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Fat tax?

Your account of obesity in OECD

countries makes good sense and
excessive calone consumption is
no doubt one of the main causes

("Weighty problem", OECD
Observer No. 238, July 2003). I

am delighted the OECD focuses
on health challenges, as these

have a strong economic

dimension, both in root causes of

some obesity-related illnesses
and in managing the
consequences in terms of health
care. So, apart from sport,
exercise and dieting, as well as

some tough company

crackdowns on employee

lifestyles, surely market-based
policy solutions to deal with the
problem would be valuable too. I
was surprised you did not
mention this approach, as

excessive consumption is a

simple problem for economists
to analyse. To tackle excessive
consumption of tobacco or

petroleum products, economists
usually recommend increased
taxes to reduce consumption.

Is it time for a food tax? Such

a levy on high-calorie products,
like sweet drinks, fast food and

cakes, could be part of a

solution to the obesity problem.

Some might argue that such a
tax would be regressive as it
would affect the income of the

poor relatively more than the
rich. But since lower income

social groups appear to suffer
more from obesity than the rich,

by eating more fast food for
instance, it could be a well-

targeted tax. The revenue from
the tax, which could be targeted

on particular types of food - by
fat content for instance - could

be earmarked to fund health

care costs, and so lower income

groups would benefit from it.
Further, since a food tax could

be just the right answer for
slimming down the US public
deficit, as well as some of its

more weight-challenged
citizens, a fat food tax could

also improve the health of the
global economy.

Ben Mahilum,

Hawaii, USA

Productivit-e

You argue that higher labour
force activity would boost
economic potential and relieve
burdens like pension costs

(Spotlight on employment,
OECD Observer No. 239,

September 2003). Elsewhere you
promote the benefits of IT as a
driver of economic growth. The

arguments you use are

convincing. Still, it is a little
disappointing to have to accept
as we work harder and later into

our lives that an earlier promise

of information technology might
never come true, or not in our

life times. Whatever happened to
the dream of hedonism we were

once led to expect? Surely, new
technology should help us work
less, but instead the incentive

seems to be to take advantage of

technology and work even
harder! Your equations may
make intrinsic sense, but it

seems to me we are still getting

the wrong answer.

R.M. Delucenay,

Lyon, France

Space tourists

I do not share your pessimistic

view of space tourism ("Unhappy
Holidays" in OECD Observer No.

237, May 2003). In fact, space
tourism is already happening and

will slowly but steadily grow into
the largest off-world business.
Many people wish to experience
zero gravity and a life-changing
voyage into Earth orbit affords
them the perfect opportunity,

while allowing them to take in

the spectacular view of the Earth
and stars.

Space tourism is not only
beneficial to commercial

enterprises; it also helps

subsidise government space

expenditures. The US$30+
million the Russian Space

Agency received from Dennis
Tito and Mark Shuttleworth

provided salaries for hundreds
of engineers and technicians
who maintain their vehicles and

facilities. No tax dollars are

required to support these
ventures; the revenues created

will not only pay for the activity,

they will create profits that can
be cycled back into the industry,

spurring innovation and cost
reductions which will increase

the size of the market.

Though space tourism

currently is not accessible to
everyone, it has only begun.
With hard work from

determined people, space
tourism will evolve into a

powerhouse sector. But, at the
end of the day, if you don't want

to come along for the ride, that
just leaves another ticket for me.

John Spencer,

President, Space Tourism

Society

On the cover

Information society:
Managing the risks

The information society is
promising, though complex.
The technological innovations
underpinning it are powerful,
ingenious, sometimes even
dangerous. The benefits will
no doubt outweigh the costs,
but for full potential to be
realised, the risks must be

managed.
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EDITORIAL

Building trust
Donald J. Johnston, Secretary-General of the OECD

The OECD's mission is to develop intergovernmental consensus

on what are the best policies to promote strong economies and
social progress. We draw up principles, guidelines or,

occasionally, binding rules that our members commit to follow. We
interact with scores of countries around the world that wish to benefit

from our collective experience and knowledge. We know best practices
work, bad practices do not.

Our approach has unique merits. OECD countries are all democracies

founded on the rule of law, but also on trust. Recently, we have seen
the damage that flows from a breach of such trust. Once lost,

rebuilding trust is a long and hard road.

The erosion of trust is harming the global economy in several ways.
Take the Doha Development Agenda, the multilateral trade round that
stalled in Cancûn in September. It may sound simplistic to attribute
this failure to a breakdown of trust, yet many members of the World
Trade Organization no longer seem to have faith in the fairness of the
multilateral system. This also points to a suspicion of some hidden
agendas on all sides, which are the most significant saboteurs of trust.

Another area where a massive, and justified, loss of trust has affected

our economies is in corporate governance. The succession of

spectacular cases, from Enron to WorldCom, have hurt confidence

among investors, in particular people like ourselves who have believed
in the integrity of the stock markets and those who influence

investment decisions. We have been betrayed. Some have lost a lifetime
of savings, and worry about the future because of the actions of a few
who failed in their role as trustees.

Restoring market integrity is essential to winning back public
confidence and to helping economies grow. The deluge of corporate
scandals has motivated OECD ministers to seek a strengthening of the
OECD Principles of Corporate Governance, which since 1999 had set

the path with regard to shareholder rights, disclosure, transparency, the
role of the board of directors, etc. The principles have been used as a
basis for numerous national codes and guidelines, including in non-
OECD countries.

In the revised corporate governance principles, more emphasis will be
placed on the integrity of financial disclosure processes, the role of
institutional investors in monitoring management and the impact of
regulations and regulatory authorities. The OECD will publish a draft
on the Internet in January 2004 with a view to drawing public
comment, which could help reinforce this "benchmark" for global
corporate governance.

Another critical area where trust has been eroded is science and

technology Public opinion is increasingly sceptical of science and the
capacity of governments to deliver safety and security Look at nuclear

power. In my youth, despite the horrors of Hiroshima and Nagasaki at
the end of the Second World War, President Eisenhower's initiative of

"atoms for peace" was broadly embraced as the energy of the future. A
commentary in the New York Times on 15 August 1955, said that
scientists at a major international conference in Geneva had concluded

that thanks to nuclear energy, "for the first time, man is assured of
virtually unlimited supply of energy".

Today, despite global warming and rising energy demand, particularly
in developing countries, many countries have abandoned the nuclear

option. Accidents at Three Mile Island and Chernobyl have badly
damaged public and, hence political, confidence in this once so

promising technology The industry's tendency to secrecy only makes
matters worse. Its publications are often discarded as "so much

propaganda". The result? No trust.

Sadly, the public seems to lump all controversial issues involving
science into the same basket of suspicion and doubt. Nuclear is one

area. Genetic modification of crops is another, particularly in Europe.
Failures to deal adequately with concerns in one area cascade quickly
into others, with the result that the scientific facts are often lost in a

flood of misperception and demagoguery.

How ironic that mistrust should develop during today's age of
information. Knowledge and confidence, not ignorance and fear, are
promises the information society should help deliver. But not even the
Internet is completely safe. And no new safety gadget will ever be secure
enough to persuade people that their e-commerce transactions are

fraud-proof or that no virus or hacker will ever penetrate their system.

The lesson is simple: trust pays. We live in a multilateral, networked,

world. It requires rules, of course, but as a former lawyer, I can reaffirm
that these will never be strong without a system based on principles
and values.

In many ways, an increasing reliance on rules and regulations to guide
behaviour has lowered sights from what is ethical and appropriate to
what we can get away with, even within the rules, as though there were
no need for other basic considerations, like ethics. Today, a major
business transaction will never be closed on a handshake, but needs

lawyers, accountants, and consultants to ensure "due diligence".

Yes, we need rules. But leaders need to turn to the important,
difficult task of restoring principles, ethics and values so that we can
rebuild trust.

Observer No. 240/241 December 2003
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Stronger recovery
The OECD area is headed for strong to

moderate recovery, according to the latest
composite leading indicators (CLI).
September figures signal continued
accelerating performance in the US and
Japanese economies, and an improved

performance in the Euro area, although
more so in Germany than in France.

The CLI for the OECD area rose by

1.3 points in September 2003 to 125.4

from 124.1 in August, while the six-
month rate of change has also risen
significantly since April, following a
decline that had lasted almost a year.

The CLI for the US rose 1.1 points in

September, while its six-month rate of
change improved for the sixth month in a
row. Japan showed an even steeper

increase, up 1.5 points from a month
earlier and with its six-month rate of

change higher for the fifth consecutive
month. For the Euro area, the CLI rose

1.4 points in September from August and

the six-month rate of change was up lor
the fifth month in a row. But while

Germany's CLI rose 1.5 points in

September from the previous month, and
that of Italy was up 1.9 points, France's

indicator rose more slowly, gaining

0.7 points over the August level.

The CLIs cover a wide range of key short-

term economic indicators and are designed

to provide early signals of turning points

(peaks and troughs) in economic activity.
More information on OECD composite

leading indicators can be found at

www.oecd.org/statistics/data

Leading up
Composite leading indicators, annualised

6-month rate of change, OECD

Trough
Dec 98

12

Peak

Aug 00

-8

I
-3

1998 1999 2000 2001 2002 2003

Updated monthly. For most recent figures, see
www.oecd.org/std/mei
Source: OECD

Russia moves on governance
Russia and the OECD have launched a

new phase of work as part of an ongoing
drive to strengthen corporate governance

in Russia. It will focus on implementation

and enforcement of corporate governance,

and will be carried out under the auspices

of the Russian Corporate Governance
Roundtable.

Roundtable participants met in Moscow

in early October to review corporate

governance developments in the EU, US
and Russia, compare notes on disclosure

practices and discuss policy approaches

to issues including the implementation of

international financial reporting
standards.

The roundtable, co-organised by the

OECD and the World Bank, is part of a

larger effort to include Russia in the

OECD-led global dialogue on corporate

governance practices. It provides a forum
where Russian decision-makers can

exchange notes with their international

counterparts to take international
circumstances into account in designing

national policies.

See www.oecd.org/corporate

Jobless rate higher
The jobless rate in the OECD rose to

7.2% in September, from 7.0% a year
earlier and from 7.1% in August. The

standardised unemployment rate in the
Euro area rose 0.3% from a year earlier

to 8.8%, unchanged from the previous

month, with the French jobless rate

rising to 9.5% from 8.9% a year earlier

and that in Germany rising to 9.4% from
8.7%.

The US jobless rate rose 0.4% in

September from a year earlier to 6.1%,
unchanged from the August level, while

m Japan the unemployment rate fell 0.3%
from a year earlier to 5.1%, unchanged
from the previous month. Jobless rates for
all OECD countries are available at

www.oecd.org/statistics/data

Mixed trading

picture
Imports into G7 countries rose 1.7% in

the second quarter of 2003 from the

previous three months and were 3.2%

higher than a year earlier, the latest OECD
international trade statistics show. G7

exports in volume terms were little

changed from the previous quarter, but
fell 0.3% from a year earlier.

US imports in volume terms were

markedly higher, rising 3.2% from the
first quarter, while export volume shrank

by 0.5%. Japanese imports also rose

markedly, up 2.0% from the previous

quarter, while exports grew 0.4%, and
Germany saw its imports rise 0.4% while

exports grew 0.9%. But France's

merchandise trade import volume fell

0.2% in the second quarter of 2003 from
the first quarter, while exports dropped

1.7%. The fall was steeper when

compared with the same quarter a year

earlier, with imports down 2.0% and

exports shrinking 4.4%.
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Public Sector Article No.4

e-Government:Waiting for the next wave
Participation is a multi-player game

By Karlheinz Steinmuller
A member of the Global Future Forum:

Scientific director and partner of "Z_punkt
GmbH - Biiro fiir Zukunftsgestaltung"
(Z_punkt. Agency for Shaping the Future
- www.z-punkt.de) at Essen and Berlin.
He is engaged in futures studies for
ministries and large enterprises.

44
When the first internet-

based public services

started about ten years ago,

expectations boiled over.

e-Government was thought to give a

new push to democracy: to provide
the citizen with more and better

information, to stimulate more

participation, to facilitate public

debate and to simplify transactions
between authorities and citizens. In

short: 1CT should bring citizen and

administration closer together.

Since that time much has been

achieved. The European Commission

has implemented large information

portals and made all basic transactions

available online. The US, Canada,

Australia and "tiger states" - like

Singapore - provide their citizens

with a wide range of electronic

services, and nearly everywhere

e-Government actions plans abound.

Alas, the overall picture is mixed:
Authorities offer online car

registrations and birth certificates or

electronic tax filing. In some leading-

edge cases, building permissions can

be applied for online and -

exceptionally - the applicant has even

the option of electronic status

tracking. But most services still refer

to the mere provision of information.

E-participation is still restricted to

Democracy in the internet

age is a multi-player game

which goes on in different
online and offline channels.

chat rooms, online forums, and

occasional online polling on public-

issues. In spite of some "cyber vote"

test-beds at the local level, online

voting remains in the experimental

sphere. Technical problems and

barriers of political culture prevent a

real break-through. The full

potential of e-democracy - greater

accountability, openness, transparency,

accessibility, participation - has not

yet been realised.

Nevertheless, e-Government forces

public agencies to restructure their
front offices as well as their back

offices. Concepts like one-stop-
office or life-event oriented services

imply horizontal integration and a

kind of customization of public
services. But is modernisation driven

purely by technology? In the end it is

the customer, the citizen, who counts

and whose demands and habits shape

the future of public services.

Until now, only a very restricted group

of citizens have really used

e-Government. Recent polls and

benchmarking show that - despite a
decade of sustained efforts - the

digital divide is a reality. Not so much

lack of access, knowledge and

experience or privacy and security are

the main obstacles, it is the cultural

gap between a political sphere which

is apparently out of touch with reality

and the everyday interests of citizens.

Even the best e-participation solution

cannot overcome the growing distrust

of ordinary people of their leaders.

How do you encourage specific

"target groups", especially younger

people, to actively take part in public

affairs? For this specific group,

computer games may provide a model

- and an entrance - to participation. A

case in point is urban development.

Some German municipalities present

virtual reality models of their

planning on the internet and invite

citizens to navigate around them as in

a computer game and to comment on

different projects. The results are

promising. Democracy in the internet

age is a multi-player game which goes
on in different online and offline

channels.

Even more promising is the playful
inventiveness in which citizens of all

ages and levels of education use the

new technical capabilities in their own

ways: They join email campaigns,

they chat over public issues and they

publish their own political views in

blogs (personal web logs). Howard

Rheingold has coined the term "smart

mobs" for them, and indeed, the

political activities of the "netizens" no

longer share the rigidities of
traditional networks.

Perhaps the next wave of

e-Government will not be inaugurated

by public bodies but by the citizens

themselves. Perhaps we will live to

see the rise of real grassroots

e-democracy.

To read more about these

trends and their implications

for the public sector, visit

www.thegff.com/oecd3

the global future forum

The GFF is an independent partnership of futurists, academics and business from around the world, committed

to helping organisations extend their strategic planning horizons and better prepare for the future.

the global future forum was envisaged by

UNISYS
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High energy bill
The world will need to invest some US$16 trillion - or

US$550 billion a year - in energy in the next three decades to meet
rising energy demand, the International Energy Agency says. World
energy demand is expected to rise by two thirds, or 1.7% a year,
between now and 2030, according to the IEAs World Energy
Investment Outlook.

This is a much steeper rise than that of the past 30 years, but there
are plenty of energy resources available to meet the challenge. The
problem is finding the money to exploit them, to install new energy
production capacity to meet the demand and to replace existing
facilities that become obsolete during the period.

The sums involved represent around 1% of global gross domestic
product, but some countries, particularly in the developing world,
face a far steeper burden. China alone will need to invest
US$2.3 trillion, or 14% of the world total. But at just over 2% of

GDP this is a smaller burden on the national economy than that of

Russia, which will need to devote the equivalent of more than 5%
of its GDP to energy investment to meet demand between 2001 and

2030. Other transition economies, and Africa, will need to commit

4% of their GDP, while the figure for OECD countries is just 0.5%.

"The world economy will falter if these energy supplies are not
made available," said IEA executive director Claude Mandil,

presenting the report at a conference in London.

OECD countries face challenges in financing electricity investments for
the first time, the report says, as the transition to competitive markets
has introduced different financial risks. There are also obstacles, such

as public resistance to expansions in transmission networks, which lag
behind investment in generation capacity in some OECD countries.

Recent power failures in the United States and some European
countries have driven home the importance of this issue.

The report is the fruit of an unprecedented collaborative effort
involving experts and organisations, including OPEC, the World
Bank and major energy companies and financial institutions. It

quantifies in detail, by fuel sector and by region, energy investment
needs and identifies the obstacles to mobilizing capital on the

required scale. "To the best of my knowledge, no previous attempt
has been made to build such a comprehensive picture of future

energy investment, worldwide, in all parts of the energy supply
chain," Mr Mandil said.

FATF intensifies campaign
against terrorist financing
The Financial Action Task Force (FATF) has

stepped up its campaign against terrorist

financing, notably by deciding to make the
obligation to freeze terrorist-related assets
more detailed and by elaborating best

practices to stem the flow of terrorist funds
through the formal financial system.

"The FATF has placed a high priority on

fostering concrete action to dry up the flow
of funds to terrorists," FATF president Claes
Norgren said of the decision at an FATF

plenary meeting in Stockholm in October.

The FATF is also working to assess the
needs of countries for technical assistance to

enable them to combat terrorist financing.

The Stockholm meeting also imposed new

counter-measures against Myanmar for failing
to address major deficiencies in its anti-money

laundering regime since being named as a non-
cooperative country in the fight against money
laundering m June 2001. The FATF cited
particularly Myanmar's failure to introduce the

implementing regulations necessary to enforce
its anti-money laundering law.

The new counter-measures include stringent

requirements for financial institutions to
identify clients before establishing business
relationships with individuals or companies

in Myanmar. Previously, members were asked
to pay special attention to business
relationships and transactions with Myanmar.

The other countries on the list of non-

cooperative countries or territories are: Cook
Islands, Egypt, Guatemala, Indonesia, Nauru,

Nigeria, Philippines and Ukraine. The FATF
said Indonesia has taken important steps

since June 2003, and hoped it would ensure

rapid implementation so that it may be taken

off the list at the earliest possible time.

The FATF is an independent international

body whose secretariat is housed at the
OECD.

See: www.fatf-gafi.org

Take note

Forum takes form

"Health of Nations" will

«<««. be the theme debated at

the OECD Forum 2004,

to be held at the Centre

de Conférences

Internationales in Paris

on 12 and 13 May, 2004.

As in every public forum

since the inaugural 2000
event, leaders from

business, government,
labour and civil society

will gather at the OECD to tackle key
issues on the international policy agenda,

from the health of the global economy and
multilateral co-operation to the current
state and future of health care systems.

The Forum takes place at the same time
as the OECD's annual ministerial

summit and will feed into the ministerial

discussions. Previous speakers have

included prime ministers from several
OECD countries, Nobel prizewinning

academics and senior public figures. For
more details on Forum 2004, visit

www.oecd.org/Forum2004
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Three essential v*

three complementary approaches
to illuminating economic trends

Just how robust is the US

recovery? Can Japan sustain
its recent economic rebound?

Will Europe continue to lag

behind? How will oil prices

affect future growth?

Economists and policymakers

worldwide rely on the OECD
Economic Outlook for expert

analysis of burning issues.

OECD Economic Outlook
No. 74 December 2003

Twice a year, the OECD publishes its renowned projections
for output, employment, prices, government finances and
current balances, based on analysis of present situations
and the likely effects of international developments and
government policies. As well as assessing global trends,
the OECD Economic Outlook contains two-year forecasts

for each OECD country and comes complete with a

comprehensive set of comparable economic data. Projections
are also included for selected non-OECD economies in

Europe, Asia and Latin America. The latest OECD Economic
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After Cancûn

The dangers of second best

Ken Heydon, Deputy Director, OECD Trade Directorate

The failure at

Cancûn risks a

serious

weakening of the
multilateral

trading system.
And that includes

sustained damage
to the interests of

poorer countries.
It does not have

to be so.

Cancun failed not because of

mismanagement or miscalculation,

but because of deep-seated differences
among WTO member countries over a range
of issues, not least agriculture. The persistence
of those differences, compounded by the

electoral cycle and the prospect of some key
changes in administration, means that the

deadline of completing the Doha
Development Agenda on time, by January

2005, is very unlikely to be met. The danger

is that in the absence of an active pursuit by
all WTO members of broad-based and

ambitious negotiations, resort will be made
to partial, and second-best, solutions.

In fact, this is already happening in three
ways. First, there is the principle, advanced

by a number of developing countries, that

they should be allowed a lower degree of
commitment to trade liberalisation than that

undertaken by developed countries. This

was a central element in the approach taken

to agricultural negotiations in Cancûn by

the G21, a grouping including India, Brazil,
China and South Africa.

A second notion that has resurfaced since

Cancûn is that countries should be allowed

to opt out of agreements in areas they consider
as overly sensitive. This plurilateral approach
is now being advanced as a way of dealing
with the so-called Singapore issues of

investment, competition, trade facilitation and

transparency in government procurement that

have been on the agenda since 1996.

The third manifestation is in the pursuit of
bilateral and regional deals, rather than
seeking agreement multilaterally through
the WTO. Since the failure of the fourth

WTO ministerial conference in Seattle in

1999, regional trade agreements have

grown in number by more than one third
to 142. In the aftermath of Cancûn, some

seven agreements await ratification. Over

50 are being planned, of which more than

30 involve countries in Asia, including
Japan, Korea, China and India - countries

that had earlier eschewed regionalism. It is
estimated that by 2005 over a half of world

trade will be accounted for by bilateral or
regional agreements.

The problem with these approaches lies not
so much in any formal clash with WTO

provisions. In fact, the idea that developing
countries should be allowed to liberalise at a

slower pace than developed countries is
fully consistent with the principle of special
and differential treatment enshrined in the

WTO. Plurilateral agreements can co-exist
with the WTO framework, and, as evidenced

by the Agreement on Government
Procurement, can be incorporated into the

WTO legal system, given the approval of all
WTO members. And preferential regional
trade agreements are a permitted exception
to the WTO's "most favoured nation"

principle.

But while not inconsistent with the WTO,

these approaches still pose serious risks. For
a start, a systemic danger arises from the

conjunction of these three approaches, the
potential scale of their application and the

fact that they are being advanced in a
context where a broad-based, multilateral

agenda is perceived to have failed. Two-

speed liberalisation, opt-outs and regional
deals will create vested interests that will
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make the pursuit of multilateral

liberalisation and rules strengthening even

more difficult than it already is.

Then there is a serious practical danger that
those who stand to suffer most from these

initiatives are those who can least afford it.

Take the notion of two-speed liberalisation.
Our evidence clearly shows that much of

the gain from trade liberalisation comes
from one's own market opening because

import competition improves domestic
efficiency and productivity. For example,
modelling the liberalisation of services trade
shows that the biggest gams go to those
with the highest initial barriers. These are
often developing countries.

Similarly, tariff liberalisation would deliver
welfare gains in sectors critical to developing
countries, not least in respect of trade

among these countries. Average tariff rates
on industrial goods traded between
developing countries are often twice as high
as those for similar goods traded within the
OECD area. Allowing developing countries
a lesser commitment to liberalisation is

more likely to bestow a cost than a benefit.
In this respect, calling the current WTO

negotiations the Doha Development Agenda,
however well intentioned, may have

backfired, both by obscuring the fact that
trade liberalisation is in itself welfare

enhancing and encouraging some

developing countries to seek market

opening from others while not offering any
- or much - in return.

Should a plurilateral approach to the

Singapore issues be pursued, a large

number of developing countries would be
among those choosing to opt out. And yet it
is precisely these countries which have
potentially most to gain from progress in
these areas. Take trade facilitation: available

estimates suggest that the reduction of
administrative barriers at the border could

significantly reduce the cost of transactions
and may account overall for up to a third of
the expected gains from improvements to

market access under the Doha Development

Agenda. According to the OECD, two thirds
of these benefits would flow to developing
countries as their transaction costs would be

lowered substantially. "Opting out" would
not mean sacrificing every benefit of trade
facilitation, though it could mean forgoing

Trade advantage
Potential welfare gains from full removal of

tariffs by regional grouping, US$ billion

Developed countries

'Newly industrialising countries

The potential gains from full tariff liberalisation shown here

come after implementing the Uruguay Round tariff bindings
and take into account unused protection (i.e. the difference

between tariff bindings countries commit to and the tariff rates
actually applied). The experiment used the standard Global

Trade Analysis Project (GTAP) model and the GTAP 5

database updated with the OECD Tariffs and Trade database.
For more on GTAP, visit : www.gtap.agecon.purdue.edu/
Source: OECD (2003), The Doha Development Agenda:
Welfare Gains from Further Multilateral Trade Liberalisation

with Respect to Tariffs

clear advantages an agreed framework
would bring, such as performance
assessment against best practice, whose

value should not be dismissed lightly.

Perhaps not surprisingly, none of the
preferential bilateral or regional trade
agreements currently under consideration

involves the poorer developing countries.

And where developing countries are

involved it is often as the weaker partner or

as part of a hub-and-spokes configuration
where the country at the hub - usually a

trading major - enjoys preferential
arrangements with each of the spoke-
countries which these countries are denied

among themselves. Moreover, sectors of
particular interest in developing countries,

such as agriculture, are often excluded from
regional deals, further reducing the gains on
offer. While regional agreements can

complement multilateral arrangements, they
are not a substitute and are unlikely to

deliver optimum results for any country.

What can be done to help obviate the dangers

from these second-best approaches? Part of

the answer lies in damage limitation, by

seeking ways of strengthening the compatibility

of these approaches with the goals of the
multilateral system. That means finding the
least distorting way of implementing special

and differential treatment (through shared

commitments applied progressively),
plurilateral agreements (by encouraging

opting-in), and regional arrangements that
seek to cover all trade.

But better still is pursuit of multilateral

approaches underpinned by a domestic

commitment to reform and strengthened

governance. The OECD has a key role to

play here, by fully analysing the costs of
market opening, as well as the benefits. This
includes distinguishing between the direct
costs to governments arising from regulatory
or physical infrastructure needs, and

broader adjustment costs involved in

redeploying capital and labour to more

competitive activities.

Trade policy is not a panacea. Trade

liberalisation, and the adjustment strains it

entails, must be backed by other policy
concomitants and broad-based domestic

economic reform. Market opening may need

to be accompanied by budgetary measures

tied to production, investment and R&D.

For the poorest countries, liberalisation

must be accompanied by help from donors

in building up supply-side capacities. And
for all countries market opening must be

backed by a sound regulatory framework.

Trade liberalisation is not the same as

deregulation; the words of Friedrich Hayek
ring as true now as they did 60 years ago:
"nothing has done so much harm to the
liberal cause as the wooden insistence of

some liberals on the principles of laissez-
faire". The liberal cause suffered a serious

setback at Cancûn. Concerted effort - led

by the OECD economies, building on the

prospects of economic recovery - will be
needed to regain momentum and offer a
viable alternative to second-best solutions,

which risk not being solutions at all.
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Moving beyond Cancûn
Supachai Panitchpakdi, Director-General of the World Trade Organization

The multilateral trading system is under great strain. But the system is alive and will
gain in significance after the setback at Cancûn.

Doha takes five

Agreat deal of the media coverage of
the Cancûn ministerial conference

focused on the "collapse of the
round" and in some more extreme cases

"the end of the WTO." Frankly, the

reports of our demise have been greatly

exaggerated.

Without question, the meeting in Cancûn

was a disappointment. We did not achieve
all that we set out to achieve. But it was

not the death knell of the Doha

Development Agenda, nor has it
consigned the WTO to a period of

irrelevance or dormancy, as such analysis
would lead us to believe.

The Cancûn meeting was an opportunity

for WTO ministers to give political
momentum and direction to the Doha

Development Agenda to bring it to a
timely conclusion by the set deadline of

1 January 2005. It was not intended to be

the end of negotiations - a make or break

situation - but an important milestone in
the process.

What we were hoping to achieve was
agreement on a text which would serve as
a roadmap for the final phase of the
negotiations. A text drafted by Mexico's

foreign minister, Luis Ernesto Derbez,
who chaired the conference, was put on

the table and member governments were

in agreement with about three-quarters of
that text. The key areas of divergence
were, and remain, agriculture, non-

agricultural market access, and the so-

called Singapore issues of trade and
investment, trade and competition,

transparency in government procurement

and trade facilitation. We tried to bridge

the gaps where positions remained apart,

though in the end it was not enough, and
time ran out.

But we saw a lot of flexibility and the

overwhelming message I have heard since

is of a strong commitment and
determination to get the negotiations back

on track. APEC ministers meeting in

Bangkok in October 2003 reaffirmed their
commitment to the process and said work
should recommence on the basis of the

Derbez text. Many other governments

have echoed this call, including African

delegations, who have urged everyone to
return to the table in a spirit of flexibility

and co-operation.

This indicates to me that Cancûn has

served as a wake-up call by provoking

some reflection among members about
what the world would look like without a

strong and dynamic multilateral trading
system, indeed, without a successful Doha

Development Agenda.

While some non-governmental
organisations - and even some

delegations - briefly celebrated the

collapse in Cancûn, I can assure you

that no one is celebrating now. There

is a sharp realisation that failure to
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The meeting in Cancûn was not the death knell of the Doha
Development Agenda, but an opportunity for WTO ministers to give
political momentum and direction to the trade round.

Supachai Panitchpakdi: "At the very least,
we expect to have the negotiations back on
track by the beginning of 2004."

restart the talks means that the

US$1 billion a day spent on farm
subsidies in OECD countries will

continue unabated. Foot-dragging in the

negotiations means the benefits that

would accrue to developing and

developed countries alike from
liberalisation of trade will remain out of

reach. It also means that the trade rules

whose revision is needed to ensure their

continued relevance in a 21st century
economy will remain as they are. The

inequities of the trading system that have

become apparent will not be addressed.

The absence of a commitment to global

trade liberalisation would further damage

confidence in our already fragile global

economy. Global investment flows in 2002

fell for the third consecutive year to

US$651 billion - half the peak reached in

2000. Trade flows recovered last year after
a dramatic drop in 2001, but they are still
well below levels achieved in 2000.

Moreover, our economists have recently

forecast that trade expansion in 2003 will
be little more than 3%, or less than half

the annual figures from the 1990s.

Failure to make progress in the Doha

round means that regional and bilateral
arrangements could assume even greater

proportions. Regional deals can be helpful

if they are open and move forward in
tandem with global trade liberalisation.

But they are not a substitute. They are, by
their very nature, discriminatory. None

have really succeeded in opening markets

in sensitive areas like agriculture. They
add to the complexities of doing business

by creating a multiplicity of rules. And the

poorest countries tend to get left out in
the cold.

We may also see a rise in dispute
settlement activity. While this is an

important signal of confidence in the

system, it also indicates that there are

disagreements under the new system that
need to be worked out.

All of this seems to have sunk in with

ministers around the world and I am

impressed with the statements of support

that have emerged from capitals. But it is
now time to turn talk into action.

At the end of the Cancûn meeting,
ministers reaffirmed their commitment to

the Doha Development Agenda and gave
us until 15 December to decide how to

move forward. Since then, I have met with

roughly 50 ministers and spoken to many

more on the telephone. Together with our
General Council chairman, Carlos Perez

del Castillo, I have held consultations with

Geneva ambassadors on the four issues we

believe we must address before and during

the meetings which will take place the
week of 15 December - agriculture, non-

agriculture market access, the Singapore
issues and cotton subsidies.

Perhaps against the grain of public
expectation, these talks have gone well. We

are seeking to achieve what we could not
achieve in Cancûn: a decision on how to

proceed with the Singapore issues and

cotton, and a framework for continuing
negotiations on both agriculture and non-

agriculture market access. It's a tall order

to be sure, but we need to keep ambition
levels high. At the very least, we expect to
have the negotiations back on track by the

beginning of 2004 with a solid textual

basis for future negotiations.

The trading system has faced difficulties in

the past and no doubt it will face setbacks

and difficulties in the future. It is only when
we consider what the consequences of not

keeping this negotiation on the road might

be, that we realise we must go on working to
advance the arrangements we have

painstakingly built up for over half a century.
It is a fight we cannot afford to lose.
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Capacity, trade and development
What OECD countries must do

Louka T Katseli, Director, OECD Development Centre

Opening up markets is
important, but only part of
the challenge. More effort is
needed to help developing
countries trade in the first

place. This is a complex

challenge.

In Cancûn, the world's poorest

countries were denied opportunities to
benefit from more liberalised and less

distorted world trade. But rather than

indulge in recriminations, it is time to

seek a common ground to help restart the
WTO negotiations in earnest. In their
own interest, individual OECD countries

can provide leadership to restore
confidence in the embattled trade round

and deliver to the poor the promises made
at Doha.

It is important to recall in this context
that the Doha Ministerial Declaration has

set a clear target by making a
commitment to the "objective of duty¬

free, quota-free market access for

products originating from LDCs
(para. 42)". Trade is one of the most

important policy areas for development.
However, many less developed countries
have not been able to take full advantage
of the opportunities resulting from
enhanced market access.

Despite various initiatives for the least

developed and other developing
countries, such as the EU's Everything but
Arms initiative, the US's African Growth

and Opportunity Act, as well as the

renewal of the Generalised System of
Preferences by several individual OECD
countries as well as the EU, there is little

prospect today of moving towards a
concerted initiative favouring global
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Public-private partnerships are
part and parcel of the capacity-
building process and OECD
countries can contribute much

to their successful creation and

operation.

duty-free, quota-free market access for the
least developed countries.

Studies, including one recently conducted

by the OECD, suggest that non-reciprocal
trade preferences have generated limited
(at best) economic success in terms of

increasing the trade shares of developing
countries and fostering their growth and
diversification. There is certainly no

shortage of explanations for this. Factors
influencing the effectiveness of trade
preferences (with no particular order of
importance) are: insecure market access;
insufficient product coverage; excessively
stringent rules of origin with respect to
the industrial capacity of developing

countries; poor understanding or

awareness of the preferences available and
the conditions attached; weak capacity;
and non-trade related conditions, like

infrastructure.

Concern has also been raised over the

question of inappropriate specialisation
on the part of beneficiary countries - can
the industry or sector concerned remain
viable without preference margins? At the

same time, many poor countries see that
ensuring a competitive presence in OECD
markets is becoming increasingly difficult,

due to the supply-side constraints they
face at home. This is particularly the case
when non-market price factors, such as
standards, are taken into consideration.

At the Doha meeting two years ago, trade
ministers made clear their appreciation

that the development challenges facing

poor countries cannot be addressed
through trade negotiations alone. Several
trade and development objectives have to
be tackled comprehensively, such as the

need to import essential materials at
affordable world prices to expand exports,

to enhance the ability of firms to meet the

price and quality requirements of their
clients, and to build the legal and physical

infrastructures conducive to fostering

businesses capable of fending for
themselves on the global market.

Dealing with these issues is fundamental.
Trade ministers recognise the importance

of greater coherence in global
policymaking and have made a renewed
commitment to continue working with

relevant national and international

agencies to help poor countries bring
trade into the mainstream of their

national strategies for development and

poverty reduction.

The developed world should intensify its
efforts not only in training poor countries'

trade negotiators but, more importantly,

in helping them to develop and diversify

their productive capacity, particularly in
agriculture, so that poor countries might
take further advantage of trade
liberalisation.

OECD countries have recently become
much more active in trade-related

capacity building. Between 2001 and
2002, such activities increased by 22%,

on average, and the value of bilateral aid
for trade-related development purposes

rose by 28%. This is in addition to some

US$8.1 billion committed to financing

economic infrastructure in developing
countries (some 20% of all aid), most of

which went to build the transport, energy
and communications networks essential

lor international trade.

These public sector initiatives need to be
enhanced by new partnerships, featuring

recipient and donor governments,
business and civil society. Only in this

way can the complex issues of ownership
and implementation ol policies be
resolved, so that the development benefits

of trade-linked investment actually

materialise and improve the lot of the
poor. Public-private partnerships are part
and parcel of the capacity-building

process and OECD countries can
contribute much to their successful

creation and operation.

Trade capacity building is not a substitute
for market access and developing
countries understand this very well. The

capacity gap, however, needs to be

bridged so that poor countries can fully
enjoy the benefits of an open, rules-based
multilateral trade system.
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Agriculture
Why is it still so difficult to reform?

Jonathan Brooks, OECD Directorate for Food, Agriculture and Fisheries

The breakdown of trade

talks in Cancûn showed,

once again, the difficulty of
achieving a multilateral
consensus on agricultural
trade reform. Many OECD
countries are reluctant to

reform their agricultural
policies and dismantle
protection, despite
overwhelming evidence of
the benefits. Why is reform
so difficult to achieve and

how can it be fostered?

In many OECD countries, the basic

structure of farm programmes has
changed little for several decades. The

original motivations for these programmes
included the need to support rural
incomes during the depression of the
1930s and the desire to boost agricultural

production in the aftermath of the Second
World War. The needs of farming in the

21st century are very different, yet
agricultural policy has tended to
accumulate and to be revised at the

margin; radical overhaul has been

relatively rare.

Symbols of power

In 2002, total transfers to agriculture cost

consumers and taxpayers US$318 billion,

representing 1.2% of GDP. This compares

with an average US$298 billion in

1986-88, or 2.3% of GDP. Three quarters

of transfers are provided as support to
farmers, accounting for a third of their
gross receipts, the rest being general
expenditures on items such as research,

marketing and infrastructure. There has

been some shift away from market price
support and payments based on output or
input use towards budgetary payments

that are less linked to production, but
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overall, output- and input-related

transfers still account for three quarters of
all support to farmers.

OECD research has demonstrated that

market price support and other sector-

wide policies fail to raise the incomes of
farm households in an efficient or

equitable manner. Only about a quarter of

the value of price support translates into
additional household income, with much

of the increase in receipts paid back out
to suppliers of purchased inputs, such as

fertiliser, or capitalised into land values.

Moreover, when the value of support is

linked to output, either directly or

through higher prices, the distribution of

that support is skewed towards larger, and

typically wealthier, farmers. In any event,
there is no evidence that farm households

in industrialised OECD countries have

systematically lower incomes than other

households (although there are low

incomes within agriculture), so policies to

support incomes across the whole sector

are unnecessary.

Another problem with this type of

support is that it largely fails to address

other social concerns efficiently, such as
the environment, the provision of rural

amenities, and food security. They also

require trade barriers to hold them in

place, making it harder for countries with

a comparative advantage in farming -
often developing countries - to compete.

The effects of reform on developing
countries can nevertheless be

complicated. For example, agricultural

trade reforms could raise food import

prices relative to what they would
otherwise be, and could lead some

exporters to lose their preference

"margins". Yet these potential "losers" are

increasingly aware that subsidised imports

and trade preferences are poor ways of
fostering long-term development, and that
there are potential multilateral
mechanisms within a WTO framework or

elsewhere for smoothing the transition to
more productive activities, and offsetting
short- to medium-term losses.

Given the overwhelming case for

agricultural policy reform, it is essential to

Farming and development
Agriculture's share of the labour force and GNP per capita, 1 990
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think about why reform continues to be so
difficult to achieve. A fundamental

stumbling block is the peculiar politics of

agriculture.

With economic development, incomes

increase and consumers spend a smaller

share of their budgets on food. Thus,

whereas consumers in developing

countries typically spend about half

their income on food, the figure for
OECD countries is around 15%.

Increasingly, consumers become

"rationally ignorant" that they are paying
more for their food than necessary - it is

not worth the effort of becoming

informed and protesting.

Weak demand growth contrasts with

relatively strong gains in productivity,

with the result that agriculture becomes a
"declining" industry albeit a successful

one. Many developing countries have over

half their workforce employed in
agriculture, whereas the share m OECD

countries is typically around 3%. Hence, a

given transfer to producers imposes a

progressively smaller burden on the

overall economy. Also, the competitive

process puts pressure on less efficient
farmers, and increases their incentive to

lobby for government support.

In addition, the decreasing size of the

agricultural constituency raises the

incentive for farmers to engage in collective
action. This is because smaller groups are
less able to "free-ride" on the benefits of

lobbying by other members, as larger per

capita gains can be achieved, organisational

costs are likely to decrease, and shirking

on political activity among members
becomes easier to monitor and control.

These factors explain the obvious

asymmetry that, for example, sugar

producers are more likely to protest

against the removal of support than sugar
consumers and/or taxpayers are likely to
mobilise in favour of it. However, the

reasons for the political imbalance go
further than straightforward economic

incentives. If policymakers respond to

these political pressures, then they are put

in the position of having to defend

existing policies. One way of doing this is

to claim that the policies being pursued
are m fact fair and efficient. This "noise"

distorts the public debate and can drown

out objective economic arguments.

Myth making

One manifestation of such noise is the

propagation of agrarian myths, which
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include the confusion of modern

commercial agriculture with rural heritage

and the suggestion that current

agricultural policies serve to uphold
fundamental social values. Some of these

myths are being eroded, partly because of
health scares such as BSE and concerns

about the effects of biotechnology on food

safety and the environment, but also
because some of the trade-offs between

the interests of developed and developing

countries are being brought into sharper
focus, notably in the more protected

sectors such as sugar, dairy and cotton.

However, there is also a danger of new

myths taking hold, including those

associated with biotechnology and some
propagated by elements of the anti-

globalisation movement.

Agricultural interests can exploit agrarian

myths to generate public support for
existing programmes and to forge
common bonds around otherwise

unrelated narrow policy benefits. Political

pressure can then lead politicians to
collude in propagating these myths. Once

politicians are lured by the support of

vested agricultural interests, they too have

a stake in ensuring that the public is
convinced of the agrarian worth of their

policy actions.

Political lobbying can also explain why

some sectors are supported more than
others. Whereas farmers tend to become

more politically influential as their

numbers diminish, larger groups are

nevertheless more effective provided they
can overcome the obstacles to collective

action. When policies are complex - for
example, where they vary by region, or by
some other factor that divides sectoral

interests, such as quota allocations - there

are fewer incentives for free-riding. This
may explain why the dairy sector is

relatively highly protected.

The institutional environment is a further

influence on policy. In some cases,
agriculture ministries can come to see
themselves as defenders of farmers'

interests alone, and so claim the

maximum possible budget for their
activities. Moreover, when decisions are

made at the supranational level, as in the

European Union, countries receiving more

than they pay in may have less cause for
restraint.

Economic analysis, ideology, political

pressure - and even nostalgia - all feed
into the process of agricultural policy
formation, making it difficult to identify
the true motive behind any particular
policy decision. But recognition of the

importance of the farm lobby suggests a
few ways in which reforms may be made
more politically sustainable.

First, compensation can ease the process
of reform. In the United States, the 1996
FAIR Act involved a switch towards less

market-distorting forms of assistance. But

the return to more production-linked
instruments under the 2002 Farm Act

highlights the need to think not just
about compensation, but, even more

importantly, about effective adjustment
assistance. If people can be helped into

According to OECD analysis, a significant
share of farm support is capitalised into
asset values, including farmland and other

sector-specific investments. Hence, there

is also a need to look beyond direct

income effects when considering the
implications of reform, and take account

of the impacts on non-farming
landowners, quota holders or industry
suppliers.

It is also essential to look beyond the
immediate interests of OECD countries

and take a global perspective. Some issues
that have assumed high importance
among OECD countries, such as the

"multifunctionality" of agriculture, have
had little resonance at the global level.

So, where does all this leave the Doha

round? The OECD's assessment of the

Uruguay Round Agreement on

Agriculture was relatively upbeat,

The OECD's assessment of the Uruguay Round Agreement on
Agriculture was relatively upbeat, describing it as a "watershed".
For this optimism to have been well-founded, countries will

need to face down political pressures and deliver on the promises
they made at Doha.

more productive, and therefore better

paying, activities within or outside

agriculture, that is not only good for
them, it also makes it less likely that they
will make demands for protection at some
point in the future.

For similar reasons, it is important that
policies be simplified. Market price
support sounds simple, but experience
shows that it requires a broad range of
instruments to keep it in place, both at

the border, for example, through tariffs,
tariff-rate quotas and export subsidies,

and internally, via production controls.

Transparent payments for the provision of
identifiable public goods like
environmental management, or as an

income safety net, may have more

administrative requirements, but if

everyone is treated equally the costs

associated with lobbying for special
favours - rent seeking - should diminish.

describing it as a "watershed" in that

agriculture was finally brought under the
auspices of WTO rules, despite the fact
that it left high levels of support and
protection intact. However, that

optimistic assessment was based on the

assumption that, having established a
system of ground rules, the next round

would tackle protectionism more
forcefully. The failure of trade

negotiations in Cancûn suggests that, for
this optimism to have been well-
founded, countries will need to face

down political pressures and deliver on

the promises they made when launching
the Doha Development Agenda.
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Competition

Home truths, globalisation
and competition
Making trade work

Phil Evans, Consumers' Association, UK

WTO talks have to be put
back on track, but there is

time to do some thinking
first. In particular, to work
properly, free trade needs to
be backed by strong
competition rules.

To say that there has been a rush to
judgement following the collapse of
the Cancûn WTO ministerial

meeting would be an understatement. In

some ways, Cancûn was the farce to
Seattle's tragedy; or perhaps déjà vu all

over again. But the time for apportioning
blame for the failure of Cancûn has

passed, and there is an urgent need, not
so much for action - there is always a

Pedalling with the basics

need for that - but to step back and think

carefully about where the trading system
is, and where it should be going. We

should do this because the trading system

is important, as it can deliver benefits for

all trading nations. A refocused system
can make sure these benefits reach

ordinary citizens.

We have a golden opportunity to take
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Protection is first and foremost a domestic redistribution issue,

the outside world comes second. Attacking someone else's

protectionism relies on there being a domestic reform movement
to strengthen your hand.

Competition

stock now because some of the major

players on the trade stage will be locked
in elections or government reshuffles; it
would be a surprise if much happened in

the trading system for the next two years.

But two years passes quickly and it is

vitally important to adjust the trading
system; in particular, the bedrock of
progress, the bid-offer system, is losing its

appeal as tariff levels generally fall and

attention turns to domestic regulations. Is

the current set-up and agenda able to
respond to the challenge of making world

trade work for everyone involved?

The first thing we have to accept is that
the success in trade talks to date has been

based on reciprocal mercantilism between

richer, stronger countries - you take my

exports and I take yours. The problem

with this approach is twofold. On the one
hand, huge differences between tariff
rates make reciprocity difficult - how

does a tariff of 4% get traded off against a
tariff of 40%? And on the other, it is an

inflexible and probably inappropriate tool

for more complex "development" issues

or indeed systemic issues like

competition and trade facilitation. We
either accept that progress requires us to

carry out time-honoured bid-offer talks,
or we design something else. In a
consensus organisation, it is not easy to

see what that "something else" is, so in
the short run we need to refocus minds

on the bid-offer process.

Secondly, trade policy is a domestic issue
with international spillovers. The US
protects its cotton farmers and the EU all
its farmers, not to damage developing
countries, but to appease or please

important vested interests. The first
people they damage are their own
citizens. Protection is first and foremost a

domestic redistribution issue, the outside

world comes second. Attacking someone

else's protectionism relies on there being
a domestic reform movement to

strengthen your hand.

It is no surprise that in Cancûn the US
could stand firm on the cotton initiative

while the EU had to give way (a little) on
agriculture. This was because there was

no domestic reform push in the US, while
there was in some countries of the EU.

For international reform to work it must

be in sync with domestic reform.

Thirdly, there is a serious mismatch in

agendas between developed and

developing countries. For most developed
countries, the tariff swamp has nearly

been drained; for most developing

countries, it is still in flood. This poses

two sets of challenges. Firstly, for most
developing countries, tariff levels between

each other are now just as important as

tariff levels in the developed world. Nepal
should care more about tariffs in India

than Ireland and Argentina should care
more about Brazil than Britain.

Secondly, the mismatched agenda

undermines the viability of a bid-offer

system. If European agricultural non-tariff
barriers are my market access problem,

what can I offer to get movement? Not a
lot in some cases, which is why some

countries find they have to sell off the

family silver in the form of privatising
their state assets. This agenda mismatch

requires developing countries to look
closer to home and to also form alliances

with developed world reformers; but also
to look for broader solutions to developed

world domestic reform problems.

So those are the problems; what of
solutions? Firstly, to get any movement in

the short term, we have to get back to good

old-fashioned reciprocal mercantilism. Bid-

offer worked for 50 years and there is some

life in the old dog yet. Secondly, for the

longer run, we need to get the agenda into
place now to allow us to refocus the WTO

on the next generation of problems. That

agenda requires OECD countries above all

to dismantle complex systems of domestic

protection and tackle webs of private and
public restraints on trade-like cartels and

anti-dumping. It requires developing

countries to tackle powerful vested interests

that capture the benefits of trade

liberalisation and privatisation for

themselves, rather than ensuring they

spread to ordinary citizens.

That agenda is the competition agenda.

Only through strong and effective

competition rules do ordinary consumers

get a guarantee that trade liberalisation
will benefit them. Only through such

rules will we have the tools domestically
to attack vested interests and

inappropriate regulation.

To rehash an old trade cliché, we need the

trade community to get itself back on the

bike and pedal with the basics of trade

negotiations. And it needs to have a better

vision of where it is pedalling to. For that,
it is vital that it also focuses on the

competition agenda and develops the tools

for all countries to bring benefits of trade
between nations to all their peoples.
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Globalisation

Globalisation

Preserving the benefits

Anne O. Krueger, First Deputy Managing Director, IMF

It is easy to knock
globalisation, but it is all too
easy to forget the benefits
globalisation has brought
too. Slipping back into
protectionism is not the way
forward.

In some circles, these days, it is

fashionable to blame globalisation for
all manner of ills. Critics hold it

responsible for everything from poverty

and inequality to environmental pollution.

It is important, of course, to listen to

what the critics say. Many of them have

genuine misgivings about the spill-over

effects of rapid economic progress.

Policymakers should make every effort to
ensure that these costs - usually short-

term - are kept to a minimum.

But it is also important to remember how
substantial recent economic progress has

been - and how widespread. Globalisation
is not new, and nor are most of its

consequences. Technological progress has

always encountered resistance from those

fearful of change and its impact on them.

But economic growth in the past 50 years

or so has been more rapid than at any

Just as it has been for thousands of years,

trade has been the main driving force

behind this unprecedented economic

expansion. Rapidly falling transport and
communications costs have helped, of

course. But the dismantling of trade

barriers that took place after 1945 fuelled
economic growth. The multilateral trade

system set up first under the General
Agreement on Tariffs and Trade and now

overseen by the World Trade

Organization helped all participating
countries reap the benefits of free, or

freer, trade. We must not lose sight of the

role that trade liberalisation has played in

creating the gains in economic welfare
from which so many people have
benefited.

The industrial countries have done well in

the past half century. But so too have

many people in the developing world. A

large proportion of the world's population

Globalisation is not new, and nor are most of its consequences.

Technological progress has always encountered resistance from

those fearful of change.

point in history. In the 19th century, for
instance, countries like Britain, at the

forefront of the industrial revolution,

managed average annual per capita

growth rates of around 1.5%. Contrast

that with the per capita annual growth
rates of 5-8% that several countries have

achieved in the period since the Second

World War. The most successful emerging

market economies have grown in a decade

by as much as countries managed in a
hundred years in Victorian times.

has become better off at a faster pace than
ever before. Infant mortality has declined
sharply; literacy rates have risen to more
than 70%. World poverty has declined -
in the five years after 1993, for example,
the number of people living on less than
US$1 a day fell by more than 100 million.
Life expectancy in developing countries is
now around 65 years, only about 10 years
less than in the industrial countries.

Economic growth has also raised the

demand for democracy and
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Globalisation

Anne Krueger: "We do not expect the
temporary costs of adapting to a Doha
settlement to be significant for the vast
majority of countries."

representation. A large part of the world's
population now lives under elected
governments.

Recognising the gains is essential if we are
to preserve them. History shows us that
progress can be halted, and even reversed.
The problems faced by the international
economy after the First World War are a
sharp reminder of how dangerous a
retreat into protectionism can be - and
how widespread its impact. Governments

need constantly to remind themselves that
it is not enough to pay lip service to the

principles of free trade. Preserving the
multilateral trading system, and

dismantling trade barriers, must remain at
the forefront of economic policy if the

gains from globalisation are to be
preserved.

Many people forget, or overlook, the
International Monetary Fund's role in

promoting world trade. That is
understandable. The general assumption

is that the IMF exists to prevent or resolve
international financial crises - and it does.

But that task is a means to an end. The

Fund's Articles of Agreement charge it

with facilitating "the expansion and
balanced growth of world trade".

It is not the IMF's job to oversee the

world trading system - that task falls to
the WTO. But the IMF can help countries

develop the sustainable macroeconomic

round. Based on what we know from

past trade liberalisations, and the IMF's
own preliminary research, we do not
expect the temporary costs of adapting to
a Doha settlement to be significant for

the vast majority of countries. But by
standing ready to provide support in
those cases where it might be needed,

the IMF is providing a kind of contingent
insurance, so that no country feels
unable to commit to further trade

liberalisation.

By helping to underpin the process of
trade liberalisation in this way and by
helping governments take the necessary
action to maintain financial stability, to

pre-empt crises or, in some cases, to

resolve them, the IMF is also helping

them exploit the opportunities offered by
globalisation.

Of course, crisis resolution is an

important element of the Fund's work - it
certainly has the highest profile. But
increasingly the Fund has sought to help

governments put in place the sort of
framework that both reduces the risk of

crisis and better equips them for those
occasions when trouble strikes. Such

assistance extends far beyond the
traditional domain of macroeconomic

policy. Institutional reform, financial
market reform and technical assistance

across a whole range of issues - these all
form part of the IMF's day-to-day work

The IMF is providing a kind of contingent insurance, so that no
country feels unable to commit to further trade liberalisation.

framework, including monetary, fiscal and
exchange rate policy, which they need to
benefit fully from participation in the
world economy.

New initiative

The IMF has also recently launched a

new initiative, aimed at providing

support for countries that may face
short-term balance-of-payments

difficulties as they adapt to the further
trade liberalisation that we hope will

eventually be agreed under the Doha

with governments. The IMF is also active
in helping low-income countries to

develop pro-poor growth policies, again
aimed at helping countries and their
populations reap the maximum benefits
from globalisation.

Efficient markets, at the national and

international level, are key to delivering

the conditions for the stability that

governments, firms and individuals

cherish. Economic sustainability is at the
heart of the IMF's work. But it is - or

should be - everybody's aim.
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Cleaner business

MNE focus

Extortion, bribery, kickbacks, political handouts - a lot is
said about fighting corruption, but how is it being fought?
The Annual Report on the OECD Guidelines for Multinational
Enterprises 2003: Enhancing the Role of Business in the Fight
Against Corruption has some answers.

The 2003 report on OECD's renowned
Guidelines for Multinational Enterprises,
released in November, updates progress

made in promoting appropriate business
conduct among big business. While
observance of the Guidelines, which were

released in 2000, is voluntary for companies,

adhering governments are committed to
promoting them. This annual report, the third
in a senes, describes what governments have

done to live up to this commitment. In

particular, it gives a valuable progress report
on the business sector's participation in the

fight against corruption.

One way to measure this participation is to
look at what enterprises are saying to their

employees and to the public. How do big
enterprises promote integrity inside and out of
the office? The report examines public
statements on corruption published on

100 large multinational enterprises' websites,
pointing out differences in sector; in kinds of
anti-corruption commitments, whether
private-to-private corruption or bribery of
public officials; what management tools are
used; and whether companies report publicly

on how they honour or implement these
commitments.

The shortcoming of this approach, of course,
is that information provided to the public does
not necessarily reflect practices in the field, yet

the annual report states that publicly available
material does shed light on the importance a

company attaches to the issue. Furthermore,
the difficulty of framing anti-corruption
commitments lies mainly in identifying and

describing the transactions to be proscribed.
While the connotation of the words "bribery

and corruption" includes the general idea of

unethical transfer of resources, the challenge

of developing an operational definition of
corruption takes companies and workers into
grey areas, where the boundaries between
right and wrong are not clearly drawn.

The report found that, of the 43 enterprises
that do publish anti-corruption material on
their websites, 32% prohibit offering and/or

giving bribes, while 33% prohibit attempts at
solicitation and/or receiving bribes.

Furthermore, public statements vary widely in
their vocabulary and language. For example,
the words used to describe resources that

might be transferred in the course of a corrupt
transaction included terms like donation,

gratuity, service, discount, kickback or
incentive, whereas when describing acceptable

payments or benefits, words such as
appropriate, legitimate, reasonable, business-
related and courtesy were often used.

Take "facilitation payments", for example. Are

they a form of bribery or an acceptable - and
sometimes only - way to get the job done?

Ten of the 100 companies discuss facilitation
payments, yet there are divergences of view
about whether company policy should tolerate

them. Some firms prohibit them entirely while
others set forth transparency mechanisms,

requiring that facilitation payments be
properly authorised and recorded.

Over a fourth of the enterprises in the study

cite challenges from cultural and local

customs, and what might be called "endemic

bribery", and many set out a company stance

on accepting gifts or entertainment. A focus
on appearance hints at the role of public
opinion and social pressure in determining
companies' assessments of what defines
acceptable conduct. As cited on the website of
a petroleum company, "Local customs,
traditions and mores differ from place to place,

and this must be recognised. But honesty is
not subject to criticism in any culture."

The OECD Guidelines for Multinational

Enterprises are recommendations addressed by
governments to multinational enterprises
operating in or from 38 adhering countries,
and are posted online at www.oecd.org, under
Corporate Governance. The 2003 report can
be purchased at www.oecd.org/bookshop.
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Why do some countries
do better than others?

Do aid agencies make
a difference?

UNDP's Development Effectiveness Report

2003 puts performance under the spotlight

by examining the notion of development

effectiveness. It covers two components:

The first deals with country performance,

looking at the evidence and assessing

UNDP's own contribution thus linking

organisational performance to development

effectiveness.The second part tackles global

concerns and the role of donor countries in

development effectiveness. It focuses on

the need for stronger partnerships between

developed and developing countries

and presents strategies for meeting the

Millenium Development Goals.

The MDG challenge:

Can partnerships

provide the answers?

DEVELOPMENT

EFFECTIVENESS

REPORT 2003

Partnerships for Results

si^^éy

Copies of the DER are available at the Evaluation Office, UNDP, I UN Plaza, Room 460,

New York, NY 10017. The electronic version is available at www.undp.org/eo/



World summit hA

Spotlight nformation society

Information society
Promise and risks

Markus Kummer, eEnvoy, Federal Department of Foreign Affairs, Switzerland

Switzerland is hosting the first phase of the World Summit
on the Information Society (WSIS) in Geneva from
10-12 December 2003 and is committed to making this
summit work. But what is it all about? Will it be yet
another summit with political statements and resolutions of
limited relevance or will it really make a difference?

Raising political awareness, improving
use of information and

communications technology, and
bridging the digital divide: these are the
basic aims of the Summit on the

Information Society. Here we go again, you
may say, for no doubt you have heard all of

this before. And you would be right, the
digital divide has been discussed for years,
but are we any nearer to closing it? So what
can a summit achieve?

There are several objectives, in fact. First,
there is the process, which many dismiss

as being just details, but which will have

a strong effect on the result. Right from
the beginning, even before the decision to
hold the summit was taken at the

International Telecommunication Union

(ITU) in 1998, the WSIS was conceived as

a very different kind of summit. It would

be an open process that involved not just
world leaders, but all stakeholders. The

actual negotiations and the decision¬

making remain the prerogative of
governments, but stakeholders, such as

businesses and civil society organisations,
have been given the opportunity from the
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World summit

outset of interacting with government

representatives and so maximising their
decision-shaping role. This is a new
model and future major UN conferences

may well be based on it.

But will the government-stakeholder
summit deliver concrete results? That is up

to the parties, and will depend on their
sticking to feasible goals. There is a
common understanding that information

technologies offer enormous potential and
that the international community cannot

afford to waste any more time in seizing the

opportunities they present. The global
economy increasingly relies on digitalised

knowledge, information and
communication. This is the reality.

Yet, many countries and billions of
people are still adrift from this reality and
their access must be improved.

Telecommunications and technology

markets can help in unpredictable ways.

fighting poverty and contributing towards
the Millennium Development Goals.

Digital divides exist on many levels. Though
first and foremost a North-South issue,

there are also divides within every society,

with a real danger that new technologies

will strengthen power elites and isolate
vulnerable people further, from the elderly
to the disabled. Avoiding the development

of a two-speed society is a major challenge
for all governments, even in advanced
countries. And while technology can deepen

divides, so it can provide the means to

narrowing them.

The summit is supposed to agree on a
common vision of what kind of information

society we want. But as it is the first time the
UN is addressing questions related to the

information society, it is not surprising that
controversies have come to the fore. They

include very specific issues, such as
governance of the Internet, but also more

Thanks to the mobile phone, in sub-Saharan Africa twice as many
people have been given access to the telephone than in all the
decades of terrestrial telecommunications combined.

Five or six years ago, there was already
concern that developing countries would
be left behind in the information age. But

back then, estimates about the

investment needed to close the gap might
have been higher than they are today,
thanks to innovation and falling

technology prices. Many poorer countries
have taken the opportunity of

leapfrogging traditional stages in

communications by adopting mobile
telephony for instance; thanks to the
mobile phone, in sub-Saharan Africa
twice as many people have been given

access to the telephone than in all the
decades of terrestrial cable

telecommunications combined.

Technology and markets are the basis to
build on, but governments have much to
do. In fact, the world summit is not about

technology per se. Nor are ICTs an end in
themselves, but a means towards reaching

broader policy objectives, like improving

the everyday lives of millions of people,

general issues about globalisation and
culture. Some see technology as an

opportunity, others as a threat. Some want it
to help build an open, global society, others
see it as a way of exercising greater authority.

It goes without saying that democracies
subscribe to the first vision. The

Declaration of Principles, which will be

the main political outcome of the summit,
should reaffirm fundamental democratic

rights and freedoms, such as the right to
privacy and to freedom of opinion and
expression, as enshrined in the Universal
Declaration of Human Rights. A
declaration without this vision would not

be worth the paper it is printed on (nor
the web site).

E-control

But governments and people also see the
security potential of ICT. Indeed, these
political issues about rights are closely
linked to the security of networks. A

tendency to be avoided is to exploit

"insecurity" as a pretext to give carte

blanche to governments to clamp down on
abuse and so harm the growth of the

system. There will be a need to strike a
fair balance, and while the duty of

governments to protect the fundamental
rights and freedoms of their citizens is
foremost, the parameters of that duty are
for citizens, not governments, to decide.

Concern has been expressed in several
countries, rich and poor, that governments
see ICT as a means to control their

citizens rather than to empower them.

There seems little doubt that technology

could be abused in this way, including to
filter and control access to information.

And in our time of international

instability, any tools to improve national
security will be looked at with interest.
But to turn this into an Orwellian vision

may be overpessimistic.

Throughout history, governments have
never been able to control technological

progress. Is there really any reason why
information and communication

technology should be different? True,
there are concerns about how innovations

in the pipeline might be used, like
scanning individuals' DNA for official
records, or e-profiling. But technology is
the means, not the end, and free

democracies will continue to adapt their

laws to protect rights and prevent abuse,
as they are already doing. The challenge
is to encourage all countries to embrace
ICT as a powerful tool for promoting and
realising human rights and fundamental
freedoms everywhere, and in particular
the freedom of opinion and expression.

These are the issues the World Summit on

the Information Society will tackle. It may

only be one event in the global
policymaking calendar, though it should
serve as a reminder that, as with any silent
revolution, there is no shortcut on the

path to the information and knowledge
society.
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Information society
The ICT challenge

Pekka Lindroos and Misha Pinkhasov, OECD Science, Technology and Industry Directorate

Information technologies
offer great potential for the
world economy and society.
But several challenges and
risks must be overcome on

the way.

When Marshall McLuhan

suggested that electronic

interdependence was recreating

the world in the image of a global village, he

was writing in the early 1960s, long before
the advent of the Internet and today's
networked world. Indeed, in this first

decade of the 21st century, our world has
become much smaller and communities

more closely knit. Above all, we live in an
information society, with information and

communications technologies (ICTs), rather

than just electronics, at its heart.

The information society may not be a new

concept, but it is one that is constantly

evolving. It is still in its youth, and as such,

its dynamics are changing every day. We

know much about the potential, though we

are still learning as the information age
unfolds. What seems clear is that the

ongoing development of ICTs in all its

forms and applications is driving radical

change in our lives, with the constant

creation of new products and services, new

ways of conducting business, new markets

and investment opportunities, new social
and cultural expressions and new channels

for citizens and government to interact.

There are risks and challenges with any new

age, as witness the great social shifts during
the industrial revolution. Today, ICTs are

starting to have a deeper impact on
workplace organisation, for instance. Even if
there is much we can never predict,

everyone must be ready for this and other
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emerging challenges if we are to maximise
the potential benefits of ICT. In particular,
balancing issues like network security, data
protection and privacy with openness,

access and trade is not easy, yet it is key to
ensuring that the information society goes
from strength to strength.

The technological innovations, particularly
in the area of ICT, that have underpinned

the birth of the information society were

sparked in OECD countries, so it is little

wonder that we have been giving the

subject much thought and attention. Here
are some themes and challenges that we see
as priorities for the proper development of
the information society.

ICTs enable economic growth

This is not a new message, and indeed the

OECD has been promoting it for quite a

few years. Still, the message needs
repeating, particularly because of the

confusion between "new economy" in
terms of stock values and the underlying
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Wired homes

Households with access to the Internet, 2000-02.

% of all households

12000 A 2001 A 2002

Sweden

Denmark

United States

Netherlands

Canada

Switzerland

Japan

New Zealand3

Australia

Finland1

Ireland

Austria1

United Kingdom1-'

Italy

Germanyi

France

Portugal

Czech Republic

Tjrkey4

Mexico

1. For 2002, data from the EU Community Survey on

household use of iCT relate to the first quarter.

2. March 2001 -April 2002 (fiscal year) instead of 2001.

3. July 2000-June 2001.

4. Households in urban areas only.
Source: OECD, ICT database and Eurostat, Community

Survey on ICT usage in households 2002, May 2003.

This is not a call for investment to pump up technology sectors, but
a common sense realisation that ICT can help make markets more

efficient by improving economic management and distribution.

pervasive impacts of new technology.
Though the financial bubble may have
burst, there is clear evidence ol

continuing strong growth in demand for
ICTs, in business and among households.

But ICT is not just about adding to capital
stock, but improving output in firms,
since combining skilled labour and capital
can raise total or multi-factor productivity

(MFP). Indeed, investment in ICT by
firms in sectors such as electronics

manufacturing, media, wholesale and
retail trade, finance and insurance, and
business services contributed over 1% to

Australia's productivity growth from
1996-2001, as much as 1.3% m the US

and 0.73% m Ireland.

So this is not a call for investment to

pump up technology sectors, but a
common sense realisation that ICT can

help make markets more efficient by

improving economic management and
distribution. It is worth investing in it

because the economy will grow and
resource use will become more

economical.

ICT adds value by allowing users to

operate within faster, larger and more
interactive networks. These lower

transaction costs and speed up innovation

because people and markets are better
connected, whether in sharing knowledge

or trading goods. Scientists have benefited
from such network effects through

international collaboration, both among
themselves and with business. Firms use

ICTs to improve efficiency and reduce
costs. And households are better informed

about different options, quality and
prices, so that, even if they do not always
buy online, they reap the benefits of
having access to ICT.

Simply adding ICT to the recipe for growth
is of course not enough, since sound

economic frameworks and policies to foster
ICT use, as well as smooth market

conditions to encourage competition

among suppliers and users, are also
needed. Indeed, more competition is

needed to boost take-up of broadband, for
instance.

Still, improving ICT access and the
quality of use is an important challenge.

Computers may be spreading, but not all
homes, schools, or businesses have taken

them up or are using them as they might.

Data shows that email is by far the leading

use of Internet, followed by information

search, with purchase of goods and services
and other online transactions and other

advanced forms of management, lagging
well behind.

Small businesses in particular, including

start-up companies, should be encouraged
to see ICTs as a tool for reducing costs and

gaining access to wider markets. Many

OECD governments are taking action, by

opening the way for infrastructure

investment, encouraging competition in

provision of services, and providing
information and support services to SMEs
that invest in ICTs and e-business.

Over the last decade the use and

management of ICTs have become

integrated in schools in most OECD

countries, with most pupils now having

access to computers and the Internet.
Universities and colleges have been doing

this for a while already. Yet, building

capacity in education remains a policy

challenge. Even where the technology has
been introduced, lack of sufficient human

skills (teachers, support staff, etc.) can

prevent institutions from taking full
advantage.

Policy can help, as witness efforts in inner-
city or rural areas, for instance, to provide
more IT capability in small schools, while

distance learning is becoming more

widespread too. Teaching methods have had
to change in many cases, as have education
technologies, and indeed the educational

"market" itself has become more globalised,

making resources more widely available.
Without ICT, this might not have happened.

One area demanding greater policy effort is
in encouraging learning among unskilled

working-age adults, including the elderly
and disabled. People without skills risk

being left out of the benefits of ICT, both in
terms of earnings but also basic job

prospects (see article by Andrea Bassinini).
ICT offers great potential in terms of
bringing non-employed groups back into
the workforce.

Trust and confidence

For the information society to take hold,

one very serious battle to win is to enhance
trust and confidence in ICT and networked

systems. There are a number of threats to
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ICT use. Spam, virus attacks, worms,
hacking, cracking, network outages; all
affect operations, whether in businesses,

homes, hospitals or critical infrastructures
as a whole. Part of the answer is better

technology that can meet public

requirements. But as for any market,
nurturing trust and confidence among all
users is essential. The OECD has launched

the "culture of security" concept as the

vehicle to improve the reliability of
information systems and networks.

The culture of security is based on a joint

way of thinking about, assessing and acting
towards increasing security. Trust is driven

by a clear rationale. Consumers will vote

with their feet: if the digital economy works
and their rights are sufficiently covered and
risks lowered, they will use the Internet

more and more. But they must become
accustomed to it too. And businesses,

including the SMEs, will gain more

confidence in ICT with experience, as

predictability rises with transparency and

availability of practical tools to meet various

legal, tax and other demands.

E-government

In building trust, governments should lead
by example. ICT has already started to

transform government's ability to

strengthen its relations with citizens.
Consultation and dialogue with households

and businesses are fast becoming routine.

ICT also allows government experts to tap

new sources of policy-relevant ideas and
information, and so improve their

performance.

Some governments have made

e-government a formality. Most

governments (including those outside the
OECD) have interactive web sites, and it is

now possible to file tax returns on many of
them.

But e-government is more about

government than about "e". Its impact goes

beyond public relationships to improve

government management and delivery,

productivity, and so on. It has the potential
to contribute to improving policy

coherence within government, thanks to
better internal communications.

Governments are a formidable consumer of

INTERNET

PPPP*i

! ! ':

ï
N-33B

F TOURIST INFORM4TI0N :

INTERNET

Different choices?

ICT, arid, as with businesses, this gives

them a golden opportunity to improve

their operations.

Trade, investment and development are

also key. ICT now forms part of the
infrastructure needed for global commerce,

which is promising for development.

Treating global development last in this
discussion does not reflect any order of

importance, but by first understanding how

ICT helps growth, learning and governance,

it becomes easier to see how ICT can play a

vital role in combating exclusion and

poverty. Access to markets, education and
information: all are vital for poverty

reduction. Attaining the Millennium

Development Goals (MDGs), from mortality
reduction to improving the environment,

depends in no small part on improving
information and education.

Trade and investment are vital instruments in

making technology and skills available and in

helping global integration. It would not make

much sense for the development of the
information society if goods and services were
not available. Private investment in turn is the

largest provider of sustainable technology use.

Many multilateral and bilateral donors have
been active in the ICT-for-development field

in recent years, by encouraging technology
transfers for instance, as well as helping

with pilot projects in sectors like health,

education, agriculture and the environment.

But the challenge is more than about

technology, it's about communication and

knowledge as tools of development. For this

reason, it is vital that ICTs be integrated into

national development and poverty-
reduction strategies - what policymakers

call "mainstreaming" - to enhance the

effectiveness of Official Development
Assistance (ODA), and not as a separate
item on the balance sheet. So, if the aim is

to build a hospital, school or road,

governments must ask how ICTs can help

them achieve their goals.

Governments need to think in this

coherent way. Co-ordination and

knowledge sharing between governments

need to be more intensive, and bringing

civil society and business into this process

is essential. Fostering ICT will help them
achieve this goal.
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Towards a culture

of online security
Anne Carblanc and Sven Moers, OECD Directorate of Science, Technology and Industry

Making information systems trustworthy is a job that
concerns everyone. What can be done?

Did you know that August 2003 was

reportedly the worst month in
history for virus attacks? With the

"Win32.Blaster" virus rapidly spreading

worldwide and several other disruptive

worms following behind in quick
succession, the total damage has been

estimated by one source at some
US$2 billion (see references). At the same

time, the number of reported security

incidents is constantly rising: the CERT
Coordination Center at the Carnegie Mellon

Software Engineering Institute reports a

number of 114,855 incidents for the first

three quarters of 2003 alone (compared
with 82,094 for 2002).

The message is straightforward: insecurity is
expensive. Security risks hamper economic

potential and severely affect day-to-day
activity in companies and institutions. The
more economies become reliant on

technology, the more they become vulnerable.

How did we get here? One main reason is
that the nature of our electronic

environment has changed. Since the early
1990s information technology has evolved

from modest use of mainly stand-alone

systems in closed networks - basically, office
computers and home game machines - to
the development of the Internet and other
networks connecting businesses,

governments, consumers and any "wired"
individual or organisation. And beyond
computer networks connecting end-users,
important business sectors, from energy and

transport to international banking, use

intelligent networks. Access devices have

multiplied and diversified to include a
variety of portable and wireless accesses.
The Internet increasingly plays a major part

in shaping the way the world works. The

trouble is, the pervasiveness of information

technology and related networks has raised
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new and quite complex security challenges
for society.

There is no question that wide access to
information systems has the potential to
greatly assist economic and social
development, not just through e-commerce,
but through other innovations, like
e-medicine and learning. However, this same

interconnected openness demands new

practices to ensure proper functioning and
resistance to internal and external threats

and vulnerabilities. And security is critical to

local, national and global communications,

essential infrastructures such as power

generation and distribution, financial
markets or transportation, and economic
welfare.

There is no easy or perfect solution, no

"silver bullet" to eliminate the security risks.
Threats and vulnerabilities are constantly

evolving. Moreover, a network is as weak as
its weakest point: if one component is
compromised, whether deliberately or by
accident, everyone connected to the

network is potentially exposed. This is an
occupational hazard of interdependency.

What can be done? An obvious answer is to

invest in more technology. And indeed,

cultural change in the way society perceives

information technology security. Nor is this

being too ambitious. Just as in air travel,
where people now accept that mobile phones
must be switched off before takeoff and

landing, a public attitude that understands

risks and, as importantly, responsibilities can
and must be cultivated. Such a change is the

best possible way to reach real user trust in
the online environment.

To help initiate such a sea change, in 2002
the OECD developed new Guidelines for
the Security of Information Systems and
Networks. Building on the 1 992 OECD

Security Guidelines, the revised version

responds to the ever changing security
environment and calls for a "culture of

security". Since their adoption in July 2002,
the OECD Guidelines served as the basis for

a United Nations General Assembly
resolution for the "Creation of a Global

Culture of Cyber Security" in December

2002, the European Council "Resolution on

a European Approach towards a Culture of
Network and Information Security"

(February 2003) and have been recognised

by the Asia Pacific Economic Co-operation
(APEC) forum. Apart from raising awareness

about the risk to information systems and

networks, the new guidelines offer advice

A cultural change is needed in the society's perception of
information technology security.

such investments have been in constant

growth in recent years. As regards
investments by business users, respondents
to the Deloitte Touche Tohmatsu 2003

Global Security Survey said they were

spending on average about 6% of their total
IT budgets on security.

Perhaps we are getting used to such sums.
After all, in the now almost forgotten Y2K

episode, an estimated US$200 billion was
spent worldwide to prevent computer date-
reading problems from occurring in 2000.
But not only are business investments costly,

spending on designing security technology
is rising too. Also, virus attacks have not
diminished, suggesting that a technology-
only route would be a long battle and so
can only be part of the answer.
What is needed is nothing less than a general

on the policies, practices, measures and
procedures available to address those risks,
while addressing the need for their adoption
and implementation. In short, the aim is to

foster greater confidence among all

participants in information systems and
networks and the way in which they are
delivered and used.

However, there is much work to be done

before a culture of security well and truly

takes hold. A survey conducted by IDC/Bull
in 2002 with the IT Divisions of 250

European companies showed that security
was not yet a strategic consideration for two
out of three companies. A more recent

survey from September 2003 conducted by
Watchfire and IBM Global Services shows

that 66% of companies surveyed used at
least one web form that collected sensitive

personal information without any protective

encryption.

Still, try we must. Already, in January 2003,

OECD countries agreed on an

implementation plan for co-ordinated
national online security policies and a

survey of progress is now under way. Then
m October 2003, at a global forum on

information security and networks hosted

by the Norwegian government in Oslo,

governments and civil society participants

explained how they are implementing the

online security guidelines and educating

their citizens, customers and the general

public about best practice online, including

campaigns aimed at parents and children.
These are not talk shops, but a vital way of

identifying problems and developing the

culture of online security real people need.

The OECD has launched a Global Culture

of Security web site as a resource to help

users everywhere learn how to follow online
security practices. The best defence against
information system viruses, hackers and

other online risks is to strengthen the

network through improving behaviour. That

means spreading good practices around.
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For a bigger load

Broadband access is

already widely available
in the OECD area, yet
not everyone is biting.
Why?

1

1 veryone has read about the benefits of
broadband technology and if you have

/just opened this article online with a slow
speed modem, perhaps you will want to read
more. For the transition from traditional phone-
internet communications to broadband is rather

like the shift from propeller planes to the

jumbo jet.

Broadband enables businesses to transmit more

data faster from one location to another, thus

helping them stay on top of their competition.
Teenagers can download their favourite music
or video, and rugby fans can watch their
favourite try from the recent world cup finals. It

is not just for entertainment, of course; doctors
use broadband to send X-rays for rapid
consultation, for instance. And for most of these

users, broadband represents the first "always

on" connectivity to the Internet.

With all these benefits of faster transmission

speed of larger information volumes, there
must be something we're missing. Too many
homes and businesses remain mired in the

slow download age of first-generation

connectivity, unwilling or unable to access
broadband.

True, with growth of 53% over the past year

alone, translating into 75 million broadband

subscribers in OECD countries by the end of

September 2003 and an estimated annual
US$30 billion in access revenue, the

significance of broadband is growing.
Moreover, access is now available to three

quarters of households across the OECD area.

On the other hand, with an average OECD

penetration rate of only 6.6 subscribers per
100 inhabitants, the potential for growth is still

large. It is true that Korea has reached a mature

market with over 70% of households being
connected. But some countries have barely

started service. The demand may be there, but

often not the supply. Availability is uneven

within countries too, particularly in rural areas.

Yet the cost of upgrading networks to provide

broadband is falling and a variety of new

platforms are being deployed, such as in fixed

wireless technology. In short, the general

consensus is that while broadband is a rapidly

growing technology, it has much more room to
expand.

Such is the concern that not enough is being

done to seize the opportunities broadband

presents for economic and social development,
that the OECD's Committee on Information,

Computer and Communications Policy (ICCP)

recently issued a statement calling for faster
progress. It highlights the need for more

competition in communication markets, for
instance, and continued market liberalisation.

Government can only do so much to expand
broadband use. The real lead has to come from

the private sector, since a competitive
marketplace is the best way to facilitate its

growth and to maximise its capacity, the OECD

statement stresses. This depends upon

regulatory frameworks, like establishing

safeguards against one firm controlling most
readily available access, and a heightened
culture of security to prevent fraud and

strengthen networks against threats or

breakdown (see article by Anne Carblanc).

The market for new systems is vibrant enough.

New technological developments, in fixed
wireless, mobile wireless, fibre to the home,

satellite and even broadband through electric

cables, are competing with more established

DSL and cable technologies, which are

themselves evolving rapidly. The capabilities of
broadband and the demand for broadband

services will no doubt continue to surprise us.
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The great digital information
disappearing act
Deborah Woodyard, Digital Preservation Coordinator, The British Library

Could the information age
spell the death of
information? This is a

genuine risk that proper
action to store websites and

other electronic information

can avoid. Now the British

have enacted legislation so
that electronic publications
would be saved for future

generations.

rnrOiflr.

How magnificent is a notebook from
Leonardo da Vinci? It is full of

exquisite illustrations of thoughts
and ideas. Nobody could deny it is a unique

and valuable record of a great mind.

Who is the Leonardo of 2003, or the

modern day Marie Curie or John Lennon?
How will we know? Will anyone keep

their palm pilots or store their personal
web pages? After all, surely today's great
thinkers, inventors and creative minds are

largely using the latest technology to
"pen" their thoughts, instead of ink and
paper. You can do so much more in digits
and pixels!

Perhaps they were already creating digital

documents 20 years ago, but will their old

Commodore 64 work when we dig it out of

the attic to rediscover their genius in 15 or

50 years time? Leonardo's notebook opens,

but would the old computer work? Even if
we could turn it on, the old software

applications and commands could make it
impossible to read the information. Genius
would be lost.

Sure enough, there will always be
somebody out there who will know how
to use it, or even have a Commodore 64

at home. However, we cannot rely on a

curious minority of enthusiasts for the

continued maintenance of our

documentary heritage and written

history, especially in view of the vast
amount of digital material being created

in the world today.

Look at another seemingly innocent
problem: the dead link. You click a

hyperlink you have saved, but the

document you wished to re-read has

disappeared. Whether it has been stored

or deleted is one question. The next day,

you discover the link is back, but the

document seems to have been slightly
amended. Has it? Revisionists will be

smiling, but for researchers and keepers
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of record, this represents a growing

challenge. And there are others.

The worldwide web is estimated to contain

over 250 terabytes of information and is

still growing rapidly. That is equivalent to
1 7 times the volume of the print

collections in the United States Library of

Congress. This alone sounds mind-
boggling and yet, according to the same
research source, e-mail creates roughly

400,000 terabytes of information a year!

Consider the information created in your

organisation, the e-mail and work
documents that form the basis of your

organisation or business. Can you

guarantee that you will still have the right
computer hardware and software to use
these important records and data in the
future? It will require a long-term plan.

Electronic Records Management systems

definitely improve the immediate

management of this material, but how long
can they really keep the memory of our
organisations? Technology moves at such a

are a good place to look for inspiration in
solving this problem. Take the national
library of the United Kingdom, the British
Library (BL), which has the ethical and
legal responsibility to acquire, preserve
and make available all printed material

published in the UK. This is enforced
through legal deposit law. In recent years
the national published output has included
an increasingly digital component that
was not covered by the law. Legislation to

extend legal deposit to non-print

publications made significant progress
through parliament in 2003 culminating
in a Royal Assent Act in October, in a bid
to ensure electronic publications are saved
for future generations.

The BL collection of digital material also

extends beyond the deposit of
publications. The Library receives digital
collection material through several

methods: deposit, purchase, capture and
creation. It arrives on disk or online, in the

form of CD-ROMs, CD-Rs, DVDs, floppy

disks, online publications and web sites. It
can then also exist in a multitude of logical

Ignoring preservation would be like putting a book on the wrong
shelf and never being able to find it again, or as bad, storing the
book under a water drip.

great pace that keeping up with current and
new trends often leaves the older information

behind. File formats and software

applications are constantly evolving. We need
to take these issues into account before we

suffer severe digital amnesia.

Simply saving all the bits and bytes is a j

start, but it will not necessarily be enough to
be able to use the information again in the

future. Managing large amounts of data is a
considerable challenge also. You need to

understand the technical profile of your entire

collection, as well as be able to efficiently find

a single piece of information within a huge

storage system - a needie in a virtual haystack.

Librar-e

Libraries have always dealt with large
amounts of information, and large ones

formats such as images, text, audio,

interactive databases or geographic

information systems. This diversity adds

several degrees of complication to finding
digital preservation solutions.

Preservation needs to be addressed

throughout the life cycle of digital
material in order to be effective.

Appropriate steps must be introduced
to acquisition and cataloguing, for
example, to ensure the capture and
management of technical details and

preservation information, and guarantee
the digital files are not altered in any way.
Ignoring preservation and not performing
these tasks at this stage woufd be like
putting a book on the wrong shelf and
never being able to find it again, or as

bad, storing the book under a water drip.

The information may still be between the

pages, or in a digital file, but you cannot
see or use it anymore.

New systems are being developed

specifically to collect, manage and
preserve the digital collections in the
Library, such as the recently established

Web Archiving Programme. Under the
programme, the British Library will take
a leading role in negotiating permission
with authors and owners to collect UK

web sites in partnership with other
institutions, nationally and internationally.

Given the huge scale and dynamic nature

of the web - there are currently more
than 4 million UK-based web sites - the

Library does not consider it feasible or
affordable to aim at truly comprehensive

coverage. The approach will be selective
and based on voluntary terms negotiated
with the web site owners.

The BL is also working towards improving

the archiving of digital resources as part

of the Digital Preservation Coalition
(DPC) in the UK. This is a nationwide

consortium of 25 major UK organisations
which was established in 2001 to foster

joint action to address the urgent

challenges of securing the preservation of
digital resources in the UK and to work
with others internationally to secure our

global digital memory and knowledge
base. Initiatives such as these will ensure

a way forward for at least some digital
information, but more action will be

needed in all countries if we are to avoid

a digital "dark age" in years to come.
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Biobanks

From health protection to data protection

Bénédicte Callan and Iain Gillespie, OECD Science, Technology and Industry Directorate

Thanks to advances using information technology, we now
know far more about our bodies, how they function, and
how they are built. But there are challenges, not least in
safeguarding personal data.

In 2003, Affymetrix, a genetics company,

put all the protein coding regions of the
human genome on a computer chip,

about 6,500 genes in total. This remarkable
step shows how far genetics and informatics

have come since the human genome was

mapped in 2000. And there is more to
come. Advances in informatics enable the

storage and analysis of ever larger
collections of biomedical information. In the

future, cheap, storable "genes on a chip"

may become available that will allow rapid
analysis of the genetic make-up of each
individual. Meanwhile, information on the

genetic variations that exist among people
and that might allow better, more focused

medical interventions are being brought

together in large-scale databases.

Human genetic databases are evolving

rapidly and are becoming such an important
dimension of the information society, not to

mention their potential for healthcare. The
real treasure trove as far as health

researchers are concerned is the possibility

of combining genetic data for thousands of
individuals with information about their

health and lifestyle habits over time. Several

projects to link genetic and other personal
data are well under way. In Iceland, Decode

Genetics, a private company, has created a
biobank of genetic samples from
100,000 Icelandic volunteers. Decode is

linking these data with information from the
Icelandic Health Sector Database and from

public genealogical records. Already, it has

mapped genes involved in 25 common

diseases and identified 15 specific disease-

causing genes, including ones behind
schizophrenia, stroke and osteoporosis.

In Europe, the UK Biobank hopes to collect

genetic samples from 500,000 volunteers
aged 45-69 and link the genetic data to

medical information updated regularly by

their doctors. The aim is to investigate the

effects of genetic and environmental factors
on the risk of contracting the common

diseases of adult life. Other such large-scale

projects in the pipeline include the Estonian

Genome Project and CARTaGENE in
Canada. But, on a smaller scale, there are

thousands of collections of human samples,

in hospitals and laboratories, which are

stored indefinitely and could, in theory, be

converted into genomic databases and
linked with other sources of information.

Biobanks will help researchers identify the

genetic basis of specific inherited disorders,
as well as those diseases that do not have

clear patterns of inheritance. And they will
cast light on environmental links to the risk

A close resemblance

of developing specific diseases. Perhaps
most exciting for the health researchers is

that these databases could help explain why
individuals vary in their responses to the

same drug. Such knowledge could open the

way for tailor-made drugs which are more
suited to the needs of patients.

Private genes

Some people find the emergence of

biobanks quite disturbing, seeing use of

such information as an invasion of personal
space. Might that information be

manipulated in ways reminiscent of Aldous

Huxley's Brave New World or the Hollywood
movie, Gattacal

These fears may be exaggerated, but one
cannot belittle their legitimacy, nor the
lessons of history. Public vigilance is

required. One reason is that genetic data is,

to a degree, different from other personal

data in that it is relatively immutable over a
lifetime and it is perceived as having a
predictive value. That is why some fear that

in the hands of, say, insurance companies or

employers (private or public), genetic

information could lead to negative
discrimination. Or in the hands of the

unscrupulous, the data could be exploited

to market products and services. No one
can be perfectly certain about how secure

this information could be, but if the security

and confidentiality of genetic research

databases cannot be adequately ensured,

public support (and that means funding
too) for this promising technology will
weaken.

There is another compelling reason to pay

more attention to security. Genes are

heritable; they hold information not only
about the donor but also about other

members of a family. So communicating
results to an individual - which in the case

Observer No. 240/241 December 2003 35



INFORMATION SOCIETY

few Genetics

of research databases is frequently not done
- may raise questions about how and
whether others need to be involved. For

instance, do children have a right to know

or a right not to know if a parent is found to
have a serious genetic disorder? In many

countries it is not fully clear what the
obligations of the clinical researcher or
database developer are to the families and
how these might conflict with the

confidentiality promised.

A third issue is that the creation of large-

scale human genetic research databases is
being done with the intention of creating
research resources for the future. The uses

of genetic data are not a priori identified.
Broadly, the database developer may seek to
study the interaction of genes and the
environment, but the specific projects will
vary. When seeking consent from
individuals for the collection, storage and

use of their genetic data, many databases
ask that consent be granted for future
unspecified uses. But in some countries,

such broad consent is neither legal nor

ethical, the view being that individuals
should be contacted for each new use of

data. This is a costly and impractical
proposition that can undermine research.

There is also a question about the

commercialisation of genetic data and what
returns to individuals and society are

appropriate. Most of the genetic samples,
and linked information, have been provided
on a voluntary basis for the advancement of
science. There is no doubt that the

information can be commercially valuable,

as private companies are themselves
building their own databases. If the
databases are created using public funds,

with voluntary contributions, what is an

appropriate strategy for maintaining broad
research access, given the fact that the
functioning of the databases entails costs?

In other words, building biobanks is a

balancing act between enabling research,

protecting information and winning public

Virtually clean?
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What about the environmental impact of computers? As this French components recycling
plant suggests, this may not be negligible. There are direct effects associated with the
production and use of IT equipment, as well as with millions of computers, together with
their metals and other hazardous substances, being disposed of every day. And there are
more indirect impacts from increased penetration of IT in our economies. Even the effects of
e-commerce are uncertain. You may save a trip to the store by shopping oniine, but the
delivery of your purchase generates traffic too.

See for example Matthews, H.S. et al. (2001), "How much did Harry Potter cost?", in OECD
Observer, No. 224, January. Also, visit www.oecd.org/environment

support. It is possible to imagine a future
culture where each human being considers

their genetic information as a public good
for intergenerational use. But even then,
risks of commercial and public abuse will

remain. So developing safeguards will

always be essential. What kinds of
safeguards are being put in place now?

The large-scale databanks are new and we
are still learning. Some countries, like

Iceland and Estonia, have put in place

legislation to regulate their functioning.
Most others are relying on existing privacy

and human research regulations and
legislation. At an international level, a
number of draft guidelines for the ethical

treatment of genetic data are in the making.
The UNESCO International Bioethics

Committee adopted the International
Declaration on Human Genetic Data in

October 2003, and the WHO is

reconsidering its Guidelines on Ethical
Issues in Medical Genetics and Genetic

Services. But to date there is no agreement

internationally on the regulation of genetic
research databases and even less practical

advice on how to manage them.

The OECD's own biotechnology experts

from around the world are holding a

meeting in Tokyo in 2004 to help us make
progress in the management of genetic
databases and the security of genetic
information. Whether there is a need for

agreement, perhaps in the form of
international guidelines on best practices,
will be among the discussions. The

question on people's minds is, what will be
enough to achieve the necessary balance
between the creation of new knowledge

and the protection of the very nature of
our being? That is a challenge for

governments.
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Scientists and engineers
Crisis, what crisis?

Mario Cervantes, OECD Directorate for Science, Technology and Industry

Just as demand for scientists worldwide is booming, many countries are warning of a
looming shortage. Are they right?

Scientists and researchers are the backbone

of knowledge-based economies. Without
them we would not have the worldwide

web or many other advances we take for
granted in our lives, from healthcare to food
safety, even engineering feats such as power
stations or the Channel Tunnel. Now ageing,
but also the fact that science seems to have

become an increasingly unpopular subject with
students, have raised fears that we could run of

Yet, as business and governments invest in

research and development (R&D), demand for
researchers in areas such as information

technology (IT) and biotechnology continues

to expand. The number of researchers in
OECD countries rose from 2.4 million in

1990 to 3.4 million in 2000, a 42% increase,

and demand is still expanding - the EU
estimates it will need 700,000 new researchers

to meet its commitment to increase investment

in R&D to 3% of GDP by 2010. The US

National Science Foundation projects that

some 2.2 million new jobs in science and

engineering will be created over 2000-2010,

especially in computer-related occupations. In
Japan the University Council predicted in
1998 that demand for masters students would

exceed supply by 2010.

But where will all these new scientists and

researchers come from? A recent UK

government report bemoaned a 16% drop in
enrolment in chemistry and 7% drop in
enrolment in physics and engineering
between 1995 and 2000. Meanwhile,

countries such as Australia and Italy worry
about replacing the large numbers of "baby
boomer" faculty staff when they retire; some

70% of full professors and 35% of all science
staff in Italian universities are over 50.

Indeed, meeting the demand for scientific

talent is so high on government agendas that

it will be a central issue for discussion by
science and research ministers from OECD

countries as well from China, Israel, Russia

and South Africa when they meet in Paris on

29-30 January 2004.

Such concerns are not exactly new. Back in
1945, Vannevar Bush, the Director of the US

Office of Scientific Research and

Development, warned that "with mounting

demands for scientists both for teaching and
for research, [America] will enter the post-war

period with a serious deficit in our trained

scientific personnel". The launching of
Sputnik in 1957 and the space race between
the Soviet Union and the United States

amplified his concerns and led to the

expansion in the supply of scientists and
engineers, not only in these two countries,
but also in western Europe and Japan.

But forecasting demand for scientists or other

specialised workers is inherently risky, not

least because most projections are based on
past trends. It is almost impossible to

caution by policymakers, not least because

there is a risk of overreacting and producing a
glut of scientists, and so fuelling a "brain
drain" as graduates, unable to find work at
home, go abroad.

Debunking shortages

In fact, most labour economists debunk

claims of future scientist shortages, pointing
out that the market will resolve them, as an

increase in demand will result in a rise in

wages for fewer scientists and this, in turn,
will increase incentives for more students to

pursue scientific subjects and so raise supply
again. However, this logic may apply less to
academic fields, where public universities or

governments are the main employers and

where public R&D is the main determinant

of demand. Here, salaries may not adjust
easily to a drop in supply or to competition
from other sectors such as IT.

Shortages should also lead to a drop in the

unemployment rate for scientists. In fact,
unemployment rates for recent university

Most labour economists debunk claims of future scientist shortages,

pointing out that the market will resolve the issue. However, this

logic may apply less to academic fields.

determine with any accuracy how industries
and technologies will emerge or develop in the
future, and thus what their scientific needs

will be. The US National Science Foundation

warned in 1989 that by 2006 America's

production of scientific skills at university level
would fall short by hundreds of thousands.
The fact that such a dire prediction has turned

out to be wrong is a salutary message for

graduates have historically been low across
OECD countries. They ranged between 2%
and 5% in OECD countries in 2000. In the

US, the unemployment rate of PhDs in
science and engineering during the recent
economic boom was even lower, at 1.2% for

graduates who had been out of school for
three years, according to the US National
Science Foundation.
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But these overall figures do not show where
particular types of scientist are working. In
fact, the NSF found that some 4.2% of

science and engineering PhDs were working
outside their field of training, chiefly for

financial reasons, a change in professional
interests or lack of opportunities in their field.

In other words, while few scientists are out of

work, a significant proportion of them are not
finding jobs in occupations that are closely
related to their studies. This would weaken

the claim of a widespread shortage of science
and engineering graduates, but may signal
another problem: "mismatches" between what
the market (industry or academia) needs and
is willing to pay in terms of research, and the
skill sets, interests and salary aspirations that

iuates have.

One of the main trends cited in reports

claiming future shortages is a drop in the
supply of new graduates. However, OECD

data show that young people have never been
as highly educated as today. More than a

quarter (26%) of the OECD population aged
25-64 had completed tertiary level education
in 2001 and about one fifth of all university

graduates obtain degrees in science and

engineering.

The supply of PhDs is of particular interest
because most research positions require PhD

level training. National data for both France
and the US show a downward trend in science

and engineering PhD graduates since the late
1990s. But historically, data on enrollment and
graduates show that supply follows changes in
demand, albeit with a lag, which has been the
case with enrolments in the biological sciences
in the US which have reversed their decline

since the emergence of the biotechnology

industry in the 1980s. There has been a slight
rise recently in US students pursuing science

and engineering programmes at graduate level
(4% in 2001). If these increases are sustained,

it should lead to a reversal in the overall

decline in science PhD graduates and reduce
the risk of general shortages or supply
shortfalls.

Foreign talent?

Many people predicting a shortage of scientists
cite the growing share of foreigners among
science and engineering graduates. It is true

that foreign students make up an important

Growing demand
Total researcher employment in the OECD area, per thousand labour force, 1983-2001
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share of the S&E population in several OECD

countries, particularly in the US where NSF
data show that more than a third of all PhD

degrees in science and engineering, and
almost half (47%) of all doctorates in

mathematics and computer science are

awarded to foreign students. The number of
US citizen doctorate graduates in science and

engineering increased or remained stable from
the late 1980s through to the late 1990s, so
shortfalls were occurring probably because

demand was driving the increase, not because

national supply was shrinking.

Foreign supply may well fill gaps, but it is not
certain this will always be the case. Recent

data show a drop in foreign enrolment and
graduates in the US, as students from India
and China, which produces a fifth of the

world's supply of PhD graduates in science
and engineering, increasingly find educational
opportunities in other OECD countries, such
as Australia and the UK. They may even be

staying at home. In addition, data on holders
of temporary visas for high tech workers and

of which universities were among the top

recruiters, show a drop in petitions since

the downturn in the US economy in 2001

and greater scrutiny in the aftermath of
11 September 2001.

Perhaps the central issue behind concerns

about shortages of scientists in OECD

countries is the realisation that the growth of

OECD economies depends on investments

in knowledge, including an ample supply of
scientists and engineers, and a perception

that young people are either less interested
in science than before and/or less

academically equipped to pursue research

careers. Such perceptions are reinforced by
news such as a 2001 NSF public opinion

poll in which two thirds of respondents
agreed that the "quality of science and
mathematics education is inadequate".

International benchmarking studies such as

the OECD PISA survey or the TIMSS (Third
International Math and Science Study),

which measure literacy and competence,

reinforce concerns in countries where youth
ranks low in maths and science.

The quality of science teaching may also be
an issue. The UK report that lamented the

drop in physics and chemistry graduates

pointed to the poor pay of teachers as a
cause of reduced teaching quality and hence

student performance. Consequently,
policymakers have called for increasing
teachers' pay as well as improving the

quality of maths and science teachers.

Not rocket science

What can governments do? Over the past

few years, OECD countries have
modernised their science curricula to make

them more responsive to student needs and

demands from industry and academia. Some

have created interdisciplinary programmes,

linking biologists with computer scientists,
for example, in order to meet demand for
skills in bioinformatics. Others have

shortened degree programmes in a bid to

reduce drop-out rates.

Universities in the EU have also moved to

harmonise degrees up to doctorate level to

improve recognition of diplomas and foster

more mobility between member states.
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Efforts have been made to increase the

participation of national minorities. Several
OECD countries have also acted to improve

access and participation of women among
science and engineering graduates. And it is
not just a question of encouraging women
scientists back into the job market; firms
could also do more to keep them in
research.

Meanwhile, industry involvement in higher

education, including PhDs, is increasing in

many countries as a way to better prepare

graduates for work in industry. Indeed, this

is a key challenge for EU countries where
currently only 50% of science and

engineering graduates work in industry,

compared to 80% in the US.

Barriers to staff mobility can also aggravate

mismatches or shortages. Making

employment more flexible in higher

education and public research institutions is

one way of helping to renew staff and keep
younger people in research. Several OECD
countries have reformed employment law in

the public sector to allow researchers to

work in industry for a limited period. The
EU has made it easier for researchers to

move across borders, for instance,

encouraging unemployed Spanish biologists
to seek work in the Netherlands where there

are vacancies, but barriers like language

remain, as well as issues related to moving a

family or finding work for spouses.

Of course, better data on demand for

researchers and on the career paths of
science graduates would also bring some
objectivity to the debate. But there is no
guarantee that this will put an end to
predictions of a looming shortage of
scientists.
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Wired-less development
Daria Taglioni, OECD Trade Directorate

When business gurus and industry

captains gathered for Telecom
World 2003 at the International

Telecom Union in Geneva this October, they

all agreed that télécoms continued to grow, but

not as much or in a manner they expected.

"The future of the industry does not rely so
much on technology, but rather on leadership

and the capability to come up with the right

business models", was how Carly Fiorina,

CEO of Hewlett Packard, put it. The internet,
in particular, had persuaded many businesses

to invest heavily in new technologies, while

relying on unrealistic growth expectations. The
focus since has turned to services.

Future opportunities, the industry agreed, lie

in providing services across new technologies

like fixed and mobile wireless platforms,

broadband and voice-data interfaces. But any
new strategy depends on a well-designed

regulatory framework, the conference agreed.

As David Currie of the British regulatory body
OFCOM suggested, "thanks to deregulation,

we have now a much more dynamic, vibrant

industry than 20 years ago".

Regulatory reform, market liberalisation,
education and innovation are particularly

urgent in regions that are just starting to
connect, like most of Africa. True, mobile

telephones are spreading, but not so
broadband in all markets.

In fact, according to Yasuhiko Kawasumi,
rapporteur for an ITU study group on
communications for rural and remote areas, ICT

technology did not have as strong an impact in

rural areas of developing countries as the

deployment of radio-based services and wireless

local-loop technologies like wi-fi. In Bhutan, wi-

fi was used to build a highly effective IP/satellite

network for both voice and data, with very low

power consumption and costs.

The United Nations and World Bank now

accept the potential that wireless technologies
hold for developing countries. For experts at

the ITU conference, wireless networks require

much smaller investment and capital than

traditional wire line solutions, using towers,

electricity poles, phone booths and other

physical supports for their routers without the
need to lay new cables. (Some even claim that
one day we will be able to get by without fixed
infrastructure altogether.)

Wireless networks are flexible in that their

performance does not decline when the

number of network users grows and the user
can take advantage of wireless connections
with few limitations. And because wireless

systems are built using global industry-wide
standards, a number of small independent

networks can be built and, at a later stage,
merged with others to create a single overall
network without loss of quality But could

wireless help poorer countries to trade, via e-

commerce for instance? It depends. For now
the main issue to overcome would be in secure

payment technology for wireless, that some

argue, lies in investing more in the integration
of diverse networks for data transmission

(GSM/UMTS, Bluetooth, WLAN, etc.).

While for card payments some types of

wireless communication might not be ideal, for

businesses in Africa using the web to make
contacts and market their wares, cheap wireless
access could make all the difference.
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Cell phone: South Africa's former president,
Nelson Mandela, holds up a mobile phone in
London, October 21, 2003. Using his old
convict number 46664 from Robben Island,

Mr Mandela helped launch a global phone
and internet campaign to raise awareness
about Aids.

Observer No. 240/241 December 2003 391



Intelligence
for the

Information Society

information and Communications

Technologies

OECD

Communications

Outlook

"i < i'«#

OECD Communications

Outlook: 2003 Edition

ISBN 92641 99845

OECD Science,

Technology
and Industry
Scoreboard

fit

8 A

OECD ((Q | 1H^-i-i»"'-ft 71

2003
20O3

OECD Science, Technology
and Industry: Scoreboard 2003

ISBN 92641 03643

To purchase OECD publications,

please visit www.oecd.org/bookshop

To be the first to know about new titles, sign up for OECDdirect, our

free e-mailing service, tailored to your needs. Visit www.oecd.org/OECDdirect

Contact: sales@oecd.org



Down to work and better jobs
John P. Martin, Director, OECD Employment, Labour and Social Affairs Directorate

Reflections on the OECD

meeting of Employment
and Labour Ministers,

29-30 September 2003

Tc
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£ £ ' I towards more and better jobs" may
seem like a rather obvious theme

for an important conference of

OECD employment and labour ministers,
chaired by François Fillon, the French

employment and social affairs minister. After
all, unemployment has been rising in almost
all countries over the past two years and our
economies need to start creating more jobs if
they are to cut the unemployment rolls.

But there is another pressing reason for the

emphasis on "more" and "better" jobs. For
beyond the eternal fight against unemployment,
ministers are starting to grapple with

employment itself, and more specifically, how to
raise participation in the workforce. Getting
more people into work has become a target of
OECD labour market policy for two pertinent,

though less obvious, reasons. One is to improve

productivity and so lift economic potential -
economies with higher employment rates tend
to be better off; a second is that ageing

populations are forcing countries to find ways
of mobilising more labour to reduce the burden
on working populations of funding social
protection for dependent, non-working people.

Boosting participation makes perfect sense.
The participation rate of men aged 25-54 is
broadly the same across the OECD. The
differences in overall participation and

employment rates are concentrated among
certain underrepresented groups. Iceland has

the highest labour force participation rate
overall because it has more youth, women
and older workers in employment; its prime

age male participation rate is average. France,

for example, has an average participation
rate, but it wants to do better. How?

Fine goals are all very well, yet ministers from
some 30 countries at the September meeting
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were also lucid about the difficulties. First,

there is the matter of how to activate into jobs

the most commonly cited non-employed

groups: older workers, women, lone parents
and people with disabilities. Then there is the
question of what exactly is meant by "better"
jobs. Jacques Delors, who participated in a
public forum on "good job/bad job" as a lead-
in to the ministerial meeting, even wondered

whether the notion of "job quality" was in fact
a meaningful policy objective in its own right,
outside of the narrow area of health and

safety standards.

Lord Richard Layard of the London School
of Economics presented the forum with
some straightforward logic. For him, the

unemployed were significantly less happy
than the employed; the employed with a

"bad" job were happier than the
unemployed; so it was more important to

get the unemployed into a job than to worry
about the "quality" of the jobs in question.
For Lord Layard, a tough approach, with
sticks as well as carrots, was the best way to

help the non-employed find work and he
cited evidence to back up this assertion.

This argument laid the tone for the
ministers' discussion the following day. As
the situation stands, some 35% of the

OECD working-age population is either

unemployed or inactive, including 25%
for the prime age group of 25-54 years.
And the majority of these receive some
kind of income benefit. Mobilising a

significant proportion of this labour
reserve into jobs may be ambitious, but it
is necessary.

One crucial area ministers agreed on to help
achieve this goal would be to phase out early
retirement schemes and to tighten up access

to long-term sickness and disability benefits
which often provide other ways of retiring
early Incentives like workplace

improvements would also be needed to
entice older people to work longer. In
addition, new attitudes would be needed all

round. A "cultural change" is how business

representatives to the OECD put it; the
Business and Industry Advisory Committee
to the OECD admitted that firms were

having great difficulty turning these
principles into practice. Labour
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representatives agreed: the Trade Union

Advisory Committee to the OECD
acknowledged that when firms have to lay off
workers, their members tend to negotiate the

most favourable redundancy packages for
older workers.

So, what of those carrots and sticks cited by

Lord Layard? The jargon OECD ministers
prefer is "mutual obligation", a contract

whereby quality career guidance, job-search

assistance, training and other in-work rewards

would be provided as long as benefit

recipients took real steps to find a job or

course to improve their employability If they
did not, then their benefits would be affected.

The approach seems to work, since countries

with higher participation and activity rates,
like Canada, Denmark and Sweden, offer

decent out-of-work benefits but attach strict

job-seeking conditions to receiving them.

Whether mutual obligations could be
applied equally to all groups on the margins
of the labour market is another matter. After

all, some lone parents might face high costs

of child care that their income barely covers,
or may simply wish to spend time with
their children. And older workers may retire

early to be with their already retired
spouses, and so on. Also, some groups need

more training, others more adaptable work-

time arrangements.

Nor can people with disabilities be placed

in the same basket: being blind is quite a

different matter than being unable to walk.
This raises an ethical question: should

activation policies focus on those most

likely to generate returns, or on groups that

are at greater risk of exclusion?

It is a sensitive issue, though there is an

overall appreciation that work, social

inclusion and prosperity go hand in hand.
Still, for some countries, the aim is to make

a "suitable job offer", rather than making

benefit recipients accept the first job that

comes their way. Others prefer a more
vigorous approach to activation, combining
in-work benefits and/or subsidies to create

additional jobs for low-skilled workers,

while accepting the risk of a proliferation of
low-paid and precarious jobs.

But there is no disagreement that
incentives to facilitate access to the labour
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market must be part of any activation

strategy, from expanding part-time work to

investing in learning. Crediting women

with pension entitlements to cover career
breaks for their children would, ministers

noted, also help.

A subject of hot debate among ministers is

who exactly should provide employment

services for job seekers. Job placement

services are no longer a cosy public sector

monopoly, with private agencies confined to
a few niche markets like temporary work

agencies or managerial head-hunters.
Australia and the Netherlands are two

countries that have abolished their public

employment services, and now contract out

to private suppliers. Some distrust

contracting out, fearing that profit-driven

agencies might favour employers' needs,

rather than those of job seekers. Some

countries like Britain and Germany are now
seeking to develop partnerships between the

public and private employment agencies. So

far, the jury is out on these innovations, but
the OECD is monitoring them closely

The labour market has changed since the

1990s, and though unemployment is lower

now than 10 years ago, jobs are often less

secure. Skills become obsolete more quickly

nowadays, and new tasks must be learned
fast, as anyone working in an office will

testify. People have to be "ready" for work.

Hence, the importance of lifelong learning,

which OECD employment ministers

reiterated in the September meeting, in
particular in light of ageing populations.

Going beyond rhetoric is not easy. Ministers

can provide a regulatory framework to

encourage a learning culture and monitor

the quality of training services. But the
private sector must take its share of the

responsibility, as there is evidence that
businesses invest in skilled workers first,

less in women than in men, and less in

small firms than in large firms. Changing
this by co-operating closely with

employers, as the US is trying to do, is one
way forward.

Another way forward is the co-financing
route whereby all players - employers,

workers and governments - contribute to

financing the costs of training investments.
This may well involve financial contributions

but it could also involve workers giving up
their time in order to train. What works, for

whom and why: these are questions we need
to know more about. Ministers asked the

OECD to help find answers.

In addition, ministers draw attention to the

fact that the OECD Jobs Strategy is now
almost a decade old and it is timely to
review its continued relevance, especially in

the light of recent experience and the
looming challenge posed by an ageing work

force. They gave the OECD two years to

provide such a major reassessment.
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Solving the training divide
Andrea Bassanini, OECD Employment, Labour and Social Affairs Directorate

The information society is

all very well, but the trouble
is ensuring everyone can be
trained up for it, especially
those who need it most.

Computers are everywhere, except in the
productivity statistics. This famous,
perhaps over-quoted, line from

Robert Solow, the US economist, had

everyone from MBA students to Nobel
wannabes and policymakers scurrying to
their databases in search of evidence that a

new economy was indeed being fashioned
from the emergence of new technology.
Some evidence has been uncovered that

information and communication technology

can, when combined with human capital,

drive up firm-level productivity and
performance, for instance. But regardless of
whether one believes that all of this adds up

to a new economy or not, part of Mr Solow's
point remains blatantly true: computers are
everywhere. In fact, the development and
spread of new technology in the workplace
is not a myth, but a reality. Everyone's skill
set requirement has been upgraded as a
result.

But this raises another possible myth that
demands our attention: that the new

economy would lift everyone's potential,
however educated they might be. This is, of
course, a contradiction: remember, the

improvement in productivity comes from
combining technology and human capital,
particularly skilled labour. Yet, the world is
full of unskilled labour too (anyone

educated to secondary level only, with no

higher level or specific skills qualification, is
defined as unskilled). So, while the frontier

of economic possibilities will thankfully
always expand, it should come as no
surprise that job opportunities for the low-
educated are shrinking almost everywhere.

Everywhere

Take employment growth. This has been
positive in the last 10 years in OECD
countries, yet there has been a marked
contraction of jobs that are typically held by
low-educated workers (see graph). The

cases of Germany and Italy stand out: in
these countries net destruction of unskilled

jobs has occurred at a rate greater than
1% per year since 1993, despite overall
positive employment growth. Even in
countries such as the United States,

Luxembourg, the Netherlands, New Zealand
and Spain, that have experienced fast
employment growth (of the order of
1-1.5% a year or more), jobs for low-educated
workers have grown much less quickly

The progressive disappearance of low-
skilled jobs may seem like progress, and
indeed fewer mundane tasks is part of the

promise of a knowledge society, but it

makes for rather gloomy employment

prospects for the less-educated, who stand
to fall behind in terms of employment

performance and wealth. In the OECD area
as a whole, the employment rate of workers
with lower secondary education or less fell
by 0.3 percentage points each year during
the 1990s, in spite of growing employment
rates for the other groups. In effect, to add
to a digital divide, there is a skills divide
opening up in the OECD area.

The downward trend of the employment

rate of the low-educated reflects the pace of

technological change, and in fact has been
sharper in countries where technological
change is faster. For instance, in Sweden,
business R&D expenditure soared from less
than 1.9% of GDP in the late 1980s to

about 2.7% by the late 1990s, while the
employment rate of the low-educated
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Unskilled jobs
Annual average employment growth of jobs held by the low-educated in selected OECD countries «Mw

a) Jobs typically held by the low-educated correspond to jobs with a high share of workers with less than upper secondary education.
b) 1 994-2002 for Denmark ; 1 995-2002 for Austria, France and the United Kingdom ; 1 995-2001 for Germany ; 1 993-2001 for Luxembourg ; 1 996-2002 for the Netherlands ; 1 992-1 998 for

New Zeland, Switzerland and the United States and 1993-1998 for the Czech Republic ; 1993-2002 for all other countries.
c) For each country, jobs (i.e. employment in industry/occupation cells) are ranked on the basis of proportion of low-educated workers in 1 993 and then placed into three groups of equal

size in terms of employment shares. Aggregate employment growth and the employment growth of the group with the highest share of low-educated workers are reported in the graph.
Source: OECD estimates based on the EU Labour Force Survey for the EU countries ; OECD database on services for the other countries.

slumped by 13 percentage points between
1991 and 2001. On other hand, in the

Netherlands, a country that recorded a fall

in the growth of business R&D intensity in
the same period, the employment rate of the

low-educated grew by about 10 percentage
points, thanks also in part to a boom in
part-time jobs.

But overall, low-skilled job opportunities
are dwindling. Economists have different
views on what to do about this. Some think

that nothing should be done, as markets

will take care of any problems as people
respond to new incentives and upgrade
themselves. Others emphasise the need for
government to assure better adult-oriented

education and training, particularly as fast
technological change and rapid turnover of
technologies can make skills learned at

school become quickly obsolete. Moreover,
with the workforce ageing and working life
lengthening, education beyond the
schooling received in youth will become all
the more important. The problem is how to
go beyond rhetoric and identify what can be
done to improve adult workers' skills.

Countries still do not appear to invest
enough in the education of under-skilled

adults, although the extent of the problem is
difficult to quantify and may be eased
somewhat by the presence of informal

training. Still, more needs to be done to

encourage a more efficient sharing of the
costs and benefits of training between
employers and employees, thereby
increasing the incentives to invest in human

capital.

Another, more intractable problem, is how
to get training to those who need it most.
As it is, vulnerable workers have fewer

opportunities to acquire new skills. On

average, only 16% of workers with less than

upper secondary education participate in
formal adult training, which is less than half

of that of workers with tertiary degrees (35%).
Similar inequalities are found between older

workers and prime-age workers, skilled and

unskilled, women and men, and immigrants
and natives. Very large gaps are also found
between small and large firms; the 2003
OECD Employment Outlook showed that the

probability of being offered training was
30% lower for a worker in a small firm than

for a similar worker in a large one. Similar
gaps emerge as regards involuntary part-
time workers (with respect to full-time
workers) and temporary workers (with

respect to workers in permanent jobs).

Are certain workers unwilling to be trained
or could it be that firms find it less

profitable to tram them? This question is

fundamental for policy, since in many

countries, particularly in Europe, policies
are first and foremost designed to increase
the incentives of firms to train. Most of

these policies seem to be effective in raising
the amount of training provided by firms,
but are nevertheless skewed to train

workers that are already in a good position
in the labour market because of their lower

training cost. Experience in some countries,
such as the Netherlands, shows that it is

very difficult to target incentives to train

specific groups, since they can generate
undesired substitution between different

disadvantaged groups, such as older
unskilled workers replacing younger
unskilled workers, and the like.

Moreover, while our studies show that older

workers do not seem to be willing to do
training beyond what is offered by their
own employers, mainly because they would
have to pay for it themselves and there is

not enough time left before retirement to

recoup the cost of that training, most other

categories of workers wish they could get
more training. For instance, in cases where

training is not provided by employers, some
5% more women than men say they would
pay for their own training, provided they
could afford it. Even more striking, the
share of workers that do not receive training
from their employers but would like to is

20% greater in the case of involuntary part-
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time or temporary workers than in the case
of full-time workers. So, for certain groups

of individuals, the supply of training falls

short of employee wishes, and sometimes
dramatically. And policies to encourage
employers to increase their overall training
investment would do little to alter this

situation.

For this reason, some countries are

experimenting with co-financing policies for
individual investments in human capital, to

help workers pay for training themselves
when they are not supported by their
employer. For instance, experiments with

publicly-funded training vouchers in the
Geneva canton of Switzerland have been

effective, particularly in increasing training
among immigrants. Similarly, many
countries have introduced so-called

individual learning accounts, which are

bank accounts that benefit from special tax
treatment or are publicly funded, and which
individuals can co-finance and draw on to

pay for future training.

Despite these measures, without support

from their employer, individuals often find

training courses unaffordable, not only
because of their direct costs but also

because of time constraints. On average
about 20% of the workers of OECD

countries say they did not do further

training because of lack of time. Some
training courses may require long breaks

from work, sometimes up to several
months. Many OECD countries have

responded by providing statutory or

contractual training leave schemes that

guarantee employees the right to return to

their jobs after completing the training

course, with the study period usually being wages at subsequent employers
partially subsidised by the government
through loans or grants.

FRAMKIE.org

Some countries have also facilitated access

to training and education on a part-time
basis. For instance, in the Australian

technical and further education colleges it is
possible to study part-time, at distance and

on weekends, and access requirements also

take into account previous work experience.

The effect of continuous training on

employment security is less well

established, though evidence points to a

greater probability of finding a new job
quickly in the case of involuntary
employment loss if the worker has

previously received training.

The key to closing the skills divide seems to

Having to do fewer mundane tasks is part of the promise of a
knowledge society, but it makes for rather gloomy employment
prospects for the less-educated, who stand to fall behind in terms of

performance and wealth.

As a result, in Australia, 12% of the enrôlées

in the formal education system are aged 35
and over, which is three times the OECD

average.

There is no shortage of initiatives to help

improve skills and so the job prospects of
less-educated workers. And the returns

from training are estimated to be quite high.
Most studies find a positive and persistent
effect of training on earnings. For instance,
one study, by Loewenstein and Spletzer,
estimates that for the United States one

week of employer-paid training of newly
hired workers leads to 1 .4 percentage point
higher wage growth in the two years after

hiring and that 17% of the average wage

growth in the same period can be explained

by training. And Booth and Bryan estimate
that in the United Kingdom, one week of

accredited formal training leads to higher

byStik

be a matter of finance to assure training. By
co-financing learning between employees,
employers and, where needed, government,
and by creating the conditions where such

co-financing becomes efficient, the number
of unskilled that risk being left behind
would be greatly reduced.
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Casting the net
Trade measures

for sustainable fish stocks

Vangelis Vitalis, Chief Adviser to the Round Table on Sustainable Development at the OECD*

Overfishing remains a major
problem on our high seas.
Stopping illegal and
unrecorded fishing should
help. The question is, how?

Remember the Johannesburg World

Summit on Sustainable Development

in 2002? A distant memory for many,

but there, governments committed themselves
to restoring depleted fish stocks to levels that
can produce the maximum sustainable yield
by 2015. Notwithstanding this commitment,
as well as a flurry of diplomatic and legal
activity throughout the 1990s including major
intergovernmental agreements, the evidence
suggests that global fish stocks are in serious
decline. Illegal unregulated and unrecorded
(IUU) fishing, particularly on the high seas,
contributes to this problem.

How significant is illegal fishing? The truth
is, we do not really know its dimensions.
There is anecdotal evidence, but no official

statistics, precisely because the fishing is
illegal and unreported. What is clear though
is that the sharp rise in high seas fishing
over the past two decades, both legal and
illegal, has placed considerable pressure on
the overall state of global fish stocks.
According to the UN Food and Agriculture
Organization (FAO), only 1% of the global
fishery resource is on the road to recovery.

Tellingly, production levels from 12 of the
FAO's 16 world "fishing regions", including
areas of known IUU activity such as the
Antarctic, Southeast Pacific and Northwest

Atlantic, have fallen below their historical

maximums, which lends support to the

declining stocks thesis. That said, it is
worth noting that the FAO, in its latest
report on the state of the world's fisheries,
estimated that the catch of oceanic species

(the closest that we can get to defining high
seas catches) amounted to 8.5 million

tonnes in 2000. This was equal to 10% of
the total marine catch in that year.

So, what can we do to curb this illegal

fishing activity which, year after year, is
helping to strip the high seas of its fish
stock? Over-capacity in the world fishing
fleet remains the fundamental problem.
This has forced some trawlers to turn their

attention to high seas fishing, placing
further strain on the resource. Countries

must address the drivers of this activity in
the first instance.
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One modest set of policies, which may

complement other approaches, is to make it
more difficult for these illegal catches to

reach the marketplace. After all, fish and

seafood products are among the most
widely traded commodities in the world.

Trade-related measures to stop the supply of

illegal fish are a broad category which
incorporates, among other things, catch
documentation schemes (CDS). These aim

to identify the origin of all fish entering
member countries of regional fisheries

management organisations (RFMOs). The
CDS, introduced by the 24 country-strong
Commission for the Conservation of

Antarctic Marine Living Resources

(CCAMLR) in May 2000, is arguably one of
the more effective schemes. CCAMLR covers

the Southern Ocean region which
surrounds the continent of Antarctica.

Under the terms of the CDS, all Patagonian

and Antarctic Toothfish traded by members

must be accompanied by a valid catch
document confirming that the fish was

caught in a manner consistent with
CCAMLR's Conservation Measures.

Without this document, participating

countries have the authority to seize,

confiscate or dispose of the consignment.

Implementation is inevitably complex, and
depends on members' goodwill in
enforcement and oversight.

Influencing demand can reinforce the effect
of these supply-side measures. Many
consumers, for instance, claim to prefer eco-

labels as a way of identifying the "right"
foods to eat. The appeal of this market-
oriented mechanism for sustainable

development is clear: it simultaneously
informs consumers about the environmental

impact of their consumption, while

providing producers with a price incentive
by accurately translating the mood of
consumers into environmentally friendly

product development. It is a model that fits
the economist's beloved win-win principle.

That's the good news.

The bad news is that whereas ecoTabellmg

may work with some foods, it has had
limited impact on fish. The penetration of
environment-friendly fish products in the

high value markets of the US and Japan,
for instance, has been partial at best. And

labelling's impact on illegal fishing in the
high seas has been dulled by its emphasis
on specific country-level fishery
certification.

WTO friendly?

Another thorny issue is whether fisheries-
related trade measures are consistent with

WTO rules about non-discrimination and

transparency, and whether they can be
justified as contributing to "conserving an
exhaustible natural resource", as the GATT

1994 Agreement puts it.

On the face of it, the measures applied by

regional fisheries management organisations
(RFMOs) fulfil their WTO-related obligations,

though there is a grey area. In particular, fears

treated the same, regardless of whether they were

captured in a sustainable manner. Eco-labelling

assesses not only the product itself, but also how
it was produced. This offers the potential for a
complaint since explaining how the fish was
captured means making judgements about
responsible fishers, management, impacts on the
environment, and so on.

The jury is still out then on how best to fight
against the illegal fishing trade which is
contributing to the decline in global fish
stocks. Trade measures may be of some limited
assistance, but are an insufficient mechanism

on their own. Moreover, in the absence of a

dispute settlement case on a specific trade
measure with regards to fisheries, it will be

difficult even to be categorical about whether

such fishery mechanisms are really WTO-

Whereas eco-labelling may work with some foods, it has had limited
impact on fish. The penetration of environment-friendly fish
products in the high value markets has been partial at best.

have been raised by some developing

countries that trade measures applied through

multilateral environmental agreements
(MEAs), under which the CCAMLR scheme

could fall, may be used against non-signatories
who are members of the WTO. In other

words, possible incompatibility with the non¬
discrimination provisions of the WTO
agreements could give rise to a dispute.

That said, the WTO secretariat's own

assessment is that the measures used by
CCAMLR and the International Commission

for the Conservation of Atlantic Tunas

(ICCAT) members may be "considered to
provide examples of appropriate and WTO-
consistent (i.e., non-discriminatory) use of
trade measures in MEAs". And most

significantly perhaps, despite the sensitivities,
no case has yet been brought against any
fisheries-related trade measure at the WTO

(though there have been some close calls).

Private voluntary eco-labelling should also be
safe from WTO challenges since the schemes are

developed independently from governments.

Complications arise, however, when a
government supports or appears to endorse
labelling schemes. According to the WTO

principle that "like" products should be treated
alike for the purpose of trade, all fish should be

friendly or not. In the meantime, a "learning by

doing" approach may be the most practical
way forward.

The views presented in this paper are those of
the author alone and do not necessarily represent
the views of the OECD or its member countries.

While illegal, unreported and unregulatedfisheries are
creating headachesfor governments and
environmentalists, in truth, very little work has been done

on examining the economics and social drivers behind this
activity. Most measures taken by the international
community have been legal and jurisdictional, but
economic measures have been overlooked. The OECD

Committeefor Fisheries, currently working on IUU, will
host a workshop on 19-20 April to address these issues
and seek to find multidisciplinary solutions to the problem.
For more, visit the web site at www.oecd.org/agr/fish or
email observer@oecd.org
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The OECD

Securing the future

Jorma Julin, Ambassador of Finland to the OECD*

The OECD is an organisation with
a bright future and a key role to
play, as long as it carries out some
serious reforms. A difficult, but

necessary challenge.

Wanted: International organisation to
help governments manage the

following global challenges: sluggish
growth; unemployment; health care; ageing;
trade protection; development; poverty;
corporate malpractice; tax evasion; global
warming; assessing future risks, and more.

Commitment to fostering sustainable

development and higher living standards in all
countries is required. Experience and expertise
essential. Must have a strong membership and
excellent references.

Any resemblance between this job description
and the OECD is entirely coincidental,

though the OECD would seem well placed to

do the job. After all, here is an organisation
whose members have some considerable

weight in the world. They are home to most

not members of the OECD and co-operate
with the organisation in ways that might not

be the most effective? Can the present OECD
deliver what member countries expect?

My answer is yes, but only if it reforms itself

first. Quite simply, the OECD's once strong
position in the international policymaking

landscape has been gradually eroded over

the years, and though it performs extremely

well in a number of areas, the perception in

many countries of its role and overall

performance has changed. The OECD faces

new challenges, not only in terms of issues

to be tackled, but also competition from
other institutions and businesses. It has

been responding to them, though neither
astutely nor speedily enough. It is useful to

compare the OECD to businesses in the

There is no reward for shyness in today's market for intelligence
and advice.

of the world's business corporations. They
have some 60% of world GDP and account

for three quarters of world trade. They invest
heavily in research, technology development,
education and health care to boost their

competitiveness and foster social cohesion. Its

members produce most of the world's C02

and consume most of its energy. They share

common problems, and so are open to

agreement and joint action. Globalisation and

sustainable development would appear to be

tailor-made challenges for this like-minded

club. Little wonder that many of the
organisation's leaders have wanted the OECD
to take on that role.

But do they still, particularly as several of the
world economy's most significant players are

marketplace. To survive, let alone thrive,

they must find their niche, exploit their

strengths and overcome their weaknesses.

Prudence has its place, but reactivity is vital.

There is no reward for shyness in today's
market for intelligence and advice.

To understand our position, take the case of
financial markets. There, the Financial

Stability Forum and G20 are now prominent

as far as monitoring and governance are
concerned, though the OECD is still seen as

an influential partner. As for development
co-operation, the World Bank has

strengthened its position and, thanks to its

sizeable resources, does not shun addressing
issues which used to be OECD turf. Such

shifts are no accident, but often reflect

deliberate decisions by OECD members

operating in these fora. Also, private
institutions like the World Economic Forum

(WEF) are emerging in some areas as

competitors to the OECD, with its economic

benchmarking and gatherings of leading

political and civil society personalities in
Davos.

Yet, I have absolutely no doubt the OECD has

the potential to take on the competition and

perform a much bigger role. The challenge
has to be addressed on two main fronts. On

the one hand are practical questions about

working methods and products. On the other

are broader strategic questions concerning the

OECD's membership and role in the global

architecture. Improving quality and delivery
of its services and equipping the OECD with
the machinery and capacity it needs to do a
good job should be some of the main targets
of reform.

This demands that member countries adopt a

courageous and forward-looking agenda-
setting approach, investing in a rapid and

effective organisation to address both burning
and emerging issues.

The OECD operates by consensus between

its 30 governments, which though valuable

on substantive issues, slows progress as it
makes it more difficult to push these

burning issues towards the top of the
OECD's agenda, as well as allocating the

resources needed to tackle them properly.
Migration is a perfect example of such an

issue where a more urgent OECD

contribution is badly needed. Only a shift to

a qualified majority voting would give the

organisation new momentum, particularly in
view of future enlargement. As for the

secretariat, management must aim at faster

delivery of sharper studies, policy advice,
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data, and so on, to help governments

improve their own decisions.

In fact, quite apart from new challenges, the
OECD needs reform simply to fulfil old ones.

The original main OECD mission - to achieve
the highest sustainable economic growth and
employment through international
co-operation - is still a work in progress.
Today, growth and environmental degradation
are not yet effectively decoupled in the OECD
area, high unemployment rates exist in

parallel to great numbers of job seekers, trade
protectionism continues strong, multilateral
co-operation is on trial, inappropriate

regulation still hampers competition, and so
on. Financial markets are open and calm

today, but still demand vigilance, particularly
to ensure good governance takes hold

everywhere.

Another of the OECD's founding missions

that of promoting the development of the
world economy remains unaccomplished,

despite many success stories. Korea is one,
and is now a valuable member of the OECD.

The fact that development should be a key

task of this small organisation surprises many
who dismiss the OECD as a rich man's club.

Yet, as President John F Kennedy said at the

outset in 1961, it would be through the

OECD and others that the US and its partners

would endeavour to provide for "the hopes

for growth of the less developed lands". In
fact, the OECD countries are by definition

key players in development, not just for their
markets, but because they manage the lion's

share of the world's development aid and
generate most of its global foreign direct
investment as well.

The OECD mission is timeless, and so the

convention remains valid. If the

organisation were founded today, the
convention would look only slightly
different, mention investments expressly

and take into account globalisation and
sustainable development, as all the three
issues are in demand and figure on the

OECD's agenda today.

One problem the OECD faces is the broad
nature of its work, which blurs the

organisation's image. Its constituencies in

OECD capitals are spread throughout
government administrations, and
co-ordination is far from satisfactory This is

Old friends: US President Kennedy with
Thorkil Kristensen, the OECD's first

secretary-general in 1961

quite unlike other organisations, whose
interests are looked after by just one or two

ministries. As to the global architecture, the
WTO is about trade, the World Bank about

development, and the IMF about

maintaining financial stability. What is the
OECD's role?

Its brief is to help its member governments

better manage their economies and societies
and to promote development. It is a think-

tank, a databank, a problem-solver, a

pathfinder, a policy adviser, a forum and

meeting place, and sometimes a deal broker,
all rolled into one.

Its staff evaluate complex, often cross-
border, situations, think forward and come

up with policy advice on everything from
agriculture to promoting the information

society. Its wide coverage helps explain why

the OECD has become "owned" by so many

ministries. The OECD brings diverse

government officials and experts together,
and engages business, trade unions and civil
society in policy-shaping discussions. And
they assess progress, relying mainly on
developing best practices and soft law, such
as guidelines, using "peer pressure" to coax

governments into action, like reforming
creaking institutions and reshaping bad
policies, or bringing in better regulation.
Pioneer work and breakthroughs such as in

e-commerce, the jobs strategy or corporate

governance, bear witness to the effectiveness
of this approach.

But the breadth of OECD work - though a
potential advantage in cross-sectoral analysis
- has fuelled an identity crisis. The OECD

image needs to have a clearer definition.

This would help to ensure better funding

and support from shareholder governments.

Instead, several budget cuts at the OECD

have made the staff feel that governments

and the wider public are not listening to

them. This situation is not good for an)-

organisation, least of all for one that
depends so much on knowledge, skills,
coherence and morale.

True, the OECD is frequently cited in the

press, particularly in Europe and Asia-Pacific,

but many people probably see the OECD as

little more than a nebulous group of wealthy
industrial countries, and not as an

intergovernmental organisation with a

professional secretariat and high value-added
products and services not just for

government, but business, trade unions,

research, the media and civil society

organisations as well.

Though having a high public profile is not

necessary to being effective in influencing

policy, it does help, particularly for a

public body seeking legitimacy among
shareholders and stakeholders as a partner

in globalisation. And it helps to clear up

misperceptions too.

In the US there is a serious image deficit,

but even a country like Germany, where

the public has woken up to the OECD's

work, thanks to the PISA study on

education, the OECD's work on corporate

governance or global taxation might not be
known. Decision-makers might know the

organisation for its economics and data,
but should be made more aware of its

contribution to other important issues like
social welfare and health care policy, as
well as identifying best practices for
improving business environment and

territorial policies.

Quality for customers first

Such an identity crisis should not get in the
way of clear thinking and action. What

really counts is quality of work and

effectiveness in influencing and reaching the
people that matter. Thankfully, the
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organisation can also learn from some of its

own best performers, for it leads the way in

several specific areas. It has a world voice on

matters of global taxation, education,

insurance, agriculture and competition

policies, for instance, and it is stamping its

name on newer areas like health systems

and risk management.

Its structural economic analysis of OECD
countries is quite unmatched by other
international public organisations, and the
OECD's economic forecasting is a beacon of
success in a crowded area of activity. And in
education, the OECD has been so effective

with its cutting edge work on PISA that

UNESCO has become partners in furthering
the exercise.

Still, the OECD has not had the same

quality and impact on all important issues,

and governments and civil society have not

fully embraced the OECD as a lead player in

addressing globalisation or sustainable

development. This is partly just a perception
and reflects insufficient information, but it

has considerable effects. There is no time to

lose; the OECD must be more aggressive

and take its rightful place in advising how

to harness globalisation while minimising

any adverse effects.

In fairness, the competition with other
inter-governmental organisations is fierce in
just a few areas, like in finance and

development, and complementary work is

the prevailing feature. Also, some

duplication is not always wasteful. After all,
democratic governments will always seek a
second opinion.

The OECD can learn more from private

sector consultants and agencies by adopting
a clearer business-like approach to its work.
This means more upstream quality control,

flexibility, more customer-orientation and so
on. It means building on strengths,

developing flagships and taking full
advantage of what is a strong, but
underused, brand name.

In the information world, speed and

timeliness are vital. Yet, despite the OECD's

small size, too many OECD projects take
too long to complete. The argument that the
OECD takes a more considered view does

not necessarily convince anxious

New horizons: Russian President Vladimir

Putin with OECD Secretary-General
Donald J. Johnston in 2000

policymakers. The outside competition is

stiff, and governments are turning often to
leaner, fitter private agencies for their advice

(even if many of these use OECD data in
their work).

New methods

OECD governments demand a lot from the

secretariat's experts, but one can only do so
much. So there is a need to define the issues

that matter the most for governments and

their voters. Today, headline examples

include: ageing, migration, health,

education, technology, taxation and

governance. In broad terms, policies for
promoting smooth, feasible, structural
reforms in our societies must form the core.

Once the OECD defines its priorities, it

must then ensure financing. A "fast track"
system can be introduced for a very select
number of projects

The OECD must overcome bureaucratic and

political constraints to become stronger. Its
rather rigid and compartmentalised structures

hamper the OECD from presenting truly

cross-cutting analysis. Encouraging efforts
have been made to improve co-operation
across OECD directorates, but so far, the

outcome remains rather disjointed. The

OECD should lead by example, showing its
fragmented government owners in member

capitals how to operate across ministry lines
and produce coherent and consistent policy

advice. This would strengthen not only the

usefulness of the work, but the organisation's

"corporate image".

Apart from speed, winning audiences
demands having sharp and original things to
say, as well as presenting them in ways that
grasp busy people's attention. This does not
just apply to public communication; even
sensitive information intended for restricted

audiences should always be well-written and

engaging if it is to compete for busy
government time.

o The OECD has several bright spots, but

s frankly, too much OECD output remains

p dry and shy. Political prudence is not always

| an acceptable excuse for this. Moreover,
j£ some reports are too long on theory and

conjecture, but thin on advice policymakers

can really use. Governments want practical

road maps, not sermons.

One does not have to be overly
sensationalist, for after all, the OECD's aim

is to make progress by keeping everyone

onside, not by isolating them. At the same

time, honesty and rigour in putting tough
realities on the table is often welcomed. The

approach may raise some eyebrows, but

with the proper judgement, will achieve

respect, as witnessed with the PISA study,

which not only cast education in some

member countries under the spotlight, but

in the end won warm praise from the
authorities themselves. More of this is

needed.

Comparable data and analysis are one of the

OECD's strengths. Governments will

continue to expect more of it. Though
rankings and benchmarking entail some

political sensitivities by drawing headlines,
governments welcome them as they help
keep the focus on improving performance.

To my mind , we have seen far too much

prudence at the OECD. Take the World

Economic Forum's competitiveness report;

surely, the OECD could play a stronger and

more useful role in offering high quality
benchmarking, not just in competitiveness,

but FDI attractiveness, potential for growth,
institutional readiness for globalisation,

governance, and more.

The OECD should not only be ready to
create new products, but redefine old ones,

in response to customer demand. Even the

erstwhile Economic Surveys could be

renamed Structural Policy Surveys, to better
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reflect what they are today. In general, I am
convinced that all the OECD country
examinations in several fields continue to be

some of its best products on the market. But

they need constant care and development,
to respond to the needs of the time.

Of course, products, no matter how good,
must be delivered into the right hands.

Today too much good OECD work does not
reach the relevant people in capitals. Nor

are parliaments aware of it. Feeding through
the media is good, but not enough. Direct
distribution to the capitals (government and

parliaments) and a greater effort to reach
beyond the immediate OECD circle are the
only way. After all, if customers are not
coming to the market, then the market has
to go to them.

Bridging the legitimacy gap

So much for methods and tools, the OECD

should also take a more strategic approach

and respond effectively to developments
taking place in the world economy.
Perhaps the most oft-heard criticism of the
OECD concerns the narrowness of its

membership. A small club may have many
virtues for like-minded countries, but

globalisation has moved on. The OECD
must engage more closely with countries
that are not necessarily as like-minded,

particularly with major global players like
China and Russia, as well as Brazil and

India. Perhaps all these countries do not
have OECD membership foremost in their
minds, but their interests and policies
concern all OECD members, in areas like

investment policies, competition, public
and corporate governance, migration and
environment, etc. These make their closer

involvement with the OECD more essential

than ever.

Moreover, today, some non-OECD countries

and civil society organisations see the OECD
as a servant of developed country interests,
sometimes even as an adversary, rather than

a partner, in globalisation and sustainable
development. So, even if the OECD
co-operates with some 70 countries, having
just 30 wealthy members undermines its
legitimacy as a global instrument in the eyes
of non-members and NGOs. Even many

politicians in OECD countries have started
to take this view.

Legitimacy and relevance would be improved
by engaging the major players of the world
economy into a strengthened and structured
co-operation with the OECD. This could
eventually lead to membership. The OECD
could begin to compete more powerfully and
fend for itself with confidence.

As in business, the need for efficiency would

remain. This surely puts a cap on how large
the OECD can or should grow. Making

progress among 30 countries is already
difficult, even in areas like opening trade, and
a club of more than, say, 45 members, would

become very hard to manage. High standards
must be guarded and for the OECD move
countries forward and foster learning among

peers, everyone must be able to attend
meetings and in a co-operative spirit, and not
break out into alliances, as happens in some

other, larger, more politicised organisations.

Enlargement and co-operation have
implications for the OECD's tradition of
consensus. The approach of developing "soft
law" and guidelines, and relying on principled
agreement among peers still should prevail.
However, on management and technical
issues, including setting the work programme,

this approach has severe limitations. In an
enlarged OECD, a recourse to majonty voting

by the council as the last resort would
become unavoidable.

One way the OECD has derived new strength

assessment and policy advice. While this

should always be practical enough and take

good account of country circumstances on the
ground, the OECD should be very cautious
about taking on technical assistance work.
This could be too much to handle, and

anyway, it is not the OECD's proven
comparative advantage.

The OECD has quite a lot on its reform plate
to deal with. But it would be unfair to

conclude without frankly pointing out that

we OECD members have simply not been

good shareholders of late. There has been
complacency in the air, with budget cuts
pursued by one tiny group of countries, and a
constant flow of criticism from a much larger

group. Yet, no real reform programme or
strategy exists to improve matters. We have to
lead by example and stop foot-dragging. I
hope that the present reform process, which
should come to an end by the next Ministerial
Council meeting in May 2004, makes the
future clearer, once and for all.

It is critical that the EU and the G7 - two

major and partly overlapping groupings -
clarify what they expect from the OECD
(of which their members form a key part)

and what role they wish it to play in the

global architecture of international
organisations in the years ahead. A casual
"wait-and-see" attitude would add to the

confusion and probably be disastrous for

the longer term future of the OECD. And

Frankly, we OECD members have simply not been good
shareholders of late.

and influence has been through co-operation

with other international organisations. The
World Bank has been the foremost partner in

this process, but there is a lot of untapped
potential left. International work in the areas
of taxation, development, corporate

governance, and the fight against corruption
have all benefited from this. Strength in

numbers and through sharing expertise

reflects positively on the OECD and helps
reduce possible duplication.

However, there is a clear borderline to be

drawn: the OECD's strength is in analysis,

yet, there is no doubt that the OECD's
work benefits the EU and G7 in several

ways and could not be easily

compensated for by any other existing or

new arrangement or institution. Let us
draw conclusions from this fact and act

now, so that the OECD reforms benefit us

all. Then, the OECD could make a truly

effective contribution to addressing the

major challenges of globalisation. H

*At the request of the OECD in December 2002,
Ambassador Julin prepared a report on the future
direction of the organisation.
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New US ambassador
Constance Morella has taken up the post of

US ambassador to the OECD, succeeding
Jeanne Phillips. Mrs Morella was the first

woman member of the Maryland state

legislature to be elected to the US Congress,
where she represented Maryland in the
House of Representatives from 1987 until

January 2003. During that time she

developed a national reputation as a leader

in efforts to promote economic growth
through science and technology, serving on
the House Committee on Science. She was

also a strong supporter of economic growth
through free trade and a leading advocate
for women, children and families.

Mrs Morella had previously worked as a
professor of English at Montgomery College
in Maryland. Ambassador Morella is married

and has raised nine children, including her
late sister's six children. US Ambassador Morella

Taxing questions
Representatives of 40 countries agreed to
work intensively to make progress towards
achieving a level playing field at the global
level on taxation issues, during a meeting of
the OECD Global Forum on Taxation in

Ottawa in October.

Most participants also reaffirmed their

commitment to the exchange of

information on tax issues and agreed they
needed to continue discussions to

establish bilateral mechanisms for it to be

effective.

A level playing field at the global level when
it comes to taxation is essentially a question
of fairness, participants agreed. More
progress is needed, particularly in finding

ways to involve significant financial centres
that are not as yet participating in the Global
Forum process. A small group of participants
will be set up to develop proposals for the
Global Forum to move forward with this

work, and report back in April 2004.

For more information on the OECD's work on

taxation: www.oecd.org/daf/clpa

Knowledge is power!
Korea's economic transformation has been one

of the most remarkable of the past century
From the ashes of a terrible war, in a short

period of time it rose to become an industrial

power, joining the OECD in 1996. Korea has

now set itself the ambition of becoming a
knowledge-based economy And the World
Knowledge Forum, launched by Korea's Maeil
business newspaper, plays an important role to
this end by connecting people, bridging
cultures, building communities, and sharing
world-class knowledge and wisdom.

At this year's forum, on 14-17 October,

OECD Secretary-General Donald J. Johnston

delivered a keynote address on the

importance of trust in the context of
international relations, while Korean

President Roh Moo-hyun in his keynote

address unveiled a three-year plan for
market reform. The Maeil is also a

knowledge partner of the OECD's own

public Forum, the next one to be held in

May 2004. For more, contact

John.West@oecd.org

www.wkforum.org/wkf_eng/

New president
of Sahel & West

Africa Club
Thérèse Pujolle has been named

president of the Sahel and West Africa

Club, succeeding Joan Boer. Ms Pujolle
was previously Deputy Director of the

Centre of Prospective Analysis at the
French foreign ministry and has

extensive knowledge of the development
sector, as well as that of Central and

Sub-Saharan Africa where she has held

various positions with wide-ranging
responsibilities. She has also served as

advisor to the French development

minister. Ms Pujolle is the author of

LAfrique noire, le développement confisqué
(Flammarion, 1994) and Lutter contre un

monde inégal (Milan, 1998).

The Sahel and West Africa Club is an

informai forum with a small full-time

secretariat at the OECD that creates and

facilitates links between OECD countries

and West African countries, and between

the public and the private sectors.

Romania's president, Ion Iliescu, on a visit
to the OECD, 21 November 2003. Though
not a member, Romania participates in
OECD work on shipbuilding and steel. The
OECD has published a number of studies
on the Romanian economy.
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Calendar of forthcoming events
Please note that many of the meetings mentioned are not open to the public or the media and are listed as
a guide only. All meetings are in Paris unless otherwise stated. For further information, consult the OECD
website at www.oecd.org/ under "key upcoming events", which is updated weekly.

NOVEMBER HIGHLIGHTS

17-18 OECD-Africa Investment Roundtable, organised by the

Directorate for Financial, Fiscal and Enterprise Affairs

(DAF). Johannesburg, South Africa.

19-20 Gender Equality and the Millennium Development

Goals, workshop organised by Development Assistance

Committee (DAC), the World Bank, the UN and the

Multilateral Development Bank Working Group on

Gender. Washington, D.C., USA.

26 Economic Survey of Chile, launch, with participation

by President Ricardo Lagos. Santiago, Chile.

DECEMBER

1 Multinational Enterprises - Responsibility for the

Supply Chain?, organised by the Enterprise and Economic

Development Program of the Citizens Democracy Corps
(EED/CDC), Germanwatch, and the Trade Union Advisory

Committee (TUAC). Berlin, Germany.

1-3 Future Large-Scale Programmes and Projects in

Astronomy and Astrophysics, workshop organised by

the Global Science Forum. Munich, Germany.

2 Transport Accessibility: Making Integration Work,

conference organised by the European Conference of

Ministers of Transport (ECMT) and the French Ministry

of Transport.

8-10 OECD Health Project, organised by the Directorate for

Employment, Labour and Social Affairs (ELS).

10-11 Designing and Implementing Pro-Poor Agricultural

Policies, the Global Agricultural Forum, organised by

the Directorate for Food, Agriculture and Fisheries.

10-11 Development Assistance Committee, senior-level

meeting.

10-12 UN World Summit on the Information Society, hosted

by the government of Switzerland with participation of
Kofi Annan, UN Secretary-General. Geneva, Switzerland.

11-12 The Future of Universities, seminar organised by the
Centre for Educational Research and Innovation (CERI),

the Japanese Ministry of Education, Culture, Sports,

Science and Technology, and the University of Tokyo.

Tokyo, Japan.

13 Launch of the Latin American White Paper on

Corporate Governance, organised by DAE

Washington, D.C., USA.

14 G8 Labour and Employment Ministers meet.

Stuttgart, Germany.

15-16 OECD-China Seminar on Environmental Indicators,

organised by the Environment Directorate.

JANUARY 2004

8-9 Financial Monitoring and Effective Institutional

Management, conference organised by the Higher

Education Funding Council for England (HEFCE) and

the OECD Programme on Institutional Management in

Higher Education (IMHE).
16-21 World Social Forum 2004. Mumbai, India.

20 Reforming the Public Health System, conference

organised jointly by ELS and the German Ministry of

Health and Social Security. Berlin, Germany.

29-30 Science and technology ministerial meeting:

"Development and Mobility of Human Resources in

Science and Technology: International Co-operation",

OECD Committee for Scientific and Technological

Policy.

FEBRUARY

5-6 Migration and the Labour Market in Asia, workshop

organised by ELS and the International Labour

Organization (ILO). Tokyo, Japan.

12-13 Global Forum on Competition, organised by DAF, with

civil society participation.

16-17 Framing Major Risks and Approaching Good

Governance, inaugural meeting organised by the
International Risk Governance Council (IRGC). Geneva,

Switzerland.

17-19 Zero Emissions Technologies, Asia-Pacific conference

organised by the International Energy Agency (IEA).

Queensland, Australia.

25-27 Financial Action Task Force, plenary meeting.

JVIARCH-MAY

March 19 OECD Education Ministers meet, Dublin, Ireland.

April 20-21 OECD Environment Ministers meet.

May 12-13 OECD Forum 2004, "The Health of Nations".

13-14 Annual OECD Council meeting at Ministerial
level.

13-14 Meeting of health ministers (to be confirmed).
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Smart roads

Road Safety: Impact of New
Technologies

Road safety technology has

come a long way since the

first illuminated traffic signal
was installed in London in

1868 - whose gas lamps

unfortunately blew up shortly
after inauguration, killing a
policeman. Today intelligent
transportation systems are

being developed to save lives,

with such technology as

speed control, collision
avoidance and vision

enhancement.

More than 125,000 people are
killed each year in road

crashes, primarily due to
speeding, alcohol and fatigue.
How can technology help?

Road Safety: Impact of New
Technologies lists a number of
tools, from an advanced

driver assistance mechanism

that steers cars safely through
congested traffic at a safe
distance from other vehicles,

to devices that automatically
contact emergency services in
case of a crash.

While properly designed and
integrated technologies can
improve safety, not all

technology development is
safety related. And while

drivers using GPS maps for
navigation, for example, have
fewer accidents than those

reading road maps, there is

nonetheless a proliferation of

distracting technologies that
make no contribution to the

task of driving itself. This is a
growing concern, as the

global market for in-vehicle
information and

entertainment systems is set

to exceed US$40 billion by
2010. Furthermore, distracted

driving already contributes to
between 20-30% of all

crashes.

People and cars should

probably not become too

dependent on technology
though. After all, what if
driver skills were diminished

and the steering assistance
mechanism failed to work, for

instance? Nor is technology
without ethical controversies.

Intelligent speed adaptation
can prevent vehicles from

exceeding speed limits and

dramatically improve road
safety, but public opinion
might prefer other options,
like more policing.

Still, safety has to be bottom

line and as Road Safety: Impact
of New Technologies points out,
intelligent transport systems

could save as many as 47,000
lives per year in OECD

countries - that is equivalent
to the total number of road

deaths in the US - while

reducing injuries and fatalities

by 40%. This translates into

economic savings as well; the

report estimates the annual
cost of road crashes at 2% of

GDP.

Valuing risk

Environmental Risks and

Insurance: A Comparative

Analysis of the Role of Insurance
in the Management of
Environment-Related Risks

Insuring the environment is a

high-risk business; not only is it
a gamble on whether and how

one's client will pollute, it also

means having to pay

increasingly high costs for

cleaning up oil spills, detoxifying
chemical leaks and de¬

contaminating groundwater. Can

insurance companies continue to

afford such coverage? Yes, says
Environmental Risks and

Insurance, but it will take co¬

ordination between the

insurance industry and

government policymakers.

Unsurprisingly, many firms

would rather not have to pay for
pollution insurance. One of the

difficulties in marketing
environmental liability packages,
according to Environmental Risks
and Insurance, is that the risk of

gradual pollution is too often a

low-probability, high-
consequences risk. Generally,

such risks are felt to be easily
under-estimated or even

ignored. In a catch-22 for those

marketing such insurance, once

a potential client has been

declared insurable, the policy
may be turned down on the

logic that if the company is
insurable, it must be low risk

and the insurance an

unnecessary expense.

It goes both ways, of course.

Where purchase of pollution
coverage is a condition to

operate, the insurer may decide
a firm is too high-risk and
refuse coverage, turning
insurance companies into de

facto environmental policemen.

Not necessarily a bad thing, as it
enforces the polluter-pays
principle espoused by the
OECD. Furthermore,

Environmental Risks and

Insurance suggests that other
financial instruments could be

used to secure financial

coverage for environmental
damage, such as a bank-issued

guarantee, an advance deposit
in an environmental account or

even with personal or collateral

security.

Environmental liability regimes
in OECD countries seek to both

assure the availability of such

insurance cover and compensate

for damages caused by pollution.
Until recently, according to
Environmental Risks and

Insurance, much legislation

focused on simple negligence on
the part of the polluter, which
was often difficult to prove and
put the task of suing for
compensation on the injured

parties. New environmental

legislation imposes the standard

of strict liability, which shifts that
responsibility back to the owners

and operators of environmentally
dangerous activities. In the case

of oil spills, this means that the

owner of the tanker that pollutes
is liable regardless of whether or

not he was actually at fault. The

claimants can thereby be
compensated promptly, without

the need for lengthy and costly
litigation.
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Fuelling the future

World Energy Investment
Outlook

Predicting the future is all very
well, but how much will it cost

to keep the world's engines

running? This publication is

the first-ever attempt to

comprehensively examine
future investment needs,

worldwide, in all parts of the

energy-supply chain.
According to the World Energy

Investment Outlook, global

energy demand will rise by two

thirds in the next 30 years,

requiring US$16,000 billion in
investment to keep the world

economy from faltering. Can

such financing be found?
Market liberalisation has

increasingly exposed
vulnerable areas in the

provision of electricity. Private

investment in particular has

been declining since 1977.

The International Energy

Agency (IEA), which

represents the world's largest

energy-consuming countries,

points out that 60% of future
investments in energy will

need to go to electricity instead
of oil and gas. Furthermore,
recent grid failures underline

the point that future funding
should not only go into new

power plants, but even more
into building transmission and
distribution grids.

Further investment will also

trickle down to the world's

poor. The World Energy
Investment Outlook predicts that
with the rate of projected

growth in investment and
supply, the number of people
without electricity will be

reduced, from 1.6 billion today
to 1.4 billion in 2030. While

this is good news for those

200 million getting powered

up, the authors make the point

that if governments could
boost electricity funding by

just another 7%, it could bring
a minimal level of power to the

remaining 1.4 billion. But that

would mean raising another

$665 billion in regions that are

already struggling to raise

capital.

In an alternative scenano,

World Energy Investment
Outlook shows that if

environmental policies now
under consideration in OECD

countries were implemented, it

could shift investment patterns

dramatically and reduce overall

energy needs. In this scenario,
investment in electricity
transmission and distribution

would be reduced by almost
40%, and renewables would

capture one half of the
investment going toward

power generation, resulting,
however, in relatively higher

electricity prices. Furthermore,

technological advances in, for
instance, carbon-sequestration

technologies and hydrogen fuel
cells, could also alter the long-
term investment outlook. And

that may be energy worth
betting on.

Japanese energy

Review of Energy Policies:

Japan 2003

The archipelago that makes

up Japan is two-thirds
mountains, with few

indigenous energy resources.
As the fourth largest energy
consumer in the world, with

relatively high energy prices,

the most important energy

challenge for Japan is security
of supply.

The obvious solution to

powering Japan may be to
choose the relative

independence of nuclear

power. Yet this option is

becoming politically more

challenging, according to the
Review of Energy Policies: japan

2003 by the International

Energy Agency (IEA), a sister
organisation of the OECD. It
points out that in recent years,

nuclear power operations in

Japan have been marred by

safety-related incidents, either
at generating plant sites or at
fuel manufacturing plants.

Due to the important role of
nuclear in terms of energy

security and climate change
mitigation, the report urges

the government to restore
public confidence.

More also needs to be done to

improve economic efficiency,
notably in the energy markets
and the cost-effectiveness of

government policies, and
Review of Energy Policies: japan
2003 urges the government to
continue market reforms

initiated in the last decade. Up
to now, there has been little

competition in electricity and
gas markets. While the recent
measures introduced by the

government are useful,
stronger measures may be

«IS*****

needed if competition does
not take hold.

Meanwhile, decoupling the

rise in energy use from
economic growth may prove
difficult to achieve. As the

Japanese economy recovers,

its recent drop in energy-
related CO2 emissions and a

decline in industrial emissions

could very well bounce back.

Review of Energy Policies: fapan

2003 points out that energy

utilities project a f 4% increase
in emissions from 1990 to

2010.

Was Japan too optimistic
when it committed to a

6% reduction of greenhouse

gas emissions under the Kyoto

Protocol? Together with a
30% increase of nuclear

power generation by 2010,

the government is counting
on a number of other tactics

to reach that goal, including

improving energy

conservation, moving away

from coal and promoting

natural gas for fuel, and

tripling its supply of new and
renewable energy sources.
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New publications, November 2003 - January 2004

All publications available in paper and electronic book format. This is a selected list.
For more titles and overviews in different languages, please consult www.oecd.org/bookshop

AGRICULTURE AND FOOD

Biomass and Agriculture:
Suslainability, Markets and
Policies J

ISBN 9264105549

400p, 65 tables, 84 graphics
$86 £53 ¥10,200 MXN890

There is growing interest by both
governments and the private sector in
expanding markets for bioenergy and
biomaterials produced from
agricultural biomass. Bui how
effectively can agricultural biomass
contribute to sustainable

development? What issues should be
addressed by policymakers? What are
governments actually doing to
investigate such alternative energy
resources?

Foodborne Disease in OECD

Countries: Present State and

Economic Costs

ISBN 9264105360

Co-edited with the World Health

Organization
90p, 17 tables

$24 £15 ¥2,900 MXN250

See review.

The Impact of Regulations on Agro-
food Trade J

ISBN 9264105409

155p, 22 graphics
$40 £25 ¥4,800 MXN420

DEVELOPMENT AND AID

The DAC Journal: Development
Co-operation Report 2003 Q
ISBN 9264019618

350p, 100 tables, 90 graphics
Prices forthcoming.

Ownership and Partnership: What
Role for Civil Society in Poverty
Reduction Strategies?
ISBN 9264019405

lOlp
$24 £15 ¥2,900 MXN250

Asset Building and the Escape from
Poverty: A New Welfare Policy
Debate

ISBN 9264104720

45p

Free publication.

ECONOMICS

OECD Economic Outlook

No. 74

OECD Code 122003741P1

265p
$61 £39 ¥7,500 MXN630

The World Economy: Historical
Statistics L)

ISBN 9264105220

275p, 168 tables
$24 £14 ¥2,700 MXN240

African Economic Outlook:

Statistical Annex

ISBN 9264101616

Available by download.
$25 £16 ¥3,000 MXN250

OECD ECONOMIC SURVEYS

Each survey: $35 £22 ¥4,300 MXN360

Japan
ISBN 9264019758

176p, 36 tables, 43 graphics
Special leature: Competition and
economic performance

Chile

ISBN 9264105468

164p, 26 tables, 35 graphics
Chile has achieved the highest per
capita growth in Latin America since
the mid-1980s. Yet the pursuit of
growth with equity is pressing in the
context of the signilicant and persistent
social inequalities. In particular, Chile
has one of the most uneven

distributions of income among
emerging market economies. Several
significant reforms have been passed or
announced in areas including labour
markets, regulatory policy, state
modernisation and the fight against
corruption. At the same time, the
government is pursuing major social
reforms, notably in health care and
education.

Switzerland

ISBN 9264019677

112p, 27 tables, 37 graphics
Special feature: Product market
competition and economic performance

Watch out for these forthcoming OECD publications

OECD Journal on Budgeting (January 2004)

Trends in International Migration (January 2004)

Taxing Wages 2003 (January 2004)

OECD Economic Survey: UK (February 2004)

The DAC Journal: Development Co-operation Report 2003

(February 2004)

Mexico

ISBN 9264019812

Special feature : Migration

Austria

ISBN 9264018964

120p, 23 tables, 26 graphics
Among the European countries, Austria
belongs to the group of five with the
highest GDP per capita since the end of
the 1980s. Unemployment in Austria has
been consistently at the lower end within
the EU and the OECD. Yet, in recent

years the Austrian growth performance
has weakened, and unemployment, while
still being relatively low, has increased to
levels hardly known in the past.

EDUCATION

Education Policy Analysis: 2003
Edition

ISBN 9264104550

116p
$24 £15 ¥2,900 MXN250

Innovation in the Knowledge
Economy: Implications for
Education and Learning
ISBN 9264105603

70p
$24 £15 ¥2,900 MXN250

What are some key determinants of
innovation and their implications in
primary and secondary education? This
report looks at the possibility that the
privatisation of knowledge, as in an
expanded use ol patenting, becomes a
serious issue in education, and suggests that
re-defining the importance and boundaries
of a public dimension to knowledge could
become as important to the education
industry as it has in areas such as healthcare.

Career Guidance and Public Policy:
Bridging the Gap J
ISBN 9264105646

160p

Why does career guidance matter for
public policy? How can career

guidance be delivered more effectively,
and how should it be funded?

Disability in Higher Education
ISBN 9264105050

119p, 16 tables
$28 £17 ¥3,300 MXN290

Integration, Cooperation, Support:
First Results from the OECD Sur¬

vey of Upper Secondary Schools
ISBN 9264103724

159p, 55 tables, 50 graphics

Measuring Knowledge Management
in the Business Sector: First Steps
ISBN 9264100261

270p, 40 tables, 30 graphics
$40 £26 ¥4,900 MXN410

Co-published with Statistics Canada.

EMPLOYMENT AND SOCIAL

ISSUES

Health at a Glance: OECD

Indicators 2003

ISBN 9264104046

152p, 52 tables and 126 graphics
$26 £15 ¥2,900 MXN270

The latest comparable data and trends
concerning health status and risks, the
activity and resources of healthcare
systems, as well as health expenditure
and financing across OECD countries.

Trends in International Migration:
SOPEMI 2003 Edition

ISBN 9264019448

370p, 190 tables, 80 graphics

Managing Decentralisation: A New
Role for Labour Market Policy
ISBN 9264104704

372p, 6 tables
$58 £34 ¥6,400 MXN580

Can more flexible policy management be

56 Observer No. 240/241 December 2003



	BOOKS
Just published

compatible with efficiency, accountability,
and co-ordination requirements? How
can local authorities use decentralised

powers effectively?

ENERGY

Energy to 2050: Scenario for a
Sustainable Future

ISBN 9264019049

160p
$75 £50 ¥9,600 MXN870

This volume introduces different types of
scenarios, looking up to 50 years ahead. It
examines "exploratory" scenarios, based
on different expectations of technical
and/or policy developments over the next
50 years, and "normative" scenarios, based
on a set of desirable features or norms that

the future world should possess. These
long-term scenarios complement the IEAs
World Energy Outlook, which presents a
mid-term business-as-usual scenario with

some variants.

World Energy Investment Outlook
2003

ISBN 9264019065

516p
$150 £101 ¥19,200 MXN1.740

See review.

C02 Emissions from Fuel

Combustion: 1972/2001

ISBN 9264102256

600p
$150 £101 ¥19,200 MXN1.740

Energy Policies of IEA Countries:
2003

ISBN 9264014802

396p
$120 £81 ¥15,300 MXN1.390

Energy Policies: Japan
ISBN 9264014748

172p
$75 £50 ¥9,600 MXN870

See review.

ENVIRONMENT

Greenhouse Gas Emissions Trad¬

ing and Project-Based Mechanisms
in OECD and Non-OECD Countries

ISBN 926410576X Q

220p, 19 tables, 18 graphics

Environmental Risks and Insurance:

A Comparative Analysis of the Role
of Insurance in the Management of
Environment-Related Risks

ISBN 9264105506

106p
$30 £18 ¥3,500 MXN310

See review.

Economic Aspects of Extended
Producer Responsibility
ISBN 9264105263

256p
$61 £37 ¥7,200 MXN630

Selected papers from the 2002
workshop on the Economics of
Extended Producers Responsibility.

FINANCIAL AND FISCAL

AFFAIRS

Privatising State-Owned
Enterprises: An Overview of
Policies and Practices in OECD

countries

ISBN 9264104089

148p
$35 £20 ¥3,800 MXN350

Insurance Regulation and
Supervision in Latin America: A
Comparative Assessment
ISBN 9264104453

109p, 29 tables
$52 £30 ¥5,700 MXN520

Revenue Statistics 1965/2002

ISBN 9264104798

336p, 236 tables, 17 graphics
$97 £56 ¥10,700 MXN980

International Direct Investment

Statistics Yearbook: 2002

ISBN 9264104763

CD-ROM

$173 £101 ¥19,200 MXN1.740

GOVERNANCE

Enhancing the Role of
Business in the Fight against
Corruption
ISBN 926401912X

160p, 10 graphics
$46 £27 ¥5,100 MXN460

Annual report on the OECD
Guidelines for Multinational

Enterprises, an account of how the 38
adhering governments have been
using the guidelines to improve the
functioning of the global economy,
plus an overview of how the business
sector's contribution to the fight
against corruption might be
enhanced.

Promise and Problems of E-

Democracy: Challenges of Online
Citizen Engagement
ISBN 9264019480

131p
$28 £17 ¥3,300 MXN290

OECD Journal on Budgeting:
Volume 3 Issue 3 Ll

OECD Code 422003041P1

107p, 7 graphics
Sold as subscription only.
Articles include: The Role of Fiscal

Rules in Budgeting; A Comparison
between Two Public Expenditure
Management Systems in Africa; Can
Public Sector Organisations Learn?;
Knowledge Management in
Government; and Public Management
Reform.

INDUSTRY, SCIENCE AND
INNOVATION

Privacy Online: OECD Guidance
on Policy and Practice
ISBN 9264101624

392p
$75 £48 ¥9,200 MXN770

What measures can be taken to ensure

effective privacy protection on global
networks while continuing to allow the
transborder flow of personal data? This
publication provides specific policy and
practical guidance to assist
governments, businesses and
individuals in promoting privacy
protection online at national and
international levels.

Developments in Steelmaking
Capacity of Non-OECD Economies:
2003 Edition

ISBN 9264105204

400p, 220 tables

Science, Technology and Industry:
Scoreboard 2003

ISBN 9264103643

200p, 35 tables, 135 graphics
$56 £33 ¥6,300 MXN570

Iron and Steel Industry in 2002
ISBN 9264105581

50p, 30 tables, 2 graphics

STATISTICS

OECD in Figures
ISBN 926419973X

96p, 70 tables
$17 £10 ¥1900 MXN170

Handbook for International

Comparative Education Statistics:
Concepts, Standards, Definitions
and Classifications

ISBN 9264104100

300p

Prices Forthcoming

Journal of Business Cycle
Measurement and Analysis:
Issue 1

OECD Code 33200401 1P1

150p
Soid as subscription only

This new journal is jointly published
by the OECD and the Centre for
International Research on Economic

Tendency Surveys (C1RET). It
includes an analysis of cyclical
fluctuations, business tendency,
investment and consumer surveys,
plus the use of survey data or
cyclical indicators for business cycle
analysis.

Main Science and Technology
Indicators: Volume 2003 Issue 2

OECD Code 942003023P1

lOOp, 112 tables
Sold as subscription only

Research and Development
Expenditure in Industry
1987-2001 Q

ISBN 9264105239

108p, 43 tables

TRANSPORT

Reforming Transport Taxes
ISBN 92821 03 17X

197p, 146 tables, 51 graphics
$46 £27 ¥5,100 MXN460

This report investigates the price and
tax changes likely to result from the
reform of transport charges to
maximise efficiency, and their impact
on motorists, hauliers and users ol

other transport services, as well as
the impact of national differences in
taxation on the competitiveness of
hauliers internationally.

Road Safety: Impact of New
Technologies
ISBN 9264103228

lOOp
$24 £14 ¥2.700 MXN245

Low-Emission Vehicles: Strategies
for the Implementation of Clean
and Fuel-Efficient Vehicles

ISBN 926410495X

189p, 55 tables, 35 graphics
$52 £30 ¥5,700 MXN520

Latest OECD

Policy Briefs
Free online at www.oecd.org
Click Documentation (top of
screen)

C] Integrating Information and
Communications Technologies
in Development Programmes

Policy Coherence: Vital for
Global Development

Economic briefs on Surveys of
Austria, Luxembourg

The Economic Consequences
of Violent Conflicts in West

Africa

Poverty and Health in
Developing Countries: Key
Actions

Q OECD Health at a Glance -

How France Compares

Public Sector Modernisation

E-Government in Finland: An

Assessment

Checklist for e-Government

Leaders

ij Attracting Investment to China

Partnership for Poverty
Reduction: From Commitment

to Implementation
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E-perfect job
Education Policy Analysis

Finding a satisfying career is like

searching for a needle in a

haystack. Nor is it easy in
modern, complex labour

markets: job content changes,

new occupations grow, other

occupations decline. Yet, if
people can find the work they
want, then both human

happiness and the efficiency
of the labour market increase.

Where to start? Good career

guidance is one way to go,

according to Education Policy Analysis, and as public funds are

scarce, a computer is a first step. There is a profusion of resources

on the Internet, with many sites directed to students planning their
futures, or young people looking for jobs. Join the military, choose a

major, find a college, get vocational training. But many are too
narrow or self-interested to meet people's needs, and the notion of

developing employability throughout a lifetime seems to be beyond
most career guidance remits.

Education Policy Analysis admits that web-based services are at best a

partial solution. In Ireland, for example, where Internet access costs

are high, web-based information is not readily accessible, in
particular to those with low incomes and low qualifications. Basic

skills are needed to use the Internet, and know-how required to
ferret out the useful sites. Also, a comprehensive resource like
Australia's national site (www.myfuture.edu.au) is by definition
geared to a wide public.

Another solution, as Education Policy Analysis suggests, is to expand
public employment services into community centres for lifelong
learning and skill development, integrating ICT-based resources.

Another would be to use a market-based approach. If policymakers

could sell the idea to private investors, cyber-cafés operated by
career counsellors could not only expand their own remits, but the

job prospects of many adults as well.

References

Highlights of Education Policy Analysis 2003 and ordering details are
available at www.oecd.org/edu/epa2003

ORDER FORM
Subscribe to the OBSERVER

LJ Yes, please enter my subscription for
six issues plus my free OECD in Figures
annual supplement, worth

US$50

¥5,900

£31

Subscription will commence with the next available
issue. Subscribers will be provided with the English
language edition unless otherwise indicated.

English language edition (0100001 P) ISSN 0029-7054

French language edition (0100002P) ISSN 0304-3398

You can order your BOOKS either online at www.oecd.org/bookshop/ or by mailing your choices from the New publications titles in this section to one of the addresses below.

Where do we deliver?

Name	

Organisation	Position held .

Address	

Postcode	City	

Payment details

Cheque/money order enclosed (payable to OECD)

Please charge my VISA/MasterCard/American Express

TOTAL amount due:	

Card number	Card Expiry Date..

Where to send your mail or fax order

Country ....

Telephone..

Fax 	

E-mail	

Signature..

Date 	

For customers in Austria,

Germany and Switzerland
OECD BONN Centre

August-Bebel-Allee 6
D-53175 BONN, GERMANY

Tel: (49-228)959 1215

Fax: (49-228) 959 1218

E-mail: bonn.contact@oecd.org
Internet: www.oecd.org/
deutschland

For customers in Asia

OECD TOKYO Centre

3rd Floor, Nippon Press Ctr. Bldg

2-2-1 Uchisaiwaicho, Chiyoda-ku
TOKYO 100-0011, JAPAN

Tel: (81-3) 5532 0021

Fax: (81-3) 5532 0035

E-mail: center@oecdtokyo.org
Internet: www.oecdtokyo.org

For customers in Latin America

OECD MEXICO Centre

Av. Présidente Mazaryk 526
Colonia: Polanco C. PI 1560

MEXICO D.E, MEXICO

Tel: (52-55) 5281 3810

Fax: (52-55) 5280 0480

E-mail: mexico.contact@oecd.org
Internet: rtn.net.mx/ocde/

For customers in the United States

OECD WASHINGTON Center

2001 L Street N.W,

Suite 650, WASHINGTON D.C.,
20036-4922 USA

Toll free: (1-800)456 6323

Tel: (1-202) 785 6323

Fax: (1-202)785 0350

E-mail: washington.contacL@oecd.org
Internet: www.oecdwash.org

For customers in the rest of the world

OECD c/o Turpin Distribution
Services Ltd.

PO Box 22, Blackhorse Road

LETCHWORTH SG6 1YT, UK

Fax: (44) 1462 480 947

E-mail: books@turpinltd.com
E-mail: subscriptions@turpinltd.com
Online orders (secure payment with
credit card) www.oecd.org/bookshop/

58 Observer No. 240/241 December 2003



Economie

Outlook

2004-2005

Special focus
on the OECD Economie Outlook

(Preliminary Edition)

No. 74, November 2003

Sr

PB
Making the most of the recovery

....JÇÇn-MJjppe.Çotis
!s.M.(?ç.9.y.?.[y..?Mf*'.nr!!?!??.

Japan: Rising sun?

OECD members:	
United States

Japan

Germany	

France	

ZZmZZZZZZZZZZ.
ZZm£Z..1	

Canada	
Australia

Czech Republic
Denmark

Finland

Greece

Hungary



Making the most of the
Jean-Philippe Cotis, OECD Chief Economist

After a drawn-out period of
fits and starts, a palpable
recovery has finally taken
hold across the OECD.

T!

Cheerier prospects: OECD Chief Economist
Jean-Philippe Cotis

*he strong momentum already
achieved in Asia, North America

and the UK provides ample

evidence of the renewed strength of the
world economy. Despite lingering
domestic weaknesses, continental Europe
is also on its way to join the recovery.

This turn for the better stems from a

variety of factors. Since the spring, the
geopolitical environment has steadied,

allowing oil prices to stabilise and

confidence to strengthen. In the United

States, this revival of "animal spirits" has
taken place in a context where the

underlying stimulus provided by

monetary and fiscal policies was still very
powerful and where past excesses in
business investment had been largely
worked off. As expected in the previous
OECD Economic Outlook, the US economy
has recovered strongly, with investment
starting to take over the baton from

consumption. More fundamentally, the US
economy will greatly benefit from strong
productivity gains and high potential
growth over the next few years.

The American upswing has coincided
with a marked and better-than-expected
improvement in Japan, driven in large

part by better investment prospects in the
manufacturing sector and fast-growing
markets in neighbouring Asian
economies.

Looking further ahead, the most likely
scenario for the next two years is one of
sustained growth in the United States and

progressive recovery in Europe and Japan,
in a context of low inflationary pressures
and with a gradual reduction in

unemployment. This central scenario

would be underpinned by a prolonged
period of monetary ease and moderate

long-term interest rates.

While encouraging, this scenario is not
devoid of vulnerabilities. In Europe,
balance sheet problems are still prevalent
in the business sector and will continue to

inhibit investment. In a variety of
countries - including the United States,
the United Kingdom and Australia -
households remain highly indebted and

may suffer large wealth losses, especially
in the housing sector, should interest rates

increase abruptly. Such a back-up in
interest rates cannot be ruled out in a

context where all large OECD countries

are now suffering from historically wide
public deficits which will not disappear
easily given their predominantly structural
nature.

The persistence of very large current

account imbalances at this early stage of
the recovery may also complicate the

outlook. The combination of large public
and external deficits in the United States

could be a source of exchange rate
instability, given the potentially short-run
nature of much of the international capital
currently flowing in. Under such delicate

circumstances, a sudden weakening of the
dollar could stifle a fledgling European
recovery. This would exacerbate the

unevenness of the global upturn, while
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not doing much to help reduce current
account imbalances or tensions in the

trade policy arena.

These various imbalances and sources of

vulnerability are largely inherited from
past policy mistakes. This is especially
true of fiscal policies which often failed to
take advantage of "good times" to
replenish public coffers and have led to
exceedingly large deficits after several

years of economic slowdown. With
ageing-related financial pressures looming

competing claims are on the rise. Given
the magnitude of the challenge, a special
dossier is devoted to these medium-term

fiscal issues in the forthcoming full
edition of this Economic Outlook.

It will be equally crucial to draw lessons
from the very uneven ability of OECD
countries to withstand adverse economic

shocks. Performance gaps are often too
large to be ascribed exclusively to
differences in macroeconomic policies or

idiosyncratic shocks. Strikingly divergent

The persistence of very large current account imbalances
at this early stage of the recovery may complicate the
encouraging outlook.

larger than ever, taking advantage of the
economic upswing to restore the
sustainability of public finances will be
crucial. The challenge will be, for many
countries, to fight fiscal complacency

during a period of sustained growth, in
marked departure from the repeated
failures of the past two decades.

To succeed in this difficult endeavour, it

will be necessary to re-establish or

revitalise long-term oriented fiscal
frameworks and to improve fiscal
institutions so as to prevent the

reappearance of pro-cyclical fiscal policies
and to enhance the cost-effectiveness of

public expenditures in a context where

performance within the European Union
in recent years reflects unequal degrees of
resilience in the face of shocks, as well as

marked differences in potential growth

rates. Both are clearly linked to structural

policies, where a lot of work remains to
be done over the coming "good years" so

as to raise potential growth rates and
living standards, and to strengthen OECD
countries to weather the next economic

slowdown.

References

OECD (2003), Economic Outlook, No. 74,

November 2003 (preliminary edition),
available at www.oecd.org/eco
OECD (2003), Economic Outlook, No. 73,

June 2003.

Recovery continues
Activity in the major OECD regions

Real year-on-year GDP growth
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Is the recovery sustainable?
The overall balance of risks

surrounding the outlook is now
less skewed to the downside than

at the time of the previous few editions of
the OECD Economic Outlook. On the

positive side, there has been an overall

reduction in uncertainty facing the
immediate economic outlook since the

spring. A marked improvement in equity
prices and reduced corporate spreads

indicate a receding risk premium, while

the recent upward shift in the yield curve,

with implied short-term interest rate

increases starting in 2004, may indicate

market expectations of a firmer future
output trend. In these circumstances, the

recovery could turn out to be stronger

than projected, notably in the United

States, where past upturns have typically

been brisker in their early stages than is
envisaged here. But significant

uncertainties and tensions persist, and the

recovery could be derailed if some of the

existing domestic or international tensions

and imbalances were to unwind abruptly.

Household indebtedness and housing
markets are one possible source of

tension. Where household consumption
has cushioned the downturn -

particularly in the US and the UK, but
also in countries such as Australia, New

Zealand and Spain - it has generally been
underwritten by a significant increase in

household debt and buoyant housing
markets. As a result, debt-to-income

ratios have been rising. However, many
highly indebted households also hold
sizeable assets and, because of low

interest rates, debt service ratios have

remained relatively stable, suggesting that
households are not currently over¬
extended. Moreover, fundamentals such as

innovation and increasing competition in
the mortgage market as well as supply

constraints - particularly in the UK - can

explain much of the observed house price
increases. But debt burdens are not evenly
distributed across households, leaving a
significant proportion of borrowers with
few or no liquid assets vulnerable to

interest rate increases. If interest rates

were to rise faster than explicitly assumed
in the baseline projection, household

spending might lose momentum rather

abruptly, as interest payments rise and

house prices fall, with accompanying
negative wealth effects. This could occur
before business investment has taken over

the reins. Likewise, consumption has been
supported, with some lag, by the stock
market rebound. If equity prices were to
weaken, consumption would be adversely
affected.

There could be a risk to corporate balance
sheets and stock prices if productivity and
profit growth were to be slower than
projected. Price-earnings ratios have been

rising as share prices have recovered and

they now tend to look rich in some

countries. Corporate balance sheet

restructuring has been facilitated by low
interest rates and, more recently, by the

stock market rebound, but progress in
this regard has been more impressive in
the United States than in Europe, where
high leverage may continue to damp
companies' appetite for debt-financed

investment, particularly in France and
Germany. At the same time, obvious

balance sheet problems, aggravated by
deflation, endure in Japan. In addition,
the full extent of some balance sheet

weaknesses has surfaced only belatedly,
notably as regards firms' pension

obligations. In all, some further balance

sheet restructuring could be in store in a
number of countries before a fully
sustainable employment and investment

recovery can take off.

The US current account deficit may also
be a threat to the sustainability of the
recovery. At 5% of GDP in 2003, it has

reached the highest level ever recorded.

Also unique is the fact that the US

external deficit is so large at the onset of a

recovery. On current projections, which

assume unchanged exchange rates,
imbalances among the three main OECD
regions are set to significantly exceed the
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levels reached in the mid-1980s. Capital

mobility has, of course, increased in
recent years, meaning that US or other
precedents may no longer be immediately
relevant. Nonetheless, the US net

international investment position, which

was balanced as recently as the late
1990s, showed a net debt of 25% of GDP

at the end of 2002, and is scheduled to

continue deteriorating.

Whether this debt build-up is sustainable

depends on the global demand for dollar
assets, the composition of which may not
match that of supply, particularly where

the counterpart is increasing credit
demand of the government. The

composition of capital inflows has
completely changed since the expansion
of the late 1990s. In 1999-2000, close to

90% of the deficit was covered by foreign

direct investment (FDI) inflows. By the
first half of 2003, about half of the deficit

was financed by central bank and private

purchases of US government securities,
and only a minor fraction by FDI. In the

process, several Asian central banks in
particular have built up considerable
holdings of US government or

government -backed securities (notably
mortgage securities guaranteed by a US
government agency or by government-
sponsored enterprises). The accumulation
of foreign claims could continue for a
time, but at some point it may well slow

and possibly even reverse. This has
already been priced in to some extent in
the foreign exchange markets, with some
dollar depreciation since the spring.

A weaker dollar helps improve US export

performance, as well as the US
international investment position.

However, even a large further depreciation

would not by itself suffice to work off the
US current account deficit over the next

few years, unless accompanied by a
significant monetary and fiscal squeeze or
by a shift in private sector saving.

Moreover, in practice, any abrupt
exchange rate realignment might be

disruptive and could even derail recoveries
elsewhere, exacerbating the divergences in

global growth patterns. Faster autonomous

growth of demand in partner countries
would help reduce this risk, as well as the
risk of protectionist measures.

References

Extract from OECD Economic Outlook,

No. 74 (preliminary edition), November
2003. For accompanying tables and charts,
order a copy at www.oecd.org/bookshop

Outlook summary0

Real GDP growth (% change)
United States 2.9 4.2 3.8

Japan 2.7 1.8 1.8

Euro area 0.5 1.8 2.5

Total OECD 2.0 3.0 3.1

Inflation (%)

United Stales 1.6 1.2 1.2

Japan -2.5 -1.3 -0.8

Euro area 1.9 1.7 1.6

Total OECD 1.8 1.4 1.4

Unemployment (%)
United States 6.1 5.9 5.2

japan 5.3 5.2 5.0

Euro area 8.8 9.0 8.7

Total OECD 7.1 7.0 6.7

Current account balance (% of GDP)

United States -5.0 -5.0 -5.1

Japan 2» 3.6 4.3

Euro area 0.4 0.7 0.9

Total OECD -1.4 -1.3 -1.3

Short-term interest rate (%)

United States 1.2 1.5 2.7

Japan 0.0 0.0 0.0

Euro area 2.3 2.0 2.2

World trade growth (% change) 4.0 7.8 9.1

a) Assumptions underlying the projections Include:

no change in actual and announced fiscal policies;

unchanged exchange rates as from 3 November 2003; in particular IS = 111.20 yen and 0.873 euros,

the cut-off date for other information used in the. compilation of the projections is 5 November 2003.

Source: OECD Economic Outlook, No. 74, November 2003
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Japan survey

Rising sun?
Japan's economic recovery has been the highlight of 2003, with strong growth particularly
in the second quarter. But as Randall Jones of the OECD's Economics Department
explains, challenges remain.

OECD Observer: Growth in Japan has
been surprisingly strong. What caused
this upturn?

Randall Jones: The key factor seems to be
that the restructuring efforts of firms
during the past few years, such as
shedding jobs and cutting costs, have
paid off in higher profits. Indeed, profits
increased by 16% in financial year 2002,
with a further rise projected in FY 2003.
Improved profitability has supported a
rebound in business investment and

helped to stabilise employment and wages
in the first half of 2003, with positive
effects on private consumption, which
increased at a 1 % annual rate in the first

half of 2003. The stronger growth in
domestic demand offset a slowdown in

exports, despite strong demand from
China.

Many economists are now forecasting
that the Japanese upturn will continue.
Should we be encouraged?
Japan has recorded seven consecutive

quarters of growth, at an annual rate of
around 3%. That means this recovery is
already proving to be more durable than
the previous one, in 1999-2000, which

lasted six quarters. Already, we are
starting to see stronger Japanese export

growth as the long-awaited rebound in
world trade is materialising.

While this should ensure that the

Japanese recovery continues through
2004, there are a number of serious

problems that could jeopardise the
robustness of the Japanese economic
upturn. Deflation, which began in the
mid-1990s, continues to have a negative
effect on the economy. Although the
headline inflation figure is approaching

zero, the underlying rate of deflation,

excluding the impact of higher regulated
prices, remains around 0.5%. Meanwhile,

bank lending is still declining at an
annual rate of about 2%. The pressure for
a rise in the yen and the strains associated

with rising public debt - now at 150% of
GDP - pose risks to a durable expansion.
Indeed, the fiscal position is not

sustainable, making a credible medium-

term consolidation plan essential.

The Japanese upturn is indeed
good news, but a cyclical

recovery does not reduce the

urgency of accelerating the pace
of structural reform.

Another issue is that the steady

downward trend in the household saving
rate since 1998, which has supported

private consumption, may not continue.

Already, the savings rate has fallen from
11% to 6%, which is well below the

OECD average.

How do you see the longer-term
outlook?

The Japanese upturn is indeed good
news, but a cyclical recovery does not
reduce the urgency of accelerating the
pace of structural reform, especially in the
financial and corporate sectors, to boost
Japan's growth potential. Under the

Koizumi government, some progress has
been made in implementing reforms. In
the financial sector, for example, banks
self-assessment of asset quality has been
improved, while the proportion of non-

performing loans has been reduced.

Urban zoning regulations have been
reformed to encourage more efficient use
of land, while the requirements for

starting new companies have been eased.

Furthermore, Japan recently allowed the
creation of special structural reform zones

in which some key regulations can be
relaxed in certain areas.

However, a successful programme to

revitalise the economy would require a
wide-ranging package of structural

reforms, in particular to strengthen
domestic competition, which would

improve efficiency, and so benefiting
consumers.

One priority for reform is the banking
sector, which remains burdened with a

high level of non-performing loans, weak
capital and low levels of profitability. A

robust and sustained economic recovery
requires a reversal of the declining trend
in bank lending. A second priority is to
enhance competition in a number of

domestic sectors. In essence, Japan has a
dualistic economy, with a highly
productive, dynamic export sector
alongside a low productivity domestic
sector. This results in prices that are high
by international standards, thus reducing
the welfare of Japanese consumers.

The recovery is encouraging and a broad

reform programme now, accompanied by
appropriate macroeconomic policies to

keep progress steady, would help ensure
that Japan's decade of economic

stagnation is coming to an end.

References

Order the OECD's japan Economic Survey
2003 at www.oecd.org/bookshop
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United States:

Deficit challenge
Economic growth has increased

markedly since the spring, supported
by highly stimulative fiscal and

monetary policies. Consumption responded
^^^^^^^^^^^^m strongly to increases in disposable income

induced by tax reductions, and business

investment rebounded noticeably. Military expenditures are

providing a further boost to demand. The recent rapid productivity
growth bodes well for future investment and growth. Despite its
strength, the current recovery is only beginning to generate
employment gains and to support consumer confidence.

With inflation slightly below desirable levels, monetary policy has
remained supportive, but interest rates will need to be raised as the
slack in product and labour markets dissipates. Government
finances have deteriorated substantially as a result of tax cuts,

additional military spending, and the widening output gap. The

large deficits projected over the coming years underline the need to
adjust current policies towards balancing the budget to cope with
impending demographic pressures.

Member countries

KEY ECONOMIC FORECAST & INDICATORS

POPULATION (OOOs) 285 545

AREA (OOP SQ KM) 9 372

CURRENCY DOLLAR

GDP (BILLION USD) -

2002	10 383.1

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN), -

2000	79.5, 74.1

TOTAL LABOUR FORCE (OOOs)

	144 925

GOVERNMENT TYPE:

FEDERAL REPUBLIC

ALASKA

AneftpraB*

Honolulu

Hawaii ; REPUS

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 2.9 4.2 3.8

HOUSEHOLD SAVINGS RATIO 3.4 3.8 4.2

CONSUMER PRICE INDEX 2.3 1.7 1.8

SHORT-TERM INTEREST RATE (%) * 1.2 1.5 2.7

UNEMPLOYMENT RATE (%) 6.1 5.9 5.2

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -4.9 -5.1 -4.9

CURRENT ACCOUNT BALANCE

(% GDP)_ -5.0 -5.0 -5.1

* 3-month euro-dollar Soorce: OECD

.$&*>%*.

fy010 Nagoya

-Osaka

CURRENCY YEN

GDP (BILLION USD) -
2002 3 993.4

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN), -

2001 84.9, 78.1

TOTAL LABOUR FORCE (OOOs)

	67 520

GOVERNMENT TYPE:

CONSTITUTIONAL MONARCHY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 2.7 1.8 1.8

HOUSEHOLD SAVINGS RATIO 6.6 6.6 6.6

CONSUMER PRICE INDEX -0.2 -0.2 -0.2

SHORT-TERM INTEREST RATE (%) * 0.0 0.0 0.0

UNEMPLOYMENT RATE (%) 5.3 5.2 5.0

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -7.4 -6.8 -6.9

CURRENT ACCOUNT BALANCE

(% GDP) 2.9 3.6 4.3

Japan:
Deflation focus

Following the recent acceleration of

growth, led by business investment

and exports, activity is likely to be

sustained by faster world trade growth.
	However, the upturn, which is concentrated

in certain manufacturing industries, is unlikely to be strong enough
either to reduce unemployment significantly or to end deflation. The

pressure for a rise in the yen and the strains associated with rising
public debt pose risks to a durable expansion.

Monetary policy should continue to focus on ending deflation by

enhancing the effectiveness of quantitative easing. This should

remain in place until positive inflation is achieved on a sustained

basis and the risk of deflation is negligible. Putting the structural

budget deficit on a downward path in 2004 would boost confidence
m the prospects for consolidation over the medium term. Financial-

sector restructuring, including the reduction of non-performing
loans, should be a priority, accompanied by a broad structural

reform programme to revitalize business activity.

3 month CDs Source: OECD
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Member countries

Dortmund

Miei'Jcrl

Cologne

,.^Utpïlg

Dreitten

Munich C

LjÊCHT." " """

POPULATION (OOOS) 81 351

AREA (000 SQ KM) 357

CURRENCY EURO

GDP (BILLION USD) -
2002 1 986.2

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

1999 80.7, 74.7

TOTAL LABOUR FORCE (000s)
39 690

GOVERNMENT TYPE:

FEDERAL REPUBLIC

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 0.0 1.4 2.3

HOUSEHOLD SAVINGS RATIO 10.7 10.9 11.4

CONSUMER PRICE INDEX 0.9 0.8 0.7

SHORT-TERM INTEREST RATE (%) * 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 8.9 9.1 8.8

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -4.1 -3.7 -3.5

CURRENT ACCOUNT BALANCE

(% GDP) 2.0 2.8 3.3

* 3-month interbank rate Source: OECD

Germany: Pushing
on with reform

utput fell in the first half of 2003, as

| exports declined sharply and
domestic demand remained weak.

While activity for the year as a whole is
estimated to have stagnated, forward looking

indicators signal that growth is likely to have picked up in the

second half and into 2004 driven initially by strengthening exports.
As activity broadens in 2005, GDP is projected to grow at above its

potential rate, at some 2.3%.

The general government deficit is likely to exceed 4% of GDP in
2003 and - on current legislation - will remain at around 3.5% in

2005. Expenditure reforms are required to reduce the structural

deficit in a sustainable way. Income tax reductions should not be

brought forward into 2004 without corresponding reductions in

government spending and tax expenditures. Important steps have
been taken towards implementing the governments programme of

labour market and social spending reform. These reform plans must
not be watered down.

France: Economy
should strengthen

^Jfe
KEY ECONOMIC FORECAST & INDICATORS

Y "J FRANCE

POPULATION (OOOs) 59 1 88

AREA (000 SQ KM) 549

BUG
I demand.

B r.irL-_iir^ i

CURRENCY EURO

DP declined somewhat in the first

-half of 2003, reflecting a sharp fall in

exports and weaker domestic
Data for the third quarter show a

pick-up in activity. Considering the extent of
the slowdown, unemployment has increased only moderately. At the

same time, the August heatwave and administrative price hikes have
brought an end to declining inflation. Overall, economic activity is

projected to continue strengthening through 2004, with GDP

increasing by 2.4% in 2005.

The draft budget for 2004 calls for a substantial tightening of fiscal
policy, principally from slower expenditure growth. For this objective
to be met, effective action will have to be taken to ensure that past

slippages in the deficit will not be repeated. Over the medium-term,

a comprehensive reform of the healthcare system would help contain

overall government spending.

GDP (BILUON USD)

2002	 1 431.3

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -
2001 83.0, 75.5

TOTAL LABOUR FORCE (OOOs)
26 967

GOVERNMENT TYPE: REPUBLIC

" BELGIUM

jibO v BBUSl

arasftiUSTRw!

MONACO "

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 0.1 1.7 2.4

HOUSEHOLD SAVINGS RATIO 11.2

CONSUMER PRICE INDEX 2.0 1.4 0.9

SHORT-TERM INTEREST RATE (%) 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 9.6 9.8 9.7

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -4.0 -3.5

CURRENT ACCOUNT BALANCE

(% GDP) 	 0.9 1.0 1.2

* 3-month interbank rate Source: OECD
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United Kingdom:
Still resilient

The UK economy continues to exhibit

greater resilience than most other
OECD countries. Growth, led by

private and public consumption, has
remained close to potential, while inflation

and unemployment are internationally low. The recent pick-up in
activity should lead to above trend growth in 2004-05, with a more
balanced expenditure composition, providing instability stemming
from the housing market can be avoided.

A gradual continuation of the recent tightening of monetary
policy will be needed to ensure consistency with the inflation target
and would also reduce the risk of another surge in house prices.

The public sector deficit has widened considerably and, though
arguably still consistent with the "golden rule" that, over the course
of an economic cycle, the government can only borrow money to
invest, may call for a slowdown in spending or a rise in taxes during
the current upswing to avoid a destabilising adjustment later on.

KEY ECONOMIC FORECAST & INDICATORS

SWiTZ. '.,'
ft: '

Slovenia n

tUNGARY

ROME Haf,|

BEIGRAK

BOSNIA & H/'
. . .. VUGO

-'":. , MOMIE \ i
::ano :

* I , KSS0V»

tonianSen

okm jookm

CURRENCY

Member countries

ITALY

POPULATION (OOOs) 57 348

AREA (OOP SQ KM) 301

EURO

GDP (BILLION USD) -

2002	1 184.3

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	82.9, 76.7

TOTAL LABOUR FORCE (OOOs)
23 901

GOVERNMENT TYPE: REPUBLIC

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 0.5 1.6 2.1

HOUSEHOLD SAVINGS RATIO 15.1 14.1 13.7

CONSUMER PRICE INDEX 2.8 2.0 1.9

SHORT-TERM INTEREST RATE (%) * 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 8.9 8.9 8.8

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -2.7 -2.9 -3.9

CURRENT ACCOUNT BALANCE

(% GDP) -1.2 -1.2 -1.4

* 3-month interbank rate Source: OECD

POPULATION (OOOs) 59 756

AREA (OOP SQ KM) 245

CURRENCY POUND

GDP (BILLION USD) -

2002	 1 564.1

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	80.4, 75.7

TOTAL LABOUR FORCE (OOOs)

	29 470

GOVERNMENT TYPE:

CONSTITUTIONAL MONARCHY

u«4 "Wfck

' -Abeidten

NORTWSEA

ft GtesgBwO * Wn&urçf*

ATLANTIC OCFA

CNewcMtte
Sulfas!

. IN g _ UvwpoolC-c
'3=5' Wancheiler

_ Bfrmtngham

Cardiff _ _

LONDON £""

ohm SCX&m
Southampton G

aasiuM

PlyTflOuflV -
MS

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 1.9 2.7 2.9

HOUSEHOLD SAVINGS RATIO 4.8 4.2 4.3

CONSUMER PRICE INDEX 2.8 2.6 2.7

SHORT-TERM INTEREST RATE (%) 3.6 4.4 5.0

UNEMPLOYMENT RATE (%) 5.0 4.9 4.8

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -2.9 -2.9 -3.2

CURRENT ACCOUNT BALANCE

(% GDP) -2.7 -3.5 -3.6

* 3-month interbank rate Source: OECD

Italy: Inflation
challenge

II
TY

I
*he economy stalled in the first half of
2003, but has since recovered

somewhat. Growth should gradually

gather strength during 2004, largely in
response to more robust world trade growth.

Employment has held up well, thanks to structural reforms.
Persistently high inflation is harming competitiveness, but a
continuing large output gap and decelerating unit labour costs
should support disinflation during 2004.

The public sector deficit-to-GDP ratio is increasing in 2003 and
could rise further in 2004 because of the weak economy and the

likelihood of higher than programmed public capital spending. In
the absence of corrective measures, the 3% threshold could be

exceeded in 2005. A significant decline in the high debt ratio will

require additional structural measures, notably a faster
implementation of the recent pension proposals. More rapid
progress in product market reforms is also required to bring
inflation closer to the euro area average and spur investment

dynamism.
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Member countries

KEY ECONOMIC FORECAST & INDICATORS
*rz?*

Montréal
OTTAWA*' ftffoifc,

"Toronto

CANADA

POPULATION (OOOs) 31111

AREA (OOP SQ KM) 9 976

CURRENCY DOLLAR

GDP (BILLION USD) -
2002 724.8

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2000	82.0, 76.7

TOTAL LABOUR FORCE (000s)

	16 300

GOVERNMENT TYPE:

CONFEDERATION

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 1.8 2.8 3.2

HOUSEHOLD SAVINGS RATIO 2.5 2.9 2.9

CONSUMER PRICE INDEX 2.8 1.4 2.1

SHORT-TERM INTEREST RATE (%) 2.9 3.1 4.1

UNEMPLOYMENT RATE (%) 7.8 7.8 7.4

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 1.0 0.7 0.8

CURRENT ACCOUNT BALANCE

(% GDP) 1.9 1.9 1.9

* 3-month deposit rate Source: OECD

Canada: Monetary
tightening ahead?

Australia:

Momentum

should gather
he economy slowed sharply during
the first half of 2003, when brisk

domestic demand growth was

almost offset by a steep fall in exports.
With farm output likely to recover from the drought and adverse
external influences receding, economic activity is projected to gather
momentum, despite a cyclical downturn in housing investment. The

labour market should improve further, with inflation remaining
under control, given sizeable productivity gains, wage moderation
and the strong Australian dollar.

To preserve price stability in the longer run, monetary policy
needs to move to a more neutral policy stance. The government
should maintain its fiscal objective of keeping the budget balanced
over the economic cycle, allowing fiscal policy to play a role through
the operation of the automatic stabilisers. Reform of the income

support system should aim at strengthening the incentives of welfare

recipients to participate in gainful employment.

MA series of adverse shocks and the

Z_X sharp appreciation of the
J- A. exchange rate have caused
economic activity to weaken markedly

since the spring. The output slowdown
and lower import prices have also contributed to a rapid decline in
inflation. But continuing robust household spending and the
expected global demand recovery should help output growth return
to above its potential rate. Over time, rising capacity utilisation and
profit growth should also support a pick-up in business investment.

The Bank of Canada has responded appropriately to the changing
output and inflation outlook by reversing the earlier rise in interest

rates. But since the adverse shocks were temporary, it will need to be
ready to resume monetary tightening as soon as the recovery is
firmly in place and the output gap is narrowing. The additional
public spending announced in the last budget has turned out to be

helpful in underpinning economic activity through the recent soft
patch, but an expansionary fiscal stance will no longer be justifiable
next year and in 2005, when the recovery is in full swing.

KEY ECONOMIC FORECAST & INDICATORS

AUSTRALIA

POPULATION

(OOOs) 19 485

AREA (000 SQ KM) 7 687

CURRENCY

GDP (BILLION USD) -
2002 411.9

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001 82.4, 77.0

TOTAL LABOUR FORCE (OOOs)

	9 818

GOVERNMENT TYPE:

INDEPENDENT FEDERAL

	STATE, UK MONARCH

"CAM8ERBA

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 2.4 3.7 4.0

HOUSEHOLD SAVINGS RATIO -1.1 -0.7 -0.7

CONSUMER PRICE INDEX 2.8 2.0 2.3

SHORT-TERM INTEREST RATE (%) 4.8 5.0 5.4

UNEMPLOYMENT RATE (%) 6.0 5.9 5.7

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 0.8 0.5 0.5

CURRENT ACCOUNT BALANCE

(% GDP) -5.8 -5.3 -4.7

Source: OECD
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Member countries

Austria:

Expenditure
cuts a priority

utput growth was weak in the first
| half of the year but is expected to
gain momentum gradually this year

and through 2005 in line with the
broadening of the recovery in Europe. The

unemployment rate will fall slightly and inflation will continue to be
low.

Tax reductions scheduled for 2005, which will be mostly debt-

financed, will mean a delay in reaching the objective of a balanced

budget and are likely to have a pro-cyclical impact. Priority should

be given to cuts in government expenditure to create room lor the

planned tax reductions, while also reducing impediments to

increased labour market participation.

GOVERNMENT TYPE:

	FEDERAL REPUBUC

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 0.8 1.6 2.4

HOUSEHOLD SAVINGS RATIO 7.9 7.9 8.6

CONSUMER PRICE INDEX 1.3 1.0 1.1

SHORT-TERM INTEREST RATE (%) * 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 5.5 5.5 5.2

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -1.3 -1.2 -1.8

CURRENT ACCOUNT BALANCE

(% GDP) -0.2 -0.2 -0.3

* 3-monrh interbank rate Source: OECD

KEY ECONOMIC FORECAST & INDICATORS

BELGIUM

POPULATION

(OOOs) 10 226

AREA (OOP SQ KM)

CURRENCY

H Belgium:
- Fiscal pressure
JRO

GDP (BILLION USD) -

2002	 245.4

UFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2000	80.8, 74.6

TOTAL LABOUR FORCE (OOOs)

	4 448

GOVERNMENT TYPE:

CONSTITUTIONAL MONARCHY

IIT-7
Eft

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 0.7 1.9 2.8

HOUSEHOLD SAVINGS RATIO 13.6 12.9 12.9

CONSUMER PRICE INDEX 1.5 1.4 1.4

SHORT-TERM INTEREST RATE (%) * 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 8.2 8.5 8.2

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 0.2 0.0 -0.5

CURRENT ACCOUNT BALANCE

(% GDP) 5.1 5.5 6.0

* 3-month interbank rate Source: OECD

1 conomic growth is beginning to
recover and should reach around

(2.75% in 2005 as the international

economy recovers and business investment

strengthens. Meanwhile, unemployment is

likely to remain above 8% and inflation to fall below 1.5% in

2004-05, mainly reflecting significantly lower increases in unit
labour costs.

The government should continue to take the steps necessary to

ensure that the budget remains balanced. This is important to

maintain confidence in its debt-reduction strategy, a central element

in preparing for population ageing. This should be supported by
further reductions in the tax burden on low-income earners and in

incentives for early retirement.
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Member countries

KEY ECONOMIC FORECAST & INDICATORS

»o~

CZECH

REPUBLIC

POPULATION (OOOs) 10 272

AREA (OOP SQ KM) 79

CURRENCY

GDP (BILUON USD) -

2002	 69.5

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	78.5, 72.1

TOTAL LABOUR FORCE (000s)

	5 171

GOVERNMENT TYPE:

PARUAMENTARY DEMOCRACY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 2.5 2.9 3.2

CONSUMER PRICE INDEX 0.7 2.6 2.4

SHORT-TERM INTEREST RATE (%) 2.3 2.1 2.2

UNEMPLOYMENT RATE (%) 7.5 7.5 7.3

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -6.6 -5.7 -5.1

CURRENT ACCOUNT BALANCE

1% GDP) -6.9 -6.9 -6.7

Source: OECD

Denmark: Watch

local spending

Di

Czech Republic:
Lower interest

rates
omestic demand growth is

| weakening as the effects of earlier
fiscal expansion wane. But signs of

a recovery in exports are becoming

visible. Together with an investment

rebound driven by foreign companies, this should lead to a gradual

acceleration in GDP to above 3% over the next two years.

Fiscal policy has embarked on a consolidation path, though a

gradual one, which is likely to postpone joining the euro to 2010 or
beyond. Establishing a multi-year budgeting framework will be
essential to implementing the consolidation plan. Monetary policy
has been successful in bringing down inflation and establishing an
environment of lower interest rates.

KEY ECONOMIC FORECAST & INDICATORS

\ f DENMARK

POPULATION

(OOOs) 5 359

AREA (000 SQ KM) 43

CURRENCY KRONE

emand has slowed considerably,

| reflecting weak export market
growth and household and

business caution. Growth prospects should

brighten as the international situation
improves and firms gain sufficient optimism to increase investment
and hiring. Wage and price inflation pressures have eased as output

has slipped below potential and are likely to remain contained over
the projection period.

A neutral fiscal stance, with automatic stabilisers working to

cushion output fluctuations, remains appropriate. But the
government's strategy for managing public finances prudently could
be put at risk if local government spending continues to slip. A
faster pick-up in activity than projected could put upward pressure
on wage inflation as the output gap closes. Further labour market
reforms would not only help to address such risks but also reinforce

the longer-term budget position.

GDP (BILUON USD) -
2002 172.9

UFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	79.0, 74.3

TOTAL LABOUR FORCE (OOOs)

	2 862

GOVERNMENT TYPE:

CONSTITUTIONAL MONARCHY

okm 100km

70

o**-

2005

% chanqe unless otherwise indicated

GDP GROWTH 0.5 2.4 2.8

HOUSEHOLD SAVINGS RATIO 8.3 8.0 6.7

CONSUMER PRICE INDEX 2.0 1.6 2.0

SHORT-TERM INTEREST RATE (%) 2.4

UNEMPLOYMENT RATE (%) 5.5 5.3 5.0

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 0.8 1.0 1.5

CURRENT ACCOUNT BALANCE

(% GDP) 3.7 3.5 3.5

Source: OECD
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Finland: Tax cuts

will sustain demand
i

Member countries

KEY ECONOMIC FORECAST & INDICATORS

POPULATION (OOOs) 5 1 88

AREA (OOP SQ KM) 338

CURRENCY EURO

lB
GDP fell slightly during the first half

of 2003, despite a significant fiscal
stimulus to public and private

consumption. A pick-up in world trade is
likely to contribute substantially to growth

over the coming years and the current negative output gap should
close by 2005.

Tax cuts implemented in the summer and proposed for the 2004
budget will sustain demand but pose a challenge to the
government's objective of balancing central government finances by
2007. Cuts in labour taxes are welcome if accompanied by spending

restraint, but further fiscal stimulus would risk being pro-cyclical,

and make it more difficult to cope with the future fiscal implications

of ageing.

GDP (BILLION USD) -

2002	 131.5

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	81.5, 74.6

TOTAL LABOUR FORCE (OOOs)

	2 626

GOVERNMENT TYPE:

	REPUBLIC

RUSSIAN FEDERATION

fhewalofli» AREA (OOP SQ KM) 132

CURRENCY EURO

GDP (BILLION USD) -
2002	 132.8

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	80.7, 75.4

TOTAL LABOUR FORCE (OOOs)

	4 362

GOVERNMENT TYPE:

	REPUBLIC

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 4.0 4.1 3.6

CONSUMER PRICE INDEX 3.5 3.6 3.5

SHORT-TERM INTEREST RATE (%) * 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 9.3 8.9 8.8

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -1.6 -1.6 -1.5

CURRENT ACCOUNT BALANCE

(% GDP) -6.5 -6.3 -5.9

* 3-month interbank rate
Source: OECD

Tifbi HELSINKI;.

2003 2004 2005

% chanqe un ess otherwise indicated

GDP GROWTH 1.0 3.4 3.8

HOUSELHOLD SAVINGS RATIO -1.5 -0.6 -0.2

CONSUMER PRICE INDEX 1.3 0.4 1.8

SHORT-TERM INTEREST RATE (%) 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 9.2 9.0 8.5

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 2.6 1.9 2.0

CURRENT ACCOUNT BALANCE

(% GDP) 7.3 7.6 8.2

* 3-month interbank rate
Source: OECD

Greece:

Inflation concern

The economy performed strongly in

the first half of 2003, as buoyant
domestic demand more than offset

^^^^^^^^^^^^ the weakness of exports. With monetary and
^^^^B"^^ other conditions remaining supportive and
net exports recovering thanks to the international rebound, output
growth is projected to gather additional momentum, before easing
somewhat in 2005. The labour market should improve further, but
the inflation gap vis-à-vis the euro area average is likely to widen.

Fiscal consolidation, especially tighter control of government

primary expenditure, needs to be persevered with, to ensure the
reduction of the still high debt-to-GDP ratio. There is also a need to

strengthen the longer-term underpinnings of growth and
competitiveness through more decisive action to address labour
market rigidities and to open up network industries to competition.
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Member countries

: -

HUNGARY

POPULATION

(OOOs) 10 188

AREA (OOP SQ KM) 93

CURRENCY FORINT

GDP (BILLION USD) -

2002	 65.8

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	76.5, 68.2

TOTAL LABOUR FORCE (000s)

	4 102

GOVERNMENT TYPE:

PARLIAMENTARY

	DEMOCRACY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 2.9 3.3 3.8

HOUSEHOLD SAVINGS RATIO 13.3 13.4 12.5

CONSUMER PRICE INDEX 4.6 6.5 4.5

SHORT-TERM INTEREST RATE (%) 8.0 8.6 7.6

UNEMPLOYMENT RATE (%) 5.9 5.6 5.2

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -5.2 -4.3 -3.3

CURRENT ACCOUNT BALANCE

(% GDP) -6.0 -5.5 -5.5

Source: OECD

Hungary: More
balanced growth

Growth is projected to rise from 3%
in 2003 to close to 4% in 2005 and

become better balanced. While

exceptional consumption growth carried

through to the first quarter of 2003, it is set

to slow considerably. Exports are estimated to have picked up in the
second half of 2003 and are projected to accelerate further.

Successful entry to the euro area, planned for January 2008,
requires strong consensus and coordination on macroeconomic

policy and determined fiscal discipline. Measures to strengthen the
budget process need to be implemented soon, and the authorities

should use consolidation as a vehicle for deep reforms to public
expenditure.

Iceland:

Avoid overheating
Anew economic expansion has

begun, driven by domestic demand,

and growth is projected to exceed

5% per annum by 2005 as work on the

major aluminium-related investment

projects gathers momentum. Inflation is likely to move to the top of
the official target range.

The challenge for policymakers will be to restrain domestic

demand and avoid overheating at the peak of construction activity in
the middle of the decade, through timely monetary and fiscal
tightening. Government plans to cut taxes from 2005 should be

reconsidered if the intended slowdown in public spending growth is
not achieved. In any case, official interest rates will need to be raised

substantially, probably in the not-too-distant future.

AREA (000 SQ KM) 103

CURRENCY

GDP (BILLION USD)
2002 8.4

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	82.2, 78.1

TOTAL LABOUR FORCE (OOOs)

	163

GOVERNMENT TYPE:

CONSTITUTIONAL REPUBLIC

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 1.9 3.7 5.6

CONSUMER PRICE INDEX 2.0 2.6 3.6

SHORT-TERM INTEREST RATE (%) 5.7 7.6 9.0

UNEMPLOYMENT RATE (%) 3.3 3.3 2.8

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -1.0 0.2 0.8

CURRENT ACCOUNT BALANCE

(% GDP) -3.3 -3.4 -4.4

Source: OECD
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Member countries

Ireland:

Focus more on

infrastructure

G

POPULATION (OOOs) 3 839

f DP growth plummeted from 7% in
I __-2002 to an estimated 1.75% in

V_J 2003, as exports were hit by the
appreciation of the euro and investment

I declined sharply. Growth is set to recover to
around 3.5% in 2004 and nearly 5% in 2005. With the

unemployment rate remaining close to 5%, inflation should
decelerate to 3% over the next two years.

To contain inflationary pressures, competition and regulatory

policy should focus on the sheltered sectors (notably construction
and business services). Tax incentives that boost the demand for

housing in an already overheated residential market should be cut,
which would also enable resources to be reallocated towards

urgently needed infrastructure development.

SOUTH K.3a
KOREA

AREA (OOP SQ KM)

CURRENCY WON

GDP (BILLION USD) -
2002 476.7

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

1999 79.2, 71.7

TOTAL LABOUR FORCE (OOOs)
22 417

GOVERNMENT TYPE:

REPUBLIC

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 2.7 4.7 5.5

HOUSEHOLD SAVINGS RATIO 8.2 7.6 7.7

CONSUMER PRICE INDEX 3.5 2.7 3.0

SHORT-TERM INTEREST RATE (%) 4.3 4.2 5.0

UNEMPLOYMENT RATE (%) 3.4 3.3 3.0

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 3.5 4.0 4.5

CURRENT ACCOUNT BALANCE

(% GDP) 1.5 1.3 0.0

AREA (OOP SQ KM) 70

CURRENCY

GDP (BILLION USD) -

2002	 121.7

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2PPP	79.2, 74.2

TOTAL LABOUR FORCE (PPPs)
1 782

GOVERNMENT TYPE:

REPUBLIC

2003 2004 2005

% change unless otherwise indicated

GDP GROWTH 1.8 3.6 4.8

CONSUMER PRICE INDEX 4.1 2.8 3.1

SHORT-TERM INTEREST RATE (%) 2.3 2.P 2.2

UNEMPLOYMENT RATE (%) 4.8 5.P 5.P

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -1.0 -1.3 -1.3

CURRENT ACCOUNT BALANCE

(% GDP) -1.7 -1.4 P.5

* 3-month interbank rate
Source: OECD

Korea: Reforms

would lift potential

T!
vhe economy experienced a sharp
downturn m the first half of 2003

following a number of negative
shocks. A strengthening of confidence and

a pick-up in world trade should lead to a

recovery that would lift growth to around
4.75% in 2004 and 5.5% in 2005. However, there are risks,

including a further appreciation of the exchange rate and some

retrenchment by the household sector following a credit boom,

which could affect the timing and strength of the recovery.
Given the high costs incurred lor financial-sector restructuring,

the fiscal policy stance should return to neutral in 2004 as the

economic recovery begins. Further structural reforms, particularly in
the corporate and financial sector and in the labour market, are
needed to strengthen confidence and boost Korea's growth potential.

Source: OECD
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Member countries

LUXEMBOURG

LUXEMBO'JHG Ci-'.'

©okm

POPULATION (OOOs) 443

AREA (OOP SQ KM)

CURRENCY EURO

GDP (BILLION USD) -
2002 21.0

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2000 81.3,74.9

TOTAL LABOUR FORCE (000s)
282

GOVERNMENT TYPE:

CONSTITUTIONAL MONARCHY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 1.2 2.P 2.9

CONSUMER PRICE INDEX 2.5 1.9 1.6

SHORT-TERM INTEREST RATE (%) * 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 3.8 4.2 4.4

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -0.3 -1.8 -2.6

CURRENT ACCOUNT BALANCE

(% GDP) 7.6 7.6 8.3

* 3-month interbank rate Source: OECD

Mexico: Export-
driven recovery

|*| A!
delayed

Luxembourg:
Better in 2004

DP growth has been low for a
-third year in a row owing to the
weakness of financial markets and

stagnation in the euro area. It is likely to

strengthen in 2004 as exports and

business rnvestment pick up. In the wake of the recent sluggish

adjustment of the labour market, employment growth is expected to

follow the business cycle with a considerable lag.

The government should take advantage of the economic upturn to
put fiscal policy on a sustainable path, by reducing growth in
current public spending in line with lower medium-term growth

prospects.

KEY ECONOMIC FORECAST & INDICATORS

^ MEXICO

POPULATION

(OOOs) 1 OP P5 1

AREA (PPP SQ KM) 1 996

CURRENCY

pick-up in exports to the United
States is expected to be the mam

. driver of a recovery which has been

by the weakness of the US
manufacturing sector. The pace of activity is

expected to gain momentum as business investment starts to

increase and employment to expand. Consumer price inflation is

falling again and is likely to be on target at the end of the year.
The Central Bank has shown its readiness to respond quickly to

changes in the inflation outlook. Its current cautious monetary

stance is appropriate. On the fiscal front, there is no room for
slippage. The government needs to bring the public sector deficit to
near balance, and the borrowing requirement down to about 2% of

GDP by 2005. The approval of a strong tax package will be crucial

for boosting investor confidence.

GDP (BILLION USD) -
2002 637.2

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2002	77.1,72.1

TOTAL LABOUR FORCE (OOOs)

	39 159

GOVERNMENT TYPE:

FEDERAL REPUBLIC

4f*icC^A ; tkmo
IB»9

vUNiTEO STATES

0^ ARKANSAS ^^
MISSISSIPPI

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 1.5 3.6 4.2

CONSUMER PRICE INDEX 4.5 3.4 3.1

SHORT-TERM INTEREST RATE (%) 6.5 6.1 7.1

UNEMPLOYMENT RATE (%) 3.0 3.0 2.8

CURRENT ACCOUNT BALANCE

(% GDP) -1.9 -2.5 -3.0

Source: OECD
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Member countries

Netherlands:

Below potential
Iter two years of near stagnation, the
Dutch economy contracted in the

. first half of 2003. GDP is set to

decline by 0.5% for the year as a whole as
consumers adjusted to weak disposable

income and fading wealth effects, business struggled to restore
competitiveness and sound balance sheets, and the government
tightened fiscal policy. Although real GDP growth may reach 1 % in
2004 and accelerate to 2% in 2005, this would still leave a

substantial negative output gap and the unemployment rate rs

expected to increase to around 5% in 2004. This should lead to a
further deceleration in wages and prices.

Restoring international competitiveness is key lor GDP growth to
return to rates at or above potential. The government should

increase the safety margin in the cyclically sensitive fiscal balance in
order to avoid the need for pro-cyclical tightening m the future.

POPULATION (OOOs] 1 5 987

AREA (OOO SO KM) 41

CURRENCY EURO

GDP (BILLION USD) -

2002 	418.5

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	80.6, 75.

TOTAL LABOUR FORCE (000s)
8 150

GOVERNMENT TYPE:

CONSTITUTIONAL MONARCHY

AMSTERDAM

"The Hague '^Utradit

Haussas

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH -0.5 1.0 2.0

HOUSEHOLD SAVINGS RATIO 8.9 9.3 9.1

CONSUMER PRICE INDEX 2.3 1.2 1.1

SHORT-TERM INTEREST RATE (%) 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 3.7 5.2 5.2

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -2.4 -2.5 -1.8

CURRENT ACCOUNT BALANCE

(% GDP) 1.9 3.2 2.9

* 3-month interbank rate Source: OECD

KEY ECONOMIC FORECAST & INDICATORS r

Mson

0

POPULATION

(OOOs)	 3 881

AREA (000 SQ KM) 269

CURRENCY DOLLAR

GDP (BILLION USD) -

2002	 59.3

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2000	80.8, 75.7

TOTAL LABOUR FORCE (OOOS)
1 935

GOVERNMENT TYPE:

PARLIAMENTARY DEMOCRACY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 2.7 3.1 2.9

HOUSEHOLD SAVINGS RATIO -5.0 -5.5 -5.9

CONSUMER PRICE INDEX 1.7 1.9 2.3

SHORT-TERM INTEREST RATE (%) 5.4 5.4 5.8

UNEMPLOYMENT RATE (%) 4.8 5.0 5.1

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 2.6 2.2 2.0

CURRENT ACCOUNT BALANCE

(% GDP) -5.2 -5.2 -5.0

Source: OECD

New Zealand

Cooling likely
Activity has been very strong over the

past four years. Most recently
buoyancy due to immigration has

outweighed the negative impulse from an
appreciating exchange rate. This has left productive resources
stretched. Rising house prices are providing further impetus to
domestic demand. However, the pace of activity should soon cool to

more normal rales of growth.
The moderate headline inflation rate reflects the net outcome ol

falling import prices and high domestically-generated inflation. On
current monetary policy settings, these factors are likely to continue

balancing out and inflation should remain under control. The
budget surplus has been surprisingly large, but the government
should continue to exercise caution m raising expenditure until the

evidence rs clear that the revenue surprrse is permanent.
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Member countries

KEY ECONOMIC FORECAST & INDICATORS

ohm «ohm

OSLO»

Siavangaf1' Kl|3ltoMno

NORWAY

POPULATION (OOOs

AREA (000 SQ KM) 324

CURRENCY

GDP (BILLION USD) -

2002 	

TOTAL LABOUR FORCE (000s)

	 2 361

Norway:
Fiscal warning

KRONE

190.5

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2000	81.4,76.0

GOVERNMENT TYPE:

CONSTITUTIONAL MONARCHY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 0.6 2.8 2.0

HOUSEHOLD SAVINGS RATIO 5.0 5.3 5.4

CONSUMER PRICE INDEX 2.5 1.2 2.5

SHORT-TERM INTEREST RATE (%) 4.2 3.4 4.6

UNEMPLOYMENT RATE (%) 4.5 4.7 4.5

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 9.8 9.7 8.4

CURRENT ACCOUNT BALANCE

(% GDP) 12.7 12.4 12.3

Source: OECD

Large interest rate cuts, exchange rate

depreciation, increasing oil
investment and expanding export

markets are expected to lead to an

economic recovery towards the end of

2003. Mainland (non-offshore energy sector) GDP growth may reach
2.75% in 2004, with the unemployment rate peaking at some
4.75%. Inflation should remain low, reflecting the negative output
gap being closed only m 2005.

The government is continually moving away from its fiscal

guidelines, thereby posing a threat to fiscal credibility. Long-run
fiscal sustainability is conditional on pension reform, as future
pension expenditure growth is projected to be extremely rapid in
Norway compared to other countries. Reforms to curb public
spending and enhance competition in sheltered sectors, in addition

to prudent wage settlements, would provide a sounder environment
for longer-term growth.

Poland: Real

interest rates

could be lower
DP increased by 3% year-over-year

-in the first half of 2003, driven by

strong export growth following the

depreciation of the zloty. Improved

profitability and rising consumer demand
are projected to broaden the base of the recovery, allowing growth to
strengthen and reach 4.5% in 2005. Unemployment is expected to
begin falling towards the end of 2004 as employment starts to
expand, but the still-large output gap should keep inflationary
pressures in check.

Substantial cuts in nominal interest rates and the depreciation of
the zloty have eased monetary conditions, but real interest rates

remain high, indicating scope for further relaxation. For this to

happen, and in order to prevent the emergence of an unsustainable
current account deficit, an already relaxed fiscal stance needs to be
tightened rather than loosened, as currently proposed.

KEY ECONOMIC FORECAST & INDICATORS

POPULATION

(OOOs) 38 641

AREA (000 SQ KM) 313

CURRENCY ZLOTY

eokm RUSSIA FEDERATION WILNiUS(
LITHUANIA

GDP (BILLION USD) -

2002	181.6

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001 78.4, 70.2

TOTAL LABOUR FORCE (OOOs)

	17 457

GOVERNMENT TYPE: REPUBLIC

I PRAGUE

CZECH REPUBLIC

SLOVAK REPUBLIC

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 3.3 3.5 4.5

CONSUMER PRICE INDEX 0.8 1.9 1.4

SHORT-TERM INTEREST RATE (%) 5.6 5.7 6.8

UNEMPLOYMENT RATE (%) 19.3 19.2 18.5

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -4.2 -5.0 -4.8

CURRENT ACCOUNT BALANCE

(% GDP) -3.1 -3.9 -4.3

Source: OECD
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Member countries

Portugal:
Gradual recovery

ctivity is estimated to have

contracted in 2003, reflecting a

, further fall in private domestic
demand and weak external markets.

However, both have turned around from

mid-year and a gradual recovery is projected for 2004 and 2005.
The output gap will nevertheless remain large in 2005, and the

unemployment rate high. In this context, the inflation differential
vis-à-vis the euro area should continue to narrow.

The recession brought a halt to the reduction in the fiscal deficit,

despite continuing consolidation efforts. Continued forceful

implementation of already-approved structural measures is essential

to rein in public spending. Additional measures will be needed to
reduce the structural deficit further over the medrum term.

KEY ECONOMIC FORECAST & INDICATORS

SLOVAK

REPUBLIC

POPULATION

LQOOsJ	 5 379

AREA (OOP SQ KM) 49

KORUNA

GDP (BILLION USD) -

2002	 23.7

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	77.6, 69.5

TOTAL LABOUR FORCE (OOOs)

	2 653

GOVERNMENT TYPE:

PARLIAMENTARY DEMOCRACY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 3.9 4.2 4.4

CONSUMER PRICE INDEX 8.6 7.9 4.0

SHORT-TERM INTEREST RATE (%) 5.8 5.4 5.5

UNEMPLOYMENT RATE (%) 17.6 16.9 16.5

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -5.1 -4.1 -3.5

CURRENT ACCOUNT BALANCE

(% GDP) -2.2 -2.8 -4.0

Source: OECD

KEY ECONOMIC FORECAST & INDICATORS

w~'- BV *j

¥ PORTUGAL

POPULATION (OOOs) 10 305

StBgsnea

AREA (000 SQ KM) 92

CURRENCY EURO
ATLMilS

'"'Cofmbra

GDP (BILLION USD) -
2002 121.7

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -
2001 80.3, 73.5

"5»USB0N b

TOTAL LABOUR FORCE (000s)
5 324

GOVERNMENT TYPE:
Qkm ««o**

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH -0.8 1.5 2.6

HOUSEHOLD SAVINGS RATIO 13.1 13.2 12.4

CONSUMER PRICE INDEX 3.3 2.1 1.8

SHORT-TERM INTEREST RATE (%) * 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 6.4 6.5 6.0

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) -2.9 -3.0 -2.3

CURRENT ACCOUNT BALANCE

(% GDP) -4.9 -4.0 -3.7

* 3-month interbank rate Source: OECD

Slovak Republic:
Strong growth,
ambitious reforms

O!
Uutput is likely to accelerate in

2004, driven by strong private

investment and exports, and

growth should reach almost 4.5% in 2005.

Headline inflation is expected to surge once

again in 2004, as administered prices are increased towards cost-

recovery levels, but will converge subsequently towards the average
inflation rate in the EU. Unemployment will continue to fall, but
remain at a high level.

The planned consolidation of public finances is welcome.
Compliance with the Economic and Monetary Union fiscal rules in
2006, as envisaged by the government, is within reach and would

help balance the policy mix. The ambitious structural reforms under

way are commendable and, if pursued, would foster sustained

increases in output and employment.
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Member countries

KEY ECONOMIC FORECAST & INDICATORS

ALGIERS"

ALGERIA

SPAIN

POPULATION (OOOs) 40 266

AREA (OOP SQ KM) 505

CURRENCY

GDP (BILLION USD) -

2002	653.1

Spain:
Buoyant demand

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	82.9, 75.6

A:

TOTAL LABOUR FORCE (OOOs)

	17 854

GOVERNMENT TYPE:

PARLIAMENTARY MONARCHY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 2.3 2.9 3.1

HOUSEHOLD SAVINGS RATIO 10.8 10.4 9.9

CONSUMER PRICE INDEX 3.2 2.8 2.9

SHORT-TERM INTEREST RATE (%) * 2.3 2.0 2.2

UNEMPLOYMENT RATE (%) 11.4 11.0 10.6

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 0.1 0.2 0.3

CURRENT ACCOUNT BALANCE

(% GDP) -3.6 -4.0 -4.3

* 3-month interbank rate Source: OECD

ctrvrty has been more resilient in

Spain than in most other EU

. countries. While foreign demand

has suffered from weak activity in Europe

| and the appreciation of the euro, buoyant
consumption and construction demand

have sustained growth. Meanwhile, inflation has moderated, partly

due to the euro appreciation, although a significant but shrinking

inflation differential with the euro area persrsts. Growth should

progressively accelerate to 3% by 2005, with a more balanced
contribution across demand components.

In 2004, the government foresees a balanced budget once more,
thus complying with the Fiscal Stability Law. The fiscal stance will
be broadly neutral, which is appropriate given the resilience of the
economy and the relatively relaxed monetary conditions. Reforms to

improve flexibility in wage bargaining and to further raise
competition in sheltered sectors would contribute to reducing the
inflation differential with the euro area.

Sweden: Labour

market risks

Mie economy expanded moderately in
2003, with output growth remaining

somewhat below its potential rate.

Prospects look brighter for 2004 and 2005,
when external demand is projected to pick

up and household spending and business investment to accelerate.
While the immediate risk to inflation from the collective wage

negotiations in spring 2004 has abated, the final agreements may
end up reducing working hours, thereby restricting potential growth.

Further stimulus through fiscal or monetary policy easing would
not be warranted. The current structural surplus should be sustained

and monetary policy tightened gradually as the expansion gathers

KEY ECONOMIC FORECAST & INDICATORS

SWEDEN
ohm SXkrn

ATUroC CCEAn

LuW

Ami

Manual

, _ Uppsala
* Orabfc o

stBckholm

FGSteborg

. M oMitlmô

FINLAND

f'Sl

«TALLINN

ESTONIA

.LATVIA '.

	 BE "

v' i
RUSSIAN

FEDERATION !

'mr.-itaig

:" K

HF' POPULATION

(OOOs) 8 896

AREA (000 SQ KM) 450

CURRENCY KRONA

GDP (BILLION USD) -
2002 240.3

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -
2001 82.1,77.5

TOTAL LABOUR FORCE (OOOs)
4 465

GOVERNMENT TYPE:

CONSTITUTIONAL MONARCHY

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 1.5 2.3 2.7

HOUSEHOLD SAVINGS RATIO 8.2 6.5 5.7

CONSUMER PRICE INDEX 2.1 1.4 2.2

SHORT-TERM INTEREST RATE (°,o) 3.0 3.1 4.1

UNEMPLOYMENT RATE (%) 4.8 4.7 4.4

GENERAL GOVERNMENT

FINANCIAL BALANCE (% GDP) 0.2 0.5 1.0

CURRENT ACCOUNT BALANCE

(% GDP) 3.7 4.3 4.9

Source: OECD
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Member countries

Switzerland:

Price stagnation?
cwitzerland has been hit harder than the

majority ol other OECD countries by the

downturn in international activity Output is

likely to have declined by 0.5% in 2003, but could

pick up gradually and grow by 1.25 % in 2004 as a

result of the improved external environment and the fall in the
franc. Unemployment is unlikely to recede before the second half of

2004, while inflation could dip further and lead to virtual price

stagnation.

Monetary conditions should remain easy until the recover}7 is

firmly established. In the absence of room for interest rate cuts, the

Swiss National Bank should stand ready to intervene in the foreign

exchange market to head off any unwanted appreciation of the franc
to minimise the risk of deflation. Any further relaxation of fiscal

policy would, on the other hand, be neither desirable nor effective
as a way of stimulating activity. For growth to pick up on a

sustainable basis, the scope and pace of structural reforms in the

product markets need to be stepped up.

KEY ECONOMIC FORECAST & INDICATORS

BO»
:"SUCHABE! RUSSIAN FEDERATION

SYRIA

ttmanmm CYPRUS
BEIRUT

LEBANOC

tSBAEL.

POPULATION

(OOOs)	 68 610

AREA (OOP SQ KM) 781

CURRENCY

GDP (BILLION USD) -

2002	 183.1

UFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2002	70.9, 66.2

TOTAL LABOUR FORCE (OOOs)
22 577

GOVERNMENT TYPE:

REPUBLICAN PARLIAMENTARY

DEMOCRACY

2003 2004 2005

% chanqe unless otherw ise indicated

GDP GROWTH 5.0 4.9 5.4

CONSUMER PRICE INDEX 24.5 15.9 10.2

SHORT-TERM INTEREST RATE (%) 44.0 29.5 20.5

UNEMPLOYMENT RATE (%) 10.2 9.9 9.6

CURRENT ACCOUNT BALANCE

(% GDP1 -3.2 -3.4 -3.3

Source: OECD

POPULATION (OOOs) 7 233

AREA (000 SQ KM) 41

CURRENCY

GDP (BILLION USD) -

2002	 267.4

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2001	82.8, 77.2

TOTAL LABOUR FORCE (OOOs)
4 262

GOVERNMENT TYPE:

	 FEDERAL REPUBLIC

'UECHT.

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH -0.5 1.2 1.8

HOUSEHOLD SAVINGS RATIO 10.0 9.8 9.5

CONSUMER PRICE INDEX 0.6 0.3 0.2

SHORT-TERM INTEREST RATE (%) 0.3 0.3 0.8

UNEMPLOYMENT RATE (%) 3.9 3.9 3.6

CURRENT ACCOUNT BALANCE

(% GDP) 9.4 8.9 9.2

Source: OECD

Turkey:
Strong growth path

A
virtuous cycle of fiscal stabilisation,

interest rale declines and increasing

a.confidence should help maintain

GDP growth on a strong path. After

increasing by 5% in 2003, GDP may

decelerate slightly in 2004 as a result of

adjustments in slockbuilding, but should rebound in 2005 provided

that posrtive expectations are maintained.

The authorities should stick rigorously to the fiscal stabilisation

and structural reform programme, pursuing the primary budget
surplus target and rmplementing the new policies regarding social

security, banking, privatisation and foreign direct investment. A firm
policy stance in the face ol pressures emanating from the local
elections in spring 2004 would help to preserve the crucial
momentum of positive expectations.
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Non-member countries

KEY ECONOMIC FORECAST & INDICATORS \

POPULATION (OOOs) 1 74 633

AREA (OOP SQ KM) 8 515

CURRENCY

GDP (BILLION USD) -

2002	 484.0

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2000	72.6, 64.8

TOTAL LABOUR FORCE (000s)

2001	83 243

GOVERNMENT TYPE:

FEDERATIVE REPUBLIC

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 0.5 3.0 3.5

INFLATION 10.0 7.0 6.0

FISCAL BALANCE (% OF GDP) -4.0 -3.0 -2.0

PRIMARY FISCAL BALANCE

(% OF GDP) 4.3 4.2 4.0

CURRENT ACCOUNT BALANCE

($ BILLION) -0.2 -4.9 -5.0

CURRENT ACCOUNT BALANCE

(% GDP) 0.0 -1.0 -0.9

Source: OECD

China: Regaining
momentum

i r
1 hrna's real GDP growth is regaining

momentum after a sharp slowdown rn

« second quarter of 2003

attributable to SARS. The strong growth,

averaging 8.2% year-on-year in the first half,
has been driven by domestic demand. The contribution of net exports
to growth has been small, as very strong export growth has been

accompanied by even stronger growth in rmports and a falling current
account surplus.

GDP growth is being driven by private consumption and by fixed
investment, which expanded by 32% year-on-year in the first eight

months. The two largest components of fixed investment, government

infrastructure spending and real estate investment, continue to

advance strongly, but business capital spending has emerged as a new
driver of growth. Investment has been particularly strong in

automobiles, iron and steel, metallurgy, textiles and high-tech
industries. However, there are concerns that some of the investment

may not turn out to be profitable and may add to excess capacity and

NPLs in the future. For example, despite government attempts to
consolidate the automobile industry, an increasing number of local
governments are venturing into automobile production.

80

Brazil: Adjustment
continues

The Brazilian economy continued the

adjustment path initiated after the

turmoil of the presrdential elections

in 2002. The exchange rate has stabilised
and the 12-month inflation rate has

decreased. Brazil's risk evaluation by

markets has also improved.

Against a background of fiscal stability, monetary easing and the
continuation of an export drive, the recovery of economic activity is

projected to gain momentum over 2004 and 2005. Domestic
demand and credit conditions in Brazil, being sensitive to a

reduction in the base real interest rate, should rebound relatively

quickly. The mam downsrde risk rs associated with political
difficulties that would delay the reform process, affecting confidence

and threatening public debt sustainability. Against these

uncertainties, the government has renewed the IMF agreement for
2004, which shows its commitment to the continuation of the

reform efforts and the importance it attaches to a stable
macroeconomic environment.

KEY ECONOMIC FORECAST & INDICATORS

POPULATION

(OOOs) 1 284 530

AREA (000 SQ KM) 9 597

CURRENCY YUAN

GDP (BILLION USD) -

2002	 1 236.0

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -

2002	73.9, 70.0

TOTAL LABOUR FORCE (OOOs)

2001	763 240

GOVERNMENT TYPE:

	COMMUNIST STATE

"-""«OKOO-*

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 8.4 7.8 7.4

1.0 1.5INFLATION (CPI) 0.6

FISCAL BALANCE (% OF GDP) -2.9 -2.8 -2.7

CURRENT ACCOUNT BALANCE

($ BILLION) 15.616.3 8.0

CURRENT ACCOUNT BALANCE

1% GDP) 1.2 0.6 1.0

Source: OECD
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Russia:

Growth eases
ruh the pre-election boom lading

next year, growth is expected to
slow. Growth will continue to be

driven by sectors oriented to domestic
private consumption, which should

continue expanding robustly, as well as by oil and oil-related
sectors. The escalation of the Yukos conflict will cause growth to

slow more sharply than it would otherwise have done. There are

already signs that the attack on Yukos is having a negative impact
on fixed investment, especially in the oil sector. Most oil-sector
investment is aimed at increasing current production rather than

developing new fields, so any slowdown in the growth of capital
expenditure will result in slower growth in both production and
exports - particularly given that the two companies at the centre of
the scandal have hitherto achieved much faster production growth

than the industry as a whole. Given Russia's high export/GDP ratio,
this means that, even if the Yukos affair is resolved without too

much further disruption, it will have a palpable negative rmpacl on

real GDP growth next year. The costs will be greater still if such
actions are extended to other targets.

Non-member countries

KEY ECONOMIC FORECAST & INDICATORS

RUSSIA

Jjr POPULATION
(OOOs) 145 200

AREA (OOP SQ KM) 17 075

CURRENCY RUBLE

GDP (BILUON USD) -

2002	 342.0

LIFE EXPECTANCY AT BIRTH:

(WOMEN, MEN) -
2002 62.3, 72.9

TOTAL LABOUR FORCE (OOOS)

2003	71 800

GOVERNMENT TYPE:

FEDERATION

RUSSIAN FEDERATION

;StPaWfsOwg

2003 2004 2005

% chanqe unless otherwise indicated

GDP GROWTH 6.3 5.0 5.0

INFLATION 13.0 11.0 9.0

FISCAL BALANCE (% OF GDP) 1.0 0.5 0.5

PRIMARY FISCAL BALANCE

(% OF GDP) 3.5 3.0 3.0

CURRENT ACCOUNT BALANCE

($ BILLION) 36.5 28.0 21.0

CURRENT ACCOUNT BALANCE

(% GDP) 8.5 5.5 3.5

Source: OECD

PACIFIC OCEAii

These country snapshots were brought
to you courtesy of the OECD Economic
Outlook, No. 74, 2003. The full edition

contains detailed analysis and
background, as well as special chapters
on fiscal challenges and public
spending. It is packed with useful graphs and
statistics from the OECD's renowned databank.

Order the OECD Economic Outlook now at

www.oecd.org/bookshop or by contacting sales@oecd.org
or by using the order form on page 58 of this edition.
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Chile's economy
The way forward

Joaquim Oliveira Martins and Nanno Mulder, OECD Economics Department

Reforms that instil greater
coherence in social and

economic policies would
help Chile build on its
successes and get the
economy back on to a
stronger growth path.

In a region known for its turbulence,

Chile stands out as a particularly stable

and resilient economy. Already building

a global reputation for some of its produce,
like fresh fruits, salmon and fine wines,

Chile has also set itself up as a benchmark

for other emerging markets engaged in
structural reforms, wrth rts sound fiscal and

monetary policies, relatively well-developed

financial system and up-to-date institutions.

Reforms started early In the 1970s, Chile was
the first Latin American country to implement
far-reaching trade and market liberalisation,

and it was a pioneer in competition law and

policy In the early 1980s, it privatised its
pension system, health care and education.

All very well, except that these deep reforms

were imposed by an authoritarian regime

(1973-89) and had an uneven social impact.
So, with the return to democracy in 1989,
their legitimacy was questioned. And while

successive governments stuck with a market-

oriented approach in pushing on with

reforms in infrastructure, trade and capital
markets, they focused on improving equity.

Social spending increased, particularly in
education and health care, and workers'

nghts were re-established.

The results of reforms speak for themselves.

Chile's economy has surged, with GDP per
capita increasing by over 5% per year

between 1986 and 1997 (see graph). This

Excellent potential

was the fastest rate in Latin America and

pushed current GDP per capita above

US$9,000 (in purchasing power parities).

The Chilean economy, including its policy
framework, also resisted the external shocks

that floored many emerging markets after

1997. In particular, risk spreads for
international credits have remained much

lower than in neighbouring countries.

But this good story has recently lost a little of

its gloss. Since 1998, GDP growth has slowed

sharply from the 6-7% highs to a modest

2-3%. A sluggish global economy is partly to
blame, but there are distinct domestic causes

too. One is that the gains from previous

market-oriented reforms may simply have

been exhausted. Moreover, the government's
strategy to tackle income inequality depended

on continued fast growth. Not only did this

growth fail to materialise, but also the labour

market legislation became more rigid at a time

when the economy was already sluggish, and
this probably weighed down further on the
business climate. Not that there has to be a

trade-off between growth and equity - indeed
both goals can be mutually reinforcing - but in
the case of Chile, the nature of these linkages
was perhaps not properly taken into account.

Formulating policy more coherently will
be essential to meet some of the challenges
ahead. Take ageing and the pension
system. Despite the fact that Chile has a

fully funded defined-contribution pension
system, only around 60% of workers

contribute to it, and among those who are

affiliated to pension funds, on average only
40% contribute regularly during their
working lives. These suggest a very low
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income-replacement rate for many
typically below 30% of average wages.

Privatisation of pensions has worked well,

but it will not be enough to solve the

problem of ageing, which will affect Chile,
just as most OECD countries. The upshot is
mounting pressure on public spending
through minimum-income schemes for
retirees, as these are financed out of general

taxes. If the private-funded system is to
deliver and fiscal stability be maintained,
then further reforms will be needed.

The place to start is in the pension market
itself where high administrative costs should
be reduced by fostering competition among

pension funds. To improve returns on
investment, the capital markets need more

liquidity and financial instruments. For
example, benefiting from the large size of
the pension market, Chilean pension funds
could further diversify their portfolios by

investing more in enterprise creation (risk
capital) and in ventures abroad.

But the main key for solving the low density
of social contributions is probably to be found
in the labour market, where employers are

dissuaded from offenng good jobs due to high

severance payments and cumbersome rules of
dismissal. Moreover, between 1998 and 2000

the salario minimo (minimum wage) rose faster

than either average wages or typical pay of
unskilled workers. Nor is training to acquire

skills encouraged as much as it should be.
With these obstacles in place, informal job
markets and other forms of precarious jobs for
low-skilled workers are spreading.

Instead of trying to enforce rigid regulations,
a more effective policy response to this
would be to increase the public support of
the unemployed, including moving towards

fully-fledged unemployment insurance, so as
to reduce the maximum severance benefit.

The minimum wage should also be made to
evolve more in line with other wages, in

particular those of the unskilled, though this
would require some tough bargaining. At the
same time, there is room to develop the

scope of the formal labour market.

As with many countries, including in the
OECD, Chile must aim to raise the labour

force participation rate of young people and
women in particular. Easier said than done,

Chile's progress
GDP per capita in PPPs, at the price levels and PPPs of 1995 (USD), Log-scale

j	i_i	i	i	i	i

1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002

Source: OECD.

of course, since their employment activity is

currently very low, at 26% and 35%,
respectively. Bringing in more flexible
working arrangements would encourage
more women into the market for jobs, as

would reinforcing child-care and pre-school
facilities. The reward would be a better

functioning labour market and a more

dynamic business sector, as well as more
funding for pensions and public finances.

As for other social policies, Chile has made

half-day to full-day education and by

introducing universal health care to guard

against specific diseases, like cardiovascular

diseases, some types of cancer and some chronic
conditions. But it must be careful to introduce

these reforms gradually to limit any tax increases

needed to fund the additional spending.

Social and labour markets are not the only

areas where reform is required:

improvements in product and financial
markets, as well as administrative changes,

Chile has made great strides in education and health since 1990.
But problems remain.

great strides in education and health,
particularly since 1990. Life expectancy and
child mortality rates are now similar to

OECD countries, while primary and

secondary school are almost universal. Still,
important problems remain. First is cost, and
in particular, those large spending increases
in the 1990s aimed mainly at boosting real
incomes of teachers and doctors. Second,

until recently, insufficient attention has been

paid to improve the actual performance of
social services. This is illustrated in education

by poor scores of 15-year old students on the
international OECD PISA+ tests, in public

health care by long waiting lists, and in the

private health sector by insufficient insurance
coverage, adverse selection against the elderly
and excessive supplementary payments.

The government is tackling these equity and
quality issues, such as by moving from

would all help strengthen Chile's economic
framework. Ultimately, more coherent

policies will help underpin the growth
needed to tackle issues like equity. After all,

during the period of high-growth oi the
1990s, Chile's poverty rate fell from above
40% to below 20% of the population.

Chileans have good reason to be proud of
their progress in the world economy, and
they have a valuable opportunity to build
on reforms. With coherent policies to link

its economic and social strategies, Chile's

long-term prospects would be bright
indeed.
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OECD in graphs

Bio information
Biotechnology is one of the fastest-growing areas of scientific research, the latest

OECD Science, Technology and Industry Scoreboard shows. On average,
biotechnology patents filed at the European Patent Office (EPO) increased by just
short of 10% a year between 1991 and 1998, compared with 6.7% for total
patents and 8.9% for patents related to information and communications
technology.

In 1999, the US accounted for almost half of all OECD biotechnology patents

submitted to the EPO, whrle Germany and Japan accounted for about 10% each.
When it comes to pnvate venture capital, Canada and the United States have the

largest shares going to biotechnology.

But in terms of the share of government funding going to research and

development (R&D), New Zealand, Canada and Denmark led, with more than
10% apiece. (Figures are not available for the US and Japan; also, see note.) In the
case of Denmark, health and biotechnology firms account for more than 25% of

total venture capital investment and in Canada and Hungary for almost 20%.

One problem m measuring this fast-growing area of scientific research is lack of
comparable data. The OECD is currently developing a model survey on the use
and development of biotechnology to use when asking countries about R&D
spending.

Biotechnology R&D
% of public R&D, 2000 or nearest available year

New Zealand

Canada

Denmark

Finland

Greece

Australia

Korea

Norway

Spain

Germany

UK

Italy

Ireland

1

1

20 15 10 5 0

%

Note: R&D definitions vary across countries, especially with respect to

inclusion or exclusion of biotechnology R&D performed by the higher
education sector.

Source: OECD STI Scoreboard 2003.

Bitter pill
More new drugs, and with a higher

price tag, have pushed pharmaceutical
expenditure up in OECD countries in the
past decade. The higher cost of drugs has
increased the share of the total health

budget devoted to pharmaceuticals in most
OECD countries, the latest edition of the

OECD's Health at a Glance shows. But Japan,

Iceland, Greece, Luxembourg and Ireland

have bucked the trend, with spending on

prescription drugs and over-the-counter
medicine shrinking as a share of total health

spending between 1990 and 2001.

Generally, pharmaceuticals account for a

greater share of health expenditure in low
income OECD countries, partly because they

carry international market prices whereas
other elements of the health bill, such as

wages for medical staff, are determined more
locally. The Slovak Republic and Hungary
devoted the largest share of health spending
to pharmaceuticals among OECD countries
in 2001, at more than 30%. But countries

with similar total health spending per capita

can still differ widely in how much of that

money is spent on drugs. Denmark and

Higher pharmaceutical spending
% of total health spending

# V*"
1. 2000.

Source: OECD Health Data 2003.

France have roughly the same health
spending per capita, but Denmark is the sole
OECD country with pharmaceutical spending
below 10% of the total, at 8.9%, while in

France pharmaceuticals account for 21%.

Per person, spending increases were even
sharper. Australia and Sweden doubled their

pharmaceutical expenditure per person
between 1990 and 2001 and US

pharmaceutical spending rose by 90%. US

spending per head on prescription drugs
and over-the-counter medicines in 2001

came to US$605, almost double the OECD

average of US$340 and almost four times
the Mexico figure of US$152.
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Indicators

% change from: i level:

previous

period

previous

year

current

period
same period

previous year

Australia Gross domestic product Q2 03 0.1 2.0 Current balance Q2 03 -8.11 -4.10

. Leading indicator Sep 03 0.2 2.5 Unemployment rate Sep 03 5.80 6.20

Consumer price index Q3 03 0.6 2.6 Interest rate Sep 03 4.91 4.92

A istria Gross domestic product

Leading indicator

Consumer price index

Q2 03

Sep 03

Sep 03

0.3

1.6

0.2

0.7

7.0

1.4

Current balance

Unemployment rate

Interest rate

Q2 03

Sep 03

0.10

4.50

0.04

4.30

*

Belgium Gross domestic product Q2 03 -0.1 0.8 Current balance Q2 03 3.74 3.58

Leading indicator Sep 03 1.5 0.6 Unemployment rate Sep 03 8.00 7.30

Consumer price index Oct 03 -0.3 1.6 Interest rate * *

Canada Gross domestic product Q2 03 -0.1 1.6 Current balance Q2 03 3.63 4.10

1*1 Leading indicator Sep 03 1.5 5.0 Unemployment rate Sep 03 8.00 7.70

It! Consumer price index Sep 03 0.2 2.2 Interest rate Jul 03 2.99 2.85

Czech Rcpubl c Gross domestic product Q2 03 0.6 2.3 Current balance Q2 03 -1.77 -1.08

^^^ Leading indicator Unemployment rate Sep 03 6.80 7.30

Consumer price index Sep 03 -0.5 0.0 Interest rate Oct 03 2.06 2.82

Denmark Gross domestic product Q2 03 -0.6 -1.0 Current balance Q2 03 1.96 1.31

Leading indicator Sep 03 0.3 5.1 Unemployment rate Sep 03 5.50 4.60

Consumer price index Sep 03 0.8 1.9 Interest rate Oct 03 2.15 3.39

Finland Gross domestic product Q2 03 0.6 0.8 Current balance Aug 03 0.68 1.12

J_ Leading indicator Sep 03 0.5 0.8 Unemployment rate Sep 03 8.90 9.10

Consumer price index Sep 03 0.4 0.7 Interest rate * *

France Gross domestic product Q2 03 -0.3 -0.3 Current balance Aug 03 2.53 3.77

Leading indicator Sep 03 0.6 2.9 Unemployment rate Sep 03 9.50 8.90

Consumer price index Sep 03 0.4 2.1 Interest rate * *

Germany Gross domestic product Q2 03 -0.1 -0.2 Current balance Q2 03 9.34 10.41

1 Leading indicator Sep 03 1.2 4.9 Unemployment rate Sep 03 9.40 8.70

Consumer price index Sep 03 -0.1 1.1 Interest rate * *

G reece Gross domestic product

Leading indicator

Consumer price index

2001

Aug 03

Aug 03

0.6

-0.1

4.1

1.3

3.3

Current balance

Unemployment rate

Interest rate

Aug 03

Jun03

1.17

9.20

0.26

9.90

*

Hungary Gross domestic product Q2 03 6.3 2.4 Current balance Aug 03 -0.82 -0.24

Leading indicator Unemployment rate Sep 03 5.90 5.70

Consumer price index Sep 03 0.6 4.7 Interest rate Sep 03 9.40 9.57

Iceland Gross domestic product Q2 03 2.3 2.7 Current balance Q2 03 -0.17 0.01

II Leading indicator

Consumer price index Oct 03 0.5 2.1

Unemployment rate

Interest rate

Sep 03

Sep 03

3.50

4.49

3.00

7.06II
Ireland Gross domestic product Q2 03 4.8 2.1 Current balance Q2 03 -0.44 -0.43

Leading indicator Sep 03 4.2 15.7 Unemployment rate Sep 03 4.70 4.40

Consumer price index Sep 03 0.2 2.9 Interest rate ft *

Italy Gross domestic product Q2 03 -0.1 0.3 Current balance May 03 -2.55 -1.20

Leading indicator Sep 03 1.8 2.7 Unemployment rate Jul 03 8.50 9.00

Consumer price index Oct 03 0.1 2.6 Interest rate * ±

Ja 3an Gross domestic product

Leading indicator

Q2 03

Sep 03

1.0

1.5

3.0

5.0

Current balance

Unemployment rate

Aug 03

Sep 03

12.33

5.10

9.37

5.40A

Consumer price index Sep 03 0.1 -0.2 Interest rate Sep 03 0.04 0.03

Korea Gross domestic product

Leading indicator

Consumer price index

Q2 03

Oct 03

-0.7

0.1

1.8

3.7

Current balance

Unemployment rate

Interest rate

Sep 03

Sep 03

Sep 03

2.16

3.50

3.80

0.17

2.90

4.80
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Indicators

% change from: le rel:

previous

period

previous

year

current

period
same period

previous year

Luxembourg Gross domestic product 2001 1.0 Current balance Q2 03 0.59 0.73

r^^^^ Leading indicator Sep 03 2.4 3.7 Unemployment rate Sep 03 3.80 2.90

Consumer price index Sep 03 0.4 2.1 Interest rate
* *

Mexico Gross domestic product Q2 03 1.4 1.6 Current balance Q2 03 -2.55 -3.80

II Leading indicator Sep 03 1.4 6.3 Unemployment rate Sep 03 3.60 2.60

Consumer price index Sep 03 0.6 4.0 Interest rate Sep 03 5.20 7.82

Netherlands Gross domestic product Q2 03 -0.6 -1.2 Current balance Ql 03 0.64 2.76

^^^^ Leading indicator Sep 03 0.9 0.8 Unemployment rate Aug 03 4.20 2.80

Consumer price index Sep 03 0.9 2.0 Interest rate
* *

New Zealand Gross domestic product Q2 03 -0.1 2.0 Current balance Q2 03 -0.94 -0.37

Leading indicator Unemployment rate Q2 03 4.70 5.20

Consumer price index Q3 03 0.5 1.5 Interest rate Oct 03 5.19 5.88

Norway Gross domestic product Q2 03 -0.1 -2.0 Current balance Q2 03 6.19 6.41

! II Leading indicator

Consumer price index

Sep 03

Sep 03

0.9

0.5

5.9

2.1

Unemployment rate

Interest rate

Aug 03

Oct 03

4.60

2.86

3.70

7.12II

Poland Gross domestic product Q2 02 6.1 1.0 Current balance Aug 03 -0.46 -0.43

Leading indicator Unemployment rate Sep 03 20.00 20.10

Consumer price index Sep 03 0.5 0.9 Interest rate Sep 03 4.99 7.38

Portugal Gross domestic product Q2 03 0.1 -2.3 Current balance Q2 03 -2.04 -2.05

1 yà: Leading indicator Sep 03 2.4 3.1 Unemployment rate Sep 03 7.40 5.40

Consumer price index Sep 03 0.2 3.1 Interest rale
* *

Slovak Republ ic Gross domestic product Q2 03 9.9 3.8 Current balance Q2 03 -0.07 -0.49

Leading indicator Unemployment rate Sep 03 15.90 18.30

lU Consumer price index Sep 03 0.6 9.5 Interest rate Sep 03 7.36 9.44

Spain Gross domestic product Q2 03 0.7 2.3 Current balance Jul 03 -2.37 -0.75

M&^^ Leading indicator Sep 03 -0.5 3.9 Unemployment rate Sep 03 11.20 11.50

^J^^^^m Consumer price index Sep 03 0.3 2.9 Interest rate
* *

Sweden Gross domestic product Q2 03 0.3 1.3 Current balance Dec 02 0.00 0.85

E Leading indicator Jun 03 0.5 5.5 Unemployment rate Sep 03 5.50 5.00

m Consumer price index Sep 03 0.7 1.5 Interest rate Oct 03 2.73 4.07

Switzerland Gross domestic product Q2 03 -0.3 -0.9 Current balance Q2 03 9.27 5.12

n Leading indicator Sep 03 0.6 5.1 Unemployment rate Q2 03 3.90 3.10

u Consumer price index Ocl03 0.0 -0.1 Interest rate Sep 03 0.16 0.69

Furkey Gross domestic product Q2 03 14.7 3.9 Current balance Q2 03 -1.69 -0.58

r. Leading indicator Sep 03 0.2 6.2 Unemployment rale Q2 03 10.00 9.30

Consumer price index Oct 03 1.4 20.8 Interest rate- Oct 03 27.47 46.00

United Kingdc m Gross domestic product

Leading indicator

Q2 03

Sep 03

0.6

0.4

2.0

0.0

Current balance

Unemployment rate

Q2 03

Jul 03

-13.94

5.00

-9.42

5.20^L^
^ir^; Consumer price index Sep 03 0.5 2.8 Interest rate Oct 03 3.73 3.90

U lited Stales Gross domestic product Q3 03 1.7 3.3 Current balance Q2 03 -138.67 -122.83

%sm Leading indicator

Consumer price index

Sep 03

Sep 03

0.9

0.3

7.6

2.3

Unemployment rate

Interest rate

Sep 03

Oct 03

6.10

1.10

5.70

1.73

Eiiro area Gross domestic product

Leading indicator

Q2 03

Sep 03

0.0

1.2

0.3

3.9

Current balance

Unemployment rate

Aug 03

Sep 03

3.12

8.80

7.33

8.50

Consumer price index Sep 03 0.4 2.2 Interest rate Oct 03 2.14 3.26

Definitions and notes

Grass Domestic Product Volume series; seasonally adjusted except for Hungary, Iceland, Ireland, Poland,

Slovak Republic and Turkey; Leading indicators: A composite indicator based on other indicators of
economic activity (qualitative opinions on production or employment, housing permits, financial or
monetary series, etc.). which signals cyclical movements in industrial production from six to nine months
in advance; Consumer Price Index: Measures changes in average retail prices of a fixed basket of goods

and services; Current 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 and Turkey; seasonally adjusted apart from Turkey; Interest Rate: Three
months, excepl for Turkey (overnighi inierbank rate). * refer to Euro zone. ..=not avaikible.
Source: Mam Economic Indicators, November 2003
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OECD in graphs

Communication Age
Supermarket bills may seem to be getting ever higher, but OECD

people devote a great deal less of their income to buying food,
and a huge amount more to transport and communications, than
your 17th century ancestors, a new historical look at statistics
shows.

Take Britain. In 1688, food was the single largest item of gross
domestic expenditure in England and Wales, accounting for 25.7%
of the total, with shoes and clothes in second place at around 20%

and drinks and tobacco accounting for almost 14%, according to
The World Economy: Historical Statistics by Angus Maddison.

At that time transport and communication accounted for just 0.8%
of total spending, but by 1996 this had soared to 10.6% in the UK
to become the single largest category of expenditure, no doubt

thanks to the advent of the car, the aeroplane, the train and, of

course, the telephone and related innovations. Food, drink and

tobacco combined had shrunk to just 12.5% of the total between
them.

How do we know so much about the spending habits of 17th

century Britons? Thanks to one Gregory King, who was impressed

by the possibilities of using fiscal information for macroeconomic
analysis, although he did not publish his work for fear of official

British spending habits
% of total Gross Domestic Expenditure*, 1688 and 1996

30

1688

1996

«OS? <«? P\x°V

* Level of per capita GDP (in 1990 international dollars): 1,411 (1688) and 17,891 (1996).
1688 figures for England and Wales; 1996 figures for UK.
Source: The World Economy: Historical Statistics by Angus Maddison.

disapproval. Mr King's full 300-page Notebook showing his
meticulous procedures and analysis did not come to light until
1917, Mr Maddison says. Nowadays, it is widely referenced on the
Internet.

Taxes ease
Tax revenues fell slightly across much of

the OECD area for the second year in
a row, the latest edition of the OECD

Revenue Statistics shows. Tax revenues

(including revenues from compulsory
social security contributions) as a
percentage of GDP declined in 16 of the

27 OECD countries which reported data,

with EU countries showing most of the

drop. Figures were not yet available for the

two largest OECD economies, the United

States and Japan, or for Australia, but
in 2001 these numbered 28.9%, 27.3%

and 30.1% respectively and had fallen
from 2000 levels.

In the EU tax revenues slid to 40.5% from

41.0% in 2001, with declines in

1 1 member countries and increases in four.

Sweden had the highest tax burden in the

60

50

Tax burdens

Fax revenues, including revenues from compulsory

social security contributions, as % of GDP, 2002

*2001 figures
Source: OECD Revenue Statistics 1965-2002.

EU at 50.6%, while France still had the

fifth highest at 44.2%. Both saw their tax
take ease in 2002. Ireland had the lowest

burden, at 28%.

Tax cuts may explain some of the decreases
in tax revenues, with 15 OECD countries

reducing their top personal income taxes

and 12 countries lowering their main

corporate tax rates since 2000. However,

another major cause of the overall fall was
probably the economic slowdown of the

last few years. While in some ways this fall
in tax revenue may be welcomed, in that
excessive tax burdens can constrain

economic growth, the drop was perhaps
not such good news to some governments,

particularly those currently trying to
manage their wide public deficits.

Just as downturns reduce tax revenue, so

growth boosts it. Korea, New Zealand,

Poland and the Slovak Republic all had
increases in tax revenues in terms of GDP,

while experiencing fast growth; Koreas

GDP increased by 6.3% in 2002, compared
with 3% growth in 2001.
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Take a healthy look at OECD publications

OECD Health Data 20O3
A COMPARATIVE ANALYSIS OF 30 COUNTRIES

Eco-Santé OCDE 2003
ANALYSE COMPARATIVE DE 30 PAYS

OECD

Gesundheitsdaten 2003
VERGLEfCHENUE ANALYSE VON 30 EÀNDEHN

Eco-Salud OCDE 2003

ANALIS1S COMPARATIVO DE 30 RAISES NEW

oecd«#

for 2003

available online via

www.sourceOECD.org

To purchase OECD publications on health,
please visit www.oecd.org/bookshop

Recent health publications

A Disease-based

Comparison of
Health Systems

WHAT IS BEST ANO AT WHAT COST?

OECD Reviews of Health Care Systems

Korea

jjbJL ^'. -A

! Measuring Up j
IMPROVING HEALTH SYSTEM j

PERFORMANCE j
j IN OECD COUNTRIES

I aSkbi.

^*4%WM
OEc.a «

To be the first to know about new titles on health, sign up for OECDdirect, our

free e-mailing service, tailored to your needs. Visit www.oecd.org/OECDdirect

Contact: sales@oecd.org



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 beneficaryTigray, 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 charity no. 326901 and as a 50l(c)3 in the USA

*o*

%ss &

WINNER OF THE 2000

v NEWS INTERNATIONAL
NOT-FOR-PROFIT AWARD


