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FT Business

Real economy

Your series on the future

(40th anniversary edition, OECD
Observer No. 235) raises

interesting views about models for
prosperity, growth and recovery
But a view from the ground paints

a less optimistic picture.

Currently my wife and I are

working in Manhattan, we own
an apartment and are expecting
our first baby. I work in IT and
have lived well since the new

economy boom. But the war
along with the effects of the past
few years since 9/1 1 have made
us and many others rather

apprehensive about what lies
ahead, not only for this city, but

for the economy in general.

Many companies in the New
York area have been shedding

staff at an alarming rate and there

seem to be few new jobs on offer.
A number of friends have been

oui of work for a while; I don't

think it occurred to many of them

that they would still be looking
for work after so long. Quite a far
cry from the new economy days!
Today, most companies are more

interested in "productivity"

increases than expanding staff.
Some friends have managed to

find work, but for far less money

than they were capable of earning
before.

One friend, an investment bank

recruiter, has been out of work for

almost two years. His area of
work in the financial sector has

shrunk by, in his estimate, a fifth
since 9/11. Many of the

companies in the financial sector
are simply not hiring. Merrill
Lynch recently announced layoffs.
The city government of New York
is set to release some 3,800

employees with a further
proposed 3,200 in the works.
Community and social services are

being cut to the bone, affecting the
quality of life in New York. Even
the fire department, the "heroes"

of 9/11, are expecting to close half
a dozen firehouses in the city.

It is because of such

uncertainties that people like my

wife and I must rely on the low
interest rate-fed real estate bubble

for security in what are still
uncertain circumstances. Yet, that

means more debt, which many

people here have to deal with.
And maybe that bubble will burst
too. Trying to feel confident when
the stock market is in trouble or

after recent corporate scandals is

not easy And not everyone is sure

the tax cuts you highlight will
deliver, what with projections for

large budget deficits and the as
yet unknown price tag of the war
in Iraq.

These underlying economic

issues have been pretty much

ignored by the mainstream media
and public in general during the
war in Iraq. But the weak
economy is still with us, which
may explain the hesitant stock

market, despite the fall of
Baghdad.

Eugene Clarke

New York City, United States

China's appellation
contrôlée

In an organisation as

internationally minded as the
OECD, 1 fail to understand the

reasoning for the continued
reference to Taiwan as "Chinese

Taipei". While I understand the
term to be the outcome of an

agreement between you and
China, surely there is an

inconsistency here. Especially

since it split from China in 1949,
Taiwan has evolved into a

modern, vibrant democracy of the

type you normally encourage.
To some, arguing over a name

may seem semantic, but to my

mind, it ultimately speaks to a

greater unwillingness on the part
of the OECD to acknowledge the

global presence that Taiwan has
acquired independently of, and
frequently in opposition to,
Chinese communism. While I

know that the OECD is building

bridges with China through its

work programme, to allow the
mainland to dictate the island's

appellation is to recognise China's

disregard for Taiwan and to deny
the existence of the most thriving

example of modern Chinese
economic and social liberalisation.

We need only consider the
current SARS crisis to see the

consequences of such reasoning:
while the World Health

Organisation has dispatched aid
throughout Asia, much of it to

China, its refusal to recognise

Taiwan (its appellation policy is
similar to the OECD's) has

effectively deprived the island of
much needed medical assistance.

That major OECD member
countries themselves

acknowledge Taiwan by its proper
name (just check their websites!)

makes the OECD's position even
more curious. While the term

"Chinese Taipei" may seem to the

OECD a compromise, if it is
determined in its efforts to placate

the Chinese, then it might as well

simply label the Taiwanese as
some Chinese see them: counter¬

revolutionary separatists.

Zheng Yan Li
Toronto, Canada

On the cover

Going for growth
Cover design:
Paramjit Virdee,
FT Business

Growth has

slowed in

the OECD

area, and

though
there may
be signs of recovery, a
divide appears to have opened
up between the economic
performances of the United
States on the one hand, and

Europe and Japan on the
other. To close the gap and
return to long-term growth,
structural reforms in the latter

seem inevitable.
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EDITORIAL

Multilateralism:

Is there a choice?

Donald J. Johnston, OECD Secretary-General

Some commentators say that the divisions over Iraq have put
multilateralism in jeopardy I have also participated in recent

days in discussions as to how to heal the transatlantic rift.

Relationships are said to be "frayed" or "irreparably damaged".

Really?

I am old and experienced enough to discard such passionate

rhetoric, but I wonder why some politicians and commentators are

attempting to convince the public of these claims by delivering the
message through loudspeaker diplomacy at the highest levels.

There was a time not that long ago when bilateral or multilateral

relations could be jeopardised by a political brouhaha between

heads of state or even competing ministers trumpeting the views of

their respective governments against those of another. One of the

great benefits of globalisation is that those days are behind us,
though perhaps not far enough behind to stop some of the silliness

flowing from the edges of the Iraq affair, if I may call it that.

When I read of Americans pouring French wines down drains, I

worry about the messages they are receiving as well as the logic of

their action. Is theirs a lack of knowledge or simply a failure to

assess the issues seriously? Is their objection to the policy of the

French government best realised through punishing not only

The merits of the military action in Iraq will be
debated for years, decades, even longer. While it
did not enjoy broad "multilateral" support, it has

happened, and life must continue. Today that life
is multilateral, whether one likes it or not.

France's wine growers, but their own wine merchants and

distributors as well? And similarly, what of the boycott by some
Europeans of Coca-Cola, perhaps not realising that it is
manufactured in Europe and employs Europeans? Or the German

doctor from Schleswig-Holstein reported by The Economist to have
posted a notice saying he will no longer treat British or US patients,

or their sympathisers?

These are but unfortunate theatrics, which attract the attention

of a media always ready to bring the spectacular to a larger
audience as part of their own tussle for market share. Such

gestures have happened before. They will soon disappear and
common sense will prevail.

By contrast, the merits of the military action in Iraq will be debated
for years, decades, even longer. While it did not enjoy broad
"multilateral" support, it has happened, and life must continue.
Today that life is multilateral, whether one likes it or not.

When I entered public life in the 1970s, multilateralism was

expressed in a fashion much different to now. It was seen as the

UN, the GATT, the OECD, the World Bank, and the many other
international bodies, some embryonic, some more mature.

Today I see multilateralism in a different light. It is really a
combination or interface of these inter-governmental relationships
with the phenomenon of globalisation. Business has globalised,
culture has globalised, education has globalised; even the young
have globalised, travelling the planet as my generation never had
the means to do.

The fact is, whatever governments and their advisers might think, a
statement by one or more political leaders on either side of a debate

will neither fray nor destroy the seamless web that links Europe
with North America and the rest of the world. When I meet

Chinese economists, fluent in English or French, and who know

the geography of Canada as well as I do, I rejoice. Those strong
bonds that globalisation is bringing will assure the future of
humankind. That is my hope.

Multilateralism is the heart of the OECD mandate. And it looks in

good health as we prepare our annual Ministerial Council. We

intend to keep it that way at the inter-governmental level. We will
succeed. But even if we were to fail in our own specific task, the
real multilateralism of consequence to everyone's daily life remains
outside the corridors of political interest, and in the globalisation of
markets, cultures and ideas, and the interdependence that has been
created in the global village of the 21st century.

JP^
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LEADER

Sharing growth and development
Helen Clark, Prime Minister of New Zealand, Chair of the 2003 OECD Ministerial Council

The OECD grew out of a heightened recognition at the end
of the Second World War of interdependence on two levels:
between nations, and between security and economic

development. In some ways the current international environment
brings us back to that starting point. The OECD Ministerial
Council and the Forum which precedes it provide an occasion for
ministers and civil society to take stock of the achievements of the

past half-century and to update and refine the policy agenda lor
promoting shared growth and development.

Over the past two and a half years, there have been a number of
high-level international meetings dealing with aspects of this
agenda. The United Nations Millennium Summit, the Monterrey
International Conference on Financing for Development, the FAO's

World Food Summit, the New Partnership for Africa's

Development supported by the G8, and the World Summit on
Sustainable Development have all set objectives for growth and
development. I believe that the direct engagement of leaders and
ministers has built up over time an international resolve to address
the needs of present and future generations and to develop the
tools for doing so.

Within the lifetime of many of us there has been an unprecedented
expansion of prosperity, lifting hundreds of millions of people out
of poverty. Technological advances, the absence of major
international conflict since the end of the Second World War, and

the growth of trade and investment have been important factors.
International organisations, including the OECD, have played their
part by developing frameworks of rules and co-operative
approaches to policy making. Globalisation has made shared
community responsibility a far larger concept than it was

previously.

This year the OECD Ministerial Council will be looking at how
governments can promote confidence in the international
economy, and even more importantly, at policies to support

sustainable growth and inclusive development for the longer term.
The OECD process, which brings the analytical work of the
organisation's secretariat together with the perspectives of member
governments, is well suited to broad exchanges of this sort. I very
much appreciate the opportunity for New Zealand to chair the

meeting.

I expect that our discussions will cover factors such as: adjusting
to demographic trends and promoting increased participation in
the workforce; harnessing technology and innovation; developing

skills to equip our people so they can thrive in the knowledge
economy; discussing trade policies to create opportunities in

I believe that the direct engagement of leaders
and ministers has built up over time an
international resolve to address the needs of

present and future generations and to develop
the tools for doing so.

member countries and the developing world; transparent financial

systems and corporate governance practices which ensure a sound
base for growth.

It is important for the OECD to be outward looking. A theme of
this year's meeting will be the impact of our governments' policies
on developing countries. We are pleased that ministers from key
non-member countries will join us for discussions on sharing the

gains from globalisation and on how we can provide political
impetus for the WTO negotiations on the Doha Development
Agenda at this critical stage.

I will be happy to share some thoughts on New Zealand's

approach in the areas being addressed by the OECD. Our

government has benefited from international experience in
formulating its policies. We have developed a Growth and
Innovation Framework to guide our country in developing the

skills, infrastructure, and international linkages to capitalise on

our own innovation, and position New Zealand as a successful
knowledge-based society. This is complemented by the
government's Sustainable Development Programme of Action,
which encompasses the economic, environmental and social
dimensions of sustainability As well as providing strategic

leadership, our government is working to build partnerships with
business and civil society in pursuit of these goals.

The OECD Forum immediately preceding the ministerial meeting

will allow a broader group of stakeholders to exchange views on a

similar range of issues, under the theme "Grow, develop, prosper".
I welcome the opportunity to speak to the Forum and to hear
from others who will be taking part.

I expect that there will be a large measure of agreement among
OECD ministers on the nature of the challenges facing us all.

There is no single prescription for all; governments must make
decisions based on their own circumstances and the preferences
of their people. But it will be immensely valuable to exchange

experiences and deepen our understanding of the issues
before us.
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CORPORATE STATEMENT

If you can't measure it,

then you can't manage it

PARIS21

"I
f you can't measure it, then you can't

manage it." As South African minister of

finance, the Hon Trevor Manuel, said at

an April 2002 workshop in Cape Town,

South African stakeholders are striving to

agree on common indicators of progress

towards development. Yet for much of the

developing world, the capabilities for producing

the statistics required to monitor progress have

stagnated or have been largely ad-hoc.

For the development partners struggling with

the challenge of ensuring that their resources

are optimally spent in the world's poorest
countries, the focus is now on aid effectiveness.

Convincing supporting evidence to assess the

performance of development efforts comes

largely from statistical systems. Without gauging

the extent to which efforts to reduce poverty are

effective, those efforts proceed in the dark.

Statistics shed the light necessary to see the path

to sustainability

Statistics

Unfortunately, statistics are perceived as dull,

which has hampered investment in statistical

governance. Very little public acclaim is earned

from an investment in statistics, compared with

investments in health, agriculture, and
nutrition. Yet without statistics to measure the

benefits of investments in social programmes,

who can say that the money was well spent?

To achieve our common goals of development

including the millennium development goals

(MDGs) agreed in the 2000 millennium

declaration development practitioners on all
levels must work hand in hand. And if

measuring the progress of development is not

treated as one of the costs of meeting the MDGs,

then we, globally, are unable to hold all the

signatories accountable.

Data on a country's progress must originate

from within the country. Statisticians are now

being asked to meet new challenges, good

governance is widely regarded as a prerequisite

Parish
#

for development, and statistics are now being

used in calibrating governance indicators.

Statistics are themselves part of good

governance. While the major users of statistics

are governments themselves, statistics must also

be made available to the general public and to

civil society to hold their governments to
account. Statistics are vital to the democratic

process; they ensure transparency and

accountability and provide the background

information against which private investors
make their decisions. It is for this reason that

support to statistical offices in developing

national, international and regional bodies in

Africa to promote country- owned strategies for
the more effective use of information and

statistics in the development process.

Hosted by the OECD's Development Co¬

operation Directorate, PARIS21 acts as a catalyst

for promoting a culture of evidence-based

policymaking and monitoring. We focus on

promoting high-quality statistics, making these

data meaningful and designing sound poverty-

reduction policies. Our role in PARIS21 is to

foster more effective dialogue among those who

produce development statistics and those who

use them, through facilitating international

events, supporting country-based activities,

organising regional workshops, and convening

subject matter task teams. PARIS21 actively

promotes southsouth co-operation and lesson

learning between countries in the region,

reinforcing NEPAD's peer review approach.

Initiatives such as NEPAD are echoing the call

for dialogue on how to provide information and

statistics in developing countries. This demand

must be met with a change of culture and with

professionals communicating between countries

Statistics are vital to the democratic process;

they ensure transparency and accountability

countries for sustaining the design and

implementation of poverty reduction policies

and monitoring their impact is crucial.

Partnerships
The New Partnership for Africa's Development

(NEPAD) promotes principles of country

ownership, transparency, good governance and

the fight against poverty. These principles are

complemented by those of the Partnership in

Statistics for Development in the 21st Century
(PARIS21) in its collaborative action with

and across their areas of specialisation to

accelerate the change process.
PARIS21 exists to facilitate this

communication, and we therefore feel a kinship

with the OECD Observer's mission, as we both

serve as a forum for dialogue on issues related to

policy development. PARIS21 congratulates the

Observer for its 40 years of dedicated service to

the OECD and the wider community of policy

experts. We applaud your work in opening

discussions on important themes and wish you
continued success.

PARIS21, OECD/DCD, Office no. 1642, 2 rue André Pascal, 75775 Paris Cedex 16

email: contact@paris21.org web: http://www.paris21.org
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Diploma of excellence
The head of OECD's education indicators,

Andreas Schleicher, took what looked like

a poor report card for Germany's

educational system and ended up receiving
an award for himself, from none other than

the Germans. In April he received for this

achievement the prestigious Theodor Heuss
award, named after the first President of

the Federal Republic of Germany.

Mr Schleicher co-ordinates the OECD's

Programme for International Student

Assessment (PISA), a three-year survey of

the knowledge and skills of 15-year-olds.

It assesses student performance in

reading and mathematical and scientific
literary, and analyses the factors that
promote success in education, best
preparing young people for full
participation in society. Of the 32
countries surveyed in 2000, Germany

had one of the largest gaps between the

highest and lowest-performing students,
and showed below the OECD average.

PISA has been hotly debated in Germany

since the results came out last year, not
least in the media.

But, as Mr Schleicher pointed out: "The
aim of the study is not to compare whether

countries are performing better or worse
than others, but rather to indicate where

educational systems can be improved, how
to move forward; and Germany has taken

this seriously."

The award is for "exemplary democratic

behaviour", and was presented to Mr

Schleicher for his role in re-orienting a

partisan and ideological debate about the

German PISA results towards a strategic
discussion of education policy.

Other recipients of the award include

statesman Vaclav Havel, social philosopher

Juergen Habermass, author Gunter Grass

and Peter Eiger, chairman of Transparency
International.

See http://www.pisa.oecd.org/

Corporate governance in Asia
The Asian Roundtable on Corporate

Governance, organised by the OECD in
partnership with the World Bank, met in

Kuala Lumpur, Malaysia, in March to

establish regional reform priorities and to
develop a White Paper on Corporate
Governance in Asia. Scheduled for release

in Tokyo on 1 1 June 2003, the White

Paper will set forth a common policy
agenda for corporate-governance reform in

the Asian region.

The 26-28 March meeting in Kuala Lumpur
(the filth in a series of OECD-organised

roundtables, which began in 1999) gathered

28 regulators from 13 Asian countries, plus

35 regional and international policy makers,
experts and business leaders.

Four areas were identified for priority

reform: minority-shareholder protection,
bank governance, improved enforcement

and enhanced corporate-governance culture.

For instance, the prevalence of closely-

controlled businesses in Asia places minority

shareholders at risk ol exploitation. Such

exploitation occurs when controlling
shareholders and managers strip assets from

the company through abusive self-dealing,

pay themselves excessive compensation,
engage in insider trading or act in their own

interests to the detriment of the company.

Meanwhile, good bank governance, apart

from encouraging good corporate practices,
increases returns to the bank's own

shareholders too, as well as promoting

stability in the financial system.

One problem is that improving corporate-

governance laws and regulations has proven

to be easier than enforcing the laws and
regulations. In fact, a widening gap is
opening up between rules and
implementation in many countries.

Using the OECD Principles of Corporate
Governance as a framework, the

forthcoming White Paper on Corporate
Governance in Asia will identify remaining

challenges and make concrete

recommendations to guide policymakers

and technical assistance providers.

"The White Paper's recommendations will

carry weight because they represent the

views of leaders from the region," according
to Datuk Ali Abdul Kadir, Chairman of the

Securities Commission, Malaysia, co-host of

the Kuala Lumpur Roundtable.

Russian progress

on reform

Russia has "already travelled a great part of
the road towards economic reform," thanks

in part to co-operation with the OECD, said

Alexei Kudrin, Russia's deputy prime
minister and minister of finance, at a

meeting of the OECD-Russia Liaison
Committee held in Paris on 28 March.

Of the 70 countries with which the OECD

maintains informal ties, OECD Secretary-

General Donald Johnson highlighted

Russia, calling the country's economic

management "outstanding", and cited its

strong growth in the first quarter, despite

the declining global market. Amid the

economic uncertainty due to the war in

Iraq, Mr Kudrin said that Russia had

developed the necessary infrastructure to

avoid exposure to any fluctuations in oil

prices, including mechanisms to increase its
financial reserves.

He was also hopeful that his country's oil

contracts in Iraq would be honoured by any

future Iraqi administration. Mr Kudrin also

affirmed that a government commission on
further co-operation with the OECD would
soon be established.
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Private investment in Africa
"Africa is awakening to the realisation that
its progress lies in partnership ... we have
got to be partners against all the evils
emanating from the legacy of our history."
These were the concluding words of

Mozambique's president, Joaquim
Chissano, who on 4 April became the
second African head ol state to recently
visit the OECD. Mozambican President

Chissano followed Senegal's Abdoulayé

Wade who in February 2002 came to

participate in the launch of the
Development Centre/African Development
Bank's first African Economic Outlook (see
Book reviews).

Speaking to an international audience of
diplomats and experts, President Chissano
noted the OECD Development Centre's

contribution "to the strengthening of co¬

operation between Africa and the
industrialised countries" in the interest

of African development. He said that

such co-operation was essential to

Mozambique's president, Joaquim Chissano

strengthening the New Partnership for
Africa's Development (NEPAD), especially
in the areas of peace, democracy and good

governance. The NEPAD is an initiative
launched by African heads of state to break
the cycle of underdevelopment on the
continent.

Economic indicator points down
The Composite Leading Indicator (CLI) lor
OECD countries published in April showed

a drop of half a percentage point in
February 2003, to 120.4 Irom 120.9 in
January, a six-month rate of change that
continued the downward trend first started

in May 2002. Still, the CLI varied from
country to country, though nearly all
OECD countries, except for Italy and

Japan, experienced declines.

The OECD CLI is designed to provide early

signals of turning points (peaks and
troughs) between expansions and
slowdowns of economic activity, covering a

wide range of key short-term economic
indicators like housing permits granted,
financial data, and information on stocks

and orders, etc. A fall in the indicator

suggests the possibility of a weak economic
trend ahead.

In the US, the CLI fell by 1.5 points in

February, with its six-month rate of change
down for the second month in a row after

two months of increase. Similarly, the UK's

CLI fell 1 point in February whereas its
six-month rate of change has fallen steadily
since June 2002. In Canada, the drop in

the CLI was by 0.5 point in February. Its

six-month rate of change has been on the

decline since May 2002.

France saw a sharp decrease in its CLI in

February, as well as in its six-month rate of
change. The CLI for Germany also fell after
five months of increases, though its six-

month rate of change has been in a slump
for nine months. In Japan, February's CLI

remained unchanged, in keeping with its
stable six-month rate. Italy bucked the
trend; its CLI rose in February, as did its

six-month rate of change.

The CLIs are available at www.oecd.org/
std/cli

The Mozambican president emphasised the

role of private investment in infrastructure
and pointed out the need for the state to
create an environment which would

encourage and reassure such investment.
Using his own country as an example, he
brought the link between investment and
stability into sharp relief, showing that post-
civil war reconstruction could only be

undertaken once the private sector had faith
in the ability of the authorities to protect
investment.

Unemployment
slightly up
The standardised unemployment rate

(compiled under International Labour
Organization Guidelines) for OECD
countries remained nearly unchanged at
7.0% in February 2003, albeit

0.2% higher than a year earlier. The rate
has been holding steady at 7.0% since
last October, and remains the peak

figure of unemployment since 2000; it
had previously dipped to 6.3% in
January 2000. In the European Union,
the rate was 8.7% in February 2003,

0.1% higher than the previous month,
and 0.6% higher than a year earlier. The
standardised unemployment rate in the
US was 5.8% in February 2003,

0.1% higher than the previous month and
0.2 percentage point higher than a year
earlier. In contrast, Japan's standardised

unemployment rate fell slightly; it was
5.2% in February 2003, which was

0.3% lower than the previous month and

just 0.1% lower than a year earlier.

Over the twelve months to February

2003, the unemployment rate rose in
France from 8.6% to 9.1% and in

Germany from 8.0% to 8.7%. Conversely,
the rate of unemployment in Canada
fell from 7.8% to 7.4%. In January

2003, the jobless unemployment rate in

Italy was 9.0%, the same rate as a year
earlier (see Databank). And in the UK,

over the twelve months to December

2002, the unemployment rate dropped
from 5.1% to 4.9%.
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A question of structure
Explaining the divergence

of growth in the OECD area

Jean-Philippe Cotis, OECD Chief Economist

A gap appears to have opened up between the economic growth performances of North
America on the one hand and Europe and Japan on the other, with the US in the lead.
This divergence may be a more serious issue than some believe. It is time to act.

Searching for the sources of growth is
a never-ending activity. But it has
recently gained a lot more

importance for policymakers across the

OECD. We are now at the end of a long

and exuberant business cycle. The dust is

settling. And many Europeans are now

coming to the full realisation that, yes,

economically speaking, North America and

continental Europe may be growing apart.

For large European countries, GDP per
capita stopped converging to US levels in
the 1980s. And it probably backtracked
during the 1990s. The same conclusions
apply for Japan (see graph).
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It also appears that within Europe,

starting in 1995-96, growth differentials
between big countries have become
relatively wide, not so much in
manufacturing, but in the non-traded
sector. In addition, Nordic countries have

tended to forge ahead of their major

European neighbours.

At the OECD, we find these developments

rather disturbing. Why? Because we think
this diversity of performance stems
primarily from costly policy failures in
some OECD countries, failures that, if

allowed to persist, would undermine

growth and prosperity.

It is the OECD's core mission, our raison

d'être, to spread success and good

practice. To nudge "reform-shy" countries
into reform mode and help them unblock

potential and improve their economic
performances. So, we have been working
hard at answering some key questions.

What's driving the good performers? And,
what is holding back the others? Indeed,
the OECD has spearheaded a vast research
effort to address these issues over the past

few years. The exercise culminated in
March with the publication ol a book, The
Sources of Economic Growth in OECD
Countries (see references).

The mam messages are straightforward.

IAt the OECD, we strongly believe

that growth differentials over the
past decade have been deeply

structural in nature. The key culprits

have been: diverging demographics

stemming from ageing and immigration
and the stalling over the 1980s and 1990s
of the process of convergence in GDP per
capita that began after the Second World
War.

In many OECD countries, convergence

has been impaired by the inability to

achieve both full employment and

optimum productivity levels. This

diagnosis is becoming increasingly
consensual, though acknowledgement has
been slow to come and in the meantime

many good opportunities have been lost.

It would be an extreme exaggeration to

I 1 0 Observer No. 237 May 2003

say that the Europeans and Japanese have

forgotten about structural issues over the
past decade or so. Nordic European
countries are, for instance, star

performers, awash with the latest
information and communication

technologies, good jobs and innovative
companies. And all of this combined with
a willingness to modernise and strengthen
the welfare state. In many European

countries, good progress has also been
achieved in raising employment rates.

But too often macroeconomic issues have

overshadowed other concerns. Quite

understandably, Europeans have been

absorbed by discussions of fiscal and
monetary issues in the run-up to

policies can help explain to some extent

why the euro area has over-reacted to the
US slowdown. Europe, which was only

mildly overheating at the peak of the
cycle, should not have followed the US
downturn so closely. But Irom a long-

term growth accounting perspective, it
appears that over the past decade, the
growth gap between the US and Europe
has not had much to do with cyclical

issues. Indeed, ten years ago, Europe and

North America shared the same cyclical

position. And this will be the case again
in 2003.

To explain the growth divide between the
two sides ol the Atlantic we therefore

have to rely on long-term factors. The

In many OECD countries, convergence has been impaired by the
inability to achieve both full employment and optimum productivity
levels. This diagnosis is becoming increasingly consensual.

monetary union, and again during the
current slowdown, with a view to

determining whether in Europe macro

policies were flexible enough.

These considerations are important and

legitimate. Insufficiently flexible macro

same conclusion applies also to the

transpacific gap that divides Japan and the
US. To underscore the magnitude of these
long-term growth differentials, I usually
cite the 3-2-1 rule: 3% trend annual

growth for the US; 2% for Europe; and
1% for Japan.

Relative growth
Real per capita GDP in the US relative to other major economies

based on 1995 PPPs & 1995 prices

Non-U.S.

GDPpercapita=100
1 50-1		

110
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i Germany, France and Italy

Japan, trend
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There is, of course, nothing wrong in

theory with different growth rates,

provided they reveal a kind of social

optimum. Preferences for leisure or risk-
taking might be different, for instance,
between Europe and North America. To
give an example, Europeans may well

prefer more free time to higher incomes.

But our research suggests that the

current state of affairs is very often sub-

optimal and largely reflects misguided
policies.

Better policies could actually increase

welfare and restart lagging economies. If
Europeans were, for instance, to correct

the highly skewed incentives that govern

their pre-retirement and pensions
systems, the future of welfare and

employment would both be greatly

improved.

2 Where should the action take

place? In Europe, the priority

should be to allow employment

rates to rise, while in Japan productivity

should be enhanced. Europeans should

not be too complacent about

productivity either, since their good

productivity figures often reflect the fact
that less productive workers have been

priced out of jobs. In many European
countries, more competitive product

markets would provide a boost to

productivity through better innovation
and the diffusion of IT.

3 The OECD's contribution to the

policy agenda is both rigorous

and level-headed. Structural policy

is easy to advocate, but often costly to
execute. So, if you want to challenge the

status quo, you have to show that

inaction, too, has a cost. Actually, a better
title for our book on the sources of

growth may well have been "The Cost of
Inaction".

At the OECD we have worked hard to

connect policy and growth, not only

through solid analysis, but also through
actual numbers. Orders of magnitude are

useful tools of persuasion. In other areas,

we have tried to be innovative and push
back the frontiers of research.

More concretely, The Sources of Economic
Growth has two dimensions: the first

dimension is a growth-accounting

exercise, to provide a broad overview of

how the mam components of growth have

developed over time; the second

dimension consists of a large-scale

econometric analysis, using panel data,
that looks at three successive layers:

aggregate national data, industry level
data, and firm level data.

One major contribution was the
construction of a set of indicators to

measure the stringency of the regulatory

Iramework on product and labour

Many Europeans are now

coming to the full realisation

that, yes, economically speaking,
North America and continental

Europe may be growing apart.

markets. These data were then ready to be

injected into our econometric analysis, to

see whether structural policies had an

impact on productivity growth, and assess

its magnitude.

We first estimated the effects of macro

policies on economic performance: stable
and low inflation, lower taxes, and

openness to trade are all found to have a

significant impact on long-term growth.

At the industry level, we tried to see how

regulatory stringency in product and

labour markets affects productivity and

growth outcomes. And we found thai,

yes, having a light regulatory touch and

allowing competition to develop were

good for growth. We found, for example,
that the liberalisation of product markets
could increase productivity by as much as
10% in those sectors which lag behind.

Finally, we have our firm-level analysis.
Here we find that new firms in the US

start small compared with Europe. But the

successful US start-ups grow very quickly.
As we all know, administrative set-up

costs in the United States are relatively

low, while labour market regulations are

relatively light. Thus, it is comparatively
easy to start a business. And, for

successful ventures, the cost of expanding
the workforce is lower.

Of course, we should not be too glowing
about US entrepreneurship. The current
downturn is exposing past excessive
exuberance. It is also clear that US

corporate governance is not perfect.

However, we should not forget the

contribution US-style entrepreneurship
has made to innovation and the diffusion

of technology in recent years.

The OECD has a long-standing
commitment to economic reform dating

back to the Marshall Plan. Today we

would like good growth performances to

spread a lot more widely across the
Atlantic and the Pacific.

We are all well aware of the diplomatic
frictions OECD countries are currently

experiencing. It would be unfortunate if

another decade of diverging economic
fortunes were to add to this geo-strategic
divide. We could end up in a situation
where we don't even share the same kinds

of economic problems as each other.

But our current difficulties should not be

a source of discouragement. On the

contrary, they should lead us to intensify
our dialogue in order to promote a

common agenda for growth, both at the
OECD and the G8. Indeed, let our work

of restoring convergence begin in late

April, when OECD economics and finance

ministers set about trying to close the

gaps. Our common economic futures
depend on it.

References
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Germany: The case for reform
Eckhard Wurzel, OECD Economics Department

The German chancellor, Gerhard Schroder, makes his case to parliament, March 2003

Germany, still the world's third largest economy after the US and Japan, has seen its
performance slipping over the past testing decade. If the economy is to be returned to its
previously robust state and put on a footing that will enable it to deal with pressing
challenges, such as paying for pensions, health and education, Germany must embrace
comprehensive reforms.

When the Berlin Wall came down

in 1989, so too, it seemed, did

the barriers to a new phase of
Germany's already formidable economic

success. In the 1980s, growth of real GDP

per capita in Germany and the other EU

12

countries was roughly the same as in the

United States, at around 2% per year.
Sure enough, between 1990 and 1991,
German growth steeply accelerated when
incomes in the newly liberated East

rapidly expanded, while growth elsewhere

in the EU had sagged, having already
peaked in 1988. But as this initial

euphoria subsided, growth in Germany
slowed sharply and more markedly than
in several other European countries (see
graph). So when countries like the US,
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the UK and, to some extent, France

enjoyed a strong period of growth in ihe
latter half of the 1990s, Germany found

itself trailing behind.

To a considerable extent this detachment

in the pace of economic growth since
1993 reflects the economic shock

associated with unification. This is most

visible in construction investment in

eastern Germany, which has been

contracting for several years in a row now,
after the initial boost at the beginning of
the last decade. External factors were also

at work: convergence of real interest rates

to lower German levels in the run-up to

European Monetary Union implied some
stimulus for several European countries,

such as Italy and France, but because its
interest rates were already relatively low,

Germany did not benefit from this effect.
The persistence of the negative spread in
economic growth, not just between
Germany and the US but also with its

main EU competitors, points to both the
size of the structural adjustment challenge

Germany is facing, and to difficulties in

adapting to the changed environment after
unification. Today, serious impediments,

particularly in the labour market, are
preventing the economic rebound that is
needed to bolster Germany's high

standards of living.

The weakness of Germany's economic

performance is mainly reflected in weak
employment generation. Indeed, the total

hours worked per inhabitant have actually
declined, causing real GDP growth per

capita to weaken by some three-quarters
of a percentage point per year over the
past decade. By contrast, employment
growth contributed positively to economic
expansion in other European countries
and the US.

So why the decline in German

employment? For a start, because ol

ageing; the size of Germany's working-age
population has shrunk somewhat faster
than in other European countries. But this

has not had the impact on growth that
lower employment rates and reduced
working hours per employee have had.

Overall, for France, Italy and Spain taken

together, higher employment in terms of
total hours worked per inhabitant has

contributed more than a percentage point

to per capita GDP growth since 1995. For
Germany, the contribution was negative.

So, while much of Europe enjoyed a burst

of employment-intensive growth in the
second half of the 1990s, this was not the

case in Germany.

To some extent the drop in average
hours worked per employee reflects a

substantial increase in the share of part-
time employees, who work only a few
hours a week. Such jobs, which provide

an extra degree of flexibility in
employment adjustment, have benefited
from a more favourable tax treatment

than regular employment. A close look
also shows that not all of Germany's
sectors have lost workers: there were

Moreover, Germany's tax wedge widened

rapidly in the first half ol the 1990s with
social transfers to the east, which were

financed via social charges on earnings.

This discouraged labour demand, as well

as damping disposable income growth,

despite buoyant increases in overall wage
rates. So, while from 1991 to 1995, real

compensation per employee increased by

2%, after-tax real wages per worker rose

by just 0.3% annually.

In the first half of the f 990s, these high
labour costs contributed to the decline in

Germany's international competitiveness
and put downward pressure on wages.

But wage moderation in the second half of

the 1990s did not translate into stronger

employment growth. Consequently,

The fact that downsizing in the eastern Lander has not yet been

offset by stronger employment growth elsewhere, even in the larger,
more advanced, western Germany, suggests the need for greater
flexibility in the economy as a whole.

falls in employment in manufacturing,

construction and government sectors,
whereas employment in services has

expanded.

There is little doubt that ongoing

restructuring in the eastern Lander has

had a strong influence on these

employment trends, including downsizing

in the construction and government
sectors. Nevertheless, the fact that this

downsizing has not yet been offset by

stronger employment growth elsewhere,
either within the new states or in the

larger, more advanced, western Germany,

suggests the need for greater flexibility in
the German economy as a whole.

High effective taxation of labour is one

important factor hampering employment.
In fact, Germany stands near the top of
the OECD area with respect to the so-

called tax wedge, which is the difference
between wage costs paid by employers

and wages taken home by employees. An
average production worker in Germany
takes home about half what it costs to

employ htm or her. compared with about
70% in the US.

private consumption has been squeezed,

growing by just 1.5% per year between

1991-2001, well below that of its major

competitors.

Other factors have contributed to

reducing the economy's capacity to

generate new jobs. Wage distribution does
not spread out enough to support

employment generation lor the low-

qualified. Also the restrictive features of
Germany's dismissal protection impede

hiring of certain groups such as older

people.

But if lower employment contributed to

Germany's weaker growth, surely labour

productivity will have compensated? True

enough, labour productivity rose faster in

Germany than in other European
countries, but the increase was not last

enough to offset the adverse effect on
GDP growth of falling employment. Why?
The reasons concern both the quality and

level of investment and partly relate lo
unification. In particular, the capital

investment that was diverted by support
policies has caused distortions in the

manufacturing production structure in
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eastern Germany that appear to have held

back productivity growth. And the boost
in construction investment in the first half

of the f 990s, which was largely driven by

state aid, also implied a significant
diversion of investment away from

investments with higher productivity

potential.

Productivity may also have been

handicapped by a relatively slow

penetration of information and

communications technologies in German

firms (see article in this edition by Dirk

Pilat). More generally, the volume of

equipment investment which had boomed

in Germany in the early 1990s, tapered
off thereafter. Indeed, since the mid-

1990s, subdued investment in machinery

and equipment has accounted for roughly

a quarter ol the GDP growth differential

between Germany and the rest of the EU.

For some years now, German GDP growth

has been buoyed largely by a positive

contribution from net exports. But with

domestic demand being weak, the country-
has become less resilient to adverse

external shocks, like oil price rises and

exchange-rate shifts. Whether strong

exports can be sustained depends far too
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flexibility has improved substantially in

recent years. And regulatory reform in

certain network industries appears to be
more advanced than in some other

countries. Such positive developments

need to be supported, by improving the

framework conditions for higher growth

For some years now, German GDP growth has been buoyed largely

by a positive contribution from the foreign balance, as export

volumes kept up while imports slowed. But with domestic demand

being weak, the country has become less resilient to adverse
external shocks, like oil price rises and exchange rate shifts.

much on external circumstances for

Germany's own good. In fact, export
conditions have already deteriorated, with

sluggish global demand since 2001 and

the depreciation of the US dollar since the
last quarter of 2002.

Nevertheless, there are clear positive

signs. Germany's external competitiveness

improved in the second hall ol the 1990s

as wage growth moderated and with

exporters pricing closely to the market.

Eastern German exporters are gaining
market share, with some branches

growing rapidly, despite low growth in the
new states overall. Working-time

and employment. Indeed, if the economy
is to return to its previously robust self

and put on a footing that enables it to

deal with the pressing challenges that lie
ahead, such as paying for pensions, health

and education, Germany must embrace

comprehensive structural and
administrative reforms.

The German government seems ready to

grasp the nettle. The chancellor, Gerhard
Schroder, announced a momentous

economic reform programme in March

which contains serious steps in the right

direction, such as easing overly restrictive

features of protection against dismissal,

making unemployment-related benefits

more incentive-compatible and making it

easier to set up small handicraft
businesses.

Several of the measures envisaged closely
resemble recommendations the OECD has

made in previous economic surveys ol

Germany. Yet, as Mr Schroder knows,

having these reforms accepted by
Germany's powerful social partners

represents a major political challenge. But

try he must, for implementation is what

finally counts, and time is not on
Germany's side.
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Digital economy
Going for growth

Dirk Pilat, OECD Directorate for Science, Technology and Industry

Epitaphs galore have been
written about the new

economy, but information
and communications

technology is still in its
youth. When used effectively
by businesses, it has boosted
productivity and growth.
Policymakers should do
more to encourage

enterprises to seize the
benefits.

In 2001 an OECD ministerial report, The

New Economy: Beyond the Hype, concluded
that information and communications

technology (ICT, or IT as it is also known)
was an important technology that had the
potential to contribute to more rapid growth
and productivity gains in OECD economies

in the years to come. Since then, OECD
governments have reiterated the importance
of ICT for growth and the OECD secretariat
has continued to work in this area. In those

days - several Internet years ago, to borrow
from the new economy lexicon - evidence
was fairly thin. The paradox that computers
were everywhere, except in the statistics,
was the dominant wisdom of sceptics.
Now, the data are flowing in. And, as a new

report, Seizing the Benefits of ICT, shows,
they reaffirm that ICT is indeed good for
growth. How?

The simple answer is productivity. For
although the recent slowdown in OECD
economies laid to rest several myths

regarding the new economy, including that
the business cycle was dead or that business
decisions could ignore old rules about the
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marketplace, the effect on productivity of
the penetration of ICT within firms of all
shapes and sizes has been positive.

Productivity growth in the United States,

Canada and Australia, which soared during

the New Economy bubble ol the late 1990s,
has continued strong since then, giving
these firms a certain resilience during the
present, more sluggish phase of economic-

growth. In other words, a structural

improvement in productivity seems to have

taken place. The upshot is that these
economies have not only slowed less

sharply than some ol their OECD

counterparts in the current downturn, but

may be in a better position to take

advantage of a recovery when it comes.

Meanwhile, the quality of ICT goods and

services continues to progress, driving prices

down and leading to an ever-widening range
of new applications. Broadband is spreading
and telecommunications activity continues

to grow. People are becoming used to ICT,
and business-to-consumer electronic

commerce is starting to follow the lead that
business-to-business electronic commerce set

in the 1990s.

Policymakers should certainly not be misled

by stock market evaluations, for although
the bubble has burst on equities for many
high-tech companies, ICT is still spreading
throughout firms in the economy, improving

country would help their economies grow

more quickly. The answer is it might, but

that is not the point. During the New
Economy boom the high-tech sector was

characterised by rapid technological
progress and strong demand. In Finland,

Ireland and Korea, nearly one percentage
point of aggregate labour productivity
growth over the 1996-2001 period was

traced back to ICT manufacturing. The

United States, Japan and Sweden also

benefit from their ICT-producing sectors.

Imposing more competition within, say, the
télécoms sector would clearly help. Some

OECD countries have, despite several years

of implementing telecommunications
liberalisation, not yet succeeded in creating
real competition. This is true of broadband
and télécoms infrastructure, where the local

loop serving specific locations and
industries is still frequently under

monopolistic control. This slows the roll-out

of better technologies and prices, not to
mention holding back the potential gains
for e-commerce, healthcare and education

that broadband can deliver.

But having an ICT sector is by no means a

pre-condition of harnessing the potential of

the technology. Indeed, countries like

Germany and Japan have renowned ICT

sectors but have not had the kind of growth
recorded in the US or Australia. What

Policymakers should certainly not be misled by stock market
evaluations, for although the bubble has burst on equities for many
high-tech companies, ICT is still spreading. In fact, the shrewd
advice would be for policymakers to double their efforts to help
firms seize the benefits of ICT.

production and helping businesses work in
more efficient, productive ways. In fact, the
shrewd advice would be for policymakers to
double their efforts to help firms seize the
benefits of ICT. OECD governments can
certainly do more to support the diffusion
of these technologies, but encouraging a
higher uptake is not enough; how to use
ICT and capitalise fully on its potential is
where the main challenge lies.

Policymakers frequently ask whether
cultivating an ICT-producing sector in their

counts for most countries is harnessing the
technology to raise efficiency and
productivity, while encouraging innovative

practices and products.

Capital deepening from ICT investment is

more important for growth. It accounted for

0.3-0.8 percentage points of growth in labour

productivity over the 1995-2001 period. The
United States and Canada received the largest
boost, Japan and the United Kingdom a more
modest one, and Germany, France and Italy a
much smaller one.

This investment is necessary for firms to

integrate ICT into their processes to increase

the overall combined efficiency of labour
and capital together - what economists call
multi- factor (or total-factor) productivity
(MFP). In the United States and Australia,

for instance, service sectors like wholesale

and retail trade that had invested heavily in
ICT experienced fast MFP growth. This
growth may also come from the improved
network effects that arise when suppliers,
managers, customers and other players

integrate and communicate more efficiently
with each other. Studies in the United

Kingdom, for example, show that

purchasing through electronic networks can

markedly improve productivity.

Also, the use of ICT may help firms expand
their product range, customise their service

or respond better to demand, in short, to

innovate and gain market share. And it
enables managers to control inventories.

ICT alone is not a magic wand. Rather,

those firms that have shown the highest
productivity increases knew how to

manage ICT and maximise its effectiveness

with complementary investments, in
skills and organisational change, as well as
new strategies. Their workers were given

more responsibility leading to flatter

management structures. They outsourced
more in order to focus on their core

strengths. In effect, they changed the way
business was done.

ICT helps firms to introduce new

processes, products and applications. In

Germany, for example, the impact of
information technology investments on
output was about four times higher in

linns undertaking process innovations
than in firms that did not innovate. These

impacts are particularly marked in
services.

There is a danger of over-investing in ICT,
as well as misdirecting the technology. And
rushing into investment in a bid to
compensate lor a lack of skills or

competitiveness would not do much good,

either. It takes time to adapt to ICT

investments, to change organisational set¬

ups and hone the right skills. Evidence from

the United Kingdom, for example, shows
that over 50% of the firms that had already
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adopted ICT before 1995 were using
electronic networks for procurement by
2000. In contrast, fewer than 20% of the

firms that began adopting ICT in 2000 also
made purchases through electronic

networks in the same year.

One of the puzzles about ICT is that,

though a generally pervasive technology,
some OECD countries like Australia and the

US have reported greater productivity gains
from its use than others, like France,

Germany or Japan. Why do these
differences occur?

The amount of investment and the resulting
diffusion is one reason; the United States,

Canada, New Zealand, Australia, the Nordic

countries and the Netherlands simply took
to ICT more than most. Also, these

countries put considerable effort into
fostering the kind of environment new
businesses could flourish in.

Productivity growth
output per hour, % change from a year ago
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Other governments should follow suit.
First, a competitive business environment is

more likely to entice a firm to invest in ICT
in a bid to strengthen performance or
survive, than a more sheltered environment

that breeds caution and conservatism with

regard to innovation and risk. Also, barriers
to entrepreneurship and firm creation have
to be broken down, for there is no doubt

that start-up firms have helped instil
greater dynamism and innovation in the
business settings ol those countries where

productivity has risen fastest. They even
influenced change in older, more mature
industries, from automotive firms to

banking.

Governments can do much to reduce

obstacles to workplace changes, by

re-organising working time and employment
regulations, for instance, or by helping
increase employee involvement in firms.

A clear area for policy action is to ensure
that skills match demand. Policies aimed at

enhancing basic literacy in ICT on the one
hand and enhancing managerial and
networking skills on the other can be
effective. And policy could strengthen

innovation by giving greater priority to

fundamental research, as well as promoting

the flow of knowledge between science and

industry.

Building public confidence in ICT is

another policy challenge. Governments are

starting to lead by example, by switching to
e-government services, in handling tax

returns for instance. But it is in reducing

uncertainties over payments, contracts,

delivery guarantees and redress that most
problems remain. There are technical issues,
too. In Japan, almost one out ol every two
Japanese businesses in one survey rated
viruses as the major reason for not using the
Internet.

Much work is under way to address these
concerns. Authentication, certification,

firewalls, counter-hacking software: there is

no shortage of technological solutions. The
OECD has itself issued comprehensive

e-securtty guidelines which its member
countries are implementing in an attempt to

develop a "culture of security" and trust.
Ironically, traditional physical commerce has
never been perfectly safe, but at least
customers feel they know who they are

dealing with. It is the issue of redress in the
event of dissatisfaction in a "virtual" global

marketplace that is perhaps holding back
e-commerce most.

In fact, consumer complaints regarding the
online environment are growing (though
this can be expected with greater usage).
Solutions will take time and will have to be

global in nature. In the meantime,

education and awareness-raising

campaigns could help to change

expectations and so cultivate an e-
marketplace mentality.

The image of small start-ups usually springs
to mind when thinking of ICT innovation,

though when it comes to ICT policy, big can

be beautiful too. It is, in fact, large firms that
have the greatest uptake. They are also more

likely to use a combination of network
technologies for better internal

communication and management, whereas
smaller firms use it more for external

communications needs, like marketing. Small

businesses should, of course, be encouraged

to use ICT as much as possible. Policy could

focus on helping such firms to assess market
opportunities and build networks, while
providing legal advice and affordable
redress mechanisms, particularly lor

doing business across international
borders.
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Unhappy holidays

Tourism is in trouble. War, terrorism, political instability and disease: these have affected the
entire sector, adding to structural problems in areas like the airline industry. Yet travel and
tourism are important parts of the global economy, in small and less-developed countries just
as in major developed ones. What is the outlook for tourism and how can it respond in the
present circumstances? We interviewed Peter Keller, Director for Tourism at the Swiss

Secretariat of State for Economic Affairs, and president of the OECD Tourism Committee.

Getting away from it all

OECD Observer: Tourism industries

have been affected by the events of
9/1 1 and now by the Iraq war.

How important is tourism in the OECD

economies and how badly has the impact
really been on the sector?

Peter Keller: Tourism is an important sector
of the economy in all industrialised nations
and is a key export service industry in the
world economy. It represents nearly 30% of
worldwide service exports. In some OECD

countries this part rises to 50% or more! The

recent and current crises have shown the

importance of direct and indirect effects on
tourism in national and local economies. As

past crises have shown, tourism is fragile
and is strongly vulnerable to exogenous
factors, like geopolitical skirmishes and
broader tensions. Terrorism and wars are

simply not compatible with tourism. People

want to travel, but they have to feel safe first.

Take the Iraq conflict. Its immediate effects
are several. There is the loss of consumer

and industry confidence as people feel

uncertain about travelling. The airline sector
and the region concerned by the war are

particularly affected. The number of

passengers has fallen by 10% generally, and
42% for the Middle East region in March
2003 compared to a year earlier. Add to this

the problem of containing infectious
disease, as with the present scare over SARS,
and you will understand just how
vulnerable travel and tourism are.

Despite lost revenue, the tourism industry
must face increases in supply-side costs,
such as in insurance, security and oil prices.
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And perhaps most serious of all are the
employment losses, both in tourist
destinations and in related industries, like

aviation. The American Air Transport

Association reports the cancellation of more
than 200 daily flights, and again heavy job
losses - 70,000.

Within the OECD area, which represents
about two-thirds of international tourism, it

is anticipated that home and neighbouring
markets, which account for the lion's share

of tourism revenues, are less crisis-prone

and can in any case make up for much of
these losses with the help of tourism from
abroad.

Has every country been affected or are

some types of tourism or regions

weathering the storm better than others?

Peter Keller: For a long time, the security
risk was mainly limited to regions with low

political stability. The events of
1 1 September have shown that with
globalisation, all OECD countries are
vulnerable to acts of terrorism. In 2001,

tourism demand fell slightly for the first
time since the Second World War. Tourism

demand shrank in general and particularly
for the concerned destinations. After

1 1 September, hotel bookings in New York
dropped for a time, and transatlantic flights
were both cheaper and emptier as people

stayed at home. But experience shows that a
sharp recovery in demand usually follows
rather soon after even massive decreases.

The operational sector, tour operators and
airlines, are more and more used to

predicting the behaviour of visitors in such
cases. They have developed the know-how
for efficient crisis management, using

the likes of promotions, information

campaigns and capacity adjustments to
keep business going.

Can these trends be blamed solely on the

current political climate, or are there

deeper, structural issues at play?

Peter Keller: Tourism very much relies on

the authorities being able to provide such

essentials as public security and political
stability. Tourism is thus highly susceptible
and a natural target for international
terrorism. The collapse in demand following
acts of terrorism, although short in

duration, does point to certain problems of
a structural nature in this particular branch

of the economy. In particular, the rapid and
extensive growth in tourism products and
services all over the world in the past lew

decades has in many cases been made

possible by state support. This has resulted
in overcapacity in key sectors of the
industry, such as the hotel trade and civil

Germany, the United Kingdom, Japan,
France and Italy are also important

outbound markets. They spent altogether in

the same year USS141 billion on foreign
travel.

Tourism is a key economic sector in many

OECD countries. Yet tourism growth

cannot be taken for granted everywhere.

International tourism today is less dependent on the spending
of American tourists than at the time the OECD was founded in

the 1960s. In fact, the US receives more tourism revenue than it

spends abroad.

aviation. In the airline sector, high

employment and operating costs and
competition from low-cost carriers have
created major structural problems. The
major network companies are suffering
most. Also, let us not forget that the world

economy as a whole has been in a weak
condition and this naturally affects tourism

as it would any other sector.

The scarcity of American visitors is causing
some concern in world tourism markets.

How do you explain the fact that
Americans, who often have less paid leave

than most Europeans, tend to be the largest
spenders in so many of the countries they
visit? Do countries rely too much on the US
market?

Peter Keller: International tourism today is

less dependent on the spending of American
tourists than at the time the OECD was

founded in the f 960s. The fact that the

United States has become the world's largest

earner and has a positive balance of tourism
payments seems to have gone largely
unnoticed. In other words, the US receives

more tourism revenue than it spends abroad.

In 2000, US receipts from international
tourism amounted to US$82 billion. In the

same year Americans spent US$59 billion on
travel abroad.

Still, the United States remains the largest

single tourism source market for most
countries. American spending per capita and

per day count more than the length of paid
holidays. But other OECD countries like

How do you see the role of public policy in
this area?

Peter Keller: Despite the unbroken growth
trend in the sector as a whole, for

individual countries and tourism

enterprises there is no guarantee of steady
growth. Some of the traditional tourist
destinations in the OECD countries have

still not managed to adapt to the new

competitive conditions in a world market
that has expanded considerably and
become internationalised. Moreover,

tourism demand is by its very nature

volatile, and fluctuates in response to such

factors as exchange rates and the weather,
as well as the political stability 1 have
already mentioned. Against this
background the temptation is great for
governments to take one of two extreme
courses: either to shore up existing tourism

structures with hefty subsidies, or to take

the opposite lack and allow the tourism
sector to sink or swim on its own.

Neither option is recommended. Nor is

any state in a position to hold back
structural change in the largely
liberalised tourism markets. States can on

the other hand help to ensure that better
use is made of existing tourism potential,
which is still considerable in the OECD

countries, by providing the best possible
framework conditions for businesses

to operate in.

What advice would you give governments
that are anxious to turn their tourist

industry around in the years ahead? Are
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there any models of excellence that can be

followed?

Peter Keller: Basically the economy must be

able to provide tourism services that are both

satisfactory and reasonably priced. In contrast
to the international travel industry, traditional

destinations have fragmented structures,
reflecting the small businesses that dominate

this sector. By promoting co-operation in the
preparation ol tourism products and services

and a joint approach to the market, the state

can help make up for the disadvantages that
go with insufficient size and ensure that better

use is made of the tourism potential. One
must also not lose sight of the fact that
tourism is extremely dependent on the public
domain for such basics as beautiful

landscapes, monuments that are worth

visiting, functional transport infrastructure
and guaranteed public security. A slate able to
provide efficient services and assure well-kept
amenities offers advantages for tounsm.

Some OECD governments are considering
restricting early retirement to be able to

manage future pension costs. Do you see
this type of initiative as a risk, given the
importance of the senior market for all-
year tourism?

Peter Keller: Households basically spend

money for travelling on the basis of their
lifetime income expectations. Generally
speaking, they do not travel less after

retirement than before, preferring to set

money aside when they are still at work or
to earn a little extra when they are retired so
as to ensure that their standard of living
remains the same - and that includes travel.

But arrangements made for retirement are

less important to tourism than, say, steady

economic growth, which creates prosperity
and the essential preconditions for sufficient
travel budgets.

In the 1970s and 1980s much was written

about the leisure society, that technology
would free us from mundane work and allow
us to concentrate on more hedonistic,

leisurely pursuits. Was this all a pipe dream
or are people taking more holidays than
ever before?

Peter Keller: Tourism is currently
undergoing structural change. A new

tourism with two opposing trends is

Travel and tourism exports
% of total services exports per country, 2001
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particularly noticeable. On the one hand,

the need to deal with ever greater flows of
tourists has inevitably led to the

industrialisation of tourism. We have today

an important international travel industry
with tour operators, airlines and hotel

chains. These large firms make the best of

local growth potential by applying global
strategies. They use natural and cultural
attractions in their business models. At the

same time they increase their operating
efficiency so as to bring down the cost of

travel and holidays.

On the other hand, thanks to the constant

increase in productivity, higher incomes and

travel budgets in the developed nations, a

kind of "experience economy" has been
created that provides personalised services
and caters for all possible aspects of human

well-being in the fields ol physical, mental

and even spiritual health. Small and
medium-scale tourism in the traditional

destinations in OECD countries stands to

benefit considerably from this basic

innovation. They can customise their

holiday offers to the individual's needs.

Some argue that the development of

tourism has a role to play in helping to
eliminate poverty. What could be the

contribution of OECD countries in this

respect?

Peter Keller: When it comes to tourism the

poorer countries enjoy what is sometimes

termed "the advantages of backwardness".

Compared to the more advanced countries,

indeed they are often richer in "nature

capital" and traditional culture. They benefit

from the fact that differences in productivity
between them and the industrialised nations

are not great in tourism, which is a labour-

intensive industry, and their wages are low.
The poorer countries are forced, however, to

import large amounts of goods in order to
meet the standards of comfort and quality
expected in international tounsm. Know-
how transfer, direct investment and

facilitated market access can prevent
"leakages" and the net currency effect of

tourism can be improved.

What about new forms of tourism, like

ecological tourism? Is this economically

sustainable? And space tourism?

Peter Keller: Tourism is a dream factory

Consumers will always be ready to go to great
lengths and part with large sums of money to
enjoy that "special travel experience". Travel
to the last remaining wide-open spaces and
areas of natural beauty is a lucrative niche
market. A tnp to the Antarctic is very

expensive. As for leaving our "blue planet" for
a bit of space travel, the current price tag is in
excess of US$20 million. It is unlikely that
spaceships will go the way of the motor car

and airplane in the 20th century and become
cheap and accessible to all and so drive a new

chapter in tourism. The sky may be the limit
after all.

Visit www.oecd.org/sti/tourism
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Local heroes

Enterprise for local economies

Alistair Nolan, OECD Directorate for Employment, Labour and Social Affairs

Entrepreneurship is a fundamental precondition of healthy economic growth. But can it be
deployed to help depressed local economies? Yes, though there are conditions.

Jerez, an historic town in Andalucia,

Spain, is the home of sherry. In 1991, it
had one of the highest levels of

unemployment in Europe. Around

19,000 people - some 42% of the active
population - were in search of work. But by
1998, the number of unemployed had fallen
to 11,000. For a town undergoing major

structural change, with severe downsizing in

the wine industry, this was an impressive
performance. Contributing to Jerez's

progress was a range of local government
measures to stimulate entrepreneurial
activity. This should be no surprise, since
economic growth and entrepreneurship are
interdependent. And while public
programmes to foster entrepreneurship may

not be the magic solution for poor
communities, they can help.

Encouraging business creation and

development is an almost universal concern
for local authorities, as well as for central

governments wishing to raise standards of
living in disadvantaged areas. The
abundance of programmes is striking: in just
one US state, Wisconsin, surveyed in the

1990s, there were over 400 enterprise

schemes offering 700 services. Nor is Jerez a
unique success story: public enterprise
schemes have been used in Genoa to reverse

the fortunes of depressed steel communities.
And in Camden, a borough of London that
has also known its hard times, they have

also been deployed to good effect.

Backing for policies to encourage start-ups

in underprivileged areas has also come from
some renowned academic quarters. The

Harvard University business expert,
Professor Michael Porter, has established the

Initiative for a Competitive Inner-City

(IOC) to promote enterprise development

as an inner-city regeneration strategy.

But why, if at all, should governments foster
entrepreneurship in local economies? The
issues involved are weighty: in most OECD

countries, unemployment, ill health,
crime and social exclusion are concentrated

in deprived communities. Addressing
these issues, policymakers argue, demands
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public action. Some hold that business
creation reduces unemployment and its
social costs, and that local economies might

be locked into low levels of entrepreneurship

in the absence of public initiatives.

However, the strength of these claims is
sometimes overstated. For instance, new

firms are smaller than average and many

grow slowly, creating few jobs in the early
years. Where policy can be useful is in
addressing problems in the markets that
entrepreneurs rely on. For instance,

for bank loans. And poorer areas frequently
lack role models, which might be important in

the light of evidence suggesting that imitation

of other entrepreneurs plays a part in the

spread of entrepreneurship. These and other
obstacles are not exclusive to deprived

localities, but their presence and severity
characterise poorer areas.

While increased enterprise offers important

benefits, even successful strategies have

their limitations. For instance, programmes

may score some early successes with well-

Entrepreneurship can address some of the many problems of
disadvantaged areas, such as low incomes and inadequate retail
services, but not all of them. It is not a silver bullet for dealing with

poor standards of health or high crime rates, which are barely
affected by the presence of new firms.

governments might help to secure industrial
real estate on flexible terms in property
markets like London, where affordable

rental space for small businesses is scarce,

with prices being driven up by office and
housing developments.

Intuitively, entrepreneurship should

positively affect local economies through
raising employment, income and tax
revenues, and even motivation, especially in

depressed areas. Yet, it is surprising that few
studies have systematically examined the
relationship between entrepreneurship and

local economic change. Fast-growing

regions tend to have high rates of enterprise
start-up, as in the high-tech strips of

California and parts of northern Italy. But
in smaller local areas, the effect of

entrepreneurship on incomes and

employment may not be straightforward.
Indeed, deprived areas can sometimes

experience high rates of firm creation but
remain relatively poor, as has been seen in

some London boroughs.

There are obvious barriers to entrepreneurship

in poor localities. Low levels of effective
demand and high rates of crime can be

constraints. The fact that many individuals live
in rented accommodation, and that the value

of housing is often low, can hinder access to
finance, since housing often serves as collateral

qualified entrepreneurs, but these are harder
to achieve when dealing with candidates
with fewer skills, work experience and

networks. In fact, only about 5% of the

unemployed are accepted for such schemes.

After the early period, rates of success often
fall off sharply. Overnight successes are rare,

and most policies require time before
yielding positive results. So programmes

should not be viewed as a response to

short-term employment crises. While
entrepreneurship can address some of the
many problems of disadvantaged areas, such

as low incomes and inadequate retail

services, it is not a silver bullet for dealing

with poor standards of health or high crime

rates, which are barely affected by the
presence of new firms. The competition
created by new, publicly supported

enterprises can also crowd out existing
businesses.

So what can governments do to promote

entrepreneurship at the local level? There
are many options. These include facilitating
micro-credit in collaboration with banks,

organising business networks and groups of
informal equity investors, operating
business incubators and information

services, providing training, offering

incentives to venture capitalists and

advertising local entrepreneurial role

models. Which programmes work depends

on local circumstances as well as

programme design and management. In the
United States, the Small Business

Administration's special Small Business

Investment Corporations, which directed
equity investments to entrepreneurs from
socially and economically disadvantaged
backgrounds, had limited success, and the
programme was discontinued in 1995. In
this case, there had been too little

recognition of the dangers of operating
small-volume - and therefore high-risk and

high-cost - venture-capital funds that
pursue non-commercial objectives.

Adaptation also beats adoption. For

instance, many micro-credit schemes have

been copied from micro-lending

programmes in the developing world, such

as Bangladesh's Grameen Bank. But these
have not been easy to reproduce in

depressed, socially fragmented areas of
Europe or North America.

Before embarking on a venture, professional

advice can help strengthen less viable

business plans, caution against excessive
optimism and improve the viability of

nascent firms. A wider adoption of
commercial approaches to providing
business development services for

entrepreneurs would also help, as the likes

of Greater London Entreprise Ltd and

Chicago's Shorebank Corporation have

shown. Market-led approaches help avoid

the displacement of private service

providers by public bodies and increase the

probability that programmes are relevant,
mobilise resources additional to those of the

public sector, and improve sustainability
and overall impact. And rather than simply

creating new initiatives, governments might
be advised to revise the focus and introduce

new ideas to already existing schemes.

Local governments should ensure the
availability of business premises offering

affordable and flexible rents, but they do

not need to invest in the buildings

themselves. This is an overly capital-

intensive use of public funds, with limited

prospects for cost recovery through the

onward sale of the property, once vacated. A

preferred alternative might be for public

authorities to guarantee the rents of a
privately funded building for a fixed period
of time. Practice shows that this can be a
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low-risk undertaking if tenant firms are
selected based on their likelihood of

success. This approach has been adopted in

the United Kingdom and other countries.

Another interesting area to locus on is the

encouragement of team-based firms. Only a
minority of all new firms comprise team-
starts, though firms established by groups ol

entrepreneurs working together tend to last
longer and enjoy more rapid growth. Some
initiatives, such as North-Rhine Westphalia's

"Go" Programme, have sought to encourage
team-starts, for instance, by prioritising
support for projects promoted by more than

one entrepreneur

Catalonian network

In June 2001 , some f 0,000 small firms
located around Barcelona - about half that

city's total population of small firms -
organised six territorial networks to

purchase electricity at approximately 30%

below the previous rate. This kind of
initiative shows that networks can facilitate

the identification of business opportunities

and improve access to resources.

Entrepreneurs who develop and maintain
tics with other entrepreneurs often

outperform those who do not.

The public sector also has a catalytic role to

play m establishing business networks and
accommodating such initiatives as the one
in Barcelona. Networks can clearly

Nursing initiative
Estimated number of US business incubators

1980 1984 1986 1987 1

Source: US National Business Incubators Association

2000 2001 2003

One popular way of encouraging enterprise is to set up business incubators. These are
dedicated physical workspaces which, in addition to providing new firms with a place to
operate, offer a range of support services, like legal advice, business information, secretarial
and administrative assistance, and catering. Incubators house from a few to several dozen
companies and are on the increase in many countries, as witnessed by their strong growth
since the mid-1990s in the United States. The lailing-ofrand plateau-ing since 2000 reflects
a more difficult economic climate and the end of the dot.com boom.

preferring new initiatives rather than
momtonng existing ones and patiently-

helping them to succeed. The paucity of
reliable research to evaluate support for

entrepreneurship strikes a marked contrast

with the large sums spent on such schemes;

precise expenditure figures are hard to find,
but in the US, support for various forms of

state-level business development may

amount to several billion dollars each year

For small enterprises, working in networks with their larger
counterparts can help them to reach international markets more
quickly at lower cost and risk.

encourage rapid learning and facilitate the
reconfiguration of relationships with
suppliers. For small enterprises, working in
networks with their larger counterparts can

help them to reach international markets
more quickly at lower cost and risk. This is
an outcome that is of direct interest to local

policymakers.

Entrepreneurship is promising stuff, but one
problem is that policymakers sometimes lose
interest soon after programmes are launched,

And at the end of the f 990s, local councils in

England and Wales spent more than £300
million on economic development annually,

including entrepreneurship support, and
managed billions of pounds of national and
European funds aimed at regeneration. The
lack of follow-up makes it difficult to assess
whether local development initiatives fulfil
their brief. In addition to making

recommendations across the entire range ol

policies and programmes open to local and
national governments, an OECD report,

Entrepreneurship and Local Economic
Development suggests ways of improving

evaluation and monitoring (lor instance, by

showing how the choice of different

evaluation criteria provides incentives that

affect the way in which programmes are

designed and managed). Even commonly
used programmes, such as business advisory-

services, management training and micro-

lending, need further evaluation. Such
assessments could be of great help in allowing
national and local authorities to enhance their

entrepreneurship strategies.
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WTO ministerial

Mapping the bumpy
road to Cancûn

Jean-Marie Metzger, Head, OECD Trade Directorate

Ever since WTO ministerials were introduced

as a regular gathering of the trade policy community,
the question has been raised with haunting regularity:
will the next WTO Ministerial Conference be a success

or a failure? Is the multilateral trade system threatened
by new and serious perils? What will the ministerial in
Cancûn in September achieve?

It has now been more than twenty years
since the GATT, and in turn the WTO,

altered the nature of the multilateral trade

system, shifting the focus from strict
negotiation of customs tariffs to the formulation

of rules to promote and oversee the
liberalisation of trade. Since the ministerial

meeting of the GATT contracting parties in

1982, which had ended in disagreement over

the launch of negotiations that four years later

would become the Uruguay Round, the
ministerial conferences have had their share of

fruitful and less fruitful moments: Geneva

1982, failure; Punta del Este 1986, success;

Montreal 1988, semi-failure; Geneva 1989,

semi-success; Brussels 1990, failure; Marrakesh

1994, success; Singapore 1996, semi-success;
Geneva 1998, semi-success; Seattle 1999,

failure; Doha 2001, semi-success. And Cancûn?

Despite this litany with an almost binary beat,
the multilateral trade system has never

stopped working and moving forward.

Adding to the volatility of the negotiating
rounds has been the persistent expression of
public scepticism towards the liberalisation of

trade and investment, focused on agriculture

from the 1980s. This scepticism became more
widespread after the mid-1990s, when the

civil society movement developed under the
newly interested spotlight of the media, which
until then had shown little interest in

multilateral trade negotiations, except in a

one-off and specialised manner.

The Doha meeting, in 2001, set up a bold

programme of negotiations which included

topics like investment, competition and the

environment, topics that were new for the
negotiators but had already been discussed at

length in such international forums as the
WTO, UNCTAD and the OECD. Several items

will fill the agenda at the upcoming ministerial

conference in Cancûn: topics linked to market

The conference aims to achieve progress on

all negotiating fronts, but it is

unquestionably a small number of topics
that will grab the ministers' attention and set
the tone of the discussions - as well as

public opinion. Clearly perception is the

keyword, for even if some important
orientations are to be set there, the Cancûn

meeting is but the half-way point in a

It would appear unthinkable that delegates could leave Cancûn

without resolving the uncertainty over the health care policies of the
countries that need it the most.

access, with the usual issues of liberalisation of

services and tariff reductions, both agricultural

and non-agricultural; subjects approached

from a new angle, such as that of trade
facilitation; the discussions of rules on anti¬

dumping and subsidies; the thorny issue of the

liberalisation of agriculture; and the ever-
present issue of special treatment and

differentiation for developing countries.

lengthy process. According to the timetable

adopted in Doha, the negotiations, which
are to be balanced for all and in all respects

by means of a "single undertaking" ("there is
agreement on nothing until there is an

agreement on everything"), should be

finalised by 1 January 2005. The task at
hand is assuredly colossal, and nobody
should imagine, given the dynamics of
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negotiation and concession-swapping, that the
results of the Cancûn Conference, whether

positive or negative, will in fact be definitive,
in this sense, the Conference itself should not

be judged in terms of success or failure.

The numerous deadlines set in Doha, which -

as many people have taken pleasure in pointing
out - have been or will be missed, have only

symbolic value. Only one deadline matters: that
of the final agreement, although it has to be
acknowledged that none of the previous rounds
ever adhered to the date set initially.
Intermediate dates, such as those set for the

agreement on medicines, on special and
differential treatment (December 2002), on

agriculture, on services (March 2003) and on
market access for non-agricultural

products (May 2003), need to be taken
seriously, but only as guidelines. Their function
is more as a stimulus than a deadline, as proven

by the fact that once such a date has gone by
and not been met, work and discussions go on,

as is currently the case. To use a sporting

analogy, these dates could be likened to
refreshment stations along the route of a
marathon, rather than to stages in a cycling
classic: il refreshments are missed, the race will

be more difficult, but will go on. One risk, of
course, is that the runners will switch races and

opt for a sprint for quick arrangements, like
regional rather than multilateral ones. So, as in
any good marathon it is necessary to keep up
the pace without flinching.

Among the topics that could make Cancûn an
important event, three would seem to warrant
special attention: access to medicines; special

and differential treatment for developing

countries; liberalisation of agricultural trade.

In respect of access to generic medicines,
which pits the entire WTO membership
against a single country, it should be borne in
mind that the moral dimension of the issue

because it directly affects the lives of human
beings transcends the purely economic-
dimension of intellectual protection. Who in

all decency could allow themselves to persist
in blocking an agreement aimed at saving
millions of human lives? From this

standpoint, the debate over the kinds of
diseases that could be covered by such an

accord, even its limitation to pandemics such
as HIV-AIDS, malaria and tuberculosis, seem

somewhat surreal when one realises

that each year the developing world
incurs more deaths from

pneumonia, diarrhoea and flu than from any
of these three illnesses. Moreover, the latter

are often harder to treat as well. Given the

importance of the issue to developing
countries, it would appear unthinkable that

delegates could leave Cancûn without
resolving the uncertainty over the health care
policies of the countries that need it the most.

Special and differential treatment for
developing countries is also a crucial and
omnipresent topic in the Doha Declaration.
Decisions have to be taken, even if they are

only provisional or partial. Beyond the
response that the developing countries
themselves await from the developed

countries, in particular with respect to the
indisputable needs of technical assistance and
capacity-building, they should continue to

ponder two issues.

First, is it in their own interest, sheltered by

the special provisions they would benefit
from, to postpone the reforms that would
speed up the modernisation ol their
economies and their growth? And second,
since the established term of "special and

differential treatment" itself comprises the

notion of difference, should it not apply to

developing countries themselves? Does a
developing country remain a developing
country forever, and do the better-off among
them also have an obligation of solidarity vis-
à-vis the neediest?

Finally, there is the question of agriculture.
Since the Uruguay Round, this long-sheltered

sector has been engaged in a process ol
reform, market opening and liberalisation.

This reform process cannot help but
contribute to a redistribution of wealth not

only between developed and developing
countries, but also within the developed
countries themselves. There, a small portion ol

the agricultural sector, which is competitive
and efficient, confiscates most of the

protectionist aid and income support for its
own benefit, to the detriment of consumers

and less-powerful powerful farmers at home
or abroad.

Nobody doubts that agricultural reform
should continue; on this subject, the OECD

has recently published yet another study
aimed at engaging a programme of
constructive reform. But there are two pitfalls

to avoid: confusing negotiating methods with
their final outcome; and regarding

intermediate stages as sacred. An outcome for
this round of negotiations is conceivable only
if it is balanced. This means that reform efforts

will have to be shared between all forms of

agricultural support, whether direct or
indirect, transparent or more concealed. 11
realism wins out in Cancûn, the negotiations

will go forward smoothly Otherwise,
negotiations on agriculture risk being delayed,
possibly until 2006. Whether that would be
too late or a case of better-late-than-never, is

another question. At a time of major crisis and
instability in the political dimension of
international relations, it is more important
than ever that the economic and trade

dimensions of the system be consolidated as a
realm of co-operation and stability.

Of all the issues directly related to trade, one

could say, paraphrasing French author André
Malraux, that the round of negotiations
undertaken in Doha "will be moral or will not

be at all". If, after the Cancûn Conference,
discussions continue and a number ol

agreements can be reached, in particular in
respect of everything that is not tied to the
single final agreement called for in the Doha
Declaration, then the meeting will have been a

success, including for the future of the
multilateral trade system.
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Trade, debt and development
Does reform pay off?

Peter Walkenhorst, OECD Trade Directorate

The reform-for-debt relief formula is an

exercise not only in global co-operation, but
also in self-reform. For developing countries it
is a necessary first step.

During the early i990s, the least

developed countries accounted for

a paltry 0.5% of world trade,

while carrying a burden of total external
debt that in some countries, such as

Guinea-Bissau, Mozambique and Uganda,
amounted to more than ten times their

export earnings. This meant that, at times,

a third or more of their export revenues
went towards servicing financial
obligations. And as their debt was

denoted in hard currency, it could not be
paid for with earnings made in the
domestic economy, where weak currencies

or barter predominated. This put a severe
strain on the countries' economic

prospects by drawing money away from

much needed imports of machinery and
equipment, and infrastructure
investments.

Several attempts have been made to

alleviate the problems of indebtedness,
but few have attracted attention as much

as the so-called Heavily Indebted Poor
Country initiative (known by its acronym,

HIPC, pronounced hipic) which the IMF
and the World Bank launched in

September 1996. It offered debt relief to

eligible countries that were pursuing

sound economic policies. Following a
major review, the initiative was

significantly enhanced in 1999 to enable

more countries to qualify for deeper and
broader debt relief, on condition that they

showed commitment to poverty
reduction.

By 2002, some 42 countries had been

identified by the IMF and World Bank as

being HIPCs, based on their indebtedness

relative to exports and government
revenues (see list). Of these countries, six

had implemented a poverty reduction

strategy involving successful economic

reform and macroeconomic stability, and
had received debt relief; these are called

"completion point countries". For another
20 countries, debt relief had been

approved, but was pending while they
established a sufficient record in

implementing their poverty reduction

strategies; these are the "decision point
countries". And 12 countries had no

reform plans in place yet and so had not
satisfied the criteria for eligibility; these
countries can be called "pre-decision
point countries". Four HIPCs have been

characterised as having potentially
sustainable debt levels and so were not in

need of special assistance.

The question both debtors and debtees will
ask is, has this reform-for-debt relief

approach paid off? Probably yes, though it
is early days. In practice, the economic and
trade performance of HIPCs has varied

according to individual circumstances.

Some countries have experienced

significant economic growth, while others
have slumped. Other factors apart from

domestic policy reforms can affect

performance too, such as a fall in

commodity prices, the prevalence of
HIV/AIDS, or armed conflict. Nevertheless,

a comparison of economic indicators across

the different groups of HÎPC countries from
1997, the year when the first countries

reached decision point under the original
HIPC initiative, to 2001, the latest year for
which data are available, suggests that the
reforms-for-debt relief initiative may work.

In particular, those countries that have

reached economic stability and started to

implement policy reforms in the context

of their poverty reduction strategies have
performed better than countries that are
less advanced in their reform

programmes. Those that had not yet

started with domestic reforms performed
worst of all. In fact, in the six countries

that had reached completion point, GDP
m 2001 was higher than it was in 1997,
whereas it fell over time in the other two

groups. The increase was particularly
marked for investment, which for

"completion point countries" was more

than 30% higher in 2001 than m 1997,

while it increased by less than 10% in
"decision point countries", where more

progress was needed, and fell in the

lagging "pre-decision point HIPCs". A

similar pattern is seen for exports and
imports. As for foreign direct investment,

all three country groups increased their
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stock during the late 1990s, but the
largest inflows once again went to
"completion point HIPCs".

Obviously, these results are preliminary,
since the HIPC initiative in its enhanced

form was launched less than lour years

ago and the fiisl country to reach
completion point was Uganda, as recently
as May 2000. The direction of causality
lends itself to questioning, too. For

instance, did "completion point countries"

perform well because of recent reforms
associated with debt relief, or because

earlier policies and relatively good
economic performances in the past have
made it easier for them to qualify- for debt
relief? Looked at another way, what

prevented the poorer performers from
engaging in reform? While the available
evidence suggests that reform policies do
make a difference in terms of economic

and trade performance, perhaps some of
the very poorest countries find it

particularly difficult, say, because of
disease, conflict or the resistance of vested

interests, to lift themselves out of the

poverty quagmire.

More time is needed to understand these

possibilities more clearly, as the HIPC
initiative is still evolving. For instance, it

seems likely that trade reforms have
helped some countries augment their

export and import performance and, in
turn, attack their debt levels. Yet, some of

the early poverty reduction strategy

programmes gave little consideration to
trade and trade-related policies,

concentrating instead on issues such as
containment of inflation and government

budgets, and investment in agricultural
and social infrastructure.

Integrating trade policy reform into HIPC
reform programmes is now being

encouraged by the IMF and the World
Bank, with a particular focus, for
example, on customs reform and

governance, and attention to the impact
of textiles trade liberalisation on HIPC

economies. Trade policy programmes in
OECD countries, such as the EU's

"Everything But Arms Initiative" or the
US's "African Growth and Opportunities

Act", which grant preferential market
access to exporters from low-income

countries, can play a complementary role

in improving the prospects for exports
from the world's poorest countries. Yet,

what makes HIPC interesting is that it

challenges poor countries to take action
themselves, and to reap the benefit, while

helping international policy to focus more
attention on the problems of the weakest
economies.
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HIPCs by category (end of
2002)

Completion point countries: Bolivia,
Burkina Faso, Mauritania, Mozambique,

Tanzania, Uganda.

Decision point countries: Benin,
Cameroon, Chad, Ethiopia, Gambia, Ghana,
Guinea, Guinea-Bissau, Guyana, Honduras,
Madagascar, Malawi, Mali, Nicaragua, Niger,
Rwanda, Sào Tome and Principe, Senegal,
Sierra Leone, Zambia.

Pre-decision point countries: Burundi,
Central African Republic, Comoros, Congo,
Congo Democratic Republic, Côte d'Ivoire,
Lao People's Democratic Republic, Liberia,
Myanmar, Somalia, Sudan, Togo.

Countries with potentially sustainable
debt levels: Angola, Kenya, Vietnam, Yemen.

Pay-off from reform
Economic performance in different groups of HIPCs

US$, % change 1997-2001

HIPC. completion point HIPC, decision point HIPC, pre-decision point

Gross domestic Gross capital

product formation

Exports Imports FDI stocks*

Notes : * average annual growth 1995-2001 . Only those countries were included in the comparisons,
for which data for 2001 was available.

Source: OECD, based on statistics from Unctad and the World Bank
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Good health

A cornerstone of development

Jean Lennock and Dag Ehrenpreis, OECD Development Co-operation Directorate

Ill-health and disease are now recognised as barriers to economic growth in developing
countries. Pro-poor policies are needed to tackle these problems, through Doha and beyond.

Health before wealth is an old adage
that can be readily understood by
looking at the links between ill

health and poverty in developing countries.
Good health boosts labour productivity,
educational attainment and income, and so

reduces poverty. When poor people know
their children are more likely to survive and
be healthy, they tend to have smaller

families and so higher incomes per family
member. So programmes that aim to protect
and improve the health of people below and
just above the poverty line in developing
countries could greatly help in the battle
against global poverty.

These links between health and poverty
reduction have been strongly confirmed in

recent research on the determinants of

economic growth in developing countries
(see The Commission for Macroeconomics

and Health in the references). And this has

helped place health higher on the
international agenda than ever before, not

just because of efforts to generate economic

growth or because of the battle against
HIV/AIDS, but because poor people have
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higher than average child and maternal

mortality, higher levels of disease, and
limited access to health care and social

protection. Gender inequality undermines

further the health of poor women and girls.

When poor people become ill or injured,
the entire household can become locked in

a downward spiral of lost income and high
health care costs. The international

community has agreed three Millennium

Development Goals (MDGs) that call for

health improvements by 2015: reducing
child deaths, lowering maternal mortality

and stopping the spread of HIV/AIDS,
malaria and tuberculosis. In addition,

however, the achievement of the other

MDGs - particularly eradicating poverty

and hunger, achieving universal primary-

education, and empowering women -

greatly depends on better health.

To meet this challenge, developing

countries, supported by OECD countries

and their development agencies, need to

take a pro-poor health approach. This

must do what it says: promote, protect and
improve the health of poor people. It

necessitates targeting diseases that affect

these groups disproportionately. Malaria, for

example, causes the premature deaths of

one million people each year, while globally

42 million people are living with HIV/AIDS.
Diseases linked to tobacco lead to a lurther

four million avoidable deaths each year, half

of them in developing countries.

Malnutrition and food insecurity have

obvious implications for health. Road
fatalities are another public health concern,

though often not seen as such; yet, in

developing countries, about a million

people are killed every year as a result of

road crashes. Indoor air pollution is a health

hazard resulting from the use of cheap
biomass for heating and cooking which
causes the deaths of two million people a

year, usually poor women and children.

Resolving these problems will require not

just the efforts of health ministries, but

coordination with departments of

agriculture, transport, education, and

energy to name but a few. Such is the

nature of pro-poor health approaches.

There are many obstacles to the effective

implementation of pro-poor health policies,
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but inadequate funding of health is a major,

and inescapable, part of the problem.

Average health expenditure in the least

developed countries is about US$11 per

capita per year, compared with around

US$2,000 in high income countries. It

would cost an estimated USS30-40 per

capita to meet the basic health needs of the

Managing funds properly is also important,

since in many countries, the distribution of
resources is skewed towards advanced

services at the expense of primary health

care and district hospital services.

But in almost all cases in poor developing
countries, additional domestic resources

In practice, private health services are already extensively used by
the poor in developing countries. Properly overseen partnerships
with the private sector are critical if health goals for developing
countries are to be met.

poor. Without additional money to buy

vaccines and drugs, to build and equip

facilities and to ensure adequate staffing, the
health-related MDGs will not be met.

More funding is clearly needed. Some
increase in government spending for health
is possible in most developing countries.

Several countries including Ghana, Uganda,

and Bangladesh have increased their level of
per capita government expenditure on

health over the last five years though the

absolute level remains inadequate.

would be insufficient to meet health

needs. External financing must fill the gap.
This might mean attracting more resources

from the private sector or charitable

foundations, but it also means increasing
development assistance to health

programmes from OECD governments as
part of their commitment to the MDGs.
Total levels of aid to health have increased

since 1996, but the level of multilateral aid

to health - particularly from the World
Bank's International Development

Association - has declined. And though aid
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from the member countries of the

Development Assistance Committee (DAC)
has risen, the picture is far from even. Aid
to health from countries such as Australia,

the UK and the US has increased in recent

years, while some large donor countries like
France and Japan have seen a fall in their
aid to health, albeit from high historical
levels. A more determined effort is clearly

required.

Realistically, public services cannot be relied
on as the only supplier of health services,

and private participation in investing and

supplying health care seems as inevitable as

Any commitment to support the health-
related MDGs calls for a long-term

relationship between development agencies,
developing countries and the users of health
care. As part ol the pro-poor health
approach, development agencies need to
adhere to the government-led health
programme and help support its

development through common procedures
lor management, implementation and, to

varying extents, funding.

Above all, a pro-poor health approach needs
to be comprehensive. This means looking
beyond country-level interventions and

Under 10% of global funding of health research is devoted to
diseases or conditions that account for 90% of the global disease

burden, and much less than 10% for the problems of poor

countries and people.

it is vital. Perspectives vary on the ideal mix

of public and private sector participation,

but in practice, private health services are
already extensively used by poor people in

developing countries. These range from

private pharmacists and itinerant drug

sellers, to community or NGO services, and

profit-making health services. The

increasing use of private services reflects the

poor quality of public sector services as well

as problems m travelling to remote, often

inadequate, clinics or paying official and

unofficial charges. Properly overseen

partnerships with the private sector are

critical il health goals for developing
countries are to be met. These partnerships

may include the contracting out of services
to NGOs especially in remote areas, or steps

to improve the quality of services available
in the commercial sector.

Again, whichever model is preferred, it has

to be pro-poor. People must be able to
access and use health facilities and not

become impoverished as a result. Charges

for health services paid at the time ol use,
even if reimbursed later, have been shown

to discourage use by poor people. The best
protection for poor people is probably-
offered by systems that encourage payment
in advance or a pooling of risk through

insurance, taxation or development
assistance.

policies to the impact of international trends
and policies on health. Globalisation, for
example, has mixed implications for the
health of poor people. Closer world

integration means that diseases move more

easily across national borders as shown by
the recent outbreak of severe acute

respiratory syndrome (SARS); yet

globalisation also brings opportunities to

prevent, treat and contain disease.

One way that development agencies and

developing country governments can work
together at the international level is by
promoting the development of global
public goods for health (GPGs). These are

products or services that are under-supplied
by the market, yet require international
public action. Health research is one

example. Under 10% ol global funding of
health research is devoted to diseases or

conditions that account for 90% of the

global disease burden, and much less than
10% for the problems of poor countries and
people. This means that managing diseases
like trachoma, which affects 145 million

people and can lead to irreversible
blindness, is unlikely to be successful unless

there is additional financing for

international initiatives to plug the

research gap. In this case, development

agency funding could be used to support
the production of new drugs, vaccines

and knowledge to the benefit of poor people.

Public health ranks highly on the Doha

Development Agenda. In November 2001,
the fourth WTO ministerial conference

recognised the importance of health
problems in developing countries and

stressed "the need for the WTO Agreement

on Trade-Related Aspects ol Intellectual

Properly Rights (TRIPS Agreement) to be

part of the wider national and international
action to address these problems."

Intellectual property rights, including patent

protection, provide an incentive for the
development of new medicines. The TRIPS

agreement requires WTO countries to

provide patent protection for both products
and processes with respect to most
technologies. But under its terms, there is

some flexibility in the application of patent
rights in the case of public health
emergencies, including the right to grant

compulsory licenses. By using compulsory
licensing, a government facing a national
health emergency from the likes ol malaria

or HIV/AIDS can legally authorise

production of a patented good or process
without the consent of the owners of the

patent. But, as recognised at Doha, not all
countries have the manufacturing capacity

for medicine production, making

compulsory licences ineffective in such
cases. Discussions continue at the WTO on

resolving these difficulties.

A resolution is badly needed, for if global

policymakers such as those involved in
Doha can address the links between health,

trade and poverty, the example they set will

open the way for a range of policies that
affect health to become more coherent and

effective.
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Labour view

The economic path ahead
A worker's view

Kenneth V Georgetti, President of the Canadian Labour Congress* =

The 1990s were a decade of strong
growth. However, workers have not
benefited as much as many claim. It is
time to rethink the way forward.

Through the latter part of the 20th
century, many of the world's
high-income countries embraced a

market-centred approach to economic and

social policy. Many low-income countries
embraced the same approach, somewhat

less willingly, as a condition of loans from
the IMF or the World Bank.

Not surprisingly, this approach was
reflected in regional and multilateral trade

agreements. Agreements in this liberal age,

beginning with the 1989 Canada-US Free

Trade Agreement, moved well beyond

traditional concerns with tariffs, quotas and

other border measures, and began to deal

with a wide range of public regulations and

other public initiatives in terms ol the
"fairness" of their trade implications.

Unfortunately, the pay-off from this approach
to economic policy has been less than stellar,

especially for working people and the worlds
poor. Economic growth has continued. But

rates of growth have decelerated in many

countries during the latter part of the 20th

century, despite technological progress and a

more highly educated labour force. Progress

as measured by a wide range of social
indicators like literacy and health has also

decelerated. Inequality within and between
countries has increased.

In many countries, working people have

experienced high unemployment and/or

stagnating wages. In Canada, where trade

agreements have facilitated a significant

opening up of the economy, average real

wages have barely

increased in 20 years,

despite modest ongoin

improvements in labour

productivity. The same

inability to capture the

benefits of productivity
increases has been true

for American and, to an even greater

degree, Mexican workers in recent years.

It is time to reconsider the general features of
the road ahead. International trade will be

important. But trade enthusiasts need to be

cautioned on several points. First, the

direction of causality between trade and

growth is not as straightforward as "trade

causes growth". In fact, attempts to estimate
the economic impact of trade liberalisation on
growth show modest results. Also, there are

few goods and services that require the entire
global market to achieve the benefits of

specialised, large-scale production. And
anyway, the economic benefits of trade-
induced growth are not automatically passed
on to working people or to the poor.

It is also important to bear in mind the
under-estimated role that trust and

confidence play in economic activity.

Theorising about market

activity usually places all of

its emphasis on the pursuit
of individual interests. But

when trust and confidence

break down, the costs of

economic transactions can

skyrocket and economic

activity itself grind to a halt.

The importance of trust has been

underlined in the context of corporate

scandals such as Enron, where purely
commercial transactions are at stake. The

difficulties in embedding market principles
in Europe's so-called transition economies

may also reflect this need to cultivate trust

relationships.

To state the obvious, it will be difficult to

sustain trust relationships and support for an
economic order that is not delivering benefits

to the population at large. While the
importance of trust has been emphasised in
the work of the OECD that focuses on

individual firms, the same truth holds for the

economy as a whole.

Dynamic economies that are open are

subject to continual "creative destruction"
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that enhances the positions of some while
undermining those of others. Moreover, in

much of the world, it is fair to generalise
that "market failures" of one sort or another

limit the prospects ol distributing economic

opportunities on a purely market basis.

This is why all countries have employed

non-market initiatives over the years to

promote income and employment growth.

It is vitally important that countries retain the
right to work out how they wish to share the

benefits and burdens of adjusting to change.

They also need the latitude to choose their

own mix of public and private initiatives in

order to promote their economic well-being.

A democratic process for choosing the way
forward is essential to creating a broad sense

of trust and support for economic

arrangements.

Unfortunately, many of the multilateral trade

and financial arrangements now in place

excessively constrain the development choices
of low-income countries. Ironically, while

these arrangements may serve the current

needs of the high-income world, they would

have curbed their growth in the past.

In thinking about new directions for the
future, we need to consider reaching

international agreements that combine

openness to trade and investment. This

means adopting national and international
mechanisms that ensure a broad

distribution of economic benefits (i.e. core

labour standards and social protection), as
well as recognising the right of countries to
regulate the public interest, especially
concerning health and the environment. It

is also important that countries maintain

the authority to balance public and private
initiatives promoting income and
employment growth.

The Canadian Labour Congress is Canada's
largest trade union organisation. It represents 2.5
million Canadian workers. The Congress brings
together Canada's national and international unions

along with the provincial and territorial federations
of labour and 137 district labour councils. It is also

an active member of the Trade Union Advisory
Committee to the OECD.

References

Visit the Canadian Labour Congress website at
www.clc-ctc.ca

Visit the TUAC web site at www.tuac.org

Civil society at a time
of global uncertainty
Kumi Naidoo, Secretary-General and CEO, CIVICUS, World Alliance for
Citizen Participation

Democracy, freedom and
nation-building by free
citizens: these appear to be
under threat by the actions
of some of our oldest

democracies. Civil society's
space is being squeezed and
must be restored. What can

be done?

Since late last year we have watched the
steady march towards war in Iraq with a

mounting sense of horror and disbelief.
This has stemmed in part from deep
concern about the immediate destructive

consequences of war upon the Iraqi

population and the further inflammation of
the Middle East, but also from a belief that the

situation in Iraq is symptomatic of a larger

global crisis that has immense implications for
human rights, civil liberties, and social and
economic development.

The context in which we are operating is

dominated by the growing militarisation of
geopolitics: certain powerful states are willing

to resort to aggressive means to promote

their interests, effectively bypassing and

undermining established mechanisms for the
multilateral resolution of conflicts. We are also

seeing the mobilisation of violent actions in
the form of terrorist attacks, such as those

undertaken on 11 September 2001, the

intensification of military conflict, and the

merging of fundamentalist and secular-

nationalist causes. These powerful forces
have already demonstrated their willingness

to engage one another in destructive

brinkmanship.

Taken together, these trends threaten to

squeeze the space for civil society and to
fundamentally undermine the robustness of

democracy and civil participation worldwide.

This is particularly alarming against the post-

Cold War backdrop, when a mere 10 years

ago, the promise of a "peace dividend" was
realised through a series ol citizen revolutions
that occurred in countries around the world,

from Eastern Europe and the Soviet Union to

my own South Africa. A decade later, this
peace dividend has all but disappeared. What

are the implications of the present conflict for

civil society? And where is global civil society

heading?

It has become something of a truism that the

attacks of 1 1 September changed the face of
the world as we know it. Terrorism is, of

course, a threat to democracy and must be

resisted by all nations and peoples. All

countries have a duty not to imitate such
violence or institute measures that undermine

democracy. If indeed we do, how can those
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straggling to build free and democratic
societies believe in democratic models?

With this in mind, I would argue that the 18

months that followed those September attacks

were more consequential. In a remarkably

short period of time, we have witnessed a
clear shift towards unilateral action and

militarisation, as well as the undermining of

human rights and civil liberties by some of our
oldest democracies. Taken collectively, these

threaten the ability of citizens' voices to be

heard in decision-making processes, and erode

global stability and human security.

For me, the war in Iraq highlights three main

threats to civil society. The first threat is to civil

society's agenda. War has diverted both
attention and resources away from the key

issues that civil society organisations

worldwide are working to address. Long-term

campaigns and efforts aimed at gender
equality, social and economic justice, poverty

reduction, environmental protection and the

defence of human rights have been

overshadowed by the Iraq crisis.

The Millennium Development Goals (MDGs)

present an excellent case in point: many in

civil society were heartened by the declaration
issued by world leaders following the

Millennium Summit in September 2000, and

believe that the pursuit of the MDGs sows the
seeds of long-term security The MDGs set

forth concrete and relevant goals that citizens

around the world embrace, yet progress

towards the targets is already behind schedule
in many countries. The conflict in Iraq
threatens additional setbacks to efforts at

attaining the MDGs. Resources for develop¬
ment and for social and economic justice will

be diverted at a time when the global

economic downturn has already limited the

resources available for supporting civil society's
work.

The second threat is to democracy and civic

participation in a broader sense. Even in the
United States, where attitudes to the war are

arguably more ambivalent, citizen voices

organising in opposition to the war far
exceeded those urging an invasion of Iraq,
though American support for the war appears

to have increased since the invasion began.

But in Iraq, where citizen participation in
decision-making has been severely curtailed

for decades, Iraqi civilians have had little or no

opportunity to shape their own lives and
destinies. Now, we need to ensure that the will

of the Iraqi people can prevail. It is vitally-

important that a post-war Iraq is built on
sound foundations of social, economic and

political justice and democracy. This can only

be achieved multilaterally and with the lull

involvement of the UN and civil society.

Many in civil society are alarmed that the

voices of average citizens have either been
ignored or insufficiently engaged as the
conflict has unfolded. On the other hand,

powerful interests from within the military

and the larger military-industrial complex
seem to exercise enormous influence, while

helping to shape long-term strategic visions.

This trend will only exacerbate existing

feelings of cynicism and alienation among
average citizens who feel their views are not

represented in existing political systems.

Finally, the notion that democracy can be

imposed upon a country demands reflection.

Surely, democracy can only be sustained

through the active involvement and support of
citizens who are engaged in their communities

instability. This is especially troubling given
recent precedents of the emergence of

unilateralism, at Kyoto, at trade talks, and at

two major UN conferences (World Summit on

Sustainable Development and the World

Conference Against Racism). Now more than

ever, there is need for unity and respect

among nations, and for the démocratisation

and strengthening of global governance
institutions.

But there are also strong grounds for hope.

Never before has there been such widespread,
sustained and truly global citizen mobilisation

around an issue. The anti-war protests on
15 February 2003 were the largest issue-based

global movement the world has ever seen.

In the face of this conflict, global civil society
has proven itself to be robust, diverse,

responsive and highly creative. The physical

and electronic networks of civil society
activists - and average citizens who may not
consider themselves activists - that have been

built over the past decade have sprung to life
in dramatic form. As governments made clear
their intention to choose war over discourse

and consensual approaches, millions upon

It has become something of a truism that the attacks of

11 September 2001 changed the face of the world as we know it.

I would argue that the 18 months that followed those September

attacks were more consequential.

and helping to determine their own future. In

an age where many societies in transition are

struggling to sustain viable democracies, it is
highly worrying to witness such a high-profile

global conflict premised on what must surely
be a flawed notion of democracy.

The third threat is to global multilateralism - a

framework for addressing and resolving

conflicts that is supported by many in civil

society. Military action against Iraq without the
endorsement of the United Nations has set a

dangerous precedent that may well undermine

this long-standing cornerstone of global

security In the months leading up to war,
citizens' voices from around the world called

for a strengthening of the UN's role in

moderating conflicts. Unfortunately, the

decision to invade Iraq despite the opposition

of most members of the Security Council has

effectively opened the door to an era of greater

millions of citizens made clear their

willingness to protest this course of action and

its possible consequences.

While it is natural that many in civil society

come together m opposition to the conflict in

Iraq, there is a vital need to look beyond the
present war and to think critically about the

long-term viability of civil society. How can we

ensure that we continue to develop, to mature,

and to learn important lessons from the
turbulent events that surround us? There will

always be threats to the space occupied by

civil society One of the greatest challenges
civil society faces is to remain responsive to
the events around us while working towards
a long-term vision of a world where people
and their voices are at the centre of public
life.

Visit the CIVICUS website at www.civicus.org
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Tenets of global growth
and prosperity
Phil Swan, Chief Economist, IBM, and Chairman of the BIAC Economic Policy Committee

Yes, the global economy needs to
be revived. And that means

governments freeing up trade,
distributing the gains of
globalisation and assuring the
provision of fact-driven data.

The global mood is decidedly gloomy.
War, threats of war, terrorism,

corporate scandals, sinking equity

markets and languid labour markets: all
have taken a toll on economic activity. Sand

has found its way into the wheels of
globalisation, which many blame for the
current worldwide malaise. This is

unfortunate since, in an economic sense,

globalisation has opened borders to ideas,

investment and capital flows, as well as

enabling the movement of people and
production, according to basic market

incentives. People and cultures have

interacted in new and expanding ways.

Importantly, social and cultural forces are
becoming inseparable from business and
economic interaction.

Market-based economies facilitate

globalisation because of the quest for
greater economies of scale and associated
efficiencies, i.e. lower costs, scarce skills,

higher productivity and ultimately profit
and other returns to entrepreneurship. In
fact, globalisation transmits both good and

bad pulses at rapid speed. At the moment,

we are watching synchronous global

economic stagnation being exacerbated by
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geopolitical events that seem to have no end
in sight. This is why upcoming G-8
meetings should take a lead in formulating,
co-ordinating and promoting imaginative

economic policies to boost growth and

productivity.

Globalisation is not new, but it has the

potential to become a more continuous,
smoother, process. Much of the rapid
globalisation of the late 1990s resulted from
the rapid spread of technology, in particular
the opportunity to network the global
economy This, in turn, has enabled a
steadier flow of innovation which stimulates

further technology research and progress.
With globalisation, the opportunities for
realising cost containment and economies of
scale mushroomed. Moreover, public

policies tended to accommodate the process.

The US economic model has emerged as the

global paradigm of today, in part because it
has been driven by information technology
investment which has multiplied

productivity gains, expanded job
opportunities, and kept inflation in check.

and geopolitical uncertainties. The current
Doha round of global trade talks has

ground to a halt. While agricultural
subsidies were the ostensible cause of the

breakdown, there appears to have been

neither the leadership nor the will to

pursue the tough negotiations needed to
tear down the trade barriers that inhibit

growth. Worryingly, fresh new barriers
have been erected, including in the US!

These interfere not just with the free
movement of goods, but undermine

economic flexibility, too. There are

incredible talents to be exploited on the

global campus. Freeing up markets is a
productive way to tap those resources,
wherever they reside. Surely, the global
economy's future lies in opening up
markets to serve many uses, rather than

restricting them to the few.

As for distributing the gains of growth

more fairly, perception counts and income

rules. Economic progress is ultimately
constrained when advancement does not

permeate all segments of society. A rising
tide may lift all boats, but not necessarily

There are incredible talents to be exploited on the global campus.

Surely, the global economy's future lies in opening up markets to
serve many uses, rather than restricting them to the few.

The challenges to continued globalisation
loom large. The will for further integration
of global economic activity rests on the
economic and social returns of our actions.

To this end, at least three issues come to the

surface. First, trade liberalisation offers

steadier opportunity than protectionism
and, yes, the US should lead by example,
though there are powerful pockets of
resistance. Second, the distribution of

benefits within and between borders

matters to sustained global expansion. And
third, governments must invest in better
data collection and dissemination, largely

because the private sector cannot do so
itself. Without good data, bad decisions will
be made.

Save Doha

Trade liberalisation has been an early

casualty of recent economic weaknesses

equally. A worsening distribution of
income within and between countries

limits the gains from globalisation because
participation depends on relative income

gains. The consequences may include
backlash, resistance and regression, none

of which would help efforts to advance

global economic expansion. Governments,

especially in emerging economies where
the greatest disparities persist, must have
the political will to disseminate the
benefits of growth more widely.

In this regard, infrastructure is paramount,
including development of capital markets,
roads and mass transportation, water

supplies, sanitation and hygiene, housing
and education, and training. Consider

India's case. Despite its renowned well of
technically skilled workers, the overall
economy has been nonetheless held back,
in large part because of its limited physical

infrastructure. India has far fewer paved
roads than China, for instance. Attention

to issues such as these can make quite a

difference in spurring faster economic

growth.

The technology exists to monitor and
customise efforts to meet specific needs

practically anywhere. Basic education
modules in native languages can now be
delivered on demand to children and

adults in the most remote parts ol
countries, with handheld, mobile devices.

Given the necessary will, tripartite linkages

of governments, companies, and non¬

governmental agencies can bridge the

digital divide, spread global best practices
and promote social inclusiveness.

While a seemingly mundane topic, good

data availability is absolutely crucial to

determining the state of the global

economy and for projecting where it may

be headed.* Reliable data help to measure

progress, and to confirm or deny hunches

and preconceptions. In other words, good

data improve our judgement. Otherwise,

information flows are corruptible and can

promote narrow, worthless endeavours that
waste societies' resources. And poor data

seriously impede the development of
focused policies to generate global growth.

After all, what is the true size of key

domestic industries, including the IT

industry, a major driver of productivity

gains? In most countries, we simply do not
know. Private data estimates, from banks

to business consultants, vary widely. Some

are available with great time lags, while
sufficient and robust historical data are all

too often lacking. Governments are the
ones best able to marshal the resources to

do the job properly. The paradox is that

while good data are needed to make sound

allocation and policy decisions, data
collection is one of the first casualties of

budget stringency. Clear-sighted political

will can prevent this from happening.

* See also the article by Enrico Giovannini in the
Databank section

The views expressed in this article are those of
the author alone and do not necessarily reflect
the views of IBM, BIAC or its members.

Visit www.BIAC.org
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Scaling-up
nanotechnology
Emmanuel Hassan and Jerry Sheehan, OECD Directorate for Science, Technology and Industry

Imagine a microchip so
small and precise that it
could actually intervene
and repair a damaged
living cell. Far-fetched,
perhaps? Yet, such
is the promise of
nanotechnology. But this
new technology presents
important challenges too.

Nanotechnology - the science of the
small - is becoming a big priority in
the policy agendas of many

countries. Nanotechnology refers to a range of
new technologies that aim to manipulate
individual atoms and molecules in order to

create new products and processes:

computers that fit on the head of a pin or

structures that are built from the bottom up,

atom by atom. Radically different laws of
physics based on quantum mechanics come

into play when dealing with materials,
systems and instruments involving matter at
the nanometric scale, i.e. one billionth of a

meter or 1/80,000 the width of a human hair.

The characteristics of materials change

substantially, in particular their colour,

strength, conductivity and reactivity. For
instance, a material that is red or flexible at

the meter scale may be green or stronger
than steel at the nanoscale. The immense

challenge for nanoscientists is thus to

understand how to manipulate atoms and

combine them in original and useful ways to

produce radically new or improved

structures by exploiting the new properties
of matter at the level of the nanometre.

Not only does nanotechnology continue to

attract considerable public interest and

growing business investments, but more than

30 countries worldwide have launched public
R&D programmes in the field. Such initiatives

go a long way towards increasing the resources
available to research, but do they go far

enough to ensure that the full social and

economic potential of nanotechnology is

exploited?

Indeed, nanotechnology is likely to have a

major economic impact in the years ahead.
In the IT sector, it could help further

miniaturise memory and logic devices

as well as boost data processing and

storage capacities, long after existing
technologies reach their fundamental limits.

Nanoelectronics, based on the exploitation

of quantum effects that occur at a very

small scale, could provide a way of

surmounting these limits by allowing
computations based on individual electrons

or strands of DNA. Already, researchers are

working on memory devices with
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approximately 40 times the storage capacity
of current hard drives.

In the materials sector, nanotechnology may

allow greater manipulation over properties

such as chemical resistance, weight or

density, enabling development of new

products in aerospace, biomedicine, building
construction, and transport, for instance. At

the moment, the most promising materials

with nanoscale applications include nitrides,

oxides, alloys, metals, organic polymers, and

composites. In health and life sciences,
nanotechnology could resolve fundamental

questions related to the functioning of the

immune system, by enabling genes to

exercise greater control over it.

Allied with biotechnology, nanotechnology

will accelerate advances in genomics,

combinatorial chemistry, gene sequencing

and biomformatics. And it is likely to play

an important role in the generation of

renewable energy, mainly through the
improvement in the efficiency of

photovoltaic cell technology and the

reduction of its costs, especially in the two

areas of quantum well solar cells and dye-
sensitised nanocrystalline devices.

The marketplace is taking to

nanotechnology, but these are early days

and its most dramatic applications are still

fivefold between 1997 and 2002, from

approximately US$400 million to more than

US$2 billion (see graph). In the private
sector, many large multinational firms such
as IBM, Dow Chemicals, EOréal, Hitachi

and Unilever have launched initiatives in

nanotechnology research and numerous

start-up firms have been established.

Venture capital investments in

nanotechnology firms, although still small,
appear to be growing despite downturns in

spending in other areas. Knowledge is

expanding fast and the number of scientific

publications in nanotechnology has soared
from approximately 1,000 in 1990 to more
than 12,000 in 1998. And the number of

patent applications at the European Patent

Office has tripled during the same period,
from 100 to 300 patents per year. This

trend in patenting activities signals the

potential economic benefits from
nanotechnology research.

Nanotechnology is research-intensive and

relies on public as well as private R&D

funding. To be effective, this funding has to

promote a scientific and technological

information exchange, while developing a
highly skilled human resource base. It also
has to be used to combine scientific

knowledge from various disciplines in

universities and government laboratories, a

requirement that presents quite a challenge

Allied with biotechnology, nanotechnology will accelerate advances
in genomics, chemistry, gene sequencing and bioinformatics. And
nanotechnology is likely to play an important role in the generation
of renewable energy.

many years away. Industry is watching, and

so too are policymakers. The German

government and the European Commission,

respectively, estimated that the global

market for nanotechnology accounted for
between US$20 and US$40 billion m 2001.

And the market will certainly expand. The
US NanoBusiness Alliance and the National

Science Foundation (NSF), respectively,

reported in 2001 that the global market for
nanotechnology could reach US$700 billion
by 2008 and exceed US$1 trillion annually
by 2015.

Available data indicate that government

R&D funding for nanotechnology grew

to more traditional institutions. Rather than

allow this type of problem to hold up R&D,

new multi-disciplinary research centres are

being set up, like those being established

through the National Nanotechnology
Initiative in the United States and the six

Virtual Nanotechnology Competence

Centres established by Germany's Federal

Ministry of Education and Research.

Public/private partnerships also play an

important role in advancing nanotechnology

by marrying public sector funding and

research capabilities with the pnvate sector.

For instance, the California NanoSystems

Institute (CNSI) created m 2000 as a joint

enterprise of the University of California at
Los Angeles and the University of California

at Santa Barbara, has encouraged alliances

between the public sector and private

companies such as IBM, Hewlett Packard and
small biotech firms, in order to foster the

knowledge flows between the different

players in the innovation process.

These approaches all share the aim of focusing
their R&D efforts in areas of science and

technology that are often beyond their existing

areas of competence. They thrive on their
ability to take advantage of progress in various
scientific and technological fields and to

collaborate with each other in pushing back

the scientific and technological frontiers. In
fact, collaboration between firms and public
research institutions has become essential for

nano research progress and is being widely

promoted through targeted public R&D

programmes such as the French Research

Network for Micro and Nano Technologies
(RMNT), jointly launched by the Ministry ol

Research and Education, and the Ministry of

Economy, Finance and Industry.

France's MINATEC centre, created in Grenoble

in 2001, aims to spur R&D in nanotechnology
for industrial uses by linking several nearby

national laboratories with private firms, such

as STMicroelectronics and major international
research facilities in that region, like the

European Synchrotron Radiation Facility, the

Institute of Laue-Langevin, the European

Molecular Biology Laboratory, and Grenoble

High Magnetic Field Laboratory. The centre

also takes advantage of the local workforce

(up to 17,000 jobs in scientific and academic

research), the teaching infrastructure (10
engineering schools and 53,000 students), and

the microelectronics industry comprising
around 3,000 research workers and 30

international companies in the region. Japan,

meanwhile, has created a large

Nanotechnology Consortium bnnging

together more than 100 private companies
(e.g. Matsushita Electric, NEC, Sumitomo

Chemicals) and regional universities (Kyoto,
Osaka and Kobe Universities) as well as a

number of trade associations and chambers of

commerce in the Kansai region in order to

spur technology transfers in the field.

Nanotechnology firms compete with one

another in various technology and market

segments, yet, to get ahead and avoid
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Small is getting bigger
Estimated government spending on nanotechnology R&D, 1997-2002, US$ million
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duplication of data, researchers need to

exchange scientific and technological
information efficiently and regularly. One

way to provide access to the current stock

of knowledge would be to create a common
data pool, grouping together published
articles, reports, conference papers, books,

patents, databases, etc. Such infrastructure

range of scientific fields, including physics,
chemistry and biotechnology, as well as

engineering and the study of materials.

Researchers and business leaders have to be

quick to spot progress and identify market
opportunities wherever they may arise. In
the United States, France and Germany, new

Nanotechnology is not without its critics. There is already some
concern that the field is over-hyped, while more poignant concerns

are raised about potential social, environmental and ethical dangers
of unleashing nanotechnology.

already exists for research in life sciences
and biomedicine, with services such as the

MEDLINE system that is maintained by the
US National Library of Medicine. Another

role model could be the Energy Technology

Data Exchange.

Perhaps the most crucial input of all is

skills, since nanotechnology, like most

technology, depends largely on the

availability of highly educated workers,
innovators and managers. Nanotechnology

draws upon knowledge and experimental

techniques that have been developed in a

educational programmes or initiatives,

including grants for young researchers, have
been launched specifically to achieve this.

These multi-disciplinary initiatives reflect the
fundamentally powerful role policymakers
can play in driving the development of this
new technology forward. Nanotechnology

may be small, but such is its potential that a

serious public effort would be worth it.

Nanotechnology is not without its critics.

There is already some concern that the field
is over-hyped, raising expectations that may

not be met and, in the meantime, draining

resources from other fields of inquiry. A

backlash could erupt against

nanotechnology if tangible results take
longer to achieve than envisioned by its
advocates. More poignant concerns are

raised about potential social, environmental

and ethical dangers of unleashing

nanotechnology-based products and services
into the world before they are fully-
understood a situation similar to that

surrounding genetically modified organisms
today. The introduction of novel
nanomaterials into the ecosystem, for

example, could have unexpected

consequences for environment quality (e.g.

toxicity), and the merger of biological and
non-biological materials into new products
and processes could affect human health
and the environment in ways that are

unknown or unexpected. The prospect of
self-assembling nano-devices raises these

concerns to an even higher level.

In an era of heightened concerns about
terrorism, the notion of hard-to-detect

nanotechnologies falling into the wrong
hands could cause some alarm. Still, it is

possible to hype the dangers, too. All

technologies, old or new, present

opportunities for good or bad uses.

Nanotechnology cannot be ''un-invented".

Continued research can help us better

understand the positive and negative effects

of nanotechnology. It is then up to

policymakers, as ever, to regulate against

possible abuses and to invest where public
funds are needed.

References

Conseil de la Science et de la Technologie

(2001), Les nanotechnologies: la maîtrise de
l'infiniment petit, available at

http://www.cst.gouv.qc.ca

ETC Group (2003), The Big Down: From Genomes

To Atoms, available at http://www.etcgroup.org/

European Commission (2002), Nanotechnology in

the European Research Area, available at
ftp://ftp.cordis.lij/pub/nanotechnology/docs/nano

Jcallet_052002_en.pdf

US National Science and Technology Council

(1999), Nanostructure Science and Technology: A

Worldwide Study, available at

http://www.wtec.org/loyola/nano/
UK Department of Trade and Industry (2000),
Opportunities for Industry in the Application of
Nanotechnology, available at

www.nano.org.uk/applications.pdf
See OECD work on nanotechnology at

www.oecd.org/sti

38 Observer No. 237 May 2003



SCIENCE

Meteors

From risk to reality
Asteroids and other near-Earth objects

Clark R. Chapman, Southwest Research Institute, Colorado, United States

In 2001, astronomers in Japan watched as a large asteroid hurtled past the Earth. Not only
did it come within an uncomfortably close 2.5 million miles of the Earth's orbit, but
experts described it as the largest Earth-threatening asteroid since the one that struck
Mexico 65 million years ago, an event that many say wiped out the dinosaurs. Could
another asteroid crash on our planet? If so, could we do anything to stop it?
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Interplanetary space is not entirely empty
As the Earth orbits the Sun, it

encounters particles and objects ranging
from microscopic dust to large asteroids and

comets. The tiniest particles are numerous

and harmless; they cause flashes of light,
and are known as meteors or "shooting

stars". The large asteroids and comets are

very rare; the chance that one might hit the
Earth during our lifetimes is extremely
small. Yet some are enormous bodies: those

tens of kilometres in size could exterminate

most life on our planet. School books

describe how the impact ol a 10 or 20 km
asteroid drove the dinosaurs to extinction

65 million years ago. But such once-in-100-
million-years events are so rare that, despite

their apocalyptic horror, they have not

concerned public officials.

Yet, the hazard of more frequent impacts by
somewhat smaller meteoroids, asteroids and

comets should be a matter of practical

concern to governments worldwide. At

worst, the very unlikely case of a three km

asteroid striking Earth could send

civilisation into a new Dark Age; this case -

More than half of such Near-Earth Asteroids

have already been found; none of them will

strike Earth during this century. Of those that

remain, most will be found during the next

decade or so; probably none of them will
strike us either, although there is a small
chance that one will be destined to collide

with Earth.

More worrisome are larger meteoroids, from
metres to hundreds of metres across, but

which are still smaller and more numerous

than the asteroids being searched for by the

Spaceguard Survey. Impact rates and

consequences vary enormously across this

broad size-range, but such objects share

some general traits. For a start, whether
they explode in the atmosphere, on the
ground, or in an ocean, they can have
devastating consequences for people near to
(or occasionally quite far from) the impact
site. Also, they are mostly too small to be
readily detected or tracked by existing

telescopic programmes, which can only
observe a portion of the sky at any one
time. And their impacts are too infrequent

to be witnessed and studied in detail by

Imagine a flying "mountain" crashing to Earth at a speed a hundred
times faster than a jet. Such an asteroid would probably plunge into
an ocean and explode with an energy of about 10 times the yield of
the largest thermonuclear bomb ever tested.

with a potential death toll of a billion or

more - has an annualised fatality rate

comparable to other serious hazards, like

earthquakes or airline crashes. At a

minimum, the increasing rate of discoveries
of Near-Earth Asteroids combined with

media sensationalism will surely alarm the
public and bring the issue of this potentially

solvable hazard (such as by deflecting an

approaching asteroid away from the Earth)
to the desks of responsible emergency
management officials.

An impact on Earth by one of the largest

cosmic bodies of practical concern, asteroids
and comets, from 1-3 km across, could

destroy life throughout an entire continent.
They are large enough to be seen by
astronomers using modest telescopes in an

existing, loosely co-ordinated, international

programme known as the Spaceguard Survey.

scientists, so their nature and effects are not

yet well characterised.

Thus, scientific uncertainties are greatest for
just those objects whose sizes and impact
frequencies should be of greatest practical
concern to public officials. Impacts of these

cosmic bodies are unfamiliar even to many
of those in military agencies that routinely
scan the skies for more familiar military

hazards. Impacts of such bodies range,

depending on their size, from annual events

to extremely devastating potential impacts; a

300 metre impactor might cause one
million deaths, roughly equalling the death

tolls of the few largest natural disasters in

the last several hundred years. One of these
collisions has a few tenths of a percent

chance of happening during the 21st

century. Impacts of the smaller of these
bodies (several metres to 50 metres) will

happen, and possibly during our lifetimes,
so the hazards they pose must be addressed

by society's institutions.

In order to illustrate concretely the nature of
the impact hazard and what precautionary

measures are possible, consider three

different impact scenarios. In Case A,

imagine a flying "mountain", larger than the

Vehicle Assembly Building at NASAs

Kennedy Space Center or larger than the

world's largest domed stadium (the New

Orleans Superdome), crashing to Earth at a

speed a hundred times faster than a jet.
More probable than hitting land, such an

asteroid would plunge into an ocean and

explode with an energy of about 10 times

the yield of the largest thermonuclear bomb

ever tested. Although the effects would be
very different, the released energy would be
close to a magnitude of eight earthquakes,

roughly equal to the annual production of

electricity from all nuclear power plants in
France and Japan combined.

The brief atmospheric phase of the impact

might disrupt some communications, and

any ship near the impact point would be
destroyed. By far the most dangerous

outcome of the impact would be the

resulting tsunami ("tidal wave"), which

would convey perhaps 20% of the impact
energy toward distant coastlines. Currently,

there is a very small chance (less than 20%)
that astronomers will discover such a

"small" impactor in advance; if they do,
there would likely be years or decades of

warning, thus allowing time for space-faring

nations to deflect or destroy the asteroid in

question. If they don't discover it, then there
might be hours of warning before a

tsunami, particularly if the impact is in the

well-monitored Pacific Ocean - or maybe
no warning at all if the impact is in an

ocean with less advanced tsunami warning

systems - before enormous waves crash

ashore, threatening destruction and loss of
life on a scale never seen by humanity

For Case B, consider an enormous rock

larger than any of the world's largest

buildings crashing through the Earth's
atmosphere and striking land instead of an

ocean. The explosion would be as though we

took one of the world's largest thermonuclear

bomb ever tested and exploded ten of them
at once. An enormous crater would be
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created within seconds, 3-4 km across and

deeper than the Grand Canyon. Everything

within this city-sized zone would be killed

immediately. There could be serious damage
for tens of kilometres.

The chance of an asteroid over 200 metres

across striking land during the 21st century

is about one in a thousand. Cosmic impacts

are not selective, and any one of the world's

large countries (for instance, Russia,
Canada, China, the United States, Australia

or Brazil) would be vulnerable. If, by luck,

the object were discovered long before

impact, then it would be possible to divert
it so that it would miss the Earth.

For Case C, visualise an asteroid 3 km in

diameter, or a somewhat smaller but higher-

speed comet, crashing to Earth. It would be

as though more than 1,000 of the Case A or
B impacts hit the same place simultaneously.
The crater alone would engulf an area

comparable to one of the world's largest

cities. An impact into the ocean would

penetrate the seafloor, and the resulting
tsunami would be of a scale unprecedented

in recorded history. Material thrown out of

the Earth's atmosphere would ram back

toward the ground, filling the sky with

blazing fireballs and incinerating an area

perhaps as large as India or twice the size of

Western Europe. Such apocalyptic

devastation nevertheless pales compared
with the worldwide death and economic

calamity that would be produced by sudden

global climate change due to stratospheric
contamination. Without advance

preparation, mass starvation might result in

the deaths of a large fraction of the world's
population. No nation would be spared the

dramatic climate change. An asteroid over

2 km wide has a probability ol striking

Earth about once every two million years.

Where there are advance warnings, public

communicators may be able to couch the

impending disaster in familiar terms, such

as protocols preparing people to flee

approaching hurricanes. Education about

the objective character ol impacts might

reduce dysfunctional reactions. Il a

destructive impact were to occur without

warning, the management of the disaster

could proceed much as though it were

caused by a more prosaic natural disaster,

like earthquakes or floods. The victims need

Global science

Big Science is global. Research and
development in medicine, technology,
engineering, chemistry, biology and physics
have long since overrun national borders, in
part because no single government has the
time, money or indeed skills that such work
demands. Projects, from the International
Space Station to building particle colliders
and light sources, or semi-conductor
research: all thrive on global co-operation. It
was not always so. Governments, scientists
and investors have often been wary of each
other, with co-operation tending to take
place on an ad hoc basis. That is why the
OECD Global Science Forum was created: to

provide a venue for inter-governmental
consultations among scientists and
policymakers.

Started as the Megascience Forum in 1992,
its goal was to strengthen scientific co¬
operation on Big Science projects, like
underwater studies of ultra high-energy
neutrinos, international electron accelerator

facilities, nuclear physics and global
biodiversity. Deemed a success in 1999, its
mandate was expanded as the Global
Science Forum, the aim being to address
more basic issues as well, like co-ordinating

research on short-pulse lasers, pooling
resources for neuroinformatics and helping
to resolve competition issues regarding outer
space airwaves between radio astronomy
researchers and telecommunications

satellites.

In February 2003, the Global Science Forum
convened in Tokyo to discuss its long-term
Study on International Scientific Co¬
operation, a 10 to 15-year programme to
plan and implement new multinational
research projects.

For more on the Global Science Forum, click

on S & T Policy at www.oecd.org'science

not fear more esoteric after-effects,

analogous to earthquake aftershocks or the

lingering radiation or infection following a
nuclear or biological attack.

While the generic elements of asteroid

deflection technology are known - a

spacecraft has already landed on one

Earth-approaching asteroid, Eros - no

integrated system has been designed, let

alone implemented. It may be prudent or

cost-effective to develop such technologies,

perhaps as comparatively inexpensive

add-ons to space missions conducted for
other scientific purposes.

Reactions to much more deadly disasters
around the world - an earthquake,

typhoon, or flood - are often characterised

by a subdued fatalism, i.e. they are deemed
"acts of God". While such disasters

encompass countless personal tragedies and
may engender massive international relief

efforts, they lack the amplified and

reverberating repercussions witnessed after
the 11 September attacks in the US.

Research m risk perception suggests that a

large, unexpected asteroid impact could

have an effect similar to 1 1 September, both

in terms ol public and official reactions.

In particular, many people would fear that

they could be the next random casualties

and may well ask, "Why can't something be
done?" Of course, the technology to

discover all potential projectiles and reliably
divert or destroy an incoming one, would
be enormously expensive. But it is
technologically feasible, and so the reason it

is not being implemented must at least be

an implicit political decision concerning
public priorities. While much more effort is

clearly required to provide a thoroughly
sound foundation for decision making, we
probably now know enough about

near-Earth objects for those priorities

to be determined objectively.
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A more inclusive labour market
Why should countries care about under¬
employed groups such as the unskilled,
lone parents, women, immigrants and

older workers? A harsh question, perhaps,

but it is one of the key issues which will be

examined by OECD Employment and
Labour Ministers at their meeting of 29-30

September, under the title "Towards more

and better jobs".

Many people in these disaffected groups

are trapped in situations of inactivity. They
are disproportionately affected in periods of
economic weakness like the current one.

And if they manage to re-enter the labour

market, they have difficulty moving up the
career ladder. These concerns are not new.

Yet, there is a renewed interest in these

issues because of a recognition that better
mobilisation of such underutilised

resources is crucial to meeting the

challenges of ageing. Pension reform is an
obvious response to ageing, but it is not
enough: unless under-employed groups are
better mobilised, population ageing will

entail labour shortages, hurt growth and
increase public welfare bills.

Ministerial discussions will focus on what

works and what doesn't in a bid to utilise

more labour resources. A comprehensive

policy strategy will be considered. This
involves, first, greater emphasis on

employment-conditional benefits and
targeted reductions in social security

contributions. Moreover, access into paid

employment of under-employed groups

should be facilitated, e.g. through wider

part-time opportunities and more child
care facilities. Individuals on social benefits

who can work should be "activated" with

the help of effective support services, with

penalties for those that refuse.
Mobilising older workers demands not

only reforming early retirement schemes

and disability benefits, but taking action to
change social attitudes towards older
workers. Also, it demands belter

investment in training, especially in new

technology. This is the best way to enhance

the employment prospects of unskilled
workers and upgrade abilities in general.

Some have argued that maintaining some

individuals in inactivity can help reduce

unemployment and improve employment

prospects for the young. Experience shows

that such approaches have been counter¬

productive, hurting employment generally.

A more inclusive labour market is possible,

and the upcoming labour ministerial aims

to provide a stepping stone to reach this
goal.

Wanted: renewed

partnership to fight
infectious disease
The current concerns about severe acute

respiratory syndrome (SARS) serve as a

stern reminder ol the potential impact
ol infectious diseases, bringing home to us
the economic as well as the human costs.

Since WHO issued its first SARS alert on

12 March, 17 countries have been affected,

over 100 people have died and nearly

3,000 people have been infected. The
indirect effect of SARS on normal day to

day life in affected areas and on the

economy of Hong Kong in particular has of
course been much wider.

However, so far at least, SARS is still an

emerging disease with relatively modest

impact on human life. And to the extent

that health authorities worldwide mostly

have responded quickly to the challenges
thrown at them - thanks in no small

amount to WHO's surveillance networks -

we can take heart in the fact that our

global defense systems can work. But

this is by no means so for all emerging
infectious diseases. Worldwide, infectious

diseases remain the leading cause of
mortality, with 17 million deaths each year.
Since the 1970s at least 30 new infectious

diseases have emerged for which no
effective treatment exists. And in this

modern world, diseases can spread further

and faster than ever before, threatening our
lives, societies, and economies.

The global response to some disease threats

has come under intense scrutiny - notably

HIV/AIDS, TB and Malaria - with some

impressive successes. But the majority of
diseases remain classified as "neglected". If

the international community is to respond

to these effectively then all the weapons in

the existing global armoury will need to be

deployed. Sensitive application of

biotechnology, genomics and informatics
will contribute, as will more effective

public-private partnerships in R&D, and
efforts to overcome market failure in

development of new drugs and vaccines.

But a more joined-up approach by leading

economies also is necessary.

OECD countries meeting in Lisbon in

October 2002 debated how they could

better work together and with other

international agencies to deliver on these

challenges. The key messages are reported

in "Biotechnology and Sustainability - The

Fight Against Infectious Disease" available
at www.oecd.org/biotechnology.

A determined and sustained international

partnership is required to decouple the

impact ol infectious disease from the engine
of economic growth. If anyone is in any
doubt, ask Hong Kong.
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Net gains for fisheries
Further liberalisation ol the worlds lish

markets must first be led by effective

management if the sea is to have plenty ol
fish lor everyone. This has long been the
mantra ol the OECD Fisheries' Committee

and was confirmed at a press briefing by
OECD fisheries experts in March to mark
the launch of a new report, Liberalising

Fisheries Markets: Scopes and Effects. The
OECD maintains that both developed and

developing countries stand to benefit from
additional tariff and subsidy reductions,

but cautions governments to ensure that

their trade and fisheries management

policies are mutually supportive.

While much progress has already been

made in opening up fisheries markets -

average import tariff rates imposed

by developed countries dropped by
26% during the last two decades -

more reductions still need to be made.

In many OECD countries, for instance,

prohibitive tariffs exist to protect
processing industries, alongside other
measures that essentially distort or hinder
trade, including widespread government

subsidies, which can result not only in

unnecessarily large fishing fleets, but an
artificial insulation of the industry from
commercial realities.

There is a greater need lor measures to
ensure the sustamability of the fisheries

market, as the report points out that many

OECD countries do not effectively

constrain catch and the size of fishing

fleets. While this may produce a short term

increase in production and capacity,

ultimately, it will serve only to weaken the
industry by irresponsibly depleting already-

endangered fish stocks.

Biotech farming

for development
Agricultural biotechnology might just be
the land where many farmers fear to tread,

yet assessing its potential benefits and uses
may become essential to developing

countries if they are to meet the food
supply challenges of the coming decades.

While conventional cost analysis

approaches will continue to frame the
impact of modern agricultural
biotechnology, analysing such impacts at
the community or household level is

necessary to determine if poor farmers m
developing economies can actually access

and benefit from these technologies. Most

current crop biotechnology products focus

on lessening production costs, primarily
through reducing vulnerability to losses
due to pests and diseases.

At a November 2002 OECD Global Forum

on Knowledge Economy, different country
policies to address agricultural

biotechnology were discussed in the hope

of opening a global dialogue not only on

the promise of this technology, but its
inherent risks.

Ironically, modern agricultural

biotechnology is probably most useful to
those countries least capable of developing

it. Only a limited number of countries are
in a current position to benefit from
agricultural biotechnology, meaning that
the rest, including Brazil, China and India,

must invest significantly more public
resources as well as adapt foreign

technologies before realizing measurable
returns.

Recent advances in agricultural

applications of modern biotechnology
promise to bring sustainable gains in

agricultural productivity, both reducing
poverty and enhancing food security in
developing countries. Yet while impact
assessment is a critical tool for addressing

potential social, economic and
environmental costs and benefits, this is

incapable of considering the complex
nature ol rural communities in emerging
and transition economies.

Ambassadorial

appointments
17 February -John Rowan is the new
ambassador lor Ireland to the OECD. He

comes to the organisation from Ireland's
Department of Foreign Affairs, where he
was responsible for the Human Rights
Unit since 1997. He has previously
served at Irish embassies in both the

Middle East (Beirut and Baghdad) and
the US (Washington, D.C. and San

Francisco), with a 4-year career break in

the private sector. While in Paris, Mr.

Rowan will share his responsibilities
between the OECD and UNESCO.

25 January - Dominique Perreau, the

new French ambassador, was previously
Director of Economic and Financial

Affairs at the Ministry of Foreign Affairs.

He launched the company Eurostratégie

in Brussels in 1986, and in the past 10

years has served as ambassador to

Senegal, Gambia and Korea.

17 March - Hungarian ambassador
Kâroly Lotz comes to the OECD from

the Hungarian parliament, where he

worked on European integration. He
served as Minister for Transport,
Communication and Water from 1994-

1998, and as president of the European

Conference of Ministers of Transport
(ECMT)in 1995.

18 March - Ulrich Stacher, Austrian

ambassador, was director-general of the
Federal Chancellery in Vienna since
1987, where he was responsible for

European integration and economic
coordination. Mr. Stacher has extensive

experience in African economic issues,
having served as economic advisor to the

government of Kenya from 1973-1977.

The OECD's governing body, the

Council, is made up of representatives
of member countries. These

ambassadors provide guidance on the
work of OECD committees and decide

on the annual budget of the OECD
secretariat.

Observer No. 237 May 2003 43



oecd.org
Calendar

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.

APRIL

22-23 Development Assistance Committee, high-level meeting.

23-26 Trade and Investment: Maximising the Benefits of

Globalisation for Africa, organised by the Club du

Sahel and the OECD Trade Directorate. Dakar, Senegal.

28-29 OECD Forum 2003, public gathering ol senior figures

from governments, business, academia and civil society.

28-29 Annual International Energy Agency meeting at
ministerial level.

29-30 Annual OECD Council meeting at ministerial level of

foreign affairs, finance, economy and trade ministers.

30 Child Labour, seminar organised by the Directorate of

Employment, Labour and Social Affairs (ELS).

MAY

5-6 FDI in Transition Economies: Policies, Practices and

Challenges, roundtable sponsored by OECD and the

Consumer Unity and Trust Society (CUTS). Istanbul, Turkey.

13-15 Land Conservation Indicators, experts meet to further

develop land conservation indicators for policy

purposes, organised by OECD. Kyoto, Japan.

15-16 Trade and Competition, joint global forum organised

by the OECD Trade Directorate and the Directorate for

Financial, Fiscal and Enterprise Affairs (DAF).

19-20 Global Forum on Agriculture, organised by the OECD

Directorate for Food, Agriculture and Fisheries (AGR).

19-24 World Health Organization annual assembly. Geneva,
Switzerland.

21-23 Environment for Europe, ministerial conference

organised by the UNECE. Kyev, Ukraine.

22-23 Public Management, symposium organised by the
OECD Directorate for Public Governance and Territorial

Development (GOV) and the French Ministry of

Economy, Finance and Industry.

26-30 Auditing Multinational Enterprises, seminar organised

by DAE Chonan, Korea.

28-30 Latin American Corporate Governance Roundtable,

organised by DAE Santiago, Chile.

29-31 Fighting Corruption and Safeguarding Integrity,

global forum on governance organised by GOV. Seoul,
Korea.

JUNE

1-3

2-3

5-6

5-6

12-13

17

20-21

24-26

G8 Summit of finance ministers. Evian-les-Bains,

France.

OECD-World Bank Bond Market Forum. Washington,
DC.

Moving Forward on Market Access in the Doha

Development Agenda, global forum on trade organised

by the OECD Trade Directorate.

Sustainable Development of Global Fisheries,

meeting of the Round Table for Sustainable

Development.

Business and Industry Advisory Committee (BIAC)

to the OECD, general assembly. Rome, Italy.

Financial Action Task Force (FATF) plenary meeting

on money laundering. Berlin, Germany.

European Union Summit Meeting. Thessaloniki, Greece.

The OECD Territorial Development Policy Committee,

high-level meeting hosted by the State Secretariat for

Economic Affairs, Switzerland. Martigny, Switzerland.

AUGUST

10-16 Stockholm Water Symposium, organised by the

Stockholm International Water Institute. Stockholm,

Sweden.

28-29 Intellectual Property Rights, Innovation and

Economic Performance, meeting organised by the

OECD Directorate for Science, Technology and Industry
(STI).

SEPTEMBER

10-14 World Trade Organization, 5th ministerial conference.

Cancun, Mexico.

21-28 World Forestry Congress, 12th annual forum. Québec,
Canada.

23-24 IMF/World Bank annual meeting. Dubai, United Arab
Emirates.

29-30 Employment and labour ministerial meeting.

"Towards More and Better Jobs", organised by ELS and

chaired by the French Minister, Francois Ftllon, from the

Ministry of Social Affairs, Labour and Solidarity.
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Future risks

Emerging Risks in the 21st
Century: An Agenda for
Action

The 21st century was kicked

off with a global scare, the

"millennium bug", that

threatened to destroy

computers worldwide, along

with all their dependent

technology, affecting air traffic
control systems, hospital

emergency rooms and the
stock market. These

consequences were avoided.
However, the SARS virus has

more recently frightened the
world with the rapidity of its
contagion, while the fear of
chemical attack contributed

to sales of gasmasks right
across the United States.

It seems that as the world

grows smaller and more
technological, the risks get

larger. Emerging Risks in the
21st Century examines not

only the changing nature of
these risks, but also society's

capacity to manage them. The
five categories addressed -
natural disasters, industrial

accidents, infectious diseases,

terrorism and food safety -
have become all too familiar.

What are the trends and

forces shaping these risks in
the next few decades, where

are vital systems most
vulnerable, and how can

governments best prepare to

deal with future emergencies?

Information gathering is

one step forward. The OFDA-
CRED International Disaster

Database considers an event

a disaster when either

10 people are reported killed,

100 people are reported
affected, international

assistance is officially
requested, or a state of
emergency is declared.

According to these criteria,
the database has recorded a

leap from approximately
100 natural disasters

worldwide in 1970 to over

350 in 2000, and Irom

50 technological disasters in
1980 to 300 in 2000.

Emerging Risks points to

risk perception itself as one
factor that can delay or

exaggerate precautionary
measures. But scientific risk

assessment, while increasingly

sophisticated, is based less on
human behaviour and more

on linear cause-and-effect.

Cyber-crime, terrorist attacks

and some natural catastrophes
call for a critical look at both

the safety of networked
systems and the social
infrastructure that makes

them vulnerable.

"Risky future", OECD Observer
No. 235, December 2002.

Campus innovation

Turning Science into Business:

Patenting and Licensing at

Public Research Organisations

Education may be a
competitive business these

days, though not just for

course work, degrees and

diplomas. Rather, universities
are discovering that
innovations from their science

departments can have market

value. Indeed, the possibility
that untold wealth might be

buried in university

laboratories is prompting many

public research institutions to

liven up their laboratory

practices and encourage on-

campus entrepreneurialism as

a possible source of extra

revenue. According to Turning

Science into Business: Patenting

and Licensing at Public Research
Organisations, an increasing
number of universities and

public research organisations

are incorporating measures to
ensure that intellectual

property innovations are

patented and licensed for
maximum commercial value.

But making laboratories more

business-like means not only

actively promoting faculty and
student research, but also

determining how best to

pursue any relationship with
business clients while

protecting the public interest.

Turning Science into Business

examines legal and regulatory
frameworks in 13 countries

that have been developed for

commercialising intellectual

property arising from publicly-
funded research. Across the

OECD area and beyond,

countries such as Germany

and Korea are emulating the

US Bayh-Dole Act of 1980 that

gave universities the right to

patent and earn revenue from

licensing to outside firms. One

finding is that legislative action
is not the only way to promote
the protection and exploitation

of intellectual property, nor is
it sufficient to get researchers

to become inventors. Providing
researchers with clear rules

and allowing them to benefit
from commercialisation

activities are just as important.
With results from the first

international survey on

patenting and licensing at

public research organisations,

Turning Science into Business

also provides key data on the

amount of patented inventions
and new start-ups originating
from universities and public
labs in several OECD

countries. The study points to
enormous variations in terms

of the revenues obtained from

licensing, with US universities

the profit leaders, pocketing
more than $1.2 billion each

year, although income from

licensing academic inventions

remains small in comparison

to overall research budgets

After surveying differences
in national laws and in

patenting activity, Turning

Science into Business presents a

series of country case studies

illustrating the policy stories

behind the figures. While legal

frameworks have sprung up to

help, more progress will come

with a change in the business
culture and mindset of the

researchers themselves.
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New publications, March - May 2003

All publications available in paper and electronic book format. This is a selected list.
For more titles, please consult www.oecd.org/bookshop.

AGRICULTURE AND FOOD

Agricultural Trade and Poverty:
Making Policy Analysis Count Q
ISBN 9264197338

332p, 51 tables, 41 graphics
$45 £28 ¥5,250 MXN410

How can agricultural trade reform serve
the needs of the poor? What are the
benefits of agricultural trade liberalisation,
and what are the potential dangers?

Liberalising Fisheries Markets:
Scope and Effects J
ISBN 9264199861

388p, 100 tables, 60 graphics
$72 £46 ¥8,800 MXN740

Abstracts of Agricultural Tractor
Tests, 2003 Edition Q
ISBN 2853626091

197p
$27 £17 ¥3,300 MXN275

Organic Agriculture: Sustainabilily,
Markets and Policies

ISBN 9264101500

400p

Prices forthcoming.

DEVELOPMENT AND AID

The DAC Journal: Development
Co-operation Report 2002 Q
ISBN 926410089X

300p, 46 tables, 37 graphics
$50 £32 ¥6,150 MXN515

Development results and aid
effectiveness: what works and why is
examined using the Millennium
Development Goals as a common yard¬
stick to identify and adapt the key lessons
learned in the areas of accountability,
evaluation and reporting, for poverty
reduction, public/private partnerships
and water and sanitation services.

Harmonising Donor Practices for
Effective Aid Delivery
ISBN 9264199829

104p
S25 £16 ¥3,050 MXN260

Poverty and Health J
ISBN 9264100180

79p
$21 £13 ¥2,550 MXN215

OECD/WHO publication.

Public Opinion and the Fight against
Poverty
ISBN 9264199985

229p, 30 tables, 23 graphics
$45 £29 ¥5,500 MXN460

African Economic Outlook

ISBN 9264100032

420p, 100 tables, 148 graphics
$70 £45 ¥8,600 MXN720

See review.

ECONOMICS

OECD Economic Outlook

No. 73

ISBN 9264100571

250p, 120 tables, 160 graphics
$61 £39 ¥7,500 MXN630

The Sources of Economic Growth in

OECD Countries

ISBN 9264199454

195p, 52 tables, 28 graphics
$40 £26 ¥4,900 MXN410

What are the root causes of the

divergence in growth across the OECD?
How much of it can be attributed to new

technology and R&D? What role has
macroeconomic policy played? How
important is education and training? How
important are the barriers to business
start-up and closure?

OECD ECONOMIC SURVEYS

Each survey: $35 £22 ¥4,300
MXN360

Australia U

ISBN 926410075X

224p, 28 tables, 40 graphics
Special features: Migration policies.
Australia's commitment to reform in the

fields of fiscal and monetary policy as
well as tabour, product and financial
markets in the past two decades has
placed it among the top performers in
the OECD. No time for complacency,
however, as challenges still exist, in
particular in the areas of welfare, private
pensions, education, competition and
the labour market.

Spain
ISBN 9264101071

UOp, 42 tables, 35 graphics
Special feature: Migration. How urgent is
pension reform? How should policymakers
respond to increased immigration?

Czech Republic J
ISBN 926410044X

95p, 28 tables, 35 graphics
Special features: Health policies. How
can comprehensive and high quality
healthcare be sustained despite rising

costs? What can be done to overcome

barriers to labour mobility?

Iceland Q

ISBN 9264101691

105p, 19 tables, 31 graphics
What are the challenges involved in
expanding power-intensive industries
over the next few years? How could
public spending discipline be enhanced?

EDUCATION

Schooling for Tomorrow:
Networks of Innovation

ISBN 9264100342

130p

Prices forthcoming.
To what extent can educational

networks replace cumbersome
bureaucracies as forms of management
and as sources of innovation and

professionalism? As schools become
more autonomous and the world more

complex, what forms of organisation
and governance will ensure that
education does not just fragment into
chaos?

Polytechnic Education
in Finland

ISBN 926419939X

140p, 23 tables, 34 graphics
$30 £19 ¥3,500 MXN275

This report looks into the seemingly
successful Finnish strategy to raise the
population's knowledge and skill levels, in
particular by doubling higher education
enrolments by the end of the century.

Financing Education:
Investments and Returns

ISBN 9264199713

232p, 36 tables
$25 £16 ¥1,050 MXN260

New Challenges for Educational
Research 21

ISBN 926410030X

104p
$21 £13 ¥2,550 MXN215

EMPLOYMENT AND SOCIAL

ISSUES

A Disease-based Comparison of
Health Systems: What is Best and at
What Cost?

ISBN 9264099816

362p, 55 tables, 59 graphics
$75 £48 ¥9,200 MXN775

See review.

Ageing and Employment: Sweden
ISBN 9264199969

120p, 18 tables, 26 graphics
$24 £15 ¥2,950 MXN250

Trends in International

Migration: SOPEM1 2002
ISBN 9264199497

lllp, 174 tables
$70 £45 ¥8,600 MXN720

Entrepreneurship and Local
Economic Development: Programme
and Policy Recommendations
ISBN 9264199780

240p
$35 £22 ¥4,100 MXN320

ENERGY

Cool Appliances: Policy Strategies for
Energy-efficient Homes
ISBN 9264196617

80p, 22 tables
$75 £50 ¥9,550 MXN870

See review.

Physics of Plutonium Recycling Q
ISBN 9264199055

128p
$45 £29 ¥5,500 MXN465

South American Gas: Daring
to Tap the Bounty
ISBN 9264196633

244p
$100 £64 ¥12,250 MXN1.030

Energy Policies: Germany
ISBN 9264197710

120p, 15 tables, 31 graphics
$75 £52 ¥9,700 MXN525

ENVIRONMENT

Voluntary Approaches for
Environmental Policy: An Assessment
ISBN 9264171312

$29 £18 ¥3,450 MXN277

The use of voluntary approaches in
environmental policy is attracting
growing interest in OECD countries,

but does it work? A systematic analysis
of the different types of voluntary
approaches, their role and effectiveness.

OECD Guiding Principles for
Chemical Accident Prevention:

Preparedness and Response
ISBN 9264101810

170p
$35 £22 ¥4,300 MXN360
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OECD Environmental Performance
Reviews

Netherlands

ISBN 9264101004

180p, 29 tables, 24 graphics
$29.60 £19.20 ¥3,640

MXN304

Poland

ISBN 9264100954

174p, 27 tables, 21 graphics
$37 £24 ¥4,550 MXN380

FINANCIAL AND FISCAL AFFAIRS

Financial Market Trends No. 84

OECD Code 27200301 1P1

144p, 12 tables, 15 graphics
Sold as subscription only.
Chapters on: The Health of Financial
Institutions in the Bear Market; European
Banking and Stock Market Integration;
Pension Reform and Financial Markets.

Chinas Evolving Foreign Direct
Investment Policy Framework
ISBN 9264101950

163p, 45 tables
$34 £22 ¥4,170 MXN350

Taxing Wages: 2001/2002 Q
ISBN 9264099972

350p, 115 tables, 10 graphics
$85 £54 ¥10,400 MXN880

Bank Profitability: Financial
Statements of Banks

ISBN 9264099948

400p, 341 tables
$85 £54 ¥10,400 MXN875

Business Tendency Surveys:
A Handbook Q

ISBN 9264198946

108p, 17 tables, 12 graphics
$25 £16 ¥2,900 MXN230

OECD Journal on Budgeting: Volume
2 Issue 4

OECD Code 422002041P1

116p
Sold as subscription only.
Budget Reform in OECD Member
Countries: Common Trends; Con¬

trolling Public Expenditure: The
Theory of Expenditure Limitation; and
How do Treasury Systems Operate in
Sub-Saharan Francophone Africa?

Effective Action against Hard Core
Cartels

ISBN 9264101241

65p
$21 £13 ¥2,550 MXN210

GENERAL

Emerging Risks in the 21st Century
ISBN 9264199470

200p, 30 tables
$24 £15 ¥2,800 MXN220

OECD Annual Report: 2003 Edition CJ
ISBN 926409914X

97p
Free publication.

GOVERNANCE

From Red Tape to Smart Tape:
Administrative Simplification in
OECD Countries

ISBN 9264100679

284p, 10 tables
$58 £37 ¥7,100 MXN600

What tools and practices are

commonly used by governments to
simplify administrative regulations?
How can innovative thinking and
skilful use of IT lead to new and more

effective approaches to administrative
regulation?

Ageing, Housing and Urban
Development
ISBN 9264198172

244p, 27 graphics
$35 £24 ¥4,600 MXN315

Open Government: Fostering

Dialogue with Civil Society Q
OECD Code 42200301 1E1

145p
$32 £20.80 ¥3,920 MXN328

The E-Government Imperative
ISBN 9264101179

131p, 34 graphics
Prices forthcoming.

Leveraging Private Finance into City
and Region Economic Development
ISBN 9264101993

140p

Prices forthcoming.

INDUSTRY, SCIENCE AND

INNOVATION

OECD Communications

Outlook: 2003 Edition Q

ISBN 9264199845

290p, 102 tables, 66 graphics
$75 £48 ¥9,200 MXN775

The 2003 edition analyses major changes
and trends in the communications sector

and explores future developments. It
provides an extensive range of indicators
for the development of different
communications networks, and

compares performance indicators, such
as revenue, investment, employment and

prices for service throughout the OECD
area.

Turning Science into Business:

Patenting and Licensing at Public
Research Organisations
ISBN 9264100229

300p, 20 tables, 20 graphics
$60 £38 ¥7,350 MXN620

See review.

OECD Télécommunications Database

2003

ISBN 9264101489

CD-ROM

Prices forthcoming.

Iron and Steel Industry in 2001
ISBN 9264100083

50p, 30 tables
$31 £20 ¥3,800 MXN320

STATISTICS

International Development Statistics

ISBN 9264100652

$79 £51 ¥9,700 MXN815

Only available on CD-ROM.

Statistics on International

Trade in Services: 1992-2001

ISBN 9264100857

403p, 212 tables
$95 £61 ¥11,650 MXN980

Foreign Direct Investment Statistics:
How Countries Measure FD1

ISBN 9264100547

175p
$32 £20.80 ¥3,920 MXN328

International Trade by
Commodity Statistics Q
OECD Code 342002053P1

531p, 506 tables
Sold as subscription only.

External Debt Statistics:

2000-2001

ISBN 9264099344

29p
$31 £20 ¥3,600 MXN285

Also available on CD-ROM.

SUSTAINABLE DEVELOPMENT

Creating Markets for Energy
Technologies
ISBN 9264099638

lOOp, 9 tables, 19 graphics
$75 £52 ¥9,500 MXN750

See review.

Overcoming Obstacles to Policy
Reform: Work on Environmentally
Harmful Subsidies Q

ISBN 9264101039

180p, 15 tables
Prices forthcoming.

Innovative Soil-Plant Systems

for Sustainable Agricultural Practices

ISBN 9264099719

560p
$85 £54 ¥9,950 MXN780

How does the health of soil reflect

unsustainable practices? What does
sustainable management for soil

entail? Examples given include
approaches for assessing soil health,
defining the economic and
environmental sustainability of land

management practices and translating
science into practice.

Safe and Sustainable Transport:

A Matter of Quality Assurance Q
ISBN 9282113035

224p, 13 tables, 29 graphics
$50 £32 ¥6,150 MXN515

TRVNSPORT

transport and Exceptional
Publie Events

ISBN 9282113051

340p
$75 £48 ¥9,200 MXN775

Managing the Fundamental

Drivers of Transport Demand
ISBN 9282113760

140p, 14 tables, 22 graphics
$35 £22 ¥4,300 MXN360

Statistical Report on Road Accidents:
1999/2000

ISBN 9282102998

115p, 25 tables, 40 graphics
$27 £17 ¥3,300 MXN280

Latest OECD

Policy Briefs

Free online at www.oecd.org

Click Documentation (top of
screen)

J Economic briefs on Surveys

of: Australia, Spain, the Czech

Republic, Iceland

21 Voluntary Approaches in

Environmental Policy

J The E-government Imperative:

Main Findings

Engaging Citizens Online for

Better Policy-making

Q Improving Water

Management: Recent OECD

Experience

_l Disability Programmes in
Need of Reform

Territorial review of Oresund
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Cool Appliances: Policy

Strategies for Energy-
Efficient Homes

Think twice before you
switch on the air

conditioning this summer.

For many living in hot,

humid cities, air conditioning
is seen as the greatest
invention of all time. But

being slightly cooler has a
high price as far as energy

consumption is concerned.

Cool Appliances advocates

the adoption of technologies
designed to improve energy

efficiency of residential
appliances by more than one-

third in the space of 10
years. Modern society's

dependence on residential

appliances shows no sign of

abating; 30% of all electricity
generated in OECD countries

is used by private residences,

which in turn are responsible
for 12% of all carbon dioxide

emissions. As developing
countries enter the next

phase of economic and social
progress, alongside the

already high demands of
their developed counterparts,
the global demand for energy
is slated to increase even

further.

Cool Appliances analyses
the potential energy savings
and carbon reductions

possible via technological
improvements to common

appliances. Society's

increasing use of computer
and network technology is a
good target for possible

energy savings. Most

computers continue to

consume power even when

in standby mode. Using

energy-efficient appliances
in the home could slash

642 terrawat hours (TWh) of

electricity and 322 million
tonnes of carbon dioxide

emissions by 2010. This

single measure would have

the equivalent effect of
taking 100 million cars off
the roads in OECD

countries. And it would also

achieve up to 30% of the

energy savings set out by the

Kyoto protocol.

Though Cool Appliances

concedes that such savings
would be achieved at a cost

to society, the extra spending

on improving energy

efficiency would be more
than offset by savings in

running costs over an

appliance's life. Policies

like this have already

proved effective - in IEA

countries they reduced the

need for 25 gas-fired power
stations in 2000, for

instance.

Sluggish Africa African
Economic Oi

African Economic Outlook

Regional conflicts, the global
slowdown and the crisis in the

Middle East are taking their toll

on the African economy, even if

there may be short-term gains:

Cameroon and Ghana may be

reaping the benefits of higher
cocoa prices due to the civil war
in Côte d'Ivoire. The second

annual African Economic Outlook

forecasts only modest growth of
3.3% for Africa as a whole in

2003; this is far short of the 7%

deemed by the NEPAD (New
Partnership for Africa's

Development) as being

necessary for African countries

to begin to catch up with the
rest of the world.

Sluggishness in the economy

is largely due to the overall

decrease in prices in the last two

years for such key commodities
as coffee, tea, cotton, oil and

gold. The subsequent

deterioration of export earnings
has further discouraged trade-

oriented foreign investment.

The world price of cotton, for

example, a major export for

countries like Sudan and Egypt,

is less than

hall what it

was in 1995,

and the tea

and coffee

markets are

also low. The Outlook points to
ongoing conflict and lack of

good governance, in addition to

the impacts of drought and
disease, as further obstacles to

growth.

The 2003 African Economic
Outlook stresses the importance
of privatisation for economic
reform and market re¬

orientation. Of 53 African

countries, only nine had no

privatisation activity, but the

process elsewhere has been

uneven. The good news is that

development assistance granted

by OECD countries is set to rise
(see Databank), with

commitments to 2006 from the

EU of US$7 billion and from

the US of US$5 billion. But aid

will be increasingly selective,

depending in particular on

adherence to good governance

practices and reform (see article

on debt relief by Peter
Walkenhorst).

Smart markets

Creating Markets for Energy

Technologies

Energy technologies might

revolutionise society. Trouble is,
where's the market? A handbook

for policymakers, Creating
Markets for Energy Technologies,
shows how "deployment"
marketing can transform a once-

unheard of technology into
commercial success. Using 22
case studies of alternative

technologies, the study
demonstrates how marketing

tactics can

essentially create
demand. For

example, when
Denmark

introduced

mandatory
energy building labels, it ensured
that customers understood its

benefits. In less than four years,
160,000 buildings were assessed

and labelled, saving an estimated

million per year. This book is

a synopsis not only of new energy
technologies, but of the means to

exploit the market practicalities
needed for mainstream success.
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comprehensive assessment of economicprospects and
policies prepared twice a year by the staff of the IMF

71 Scenarios and
A
M \ Today, over 1,110

Ê^g \\ International
Monetary Fund economists
are at work analyzing the
economic and financial factors

that will determine future

global trends. Because their

projections will have an impact
on the decisions made by the
IMF and its member countries,
their research must be based on

the latest facts and figures, and

the sharpest insights. The
results of this unique research
effort are available through IMF
publications, respected the
world over for their quality and
broad coverage. Now, with a

subscription to the World
Economic Outlook, you can
share in these forecasts and

studies as they are published.

World Economic Outlook

includes analyses of
increasingly globalized
trade and capital
markets

Interest rates. Exchange
markets. Trade balances.

Savings, investments, and debt.
Commodity prices. Economic
policies. So many factors
influence the world economy
that it's often difficult to get a
clearperspective of what's
ahead. Andyet, having just
such a perspective is absolutely
vital to making well-informed
decisions today that will best
serve your interests tomorrow.

n d Financial Survev

Before you make
decisions, let the

International Monetary
Fund's top economists
explainfinancial and
economic developments
that could have a

profound impact on
your interests.

The World Economic Outlook

represents a unique
international exercise in

information-gathering and
analysis performed by the
International Monetary Fund

staff to guide key initiatives
and to serve the IMF's

member countries.

projections
The World Economic

Outlook, published at least
twice a year, in English,
French, Spanish, and Arabic,
offers a comprehensive
picture of the international
economic situation and

prospects for the future.

Information used
in top-level decision
making worldwide

With its analyses backed by the
expertise and resources of the
IMF's over 1,100 economists,
the World Economic Outlook

is a uniquely authoritative
reference in the field.

An authoritative

reference you'll use
throughout the year
Today, even small economic

fluctuations can trigger major
financial swings. It's vital to

have the latest perspective on
what's happening and
where it could lead in the

coming months and years.
The World Economic

Outlook brings you that per¬
spective, giving you analysis,
forecasts, and figures you'll
use all year long.

International Monetary Fund
Publication Services
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Getting better, and affording
A Disease-based Comparison of Health Systems: What is best
and at what cost?

Measuring the value of health care is a tricky business. Traditional
data, for instance, might give the number of hospital beds or doctors
per 100,000 inhabitants, but what if some people using health care
are getting better while others are not? Or what if they are getting
better but at much greater expense than in other countries?

Using costly diagnostic and treatment procedures does not
necessarily translate into better health, according to A Disease-based
Comparison of Health Systems, a new OECD book that considers
various approaches to health care in 17 countries. This book,
written by leading experts from OECD countries, including David
Cutler from Harvard University and editor of Health Economics, Alan

Garber, a Stanford physician and economist, and Bengt Jônsson, a
Swedish health economist, assesses treatments for three diseases:

ischaemic heart disease, stroke and breast cancer. It compares the
costs of medical treatment with patient fatality rates. It is one of the
first multi-country studies to analyse expenditure on health care in
this way.

The study points out that national health care systems are

essentially natural economic experiments, with each country using

<L

*ma

different financial and delivery

j \ arrangements towards a common goal:
improving the health of its citizens. It
also finds that there is a need to change

"""""- how comparisons are traditionally made
among different national health systems.

§$&&? rc Instead ol merely considering the
sJffijBWB'v'- financial expenses incurred by each

country, patients should be followed up

after the diagnostic stage to determine

whether the money spent on their care
was worth it.

After analysing data from a variety of

sources, the three-year long project found that insurance-based
systems tend to use high levels of expensive technology. Conversely,
those public integrated health care systems that exert a stronger

control over costs use expensive technologies more sparingly.

A Disease-based Comparison of Health Systems asserts that
significant differences in approaches to treatment in OECD
countries cannot be reduced to differences in medical knowledge,

and thus, affirms the need to adopt more efficient approaches. If we
are to ensure that people receive the best possible care,

technologically driven or otherwise, modern society will need to

consider the implications outlined in this study so that health care
delivers value for money, as well as good health.
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Damned lies and statistics

Helping numbers make sense

Enrico Giovannini, Chief Statistician of the OECD

Comparability, reliability, accuracy: all are hallmarks of the
OECD's renowned statistical databases. This is just as well,
since good policy and business decisions depend on good
numbers. But should you believe what you read?

What would have been your

reaction if you had read the

following sentence in a 1995

newspaper article: "Every year since 1950,
the number of American children gunned

down has doubled"? You probably would

have been shocked, but would you have

spent that much time thinking about the

reliability of such an impressive
"statistic"? For if you had believed it, as

one often does when reading such
headlines, you would have been making a

big mistake. Suppose that in 1950 only
one child in America was shot dead, then

doubling this number 45 times, you
would reach a number of 35 trillion

children gunned down in 1995.
Fortunately, this is an implausible figure.

This widely quoted example is recalled by
Joel Best in his most interesting book,
Damned Lies and Statistics, a title that itself

was inspired by a remark that some
accord to Disraeli, others to Mark Twain.

The example is even more pertinent

insofar as it is based on a syntactic

mistake. In fact, the correct wording in

the original source was "The number of
American children killed each year by

guns has doubled since 1950" and it was
the misquote that disseminated the "false
statistic". The example points to several
other lessons, too. For a start, data (i.e. a

numeric value) without appropriate
metadata (i.e. information about the

meaning of data) do not give any
meaningful information. Also, where

explanatory metadata is provided, the
attention paid by media and other users
to it is frequently much lower than the

attention they pay to the data itself. This
means a "trained" brain may indeed be

necessary to be able to assess the

reliability of a statistical value.

Unfortunately, this creates a general
attitude of leaving to media and other

experts the role of selecting the "correct
statistical information", with the user-

public left to judge the credibility of the
source, assuming it has the tools to do so.

In other words, the layman's capacity to
evaluate the correctness of a statistic is

for that, we tend to trust public sources.
Yet, there are cases in which we think we

are able to measure economic or social

phenomena much better than statisticians.

Let's take the case of inflation. Day after
day we play our role of consumers. In
doing so, we deal with a large range of

prices and we normally compare these

prices both between different stores and
over time. Does this daily activity give us

the capacity to evaluate inflation trends

correctly? Most of us would answer,
"Absolutely!". And when official figures
(normally based on thousands of observed

prices for a large basket of goods and

services) are released by the national
statistical office, we consumers can then

Consumers often have trouble evaluating the effect on prices of the

quality of goods, in particular products with a high technological
content, like cellular phones, for which prices have dropped sharply
since the start of the 1990s.

quite limited. Nor can we pretend that
each citizen should become a professional
statistician by being able to interpret

correctly the growing amount of data
quoted by the media or available on the
Internet. Therefore, we normally have to

rely on somebody else to gather and
"read" statistical information for us. And

judge whether they are correct, excessive

or undershooting, right? No doubt the

popular media will exploit public
sentiment and at least one headline will

trumpet the quip about lies.

Statisticians will say that consumers were

mistaken, of course. But are they right? It
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is often a matter of perception. Consider

what happened in 2002 when 12

countries adopted the euro. Several

consumers' associations queried the "true"

inflation rate, arguing that the impact of

the new currency was to push prices

upward. The euro was introduced in

January, when the official increase in
consumer prices since the same month of
2001 was already around 2.5%. During

the spring, newspapers and other media
began highlighting that some items

(mainly food) were showing large price
increases, due to the "rounding up" effect,

or to the speculative behaviour of
retailers. In some countries "private"

surveys - many of which were more keen

on scoring political points than explaining

the underlying truth - were hastily

launched (sometimes only covering food

items) and they showed that the "true"

inflation rate was much higher than the

official one (calculated by Eurostat), at
1.8% in June and 2.1% in September.

Curiously, very seldom were the methods

of these private evaluations scrutinised by
the media, and certainly not to the extent

that official figures have been.

The main reason for these divergences is

that consumers buy certain products daily

or weekly, like food and clothes, and other

products very rarely, if at all, like
televisions, computers and cars. Therefore,

if there are very different trends in prices

for various groups of products, it can be
difficult to evaluate the overall trend. And

if households with different income levels

buy different baskets of good and services,

and if the distribution of price movements

is heterogeneous (with large increases on
"basic" items and price-falls on hi-fis and

computers, etc.), then the inflation rate as

perceived by various groups of households
will be very different. In addition,

consumers often have trouble evaluating

the effect on prices of the quality of goods
and services, in particular products with a
high technological content, like cellular
phones, for which prices have dropped

sharply since the start of the 1990s.
Unlike consumers, national statistical

offices spend resources adjusting price
movements for these quality changes.

Perhaps it is technical adjustments like

these that lay statisticians open to

Deceptive perceptions
Inflation rates, 1992-2003
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Note : The graph compares the official rate of inflation calculated for the euro area with the "subjective" evaluation of the

inflation trend ; this was estimated by households in the context of a survey by the European Commission. Since spring
2000 there has been an increasing divergence between the two curves, becoming even wider in 2002.
Source: European Commission

accusations of "massaging" the inflation

figures for political ends. Frankly, such

trickery is unlikely, given the large

number of people involved in compiling
consumer price statistics in each country.

And anyway, there is a very long tradition

of strong political independence in almost
all European statistical offices.

Competition from other (often private)

sources of information poses another
problem for official statisticians. First, it

makes the job of identifying reliable
sources that much harder. This is

particularly true of social statistics, and in
overall measures of global well-being.

Policymakers and the general public often

like to use comparative indicators to
measure if their situation is improving or

worsening, or better than in other

countries. Thus, newspapers and journals

are full of reports about indicators on
well-being, competitiveness, development,
etc., where several time series are

combined to derive a single measure and
performances are ranked in ascending or

descending order. But social indicators are

really too complex for this kind of
reductionist treatment. At the very least,
caveats should be made clear, which is

loo often not the case.

Such ranking of indicators may be
appealing, but they are subjective,

reflecting only the compiler's view of the
relative importance of the various aspects

taken into account. On the other hand,

statisticians have to respond to user

needs, by finding correct and transparent

ways to measure factors that contribute to

the well-being of our societies, using a

variety of tools, including reliable and

explainable indicators.

So, while there are cases where statistics

and common sense can diverge,

unraveling the truth and explaining it

accurately is exactly the role of official

statistics. Making an effort to

communicate results is very much part of

the package, too. Only by bridging the
gap between the complexity of statistical

methods, and the needs of users in having
clear and understandable results, can

official statistics be seen by public opinion
as the most trustworthy source of
information.

But if statisticians ignore these pressures,
then people will continue to base then-

judgements on unreliable figures or

indicators. In doing so, they will become
even more convinced that all statistics,

whatever their source, are beneath even

the damnedest of lies.
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Delivering
increased aid
Development aid prospects are brighter

since the International Conference on

Financing for Development at Monterrey in
March 2002. Several member countries of

the Development Assistance Committee
(DAC) at the OECD, which delivers some

95% of global bilateral aid, have pledged to
increase their aid as part of a drive to

achieve the Millennium Development Goals

and cut global poverty in half. According to
OECD calculations, these commitments

would raise DAC official development

assistance (ODA) by 31%, or by US$16

billion, in real terms, by 2006. This would

increase ODA from 0.22% of gross national
income in 2001 to 0.26% in 2006, still

below the UN recommended target of 0.7%.
EU members decided at their Barcelona

Council meeting before Monterrey to raise
EU bilateral aid to at least 0.33% of GNI by

2006, with EU members already above the

UN target of 0.7% maintaining their
performance. Some EU members made
subsequent individual commitments

0.2

0DA/GNI in 2001

0DA/GNI in 2006

After Monterrey
ODA as % of GNI
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J. ODA/GNI ratio for 2006 interpolated between 2001 and year target scheduled to be attained; 2. Assumes static ODA/CM ratio from 2002-03.
3. Assumes ODA constant at around S8.5 billion ajter budget cuts in 2002 and 2003: 4. Assumes, jor 2006, additional S5 bnjrom the
Millennium Challenge Account and $2 bnjrom the Emergency Plan jor AIDS Reliej. and 2% p.a. inflation in the USA to revalue to 2001 prices.
Source: OECD

exceeding the Barcelona target. If all such
commitments are realised, then EU ODA

would average 0.41% of GNI in 2006,

higher than the EU average of 0.39%

predicted at Barcelona.

The United States, for its part, has
announced the creation of a Millennium

Challenge Account, devoted to projects m

nations that govern justly, invest in their

people and encourage economic freedom.
The account is to have an annual budget of
US$5 billion by 2006. The US also recently

committed an additional US$15 billion in

funding over five years for an Emergency

Plan for AIDS Relief. Though still subject to

Congressional assent, these two initiatives

would push US ODA to around 0.15% of

GNI by 2006 from 0.11% in 2001.

Canada has committed to doubling its

ODA by 2010, Norway to increasing its

ODA to 1% of GNI by 2005 and Switzer¬

land to raising its ODA to 0.4% of GNI by

2010. Japan, m contrast, is reducing its

ODA budget due to fiscal constraints.

Italian mothers
In almost all industrialised countries, the last few decades have seen a

sharp rise in female participation in the labour market accompanied
by a decline in birth rates. Not so in Italy, though, where increases in

Employment rates
Mothers with children under six years old

Source: OtCD Labour Force Statistics

female labour force participation, in particular for mothers with young
children, have been modest, and where fertility has declined

dramatically. These patterns might be explained by institutional

rigidities in the labour market, together with characteristics of the
publicly funded child-care system. These rigidities tend to increase the
costs of having children and to discourage the labour market

participation of women with children.

Also, work regulations and wage policies

implemented during the 1970s and 1980s

increased job security for full-time workers

while lowering the probability of

temporary or part-time employment, the

types of employment that mothers often
want. Adding to the peculiarities of the

Italian labour market is the public child-

care system, which often fails to provide
services that actually assist families with

working mothers. The number of children
under 3 years old accepted and the daily

hours offered are both very limited,

meaning that for women working full-time,

public child care is often not an option.
For Italian women, working and having

children are often two mutually exclusive

pursuits.

Observer No. 237 May 2003 53



DATABANK

Indicators

% change from: J leirel:

previous

period

previous

year

current

period

same period

last year

Australia Gross domestic product Q4 02 0.4 3.0 Current balance Q4 02 -6.46 -3.02

. Leading indicator Feb. 03 0.1 2.3 Unemployment rate Feb. 02 6.0 6.6

Consumer price index Q4 02 0.7 3.0 Interest rate Mar. 03 4.76 4.46

Austria Gross domestic product Q4 02 0.1 1.2 Current balance Q3 02 -1.07 -0.73

^^^ Leading indicator Feb. 03 0.2 4.9 Unemployment rate Feb. 03 4.20 4.10

^^^H Consumer price index Feb. 03 0.1 1.7 Interest rate * *

Belgium Gross domestic product Q4 02 0.2 1.6 Current balance Q4 02 2.43 2.40

| Leading indicator Feb. 03 -0.9 -2.7 Unemployment rate Feb. 03 7.70 7.10

Consumer price index Mar. 03 0.3 1.8 Interest rate *' ' *

Canada Gross domestic product Q4 02 0.4 3.9 Current balance Q4 02 2.11 2.80

l4«| Leading indicator Feb. 03 -0.4 2.0 Unemployment rate Feb. 03 7.40 7.80

~i Consumer price index Feb. 03 0.3 5.5 Interest rate Mar. 03 3.20 2.22

Czech Republic Gross domestic product Q4 02 3.4 2.8 Current balance Q4 02 -0.78 -0.48

^^^^ Leading indicator Unemployment rate Feb. 03 7.10 7.50

^fl Consumer price index Feb. 03 0.2 -0.3 Interest rate Mar. 03 2.39 4.30

Denmark Gross domestic product Q4 02 0.0 1.1 Current balance Q4 02 1.37 0.91

Leading indicator Feb. 03 -0.2 4.1 Unemployment rate Feb. 03 5.00 4.30

Consumer price index Feb. 03 0.9 2.9 Interest rate Feb. 03 2.79 3.54

li nland Gross domestic product

Leading indicator

Q4 02

Feb. 03

0.7

-1.1

2.8

-1.7

Current balance

Unemployment rate

Jan. 03

Feb. 03

0.95

8.80

0.71

9.20WÊÊM

Consumer price index Feb. 03 0.7 1.9 Interest rate * *

France Gross domestic product Q4 02 0.2 1.7 Current balance Jan. 03 0.95 0.71

1 Leading indicator Feb. 03 -0.9 0.5 Unemployment rate Feb. 03 8.80 9.20

Consumer price index Feb. 03 0.7 2.6 Interest rate * *

Germany Gross domestic product Q4 02 0.0 0.7 Current balance Q4 02 15.71 5.19

1 _ Leading indicator Feb. 03 -0.1 4.3 Unemployment rate Feb. 03 8.70 8.00

Consumer price index Feb. 03 0.5 1.3 Interest rate * *

G reece Gross domestic product

Leading indicator

Consumer price index

2001

Feb. 03

Feb. 03

-1.2

0.2

4.1

-1.8

4.4

Current balance

Unemployment rate

Interest rate

Dec. 02

Dec. 02

-1.59

9.60

*

-0.87

10.60

Hungary Gross domestic product Q3 02 -1.0 9.6 Current balance Dec. 02 -0.35 -0.05

Leading indicator Unemployment rate Jan. 03 5.80 5.60

Consumer price index Feb. 03 0.8 4.5 Interest rate Jan. 03 7.59 9.26

Iceland Gross domestic product Q4 02 2.0 -2.8 Current balance Q4 02 -0.02 0.06

ii Leading indicator

Consumer price index Mar. 03 1.0 2.2

Unemployment rate

Interest rate

Feb. 03

Feb. 03

3.30

5.80

2.10

9.60II
Ireland Gross domestic product Q3 02 1.3 13.5 Current balance Q4 02 0.11 0.40

"1 Leading indicator Feb. 03 0.5 8.5 Unemployment rate Feb. 03 4.50 4.30

Consumer price index Feb 03 1.0 5.1 Interest rate * *

Italy Gross domestic product Q4 02 0.4 1.0 Current balance Oct. 02 -1.70 1.23

Leading indicator Feb. 03 1.0 -1.6 Unemployment rate Jan. 03 9.00 9.00

Consumer price index Mar. 03 0.3 2.7 Interest rate * *

)a 3an Gross domestic product

Leading indicator

Q4 02

Feb. 03

0.5

0.0

2.8

1.4

Current balance

Unemployment rate

Jan. 03

Feb. 03

8.38

5.20

9.19

5.30

Consumer price index Feb. 03 -0.3 -0.2 Interest rate Mar. 03 0.05 0.17

Korea Gross domestic product

Leading indicator

Q4 02 2.0 7.0 Current balance

Unemployment rate

Feb. 03

Dec. 02

0.02

2.80

0.35

3.30

Consumer price index Mar. 03 1.2 4.5 Interest rate Feb. 03 4.50 4.50
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Indicators

% change from: le /el:

previous

period

previous

year

current

period

same period

last year

Luxembourg Gross domestic product 2001 1.0 Current balance Q4 02 0.31 0.67

Leading indicator Feb. 03 -0.8 0.3 Unemployment rate Feb. 03 2.80 2.20

Consumer price index Feb. 03 1.4 2.5 Interest rate * *

Mexico Gross domestic product Q4 02 0.2 2.0 Current balance Q4 02 -3.53 -5.22

14 Leading indicator Feb. 03 0.9 4.8 Unemployment rate Feb. 03 2.60 2.50

Consumer price index Feb. 03 0.3 5.5 Interest rate Mar. 03 9.12 7.31

Netherlands Gross domestic product Q4 02 0.1 0.5 Current balance Q4 02 5.73 1.56

Leading indicator Feb. 03 -0.8 0.6 Unemployment rate Jan. 03 3.40 2.30

Consumer price index Feb. 03 0.6 2.7 Interest rate * *

New Zealand Gross domestic product Q4 02 0.5 4.2 Current balance Q4 02 -0.71 -0.52

Leading indicator Unemployment rate Q4 02 4.90 5.40

Consumer price index Q4 02 0.6 2.7 Interest rate Mar. 03 5.81 5.31

Norway Gross domestic product Q4 02 0.2 -0.1 Current balance Q4 02 6.93 5.69

II Leading indicator

Consumer price index

Feb. 03

Feb. 03

0.2

0.1

-2.4

4.8

Unemployment rate

Interest rate

Jan. 03

Feb. 03

4.10

5.69

3.60

6.57II

Poland Gross domestic product Q2 02 6.6 3.5 Current balance Dec. 02 -0.28 -0.40

L Leading indicator Unemployment rate Feb. 03 20.20 19.80

Consumer price index Feb. 03 0.1 0.3 Interest rate Dec. 02 6.11 11.06

P< rtugal Gross domestic product

Leading indicator

Q4 02

Feb. 03

-0.8

0.2

-1.3

-3.4

Current balance

Unemployment rate

Q4 02

Feb. 03

-2.07

6.70

-2.18

4.30'^3K^

Consumer price index Feb. 03 0.0 4.1 Interest rate * *

Slovak Repub ic Gross domestic product Q2 01 0.3 9.9 Current balance Q4 02 -0.50 -0.45

vm
Leading indicator Unemployment rate Q4 02 17.40 19.20

Consumer price index Feb. 03 0.6 7.6 Interest rate Feb. 03 7.50 8.90

Spain Gross domestic product Q4 02 0.3 2.1 Current balance Dec. 02 -2.66 -1.20

£^^
Leading indicator Feb. 03 1.7 7.6 Unemployment rate Feb. 03 11.9 11.1

Consumer price index Feb. 03 0.2 3.8 Interest rate * *

Sweden Gross domestic product Q4 02 0.3 1.7 Current balance Dec. 02 0.00 0.85

Leading indicator Feb. 03 1.4 7.0 Unemployment rate Feb. 03 5.10 4.90

Consumer price index Feb. 03 0.9 3.3 Interest rate Mar. 03 3.41 4.09

Switzerland Gross domestic product Q4 02 0.3 1.0 Current balance Q4 02 8.35 6.93

n Leading indicator Feb. 03 0.0 3.7 Unemployment rate Feb. 03 3.60 2.30

u Consumer price index Mar. 03 0.4 1.3 Interest rate Feb. 03 0.48 1.68

turkey Gross domestic product Q4 02 -7.1 44.3 Current balance Q4 02 -0.96 0.81

g r* Leading indicator Feb. 03 -1.6 -1.4 Unemployment rate Q4 02 11.40 10.60

Consumer price index Feb. 03 2.3 27.0 Interest rate Jan. 03 44.00 58.30

U lited Kingd( m Gross domestic product

Leading indicator

Q4 02

Feb. 03

0.4

-1.0

2.2

-0.9

Current balance

Unemployment rate

Q4 02

Dec. 02

-4.82

4.90

-6.20

5.10^L^
^ir^ Consumer price index Feb. 03 0.5 3.2 Interest rate Jan. 03 3.91 3.98

Lînited Stales Gross domestic product Q4 02 0.3 2.9 Current balance Q4 02 -136.85 -95.09

Leading indicator

Consumer price index

Feb. 03

Feb. 03

-1.2

0.8

-0.3

3.0

Unemployment rate

Interest rate

Feb. 03

Jan. 03

5.80

1.27

5.60

1.82

Eiiro zone Gross domestic product

Leading indicator

Q4 02

Feb. 03

0.2

0.1

1.3

2.2

Current balance

Unemployment rate

Jan. 03

Feb. 03

0.43

8.70

5.91

8.10

Consumer price index Feb. 03 0.4 2.4 Interest rate Mar. 03 2.53 3.39

Definitions and notes

Gross Domestic Product; Volume series; seasonally adjusted except for Czech Republic, Hungary, Iceland,

Ireland, Poland, Slovak Republic and Turkey; Lending 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: Cuirent Balance: SUS billion; seasonally adjusted except for Greece and Ireland;

Unemployment Rate: % of civilian labour force - standardised unemployment rate; national definitions
for Iceland, Korea, Mexico, Switzerland and Turkey; seasonally adjusted apart from Turkey; Interest Rate:
Three months, except for Turkey (overnight interbank rate). * refer to Euro zone. ..=not available.

Source: Main Economic Indicators, April 2003
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China ahead

in foreign direct
investment

China became the worlds largest recipient of foreign
direct investment (FDI) for the first time in 2002.

Yet while this is impressive for a country that began re-

accepting foreign investment only recently, this jump is
amid declining FDI inflows to other countries. In terms

of FDI per capita, China still ranks relatively low,
according to a forthcoming OECD report.

Since 1996, China has attracted more FDI than other

developing countries, but has still been surpassed by
several OECD member countries. According to OECD statistics, in

2000 the United States, Germany and France, among others, all
received more in foreign investment than Chinas US$38.4 billion. In

2002, however, FDI to most OECD nations fell sharply; particularly in
the US. Meanwhile, FDI into China rose to a record US$52.7 billion.

Nearly half of cumulative realised FDI in China is listed as having
originated in Hong Kong, China, though this includes an uncounted
amount of FDI from the overseas Chinese diaspora, Chinese Taipei and
from within China itself, via "round-tripping" in Hong Kong to take
advantage of fiscal incentives offered to non-mainland investors.

Foreign direct investment in China and the US
US$ million

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Source: OECD

In terms of investment from OECD countries, Chinas ranking has
recently fallen. In 1995, China was in second place, but by 2000 it had

dropped to fourth. Also, recalling the country's enormous population,
FDI inflows in per capita terms remain far lower in China than in all

OECD member countries, except Turkey The composition of Chinese
FDI inflows is also different; since the 1990s, most of the FDI among
OECD countries has been due to mergers and acquisitions, which is
negligible in China's FDI inflows.

For more information, click on China under regional and country
programmes at www.oecd.org/ccnm

Bright future for télécoms
Talk may be cheap to some, but to others it is a profitable base for

business. Despite the bursting of the technology bubble in 2001,
the telecommunications industry has a bright future, according to a

Telecoms growth
1980-2001
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Source: OECD Communications Outlook 2003

forthcoming OECD report, Communications Outlook 2003. From

1980 to 2001, the level of industry investment doubled. Accordingly,
the growth in revenue was significant, and in 2001, reached
US$878 billion for carriers with headquarters in the OECD area. This
expansion was due largely to two major growth drivers: wireless
communications and the Internet. Revenues from cellular mobile

services were US$264.8 billion in 2001, a tenfold increase from a

decade earlier. Cellular mobile revenue now accounts for one-third of

all industry earnings. Though the impact of the Internet is hard to
determine, it has increased the demand for fixed network access and

wireless data services, both of which have increasing importance for
revenues.

Such heady growth, however, hasn't gone unchecked. Several firms

with revenues greater than US$1 billion have made some rather
dramatic exits from the market, including Global Crossing and

WorldCom. Since 2002, leading industry players have been acting to
stabilise their financial positions and are generally undertaking the
necessary restructuring to compete in a new environment with

increased consumer services. Pricing structures in the wireless market
are likely to be overhauled, too.

The main challenge for OECD governments is to ensure that

telecommunications markets remain open, so that industry
competition results in further innovation. Ensuring competition and
liberalisation in local access markets in particular would be a valuable
step forward.

OECD Communications Outlook 2003 will be available from end of

May 2003.
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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 lasting 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 chanty no. 326901 and as a 50 1 (c)3 in the USA
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MAGIC BUSINESS BINOCULARS. Just imagine taking a peek into the future! Getting a sneak preview of

where business is going to go! Check out some of the issues that are going to come to bear in the on demand

era! Find out what your customers are going to need even before they do! Take a peek at the technological

and strategic breakthroughs that will transform how you do business! Sounds like science fiction? It is!

Reality.

..
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IBM BUSINESS CONSULTING SERVICES. The on demand era will present real business issues that require

real vision, real solutions. That's why IBM has assembled an unmatched force of tens of thousands of business

experts in 17 industries. People who will go deeper to help you transform your business to make the most of

the opportunities in an on demand world. People backed by the formidable executional force of IBM. People

who know the issues and how to deal with them. To fi nd out more, go to ibm.com/e-business/uk/ondemand

WELCOME TO THE ON DEMAND ERA.
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