down and jailed for life. But he could only operate in
a world where states become so poor and weak that they can be

hijacked by wealthy criminals.

Bin Laden was not the first to use a crumbling and

disintegrating state for his criminal activities. But he is the first
to have made us fully aware of the risks we face as a result. On
1 1 September terrorism went global.

Globalisation is no longer only an economic issue. It is a

fundamentatly political question too. It is about the great divide
between rich and poor on this planet, with all its potential of
creating an unstable and dangerous world. It is the most
important political issue of our generation.

Thus the battle against poverty should be the first priority on
our agenda. First, we must increase our aid for the poorest
nations. Let us at long last fulfil the promise we made over 30

years ago but have broken ever since: to raise official
development aid to the level of 0.7% of GDP.

The Financing for Development Conference in Monterrey in
March made some progress but did not go far enough. That is

L4	 Observer No. 231/232 May 2002

why I have proposed a new debt-relief initiative, called PAIR, or
Prospective Aid and Indebtedness Relief, aimed at creating a
steady Row of financial aid from the 850 million people m the

29 richest countries to the 850 million people m the 49 least

developed countries.

Fair trade is a second priority. We in the OECD area have been

promoting free trade for several decades, which is a good thing.
But we have not always practised what we preach . We should

stop protecting our own textile and agricultural markets and

subsidising our products to sell them more cheaply in poor
countries.

Let us open our markets and abolish export subsidies on our

products. After all, how can we expect local farmers in the
developing world to believe that world trade will bring them
freedom, justice and prosperity while at the same lime, with
these subsidies, we hinder them from selling their produce on

their own local markets? Through our export subsidies, we are

undermining local products on the markets in the towns and

cities of the third world. If we want to promote Iree trade, we
must ensure that it is fair.

Last but not least, we need a political structure to give shape

and order to what I call "ethical globalisation". A partnership
based on the structures of regional co-operation across our

continents would, I believe, be the most appropriate way to

create a genuine political dialogue on a world scale and would

give the voice of the poorer continents more weight. Let us
create a forum where the leading continental partnerships can

all speak on an equal footing and find global answers for global

problems.



New Hope For AIDS
Sufferers in Africa

by Merle A. Sonde, M.D.

Sub-Saharan Africa faces enormous prob¬

lems as it struggles with the AIDS

pandemic, but the Western world can lend

a vital helping hand. Today, most observers

acknowledge that the biggest challenge facing the

continent is not the availability or price of anti-

retroviral and other drugs, but the lack of an

adequate primary healthcare infrastructure.

Throughout Africa, medical professionals must

operate within hard-pressed healthcare systems

that cannot cope with the enormous challenges

facing them. By bringing resources to bear on this

deficit, Western healthcare providers and industry

- in partnership with Western governments - can

improve these conditions.

An international coalition the Academic

Alliance for AIDS Care and Prevention in Africa -

will break ground in 2002 on the first large-scale

HIV/AIDS clinic in Africa. The Academic Alliance

consists of five professors of medicine from North

American medical schools and eight professors of

medicine, pediatries, and public health from

Makerere University Medical School in Kampala,

Uganda. Pfizer Inc and the Pfizer Foundation are

providing $1 1 million over three years to fund con¬

struction and staffing of the clinic, which will be

located at Makerere University. Pfizer is also

donating its antifungal medicine Diflucan"

(fluconazole) for use in treating HIV/AIDS patients

suffering from cryptococcal meningitis and

esophageal candidiasis.

A world of ideas on public policy.

Expected to open in early 2003, the new

clinic will provide state-of-the-art diagnosis and

treatment of HIV, tuberculosis, opportunistic

infections, and sexually-transmitted diseases.

The new HIV/AIDS clinic

being established by the

Academic Alliance and

Makerere University

exemplifies the vital role

that public-private partner¬

ships play in checking the

AIDS pandemic

These capabilities will allow a quantum leap in

training in AIDS care by giving clinicians access

to previously unavailable information about lev¬

els of immune competence and HIV viral load.

Once the facility is fully operational, it will treat

many thousands of AIDS patients annually

according to the latest standards of care. The

clinic will also train approximately eighty clini¬

cians each year in the most advanced techniques

for treating AIDS. These medical professionals

will then return to their own institutions to train

many more, multiplying the new facility's impact.

The clinic will hopefully serve as a model for the

establishment of many others like it throughout

the continent.

The establishment of the Makerere clinic is

a vital first step in the larger project of strength¬

ening Africa's medical infrastructure, replicating

it across the continent, and bringing the latest

medicines to bear on treating this disease.

Pharmaceutical companies have expanded access

to needed medicines in Africa through donations

and price reductions. But the continent continues

to need a better delivery system for medical ser¬

vices to ensure proper dosing, education, and

treatment of HIV/AIDS patients.

The training provided at the clinic will pave

the way for wider access to anti-retroviral thera¬

pies throughout Africa. And it will help African

medical professionals provide their AIDS patients

the same enhanced care that developed-world

patients have come to expect.

The programme will also conduct critical

operational research to determine the most effec¬

tive ways to prevent HIV transmission, as well as

to treat the infection and its complications. In addi¬

tion to training African clinicians in HIV/AIDS

care, the programme will provide training in trans-

lational and clinical science for African students

and physicians.

Anti-retroviral drugs are an essential part of

the solution to the AIDS pandemic, but they are

only part of that solution. The new HIV/AIDS

clinic being established by the Academic Alliance

and Makerere University exemplifies the vital role

that public-private partnerships play in checking

the AIDS pandemic. This initiative offers new

hope and a brighter future to Africa's 25 million

HIV-infected people.

Merle A. Sonde, M.D., is co-chairman of the Academic

Alliance for AIDS Care and Prevention in Africa, and

Professor of Medicine at the University of Utah.
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Observer

Global tax co-operation
The OECD published in April a list of seven
jurisdictions identified as uncooperative lax
havens: Andorra, Liechtenstein, Liberia,

Monaco, Marshall Islands, Nauru and Vanuatu.

But "the real success of the project so far is
that we have received commitments from

31 jurisdictions to the OECD principles of
transparency and effective exchange of
information," said Gabriel Makhlouf,
chairman of the OECD's Committee on

Fiscal Affairs.

The OECD engaged in bilateral and
multilateral discussions with a number of

countries after publishing a list of tax havens
in 2000, and as a result 31 have taken action

to end various harmful tax practices. This is

"an important milestone in this project",
Makhlouf said. "Bui il is not the end of the

project. We look forward to working with all

the jurisdictions towards the twin goals of

transparency and information exchange.
We are disappointed that some jurisdictions
have chosen not to make commitments and

we will want to maintain contact with them

in order to encourage them to do so as soon

as possible."

The non-cooperative havens have another

year to take up this offer - possible

defensive measures against non-cooperative

havens would not be implemented before

April 2003, Makhlouf said.

The OECD has also released the text of a

model agreement for effective exchange of
information in tax matters, drawn up with
several non-member jurisdictions (Aruba,

Bermuda, Bahrain, Cayman Islands,

Cyprus, the Isle of Man, Malta, Mauritius,

the Netherlands Antilles, the Seychelles
and San Marino). This marks the first

results of OECD collaboration with

co-operative jurisdictions in the work on

harmful tax practices. One of the key
criteria in identifying such practices is
the lack of effective exchange of
information.

Tor more on the OECD's work on harmful tax

practices: www.oecd.org/taxation/

Economy on recovery path Mixed praise
Growth momentum is returning to the
OECD area as the causes of the recent

slowdown dissipate, but recovery is
initially likely to be uneven across the

major regions, the latest OECD Economic

Outlook says. While confidence has
returned more rapidly than previously

expected in the wake of 11 September, and
downside risks have lessened,

policymakers still face uncertainty.

GDP growth in the OECD is expected to
reach nearly 2% in 2002 and 3% in 2003

following a contraction in the second half

of 2001, with the US leading the upturn.
US GDP growth is forecast to more than
double to 2.5% in 2002 from 1.2% in

2001 and to rise again to 3.5% in 2003,

with a gradual strengthening in business
investment expected to underpin the

recovery in the second half of 2002 and
into 2003.

Euro area recovery is expected to be more

gradual. Economic activity is likely to
remain sluggish in the first half of 2002

but growth should gather pace thereafter.
Euro area GDP growth is forecast at 1.3%

in 2002 and 2.9% in 2003, up from 1.6%

in 2001. In Japan, activity is expected to

stop contracting in the near term as

exports are responding to exchange rate

depreciation and the revival of global
demand, and inventories have fallen to

more normal levels. But growth in output

is likely to remain very anaemic. GDP is
forecast to shrink 0.7% this year, after

contracting by 0.4% in 2001, before

showing 0.3% growth in 2003.

Outside the OECD, overall activity is likely
to accelerate, the Asian economies having
weathered the downturn well. Growth in

China is expected to remain around 7% and

activity in the Asia-Pacific region as a whole

is set to strengthen. The Russian economy,
while slowing, has shown some resilience.

Latin America presents a mixed picture, but

in general the Argentine crisis has had

limited spillover effects. Overall, the global
recovery will boost world trade growth from
2.5% in 2002 to 9.5% in 2003.

OECD Economic Outlook, No. 71, preliminary
version, 2002. A summary of projections is
available on www.oecd.org/macroeconomics

The unilateral approach on climate change

from the worlds largest emitter of greenhouse
gases "cannot be expected to deliver an

absolute reduction in greenhouse gases from
the energy sector," a recent International

Energy Agency (IEA) review of US energy
policy said. The US has announced targets for

greenhouse gas emissions per unit of GDP "It
would be in the interests of both the US and

the IEA as a whole if policies in this area were

developed in a manner consistent with future

US participation in an international trading
system for greenhouse gases," the IEA said.
Such a system is provided for in the Kyoto
Protocol on climate change. The IEA welcomed

the new emphasis on energy policy from the
Bush Administration but said that proposed
demand-side measures would benefit from

more precision. The National Energy Policy

places particular emphasis on increasing
domestic production of oil and gas.
The government is encouraged to make

a major effort to convince the public that
environmental problems can be overcome
by appropriate measures.

Energy Policies of IEA Countries - The United States,
IEA, 2002.

Visit www.iea.org
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Ship shape -

OECD countries have agreed on key

areas for action to promote safer and more
environmentally sound shipping by

eradicating sub-standard shipping around
the world.

The key areas cover improved effectiveness
in identifying and removing sub-standard
ships, and improving training and on-board
working conditions and incentives for
responsible shipowners. They also call for
greater use of information disclosure about
sub-standard ships and their owners as a

deterrent, and the development of a legal
framework to prove negligence when
owners, charterers or others have

intentionally benefited from the use of
sub-standard ships.

The non-binding policy statement issued by
the OECD Maritime Transport Committee

emphasises that if sub-standard shipping is

to be eradicated, industry itself must play a
major role. Irresponsible operators and users
must not be permitted by the international

system to profit unfairly from their actions.

On the other hand, responsible shipowners

should also be recognised and encouraged

through effective incentives.

The full text of the statement is available at:

www.oecd.org/pdfTvt00028000/M00028292.pdf/

- for more

competition
Separately, a new OECD study on liner

shipping said that the sector should no longer

be granted anti-trust immunity for pnce-fixing
and freight rate discussions as there is no

convincing evidence that these practices offer

more benefits than costs to shippers. However,

recognising the strong views held by different
sectors of the shipping industry on this issue,

the report also calls on governments to work

to overcome these disagreements by
strengthening provisions for confidential

contracts in liner trades. The report, Liner

Shipping Competition Policy, also calls for freight
capacity agreements to be carefully scrutinised

to ensure they do not distort markets. The

report offers three principles to guide liner-
shipping policy even if anti-trust exemptions

are retained: freedom to negotiate rates on an
individual and confidential basis; freedom for

carriers and shippers to protect key terms of

contracts, including information regarding
rates; and freedom of carriers to pursue

operational and/or capacity agreements with
other carriers as long as they do not confer

undue market power to the parties involved.

Because these principles are based on elements

that have already received support by both

carriers and shippers the report concludes that

they represent the best opportunity for a way
forward.

The report is available at: http://www.oecd.org/
pdf/M00020000/M00020755.pdf

Steely problems
Steel producers expect to cut capacity by
some 91 to 95 million tonnes by the end of
2002, with an additional 23 to 33 million

tonnes expected to be permanently closed
by 2005, it was announced after a high-
level meeting on steel organised by the

OECD. The meeting was attended

by OECD member and non-member
steel-producing countries. Participants also
agreed that the frictions currently arising in

world steel markets are a symptom of the
serious structural problems m the industry.

OECD deputy secretary general Herwtg

Schlôgl, who chaired the meeting, said the

purpose of the OECD talks was not to
resolve specific disagreements, but rather

to find a longer-term solution to avoid the

same cycle repeating itself. "The Secretariat

works on the understanding... That we

cannot solve the overcapacity problem by

trade measures as such," Mr Schlôgl told a

news conference after the meeting. "This is
a process... we contribute to reduce the
underlying cause of trade friction, and that

is the capacity problem of the industry."

The talks at the OECD began in September

2001 and have continued despite ongoing

WTO actions on steel by some producers.

Participants in the April meeting expressed

concern that the current expansion of trade

restrictions could delay needed industry

restructuring. They agreed that the OECD

exercise should be accelerated. A working

group on capacity will hold its first

meeting in September to examine to what

extent the capacity reductions forecast by
each economy are realised. The high-level

group will meet again before the end of the
year to evaluate the situation and to discuss

the results of the work being conducted on

capacity and market-distorting measures.

For more about OECD work on steel:

www.oecd.org/enlerprise/steel/

Soundbites
Smarter power
"Only a decade ago, the conventional
wisdom lamented an America in decline.

Bestseller lists featured books that described

America's fall. Japan would soon become
"Number One". That view was wrong at the
time... But the new conventional wisdom

that America is invincible is equally
dangerous..."

Joseph Nye, author of "The Paradox of American
Power: Why the World's Only Superpower Can't Go

It Alone", Oxford University Press, 2002, quoted in
The Economist, 23 March 2002, Vol 362, No. 8265

Smarter work

"The more you work, the less you are
efficient. If you work less, you are smarter."

Christian Boiron, chief executive of the Boiron

homeopathic laboratories, in praise of France's
35-hour week. BBC radio interview, quoted on
www.BBC.co.uk, 12 March 2002.

Smarter Africa

"It is not public aid drat will help our
countries to develop. . .Only a massive inflow
of private capital will trigger a virtuous circle
of growth... Aid helps to address problems
the private sector cannot solve, like health
and education. But doubling aid will change
nothing. Half as much has got us nowhere.
By participating more in international trade
we will acquire what we need to develop and
grow. The main obstacle to development in
Africa is political: the lack of transparency, of
respect for the basic rules of democracy. It Is
up to us to find the solution."

President Abdoulaye Wade of Senegal, in an
interview with Xavier Harel, La Tribune, 25

March 2002.
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Globalisation and its enemies
If the 1 990s will be remembered for the rapid spread of new
technology and free-market ideas, the first decade of the 21 st

century will be viewed as a period in which the seemingly
inevitable process of economic globalisation faltered

A number of events - the emergence of terrorist

groups with global reach, the wrenching

problems of introducing economic reforms in

emerging markets such as Argentina, and the

massive attention paid in more developed

economies to Enron-type corporate governance

failures - all seemed to come together in a way

that spelled the end of rapid growth and

worldwide market liberalisation.

For many media observers, the symbol of

the international economy in the 1 990s was

the annual business conference in Davos,

Switzerland, where thousands of corporate

executives and politicians gathered from

around the world to network. Today, however,

this symbol has been replaced by a rag-tag

coalition of protestors, ranging from trade

unionists to environmental activists, who

regularly disrupt annual meetings of the WTO

or the IMF.

But beyond this media-fed conclusion lies a

more complex reality: the process of globalisation

is still under way, but in a different manner. A

decade ago, the major companies in the OECD

world - the engines behind globalisation - took

the spread of international trade and investment

for granted. Today, this is not the case. Indeed, in

a recent survey conducted with a group of our

key clients, we found that the problem is not that

Top 10 Globalisation Issues List

Issue Rank

1 Corruption within business and 1

government sectors

1 Local accounting and banking practices 2

1 Effectiveness and fairness of local 3

government regulations

1 Behaviour and business practices of 4

competitors operating in the region,
ie. is there a level playing field?

1 The credibility and/or transparency of a 5

potential local partner or local investor

1 Local crime concerns and general 6

security of the environment

I Possible influence of local organised crime 7

1 Local labour issues, including stability, 8

availability of necessary skills within local
labour force etc.

1 Currency stability 9

1 Quality of existing infrastructure, 10

ie. transportation, power, water

Source: Diligence LLC © Globalisation Sorvey April 2002

globalisation no longer holds important business

opportunities. Rather, it is that in order to capture

these opportunities, companies must become far

more sophisticated about how to operate in a

more open, but also more risky environment.

The clients we surveyed do business in a

range of areas, including the natural resources

sector, financial services, high technology and

consumer products. They all agreed that in

doing business in challenging markets, reliable

information was at a higher premium than ever

before. They reported that despite all the media

attention focused on global terrorism and

regional crises in trouble spots, such as the

Middle East, they are more preoccupied with

mastering a narrower range of business risks. In

particular, six key risk areas were highlighted:

I Local corruption in business and

government. This has emerged as a primary

concern of our clients in the US and Western

Europe, particularly in working in emerging

markets. The ranges are from petty corruption,

endemic in India and other south Asian markets,

to more organised and dangerous criminal

groups in countries such as the Ukraine.

I Lack of transparency in accounting and

banking practices and standards. Many

countries have failed to adopt either US or

international accounting standards, which

creates real difficulties for foreign investors to

reliably measure financial performance. "The

lack of transparency is one of the single biggest

impediments to doing cross-border deals," a

senior investment bank manager told us.

I Bias in local government regulations.

In many markets, regulatory rules are not

consistently enforced or conveniently bent as

a result of political pressure. The operations of

central banks are also at times politicised, which

can severely complicate financial transactions.

I Predatory business practices by

competitors. Many clients complained of the

lack of a 'level playing field' in various markets,

as a result of unfair behaviour by competitors,

both foreign and local. Bribery was the most

visible manifestation of such practices.

I The danger of picking the 'wrong' partner.

While clients told us they recognise the

strategic importance of entering high-potential

markets, such as China, they are deterred by

questions concerning possible local partners.

Standard, Western-style due-diligence

techniques are often inadequate in the face of

complicated offshore financial structures, or the

origins of funds murky. Partner selection can

result in reputational damage. The general

counsel of a client in the energy industry noted:

"We learned our lesson after rushing into a joint

venture without properly reviewing our business

partner. We now have a very thorough process

for evaluating individuals and companies".

Physical security threats. After 9-1 1 ,

companies are highly sensitive to the risks of

terrorism and related forms of political violence.

This is true for 'traditional' problems, such as

in southern Russia, Columbia, Pakistan and

parts of south-east Asia, but our clients now

also express concern about central Asia,

northern Africa and, of course, the Middle East.

All in all, our clients recognise that a

combination of factors - the growth of

terrorism, the Argentine crisis and even the

Enron affair - have come together to complicate

the globalisation process. At the same time,

their appetite for international expansion has not

diminished. They also recognise, as we do, that

companies can succeed in challenging markets

if they have the information they need to fashion

prudent and effective strategies. Hard-to-get

information will be a key factor for success

in the new, more risky international business

environment, and this is precisely what

companies like Diligence LLC are committed to

delivering.

Richard Burt, a former assistant secretary of state

and US ambassador, is the chairman of Diligence

LLC. William Webster, the former director of the FBI

and the CIA, chairs the firm's Senior Advisory Group.

Visit Diligence LLC at: www.diligencellc.com.
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The fallout from terrorism

Security and the economy

Patrick Lenain, Marcos Bonturi and Vincent Koen

OECD Economics Department

The global economy has made a remarkable
recovery since the terrorist attacks of
September 2001. Still, there may be
consequences that the economy will have
to deal with for some time to come.

The road to recovery
The 1 1 September terrorist attacks in

the United States inflicted casualties

and material damage on a far greater

scale than any terrorist aggression in recent

history. The first and foremost cost was in
human lives: over 3,000 people were killed,
including office workers, aircraft passengers
and hundreds of rescue personnel. Then,
there was the destruction of physical assets:
this was estimated in the national accounts

to amount to US$14 billion for private
businesses, US$1.5 billion for slate and local

government enterprises and $0.7 billion for
federal government. Rescue, cleanup and
related costs have been estimated to amount

to at least US$11 billion. Lower Manhattan

lost approximately 30% of its office space
and scores of businesses disappeared. Close

to 200,000 jobs were destroyed or relocated
out of New York City, at least temporarily.

Shortly after the attacks, bio-terrorism came
to the fore: lethal anthrax spores were found
to have contaminated mail services, causing

several deaths. Awareness of other possible

threats rose, with nuclear plants, chemical
factories, water supply and other critical
infrastructure seen as potential targets.

Not only was the horrifying shock from
these events enough to instil doubt m
the most buoyant investor, but they quite
naturally led to downscaled forecasts for
the world economy. True, in September
2001 business confidence in the

United States and most other OECD

countries had already weakened
considerably compared with 2000. But
the attacks further dented confidence and

the consensus forecast for US real GDP

growth was instantly downgraded by
0.5 percentage points for 2001 and
1.2 percentage points for 2002.
The implied projected cumulative
loss in national income was half a

trillion dollars.

Thanks to good economic crisis
management, including
international co-operation, the
short-term adverse economic

impact of the September attacks
was far less serious than initially
feared.

The recovery seems real

Real GDP shrank as expected in the third
quarter, but held up in the fourth, as sharp
falls in business investment were offset by

buoyant consumption and government
spending. Defence spending in particular
grew by 9% in real terms. Still, several
sectors were hit hard. The already struggling

airlines suffered, as demand slumped and

traffic collapsed. Aircraft orders were cut
back. The insurance sector faced an

unprecedented catastrophe. Hotels,
restaurants, travel agencies and other
tourism-related businesses confronted a

sharp drop in demand. Still, one persons
problem is another person's business and
some firms saw buoyant demand, such as
in security and information technology.

Wall Street was affected more than just

physically. Financial markets registered a
"flight to quality" in search of safety, and
spreads widened between corporate and
government bond yields and between
emerging market and US bonds. But prices
soon bounced back, often to above their

pre-11 September levels. Spreads narrowed
anew and volatility eased off.

All of this begs two basic questions: how did
the economy get back on its feet so quickly
after the shock? And is it business-as-usual for

everyone, or are there areas of the economy
that have been affected in a lasting way?
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On the recovery, there is little doubt that

swift and forceful public policy action
played a key role. Take the near-destroyed
financial market of New York that was shut

down for several days. The Federal Reserve
immediately indicated its readiness to inject
virtually unlimited liquidity into the system
to avoid payment failures and defaults.

The effective Fed funds rate plunged to
levels last seen in the early 1960s. The
Fed worked with the European Central
Bank, the Bank of England and the

Bank of Canada to ensure dollar availability
overseas. This, and the fast rebuilding of
communications and power, ensured a

smooth reopening of markets and a fast
return to normal. Loans were repaid and
the Fed's temporarily bloated balance sheet

shrank rapidly. The system worked.

Monetary and fiscal policy helped too.
Central banks around the world lowered

interest rates substantially. In the

United States, just three days after the
attacks, Congress cleared a US$40 billion

emergency spending package to help with
relief at the attack sites of New York,

Washington DC and Pennsylvania, and
finance the beginning of the war on
terrorism. A few days later, Congress

authorised US$5 billion in direct grants plus
US$10 billion in federal loan guarantees for
the US airlines.

In short, thanks to good economic crisis
management, including international
co-operation, the short-term adverse

economic impact of the September attacks

was far less serious than initially feared. In
fact, actual economic performance is rising
back towards pre-September forecasts (see
graph). Which brings us back to our second
question about the medium term. Here, the
answer is less certain, with little research

available on the long-lasting economic
impact of terrorism. But the September
attacks did more than kill and cause

damage, they showed the vulnerability of
the free market system to hostile threats.
This realisation was a psychological shock
to people in the US and beyond. Little
surprise therefore that the main lasting
effects of 1 1 September should be found in
protection and security.

Beyond the stepping up of co-operation in

the fight against terrorist financing (see

article by Clarie Lo on page 39), the
foremost effect was in a renewed increase in

defence spending in the United States, but

also elsewhere. Higher spending in this area

rolls back some of the so-called "peace
dividend"of the post-Cold War period,
which for many experts contributed to the

strong US growth performance in the
1990s.

While military and security spending can
add a short, sharp injection to the economy
in terms of jobs and procurement, it runs
the longer term risk of crowding out activity
in the rest of the economy. (These aspects
will be dealt with in a forthcoming working
paper, see references.)

Besides defence outlays, the heightened
terrorism threat has at least two other

economic effects: insurance, with coverage
for terrorism-related activities more

expensive and harder to obtain than before

September 2001; and security, notably at
borders, with economic pressure mounting
to tighten surveillance of goods (and labour)
movements in a number of countries.

Bouncing back
Forecasts and outcomes

US real GDP level, 2000Q4=100
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The blue line shows how strong forecasts
were before 11 September. The pink line
shows the downward revisions afterwards.

The green line shows actual economic

performance catching up with initial forecasts.

Source: Consensus Economics (regular
monthly survey and special post-11 September

survey), US Bureau of Economic Analysis.

The insurance

question

The losses from the September
terrorist attacks for the insurance

industry (including reinsurance) are
estimated at US$30-$58 billion. There is

some uncertainty about payments on
liability insurance, but even if the final cost
is close to the lower estimate, insured

losses in 2001 are likely to have been the

highest ever, even outstripping the
US$21 billion incurred when Hurricane

Andrew hit Florida in 1992. The 1992

Los Angeles riots were the most expensive
man-induced disaster to date, with claims

of US$0.8 billion, almost entirely for
property claims. In contrast, the

1 1 September attacks have led to claims on

a variety of types of policies: life, property,
auto, airplane, workers compensation and

business interruption insurance.

Yet, despite the cost, no major bankruptcies
have occurred in the insurance industry, in
part because the risk was spread over a

number of companies and countries. It is
estimated that reinsurers, most of them

European, will bear over half of the losses.

The capital base of many insurance and
re-insurance companies has been hit,
though, and it is likely that several

companies would not be able to withstand
another similar shock.

Following the attacks, primary insurers
and reinsurers have curtailed or dropped
coverage for terrorism-related risk because
of pricing difficulties. They have raised
insurance premiums in several industries,

particularly aviation and other

transportation. Construction, tourism and
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energy have also been affected. Commercial
property and liability insurance rates
have jumped by 30% on average, with
vulnerable "targets" like chemical plants
and high office buildings seeing steeper
increases.

These rises should be seen in the context

of a sharp decline of premium rates in the
1990s, and even with projected hikes,
reinsurance rates should remain well

below the peaks reached in 1993, thanks
especially to strong enhanced competition
in the industry. The reduction in coverage,
on the other hand, could squeeze growth if
it curtails certain types of investment, such

as in property.

Insurance firms may one day be able to

price terrorism risk, though not for the
foreseeable future. The risk of a large-scale

catastrophe of the type that occurred on
1 1 September was previously considered
low (and may still be low) and was seldom
formally incorporated into premium rates.
With time, this may change. After all,
however great the surprise, terrorist attacks
do not occur with perfect randomness,

nor is there any particular technical
impediment for incorporating them within
a risk-management model, although such
is the uncertainty attached to these events
that the predictive accuracy of risk models
would be on trial for some time.

Nevertheless, a group of European
insurance and reinsurance companies has

recently announced their intention to set
up a pool to cover against limited terrorism
risk. In the United States, airlines are in

the process of creating a mutual company,
Equitime, with a similar purpose, although
proposing the government as reinsurer of
last resort.

Financial markets could play a key role too

in increasing coverage. The market for
"catastrophe" bonds has been thin since its
launch m 1996, but efforts to repackage
such bonds in forms more familiar to

financial markets may increase liquidity
and lead to a larger role for capital markets
in providing alternative risk transfer
mechanisms in the future.

The insurance industry is likely to take a
few years to adjust. In the meantime,
government intervention may be justified.

Indeed, some OECD governments have
long had schemes in place to cover
terrorism risk, for example, the UK's
Pool Re scheme established in view of

terrorist threats from the IRA, and Spain's
state insurance fund, the Consorcio de

Compensaciôn de Seguros. Many of these
schemes were thought to be temporary

responses to market failure. In time, it was
argued, the insurance industry's capacity

No major bankruptcies have
occurred in the insurance

industry. The capital base
has been hit, though, and
it is likely that several
companies would not be
able to withstand another

similar shock.

would develop and efficient risk-sharing
arrangements would be established. The
fact that many of these schemes have
endured is an indication that either the

market failure persisted, or that in some

cases government intervention crowded
out private sector opportunities.

The design of support schemes is
necessarily dependent on the particularities
of domestic judicial processes. For
instance, the UK's Pool Re scheme does not

provide reinsurance for liability coverage
and so would be less applicable in the

United States where third-party liability is

a major issue.

In sum, if government involvement proves
necessary, it should be limited in scope, be
conceived in partnership with the private
sector and be accompanied by the
introduction of some type of user fee. In

that regard, it is possible that governments
will need to act as an insurer of last resort,

perhaps involving some international co¬
operation.

The attacks of 1 1 September reminded

everyone of the importance of government.
These partnerships would be vital for the
insurance industry under what is known as

a mega-terrorism scenario, for instance,
even a small nuclear attack. No doubt

experts in the industry are examining
this possibility closely, for however
imponderable such a scenario may be to
most of us, 1 1 September proved that even

improbable events have to be factored in.

Loaded traveller

A Rapidscan Security Products representative points to a scan revealing a hidden handgun
during a demonstration of new screening devices at the Orlando International Airport in
Florida, March 2002. The device shown is the Secure 1000, a low-energy full body x-ray
scan. The devices were expected to come into use for passengers on a voluntary basis.
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Transportation:
trade and trade-offs

Another medium-term economic fallout of

11 September is the effect on commerce, in

particular, transportation. During the "new

economy" boom it was perhaps forgotten that
we live not in cyberspace but in a physical
world where even goods ordered online still
have to be packaged with real paper, processed
and sent to their final destination. All of this

means transport. But following the
1 1 September terrorist attacks, the air

transportation system was shut off for four

days and the Port Authority of New York and
New Jersey closed its operations for two days.
The entire US transportation system was
subject to severe disruptions that reverberated

throughout the world.

The most severe disruption occurred at the
US-Canada land border, virtually stopping
some half a million vehicles from doing their
normal trade, worth some US$1.4 billion a

day. Long waits affected many businesses, in
particular the automotive industry where
just-in-time supply chains simply could not

operate. Security measures were gradually

eased and more personnel hired to bring the
flow back to near normal. The signing in
December 2001 of the US-Canada "smart

border" initiative to facilitate trade through
improved technology and better co-ordination
has helped. But that was a land border: what
of intercontinental trade?

Tighter secunty requirements and a series of

surcharges also affect the cost of transporting
goods by sea and air. Notification requirements,
more frequent coast guard inspections and
escorts: all have resulted in longer waiting
times. The same for airfreight, with higher
insurance premiums and war surcharges,

particularly for transport of goods in sensitive
geopolitical zones, also pushing up costs.

Despite all of this, most indices six months
after the attacks showed little increase in

shipping costs, while some declined. The

5-10% increase in maritime shipping rates was
quickly reversed, but airfreight rates were some

10% up by the end of the year compared with

before the attacks. Easing demand and sharply
lower fuel costs should otherwise have led

to a decline; according to the Air Transport
Association, the average price of fuel used by
the US airline industry has fallen from
79.6 cents in September 2001 and 60.1 cents
in December. So, because of the attacks,

underlying transportation costs may have risen.

Some still believe that US borders remain too

porous and advocate more controls. The
US Customs Service has recommended

initiatives to increase the security of containers,
which account for some 60% of the volume of

world trade. This would involve significant
capital investment so that cargo might go
through more expeditious customs procedures
- a sort of "fast lane". Such requirements cost
money and could affect delivery times. Yet
affordable airfreight and lower overall shipping
costs have helped to drive growth in recent
decades, and several industries have been able

to internationalise their supply chains as a

result. They depend on speed and reliability of

Small differences in the cost of

trading internationally can affect
trade patterns.

delivery and an efficient transportation system.
Speed has allowed businesses to reduce
inventories, for instance, and to raise

productivity, not just in the United States, but

in economies the world over. Making transport
and shipping less affordable could affect
growth in all countries, rich or poor

Industry experts believe that post-attacks, the
total cost of new security measures could
amount to 1-3% of the goods' value. These are

not insignificant amounts, though even small
differences in the cost of trading internationally,
compared with selling in domestic markets, can
have a large effect on trade patterns. The

Safe load?

possibility that security measures can
undermine trade flows should not be discarded.

What can be done, for secunty is clearly
important. A co-operative approach is needed

between the private and the public sector in
both the design and implementation phases.
Even though a trade-off between security and
efficiency -of border crossings cannot be fully
avoided in the short-term, it might be

overcome in the medium term. New security
measures can be devised in ways that do not

diminish the efficiency of merchandise border
crossings, using risk-management to ensure
that the most sensitive cases are prioritised.

The air cargo security regime introduced by the
United Kingdom in the wake of the Lockerbie

disaster of 1988 is a good example in this
regard. "Fast lanes" for containers originating
from secure ports appear at first glance to be an
efficient solution, but could be discriminatory,
especially against developing countries.
International co-operation and consensus

building would help make new security
measures more efficient, while reducing their
potentially negative impact on trade flows.

The 1 1 September attacks were tragic and

shocking in the extreme. The fact that activity
appears to be bouncing back is testimony to the
resilience that the OECD area, and the US in

particular, have developed over the years.
Managing nsks simply forms part of the test
ahead.

Reference

"The Economic Consequences of Terrorism",

Economics Department Working Paper,
forthcoming, OECD, 2002.

12
Observer No. 231/232 May 2002



TRADE

Investing in China

Getting China's regions moving
Mehmet Ôgùtçù, OECD Directorate for Financial, Fiscal and Enterprise Affairs, and
Professor Markus Taube, Duisburg University, Germany

Two-speed economy

China has enjoyed
unparalleled growth,
but more has to be

done to steer

investment into the

remoter regions and
western provinces.

Much has been said and written in

recent years about Chinas
economic potential, with some

claims that it may one day rival the United

States. China's growth has certainly been
impressive since the 1980s and even
conservative projections point to a

bright future. However, there may be a
weakness: that growth has been very

unevenly spread, with the bulk of the
US$400 billion in new investment during
1983-2001 concentrated in the eastern and

southern coastal belt. In fact, the eastern

coastal region accounted for 88% of
China's total inflows of foreign direct
investment (FDD during this period, but

the central region attracted just 9% and the
western region little more than 3%.

Why might this be a problem? For smaller
countries or more advanced larger ones,

regional imbalances can be managed. But
China is a veritable giant and, despite

being bound together by a strong central
authority, is a country of several cultures
and traditions. One challenge it has to face
in this era of globalisation is to prevent its

uneven growth pattern from jeopardising
not only cohesion, but long-term economic

stability too.

The Chinese government is responding with
its Great Western Development Strategy

{Xibu Da Kaifa), launched in January 2000.
This is an ambitious effort to steer state

investment, outside expertise, foreign loans

and private capital into the regions. In fact,
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the government channelled $45.5 billion in

2000 to develop the west, and plans are
afoot to increase that figure. But it will lake
more than money to make the strategy
work.

The areas lagging behind are enormous: the

inland provinces account for 56% of the

country's total land surface, an area almost

twice as big as India, and 23% of its
population, spreading across 1 1 provinces

and autonomous regions (see map). Yet per
capita incomes are only 60% of the national

average. And the gap has widened: in Gansu

province, lor instance, per capita income fell

from 84% of the national average in f980 to
56% in 1999. World Trade Organization
membership offers a chance for these

regions in the west and north to compete

for new investment, including from abroad,
but they will have to overcome massive

infrastructure and employment problems
first.

The Chinese authorities originally
concentrated on developing the eastern

coastal regions in the hope that growth
would spill over into the rest of the country
Good in theory, but so far the effect has
been limited. The fact that economic

reforms have generally been skewed in
favour of the coastal regions is one reason.
Part of the result is that this vast section of

the country, already handicapped by its
distance from world markets and possessing
only a very restricted, relatively poor, local
market, has had to make do with ragged
and faltering state-owned industries.

What private money there was inland has
all but gone to the coast, with net capital
flows moving from the lagging west to the

prosperous east belt, where earnings are
higher. To make matters worse, the inland

region has suffered a brain drain, as

skilled and entrepreneurial youth migrate
east for higher salaries and better living
conditions.

Mobilising those resources

On the positive side, the region does have
lower costs to offer m the form of an

untapped reservoir of skilled labour from

former military-managed enterprises, as well
as a huge mass of cheap unskilled labour.
There are some research institutes and

Russian Federation

universities in provincial capitals such as
Xian and Chengdu, abundant natural

resources, with oil, gas and minerals in

Xinjiang, and a strong agricultural base. In

fact, Sichuan province is the main producer
of rice in China. There is also great tourist
potential to be tapped from such historic

sites as the Silk Road, the Tibetan plateau,

the archeological digs of Littzhaigou and the

desert oasis ol Turpan. where much fruit is

grown. But these assets have not been

enough to attract foreign investors in today's

hard and competitive global economy.

How can this be changed? Obviously, given
their distance from the coast, the promotion
ol direct export-oriented industries is hardly
an option for these regions; nearby
countries like Russia, Kazakhstan,

Uzbekistan, Turkmenistan, Pakistan and

India, may oiler opportunities, not least

because of their proximity, though there are
one or two political difficulties that could

complicate matters, like ethnic questions
along some borders. A less bumpy route

would be to target resource-seeking FDI
from elsewhere in the world market that

would integrate western China into the

value chains oi ils eastern coast's export-

oriented businesses. This may mean
relocating some investments as well as

bringing in new ones and would focus on

operations that do not have to be close to
the linal customer. Services would be an

obvious option, such as accounting for the
coast's hotel businesses, or call centres and

data processing. In manufacturing,
attracting producers of spare parts for
technology and machinery may be useful.

All of this presupposes a modern

information technology (IT) infrastructure,
which western China lacks. Moreover, the

transport systems would have to be

improved and inter-regional trade
restrictions removed to give the inner

regions a chance to supply the natural
resources and labour inputs that eastern-

based enterprises currently import from

abroad. In the longer term it might be

14
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feasible to locate more market-oriented

research and development facilities away
from the east, where facilities tend to be

military related. And more use should be
made of the small pool of skilled labour
until now absorbed in military and other

state enterprises.

The massive concentration of funds brought

in by the government's "Go West" campaign

should greatly improve the region's
infrastructure over the medium term, but

not so the institutional and regulatory set¬

up. Another area requiring change is the

banking system, whose current role under

the planned economy focuses on handing
out state grants and collecting profits. The

problem of non-performing loans is acute.

Freeing up the banks would not only help
improve the "bankability" of projects, but
would increase transparency and reduce

corruption, too, which is so important to

attracting investment today.

While the central government has greatly

improved the environment for regional
development, local governments have some
work to do. There still seems to be

substantial room for improvement in the

design of local micro-level environments for
foreign investment. The aim has to be to
build up the local industrial sector and

prevent capital and skilled labour from
leaving the region, using market-based
incentives and capacity building where

possible, rather than red tape and other
administrative interventions that distort

management decisions.

Public intervention to attract FDI may be

justified in situations where there are
additional, indirect benefits that the market

alone cannot yet deliver - technology

transfer, bringing in skilled labour, hscal

agreements, and so on. Incentives like these

Promoting export-oriented

industries is hardly an option

for the western regions, so the
challenge has to be to target

resource-seeking FDI from
elsewhere that would integrate
western China into the value

chains of the east.

can be a decisive element in the final choice

of investment locations, but without proper

management, they risk leading to

corruption, rent-seeking and market

distortions. Their aim has to be to improve

long-term business opportunities in the

region so that FDI not only flows in, but
stays as well. Moreover, incentives like tax
breaks and exemptions can leave local

governments short of funds to invest in
infrastructure and the fight against crime

and corruption - precisely the elements
needed to attract investment. Multinationals

have to choose carefully and investment

promotion agencies can help to build a

region's image and attract the attention of
prospective investors. China knows this

well: its Shanghai Investment Promotion

Agency and Yantai Investment Development

Agency have been very successful out east
and are no doubt seen as a model for

investment promotion agencies (IPAs) to be
created in the various western localities.

Given the vastness of China, changing the

FDI fortunes of all regions at the same time
would be impossible. Rather, the Great
Western Development Strategy could

concentrate more on establishing focal

points of investment, as it has started to do.

Industrial districts in Xian, Kunming,

Luoyang, could be encouraged to become

Where investors tread

Geographical distribution of FDI stock in China

1983-1998 1980s 1990s

Eastern region 87.8 90.0 87.6

Central region 8.9 5.3 9.2

Western region 3.3 4.7 3.2

Source: OECD

Eleven provinces: Guangxi Zhuang, Xinjiang Uyghur, Ningxia Muslim, Tibet Autonomous Regions, and Yunnan, Sichuan,
Shaanxi, Guizhou, Gansu, and Qinghai provinces, as well as Chongqing Municipality in the west.

development clusters, for instance, with

their greater provision of research and

development and networking.

This is vital, since a region needs a minimum

stock of human capital if it is to absorb the

advanced technologies and management

skills made available by FDI and to translate

FDI-induced growth potential into durable
economic development. Provinces like

Sichuan and Shaanxi have very strong
research institutions and facilities of academic

learning. These institutions have traditionally

emphasised technological research, but could

become useful sources of skiils for R&D-type

FDI. More government effort is needed to

improve education and create surroundings
that will keep qualified individuals from

emigrating eastwards and attract

entrepreneurs from the east.

Energy investments do offer potential, of

course, with pipeline projects able to deliver
local economic stimulus by way of pump

stations, maintenance, security and so on.

Linking FDI with local enterprise

development is important. But apart from

energy, other mining and raw material

extraction projects are unlikely to produce

too many new links with local enterprises,
even if foreign investors could be lured in.

The Chinese government has much to do to

correct the widening income disparities

between its rich coastal provinces and the

sluggish interior. But Premier Zhu Rongji
has stressed that the Great Western

Development Strategy was a long-term
programme with a timeline of 20 to 30

years. This is a realistic assessment. While

China cannot afford to do everything at
once, it must at least make sure that any

future increase in FDI benefits the parts of

the country that need it most.
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Small, but
Global

The Isle of Man, a self-governing island
community at the centre of the British Isles,
has led the way in showing how an offshore
jurisdiction can embrace new international

standards on taxation issues while protecting the interests
of its economy and people. Allan Bell, the island's treasury minister,

explains that, far from the negative 'tax haven' stereotype, the Isle of
Man is a prime example of an enterprising and internationally responsible

small country with a positive role to play in the global economy

In April this year, the OECD released a model agreement for

effective exchange of information in tax matters, developed in

conjunction with a number of non-member financial centres,

including the Isle of Man.

For the Manx government, the completion of a new

international standard, which we have helped to build, is a

satisfying outcome of our policy of constructive engagement

with global bodies and initiatives.

Our position, repeated at the start of 2001 when we made

the commitment to co-operate with the OECD programme

against harmful tax practices, has been clear, consistent and

entirely positive.

We will comply with

international norms on taxation,

but expect these to apply equally

to other relevant countries -

whether large or small, or whether

inside or outside the OECD. Indeed

the whole exercise of building

international tax co-operation will

be undermined if this is not the

case.

On this level playing field, the

Isle of Man is determined to be both co-operative and

competitive as a centre for international business and financial

services. In the meantime, our positive dialogue with the OECD

has helped to reinforce our reputation as a stable and

responsible base for business.

We welcome this dialogue as it has also given us the

opportunity to put the record straight about the true qualities of

the Isle of Man economy and to dispel its damaging 'tax haven'

label once and for all.

'The Isle of Man is determined

to be both co-operative and

competitive as a centre for
international business and financial

services. Our positive dialogue with
the OECD has helped to reinforce our

reputation as a stable and
responsible base for business'

The caricature 'tax haven' is a spurious entity, suggesting an

economy based almost entirely on money laundering and tax

evasion. It suggests a secret hiding place for the proceeds of

crime, tax evasion and terrorism, from sources to which, at best,

it turns a blind eye. It is a harmful parasite, a tax-free refuge for

the rich which provides no public services or rights for its

indigenous population.

This ugly stereotype is no more a description of the Isle of

Man than it is of the UK or the US. The reality of the modern Isle

of Man as a dynamic, open economy is the exact opposite of the

generic 'tax haven' as perceived by the prejudiced and the ill-

informed (including, I am sorry to

say, some in the media).

I have already confirmed our

policy of constructive engagement

towards new international

standards on taxation. On the

separate issue of financial

regulation, the island's compliance

with global best practice is well

documented.

Our defences against financial

crime and money laundering have

been verified by several external examiners, including the UK

Home Office, the Financial Action Task Force and the Financial

Stability Forum.

The island is a separate jurisdiction, but not a closed one -

we have normal business confidentiality but no banking secrecy

laws. Our law enforcement agencies work regularly in co¬

operation with their counterparts around the world.

Our regulatory regimes met or exceeded international

standards before the atrocities of September 11, but, in common



Shaking off the 'tax haven' stigma

with other countries, we have reviewed and tightened our

safeguards since then.

Also, the Isle of Man has continued with a pre-scheduled

programme of changes to further protect against misuse and

abuse by the unscrupulous, from which no financial centre is
immune.

At the beginning of 2002, for example, the island became

one of the first jurisdictions in the world to regulate agencies

which form and administer companies on behalf of international

clients. This 'corporate service providers' regime ensures, among

other things, that beneficial ownership details of such

companies are available to the authorities.

This scheme and other improvements have all been

introduced by Tynwald, the island's parliament, which was

founded by Norse settlers more than 1,000 years ago and

believed to be the oldest continuous parliamentary assembly in

the world.

We Manx are a distinct people, one of the smallest such

groups in Europe, with a unique heritage that blends Celtic and

Viking influences. The island has its own native tongue, Manx

Gaelic, a member of the family of Celtic languages that includes

Irish, Scots Gaelic, Welsh, Cornish and Breton.

The Isle of Man is not, and never has been, a part of the

United Kingdom. As a British Crown Dependency, it has its own

government and laws, but the Crown retains ultimate

responsibility for representing the island internationally.

Nor is the island part of the European Union, with which it

has a special and limited relationship providing for free trade in

agricultural produce and manufactured goods. The island is self-

financing and pays nothing to, and receives nothing from, EU

funds.

Our position on the edge of the EU does not, of course,

isolate us from European standards and values. We have

incorporated the European Convention of Human Rights into

our domestic law, and introduced a

range of social legislation including

a minimum wage.

The island was traditionally poor

in relation to its larger neighbours,

suffering from periodic emigration,

and was subject to a British

colonial-style executive government until well after the Second

World War. It is only since the 1960s that Tynwald has been able

to exercise increased independence to develop the economy for

the benefit of the Manx people.

Economic growth has been strong, but it was not until 2000

that the Isle of Man finally caught up with the UK in terms of

GDP per head, with annual GNP reaching £1 bn for the first time.

Growth has been matched by investment in public services,

funded by a mixture of direct and indirect taxation (nearly half

of our government's revenue comes from VAT under a bilateral

customs agreement with the UK).

In this year's Manx Budget, for example, I was pleased to

announce net spending of £388m on public services, or more

than £5,000 per head for each of the island's 76,000 population.

Allan

Bell, the
Isle of

Man's

treasury
minister

Our government encourages

enterprise, our workforce is well
educated and our e-commerce

infrastructure is world-class.

More than half (58%) of this funding goes on health, social

security, social services and education.

We have also had a lot of catching up to do with our public

infrastructure, which had long suffered from under-investment.

Major capital projects currently under way include a new

hospital, an environmentally-friendly sewerage system, and an

energy-from-waste refuse incinerator.

This new level of prosperity for the island's people has only

been possible because of a vibrant economy, led by a broadly

based international financial services industry (40% of GDP), but

also because of e-commerce, manufacturing, tourism, a growing

film industry, and farming and fishing.

So what is the secret of our economic success, and what has

the Isle of Man got to offer the world in the global economy of

the 21st century?

Notwithstanding changes to adjust to international norms, a

tax regime that is competitive as well as transparent will remain

one of the island's attractions (our

basic corporate tax rate is 10%).

Fair tax competition has to be good

for the health of the global

economy.

The island has also developed a

specialist expertise in international

transactions and offers a secure financial base for increasingly

mobile companies and individuals. It is recognised that well-

regulated centres such as the Isle of Man play a positive role as

the facilitators of global business.

Our government encourages enterprise, our workforce is

well-educated and our e-commerce infrastructure is world-class.

Consequently, we have a reputation for stability and

professionalism.

The island may be small, but it is a country - a micro-country

- in its own right, proud of its traditions and its identity.

However, the economic and political aspirations of our people

are global, and the title 'tax haven' does us an injustice. In

future, we would ask to be known just by our proper name: the

Isle of Man.
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Why the U.S.
needs the Trade

Promotion Authority
R. Glenn Hubbard, Chairman, Council of Economic Advisers,
US Executive Office of the President

The US government wants the authority to push forward
with key international trade agreements. Such authority
could help developing countries too.

President Bush has called on the US

Senate to vote on renewed presidential
Trade Promotion Authority (TPA).

What does it mean? TPA (which went under

l he name of "fast-track authority" in the

f 990s) would ensure that any trade

agreement negotiated by the president
would be considered by Congress as a single

package. Naturally, Congress would maintain
the final authority on whether to approve or

reject the negotiated agreement, but under
this expedited process, Congress would
agree to consider the legislation as a whole,
with mandatory deadlines, no amendment
and limited debate.

Congress would of course be consulted
throughout the negotiating process in
order to guarantee that international trade

For the United States to have the

highest degree of credibility in
trade with other countries, it is

important that any international
agreements be allowed to go
through Congress quickly and
without "renegotiation".

agreements reached by the United States
reflect the priorities of both the legislative
and executive branches of the government.

However, in order to give the United States

the highest degree of credibility with other
countries, it is important that any
international agreements be allowed to go

through Congress quickly and without
"renegotiation".

The close working relationship between

Congress and the president in negotiating
trade agreements has a long history. In the
1934 Reciprocal Trade Agreement Act,

Congress first gave the president
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heightened power on negotiating reciprocal
reductions of tariffs. With non-tariff

barriers to trade becoming important,
Congress gave the president the temporary

authority to negotiate a broader range of
trade issues with the Trade Act of 1974.

It also agreed to follow an expedited
procedure for legislative consideration of
trade agreements. With a number of

renewals, the president was subsequently
granted this authority almost continuously
until it was allowed to lapse in 1994.

So, why bring it back? The value of

restoring TPA can be seen m three steps.
The first is to acknowledge the benefits of
more open global trade. International trade

is an important part of the US economy -
in 2001 the United States exported
US$1.1 trillion, or 12% of gross domestic
product, in goods and services. Trade

raises productivity, and productivity is the
ultimate determinant of standards of living.

The best route to more open trade,
however, is formal trade agreements. For
this reason, the United States has been a

signatory to the General Agreement on
Tariffs and Trade (GATT) since its

inception in 1947. The United States is
also a member of the World Trade

Organization (WTO), the international

body that succeeded the GATT in 1994.
An institutional commitment to free trade

is a good way to overcome instances of

short-sightedness. In a developed country,
stiff import barriers on labour-intensive

goods from developing countries such as
clothing, leather, or agricultural produce

not only harms consumers but may reduce
the income of people in developing
countries as well.

A recent World Bank study found that in
the 1990s, the income per person in

globalising developing countries grew more
than three-and-a-half times faster than it

did m non-globalismg developing
countries. (The study identified developing
countries as "globalising" if their trade was
growing in relation to GDP and their

average tariff rates were being reduced.)

The final step, of course, is to make clear

the link between TPA and the quality of
trade agreements. What evidence is there

to support TPA? One answer lies in the

Rising trade
US trade relative to national output, 1985-2000

a. 20

Note: Trade is measured as exports plus imports.
Source: Department of Commerce (Bureau of
Economic Analysis).

difference between parliamentary and
divided powers systems. In parliamentary
systems, such as in Canada and the

United Kingdom, the trade minister is
appointed by the party in power. This

usually gives the minister a clear mandate,
as well as a majority to approve the
agreement. The process is streamlined.

On the other hand, in systems such as the

US, the negotiators arc not necessarily from
the same party as those who have the

power to accept or reject it. In addition.

Congress can continually make

amendments that can delay the agreement.
And there is no guarantee that once the

agreement has been amended the other

party will still accept it.

The European Union does not have this

problem. It is an interesting hybrid, in that
the European Commission negotiates trade
agreements on behalf of the EU, which

must be approved by the European
Council. However, the Commission has the

sole right of initiative, and the Council

cannot adopt amendments to proposals

from the Commission except by
unanimous consent. This has helped the
EU to speed up the process of concluding

The United States stands to

gain significantly from TPA
approval since, while it is
stalled in the Senate, the rest of

the world is signing trade pacts
that exclude the United States.

free trade agreements with outside

countries, as evidenced by the six that have

come into effect since the beginning of
1998. The average time to conclude these

agreements was under two years.

The United States stands to gain
significantly from TPA approval since,
while it is stalled in the Senate, the rest

of the world is signing trade pacts that
exclude the United Stales. Out of more

than 120 regional trade agreements in the

world today, the US is a signatory to only-
three: NAFTA, and free trade agreements
with Israel and Jordan. In comparison, the
EU and Mexico are signatories to 32 and
five respectively.

A study by the University of Michigan
finds that if a new WTO trade round leads

to a 33% reduction of tariffs on agricultural
and industrial products and non-tariff

barriers to trade in services, the country
would produce gains of about US$2,500

for the average American family of four.
An analysis of an agreement with member
countries of the Free Trade Area of the

Americas, leading to the removal of all

bilateral tariffs, concludes that the gains
would be about a third as large.

Given these benefits, why is TPA so
controversial? Many of the concerns
revolve around how labour and the

environment should be treated in trade

agreements. In an outline contained in

the 2001 International Trade Agenda,
the president included as negotiating
objectives encouraging the protection of
children and adherence to core labour

standards, as well as mutually supportive
trade and environmental protection. Many
competing Congressional bills also contain

provisions regarding labour and the
environment. However, substantial

disagreement exists regarding the nature
and extent of those provisions.

Our country, as well as the entire global
trading system, stand to benefit from
pending trade agreements that would be

facilitated with the passage of TPA.
Congress should pass it.
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AN INTERVIEW WITH Gérard MESTRALLET

What motivates the SUEZ commitment

to sustainable development?

Our job is to create and manage systems and net¬

works for Energy, Water, and Waste Services. These

businesses center on meeting the basic needs on which

human lives and livelihoods depend. Another common

characteristic connecting Energy, Water, and Waste

Services is that they are intimately and organically con¬

nected with the natural environment. Whether it is a mat¬

ter of optimum use of natural resources, their long-term

preservation, or of controlling the environmental impact of

human activity, every one of our businesses is based on

one simple idea: if we fail to manage our resources and the

natural environment with a view to their long-term preser¬

vation, we jeopardize the development of human society.

What has changed in the way people
view and implement the principles
of sustainable development?

The approach to sustainable development twenty

years ago was to limit economic growth because

resources, energy in particular, were rapidly diminishing.

Today, sustainable development goes beyond sounding

the environmental alarm. It is more comprehensive, a

whole way of thinking that encompasses such crucial fac¬

tors as social equity, the development of emerging

economies, the role of business in society, risk manage¬

ment, or the relationship between mankind and nature.

Is it not a company's only economic
responsibility to make a profit
for its shareholders?

The first duty of a CEO is to run a profitable, well-

performing business that creates value. Profitability

is the natural law of every business and the condition of its

survival. If a company is not profitable, it cannot credibly

talk about sustainable development.

In addition, economic responsibility means always under¬

standing the risks associated with one's business better

in order to anticipate, control and hedge them: their cost

to the community, not just the company, can be unbear¬

able. In our businesses, the slightest failing in an indus¬

trial process can have immediate consequences on

peoples' health and safety.

Our economic responsibility can also be seen in the equi¬

table stamp we seek to give our work.

In the major urban centers of the developing world, near¬

ly a quarter of the population lives in extreme poverty and

does not have access to vital services such as water and

energy. Faced with this unacceptable reality, we had to

imagine completely new solutions in the way we do busi¬

ness. We thus give the most marginalized people a

chance for a better life.



" Placing these principles at the he.
of our management approach

gives a meaning- by that I mean

a direction and profound

significance -to our actions, jj

Isn't it contradictory to try at the same
time for business efficiency,
environmental protection, and social
development?

For the long term, I am convinced that there can¬

not be sustainable growth without sustainable

development. To survive and grow, a company has to try

continuously to improve.

In our lines of work, improvement means continuously

seeking to manage our industrial processes efficiently.

And that means consuming fewer raw materials, fewer

treatment chemicals, and generating less waste in

short, knowing how best to protect and optimize the

resources that have been placed in our care and control.

It is just common sense: if you commit to managing a

service, and thus a resource, for 10, 20, 30 years or

more, you quickly understand your interest in economiz¬

ing that limited resource. Common sense also dictates

that we take a very strong social role in the communities

where we operate.

We are a global Group that acts locally. For us, promot¬

ing community development is essential given our long-

term contracts. One of the strengths of our proposals to

industrial customers is the quality of our social policies.

You can quickly see a "virtuous spiral", which makes it

possible to be more efficient, protect the environment,

and improve the quality of life and work.

The key is to articulate a strong vision and share it as wide¬

ly as possible, so that it is translated concretely into man

agement and decision-making. It took us nearly three

years to establish a common set of environmental per¬

formance indicators for all three of our global businesses.

But we have now a clear baseline, have set objectives, and

can measure our progress. We are starting to do the same

thing for performance on social issues. Spearheaded by

the Ethics, Environment and Sustainable Development

Committee, the process is a transparent and unifying one

that holds everyone in the company accountable: field

operators, managers, and the Board of Directors.

How do you define the limits

of sustainable development?

Can one really talk about limits in light of the

nearly infinite possibilities held out by technolog¬

ical advances and the human imagination? For a global

company of the size of SUEZ, sustainable development

is a long-term vision and a clearly articulated mission

that is embodied every day in the actions of thousands

of men and women in the field. Placing these principles

at the heart of our management approach gives a mean¬

ing - by that I mean a direction and profound signifi¬

cance - to our actions.
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Tobin tax: Could it work?

Helmut Reisen, OECD Development Centre

«1!!!!I1ID*

A tax on international currency transactions would probably not achieve the development
goals its proponents claim, even if it was workable.

Whenever development financing is
discussed these days, it is hard to
avoid mention of the Tobin tax.

Generally, the question people ask is whether
it would be feasible, even desirable, to put a

tax on global capital flows to finance
development. The issue also came up for
discussion at the UN Financing for

Development Conference in Monterrey
(Mexico) in March 2002, when heads of state

and the major international institutions met
to discuss ways of reducing global poverty.

That the original purpose of the tax was not
development hardly matters, though for the
record, the tax was proposed in 1972 by the
US economist, James Tobin, as a way of

throwing sand in the wheels of international
finance, and so combating market volatility.

Basically, it would involve taxing currency

market transactions. What may explain its

appeal to some governments and NGOs is
that even a very small tax rate imposed on
such a large tax base as the foreign exchange
market would, at least in theory, yield sizeable

revenues to finance "global public goods"
like the environment, health programmes,

poverty reduction, etc. Estimates of between

A Tobin tax might well reduce
the liquidity of foreign exchange
markets. And because it reduces

hedging activities in the market,
it would encourage more pure

speculation and hence lead to
more, not less, volatility.

US$50-250 billion per year have been waved
about, based on tax rates of between 0.05%

and 0.25%. (To put this into perspective,
official aid from the 21 OECD countries that

form the Development Assistance Committee
came to $53.7 billion in 2000.)

But how realistic are these figures? A look at

the structure of currency markets suggests
they are probably exaggerated. Currency
markets are characterised by a lot of mtra-day

clearing and netting, a feature likely to be
fostered by the growing use of electronic
broking. A survey of foreign exchange market
activities (spot, forward, swaps) released by
the Bank for International Settlements m

October 2001 estimated the daily turnover at
US$1,210 billion in 2001, down 19% from

US$1,490 billion in 1998. The introduction

of the euro (12 currencies becoming one), the
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growing share of electronic brokering in the
spot interbank market and consolidation in

the banking industry appear to explain this
fall. The trend may continue, which would
raise a problem from the outset: that of a

declining tax base.

Also, despite the growing role of electronic
brokering, trading between dealers (rather
than with other financial institutions or with

non-financial customers) makes up more than
half of foreign exchange market turnover.

Most daily transactions are done for purposes
of hedging between traders to avoid over¬

exposure in currencies accumulated from

deal-making. Hedging activities are known as

"hot potato trading", as any speculative selling
of, say, the US dollar could leave the seller

with a supply ol unwanted euros, which he or

she will then try to off-load to other dealers.

The practice helps to spread risk more evenly.
The Tobin tax would discourage hedging,
though, because its multiple transactions
would each be taxed. Consequently, the tax
base of daily foreign exchange transactions
would shrink.

There is also the question of how to impose
the tax to maximise revenue. Many deals are
done throughout a single day and are settled
together when the markets close. Taxing these
settlement sites where the currencies are

transferred to the books of the central banks

may seem the simplest approach. However,
according to a key study by Professor Peter
Kenen, the tax should be levied on each trade

at the dealing sites. It would then capture the
total value of the deals, whereas settlement

involves netting the day's transactions, and so
would produce a lower taxable amount.

Mobile capital

Tax avoidance would probably grow too,

further reducing the Tobin tax's ability to yield
revenue. Two principal types are likely: first,

the migration of the foreign exchange market
to tax-free jurisdictions; and second, the
substitution of lax-free for taxable

transactions.

Migration would occur unless all jurisdictions

with major foreign exchange market turnover
adopted the tax. Trading could be drawn to
new sites, such as an offshore tax haven

somewhere. This migration could be
prevented by a punitive tax on all transactions

with that haven, enabling trading to continue

with complying sites. This penalty would

reduce the risk of a migration floodgate being

opened by a "first mover". But it would only
work with small jurisdictions. If one of the

larger established markets, like Frankfurt or

Hong Kong for instance, did not adopt a

Tobin tax, plenty of dealers would shift to that
tax-free market and trade among themselves,
without being affected by an}' punitive
measures. The tax base would clearly be
eroded as a result.

To stop substitution of taxable foreign

exchange transactions by tax-free ones, the
Tobin tax would have to cover several

financial instruments and keep up with new
ones created to circumvent the tax. For

instance, a tax on spot transactions can be

avoided easily by using short-dated forward
transactions. So these would have to be taxed

as well. And as swap transactions combine a

James Tobin

James Tobin died on 11 March 2002. He

was born in 1918. Just like the tax with
which his name has become associated, a
lot has been written and said about Mr

Tobin. A Nobel prize winner in 1981 for
his analytical work on financial markets,
and Yale professor from 1 950 until his

Nobel prize winner James Tobin

spot with an offsetting forward contract, they
would also have to be taxed. Moreover, taxing
currency swaps alone will not do, as a foreign
exchange transaction can be replicated by a
combination of a currency and treasury bill
swap, thereby evading the currency market
(and the tax) to some extent.

Even assuming the Tobin tax was feasible to

operate, would it be economically desirable?

Put another way, would it lower distortions in

international capital markets and encourage
less volatility, or crisis-prone investment and
help alleviate poverty?

The original purpose of Mr Tobin's proposal -
to reduce "excessive" exchange rate volatility
- has moved to the background. After all, the
size of the monthly changes in the relative
value of key currencies has not grown in line

with the rise in international capital mobility
of recent decades. On the contrary, as we have

retirement in 1988, Mr Tobin has been

described by many as a man whose
influence reached well beyond the circles
of many of his contemporaries. This;
according to some, caused some of his
ideas to be hijacked, sometimes by
interest groups whose views lie did not
necessarily support. The Tobin tax is one
of these. He had an illustrious public
career. As a member of President

Kennedy's Council oi Economic Advisers
in 1961-62 - working with what
economist Paul Krugman describes as one
of the most remarkable collections of

economic talent to serve the US

government - Mr Tobin helped bring in a
tax cut that some say started the 1960s
boom. "Work at the Council was

demanding, exciting, and sometimes
frustrating", Professor Tobin wrote. "But
our advice graduaify gained a large
measure of acceptance."

He was profoundly influenced by the
experience of growing into adulthood
during the Depression. "The miserable
failures of capitalist economies in the
Great Depression were root causes for
worldwide social and political disasters,"
he wrote in an autobiographical statement
when he won the Nobel prize. Explaining
why he chose economics as a career, Mr
Tobin wrote in 1981 that "it offered the

hope, as it still does, that improved
understanding could better the lot of
mankind".
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seen, the Tobin tax might well reduce the
liquidity of foreign exchange markets. And
because it reduces hedging activities in the
market, it would encourage more pure

speculation and hence lead to more, not less,
volatility.

Most observers are less concerned with short-

term volatility (which can be hedged) than

with longer term misalignment of exchange
rates, notably those of emerging markets. Such

misalignment may at times be rooted in

boom-bust cycles of private lending and
investment to developing countries. But the
Tobin tax would not be large enough to

counter these cycles, whose risk-adjusted

returns would, given the sudden swings from
euphoria to panic, require extremely high tax
rates to balance them.

There are other uncertainties too: can we be

sure that political leaders today and tomorrow
would use their Tobin tax receipts for

development? Is the tax administratively
feasible to collect? How would it affect aid?

Even before the UN Conference on Financing

for Development in Monterrey, the US and the

EU had pledged to increase their development
assistance. Yet most agree that despite these

efforts, the financing gap to achieve the

Millennium Development Goals (mainly to

halve poverty by 2015 - see references) will
not be reached without other financing

measures. Nor is it likely that a Tobin tax

would deliver the results everyone would like.

Still, the debate has added new urgency to the
search for tools to improve our development

funding in efficient and meaningful ways.
There may be other approaches: some have
talked of tax incentives for companies

investing in poverty reduction, or building
special trust funds with new issues of special
drawing rights (SDRs) by the International
Monetary Fund. Like the Tobin tax, such ideas
must be closely scrutinised.
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More effective aid

The post-Monterrey agenda

Brian Hammond, OECD Development Co-operation Directorate

There is wide acceptance now that aid from wealthy
countries is important for development. More assistance
is needed, but that is not all.

Aid works. It helps poor people to
raise their incomes and to live

longer and healthier, as well as

more secure and productive, lives. Aid has

helped to eradicate smallpox, is on the

way to helping to eradicate polio, and has
made major inroads into reducing river
blindness. Even in sub-Saharan Africa,

with the worlds worst development

indicators, aid has played a role in

improving life expectancy - up from 42
years in the 1960s to 49 in the 1990s, and
in doubling the proportion of children in

primary school (although 30% of girls and

20% of boys are still out of school). Quite

simply, aid is an effective catalyst for
economic growth and social development.

But more aid is needed. Estimates by the

World Bank and others suggest that

achieving the Millennium Development

Goals (an overriding one of which is to
halve the incidence of extreme poverty by
2015) will require a doubling in the

volume of official development assistance

(ODA) m the medium term. The Monterrey
Consensus - from the March 2002

International Conference on Financing for

Development - is a promising first step. It

launches a new partnership between

developed and developing countries, based

on shared responsibility: developing

countries recognise that they have pnmary

responsibility for their own economic and

social development and developed
countries commit to international financial

and technical co-operation lor

development. The commitments by donors
at Monterrey fell well short of doubling

ODA, but they would nonetheless reverse

Official Development Assistance of main DAC donors
% of gross national income

%

o.5 r
TOTAL DAC

' United States

' Japan

' EU members

1981

Source: OECD
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the 1990s decline. In fact, as the chart shows,

the commitments, if fulfilled, could raise the

ratio of ODA to national income from its

2000 level or 0.22% to 0.24% by 2006 - a
volume increase of some US$13 billion on its

2000 level of US$54 billion.

Aid must also be used more effectively.

There is need lor a significant shift in aid

towards low-income countries, although

donors should still target some assistance

towards less poor, more populous countries

with large numbers of poor people. Sound

policies, good governance and institutional

Sound policies, good governance
and institutional quality are

important factors, but cutting

poverty is the foremost objective.

And countries that perform well
will receive more aid.

quality are important factors, but cutting

poverty is the foremost objective. And
countries that perform well will receive
more aid.

In launching the Millennium Challenge
Account, with a 50% increase in US aid,

President Bush said it will be "devoted to

projects in nations that govern justly, invest
in their people and encourage economic

freedom." But the case of Afghanistan is a
powerful reminder also of the necessity for
continued engagement in fragile countries -
to help them address their underlying

governance problems and, where feasible,

provide basic social services.

Aid effectiveness has to be measured, of

course. The Millennium Development Goals
from the UN Millennium Summit of 2000

provide a framework for measuring progress

on poverty reduction, education, health and
the environment, as well as aid volume,

market access and debt relief. This reflects

progress on policy coherence for
development in donor countries - which

the members of the Development Assistance
Committee and other OECD members

monitor through peer reviews. Still, more is

needed and the DAC is working with others

to identify annual measures of results that
can show effective use of both aid and

national resources and help with their

future allocation. Numbers are not the only

measure and qualitative indicators will be

used to take account of governance, the rule

of law and respect for human rights. And
through the PARIS2 1 initiative (see

www.paris21.org), the DAC is actively

supporting efforts to build the statistical

capacity required to monitor progress.

Finally, the DAC is offering guidance to

promote simplification and harmonisation

of donor procedures and so reduce the
burden on the capacities of partner

countries to manage aid and to lower the
transaction costs involved.

Thanks to these combined efforts

we have an unprecedented opportunity

to realise the Millennium Development

Goals and cut world poverty, as

well as promoting sustainable

development. We have no choice
but to take it.
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Wanted: Jubilee 2010

Dismantling protection

Developing countries have higher protection
Post Uruguay Round actual ad valorem tariff rates (%)

Jagdish Bhagwati, Professor, Columbia University, André Meyer Senior Fellow al the Council on Foreign
Relations and External Adviser to the Director General of WTO; and Arvind Panagariya, Professor of Economics
and Co-director, Center for International Economics, University of Maryland at College Parl<

Church and civil society
groups should focus their
energy and influence on
dismantling rich-country
protection against the
labour-intensive exports of
great importance to the poor
countries. But they have to
dispel some fallacies about
tariff barriers first.

It is an accepted fact that rich countries

have not fully dismantled their tariff
barriers. It is also a fact that this lack of

action hurts not only the rich countries

themselves, but the poorest of the poor
countries too. These truths have been

known, and the situation condemned by

economists (as well as many policymakers

and political leaders), for at least a quarter
of a century. Indeed, the writings ol virtually
all policy-concerned trade economists and
even the research at institutions such as

UNCTAD have documented, and

denounced, rich country protectionism for
decades.

The recent castigation of rich-country

protectionism by the heads of international
agencies and in the media, while welcome,
is therefore little more than a reiteration

of the obvious. But the absence of a

simultaneous and equally pointed focus on

the protectionism of poor countries, which
has also been amply documented by
informed trade economists, has encouraged
several fallacies which can only make it

harder to reduce protectionism in those

25
developed

developing

Agriculture Textiles and clothing Industrial products

Soorce: Finger, M. and Schuknecht, L, 1 999, "Market Access Advances and Retreats", Wcrld Bank Working Paper WPS
2232. Table SF3

countries. These fallacies need to be

exposed and the latest critics, far too often
non-trade experts, asked to always condemn
protectionism in both poor and rich
countries, even as they wreak more

contempt on the rich ones.

At the same time, we need targeted input

into public policy from upstanding groups
such as churches, not against free trade, but

against trade barriers. And since rich-country
protectionism against the labour-intensive
products of the poor countries remains a
hard nut to crack, we are now working for a

Jubilee 2010 movement directed against the
kind of rich-country protectionism that

particularly hurts poor countries.

The loi lowing fallacies handicap the removal
of poor-country protectionism.

Fallacy 1

Rich-country protection is higher
than poor-country protection.

Many poor-country politicians have
exploited the focus on rich countries'
protectionism to say that this system of
trade barriers is "unfair" to them, in the

sense that trade barriers are asymmetrically

higher in the rich countries, especially if
they are measured only against the poor

countries' exports. But the facts about tariff
barriers in the rich and poor countries do
not bear this out. In fact, it is still true that,

on average, poor countries have higher

protection than rich ones. This is evident
from the graph below, drawing upon work
by Michael Finger and Ludger Schuknecht
(see references). Thus, for industrial
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products, rich-country tariffs are at 3%
compared with 13% for poor countries.

Even in textiles and clothing, the

poor-country tariffs at 21% exceed the
rich-country tariffs at 8%.

To be sure, not all developing countries are

equally protectionist. For many years now,

Singapore and Hong Kong China, which

have traded their way out of developing

country status, have been textbook

examples of free-trading economies.

Likewise, protection levels in middle-income

areas such as the Republic of Korea and

Chinese Taipei are not markedly higher than

in developed countries. But the countries

that stand to benefit most from competition

Poor countries have, on average,

higher protection than rich ones.

Even the peak tariffs in developed

countries apply to only about a

third of developing country
exports. And much of the

protection against developing

country exports is concentrated

in developing countries
themselves.

are precisely those that have the highest

protection. These include most countries in
South Asia and Africa, whose average tariff

levels are markedly higher than the average
both for developing countries and for

developed countries.

True, the peaks in tariffs in developed
countries are concentrated against the
exports of poor countries, and applied with

potency to basic products like textiles and

clothing, footwear and fisheries. But as
UNCTAD's estimates show, even the peak

tariffs in developed countries apply to only
about a third of developing country exports.

Furthermore, as Messrs Finger and
Schuknecht document, much ol the

protection against developing country

exports is concentrated in developing
countries themselves: in other words,

protection against each other. As to non-tariff
barriers, particularly anti-dumping actions,

the developing countries are rapidly

catching up with rich-country practices and

excesses. Economists Michael Finger,

Francis Ng and Sonam Wanchuk have
estimated that, during 1995-99, rich

countries initiated 401 anti-dumping

actions whereas poor countries started 464.

Anti-dumping actions are proliferating and
are no longer the exclusive weapon of the
rich countries. In short, trade barriers do

not appear to be asymmetrically stacked

against poor countries.

Fallacy 2

Trade barriers against poor
countries reflect hypocrisy on
the part of rich countries.

This is a sentiment voiced by many

pro-poor NGOs. Yet a closer look at the

existence of poor country protectionism
reveals a more prosaic explanation ol rich

country protectionism. The persistent
presence (despite the general and immense

postwar liberalisation of trade by the rich

countries) of protection against the labour-

intensive exports of the poor countries can
be partly, perhaps even largely, explained
as a consequence of reciprocal bargaining.

As long as the poor countries received
most-favoured-nation treatment m trade

rounds, and the prevailing orthodoxy that

their protectionism was not harmful to them
and that they were loo "underdeveloped" to

liberalise exempted them from having to

make any trade concessions, the rich

countries proceeded to make tariff
reductions in goods that were of interest
only to themselves. Ol course, until the late
1980s, rich countries were indifferent

towards the rather small markets poor

countries had to oiler. But this changed as

many of these markets expanded.

Fallacy 3

It is wrong to ask the poor countries
to lift their trade barriers when

there are trade barriers in the rich

countries.

This view was echoed at a conference

in New Delhi, when Nicholas Stern,

Chief Economist, World Bank, said it was

"surely hypocritical of rich countries to

encourage poor countries to liberalise trade
and to tackle the associated problems of
adjustment, while at the same time

succumbing to powerful groups in their own

countries that seek to perpetuate protection

of their narrow self-interest". As a political

principle, this seems sound, but in
economics, it is an elementary error. As

Joan Robinson famously said, if your trading
partner has rocks in his harbour, that is no

reason to throw rocks into your own. Many

western NGOs and some church groups

that often echo Mr Stern's argument fail to
understand that protection does the poor
nations no good. Rather, it adds to the harm.

In fact, the proper and helpful way to put
the argument is quite different: that,
politically, it is harder to make progress on
trade liberalisation worldwide when rich

countries themselves have massive subsidies

and protection.

Fallacy 4

Exports from poor countries fail
to grow because of protection in
rich countries.

A small yes but a big No. Even as

rich-country protection is properly

condemned, protectionism in poor countries

is quite often the chief culprit in their dismal
export and economic performance. To

understand this, consider a simple analogy.

Imagine you are a poor country. Two doors

come between you and the rich-country

mansion. The mansions door may be closed:

this is rich-country protection. But you must

also get past your own door, and that may be

closed: this is poor-country protection and

creates a bias against exports. We might also

add: even if both doors are open, there may

be no traction in your legs and you need

therapy; this is the "supply capability"

question on which there has been
considerable attention of late. We feel the

almost exclusive focus on this aspect has been

too static and does not adequately allow for
the fact that, if both doors were open to a
reasonable degree, there would be an

incentive to acquire the missing traction.

Thus, in regard to these doors, consider the
outward-oriented Far Eastern economies,

which either pursued free-trade policies

(Hong Kong and Singapore) or, in second-
best fashion, offset the anti-trade bias of their

protection, albeit in a less desirable fashion

through export subsidies (Republic of Korea

28
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and Chinese Taipei). They managed to

register a huge export performance, whereas
import protection in countries like India hurt
their own exports. Yet both sets of countries
faced virtually the same trade protectionism
abroad. The postwar experience strongly
underlines the propositions that export

pessimism is self-fulfilling and that
incapability feeds on itself, whereas those
who set their policies to exploit foreign
markets have usually found it possible to do
so, and overcome protectionism abroad.

Jubilee 2010: targeting

rich-country protection

against poor countries.

So, the fallacies that are fatal to the economic

health of the poor countries can be refuted.
That should help restore our focus on the real
need to reduce protection in poor countries

that need to go further. But what about
rich-country protectionism?

Evidently, multilateral trade negotiations are

important, and the recent launch of a new
round at Doha, with an explicit mandate to

address the tariff peaks in the rich countries,
is a welcome development. But surely we

should also harness the energies and

sentiments of civil society groups, including
church groups in particular, to eliminate

protectionism. At Seattle and elsewhere, these
groups marched alongside protectionists,
identifying themselves wholly with
rich-country workers in most cases, though
some, equally without sound justification in
our view, attacked trade for hurting the

welfare of workers in poor countries.

These groups forget that it takes two to tango,
that they should promote the wellbeing of
workers not just in the First, but also in the
Third World, together and at the same time.

This requires that church and civil society
groups put their weight behind the
dismantling of protection against the
labour-intensive exports of great importance
to the poor countries, albeit at a pace and
with institutional support for adjustment and
retraining that are compatible with a humane
concern for our workers.

Hence our call over a year ago for a Jubilee
2010 movement (inspired by the Jubilee 2000
movement that finally led to debt relie0

Traction problem?

where free traders, church groups and

NGOs join forces to dismantle rich-country
protectionism by 2010, in a progressive set of
targeted reductions of trade barriers on
labour-intensive goods where poor countries
have marked production advantages. These
reductions would be accompanied by
substantial infusion of funds to retrain and

relocate any poor, displaced workers in the
rich countries. We are happy to note that UN
secretary-general, Kofi Annan, at the Brussels
conference on development last year (when

the far less significant "anything-but-arms"
initiative to grant tariff-free access to 99% of
imports from the world's 48 poorest countries

was announced by the European Union)
brought the Jubilee 2010 idea before the
assembled NGOs. We plan to follow through
this idea whose time, we believe, has come.
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Children are war's

greatest victims
Carol Bellamy, Executive Director, UNICEF

How to explain the brutalisation
and death of Palestinian and

Israeli children? Or the

savagery of fighters in Sierra Leone
who chop off children's limbs? Or
the systematic abduction of thousands

of Ugandan children as guerrilla fighters
and sexual slaves? Graça Machel, author

of a watershed report on the impact of
armed conflict on children suggests that
such depravity can be understood
only in terms of the "desolate moral

vacuum" that is part of every armed
conflict.

At least two million children have died in

the past decade as a result of wars waged by
adults, many targeted as non-combatants or
killed in action as soldiers. Three times that

number were disabled or seriously injured,
with many more suffering from disease,
malnutrition, sexual violence, and the

hardships of forced flight. And countless

children struggle with the anguish of losing
their homes, their possessions and those

closest to them. Virtually every aspect of a
child's development is damaged in such
circumstances, and the psychological toll of
armed conflict is incalculable.

In her latest study (The Impact of War on
Children: A review of progress since the 1996
United Nations Report on the Impact of Armed
Conflict on Children, UNICEF, 2001), Graça

Machel points up a new horror: how armed

conflict and HIV/AIDS are propagating each
other in a monstrous symbiosis, spreading
destruction and eroding child rights on an
ever-wider scale as each reinforces the

conditions that fuel the spread of the other.

The criminal exploitation and targeting of
children in conflict is an assault not only on
their rights, but also on the very cause of

[30
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international peace and security. When
children are denied the opportunity to grow

up in an atmosphere of trust, tolerance and
justice, the prospects for stemming war over
succeeding generations are dim indeed. It is
clear, for example, that the kind of warfare
we have seen in the Middle East - the

suicide bombings and ambushes, the use of
heavy artillery and helicopter gunships in
civilian areas, the bulldozing of homes, the

mass round-ups of fathers and brothers -
are hardening many children in the belief
that violence is an acceptable way of

resolving disputes.

Yet it is also true that since the publication

of the 1996 Machel Report, we have seen

significant progress in efforts to protect
children in conflict situations, as well as

steps to ensure that their interests are
central to peacemaking, peacekeeping and
peace-building activities. The pending
establishment of an International Criminal

Court means that the world will have an

institution dedicated to challenging the

impunity of war crimes against children and
other civilians - one that is empowered to

hold guilty parties to account, as the
International Tribunals for Rwanda and the

Former Yugoslavia are now doing. At the
same time, the role of business in inflaming

or prolonging conflict and instability has
come under scrutiny as a result of
investigations into the links between armed
conflict and the trafficking of diamonds in

Angola and Sierra Leone (see article by
Charmian Gooch on page 52).

In February, we celebrated the entry into
force of an Optional Protocol to the
Convention on the Rights of the Child
(CRC), which raises the minimum age for

compulsory recruitment of combatants from
1 "5 to 1 8 years and prohibits anyone under
18 from participation in hostilities.
Moreover, the CRC itself has set

benchmarks for what we - and children

themselves - have a right to expect from
warring parties all over the world.

A global ban is now in force on the
production and use of anti-personnel
landmines, which indiscriminately kill or
maim children and other civilians for

decades after the end of fighting, while

posing a comparably long-term threat to
reconstruction and development. The

At least two million children

have died in the past decade

as a result of wars waged by

adults, many targeted as
non-combatants or killed in

action as soldiers. Three times

that number were disabled

or seriously injured.

shameless proliferation of small arms and
light weapons, which are easily handled
by child soldiers, is now being addressed.
And the increasing attention paid to
war-affected children by the UN Security

Council and a number of regional

organisations has helped move children
closer to the centre of the international

peace and security agenda.

This heightened visibility in the Council
and elsewhere marks a profound shift in
our understanding of the needs of children

caught up in armed conflict, and has set the
stage for improved standards for child
protection and strengthened humanitarian
assistance. As recently as a decade ago, most
humanitarian assistance focused on food

aid, health and nutrition, safe water and

adequate sanitation, and shelter. Now,
psychosocial care, education, and family
tracing and reunification have become
pillars of humanitarian action.

Of these, education is crucial. Even in the

midst of chaos, education can restore a

measure of stability and normalcy for a
child. Education provides a critical

opportunity to pass life-saving messages
to children on such vital questions as

HIV/AIDS prevention and landmine
awareness. And education can sow the seeds

of peace and justice everywhere. In the
United States, the September terrorist

attacks moved many educators to focus on
helping children and young people come to
terms with their own feelings about what

had happened; and to think about war
and political violence in an informed and
open-minded way.

Educational initiatives that address conflict

in the context of human rights are in

keeping with UNICEF's belief, borne out by

evidence from places as disparate as Croatia,
Lebanon, Northern Ireland, Rwanda, Sudan,

Bosnia and El Salvador, that the values of

peace and toterance can be taught. We are
also convinced that schools offer the ideal

venue for teaching such skills as

negotiation, problem solving, and
communication.

Moreover, we have learned that providing

quality basic education, especially for girls,
can make armed conflict less likely.

Educated girls grow up to be educated

women who are more likely to have
smaller families, healthier and better-

educated children - and participate in
decisions that affect them and their

communities.

All of these issues and more were on the

agenda for the UN General Assembly
Special Session on Children on 8-10 May

- the biggest and most ambitious global
conference on children and their rights
since the World Summit for Children in

1990. The Session, originally scheduled last

September, had been postponed because of
the terrorist attacks in the US.

Few expected that the special session
would provide a panacea for children
caught in armed conflict. No magical
formula exists that will cause people to lay

down their guns - or bring about the
immediate release of abducted children.

But business as usual is clearly not

acceptable. That is the message that must
be spread far and wide, atop the banner of
a Global Movement for Children - a

worldwide campaign supported by

UNICEF and its partners to build a shared

sense of responsibiiity for the well-being of
every child on earth.

In a global economy worth more than
US$30 trillion, it is clear that the resources

exist to bring about real improvement in the
lives of children, their families, and their

communities. UNICEF looks especially to
the OECD countries to take the lead. The

world's children deserve no less.
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PISA

The consequences for Germany

Edelgard Bulmahn, German
Federal Minister for Education

and Research

The findings of the OECD Programme for
International Student Assessment are

alarming. A country with the economic

and political significance of Germany belongs
at the top of the league and cannot be satisfied
with an education system performing at the

OECD average level - never mind below it.

But PISA should not mislead us into starting

discussions about reforming our education

system from scratch again. In fact, many of the
shortcomings PISA brought to light were not
new. Earlier studies had already drawn
attention to the weaknesses ol our educational

system and prompted me to set a new

educational reform process in motion.

Two years ago, I sat with German state officials
and social partners, church representatives,

parents, pupils and educationalists in an
education forum to discuss what would have

to change - without regard to our particular

areas of responsibility - il our children and
young people were to have a better education
and better training. The 12 recommendations

that emerged from that forum already make a
start to addressing the problems that were
highlighted by PISA assessment. The time has
now come to take action!

Experiences in countries like Finland, Canada,
Australia or Japan, who are now reaping the

benefits of earlier reforms, suggest that

Germany's educational system can be improved
within the foreseeable future. But it is not

enough just to copy them; it is a question of
learning from good examples and incorporating

the lessons into our own strategies.

One thing is clear: the foundations for

successful learning are laid early on in life. We
must therefore concentrate our efforts on early

childhood education. In this respect, the

education forums demand for clear objectives

for early childhood education and care

programmes hits the nail right on the head.
These must be more than just child-minding

facilities. Their job is to stimulate our

children's curiosity and eagerness to learn and

to prepare them for primary school. Children
with limited aptitude for speech or who do not

speak German very well require particular

attention so they can start school with the
same chances as other children. In addition,

we must assess and improve the initial training

and in-service training of our teachers.

The shortcomings in reading and

mathematical literacy uncovered by PISA make

it abundantly clear that there must be a

distinct improvement in the individual support
offered to all children. There is no

contradiction between the improvement of
education across the board and the promotion

of excellence. Equality of opportunity and

fostering excellence in education must both be
central planks in our school education system.

Positive attitude: Education Minister Bulmahn

We must organise learning in our schools m

such ways that children can learn from each
other. This benefits the most advanced pupils

as well as those who find learning more
difficult.

We must also recognise that learning takes

time. This is particularly so where children are

required not just to absorb information

mechanically, but to actively acquire

knowledge and skills and apply them. This is

why the establishment of full-day schooling
throughout Germany is so important. With all-

day schooling it would be easier to prevent

social exclusion, improve language

competence and foster individual talents. All-

day schooling - long taken for granted m
other countries - is also an important factor in
making family life and professional life
compatible.

Teachers play an important part in the

implementation of these measures. New
demands for teachers call for qualifications
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beyond subject matter specialisation:

methodology and didactics, a stronger
practical orientation and routine in-service

training are an absolute must.

Moreover, our teachers should be given more

recognition by society for the hard work they

do. As in industry, good teacher performance
should be rewarded and we should make

greater use of the incentives already available
to us.

Last but not least, we must give our schools

in Germany greater autonomy, free them
from bureaucratic encumbrance and make

them fit for the future by giving them more
responsibility! Here too PISA shows the way.
Finland scored best in the survey. It has

empowered schools, while at the same time

subjecting them to regular quality control.

The right mix of autonomy and assessment is
the recipe for an educational system that
works.

Good education requires resources. Clearly
we must invest more in the education of our

children. The money spent is an investment in
the future and must be considered as such,

not a cost. The federal government has already
set a good example in this respect. Since

1998, expenditure on education and research

has been raised by an impressive 21.5% to
around billion, the highest level ever.

The 12 recommendations of the education

forum are on the table and can now be

implemented. I welcome the fact that

Germany's federal and state authorities have
jointly decided to monitor the

implementation scientifically. A first report
on progress is expected for 2004.
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Education is the key
Professor Kader Asmal, South African Minister of Education

Class solution

As South Africa's experience shows, education is a
fundamental tool for lifting people from poverty and
removing threats to peace.

There can be no doubt that poverty,

which was the scourge of the 20th

century, continues to confront us as

the pre-eminent challenge of the new

century. High mortality rates claim the lives
of millions of women and children. This

scourge is manifested in the form of

diseases, malnutrition, stunted physical
and intellectual development, all of which

result in grim consequences. One

overriding factor is to blame: poverty. The
discourses on globalisation, the new world
order, international trade and multinational

relations have been radically influenced by
the sad events of 11 September 2001. Our

desperate search for abiding solutions that

will remove future threats to world peace
have focused our attention on poverty, as a

factor that fuels global instability through
political and military extremism.

Following the long struggle to rid our
nation of apartheid, South Africa is

confronted with the huge challenge of
alleviating the poverty that threatens the

majority of our people with a looming
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crisis in human development. It is real, it is

palpable, and it is evident on the streets of
our inner cities, in the remote reaches of

our rural areas and in the multitude of

spaces that surround the islands inhabited

by a minority of non-poor.

Our efforts at post-apartheid reconstruction
coincided with a historical moment - in the

last decade of the 20th century - when the

influence of globalisation on the policy
environments of nation states was both

compelling and unavoidable. But I remain

implacably convinced that the precise

nature of this influence does not carry the

kind of almost metaphysical inevitability

that is often expressed in numerous articles

on this subject.

There is a disturbing discourse on

globalisation that has found prominence in
some international and multilateral

organisations, large sections of the media

and public debate. It is invoked to justify a

development path, with attendant policies,
that is assumed to have an intrinsic

inevitability. This development path is

assumed to have an inexorable trajectory,

impervious to human agency. This is of

course a myth.

There is evidence that globalisation can

generate very high returns, even within the

poorest countries. But there is also evidence

that, in the absence of widespread

opportunities for basic education, the

returns tend to accrue to a small, highly

skilled stratum of society.

Change and progress in the last few
decades, most significantly since the Second

World War, have occurred at a bewildering

pace. There has been tremendous progress

in almost every endeavour of human

existence. But this progress is shadowed by

the dark side of human development -

widespread poverty, social dislocation,

vulnerability, premature and avoidable death
and heartache for the majority of the world's

population.

Recent international events have made it

dramatically clear that the burden and

consequences of poverty are not confined
within the boundaries of those countries

most severely afflicted. Impoverishment and

social discord make people vulnerable to

Globalisation can generate high

returns, even within the poorest
countries. But in the absence of

basic education, the returns tend
to accrue to a small stratum of

society.

forces that threaten peace and security. Just
as national boundaries have become

increasingly permeable to capital, products

and highly skilled labour, we now know

that these boundaries are also extremely

permeable to the burden and consequences

of poverty. It is therefore inevitable that the
world now confront, with urgency, the
challenge of global poverty and global

equity.

The formulation of an effective response to

all these facets of globalisation is certainly

an extremely complex enterprise. But there

can be no doubt that the improvement of

education quality and access on a global

scale is a necessary condition for success.

All South Africans, across political

boundaries and including civil society,

support the view that education is our most

potent instrument for poverty alleviation

and the promotion of human development.

We have made rapid progress in

establishing, in most areas of education and
training, a strong basis of policy and law,
rooted in our democratic Constitution. We

have smashed the apartheid structures of
Bantu, White, Coloured and Indian

education, and replaced them with non-

racial and non-sectarian departments and

governing councils.

To take advantage of globalisation, we must
be able to produce goods and services of

high quality and at competitive prices. We
must ensure that we create conditions

through policy, law and a collective ethos

that facilitate development. Education and

training together form the vital weapon in

our nation's arsenal to achieve these things.

Investment in all of a country's people is no

longer a luxury. Not only is education a

basic human right, necessary for human

dignity and good citizenship; it is also vital

for achieving economic and social

development.

South Africa has made important progress
in the renewal and improvement of

education. Much of this progress was made

possible by the painstaking efforts to

construct a constitutional democracy in

this country.

The old institutions of government have

been transformed and we have also gone a

long way in building new institutions to

give effect to our transformation agenda.

We have succeeded in reducing inter-

provincial inequality in public spending by
some 50% since 1994. The primary school
enrolment rate is presently around 100%.

Even among the poorest sections of our

people, the average duration of schooling

is already in excess of 12 years.

However, too many children are still forced

to contend with education of poor or
unsatisfactory quality. There can be no

equity in educational achievement while

the social distribution of quality remains

uneven. Many children, the majority of

whom come from the poorest of the poor,

do not have access to effective teaching

and learning, to a basic supply of

textbooks and other materials to support

learning.

Education is not just a fundamental right;
there is irrefutable evidence that it creates

the opportunity for sustainable livelihoods,
raises agricultural and industrial

productivity provides the basis for

sustained and equitable growth, improves

health and nutrition levels, reduces family

size and raises the level of community

participation in local decision-making.

Mass public education of good quality has
assumed a much greater significance in the

context of rapidly globalising financial and

product markets and the rapid growth in

new technologies.

Education improvement and expansion is
central to our strategy for social

development, economic growth and peace
in South Africa. I believe that education is

similarly central to a strategy that can
promote peace and development in our
globalised world.
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Peacebuilding
Putting principles into practice

John Hume, Member of the European Parliament, 1998 Nobel Prize for Peace'1

Achieving peace from
conflict depends on
building respect and
working together to forge
agreement and new
institutions. It can be

done.

w
ë are living through one of the

greatest revolutions m the

history of the world - the

technological and telecommunications
revolution. As a result, the world is a much

smaller place and people are much closer
together. And this makes our challenge

even greater to ensure that this century

will be one in which we no longer have
wars or conflicts. Given the smaller world,

war in any part of it can have a serious
effect on us all, wherever we live. The

present situation in l he Middle East is a

clear example of this. For that reason, we
need a clear philosophy of peace that we

can send to areas of conflict and have put

into practice.

All conflict is about the same thing:
difference, whether in religion, nationality or
race. The answer is to make clear that

Peace builder: John Hume addresses a rally, 1971

difference is an accident of birth. None of us

chose to be born into any nationality, religion
or race, and so difference should never be the

source of hatred and conflict. Instead, it

should be a source of respect. Respect for
difference is the real principle of peace.

Secondly, it is necessary to point out that

where there are areas of conflict, it is people

who are divided, not territory. Without
people, any territory, in Ireland or in the

Middle East, is just a jungle. Violence has

no role to play in resolving the problem. It
only deepens divisions and makes the

problem more difficult to solve. The only
way to solve such problems is to reach

agreement and the only means of doing so
is direct dialogue.

The agenda for the dialogue should
obviously cover the areas of disagreement,

and naturally should take place in a totally
peaceful atmosphere with agreement as the

objective. In addition, it should be made

clear in advance that when agreement is
reached, the final decision should be with

the people on the different sides: in other

words, a referendum on the agreement on

all sides. That approach would strengthen
the peace process enormously and create

strong support for it. Indeed, it is this

approach that has been very successful in
Northern Ireland.

Leaders in areas of conflict should do as we

did in Northern Ireland and study the
principles at the heart of the European

Union. The EU is the best example of
conflict resolution in the history of the

world. The first half of the century we have

just left was the worst in the history of the
world - two world wars and more than 100
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million human beings slaughtered. Who, in

the ruins of that calamity, could have
forecast that in the second half of the

century those same peoples would be

together in a united Europe? Yet it
happened, and how that was done should

be studied by peoples in all areas of conflict
ill the world. We did so in Northern Ireland

and the three principles at the heart of the

Good Friday Agreement of 1998, which set
the basis of today's peace, are the same three

principles at the heart of the EU.

The first principle is total respect for
difference. There should be no victory for
any side. The second is the creation of

institutions that respect difference. In

Europe we have a Council of Ministers, a

European Commission and a European
Parliament, all drawn from all countries.

In Northern Ireland, we have an Assembly
elected by proportional representation, so

that all sections of the people are fully
represented and an Executive elected by
the Assembly, also by proportional

Where there are areas of

conflict, it is people who are

divided, not territory. Without
people, any territory, in Ireland
or in the Middle East, is just a
jungle. Violence has no role to

play in resolving the problem.

representation, so that all parlies are

in government.

The third principle, which is the most
important, is that the representatives of the

peoples of Europe work together in their
common interests, largely socio-economic,

spilling sweat rather than blood. As a result,
the barriers of centuries of distrust have

been broken down. The new Europe
evolved and continues to evolve. That is

what is happening now in Northern Ireland.

The representatives of all sections of our

people are working together on our

common interests, again largely socio¬
economic. We look forward to the barriers

of centuries of distrust breaking down and
the new Ireland evolving, based on
agreement and respect for difference.

What I am saying very simply is that people
in areas of conflict should study these
principles very carefully. We hope others
can profil from our experience, and stand
ready to provide assistance where it would
be useful.

John Hume, leader of the mainstream Northern
Irish nationalist parly, the Social Democratic and
Labour Party, was awarded the Nobel Prize for Peace
jointly with David Trimble, leader of the loyalist
Ulster Unionist Party and now Northern Ireland First
Minister.
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Globalise this

Human rights

Amnesty International

Amnesty International was
founded more than 40 years

ago. Economies have
evolved rapidly in that
time, political ideas too.
But what about protection
of human rights?

What should globalisation mean

for human rights? Clearly,

human rights are central to any

effort to manage the tide of globalisation to

the benefit of all peoples in an equitable
manner. But globalisation must not be
confined to political and economic forces;
it must also apply to social, cultural and
civil movements. This means recognising

(he interdependence of all these aspects.
Our clarion call should be "Globalise this -

human rights!"

It may be hard to believe today that just 40
years ago two Portuguese students were
sentenced to seven years in prison simply
for raising their glasses in a toast to
freedom. It was this incarceration that led

to the foundation of Amnesty International
in 1961 at the height of the Cold War. Our
mandate reflected the clear divide at the

time between civil and political human

rights, and social, economic and cultural
rights. Amnesty was clearly on the civil
and political side of the divide,
campaigning for the release of prisoners of
conscience; fair trials for political

prisoners; abolition of the death penalty
and an end to torture of prisoners and

political killings.

But the end of the Cold War and the

spread of globalisation have broken down

the division

between politica

and civil rights
and those of a

social, economic

and cultural nature

to embrace the

indivisibility and

interdependence
of all human

rights.

Gradually, human

rights have assumed
the centre-ground in all

aspects of humanity, from
development to trade; from
healthcare to education; from

discrimination to policing. The challenge

we now face is to make the respect ol

human rights a reality for everyone,
regardless of background or belief and to
give true expression to what is meant by
the universality and indivisibility of all
human rights for all people.

Amnesty International is playing its part in

moving away from the perception that civil

and political rights are somehow more

important than economic, social and
cultural rights. We adopted a new mission

m August 2001, completing the shift from
a prisoner focus to a human rights focus.
Amnesty International will now undertake
research and action to end grave abuses of
all human rights, including the right to

We cannot enjoy any of our
human rights unless we can enjoy

all of them. They provide the
framework within which

development, democracy, and

human security can be realised.

physical and menial
integrity freedom ol

conscience and expression,
and freedom from

discrimination. During the

Cold War years Amnesty
nternational did not choose

between different political systems;

t held governments
accountable for their human

rights record, irrespective

of their ideological
orientation.

Likewise today,

Amnesty
International

does not choose

between economic

systems; it will
seek to hold

governments and
non-state actors

accountable

for their record,

respective of ideology.

Some of the key elements for

this new campaign are: the

indivisibility of human rights;

the need for accountability; and the need

to address the effect of globalisation on

human rights.

We cannot enjoy any ol our human rights

unless we can enjoy all of them.
Collectively these rights are codilied,
universally shared, measurable and
enforceable. They provide the framework
within which development, democracy,
and human security can be realised.

The Universal Declaration of Human

Rights calls upon "every individual and
every organ of society" to promote respect
for these rights and freedoms and to ensure

their observance. Of course, the promotion

and protection of all human rights is first
and foremost the responsibility of the

State. However, this responsibility is being

blurred in today's globalised society
International financial institutions,

intergovernmental organisations,

companies, non-state entities, private

actors, and civil society, are all pari of the

increasingly complex governance structures

of today's world.
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The confusion of responsibilities for human

nghts, whether in Beijing, Bamako or

Boston, is complicating international

accountability mechanisms, and allowing

abusers to act with impunity. Over the past

40 years Amnesty International has sought

to hold governments, non-government
entities and non-state actors from the

"private sphere" accountable for human

rights abuses. The basis upon which the

organisation has sought to hold these actors
accountable has included the extensive

framework of international treaties and

regional and national standards governing
human rights and, where they exist, using
the mechanisms for enforcing these
standards.

But it is clear that law does not govern all of

the relationships that present themselves in

the modern global village, not least in the
realms of economic, social, and cultural

rights. This is particularly true in the private

sphere, in relation to companies for

example. We, as members of civil society,

must continue to explore new techniques
and new avenues to hold all actors

accountable in a legitimate way for ensuring
respect of all aspects of human rights.

In our daily work at Amnesty International

we report on situations involving gross, and

sometimes widespread, human rights

violations. Fighting against impunity and

promoting the principle of universal

jurisdiction are central to the work of

Amnesty International. Universal

jurisdiction is a tool to end impunity.

But the most powerful and potent force

for human rights is the individual. When

Peter Benenson founded Amnesty

International as a letter-writing campaign
he knew that like-minded individuals can

join together to create indestructible

forces of change. We know that the

individual can achieve great things when
faced with adversity. We must create a

society that places human rights at the

centre of power. Then, civil society will
be able to channel concerns in an

effective way: fighting for the respect of
human rights for all.
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FATF initiatives

to combat terrorist

financing
Clarie Lo, President, Financial Action Task Force (FATF)

Where do terrorists get their money? And how can
governments best work together to stop them?
The FATF is helping to find the answers.

Money laundering has always

been about concealing the true

source of the proceeds of
organised crime, such as drug trafficking,
corruption and other illicit operations.

The heinous events of 1 1 September also

highlighted the need for a comprehensive

and bold strategy to prevent and suppress

the funding of terrorist activities. The
Financial Action Task Force (FATF), an

international government organisation,

is spearheading this global fight by

deploying its expertise in combating
money laundering lo help deal with

terrorist financing.

Money laundering and terrorist financing
have several similarities. Both are, by
their very nature, secretive financial
activities on a global scale. But the
financing of terrorism differs from the

usual money laundering pattern where
criminals have to find a way to launder

their illicit profits, because terrorist

financing includes legal, as well as illegal,
sources of funds.

The sums involved are enormous; there

is no way of knowing the total amount of

money involved worldwide*. The

challenge for the FATF has been to use

its expertise to map oui effective

measures to combat terrorist financing

and to engage all nations to implement
them. The FATF has drawn up eight

Special Recommendations against
terrorist financing and agreed on a
comprehensive action plan.

These recommendations are a set of

international standards designed to deny
terrorists and their supporters access to

the international financial system, lo
track down and intercept the assets of

Effective measures against

terrorist financing can only
be achieved through a

combination of tougher

legislation and enforcement
and increased international

co-operation.

terrorists, and to pursue individuals and

countries suspected of participating in,

or supporting, terrorism. They

supplement the FATF's existing
Forty Recommendations, which are

the accepted global anti-money
laundering standard.

The special recommendations focus on:

ensuring that terrorist financing is
specifically listed as a criminal offence in
a country's legislation; the seizure of

terrorist assets; the reporting of
suspicious financial transactions linked to
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terrorism; international co-operation; and
measures to prevent the misuse of wire

transfers and other remittance systems.

They also cover ways to prevent legal
entities such as non-profit organisations

Iront being used as a source of terrorist
funds.

Effective measures against terrorist
financing can only be achieved through a

combination of tougher legislation and
enforcement and increased international

co-operation. The FATF has been working

to ensure that its own members comply

with the Special Recommendations while
encouraging and helping non-FATF
members to do so as well. FATF members

are currently assessing whether their

national legal systems comply with the
recommendations or whether they need to

take further action, and are due lo report

back by June 2002. The assessment is

based on a questionnaire covering areas

such as whether a jurisdiction has ratified
the 1999 UN International Convention on

suppressing terrorist financing and
complies with UN resolutions on the issue.

Among OECD members, seven have ratified
the convention (Austria, Canada, France,

Iceland, The Netherlands, Spain and United

Kingdom). The questionnaire also covers

provisions for information sharing and co¬
operation with other countries and asks
countries whether they have the power to
freeze terrorist-related assets.

Most FATF members comply fully or partially
with the recommendations and all are working

towards achieving full compliance by June

2002. As part of its efforts to encourage the
widest possible international compliance, the
FATF has invited non-members to assess their

own legal systems using the same questionnaire

and intends to initiate a process in June 2002 to

identify jurisdictions that lack appropriate

measures to combat the financing of terrorists.

To help financial institutions and other

\-ulnerable entities lo detect and report

terrorist financing activities through existing
anti-money laundering channels, the FATF is

now developing a special guide on the

techniques and mechanisms used in terrorist

financing and the types of financial activities
involved. It covers all kinds ol criminal

activity, from credit card fraud and armed
robbery by terrorists to the abuse of legally
registered groups such as charities or relief
organisations by terrorist groups to raise
funds from innocent donors.

Building international co-operation is vital
for success, of course, and the FATF has

intensified co-operation with bodies such as
the United Nations - whose Counter-

Terrorism Committee encourages states lo

participate m the FATF self-assessment
exercise - the Egmont Group of the Financial

Intelligence Unii, the International Monetary
Fund, the World Bank and the G-20 Finance

Ministers and Central Bank Governors.

Moreover, I have written lo all UN

Ambassadors inviting their governments to

participate in the self-assessment exercise.
International support for this approach was

echoed in Hong Kong in February when

some 60 jurisdictions from FATF and regional
bodies in Asia, Eastern and Southern Africa,

South America, the Caribbean and Europe,

the Offshore Group of Banking Supervisors,

and nine international organisations agreed

on the importance of global adoption and

implementation ol the FATF
Recommendations.

Whether trying to trace laundered hinds
derived from terrorism, corruption, drug

trafficking or organised crime, the FATF

believes solutions can be found by adopting

effective counter-measures, such as freezing

assets and information sharing, and working

closely with others on both the domeslic
and international fronts. The FATF will nol

waver in its efforts to promote this cause.

Editor's note: There are no reliable estimates of

global terrorist funds. The US government has been
keeping record oj terrorist assets blocked in the
United States and by its coalition partners since

1 1 September, and these totalled more than

US$100 million as of mid-April 2002.
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Tackling some myths
about temporary jobs
John P. Martin and Elena

Stancanelli, OECD Directorate

for Education, Employment,
Labour and Social Affairs*

Permanent jobs may be what
most people aspire to in a
career and they certainly pay
more, but the disadvantages
of temporary employment
may be exaggerated.

New forms of work appear to be
spreading like wildfire as part of the

dynamic evolution of labour markets.

Or so popular wisdom has it. Is it Irue? Take

temporary employment. It is seen by many as
the archetypical new employment

arrangement. Its proponents argue that it

increases labour market flexibility by making
it easier for employers to hire and fire workers

in line with shifting demands, as well as
making workers themselves more mobile and
freer to combine work with other activities,

like child-rearing or study But opponents
argue that there are costs to pay for this

additional flexibility: temporary jobs are

second-class, with substantially worse pay and

working conditions than permanent positions.

Reflecting these concerns, the European
Commission, while broadly encouraging

For many, temporary jobs

are but an entry into more
permanent careers, or a chance

to escape unemployment, or

perhaps a better way to combine
work with activities like caring
for others or studying.

more labour market flexibility as part of the
EU single market, has nonetheless produced
iwo directives - one addressed to

individuals hired under fixed-term contracts

and the other aimed at individuals hired

through temporary work agencies - to

Exaggerated scale

ensure equal treatment of temporary and
permanent workers with respect to working
conditions and pay.

Faced with these differing views, it is vital to
review the available evidence on temporary
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jobs, and a forthcoming report by the OECD
does this in some detail. Here, we examine a

selection of the typical assertions put lorward
about temporary work in a bid to deflate
some of the popular myths and to nuance
others in light of the evidence.

Assertion 1

Temporary work is
growing everywhere.

There is some truth in this assertion, but it

needs to be heavily qualified. In the 13
OECD countries for which we have data

back to 1985, the share of temporary

employment in total salaried employment

has, on average, risen by less than three

percentage points in the 15 years to 2000
(see table). This is hardly a massive shift.

Much of this increase reflects trends in just

a handful of countries, notably France,

Italy, the Netherlands and Spain. Nor is the

same trend repeated everywhere: indeed,
the share declined in five ol the 13

countries, including the United Stales. (One

reason lor the low recourse lo temporary

work in the United States may be that US

permanent positions are less rigidly

protected than in Europe, for instance, so
there is less incentive for employers lo offer

temporary contracts.) There are also major

differences in the importance of temporary

work across countries. Although a third of

workers had a temporary job in Spain in
2000, less than one m ten did so in Austria,

Belgium, the Czech Republic, Hungary,

Iceland, Ireland, Luxembourg, Norway,

Poland, the United Kingdom and the
United Stales.

Assertion 2

Temporary work is a source of job
insecurity that traps people into
bad jobs with few prospects.

Here, the available evidence applies to
European countries only and it shows that
there is in fact considerable movement of

temporary workers into permanent jobs.

Between one-third of them (in Spain and
France) and two-thirds ol them (in Austria,

the Netherlands and the UK) can expecl lo

move into a permanent job within two

years, while only one in every five will

still be employed in a temporary job two

Share of temporary employment in total employment, 1985-2000

Percentages of salaried workers employed in temporary jobs

Austria 6.0 7.9

Belgium 6.9 5.3 5.3 9.0

Canada 11.4 12.5

Czech Republic^ 7.9 8.1

Denmark 12.3 10.8 12.1 10.2

Finland 16.4 17.6

France 4.7 10.4 12.2 14.5

Germanv 9.8 10.3 10.3 12.6

Greece 21.1 16.5 10.2 13.1

1 lungarv" 6.5 6.9

Iceland 6.1 5.4

Ireland 7.3 8.5 10.2 4.3

Italy 5.2 7.2 10.!

Japan 10.2 10.6 10.4 12.9

Luxembourg 4.7 3.4 2.6 3.4

Mexico 23.1 20.5

Netherlands 7.4 7.6 10.9 13.8

Norway II. I 9.7

Poland0 5.6 5.8

Portugal' 14.4 18.3 9.9/ 20.4

Spain 15.6 29.8 35.0 32.1

Sweden 13.1 14.6

Switzerland1' 11.9 11.4

Turkey' 17.9 14.4 20.3 20.4

United Kingdom 7.0 6.8 6.7

United Stales' 4.9

Totals 10.3 11.2 11.7 13.1

onCDh i i.t 11.9

.. Data not available a 1997 instead of 1995 b 1986 instead of 1985 c 1987 instead of 1985

/ Indicates break in series à 1996 instead of 1995 e 1998 instead of 1985 / 2001 instead of 2000. Data ref__ _
g Unweighted average of the 13 countries the Bureau of Labor Statistics' most

shown in 1985 inclusive definition of so-called

h Unweighted average of the 26 countries "contingent workers". This definition
shown in 1995 includes a modest number of

self-employed workers
Source: OECD database on temporary employment

Working definition
There is no standard international definition of temporary work, in part reflecting the
range of work and contractual arrangements included under temporary employment
across countries. The OECD defines temporary work as all salary and wage (dependent)
work arrangements that have a pre-determined ending date, including work carried out
under fixed-term contracts, provided through temporary work agencies, for a specific
piece of work, to replace a worker on leave, seasonal work, and any other short-term
employment arrangement. Unfortunately, the data currently available for OECD
countries do not allow one lo apply this definition systematically, so limiting the
comparability of the data on temporary employment shown in this table.

years later (though as many as one in

two in Belgium and Spain).

Nonetheless, the evidence leaves open the

possibility that a sizeable number ol the
workers holding temporary jobs at any

given point in time can expect lo spend a
non-negligible period either working in

temporary jobs or moving between

temporary jobs, unemployment or
inactivity.

Assertion 3

Temporary work pays much
less than permanent work.

This fact has to be qualified. True, the
average wage gap between temporary and

permanent workers is large, ranging from

over 1 5% lo over 45% (see graph), but it is

important to adjust for the lad that the
average profiles of temporary and
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Permanence pays
The mean wage gap between temporary and permanent workers, 1997
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Source: European Community Household Panel, wave 4.

permanent workers are rather different. For

example, young people with less experience
are more likely to be employed in

temporary jobs than in permanent ones and

this explains pan of the wage differential.

Once adjustments are made for age, work

experience, sector ol employment and so on

- in other words, when experience and

skills are more similar - the wage gap

between temporary and permanent workers

narrows significantly, although it is still
there and remains a source of worker

dissatisfaction (see above).

Assertion 4

Temporary work gives
entitlement to fewer fringe
benefits than permanent work.

In most OECD countries it is not the

temporary status of a job that prevents
some individuals benefiting from fringe
benefits like paid leave, health coverage or
pension plans. In European countries,

statutory key benefits apply to all, so that

temporary workers are in principle

entitled to the same benelits as permanent

workers. However, eligibility conditions
for some or all ol these benefits often

require some minimum contribution

period of, say, a year or so, which may, in
practice, exclude some temporary workers

from the benefit system.

Many countries build minimum

contribution periods into their national

social security systems to, among other
things, limit the scope for abuse. And in

North America, most fringe benefits are
voluntary and provided by employers, and
temporar\- workers seldom benefit from
them.

Assertion 5

Temporary jobs are of a menial
nature and offer poorer working
conditions than permanent jobs.

According to survey data on individuals'
reported satisfaction with their job,

temporary workers' satisfaction levels are

similar to those of their permanent
counterparts. The gap in overall

satisfaction with one's job is quite small,
averaging some seven percentage points.

This may be because, for many, temporary
jobs are but an entry into more permanent
careers, or a chance to escape

unemployment, or perhaps, a better way to
combine work with activities like caring
lor others or studying.

However, temporary workers do report that

they are much less satisfied with pay and
job security than permanent workers: the
gap between average satisfaction levels

being in these cases almost 9 percentage
points and 30 percentage points,

respectively.

Assertion 6

Temporary work provides little
opportunity for skill upgrading
and career development.

Again, this has to be qualified. Apart from

the fact noted above that many temporary
workers do obtain permanent jobs within a
few years, there is some evidence that

employers train temporary workers in
order to be able to select the most able of

them for permanent jobs. In addition,

temporary work agencies often offer skills
training to workers on their books. But, in

general, temporary workers are overall less

likely to receive training from employers
than permanent workers.

In sum, aside from a few well-publicised

cases, on the whole, temporary work is not

just all about precarious work. Nor is it

necessarily an unsatisfactory or
stigmatising experience for the workers
involved.

Some temporal'}- jobs offer scope for skills
upgrading and career development. They
may pay less and carry fewer fringe benefits
than permanent contracts, and there is
probably some scope for policy attention
there. But mostly, temporary jobs are often
just a springboard into better jobs and
careers.

* We are very grateful to Paul Swaimfor
helpful comments and to Sébastien Martin for
assistance with the data.
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Ageing populations
How the Dutch cope

David Carey, OECD Economics Department

Ageing is one of the top challenges our economies face. As
the OECD's baby-boom generation reaches retirement there
will be fewer workers for each pensioner and so, a greater
strain on funding. Even to the efficient Dutch, the ageing
question has proven a hard nut to crack.

The population of the Netherlands is

ageing rapidly. As in other OECD
countries, the main causes are the

decline in fertility rates since the 1970s and
nsing life expectancy, especially for the elderly
This is set to reduce the number of workers per

retired person to less than two by 2030, down
from over three presently Without action, such
a shift will slow economic growth and drive up

transfers to the elderly, with taxes and social
insurance contributions having to rise to pay for

pensions and healthcare. While the Netherlands

may be better placed than most other OECD

countries to meet these pressures, thanks to its

large, funded occupational pension system, the
government has nevertheless had to implement
policies to ease the costs of population ageing.

Rolling back early retirement has been one
priority More people began retiring before the
official retirement age in the Netherlands during

the period of industrial restructuring in the
1970s and 1980s. Early retirement schemes

were introduced to help them and disability

insurance and unemployment insurance were
made more attractive for older workers. The

idea was to make room for the large inflows of

younger workers into the labour force. But

today, with those inflows shrinking as the

population ages, the Dutch social partners have
agreed that incentives for early retirement need

to be reduced. Eligibility criteria for disability

insurance is now more strictly enforced and
using disability (or indeed unemployment

insurance) to encourage the departure of older
employees has been made less attractive to

employers. In addition, early retirement

schemes are slowly being replaced by pre-
pension arrangements, shifting the burden of
the cost from the employer to the individual
making the decision.

Still, more needs to be done. While the

proportion of the older working age

population (55-64) in employment has
increased in recent years, it is still only 38% of
the total, compared with an OECD average of
48%. The government could accelerate the
phasing-out of early retirement schemes by
immediately replacing its own schemes for
public sector employees with pre-pension

arrangements. That way, individuals who
decide to retire early would draw a lower

pension than were they to accumulate more
entitlements by waiting until the official age.

The government could also end the current
practice of providing automatic legal extension
of the collective agreements on pensions to all
employees in any industrial sector. Moreover,

eligibility criteria for disability insurance still has
to be more strictly enforced as it continues to

be used as a way to retire early - some 20% of
the population aged 55-64 receive disability
benefit, more than three times the rate for the

rest of the working age population. A new

system for screening applicants is being

progressively phased in, but given the poor
record of previous such initiatives, it may be
necessary to adopt a more stringent approach.

The government-appointed Donner
Commission recommends restricting access to

the disability scheme to totally and permanently
disabled persons, with persons partially (and

Hang on a little longer

permanently) disabled as a result of
occupational injuries or diseases being covered

by a private employers' insurance.

The government has also been able to partially
pre-fund the expected rise in ageing-related
budget costs (about 4.5% of GDP by 2040)
thanks lo its lower government debt ol 53% of
GDP in 2001, down from 77% m 1990. It is

considering a policy of entirely pre-funding
these costs and believes this could be done by

maintaining a budget surplus of 1 .25- 1 .5% of

GDP over the next quarter-century By then

government debt would be eliminated. This
would minimise budgetary pressures and allow
room to grow debt in the future should the
need arise.

A major uncertainty surrounding the scale of
pre-funding required, both for the government
and for pension funds, concerns the capital

markets where the lunds arc invested. Equity

prices are high in relation to earnings, pointing
to lower than historical rates of return. 11 this

continues, it will lead to further increases in

contribution rates and/or reductions in pension

entitlements. Early action would minimise the
pressure on labour costs and give people time
to prepare for possibly lower pension
entitlements.

If the government adopts the policy ol fully
pre-funding these outlays and succeeds in
rolling back early retirement, the Netherlands
will be very well placed to age in comfort.
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The rules of globalisation
A place for labour

John Evans, General Secretary, Trade Union

Advisory Committee to the OECD (TUAC)

Contrary to popular myth, the most
serious threat to workers from

globalisation is not trade or

investment, on which many of our members
depend for their livelihoods, but the erosion
of the legitimate role of the state, and in
particular the effective public regulation ol
markets.

The last 20 years of the 20th century were
dominated by the leitmotif of liberalisation,

privatisation and deregulation. At the same
time governments were stepping away from
their responsibilities to set a policy
framework, whether in tax rates, economic

policy management, interest rate policy or

exchange rate policy.

But the need for a framework of mechanisms

for global market governance is clear from
events such as Californian power cuts in the

wake of energy deregulation, British rail
crashes in the wake of privatisation and a

corporate governance crisis following the
collapse of Enron in the United States. The

key debate at the beginning of the 21st
century is how to guarantee effective public
regulation.

A spectrum of
mechanisms is available, from

"hard" international regulations covering

specific fields such as those of the WTO and
IMF; through looser policy co-ordination such

as the G8, OECD, and ILO, to regional

integration, national and district level policies.
But the international governance architecture

shows a striking imbalance in the power and

enforcement capabilities of different
institutions. It is unacceptable that the world

system of governance has binding protection
for intellectual property rights, investors'

rights, and even environmental standards and

yet denies enforceable protection for human
rights, inciuding core labour rights.

Some progress has been made towards the
goal of effective regulation to guarantee core
labour rights. The OECD and World Bank
now regard core standards and trade union
recognition as at least neutral in their
economic effects, and at best positive because

of their influence on improving the quality of

governance. The OECD now has revised its
Guidelines on Multinational Enterprises

which set out a benchmark for corporate
behaviour. The debate has now moved on to

enforcement mechanisms. Modest progress

could be made, for example, by modifying

WTO rules to clarify the primacy of human
rights over trade rules and developing a codex
of existing human rights obligations as called

for by the UN High Commissioner on

Human Rights, Mary Robinson.

But if stable and sustained long-term growth

is to be realised changes must also be made to

the financial market architecture. For too long
the debate over financial market reform has

been held behind closed doors by bankers
and finance ministry officials. The institutions

charged with financial market reforms remain
closed to discussion with the labour

movement and civil society. Labour must have

a "place at the table" in these debates. The
OECD should work as a "bridge" to make this

happen.

Global unions have put forward a range of
measures designed to establish better

regulation of international financial markets.
These include improved fiscal and monetary
policy co-ordination between major currency
zones and serious examination of an

international tax on foreign exchange

transactions to finance "global public goods".

(Tobin tax: see article by Helmut Reisen).

There needs to be a non-ideological debate on

the role of the public sector that accepts the
notion that an effective public sector is an
economic as well as social necessity. The

response of the trade union movement to
globalisation is not to bemoan changes or

react defensively. The response is to campaign

for the mechanisms of governance to manage
them.
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New technologies

Security in the new economy
Iain Gillespie and Taizo Nakalomi, OECD Directorate for Science, Technology and Industry

Technology
and science

offer great
potential to
mankind and

have already
begun to
transform the

way we live.
Making the
systems that
support us
safer has

become one

of the great
challenges
of the 21st

century.

Remember the new economy? Wilh
the economic slowdown, the dot.com

crash and the events of 1 1 September

many people have decided to try to forget.
Yet, while the exuberance may be over and a

new realism is the order of the day, the

OECD is looking to a resurgent new

economy to drive the next phase of growth.
But, given the experience of the past two
years, can we be confident that the new
economy will not be a more unstable and
dangerous place than the old?

In early 2000, following a period of strong

economic expansion among OECD countries

during the 1990s, commentators picked out

new technologies as the drivers of the "new
economy". The OECD Growth Study,

significantly entitled The New Economy:

Beyond the Hype, found that although
technology was not the only reason for fast
growth, it had a profound and pervasive
effect through raising productivity. A year or
more later, with the effects of the slowdown

sharpened by the events of 1 1 September, the
same commentators tended to place much of
the blame on over-exuberant behaviour with

respect to these same technologies. Security
concerns regarding technology, as well as a
heightened consciousness about our

dependence on it, were never far away.

Now, with economic indicators again

pointing towards recovery, economy-watchers

are once more looking to innovation and

technology - mainly information and
communications technologies and

biotechnology - to drive the next phase of

expansion. The hope is that, somehow, the

next phase will be more secure, more stable,

more durable, more widely shared and more
soundly based than in the 1990s. Will it?

There is some promising evidence. For

example, even during the downturn in

output growth, productivity, exceptionally,
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has held up well, and inflation and

unemployment have been kept in check.
Some of the shakeout has been healthy.

Investors and product markets in the

technology domain are shaking off their
hangovers and are again looking for
opportunities. Research and innovation have

continued strongly and rollout of
infrastructure, with its attendant network

effects, has largely kept up its momentum.

In fact, more than ever before, we are

counting on innovation and new

technologies to drive the growth of the

economy, jobs and living standards. The

impact and penetration of biotechnology, IT
and its applications, such as broadband and
electronic commerce, will certainly be felt

throughout the economy and society. The

OECD, perhaps best known for its economic

policy analysis, is also addressing the security
issues that run in parallel with the rapid

technological advances already under way.

Making the information
society safer

We depend increasingly on computers and

networks in the economy and society, at

home and in the workplace. As these systems

become ever more powerful, complex and
interconnected, it is in our interests to make

sure they are robust, reliable and available

when we want them. Whether we are talking
about infrastructure or services, about

accidental failure or deliberate attack, or

about the physical or virtual level, we need to
have confidence that someone, somewhere, is

minding the shop.

The whole environment surrounding the use
of information and communications

technology has changed substantially in the

last few years. Ever more powerful personal
computers, interconnecting networks,

converging technologies and, in many

countries, a very widespread use ol the

Internet have replaced what were modest,

stand-alone systems and predominantly
closed networks.

The issue is not restricted just to the
communications networks. Other critical

infrastructures such as power generation and
distribution, financial markets and transport
all rely heavily on the use of information

systems and networks and tend to be

interconnected globally. The technologies
that constitute the communications and

information infrastructure, with the advent

of broadband services, high-speed backbone
networks, Internet, wireless, and satellite

systems, have changed significantly. The
number and nature of access devices have

multiplied.

A growing proportion of user access
is through "always-on" high-speed
communication. In addition, the Internet

plays a major part in shaping how companies

do business, how governments provide

services to citizens and enterprises and how
individual citizens communicate and

exchange information. Protecting these
systems against accidental failure, deliberate

hacking or cyber-terrorism raises new issues

for policymakers.

Technological development has greatly
enhanced the security of the information

system as a whole. Cryptographic technology

can protect the confidentiality and the

integrity of data, making electronic financial
transactions safer and more reliable and

making it possible to apply information
technologies to commercial activities.
However, technology also supplies potential

attackers with the capacity for far faster

penetration with wider and deeper impacts,

all while leaving fewer traces.

The OECD countries, spurred by

the events of 11 September, are

revising the Guidelines for the

Security of Information Systems
to take account of the new

network environment and to

foster a "culture of security" by
raising awareness.

The international network enables hackers

to gain access to the tools that can be used
for attacking known vulnerabilities of

systems, while making it more difficult for

investigators to track or trace them.

Given our wider and deeper reliance on

information systems, the impact of such
attacks is more significant than ever. For

example, recent statistics from CERT (the

Computer Emergency Response Team at

Carnegie-Mellon University in the US -
see graph) show the number of reported
incidents affecting security is more than

doubling every year. There were 3,734

systems and network security incidents

reported in 1998, increasing to 9,859 in
1999, 21,759 in 2000 and 52,658 in 2001.

Among the international responses to this

trend is the Council of Europe Convention

Internet security incidents
Total number of reported unauthorised attempts to access networks and systems,

successful and unsuccessful
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on Cybercrime which opened for signature
in November last year.

While there are limits to what we can expect

from end users, there is no question that
everyone has a role lo play in enhancing the
security of the networked society. Everyone
should be aware of relevant security risks and

what preventive measures are available,
should assume responsibility and take steps

lo improve the security of those systems and
networks. Both proactive and reactive

measures can make systems more secure

through the rigorous and improved
management of risks and security incidents.
The OECD believes that participants in our

information society should adopt and

promote a "culture of security" as a way of
thinking about, assessing and acting on the
operation of information systems and
networks. This should be ingrained in

day-to-day behaviour.

Over the past decade the 1992 OECD
Guidelines for the Security of Information

Systems have established the principles upon
which information security should be based.

The OECD countnes, spurred by the events
of 1 1 September, are revising the Security
Guidelines to lake account ol the new-

network environment. The revision aims to

foster a "culture of security" by raising greater

security awareness and advocating shared
responsibility for security at all levels among
participants that use information systems,
particularly through networks.

Biotechnology:
security dilemmas

For some, the knowledge-based economy is

simply a forerunner of the bio-based economy
- a future that is both more productive and

also more sustainable. Advances in genetic

science - and in specialist areas like

genomics, proteonomics and metabolomics -
are unlocking the hidden potential of
biotechnology that we have heard so much
about in recent years but which so far has
seemed - to the casual observer at least -

slow to deliver. Yet a closer look would reveal

major advances all around us. In healthcare
our understanding of disease and of how to
treat it is as great a breakthrough as Harvey's
recirculation theory for blood. We see

advances in agriculture, where regardless of

the hype of the 1990s, real beneficial

advances are now within reach, notably in

crop yields and food quality, though clearly
more testing is needed to improve safety and
reassure users. And we see advances in

biotechnology for the environment; a recent

OECD report listed 2 1 cases where industry

was using a biotechnological step to improve

costs and lower pollution (see references).

At the Salt Lake City Winter Olympics in

2002 all the plastic cola cups used were

manufactured from polylaclic acid - a new

recyclable plastic made from corn.

Biotechnology made this possible. But like

all technologies, biotechnology can be
applied for good or for evil. Bio-terrorism
entered our lives with the release ol the

pathogen Bacillus anthracis (anthrax) in the
United States last autumn. This led lo calls

for tighter restrictions on access lo

The international community

needs to see biotechnology for

what it is - not as part of the

problem, but as a real and viable
part of the solution.

biological resources, to laboratories and

to widely available scientific literature
(including on the Internet). The free

exchange of scientific information and ideas
- a key driver in our knowledge-driven
economies - is under threat.

However, a much greater threat comes to us
from the unchecked rise in the incidence of

infectious diseases across the globe. One

important issue is the scale of emergence of
new or previously unrecognised infectious
diseases. Since the early 1970s at least 30

previously unknown infectious diseases, lor
which there is no effective treatment, have

become prominent. They have enormous
social and economic implications, which

can be devastating, particularly for the

poorest countries of the world. HIV/AIDS is
the best known and is the one that has

caused the greatest worldwide misery.
Ebola Fever is another emerging threat.

These diseases have something in common:

the organisms that cause them can spread
further and faster than ever before, for

example because of international travel and
tourism. After 1 1 September we have also

become more aware of the potential for

intentional spread ol some ol the most

threatening pathogens and ol our increased

global vulnerability. Most of the countnes in
the world have now recognised the threat to

their economies, their security and society
that comes with disaster on this scale.

The solutions to these problems are of course

frightemngly complex, but among the means
at our disposal biotechnology offers a

powerful force for combating the rise in

infectious disease and the use of bio-weapons.

II the impact on public health of biological

hazards is lo be limited then early detection,

diagnosis and response is imperative. This is

as true for deliberately introduced biological

hazards (e.g. bioweapons) as lor naturally

emerging diseases (e.g. a\ian influenza and

HIV/AIDS). The same advances in genetics,

molecular biology and nanotechnology that

have driven advances in healthcare bring us

techniques and devices such as bio-chip
sensors for surveillance, early-warning,

diagnosis and treatment of disease outbreaks

- including outbreaks of deliberately

introduced diseases. And the)' bring us

approaches lo oral vaccination and improved

nutrition that have the potential to deal

economically with major disease problems in

developing countries without the
infrastructure and costs of conventional

medicines.

Though the events ol 1 1 September and the

ensuing anthrax scare provided the wake-up

call, let us not forget that many of the threats
to health and security in much of the world

arise from inadequate access to good quality

water for drinking and for irrigation. The

challenge now is to harness the potential of
biotechnology to improve strategies lor public
health response.

The OECD countries are collaborating with

each other in assessing the implications for
health of emerging and potentially emerging
diseases. Simply, the international community
needs to see biotechnology for what it is - not
as part of the problem, but as a real and
viable part of the solution.
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Sustainable development
Beyond Johannesburg

Joke Waller-Hunter, OECD Environment Directorate

Sustainable development is
not about the environment

or the economy or society.
It is about striking a lasting
balance between all of

these.

When heads of state and

government gather at the
World Summit on Sustainable

Development in Johannesburg, South Africa,
at the end of August, there will no doubt be

many fine words said as to the enormity of
the task and the historical responsibility

they hold. But will the participants show
leadership and pass from words to action?

Ten years after the Earth Summit in

Rio de Janeiro, the Johannesburg Summit

aims to bring countries together under the
UN banner in a bid to agree on a way
forward. A negoliated inter-governmental
action plan will be up for adoption and there

will be a large range of partnership initiatives
and commitments by various combinations
of governments, business, environmental

groups, and other stakeholders. This summit

represents a major opportunity for us all to
establish a path towards truly sustainable

development. Many challenges will have to
be faced along the way, including some
difficult ones for OECD countries.

An OECD report to the Johannesburg

Summit spells these out clearly. It finds that
some progress has been made towards

sustainable development since the 1992

Rio Earth Summit: air quality has improved
in man)' urban areas, for instance, and water

quality too, thanks often to a mix of better

technology and regulation. But the report
emphasises that much more has to be done.
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There can be no sustainable development

without fighting poverty and disease for

a start, as these continue to hamper

development in many countries. Despite the

recent boom years in the global economy, a
fifth of the world's population still live on less

than US$1 a day and millions suffer from

chronic hunger. Diseases such as HIV/AIDS

undermine society in many countries and

older communicable diseases once thought

conquered are resurgent. Climate change,
biodiversity loss, deforestation, lack of access

to clean water, overfishing: all need
immediate attention. Meanwhile, international

and civil conflicts threaten the ability of
people to rise out of poverty, setting up a
vicious circle whereby poverty feeds violent
conflict, and vice-versa.

OECD countries know they bear special

responsibility for leadership in sustainable
development, because of their weight in the

global economy and their effect on the
environment. Facing up to this responsibility

and taking the necessary action is not easy.

Yet, sustainable development will be hard to
achieve otherwise. And if the OECD cannot

lead by example, how can its countries

realistically forge durable agreements with the
rest of the world, whether in Johannesburg

or beyond?

OECD members can do much to contribute

to more sustainable development globally.
Increasing the level - and the effectiveness -

of development aid is essential to help poorer

countries to develop the human capacities,

institutions and governance necessary to

benefit from the opportunities offered by

globalisation. Most OECD countries have
agreed to devote 0.7% of their gross national

income to development assistance, but the

majority fall well short of this target. Little
increase has been seen in official development

assistance in the past two decades, although
there were strong signs of a new readiness to
increase aid efforts among some of the major
OECD countries, the US included, at the

International Conference on Financing for

Development at Monterrey this March.

Increased market access to goods and

services, resulting from further trade
liberalisation, is an essential component of
sustainable development. In particular, the

persistence of trade barriers in OECD
countries has contributed to

OECD countries bear special

responsibility for leadership in

sustainable development, because

of their economic weight and
effect on the environment. Facing
up to this responsibility is not

easy. Yet, if the OECD cannot lead

by example, how can its countries

realistically forge agreements with
the rest of the world?

underdevelopment. It is estimated that

developing countries could benefit by as

much as US$43 billion per year from
unrestricted access to OECD markets for

textiles and clothing, other manufactured
goods, and agricultural products. Efforts to

reduce trade distortions are being

strengthened through the World Trade

Organizations Doha Development Agenda,

and OECD countries must work together
to ensure that these moves are effective.

Opening markets may not be enough; some

of the poorest countries have lacked the
capacity to take advantage of world trade,
others have suffered from debilitating

corruption. This is why OECD help in

establishing adequate capacity and policy
frameworks to promote good governance,

transparency, and appropriate social and

environmental policies, is a fundamental

condition for development in poorer
countries. Such action would bolster support
for OECD-led initiatives, such as our

guidelines for multinationals or the

anti-bribery convention.

Encouraging more private investment flows

and better technology co-operation can help
to build up capacity. Already, foreign direct
investment from the OECD to developing
countries far outstrips development aid.
Making sure that those investment Hows

support sustainable development - the sort
that respects the balance between economic,

social and environmental well-being -
requires some serious preparation.

To further sustainable development in
OECD countries, governments will have to

implement policies to achieve a more marked

decoupling of environmental pressures from

economic growth. Despite some progress on
this, economic pressures on the environment
continue to increase (see chart). Urban air

pollutants arising from energy and transport
frequently exceed national health limits in
some places, while pollution from agriculture
and other sources impairs water and soil

quality Persistent and toxic chemicals are

more pervasive in the environment, and

municipal waste generation continues to rise.

OECD countries contribute to global

environmental problems as well. They are
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currently responsible for the majority of
greenhouse gas emissions, yet it is the
non-OECD countries that are likely to bear

a disproportionately high share of the
impact, damage, and adaptation costs
associated with global climate change.

Several policy tools already exist to

encourage more sustainable consumption

and production. OECD countries simply
need to implement them in accordance with
their situations. A better integration of

sustainable development concerns across

governments would help, with, for instance,

transport, economics, environment,

agriculture and finance departments
working more closely together. They should

make greater use of market-based

instruments (e.g. environmental taxes,
tradable emissions pennits, reform of

environmentally damaging subsidies), as

well as working to boost public awareness

(and responsibility). Education holds the

key to the public support that can help
governments overcome obstacles to reform.
With broad support, events such as the road
blockages that took place in many OECD

countries in 2000 in protest against rising

petrol prices or the dumping of agricultural
produce in front of government offices
would not cause politicians to think twice

about introducing important reforms.

Naturally, there are uncertainties to be
addressed, and governments and other

stakeholders have to work together to

preserve international competitiveness and
manage any social effects of reform. Yet
reform is essential. Sustainable development

requires a balance that is not easy to achieve.

And hiding from it will not make it go away:
indeed the challenges only deepen. If OECD
countries are to show leadership, they will

need to tackle these thorny issues. The
stakes are enormous and summits like

Johannesburg do not happen often.

References

Working Together Towards Sustainable
Development: The OECD Experience, OECD,
2002.

Sustainable Development: Critical issues, OECD,
2001.

Policies to Enhance Sustainable Development,
OECD, 2001.

OECD Environmental Outlook, OECD, 2001.

OECD Environmental Strategy for the First
Decade of the 21st Century, OECD, 2001 .

Rough trade
in diamonds

Charmian Gooch, Global Witness, UK

Primary resources, from fish and forests to minerals, have
been the source of struggles throughout human history.
Recent developments, particularly in the diamond trade,
show that their bloody legacy is still all too real today.

Diamonds may enjoy a romantic

image as a girl's best friend, but the
precious stones also play a far less

appealing role in helping to finance some
of the world's bloodiest conflicts. The trade

in illicit rough diamonds funds and
prolongs conflicts in Angola, Sierra Leone,
Liberia and the Democratic Republic of

Congo, and is also being accused of
funding international terrorism. Recent

reports suggest that Al Qaeda terrorists
have raised money through the purchase
and sale of illicit diamonds.

Rebel groups in countries such as Angola
for years exported and sold diamonds and
the vast revenues generated enabled them

to re-arm and maintain supplies despite a

UN-sponsored peace process. Between
1992 and 1998 Umta sold billions of

dollars worth of diamonds, and rebel

groups elsewhere in Africa were also able
to do the same.

And it is not just a question of diamonds.
In fact, a very worrying pattern emerges

across the whole natural resource spectrum.

The timber trade, for example, includes

many similar examples ol the role that
natural resources play in prolonging conflict
and perpetuating poverty (as well as

deforestation). During the 1990s the

genocidal Khmer Rouge generated
US$10-20 million per month from sale of

timber alone. A campaign by Global Witness

finally saw the Thai government close the

land border with Cambodia, cutting off the
export route. Within 18 months the conflict

was over. More recently, similar illicit trade

in timber from the Democratic Republic of

Congo and in Liberia is a clear warning

signal to the international community that
"business as usual" cannot continue to be

tolerated when the human and economic

cost is so unacceptably high.

A key problem has been the lack of
international mechanisms to address this

problem. But that is now changing, at least

By providing funds enabling
conflict to continue, the

diamond sector has, in effect,

presented the international
community with a bill for the

cost of peace-process initiatives
and humanitarian aid in

affected countries.

in the case of diamonds, with an

international control system due to go into

operation in November 2002. This is the

culmination of a campaign launched in

late 1998 by Global Witness, a UK-based

organisation focusing on the role of
natural resources in conflict, to alert the
world to the links between diamonds and

conllu i.

Before this, the fact that blue chip diamond

buyers, including De Beers, were acquiring

rough diamonds originating from armed
factions was little known outside the
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diamond industry. Even where these incidents
were known about, the general perception was

that the companies were behaving responsibly

in buying up diamonds originating from rebel
groups, as they were protecting world
diamond markets as well as jobs.

The report, A Rough Trade, published in late

1998 by Global Witness demonstrated that it
was not only ethically unacceptable to buy
from rebels, but it also showed that by

providing funds enabling the conflict to
continue, the diamond sector was, in effect,

presenting the international community with a
bill in the form of the cost of peace-process
initiatives and humanitarian aid in affected

countries. At one point during the 1990s the
cost of such international efforts in Angola

alone was US$1 million per day. There was a

UN embargo on unofficial diamonds from
Angola, but it was being totally ignored by the
international business and political

community This failure of implementation,
the report argued, undermined attempts at

peace building in Angola and the credibility
of the United Nations and tts sanctions

mechanisms.

The international community quickly saw

that there was a very real problem in terms of
the destructive role that diamonds were

playing in a number of countries, including
Angola and Sierra Leone. By late 1999

behind-the-scenes talks had begun and these

developed into what has become known as
the Kimberley Process. This is an

international effort grouping more than

35 governments, plus active observers from

business and NGOs. It is mandated by the

UN General Assembly to develop a system to

try to exclude conflict diamonds from the

legal market. This will include government

controls on the export and import of
diamonds, while the business side of the

diamond industry will be required to develop
a chain of warranties to ensure that all

diamonds brought to market do indeed come

from a legitimate source. The diamond

industry is also publicly committed to

carrying out independent audits of its
control systems.

It has taken much effort to come this far.

Before the involvement of an NGO as "honest

broker", there was no independent incentive

More to diamonds than meets the eye

either for the diamond industry or
government to challenge the received
wisdom that it was better for all concerned if

diamond trading continued on a business-as-
usual basis. In the beginning the diamond

industry reacted with alarm to the campaign

by Global Witness and other NGOs that took

up the issues. Even now, many campaign
groups are sceptical of their commitments,
and governments and the commercial sector

will have much to prove once the control

system takes effect.

It is simply no longer possible for

governments and the international business

community to claim ignorance about the role
of resources and conflict, and indeed few

now try. But there is still a failure at the
highest level to tackle the logical next step to

develop controls over the way that businesses
are able to access all natural resources in

areas of conflict, be it diamonds, timber, oil

or other national assets.
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Politicians will probably tell you
that plates are getting bigger.



You may not have noticed, but fish have gradually been getting smaller and smaller. There aren't enough adult fish

in the sea to meet demand, so fishermen are catching baby ones. The fish on your plate probably didn't live long
enough to reproduce, as a result the stock it came from didn't get a chance to recover. Scientists have been

warning the politicians about the disastrous effects of overfishing for years, but the powers that be chose to stick
their heads in the sand and think of the short term. Well now it's their last chance. This year, ministers will vote on

the future of the EU common fisheries policy. Unless they make radical changes, marine eco-systems will
be destroyed and fish will become a rare delicacy. If we don't stop overfishing now, fishing will be over.

www.panda.org/stopoverfishing



RESOURCES

Energy security

Global energy
New realities, new challenges

Fatih Birol and Teresa Malyshev, International Energy Agency

Energy production and consumption patterns are shifting. So are the challenges for
investment and global energy policy.

The surge in energy prices in 2000 and
most of 2001 has drawn attention

once again to the availability and

security of energy resources. Not that the

wortd is suffering an energy shortage, it is
not. In fact, the world has abundant supplies

of energy: proven reserves of oil and natural

gas, for instance, are more than adequate
to meet demand until 2020 and beyond.

Over 95% of the net increase in energy

production over the next two decades will
occur outside the OECD. The Middle East

and the transition economies together will
account for about half of the increase. But

while the bulk of investment in the

production, transformation, transportation
and distribution of energy is needed in

transition economies and in developing

countries, the sheer scale will require major

capital inflows from industrialised countries.
Securing this investment will present a
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major challenge. Middle East oil producers
are a case in point: they have the resources
to meet expected demand, yet might lace

stiff constraints in mobilising capital,

particularly given the current investment
climate.

Growing international trade in energy,

especially fossil fuels, has major geopolitical
implications. At the heart ol these is die
regional mismatch between the location of
demand and production. Dependence on
the Middle East will continue to grow in the

net oil-consuming regions - essentially the

OECD area and some parts of Asia. In fact,
dependence will be mutual between
producer and consumer, but the world's
vulnerability to a price shock induced by a

supply disruption will remain a concern.
Oil-supply chains from drilling to final user
will lengthen, and tightening security of
international sea-lanes will be important.

There is little doubt that oil will retain its

position as the single largest source ol
primary energy over the next two decades.
In fact, by 2020, oil demand will reach
115 million barrels per day, compared with

76 million b/d today, and will represent
40% of the world's energy mix, roughly

equivalent to today's share. The trouble is,
while global proven reserves ol oil art-
ample, supply is not guaranteed. And this
time the problem is not just geopolitical.
Production in ageing oil reservoirs is

declining and new capacity will have to be

built if expected demand growth is to be

met. This is one ol the key findings
highlighted in WEO 2001 - Insights (set-
Books section).

Shifting global production
Increase in total world energy production
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The Middle East OPEC countries account

for some 50% ol the worlds oil reserves

(OPEC overall holds 63%). Russia has a

further 14% and OECD countries some

8%. OPEC's share of global oil production

will rise from 40% today to 54% in 2020.

Major Middle East oil producers have an

opportunity and a challenge to exploit
their low-cost resources, but their ability

to mobilise capital is uncertain. Their

production and investment plans will be
closely linked to the evolution ol world

energy prices, and they may have to attract
foreign investment in to help meet

capacity.

While oil will be the main energy source,

natural gas use will also grow. It is another

area for heightened security concerns, and

supply costs are likely to increase as
near-to-market reserves, lor instance in the

North Atlantic, are depleted. This means

significantly adding to Infrastructure costs
in an effort to bring in supplies from
further afield. Again, geopolitics may

come into play here, a risk which a recent

disruption in liquefied natural gas (LNG)
supplies from Indonesia brought home,
tin the other hand, an expected expansion

of international ENG trade could help

reduce these supply risks by spurring

more short-term LNG trading and hence,

a more flexible marketplace.

Like oil, natural-gas resources are

abundant and should easily meet the

expected surge in demand in the next two
decades. Proven gas reserves have doubled

over the past 20 years. Most of today's
gas reserves were discovered in the course
of exploration for oil, but searching
specifically lor gas accounts lor a growing

proportion of overall exploration spending.

Just two countries - Russia and Iran - hold

50% of global gas reserves. Nevertheless,

gas reserves are slightly more widely
spread among regions than is the case for
oil. The former Soviet Union holds 36%

of the global reserves, but its share ol

production has decreased steadily over the
past décatie, as a result ol low exploration

activity in Russia. Around 36% of world
gas reserves are found in the Middle East

and its share is growing as major

discoveries and expansions ol existing
fields are made in countries like Iran,

Saudi Arabia and Qatar. As lor the OECD

area, its share in global reserves is

shrinking slowly, but it still represents

some 17 years ol current OECD
production.

Observer No. 231/232 May 2002
571



RESOURCES

Energy security

The outlook for oil and gas supplies should
be bright, therefore, as long as geopolitical
or capacity issues do not pose a problem.

But what ol renewable sources ol energy?
These are expected to grow even more

rapidly over the next tun decades, but their
share in the global energy mix will probably
remain small, particularly without
determined government intervention.
Given their important benefits in terms of

environmental protection and security of

supply - renewable energy sources, relative
to fossil fuels, tlo not emit much in the way
ol greenhouse gases antl are by definition
geographically dispersed, even local -
governments may see their interest rise.

Eirst. the costs ol renewable-energy
technologies, though having fallen, will have
to décline further lor them to compete with
lossil fuels. The rate at which costs will

decline in the future is uncertain. Renewable

energy may be cost-effective in the future:

some wind technologies are close to being

competitive, though not the majority of
them. In short, this raises a dilemma: for the

costs to fall further, the technologies haw to

be adopted, diffused more widely and
developed. But to adopt the technologies,
ihe costs have to come down further.

The shape ol world energy demand is likely
to shift, loo, with the OECD's share of world

energy consumption declining in favour ol
developing countries. China antl India
together are expected to account lor over

20% ol world energy demand in 2020,

compared with some 1 3% in 1997. The

main factors behind the shift are rapid
economic growth and industrial expansion,

population increase antl urbanisation, and
substitution ol modern lor traditional fuels,

like fuelwood antl dung. This shift has
far-reaching implications lor the world
energy system antl the environment, with

CO2 emissions from developing regions and
their dependence on oil imports both rising.

Higher demand clearly means substantial
investment requirements lor expanding
power generation there.

For more information on the WEO, contact

Latih.Birol@1ea.0rg

References

World Energy Outlook, IEA, 2000.
Visit: www.iea.org

Electrification against poverty
Energy security is also about energy
access. And that means equity, since
energy is vital for human survival. About
a third of the world's population do not
have access to electricity and rely almost
exclusively on fuelwood, agricultural
residues and animal dung to meet their
energy needs. (The outlook for energy
demand in the poorest developing
countries and for the rate of

electrification over the next three-

decades will be analysed in detail in the
forthcoming World Energy Outlook 2002
- see Books section.) There is a clear

link between poverty and low electricity
access, as the graph shows.

There is currently very little analysis of
the effect of electrification on household

consumption patterns and on energy
demand growth in developing countries.
Raising electrification rates would
benefit poor people in developing
countries by improving their access
to lighting, education, health and
telecommunications. But as low income

communities tend to restrict their

electricity consumption to these basics,
and spend more on, say, heating and
cooking, new electrification is unlikely
to significantly reduce the demand for

fuelwood over the next 30 years. In any
case, unless new policies are introduced
over that period, a vast number of
people will still lack access to electricity.
That means vast populations not just
remaining in poverty, but continuing to
consume traditional energy sources in an
inefficient way. This hiomass use will
remain significantly high in many
countries in Africa, South and Southeast
Asia and Central America.

This raises important challenges that
international policymaking, on forestry
and biodiversity, for instance, must take
into account. The message is simple:
improved access and more affordable
energy are preconditions to alleviating
the incidence of poverty, itself a
precondition of sustainable
development.

Electrification and poverty
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Stock options
consulting opportunity
As part ol its work reviewing the cross-
border tax issues raised by employee stock
options, the OECD has posted a draft
discussion document on its website and is

inviting comments from stakeholders antl

other interested parties before carrying out
any further work based on it. The document

covers a number of issues arising for
governments in the administration of
bilateral tax treaties connected with

employee stock options, such as possible

timing mismatches between taxation in the

country where the employee resides and the

country where s/he has worked. For each
issue the document examines the

application of the relevant provisions of the
OECD Model Tax Convention and proposes

possible interpretations and solutions.

Comments should be sent before 31 July
2002 to: jeffrey.owens@oecd.org.

For the full text of the draft, see:

www. oecd . org/taxation

Korea joins IEA
Korea became the 26th full member of the

Paris-based International Energy Agency, a

sister organisation of the OECD, at the end

of March. "We heartily welcome Korea into

the IEA," the agency's executive director,

Robert Priddle, said. "The country's very

robust economy and its key strategic position
in East Asia mean that its presence among us
will greatly enhance energy security in its
region and throughout the world." Korea had
been considered a "de facto" IEA member

since formally applying for accession in April

2001. In order to meet a central requirement

of full membership in the IEA, the Seoul
government has set aside emergency oil

stocks equal to 90 days of oil imports.

The Czech Republic joined the IEA in

February 2001. Slovakia and Poland are

currently candidates for full membership.
The IEA was founded in 1974 in the wake

of the first oil shock. It is an independent

organisation of oil-consuming nations within

the framework of the Organisation for
Economic Cooperation and Development.

For more on the work ol the IEA: www.iea.org

Trading
partners
The OECD and the United Nations

Conference on Trade and Development
(UNCTAD) have signed a joint
statement of partnership priorities,

identifying poverty reduction (especially
in least developed countries), trade,

and investment as priority areas for

co-operation.

The two organisations also said they

would seek opportunities to develop
co-operation in other areas such as

competition law and policy, agricultural

trade, technology and governance.

"OECD has experience building strong
open economies and UNCTAD has a

track record promoting development
and integrating developing countnes

into the international trading system,"

said the OECD secretary-general,
Donald Johnston.

"Working together we will be better

able to assist developing countries as
they reform their economies and

reduce poverty", Johnston said.

China takes part in science committee
The OECD has invited China to participate
as an observer in its Committee lor

Scientific and Technological Policy (CSTP).
This is the first time China has been

granted observer status on an OECD
committee. The CSTP addresses a broad

range of policy issues, from the financing
of research and innovation and the

promotion of industry-science relations lo

the patenting of genetic inventions and
international co-operation in large
scientific ventures. The OECD has been

engaged in dialogue and co-operation with
China since 1995.

Through rapid economic growth in the
past two decades, China has become the

third largest economy by its share of world

GDP, and an important global player in
high-tech industries.

In 2000, China was the third largest
producer of goods in information and

communications technologies (ICT) and

it is predicted to become the largest ICT
hardware producer within the next

10 years.

China is also an important partner in

science and technology, with impressive

achievements in the past and one of the

largest pools of high quality R&rD

personnel in the world. Science and

technology and innovation are among

key areas to be strengthened in China's

five-year plan for 2001-2005.

China's minister for science and

technology, Guanhua Xu, said in a letter to

OECD secretary-general, Donald Johnston,

that observershtp m the CSTP would allow

China to learn from the experience of
OECD countries through policy discussion
and the identification ol best practices.

It would also provide fresh impetus to the
government's efforts lo enhance the

contribution of science, technology and
innovation to China's economic

development.

Four other Asian economies, Hong Kong
China, India, Singapore and Chinese

Taipei are also observers in various OECD
bodies.
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Forum

essay

success

More than 100 students from more than

40 countries entered the first-ever

OECD Forum 2002 essay competition
on the topic "The state of the world in
2002: how can international co¬

operation make the world a better
place?" The winning entries from among
114 submitted came from: Cicero R.

Habito (Philippines); Christopher Tabilo
Heavey (Chile); Parag Khanna
(Switzerland); Sachie Kikkawa (Japan);
Maite Millogo (France); Andrew Peek
(United States of America); and Martina

Rosakova (Slovak Republic). The
winners were invited to participate in
the opening panel of the OECD Forum
2002 on 13 May in Paris and extracts
from the winning entries will be
published shortly by the Observer. I

Norman Bowers scholarship
The untimely death of Norman Bowers this

winter deprived the OECD secretariat of one

of its most gifted and dedicated analysts,
as well as one of its most colourful and

best-liked personalities. Since coming lo
ihe OECD from the US Bureau of Labor

Statistics in 1984, Norman had made

important contributions to the comparative

analysis of a wide range of labour market

issues of importance to policymakers. In
particular, he set new standards of rigour for
the collection of comparable labour market

data for different countries, conducting

path-breaking studies in topic areas as

diverse as the school-to-work transition, job

stability and employer-provided training.

Norman was a reluctant manager who
would have preferred to devote all his

working hours to research. Nonetheless, he

served very successfully as head of the

Employment Analysis and Policy Division
in the OECD Directorate for Education,

Employment, Labour and Social Affairs,

beginning, in 1994, a job which included

being editor of the Employment Outlook, an
OECD flagship publication. Norman did
much to enhance the OECD's reputation

as a leading authority on employment
questions. The 2002 issue of the

Employment Outlook will be dedicated to

the memory of Norman Bowers.

The family and friends of Norman Bowers

have collaborated with the University of
Missouri-Columbia, his alma mater, to

establish a memorial scholarship fund.

Full information about the Norman Bowers

Scholarship Fund is available at:

http://www.oecd.org/pdf/M00028000/M00028

842.pdf or from Paul Swaim (Tel.: +33 (0) 1
45 24 19 77; E-mail: Paul.Swaim@oecd.org).
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Calendar of forthcoming events
Please note that many of the meetings mentioned are not open to the public or the media and are listed as
a guide only. All meetings are in Paris unless otherwise stated. For further information, consult the OECD
website at www.oecd.org/, under "Key upcoming events", which is updated weekly.

MAY

2-3

7-8

8-10

13-15

15-16

lb

19-20

23-24

23-24

27-7/6

28-31

29-30

30-31

62

Afghanistan Reconstruction and Recovery, meeting

organised by the Development Assistance Committee.

Financial Action Task Force (FATF) special plenary

meeting on the review of the Forty Recommendations to

combat money laundering. Rome, Italy.

United Nations Special Session on Children, organised

by UNICEF

Taking care of the fundamentals: Security, Equity,

Education and Growth, OECD Forum 2002, a global

gathering of senior figures from governments, business,

academia and civil society.

Annual OECD Council Meeting at Ministerial level.

annual meeting of foreign affairs, finance, economy and
trade ministers.

Development Assistance Committee, high-level meeting.

European Bank for Reconstruction and Development,

annual meeting and business forum. London, UK.

Trade in Educational Services, forum organised by the
OECD Centre for Educational Research and Innovation

(CERI), the US government and the World Bank.

Washington, DC.

Building Open Government in South East Europe:

Information, Consultation and Public Participation,

roundtable organised by the Public Management Service

(PUMA). Ljubljana, Slovenia.

Sustainable Development, fourth preparatory meeting
for the World Summit. Bali, Indonesia.

Industrial Reconversion Initiatives by Civil Society,

international symposium organised by ARUC-

Economie Sociale and the Société de développement

Angus, with the participation of the OECD. Montreal,
Canada.

ECMT Council of Ministers. Bucharest, Romania.

Corporate Governance, second South East Europe

roundtable organised by the CCNM and the Directorate

for Financial, Fiscal and Enterprise Affairs (DAF).

Istanbul, Turkey.
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JUNE

10-13

18

24-25

26-28

27

World Food Summit: Five Years Later, organised by

the Food and Agriculture Organisation of the United

Nations. Rome, Italy.

OECD Economic Outlook No. 71 published.

Trade in Services, 8th international forum organised by
the OECD Development Centre in co-operation with the
Asian Development Bank.

G8 Summit. Kananaskis, Alberta, Canada.

Environmental Fiscal Reform, conference organised
jointly by the Environment Directorate, DAF and the

German Federal Ministry for the Environment, Nature
Conservation and Nuclear Safety. Berlin, Germany.

JULY

11-12 Tourism, committee meeting organised by the

Directorate for Science, Technology and Industry (STI).

16-17 Maritime transport, committee meeting.

AUGUST

26/8-4/9 Sustainable Development, World Summit in

Johannesburg, South Africa.

SEPTEMBER

19-20 Tax Treaties and Transfer Pricing, global forum

organised by DAE

25-27 The Measurement of Social Capital, conference

organised by CERÎ and the British Office for National
Statistics. London, UK.

OCTOBER

1-2

6-8

16-18

IMF/World Bank annual meeting. Washington, DC, USA.

Biotechnology for Infectious Disease: Addressing the
Global Needs, workshop organised by STL Lisbon,

Portugal.

World Knowledge Forum, Knowledge in a World of

Risk: A Compass towards New Prosperity. Seoul, Korea.
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Argentina, economy and football
Argentina has been in an economic crisis for several
months now. The country is also a favourite to win this
summer's football World Cup, which kicks off at the end of
May. But, as Francis Huertas, correspondent for French
sports daily, HEquipe*, reports, the Argentinian people have
other issues on their minds.

Ten days ago, in a country undergoing
its worst-ever economic and social

crisis, parliament found the time to

threaten to vote in a law allowing all

Argentinians to watch the soccer World Cup

live on lerrestrial television. Initially, the

broadcasting rights had been bought up by

Direct TV - a subscription-based cable

channel that serves only larger towns and
cities. As a result, the Asian football exploits

of Messrs Veron, Lopez, Battistuta and other
star players would have been watched by

just a privileged few. The politicians wanted

the rights to be ceded to state-owned

Channel 7, the only station broadcasting to
every corner of this immense country. In the
end, they did not have to carry out their
threat as the two channels reached an

agreement between themselves: Channel 7

will be able to televise 43 World Cup

matches without spending a single penny,

but Direct TV would help itself to the lion's
share of the advertising.

In the 1990s Argentina got itself stuck into

some pretty hard-nosed capitalism.

Everything was privatised: its airline, its

airports, the postal service, télécoms, water,
electricity, gas, oil, etc. At the same time, its

health, education and pensions became

two-tiered. Those who could pay would get
treatment in swish private clinics, the rest

joined the long queues in crumbling, under¬
funded public hospitals. Schools have been
disrupted by frequent strikes, while
pensioners have been out in protest. Yet
until the end of the 90s no one seemed to

But Argentina has never managed to recast
its football in the same liberalised mould.

Several attempts at privatising clubs have
failed. The fans of one Buenos Aires team,

San Lorenzo, blocked a bid to sell their club

to a major multinational company three

years ago.

The national team has somehow not

succumbed to pay-per-view televising either.
This is true now for the 2002 World Cup,
but it has been the case since well before

the economic crisis. In fact, for the

World Cups 1994 and 1998 the Menem

government intervened so that no one

would be deprived of watching football.

This slight twisting of the free-market rules

is hardly surprising. Unlike the phone

system, water, electricity, gas or health,

football is much too important a public
service to be allowed to come under an

economic model that has left half the

population out in the cold. All

Argentinians, from Quiaca in the north to

Terra Fuega in the polar-facing south, must

be given the right to watch football, their
great passion. Argentina needs football, so

as to forget, even if for a few hours. It

needs to watch its team and feel proud of

something once again. The people need to

go football mad.

Still, in this atmosphere of crisis, there is no

way of actually getting to see their national

team in the flesh, nor any of its major
players. The team's warm-up friendlies are

being played abroad in a bid to raise

currency rather than spending it on guest

opponents. And the main stars play their

football in the leagues of Italy, Spain and
Britain, with the sole exception of one, Ariel

Ortega, who is back with River Plate.

Maradona's farewell

Given this situation and the economic crisis,

Argentinians have been slow to get warmed
up for the World Cup. They have other

problems on their plate. No newspaper
would dare mention an injury to a Veron or

a Crespo as long as the peso is sliding

against the dollar, output is falling, or small
firms are closing, prices rising or wages
falling.

The World Cup is in two months' time. In a

country that has just had five presidents in

as many days, two months is an eternity Or

as one sports journalist put it: "In two

months' time, Argentina might not even
exist!"

Argentinians may be distracted now, but
when the hour comes for the football to

start its rounds of Asia's stadia, order will

return. Families will gather round the

televisions, streets will be deserted during
the games and then teeming with people to
celebrate every victory.

* Extracted from 'LArgentine a la tête ailleurs', by
Francis Huertas, in LEquipe, France, 27 March
2002.
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What's next:

E-cash?

The Future of Money

When the euro became

legal tender at midnight

on 31 December, line-tips

for cash immediately
formed not at the shut

doors of European
banks, but at the electronic

tellers, the ATMs. The new

currency virtually eased into

circulation, fuelling the

prediction this report spells

out, that money's destiny is to

become digital.
Much of the initial

enthusiasm about cybercash

focused on the exciting

technological toys that make it

possible, including electronic

purses and smart cards, in

which simple digital memory is

deposited as value onto devices

such as handheld computers,

mobile phones and watches.
But current discussions of

efectronic money pose the

harder questions. What

regulatory mechanisms are

required for transfers and
e-commerce? Are there reliable

ways for security to be assured
but not abused? How does this

new economy of intangibles
trickle down to the "unwired"?

Governments are leaning

toward dematerialising money
if for no other reason than to

economise. Cash doesn't come

cheap. Singapore, which is

planning an "electronic legal
tender" society for 2008,

spends US$359 million per

year to process, store and

protect its paper currency; the
cost of installing the necessary
electronic infrastructure will be

barely half that, around
US$197 million.

On the downside, there are

the standard challenges posed

by counterfeiting, money

laundering and tax evasion, but
of a different dimension. Could

a counterfeiter mint unlimited

amounts of e-bucks? Could

money stored on a PC be lost
forever if the system crashes?

Banks are eager to push the

process forward, but may risk

being nudged out by private

companies attempting to create
their own niche in the financial

sector. The OECD says that no

matter how much payment

technologies change, the

historical process of

centralisation will also apply to

electronic money. While there

is a good chance that certain
sources for issuing private

money, such as Microsoft or
even Bill Gates, will remain

richer and more stable than

many sovereign issuers, there is
little reason to expect that
"Softs" or "Bills" will offer much

competitive advantage when

compared to the dollar, euro or

yen.

Because in the end, money is

only a unit of value, and that
value relies on the development
of forms of trust. Whether this

faith is invested in private
enterprise or central banks, the

question is, will it be in digital
we trust7

How to stop

travelling crime

Crime in Road

Freight Transport

Opening European borders to
trade and travellers has also

cleared the roads for travelling

criminals. Road transport crime

is a serious and growing

problem. In some European
countries up to 1% of goods
vehicles are stolen each year; '
that is, tens of thousands of

commercial vehicles, costing

many millions of euros. For the

past seven years, the trend has
been increasing by up to 50%

for some countries, and focusing

on high-tech cargo. According to
a recent survey over a period of

15 months, computer

equipment and related

peripherals, or mobile

telephones, constituted the

highest number of goods stolen

during transport, and 25% of
these were from hijacked
vehicles.

The impact of freight theft in

Europe over the last few years

has been so financially

damaging to high-tech

companies that they have
formed the Technical Asset

Protection Association (TAPA).

It is the European branch of an

organisation started in the US by

Compaq and Intel in 1997, and
now includes most big-name

technology shippers. Frustrated

with the perceived lack of police
support and concerned about

the losses their companies are

suffering, technology shippers

are working together to prevent

the rising number of thefts from
vehicles transporting their

products in Europe, and from
warehouses.

This ECMT report provides

Police escort

comparative statistics on the

theft of goods and goods

vehicles, and proposes other

ways of improving security for

road freight vehicles. It focuses

on crime-fighting aids, from
sirens to ultrasonic or

movement sensors, and

describes high-tech locks, from
air brake immobilisers to a

driver recognition system that
works off a smart card; without

the correct electronic chip, the
vehicle cannot be moved,

despite unlocked doors and

keys left in the ignition. After-

theft systems include homing
devices, tracking systems and

"remote degrading", the

gradual loss of functions ol the

vehicle in response to
abnormal conditions.

But in compiling the report,
it became clear that these aids

were only a part of the
solution. The human element,

including the manufacturers,

shippers and customs
authorities, must also be held

responsible. This applies also
to cross-border problems of

immigration and transport
fraud, as well as the events of

1 1 September, and are issues
for further research.
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Wealth in

the pipeline

Russia Energy Survey 2002

Russia is enormously rich in
natural resources. An estimated

one-third of the world's natural

gas reserves remain in Russia's

super-giant fields and smaller

adjacent fields, which ensure

the availability of future supply.

The IEAs Russia Energy Survey

2002 says that Russia also has a

range of opportunities to

import gas on commercially
attractive terms from Central

Asian and Caspian countries

through established pipeline
networks. Supplies will be

adequate until well into this
decade, but investments in

future supplies - domestic or

imported - will need to be
made several years ahead of
anticipated requirements.

Security of supply will not be a

major problem unless there is a

failure to reform the price and

tax regime ol the late 1990s,

the report says.

Russia can continue servicing

its current and growing export

market. This is true despite

concerns expressed by
Gazprom and the Russian

government about the
availability and viability of new

gas supply, about Russia's high
dependence on natural gas
(50%) and especially that of the

electricity sector in European
Russia (over 70%). Russia's new

Energy Strategy envisages the
share of gas in Total Primary

Energy Supply will decrease
from about 50% in the 1990s

to 42%-45% in 2020. Coal and

nuclear will make up the

difference, though questions
have been raised about

competitiveness and safety.

Oil production, on the other
hand, will remain stable,

following a recovery in the late
1990s. In 1998, Russia

increased its oil production by
almost one million barrels a

day. Oil and oil product

exports from the former Soviet
Union - 90% of them from

Russia - have increased

dramatically, from 2.8 mbd in
1996 to 4.7 mbd in 2001.

Russian companies have

already proven their ability to

expand production and
improve productivity, but it is

questionable whether

improvements in efficiency and
effectiveness can sustain oil

production growth in the long
run. Since 1994, new

discoveries have failed to offset

oil production. And new field

discoveries are getting smaller.

Also, a growing portion of
remaining reserves falls into the
"difficutt-to-recover" category.

Reform is clearly essential. The

publication ol the IEA Survey

comes shortly after the Russian

Federation released its Energy

Strategy to 2020. The Russian

governments efforts lo
elaborate and implement
economic reforms are critical to

be able lo match energy

demand in this period of

strong GDP growth.

Increasingly, the energy

security of Russia and ils

export markets are dependent

on the creation ol a stable and

competitive investment

environment, energy sector

regulation and price reform,
corporate transparency antl a

dramatic improvement in

energy efficiency. The energy
sector's total investmenl

requirements from 2001
lo 2020 are estimated at

somewhere between

US$550 billion and

US$700 billion.

Foreign investment would

help. But barriers to investment

have hampered the energy

sector's ability to maintain

capacity and replace reserves.

Reforms are underway, but
more are needed. This is

especially important in the
mineral resource sector, where

up-front costs are significant
and payouts are long-term.
Investors need reassurance,

and petroleum licensing

and operations require a

comprehensive, clear and

stable legal framework.
Completion of the

Production Sharing Agreement

(PSA) regime, for instance, will

help attract investmenl. It may

also bridge the gap while the
Tax Code and investment laws

are being put in place.

Russian award for

World Energy Outlook

When the Russian Academy of

Sciences singled out the IEAs

World Energy Outlook 2001 for a

special award in 2001, they

praised it for the breadth ol its

coverage, the objectivity of its
analysis antl its balanced

geographical treatment.

Testimony indeed for anyone

keeping track of global energy

questions that the World Energy
Outlook reference books are

essential. The WEO series from

the International Energy Agency,

a sister organisation of the OECD,
helps policymakers prepare lor

the energy challenges of the

luture. In even years, the IEA

publishes its flagship World
Energy Outlook, a global and

regional energy forecast that looks

ahead 20-30 years. The 2002
edition will be released in Osaka,

Japan at the Ministerial meeting
of the Consumer-Producer

Dialogue (International Energy

Forum) in September.

In odd years, the IEA publishes
the WEO Insights series, each with

a special focus:
in 1999 it was

on subsidies,

in 2001 on

supply

questions.

WEO 2001 Insights
Assessing Today's Supplies lo Fuel
Tomonvw's Growth identifies and

analyses the factors that will

determine global energy

production and supply in the

medium to long term. These

include the costs of developing

resources and taking them to

market, energy prices and

government policies. It pays

particular attention to topics such

as energy security, investment and

the role of governments in energy
and environmental issues. The

book considers all forms of

energy, from biomass to nuclear
fuel - no one energy source is
recommended over another.

For more information on the

World Energy Outlook series
or any IEA publication, see
www.iea.org/weo/index.htm
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French language edition (0100002P) ISSN 0304-3398

You can order your BOOKS either online al www.oecd.org/bookshop/ or by mailing your choices from ihe New Publications titles in this section to one of the addresses below.
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Globalising
Africa

Regional Integration
in Africa

Economic development
cannot occur in isolation.

This has been the mantra

of the European

community for the past

50 years, the force
behind the North

American Free Trade

Agreement (NAFTA)
and a call to action for

East Asia. But although
Africa has a long track

record in regional

integration initiatives,
the results have been

by and large rather

disappointing. What Africa

Dev.
e'°Pm

'"Africa me^«on

opmsn

needs first, according to the
OECD's Forum on African

Perspectives, is the

establishment of viable political

systems that encourage
collective initiatives,

that in turn lead

towards sustainable

economic integration.

Today 60% of world
trade takes place

within regional trade

blocs. Large markets
matter, especially for
small economies and for

least developed

countries, because they
create new investment

opportunities, enhance the

production of tradable
commodities, and

encourage the flow of

oreign direct investment. In
order for Africa to meet the

target of halving poverty by
2015, its economy would

need to grow by 7% per year

- a big challenge for an area

whose economic growth has
hovered at around 3.3% for

the past decade.
While the debate is still

open, regional integration may

provide an opportunity to

pool resources, reduce costs

and improve capacities in
trade. Economics aside, issues

and challenges that can be

more effectively addressed

through regional approaches
include HIV/AIDS and other

infectious diseases, riparian
issues and environmental

questions. While the United

States of Africa may or may

not be the ultimate goal,

regional approaches

accompanied by domestic

reforms could provide a
valuable avenue towards an

effective response to

globalisation.
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New publications
March - May 2002

All publications are available in paper and electronic book format. This is a selected list.
For more titles, please consult www.oecd.org/bookshop

AGRICULTURE AND FOOD

Agriculture and Trade
Liberalisation: Extending the
Uruguay Round Agreement Q
ISBN: 9264197095

160pp, 47 tables, 23 graphics
$47 £33 ¥5,350 MXN450

Information on the average tariff
levels and on the use of tariff-rate

quotas, export subsidies and export
credits for temperate-zone
agricultural products. The report
examines implications of further
liberalisation of the various

instruments over the medium term.

International Standardisation of

Fruit and Vegetables: Plums Q
ISBN: 9264097120

Bilingual, 35pp
$19 £12 ¥2,000 MXN170

International Standardisation of

Fruit and Vegetables: Lettuces,
Ctirled-leaved Endives and Broad-

leaved (Batavian) Endives
ISBN: 92640971 12

Bilingual, 25pp
$19 £12 ¥2,000 MXN170

ANNUAL REPORT

OECD Annual Report 2002
ISBN: 9264197176

lOOpp
Free publication

DEVELOPMENT AND AID

Regional Integration in Africa
ISBN: 9264197796

215pp, 17 tables, 11 graphics
$31 £22 ¥4,000 MXN2I5

See review.

Foreign Direct Investment in
China: Challenges and Prospects
lor Regional Development
ISBN: 926419780X

200pp
$35 £25 ¥4,600 MXN245

The DAC Journal:
Volume 2 Issue 4

ISBN: 9264190031

336pp, 21 fables, 28 graphics
$50 £31 ¥5,870 MXN455

Development co-operation reviews of
the United Kingdom and Germany;
a joint assessment of the aid
programmes ol Germany, the
Netherlands and the United Kingdom
in Mozambique; and poverty-
environment-gender linkages.

ECONOMICS

OECD Economic Outlook

ISBN: 9264191615

$95 £58 ¥10,850 MXN720

Special chapters: Economic
consequences of terrorism; Ongoing
changes in the business cycle; Intra-
industry trade and intra-lirm trade
and the internationalisation ol

production; Productivity and
innovation: the impact of product
and labour market policies;
Exchange market volatility and
security transaction taxes.

The Future of Money Q
ISBN: 9264196722

159pp
$19 £12 ¥2,000 MXN170

See review.

China in the World Economy:
The Domestic Policy Challenges
ISBN: 9264197079

1 ,000pp, 140 tables, 60 graphics
$90 £60 ¥9,900 MXN850

How can China best reap the
benefits of its economic reforms

over the next decade in order to

meet its basic development
objectives? This landmark study
analyses the domestic policy
challenges facing China in the
context of trade and investment

liberalisation. It looks at such issues

as labour mobility, tax and
regulatory reform, and technology
challenges; discusses FDI prospects
and policies, increasing industrial
productivity and competition, and
how to make better use of the

country's agricultural resources; and
reports on budget management

issues, as well as environmental and

macroeconomic policy priorities.

China in the World Economy -
Synthesis Report
ISBN: 9264197087

76pp, 8 tables, 5 graphics
$19 £12 ¥2,000 MXNI70

OECD ECONOMIC SURVEYS

Each survey:
US$34 £21 ¥4,000 MXN311

Mexico

ISBN: 9264191496

95pp, 21 tables, 41 graphics
Special feature: The financial system

Switzerland

ISBN: 926419150X

83pp, 20 tables, 24 graphics
Special feature: Public expenditure

EDUCATION

Sample Tasks from the
PISA 2000 Assessment:

Reading, Mathematical
and Scientific Literacy
ISBN: 9264197656

1 20pp
$19 £12 ¥2,300 MXN120

This book describes the PISA

approach and presents a sample of
PISA 2000 tasks.

Decentralisation and the Financing
of Educational Facilities

ISBN: 9264097295

200pp, 13 tables
$31 £22 Y4.000 MXN215

Who finances educational facilities?

What are the criteria used and how

are they applied? This publication
examines the links between

decentralisation and new

means of financing.

Education and Health Expenditure
in Developing Countries: The
Cases of Indonesia and Peru

ISBN: 9264187146

166pp, 55 tables, 26 graphics
$28 £20 ¥3,650 MXN195

EMPLOYMENT AND

SOCIAL ISSUES

Measuring Up: Improving Health

Systems Performance in OECD
Countries U

ISBN: 9264196765

380pp, 53 tables, 67 graphics
$67 £46 ¥7,550 MXN645

How can we measure the

performance of different health
systems, and bow can we use such
information to support on-going
health systems improvement? How
do we better align performance
information and incentives with

policy objectives?

OECD Health Data 2002

ISBN: 9264098585

Bilingual CD-ROM
(Windows/ 1-10 users)

$295 £200 ¥32,700 MXN2.790

Regulating Private Pension
Schemes: Trends and

Challenges
ISBN: 9264197761

328pp, 39 tables, 14 graphics
$62 £43 ¥8,000 MXN430

ENERGY

Russia Energy Survey 2002
ISBN: 9264187324

230pp
$150 £102 ¥16,600 MXN1.400

See review.

Electricity in India: Providing
Power for the Millions

ISBN: 9264197249

120pp
$125 £84 ¥13,800 MXN1.175

Nuclear legislation: Analytical

Study: Regulatory and Institutional
Framework lor Nuclear Activities -

2001 Update
ISBN: 9264197435

188pp
$36 £25 ¥4,000 MXN350
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ENVIRONMENT

I landbook of Biodiversity
Valuation: A Guide for

Policymakers
ISBN: 9264197311

160pp, 12 tables
$36 £25 ¥4,000 MXN340

This handbook describes the types of
values usually associated with
biodiversity, and considers how
economic and non-economic values

can eventually be reconciled.

OECD ENVIRONMENTAL

PERFORMANCE REVIEWS

Japan
ISBN: 9264197443

230pp, 48 tables, 34 graphics
$32 £22 ¥3,530 MXN300

Slovak Republic
ISBN: 926419732X

144pp, 33 tables, 20 graphics
$32 £22 ¥3,530 MXN300

FINANCIAL AND

FISCAL AFFAIRS

Anti-corruption Measures in
South Eastern Europe:
Civil Society's Involvement J
ISBN: 9264 19746X

95pp
$19 £12 ¥2,300 MXN120

An assessment of the legal antl
institutional environment in which

civil society operates, together with
recommendations to enable civil

society organisations, business
associations, trade unions and the

media to play a more active role in
the fight against corruption.

Taxing Wages: 2000/2001
ISBN: 9264096841

350pp, 1 15 tables. 10 graphies
$76 £52 ¥8,550 MXN730

Special leature on "Taxing
pensioners". Also available on CD-
ROM.

Insurance Solvency Supervision:
OECD Country Profiles Q
ISBN: 9264197036

300pp
$85 £58 ¥9,550 MXN815

Financial Market Trends, No. 81 Q

Sold by subscription only
180pp, 14 tables, 30 graphics
Special features: Electronic Finance:
Economics and Institutional Factors;

Supervision of Financial Services in
the OECD Area: Pension Fund

Governance

New Horizons for

Foreign Direct Investmenl
ISBN: 9264197281

372pp, 47 graphics
$54 £37 ¥6,050 MXN515

J

I lousing Finance in
transition Economies C

ISBN: 9264196749

204pp, 83 tables, 47 graphics
$40 £28 ¥4,550 MXN385

An in-depth survey of current
situations and challenges in the
development of housing finance in
major transition economies. It also
reviews current trends in housing
finance in advanced market

countries and their implications for
transition economies.

GOVERNANCE

Urban Renaissance:

Canberra: A Sustainable Future

ISBN: 9264196900

180pp, 16 tables
$33 £23 ¥3,700 MXN315

Canberra is at a turning point. This
book identifies the need for a new

and more holistic approach to urban
planning and an opportunity for
innovative and inclusive public
participation in the planning process.

Redefining Territories:
The Functional Regions
ISBN: 9264196986

I14pp
$19 £12 ¥1,900 MXN164

INDUSTRY, SCIENCE
AND INNOVATION

Dynamising National
Innovation Systems
ISBN: 9264197834

90pp, 17 graphics
$19 £12 ¥2,300 MXN120

Measuring Globalisation:
The Role of Multinationals

in OECD Economies

ISBN: 926409721X

$85 £58 ¥9,550 MXN815

This publication presents detailed data
on the role played by multinationals
in the OECD economies. This edition

also includes data on the activity ol
affiliates ol national firms abroad

(outward investment). Published lor

the first time, Volume II presents data
for services.

STATISTICS

Measuring the Non-Observed
Economy: A Handbook
ISBN: 9264197451

242pp
$49 £34 ¥6,300 MXN340

Structural Statistics for

Industry and Services:
Core Data 1992-1999

ISBN: 9264097201

471pp, 371 tables
$63 £43 ¥7,050 MXN600

OECD Historical Statistics:

1970/2000 J

ISBN: 9264097600

172pp, 292 tables, 109 graphics
$41 £28 ¥5.250 MXN285

Purchasing Power Parities
and Real Expenditures:
1999 Benchmark Year J

ISBN: 9264097309

208pp, 46 tables
$44 £31 ¥5,700 MXN300

Basic Science and Technology
Statistics: 2001

ISBN: 9264097481

Bilingual
492pp, 434 tables

$84 £58 Yl 0,900 MXN585

How much personnel and money
are devoted to research and

experimental development (R&D)?
The statistics presented here cover,
inter alia, expenditure by source of
funds, type of costs, personnel by
occupation and/or level of
qualification, at national level by
performance sector, for enterprises
by industry, and for higher
education by field of science.

International Development
Statistics: 2002 Edition

ISBN: 9264098593

Bilingual CD-ROM or online.
$71 £49 ¥7,950 MXN675

SUSTAINABLE

DEVELOPMENT

Towards Sustainable Household

Consumption: Trends and Policies
in OECD Countries Q

ISBN: 9264197370

150pp, 30 tables, 44 graphics
$31 £22 ¥4,000 MXN215

TRADE

GATS: The Case for

Open Services Markets Q
ISBN: 9264197257

I31pp
$27 £18 ¥3,000 MXN255

The Size of Government

Procurement Markets U

ISBN: 9264197109

35pp, 8 tables
The world value of government
procurement that is potentially
open to international trade is
estimated at $2,083 billion, which

is equivalent to 7.1% of world GDP.
Detailed estimates of government
procurement markets are proposed,
including estimates of procurement
broken down by government
levels, types of expenditure
(consumption versus investment)
and contestable shares.

TRANSPORT

Key Issues for Transport
Beyond 2000
ISBN: 9282113604

654pp, 129 tables, 79 graphics
Free publication

Crime in Road

Freight transport
ISBN: 9282113728

$31 £22 ¥4,000 MXN215

See review.

Road travel Demand:

Meeting the Challenge
ISBN: 9264197559

193pp, 13 tables
$40 £28 ¥5,150 MXN275

Although humans conquered outer
space in the 20th century, surface
transportation congestion remains a
vexing challenge for OECD
metropolitan cities in the new
millennium. What strategies,
programmes and services have
recently been implemented to
reduce travel demand and improve
traffic conditions? This report
shows successful approaches to
grappling with gridlock.

Benchmarking lmermoclal
Freight Transport
ISBN: 9264197427

148pp, 94 tables, 10 graphics
$31 £22 ¥3,500 MXN300

Regulatory Reform
in Road Freight Transport
ISBN: 9282113698

lOOpp
$19 £12 ¥2,000 MXN170

Latest Policy Briefs
Free online at

http ://www. oecd . org/
under "Documentation"

Economic Survey of Mexico

Restructuring Public Utilities
for Competition

Q Health, Education and Poverty
Reduction

Economic Survey of Denmark

LJ Economic Survey of the
Russian Federation

l_l Public Procurement

CI Civil Service Pension Schemes

Anatomy of the Expenditure
Budget

Economic Survey of
Netherlands

Economic Survey of Italy
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OECD in graphs

Playing
safer

Public spending on security and military
operations has been raisetl significantly

in the United Stales and, to a lesser extent,

in other OECD countries, to combat

terrorism since the events ol 1 1 September

2001. Total US public spending on defence

and the police is expected to rise to 3.4%
of GDP in 2002 from 3.1% in both 2000

Protective measure

Spending on defence and police, % of GDP

United

Kingdoms

Canada3

Note: Figures in this table are based on national budgets (and not on national accounts) and are therefore not strictly
comparable across countries.

a Fiscal year basis, federal (or central) government only.

b Includes a . 53 billion anti-terrorism package in 2002 which is budgeted as a separate item from defence and public
order. There is a break in functional budget definitions between 2000 and 2001 for defence.

c State sector (central government), cash basis.

Source: National budgets

and 200 1. The increase is focused on

defence, rising to 3.3% of GDP from 3.0%,
with police spending stable at 0.1% of GDP
But some other countries have increased

their police budgets, with Italian police
spending set to rise to 1.6% of GDP in
2002 from 1.5% in 2001. while m Britain

police spending rose to 0.9% of GDP for
2001 antl 2002 from 0.8% in 2000.

Some countries have not increased

security-related spending as such, but have
diverted resources from existing budgets to
improve preparedness and finance
counter-terrorism actions. Germany, for

example, has approved an anti-terrorism

package equivalent to 0.1% of GDP. French

total defence and police spending however
was set to fall slightly to 2.8% in 2002

Irom 2.9% in 2001, with police spending

unchanged at 0.3% and defence spending

falling to 2.5% from 2.6%. Private sector

spending on security is also likely to be

on the rise, to improve the security ol
premises, employees, and information.
Limited data are available in this area, but

one recent estimate put it at US$40 billion.

Nearly half of the total goes on security

guards and other protective service

employees. But the medium-term impact

of a sharp increase m private security

spending on the economy is generally

gauged to be small.

ZZZZZz-

commerce

Internet use has mushroomed m OECD

countries in recent years, but electronic

commerce is still sleepily taking its time to

get oil the blocks, the latest OECD

Information Technology' Outlook, shows.
Consumers and businesses have so far been

slow to swap their shopping baskets for a

keyboard even in countries where fnternet
access is most widespread. In countnes

that currently measure the value ol Internet

sales, thc\' accounted for just 0.4% to 1.8%

of total sales m 2000. But if the spectacular

growth predicted by some has not
materialised, the volume of electronic

transactions is growing. In Sweden in

2000, electronic sales, including those over

all computer-mediated networks, were
more than 10% ol total sales. Business-to-

consumer Internet sales have not taken off,

but if is not simply a question of access.
About a third ol the individuals m

Denmark who use the Internet order goods

or services on it, whereas in Finland only
about one-sixth ol those online use it lor

buying and in Italy, where more than 20%
of the population use the Internet, online

buying is negligible. Business-to-business

e-commerce has grown faster but is still
well below the level of Internet availability.
At least half of businesses in all EU

countries, and in some cases more than

80%, use the Internet, but only m Sweden
do more than hall of those using the

Internet exploit it for ordering.

OECD Information Technology Outlook: 2002
edition, OECD, forthcoming.

Ordering online
Percentage of individuals using and

ordering goods and services over the
Internet, 2000*

* 1

1

1

1
&

6 co I

1

L3

1

1

1

i 1 Individuals using the internet

Individuals ordering goods and
services over the internet

i i

1 . Age cut-off : 1 6 years and older except for Canada and
Finland (15+), Italy (11+) and Australia and Turkey (18+).
2. Last quarter 2000

3. Individuals belonging to households in urban areas.
Source: OECD
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Indicators

MEMBERS

Gross Domestic Product

period % change from previous
period year

period
Leading Indicator

% change from previous
period year

Consumer Price Index

period % change from previous
period year

Australia Q4 01 1.3 4.1 Feb. 02 1.1 9.1 Q4 01 0.9 3.1

Austria Q4 01 0.1 0.1 Jan. 02 1.0 -0.6 Feb. 02 0.1 1.9

Belgium Q3 01 0.0 0.6 Feb. 02 1.7 0.1 Mar. 02 0.3 2.7

Canada Q4 01 0.5 0.9 Feb. 02 0.5 4.2 Feb. 02 0.6 1.5

Czech Republic Q4 01 3.2 Feb. 02 0.2 3.8

Denmark Q4 01 0.1 0.3 Feb. 02 0.8 0.2 Feb. 02 0.7 2.5

Finland Q4 01 -0.5 -0.9 Oct. 01 1.8 -8.7 Feb. 02 0.2 1.9

France Q4 01 -0.1 0.9 Feb. 02 0.4 -3.2 Feb. 02 0.1 2.0

Germany Q4 01 -0.3 0.0 Feb. 02 0.0 -4.4 Feb. 02 0.3 1.7

Greece 2000 4.3 Dec. 01 -1.1 -1.2 Feb. 02 -1.0 3.5

Hungary 2000 5.2 Feb. 02 1.0 6.2

Iceland 2000 5.0 Mar. 02 0.4 8.8

Ireland 2000 1 1.5 Feb. 02 2.7 0.7 Feb. 02 0.7 4.7

Italy Q4 01 -0.2 0.7 Feb. 02 1.2 3.7 Mar. 02 0.1 2.5

Japan Q4 01 -1.2 -1.9 Feb. 02 -0.3 -0.5 Feb. 02 -0.5 -1.6

Korea Q4 01 1.6 4.4 Mar. 02 0.6 2.3

Luxembourg 2000 7.5 Feb. 02 1.3 -2.5 Feb. 02 1.2 2.3

Mexico Q4 01 -0.4 -1.5 Dec. 01 4.4 7.2 Feb. 02 -0.1 4.8

Netherlands Q4 01 0.0 0.2 Feb. 02 0.5 0.6 Feb. 02 0.4 3.8

New Zealand Q4 01 0.7 2.8 Q4 01 0.6 1.8

Norway Q4 01 0.2 1.8 Jan. 02 0.0 -2.7 Feb. 02 0.3 0.8

Poland 2000 4.0 Feb. 02 0.1 3.7

Portugal Q3 01 -0.2 1.3 Jan. 02 -0.5 0.6 Feb. 02 -0.2 3.2

Slovak Republic Q4 01 3.9 Feb. 02 0.4 4.2

Spain Q4 01 0.2 2.3 Feb. 02 0.0 -0.8 Feb. 02 0.1 2.3

Sweden Q4 01 0.3 0.9 Jan. 02 -0.1 -1.5 Feb. 02 0.2 2.6

Switzerland Q4 01 0.0 0.4 Feb. 02 -0.2 -3.9 Feb. 02 0.0 0.7

Turkey Q3 01 -7.1 Mar. 02 1.2 65.1

United Kingdom Q4 01 0.0 1.6 Feb. 02 1.3 -1.3 Feb. 02 0.3 1.0

United States Q4 01 0.4 0.5 Feb. 02 1.6 0.9 Feb. 02 0.4 1.1

Euro area Q4 01 -0.2 0.6 Feb. 02 0.5 -1.1 Feb. 02 0.2 2.5

NON-MEMBERS Retail sales

Brazil Feb. 02 0.4 7.5

Bulgaria Q3 01 1.2 4.6 Jan. 02 8.0 2.1 Feb. 02 1.6 8.4

China

Estonia Q4 01 0.7 5.7 Jan. 02 6.5 19.9 Feb. 02 0.6 4.5

Indonesia Q3 01 -0.9 3.6 Feb. 02 1.5 15.1

Latvia Q.iOl -0.9 6.3 Jan. 02 4.4 8.3 Feb. 02 -0.3 3.3

Lithuania Q4 01 0.7 7.9 Jan. 02 6.7 8.3 Feb. 02 -0.3 2.8

Romania 2000 1.6 Jan. 02 4.7 31.5

Russian Federation 2000 8.4 Jul. 01 5.3 17.2 Feb. 02 1.2 17.9

Slovenia Q4 01 -0.7 2.6 Feb. 02 0.9 8.1

Ukraine Feb. 02 -3.5 16.8 Feb. 02 -1.4 3.5

Definitions & notes

Gross Domestic Product: Volume series; seasonally adjusted
except for Czech Republic, Slovak Republic, Poland and
Turkey. Data for the Euro area supplied by Eurostat.

Leading Indicators: A composite indicator based on other
indicators of economic activity (qualitative opinions on
production or employment, housing permits, financial or
monetary series,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. HICP for
Euro area.
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Indicators

period

Current Balance

current same period
period last year

Unemploymei
period current

period

tt Rate

same period
lasl year

period

Interest Rate

current same period
period last year

MEMBERS

T4 01 -3.38 -3.03 Feb. 02 6.6 6.6 Feb. 02 4.31 5.59 Australia

T3 01 -0.95 -1.76 Feb. 02 3.9 3.4 * Austria

T4 01 2.31 2.32 Feb. 02 6.7 6.6 * Belgium

T4 01 2.05 5.59 Feb. 02 7.9 6.9 Mar. 02 2.22 4.69 Canada

T4 01 -0.35 -0.80 T4 01 8.0 8.5 Feb. 02 4.30 5.27 Czech Republic

T4 01 0.84 1.27 Jan. 02 4.2 4.4 Feb. 02 3.54 5.18 Denmark

Dec. 01 0.33 0.67 Feb. 02 9.0 9.2 * Finland

Dec. 01 3.24 1.63 Feb. 02 9.0 8.6 * France

T4 01 6.36 -7.22 Feb. 02 8.1 7.8 * Germany

Dec. 01 -0.87 -0.92 * Greece

Jan. 02 -0.30 -0.11 T4 01 5.8 6.2 Feb. 02 8.49 1 1 10 Hungary

T4 01 0.04 -0.28 Feb. 02 2.1 1.3 Feb. 02 9.60 11 46 Iceland

T3 01 -0.11 -0.46 Feb. 02 4.3 3.7 * Ireland

Oct 01 0.97 -0.95 Feb. 02 9.0 9.7 * Italy

Jan. 02 9.32 7.93 Feb. 02 5.3 4.7 Mar. 02 0.17 0 17 Japan

Feb. 02 0.24 0.21 Feb. 02 2.8 4.1 Feb. 02 4.50 5.70 Korea

T3 01 0.22 0.15 Jan. 02 2.6 2.3 * Luxembourg

T4 01 -4.80 -4.96 Dec. 01 2.8 2.1 Feb. 02 8.17 18.07 Mexico

T4 01 4.31 4.09 Jan. 02 2.3 2.7 Netherlands

T4 01 -0.60 -0.61 T4 01 5.4 5.6 Mar. 02 5.31 6.25 New Zealand

T4 01 4.71 7.18 T4 01 3.7 3.4 Feb. 02 6.57 7.32 Norway

Nov. 01 -0.41 -0.42 Feb. 02 17.5 15.3 Jan. 02 10.14 16.90 Poland

T4 01 -2.01 -2.45 Jan. 02 4.3 4.0 * Portugal

T4 01 -0.44 -0.39 T4 01 18.7 18.0 Feb. 02 8.90 9.30 Slovak Republic

Dec. 01 -1.04 -1.38 Feb. 02 12.9 13.2 * Spain

Jan. 02 1.14 0.41 Feb. 02 5.1 5.2 Feb. 02 3.87 4.10 Sweden

74 01 7.38 8.05 Feb. 02 2.3 1.7 Feb. 02 1.68 3.36 Switzerland

T4 01 0.82 -2.28 T4 01 10.6 6.3 Feb. 02 58.30 400.27 Turkey

T4 01 -10.93 -7.94 Dec. 01 5.1 5.1 Feb. 02 3.97 5.69 United Kingdom

T4 01 -98.83 -116.32 Feb. 02 5.5 4.2 Mar. 02 1.91 4.89 United States

Jan. 02 3.97 -2.82 Feb. 02 8.4 8.4 Mar. 02 3.39 4.71 Euro area

NON-MEMBERS

Feb. 02 -1.09 -1.76 Brazil

Jan. 02 -0.14 -0.14 Feb. 02 4.54 4.21 Bulgaria

2000 20.52 15.67 China

T4 01 -0.16 -0.15 Feb. 02 6.1 6.1 Jan. 02 8.78 8.11 Estonia

T3 01 1.44 2.24 Feb. 02 17.39 14.35 Indonesia

Jan. 02 -0.02 -0.01 Feb. 02 8.0 7.8 Feb. 02 10.20 12.50 Latvia

T3 01 -0.01 -0. 1 1 Feb. 02 11.9 12.1 Feb. 02 8.10 8.69 Lithuania

Dec. 01 -0.45 -0.30 Jan. 02 11.6 10.0 Dec. 01 35.70 49.70 Romania

T3 01 7.58 10.54 Dec. 01 1.6 1.4 Jan. 02 14.70 8.10 Russian Federation

Jan. 02 0.06 0.05 Dec. 01 11.6 11.8 Feb. 02 7.77 11.32 Slovenia

T3 01 0.39 0.90 Nov. 01 4.7 5.2 Jan. 02 31.30 37.40 Ukraine

Current balance; Billion US dollars; seasonally adjusted
except for Greece, Ireland, Brazil, Bulgaria, China,
Estonia, Indonesia, Latvia, Lithuania, Romania, Russian

Federation, Slovenia and Ukraine. Data for Poland are
on a cash basis.

Unemployment Rate: Per cent of civilian labour force
standardised unemployment rale; national definitions for
Iceland, Korea, Mexico, Poland, Switzerland and Turkey;
seasonally adjusted apart from the Slovak Republic and
Turkey.

Interest Rate: Three months, except for Turkey (overnight
interbank rate). Euro area rale is applicable for the 12 Euro
area countries- * Refer to Euro area.

Source: Main Economic Indicators, April 2002; Quarterly
National Accounts database.

Observer No. 231/232 May 2002
71



DATABANK

OECD in graphs

Equal measures

Which OECD country has the highest per capita GDP? The
answer is either the United States or Switzerland, depending

on how you choose to measure it, according to the latest OECD
benchmark purchasing power parities (PPPs). If gross domestic
product is converted into a common unit using exchange rates,
income per person in Japan, Norway and Switzerland in 1999 appears

higher than in the United States. But this is because price levels art-
higher in Japan, Norway and Switzerland. If PPPs are used, showing
the ratio ol the prices ol the same goods or services in different
countries in national current')' terms, the United Stales comes out at

the head of the list. What this effectively means is that S 100 buys more
in the United States than it tloes in japan or Norway - it has more
purchasing power. The PPP calculation also shows that the volume of

goods and services purchased in the United Stales is higher than in the
other countries. The latest PPP benchmarks include all 30 OECD

countnes, and 13 non-OECD ones - EU candidate countries Bulgaria,

Cyprus, Estonia, Malta. Latvia, Lithuania, Romania and Slovenia, plus
Croatia, Israel, Macedonia, the Russian Federation and Ukraine. The

10 largest economies among the 43 considered m the latest PPP

Two measures of GDP per capita
1999, OECD 30 = 100

Based on PPPs czn Based on exchange rates

Norway

Switzerland

Japan

European Union

Mexico

0 20 40 60 80 100 120 140 160 180

Soorce: OECD, Purchasing power parities 1999 benchmark results, 2002

calculations are the Uniled States, Japan, Germany, France, Italy,
United Kingdom, the Russian Federation, Mexico, Canada and Spain.
The 15 EU economies are virtually the same economic size as the
United States.

Purchasing Power Parities and Real Expenditures: 1999 Benchmark Year,
OECD 2002

Outward investment

Employment by overseas affiliates of national firms,

% of national total employment,1 1998

Total industries

1. Some countries do not appear in this graph because national totals are either not
available or not comparable with foreign affiliates data.
2. 1995 (affiliates) and 1994 (national total)
3. 1997

Source: OECD, Foreign Affiliates Trade in Services database

Poor service

Services outweigh manufactunng in most OECD countries,
accounting for more than 50% of total national turnover, but

manufacturing remains the leading source of turnover in many countries
when it conies to foreign affiliates, according to Measuring Globalisation:
The Role of Multinationals in OECD Economies. Indeed, Swiss-based

manufacturing firms employ more people in their affiliates abroad than
the total national workforce, while in Sweden 70% as many people work
lor loreign affiliates of Swedish companies as work in Sweden. In
services, however, the ligures are much lower, at below 5% of the

national workforce in all countnes for which comparative figures are
available, except Switzerland, where it is close to 25%. The levels are

lower in Finland, with affiliates abroad employing the equivalent of a
third of the national workforce in manufacturing and around 5% in
services. But in terms of turnover, these loreign affiliates account for 45%
in the manufacturing sector and more than 20% in Finland. In most

countries for which comparative figures are available, manufacturing
employment by foreign affiliates outstrips that in services, except in
Portugal where the ratio is below 5% for both, and so is turnover.

Correction

A graph in the last Databank (Reading for
pleasure, OECD Observer No. 230, January
2002, page 53) mistakenly showed that boys

tend to read more than girls, whereas in fact
the opposite is true, as the text accompanying
the graph explained. The cause of this error
was a reversed colour code, for which we

apologise. The correct version of the graph
is now available online at http://www.

oecdobserver.org/news/ fullstory.php/aid/653/
Girls_read_more_than_boys.html
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PERIODICALS STUDIES STATISTICS

SoufceOECD (( £
www.SourceOECD.org

A single institutional subscription
provides unlimited access to OECD

books, periodicals and statistics online
24 hours a day, 7 days a week

oecd direct
www.oecd.org/OECDdirect

Stay informed
with our free e-mail alerting services,

personalised to your interests

BOOK
L-SHOP

www.oecd.org/bookshop

Your gateway to our extensive catalogue
of books, and statistics on CD-Rom -

and now, pay-per-view

www.oecd.org

sales@oecd.org
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Invest in Africa's farmers for

long term economic growth

If farming is the basis for rural livelihoods, should it not be the starting
point for building a prosperous rural economy and the only sound base
for building food security for the poor?

Start from where people are and build on what they have.

"My children have joined school. I have also started other business from the
income I earn from my goats"

Mrs Kiros Demewoz , project beneficary.Tigray, Ethiopia

FARM^Africa
Making a fasting difference to Africa's families

Innovative solutions for Africa's rural problems.
9-10 Southampton Place, Bloomsbury, London WC I A 2EA
Telephone: +44(0) 20 7430 0440 Fax: +44(0) 20 7430 0460

email: farmafrica@farmafrica.org.uk website: www.farmafrica.org.uk
FARM-Africa is registered in the UK as a charity no. 326901 and as a 501 (c)3 in the USA

*»
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