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Energy supply and services, transmission/storage and distribution of natural gas: such have been the daily activities of

Gaz de France for over 50 years. Involved in all segments of the natural gas chain, the Gaz de France Group is deploying its

know-how internationally, placing sustainable development at the heart of its growth strategy, www.gazdefrance.com

m Gaz de France

Bringing energy to you. For today. For tomorrow.
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Africa's moment?

Is it really "Africa's moment"
(No 249, May 2005)? You
mention conflict, but how can

we help stop humanitarian
disasters, like the one that

seems inevitable in Darfur,

where we cannot say we were
not warned. Essentially, some
2m people (mostly elderly,
female or infants), currently
"sheltered" in sometimes

abysmal refugee camps, now
risk being shoved onto what
effectively will become death
marches into Chad by the

very people who created the
problem in the first place.
Now is a terrible time of the

year for any human organism
to survive the conditions;

berftberi, dysentery and post-
rains malarial infections will

do the rest.

The collaboration between

power groups will likely
guarantee the worst possible
outcome for the average

Darfuri, regardless of their
ethnic origin, under these
conditions. In its own way,

what is now going on in the
Darfur/Chad borderland is at

least as bad as DRC/Burundi.

although the details are not

yet as numerous.

Anyone who has not lived or
worked in this part of the
Sahara will not necessarily
understand quite how easy it
is, logistically for example, to
bury several hundred bodies
at a time, per afternoon, or
how easy it is to pass the
blame. And who honestly

thinks western taxpayers'

money will be spent on DNA
missions for Chadian paupers
à la Srebrenica?

The UN and other

development organisations
will probably take some of the

blame for this, especially from
those bent on muddying the
image of international
government. Yet, who is not
to blame?

On the bright side, the oil
price spike may at last be
passing for now, so perhaps it
will not be as tempting for oil
companies making another
kind of killing in the Chad-
Sudan region to look the
other way. But I'll only believe
any form of reasonable
human justice in this matter,
when I see it. Yes, Africa has

great potential for growth, but
its moment will never come

unless we do much more to

stop the genocides which we
by our inaction are party to.

Andrew Manley

Newcastle upon Tyne, UK

Re-dress

Your drawing "Losing balance
and momentum" (No 250,

page 7, July 2005) is most
amusing, though it is
unfortunately misleading.

The character in the middle is

clearly supposed to represent
Japan's economy, but the
ligures costume does not
resemble a Japanese one at
all. The artist may be

confusing it with those of
some other countries, and

you should really have carried
out a little more research

before finalising it. I am aware
the picture is supposed to be

a loose caricature, but it

should nevertheless be

culturally accurate and
sensitive, particularly as yours
is a multicultural readership.
Mistaking costumes can even
cause offense m some

conservative circles, but that

is only part of the point. The
picture was "western-centric".
While the US and Europe are
symbolised with modern
clothing, Japan is clad in
traditional dress. Surely then
the US character should have

been made to wear a cowboy
hat and boots, while the

Europeans would be sans
culotte or don long flowering
dresses inflated with whale

bones.

While you have shown great
awareness of gender and
ethnic issues in your very
informative pages, the devil is
in the detail.

Kaori Miyamoto,
DCD/OECD

On the cover

China on our minds

OECD Observer

Photo:

REUTERS/'China Newsphoto

A young Chinese
person on a
street decorated

with China's

national

flags in
Shanghai
shortly
before

National

Day
1 October. China's remarkable

economic

transformation has continued

in earnest, but there are

challenges ahead as
the country moves to establish
itself as a key player in today's
global
economy.

OECD Observer No. 251 September 2005



EDITORIAL

China on our minds
Donald J. Johnston, Secretary-General of the OECD

Economic forecasting is a delicate exercise, but having just
arrived back from Beijing, I am satisfied that all our
predictions about the might of China in the global economy

will come to pass, perhaps even sooner than many believe.

Admittedly, I have seen but a small part of the energetic and
emerging dragon during my regular visits, but our first Economic
Survey of China, released in Beijing on 16 September, provides an
upbeat yet realistic appraisal of the country's progress towards a
fully fledged market economy Indeed, with the contribution of the
private sector to GDP edging towards 60%, China's market
economy now resembles some of the mature OECD economies as
they were just two decades ago.

Of course, walking or driving the streets of Beijing or Shanghai,
one gets the impression of a hustling, bustling economy in full
flight, as evidenced by construction and crowded streets and
stores, combined with western-style traffic jams. Nevertheless,
China is not without serious problems, which it must address if it
is to sustain growth rates of 9% per year. The reality is that the
country is advancing at different paces in different regions, and the
wealth gaps are widening. Moreover, despite its 1.3 billion people,
China (like so many OECD countries) faces future problems posed
by an ageing population.

One senses that the Chinese are fully aware of the challenges they
face, many of which are underlined in another recent OECD study,
Governance in China. They are aware that redefining the role of the
state, modernising public management, adjusting relations between
levels of government and consolidating the institutional framework
for markets are key if China is to continue forging ahead.

We are also about to embark on an environmental review of China.

The Chinese recognise the challenges of making rapid economic
expansion compatible with environmental protection. Our work
over several years on decoupling should prove useful.

I believe China will meet all the challenges we have identified
together with determination and imagination. The OECD stands
ready to help in this regard, and this seems to be appreciated by
the Chinese authorities who have co-operated and collaborated
closely with our staff.

The OECD can play a vital role in helping correct any
misunderstandings of the effects of that policy on OECD
economies, including the US. In this connection, one should reflect
on how much ink, rhetoric and conferences are devoted to the

analysis of China's exchange rate policy, for example. While the
perception of many politicians and their electors is that cheap
Chinese imports are displacing US jobs, the real picture is more

complex. Many experts, for example, point out that cheap imports
from China not only help keep inflation in check, but also reduce
the import of similar products from other countries.

Similarly, others have noted that many sophisticated electronic
products which come from China actually consist of component
parts imported from Japan and Chinese Taipei; the final product is
simply assembled in China and then exported to foreign markets,
including the US. Where this is the case, these experts conclude
that a further revaluation of the yuan would have only a small
effect on the product's ultimate price, as this would be driven
primarily by the cost of the imported components. The impact on
the US or in other countries with which China enjoys a trade

surplus would be marginal. Moreover, one should recall that China
does not enjoy such surpluses with all its trading partners,
including Japan.

Explaining these facts might help us consider what has become
quite a heated debate more dispassionately. The OECD has the
expertise and the credibility to do just that.

The OECD's close working relationship with China at this time
should be welcomed by all. Quite simply, our mission to help
shape the global economy would be impossible if we were to
exclude one of the economies on the planet from considerations of

the multiple areas of common interest, including international
trade and investment.

Let me cite the steel sector as an example to show why China's
international impact demands the OECD's full attention. A few
years ago we were invited to address the challenge of rationalising
international steel production at a time when surpluses from
obsolete facilities in many countries were distorting international
markets. Initially China was not at the table, though fortunately,
this soon changed. It should have been inconceivable to begin
such negotiations without the world's largest steel producer
participating; after all, China produces more than twice as much
steel as its nearest production rival, Japan. But unlike many other
producing countries it exports little. This tells us a lot about the
domestic consumption of steel driven by the extraordinary growth
of the Chinese economy. And so it will be in other areas as well,
with concomitant pressures on world commodity prices.

China's participation in a broad range
of OECD work over the last decade

has been effective. But the time has

now come when we must establish a

more institutional framework to

build our relationship-and the
sooner the better.

OECD Observer No. 251 September 2005
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What are StatLinks?

OECD StatLinks are an electronic publishing solution that enables links between tables and graphs in

publications, whether they are in print or e-book format, and the underlying data in Microsoft Excel
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Mixed growth
picture-
Growth continued at a moderate

pace, in the second quarter, as gross
domestic product (GDP) increased
by 0.7% on a quarter-to-quarter
basis. This continued a trend of the

last five quarters, and was close to
the average quarterly growth rate
over the last nine years.

The overall figure hides the rather
mixed performances. GDP in the
euro area rose by 0.3%, showing no
change from the weak growth
recorded in the previous three
quarters. In the US quarterly GDP
grew by 0.8% in the second quarter
of 2005, down 0.1 percentage
points on the previous quarter.

Japan saw a rise of 0.3% compared
to the 1.3% growth recorded in the
first quarter of 2005.

Meanwhile, the OECD's interim

forecasts issued on 6 September as
an update to the Economic Outlook
of June 2005 showed downward
revisions for GDP forecasts for

Germany (1% instead of 1.2%) and
the UK (1.9% instead of 2.4%),

but upward revisions in France
(1.4% to 1.6%), Italy (-0.6% to
0.2%) and Japan (1.5% to 1.8%).
The forecast for the US was held

steady, at 3.6% in 2005. The next
OECD Economic Outlook will be

published in November.

-as leading indicator
hesitates
The OECD leading indicators for
the month of August show
weakening performance in the US
and Canada, but improvement in
the euro area and Japan. The
OECD Composite Leading

Indicators (CL1) incorporate a wide
range of indicators such as building

permits, order flows, long-term
interest rates and sentiment surveys
in a bid to deliver early signals of
peaks and troughs in economic
activity Overall the OECD
leading indicator rose by 0.1 of a
point from 103.9 in July to
104.0 in August.

Mixed signals
Composite leading indicators, annualised 6-month rate of change

Aug 00 Nov. 01
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4 -\
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Early signals of the CLI

for turning points

(P: peak, T: trough) in the

reference series, e.g. a

peak tor August 2000

was predicted by the CU,
8 months in advance

(i.e. -8).

Source: OECD

Oil fuels inflation

Inflation rose a little as the OECD consumer price
index (CPI) climbed 2.8% in the 12 months to

August 2005, up from 2.2% year-on-year in June.
This rise was due mainly to an increase in energy
prices (13.6% in August compared with 10.9%
in July). Excluding food and energy, consumer prices
for the OECD remained stable at 1.8% year-on-year
in August compared with 2% in January. On a
monthly basis inflation in the OECD was 0.3% in
August, up from 0.2% in July.

In the euro area, the consumer price index rose by
2.2% in August, while month-on-month the figure
rose by 0.3% after a 0.2% fall in July. Prices rose in
the US by an annual 3.6% in August, while Japan
experienced a decrease of 0.3%, although this was
inferior to the 0.5% fall in June. Over the 12 months

to August, CPI in the rest of the G7 countries rose, by
2.8% in the UK, by 2.6% in Canada, 2% in Italy,

1.9% in Germany, and 1.8% in France. Taking food
and energy out of the equation, year-on-year
consumer prices remained unchanged at 1.3% in
August relative to July 2005, yet down from 1.5% in
June of this year.

Plus ça change . . .
"Politics isolates agriculture like a game

preserve or a property held in mortmain from

which some benefit is expected at election

time. Agriculture isolates itself by reason of a

reflex natural to any profession. We are faced

with a terrible undertaking: to break an isolation

that all the powers are in league to defend."

Edgard Pisani, French minister of agriculture,

quoted in OECD Observer, No. 6, October 1965.

oecd^ I oecd

Observer
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Top spot
Interviews had begun at time of going to press of the six candidates
bidding to succeed Donald J. Johnston as secretary-general of the OECD.

o A decision is expected at the end of the year. For details, turn to
8 page 40.

Middle East investment

New action plan
As part of the OECD Initiative on
Governance and Investment for

Development, officials from MENA and
OECD countries, international

organisations and the private sector will
meet in Istanbul in October to discuss how

best to respond to this challenge.
Investment is crucial to providing new
engines of growth and employment
throughout the Middle East and North

Africa (MENA), the organisers believe, and
these countries can do more to attract

foreign investment. A number of MENA
countries have prepared national

investment reform agendas to be reviewed
at this meeting, and recommendations in
such areas as open and transparent
investment policies, tax frameworks and

corporate governance will be discussed.
The event will pave the way for a
ministerial meeting in Amman on 1 7
November 2005, at which MENA countries

will finalise a declaration on attracting
investment. For more information about

the MENA-OECD Investment Programme
and a list of participating countries, please
consult the MENA website:

www.oecd.org/mena/investment.

Shipbuilding talks
Pause for thought
Senior government officials meeting in Paris
agreed to a pause in their work on finding
an agreement to tackle market-distorting
measures in the shipbuilding industry The
decision was made at a high level meeting
attended by officials from 26 OECD and
non-OECD economies called to deal with a

number of key issues requiring serious
negotiation, such as differential treatment
for developing and emerging economies,
and pricing. Following frank and open

discussions, the chairman, Wilhelm Jaggi,
Swiss ambassador to the OECD, concluded

that there was insufficient common ground
for the successful conclusion of an

agreement, in particular on pricing. The
pause will provide participants with an
opportunity to explore the scope for
advancing the talks and to rally the
industry support needed for success, a
statement issued after the meeting said.

Unemployment eases
The unemployment rate for the OECD area
stood at 6.5% in August 2005,
0.4 percentage point lower than a year
earlier. In the euro area, the standardised

unemployment rate rose to 8.6% in August
2005, 0.1 percentage point higher than the
previous month but 0.3 percentage point
lower than a year earlier. The US

standardised unemployment rate for August
2005 fell to 4.9%, 0.1 percentage point
lower than the previous month and
0.5 percentage point lower than a year
earlier. For Japan, the rate was 4.3% in
August 2005, 0.1 percentage point lower
than the previous month, and half a point
lower than in August 2004.

StatLink award

The OECD's

StatLink service has

been given a
"Highly
Commended"

award for

Publishing
Innovation

by the
Association of

Learned and Professional

Society Publishers (ALPSP). StatLinks are

internet URL addresses that appear at the
bottom of many charts and graphs in
OECD publications. (See Databank
for examples). These link to background
spreadsheets containing the underlying
data. ALPSP described StatLink as "a

delightfully simple and easy to use
innovation". Readers can "click" on any
table/chart/graph and download the
underlying spreadsheet. Better still, they
can download these spreadsheets even if
they only have access to the printed version
of an OECD publication, by transcribing
into their browser the DOI (Digital Object
Identifier). The judges felt that this was a
simple, well-executed idea that enhanced

the value of OECD publications. Toby
Green, OECD's Head of Dissemination and

Marketing, was delighted with the award.
"It vindicates the good feedback we have
been getting from our readers about
StatLink", he said.

For more on Statlink, see:

www.oecd . org/statistics/statlink .

Just published

ISBN: 9264013040

www.oecdbookshop.or
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Continuous improvement
for a better environment

Airous designs, Dunas. sens ana supports tne most moaern ana comprenensive aircratt tamiiy in tne wonu. mm

strategy towards environmental excellence encompasses listening to customers' expectations, anticipating the n
of an increasing number of stakeholders, maintaining a high level of research and development and pushing
boundaries of technology.

As air transport plays a vital role in the global economy, Airbus is dedicated to building aircraft that rr
business sense together with good environmental sense. Airbus therefore targets environmental performano

Airbus aircraft: non-stop innovation for quieter, cleaner aircraft

Airbus has led the way with the introduction of major technological breakthroughs, delivering environmental
benefits; the progressive introduction of new materials and processes led to reducing noise, burning less fuel
and therefore reducing greenhouse gas emissions.

\300B, entered fleets in the mid 70s. It was the first twin-engine wide body aircraft, with high by-pass ratio
angine, establishing a major milestone in noise reduction.
The A310 and A300-600, which began entering fleets in the early 80s, were the first civil aircraft with composites
in the secondary, and then the primary, structure. These composite materials can be up to 22% lighter than the
materials they replace.
From the late 80s, the A320 Family began entering service. These were the first civil aircraft with composite tail
planes and flaps.
Introduced in the early 90s, the A340/A330 Family were, similarly, the first civil aircraft with a composite rear
pressure bulkhead and keel beam.



A380: the flagship of the 21st Century

The A380 Family represents the optimum outcome of decades of Rc*l>. . . iD ,0 u .o .«c. ^.v iU ,. ,^.Kw,uto
25% composites in its construction: it consumes less than 3 litres of fuel per passenger/100 kilometres, generating
CO, emissions as low as 80g per passenger/kilometre. It produces half the noise energy of its direct competitor, with
35% more passengers, and reaches the same noise level as the A340, one of the quietest aircraft of its type, with twice
as many passengers.

The A380 offers unmatched environmental performance.

Looking to the future
2006: Targeted corporate certification to the international environmental standard ISO 14001 .

2010: Entry into service of the A350. With 60% advanced materials, it will save up to 25% fuel per seat compared to
competing aircraft currently in production.

2020: Airbus is committed to achieve the industry's ambitious goals for aircraft entering the fleet by 2020:
-50% noise; - 50% fuel burn; - 50% CO;; emissions, - 80% NOx emissions; compared to 2000 levels

By continued investment in research and development, the company is striving to achieve ongoing
improvements in the aviation sector's environmental impact - helping to meet society's demand
for air transport. Airbus. Setting the standards.

AIRBUS



CHINA now ranks third behind the

USA and Japan in

OECD Science,

Technology
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Scoreboard
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OECD Science, Technology and Industry
SCOREBOARD 2005

This seventh edition of the OECD Science, Technology and Industry (STI) Scoreboard explores

the growing interaction between knowledge and globalisation. As innovation becomes a key

determinant for long-run economic growth and social well-being, the STI Scoreboard provides

a comprehensive picture of countries' performance in the areas of science, technology,

globalisation and industry. The STI Scoreboard brings together over 200 graphs and charts,

including many new indicators for this edition, to help examine emerging policy issues including

the international mobility of researchers and scientists, the increasing pace of innovation

as measured by patenting, the growth of the information economy, the changing role of

multinational enterprises, new patterns in trade competitiveness, and the emergence of key

international players outside the OECD area, notably China.

This edition is presented in a brand new format, which includes StatLinks, URLs linking to

spreadsheets containing the data underlying the charts and graphs.

CONTENT

R&D and innovation: creating and

diffusing knowledge

Human resources in science and

technology: knowledge and skills

Patents: protecting and commercialising

knowledge

ICT: an enabler for the knowledge society

Knowledge flows and the global

enterprise

The impact of knowledge on productive

activities

> 70% OF IRELAND'S R&D is driven by foreign-

owned companies, compared to just 5% in Japan.

> 75% OF THE INCREASE in US government R&D

spending since 2001 is attributable to defence.

> 18 OUT OF 30 OECD countries now have tax

breaks for R&D spending, 50% more than in 1996.

> TWICE AS MANY PATENTS were applied for in the

US and EU compared to a decade earlier - the

greatest growth is in the number of biotechnology

patents.

PUBLISHING

AVAILABLE to SourceOECD subscribers at

www.sourceoecd.org/926401 0556



ECONO

H 9 H H H aflf^B ^^^

conomy
A remarkable transformation

Richard Herd and Sean Dougherty, OECD Economies Department

China

China's emergence as a
leading world economy is
not a complete surprise.
Economists like Angus
Maddison had predicted
its resurgence some time

ago (see references). The
most remarkable aspect of
this transformation has

been the role of the private
sector in achieving such a
high rate of growth.
Nonetheless, as can be

expected following such a
substantial re-orientation of

what was once a state

dominated economy, there
are challenges ahead.

OECD Observer No. 251 September 2005
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ECONOMY

China

The pace of economic change in
China has been extremely rapid
since the start of economic reforms

just over 25 years ago. According to
official statistics, economic growth has
averaged 9.5% over the past two decades

and seems likely to continue at that pace
for some time. National income has been

doubling every eight years. Such an
increase in output represents one of the
most sustained and rapid economic
transformations seen in the world

economy in the past 50 years.

The size of the economy, when adjusted
for differences in purchasing power, is
already larger than all but one or two
OECD economies, depending on the

purchasing power parity used for
comparison. While average incomes are
still below those in other middle income

countries, there are large parts of the
country that resemble developed East
Asian countries just one generation ago

and are proceeding along a similar rapid
catch-up path. Many industries have
become completely integrated into the
world supply chain and, based on current
trends, China could become the largest
exporter in the world by the beginning of
the next decade, with as much as 10% of

global trade compared with 6% at present.

This extraordinary economic performance
has been driven by changes in
government economic policy that have
progressively given greater rein to market
forces. The transformation started in the

agricultural sector more than two decades
ago and was extended gradually to
industry and large parts of the service
sector, so that price regulation was
essentially dismantled by 2000 outside the
energy sector. During this period, the
government introduced a pioneering
company law that for the first time
permitted private individuals to own
limited liability corporations. The
government also rigorously enforced a
number of competition laws in order to
unify the internal market, while
sharpening the business environment by
allowing foreign direct investment in the
country reducing tariffs, abolishing the
state export trading monopoly and ending
multiple exchange rates.

Expanding business
% Growth of domestic private firms registered with government
65-

60

55

50

45

40

1998 1999 2000 2001 2002 2003

Non-farm business sector Business sector Economy-wide

Note: Business sector is tne whole of the commercial business sector (excludes government and public services); non-farm

business sector excludes agriculture.

Source : State Administration ot Industry and Commerce (SAIC) quoted in the OECD Economic Survey of China

The private sector was

responsible for as much as

57% of the value-added produced

by the non-farm business sector

in 2003.

The momentum towards a freer economy
has continued this decade with

membership of the World Trade
Organization leading to the reform of a
large number of Chinas laws and
regulations and the prospect of further
tariff reductions. In 2005, regulations that
prevented privately-owned companies
from entering a number of sectors of the
economy, such as infrastructure, public
utilities and financial services were

abolished. Overall, these changes have
permitted the emergence of a powerful
private sector in the economy.

But that is not all. The government has
also introduced wide ranging reforms into
the state-owned sector that dominated the

economy in the early 1990s. State-owned
enterprises have been transformed into
corporations and many have been listed
on stock exchanges since these were
re-opened 15 years ago. Since 1998, a
policy of "letting small enterprises go"
through privatisation and closure on the
one hand, and restructuring large
companies on the other, has proved
successful. The number of state-controlled
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industrial enterprises fell by over one half
in the following five years and their payroll
dropped by over 14 million, thanks in part
to the introduction of more flexible

employment contracts. This process was
helped by the creation of unemployment
and welfare programmes.

These and other reforms have improved
the framework for mobilising the resources
generated by one of the highest rates of
savings in any economy-the gross saving

rate approaches half of GDP-generating a
particularly rapid increase in the capital
stock, although such growth estimates can
only be approximate. Investment has also
led to an increasingly urban society-a
movement that has gone in step with a
flow of people from the land into the
service and manufacturing sectors ol the
economy. Since workers in agriculture
have low productivity, this movement has
given a sharp boost to growth.

Moreover, the government has pursued a
policy of raising the educational
qualifications of young people. It launched
a programme to give all children nine
years' education, moving recently to
ensure that all rural areas achieve this goal
by 2006. Higher education has also been
transformed. The wages for educated staff
have been pushed up by the growing
influence of a market economy.

Still, the high level of investment should
not obscure the need for much better

Continued on page 16
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Open door

Chronology of economic reforms in China

1978 "Open door" policy initiated, allowing foreign trade and investment to begin

1979 Decision to turn collective farms over to households

Township and village enterprises (TVEs) given stronger encouragement

1980 Special economic zones created

1984 Self-proprietorships (getihu) encouraged, of less than 8 persons

1986 Provisional bankruptcy law passed for state-owned enterprises

1987 Contract responsibility system introduced in state-owned enterprises

1988 Beginning of retrenchment of TVEs

1990 Stock exchange started in Shenzhen

1993 Decision to establish a "socialist market economic system"

1994 Company law first introduced
Renminbi begins to be convertible on current account
Multiple exchange rates ended

1995 Shift to contractual terms for state-owned enterprise staff

1996 Full convertibility for current account transactions

1997 Plan to restructure many state-owned enterprises begins

1999 Constitutional amendment passed that explicitly recognises private ownership

2001 China accedes to the World Trade Organization (WTO)

2002 Communist party endorses role ot the private sector, inviting entrepreneurs to join

2003 Decision to "perfect" the socialist market economic system

2004 Constitution amended to guarantee private property rights

Source: OECD Economic Survey of China 2005
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Continued from page 14

allocation of capital. To be sure,
government debt has been stabilised at
only one-third of that seen in the OECD
area. But banks have not been lending on
a commercial basis and so bad loans are

equivalent to 30% of GDP and this will,

eventually, have to be financed by the
government. A start has been made on
re-organising the major banks. A
considerable effort is still needed to ensure

that the whole of the banking system acts
in a commercial manner. Moreover, capital
markets need to be reformed: the

state-owned shares of listed companies
should be made tradable and both stock

and bond markets need to be opened to
pnvate companies.

Better commercial laws are also needed,

notably concerning both the start-up and
closure of companies. A new company law
is required to lower barriers to the

formation of new enterprises, while a
bankruptcy law is needed to formalise the
rights of secured creditors and make it
easier for private companies to obtain
credit.

Such moves would consolidate the role of

the private sector whose upsurge has been
one of the most remarkable developments
in Chinas boom. Though precise
measurement is difficult, a definition

which considers as private all companies
that are controlled neither by state nor
collective shareholders suggests that the
private sector was responsible for as much
as 57% of the value-added produced by
the non-farm business sector in 2003.

The growing importance of the private
sector reaffirms a shift towards a market

economy, but it also puts a premium
on the maintenance of a stable

macroeconomic environment, notably in
the area of prices. However, the existence
of a relatively fixed rate of exchange
against the US dollar has exposed the
economy to inflationary or deflationary
impulses. Indeed, the past decade has seen

considerable volatility in the inflation rate,
almost eight times that in the United States
and four times that in Western Europe. In
the current cycle, currency inflows have
led to a need to purchase dollar assets to
stabilise the exchange rate and it has been

difficult to avoid boosting the domestic
money supply as a result of these
transactions.

Overall, a policy of allowing greater
flexibility in the exchange rate would allow
the authorities to more easily adapt
monetary policy to domestic concerns, so
guarding against the risk of any further
increase in inflation and allowing market
forces to determine bank interest rates to a

greater extent. The July 2005 revaluation

of the currency, together with the
associated change in the exchange rate
arrangements, represents a step in this
direction.

Imbalances

Understandably rapid expansion and
increased importance of the market have

led to income inequalities opening up
between people and regions. Nonetheless,
absolute poverty has been reduced -
indeed, by some accounts, over half of the
reduction in absolute poverty in the world
between 1980 and 2000 occurred in

China. Moreover, even in the poorer
western and central areas of China, the

growth of incomes has been just one
percentage point lower than for the

country as a whole. This performance
outweighs that of many developing
countries, though it pales in relation to
growth in the coastal areas of the country.

Increased public spending has helped
lessen some of the inequalities in
economic development. Programmes are
now in place to reduce taxation and illegal
fees in rural areas, so boosting incomes.
But these policies need to be
complemented by a reform of fiscal
transfers to reduce the gaps between
expenditure requirements and local
revenues in the poorer parts of the
country Such initiatives could be usefully
complemented by efforts to create a
national, or at least provincial, labour
market. At the moment, it is difficult for

workers and their families to move

permanently to a different area and if they
succeed their right to rent their farm may
be forfeited without compensation. Even
for a temporary move, many permits are
required and often local publicly-provided

services are either not available to

migrants or only available on
unfavourable terms.

Still , rural-urban migration will bring
increased urbanisation that will need to be

managed carefully. At present, Chinese
cities are more equally sized than those in

other economies and government reports
have highlighted the benefit of creating
agglomeration along the coast and major
rivers. Market forces are beginning to
influence the residential sector as

close to 70% of homes are now

owner-occupied. However, the short
length of commercial and residential

leases (40 and 70 years, respectively) may
constitute a barrier to high-quality
development as buildings on the land
revert to the state at the end of a lease.

Pollution is clearly another challenge.
With five of the ten most polluted cities in
the world being in China, air pollution is
estimated to impose a welfare cost lying
between 3% and 8% of GDP. Investments

under the last two five-year plans have
improved pollution controls markedly
weakening the link between economic

growth and increased pollution. The key
to further improvements will be carefully
monitoring emissions from major sites
and then ensuring that local
environmental bureaux effectively
sanction infringements of standards. As in
several other areas, this underlines the

need for China to step up its institutional
reforms and ensure that laws, of which

there are many good ones on the books,
are actually enforced.

Chinas economic transformation has been

impressive, offering many lessons as well
as challenges. These are discussed in
detail in the OECD's first ever Economic

Survey of China. The last decade might be
characterised as an era of accelerating
reforms; to sustain rapid growth over the
next decade, reform momentum will need

to be maintained and consolidated.
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CHINA

and fiscal governance
Building clearer relations

"The hills are high and the emperor is far away" is an old
Chinese dictum that rapid growth is now putting to a severe
test. Some consequences of rapid expansion, such as spending
imbalances and regional lags, are probably inevitable in a
country as large and varied as China, with its 1.3 billion
people, multiple spoken languages and dialects, a score of
provinces and five autonomous regions. But if they are not
addressed, these problems could worsen, to the detriment of
the economy.

Anew OECD report, Governance in

China, sets out the issues clearly. In
constitutional terms, China may

be a unitary state, but its system of

governance has quite disjointed features
that are, ironically, a legacy of central
planning, with its successive waves of
decentralisation and recentralisation. When

it comes to fiscal and regional issues, the
current institutional set-up no longer seems
to suit the heavy demands placed on the
government of a large dynamic economy.

Central government has long had
difficulty exerting fiscal control over local
authonties. Beijing knows thisits tax
reforms in 1994 made it a priority to
reorganise fiscal transfers across levels of
government and to redefine their functional
responsibilities. But problems of
enforcement and funding persist, hampered

OECD Observer No. 251 September 2005
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by local habits and priorities. Broadly
speaking, Beijing transfers funds to the
provinces, which then share these funds out
among their counties, mostly via the
prefectures. But the exact way in which
these and other locally generated funds are
distributed is a little ad hoc. The process is

inevitably subject to powerful lobbies, with
many counties slipping through the cracks.
This leads to strains and distortions in local

budgets, undermining spending on vital
areas like health and education. These can

only be corrected by forging stronger, more
clearly defined, fiscal relations across all
levels of government, the new report argues.

The challenge of creating more coherence in
government is repeated throughout
Governance in China, which examines public
sector reform, finance and the role of the

market (see references). The concern is that

unless coherent institutions and frameworks

for government to transmit its decisions and
policies to the regions and beyond to local
municipalities are enhanced, China will find
it hard to harness its strong growth of recent
years and move to the next stage of
development. Growth may surge in some
regions, but strains will deepen between
provinces as some populations are
left behind.

How can greater coherence be achieved?
The answer is to improve fiscal relations by
exercising more control over expenditure,
though this time by reforming institutions
and building better multilevel government
to manage this large country. Under the old
command system, higher-level authorities
would set spending guidelines, and then
leave local authonties leeway to meet them.
Frequent gaps between expenditure
responsibilities and available resources led
to illicit tax collection-from farmers and

firms for instance-off-budget spending, and
the accumulation of illegal local government
debt, features which persist today The price
of this has been disparities in public
spending per capita within and between

regions, and under-funding of some
services.

Chinas overall public spending is not that
low, at nearly 21% of GDP in 2002,
compared with an OECD average of 44%.
And with extra budgetary funds controlled
by local governments and outlays on social

security, Chinas total outlays rise to some
32% of GDP, which is comparable with
some OECD countries.

How that spending is allocated demands
attention; while it appears that the share of
spending on investment is high by
international standards, reflecting expanding
infrastructure, for instance, an all loo low

proportion is spent on education and
training, science and technology, and social
welfare. In fact, Chinas public spending on
education is not just lower than OECD
countries, but low compared with many
developing countries too. While the

Strengthening fiscal relations

would reduce pressure, not least

at the county level, to raise

taxes illegally and engage in

off-budget spending that leads

to illegal debt

authorities are aware of the need to address

this area, increasing expenditure on these
items heightens the need to improve fiscal
relations across the country. Only then will
it be able to direct spending policy priorities
towards areas like education.

Chinas hotchpotch of provinces and
counties for the most part derive their
autonomy from a mix of historical isolation
and central planning neglect, rather than
from any formally devolved model. A more
federal-type structure of multilevel
government would restore structure and
coherence by involving regions in decision
making from the start. Nor would central
government transfers continue to benefit
better-off regions as they do now. Despite
reforms in the 1990s, actual spending per
capita in some provinces, particularly in the
central and western regions, is far lower
than national spending figures would
suggest. The central provinces, such as
Hunan, Jiangxi and Anhui, have been left
behind in a drive to invest in the west and

north-east of the country. To help redress

this, the report recommends an increase in
central government transfers of some 3% of
GDP, or 12% of government spending.
However, the report reasserts that simply

raising spending would not be enough.
Improving fiscal relations via a more
standardised province/county revenue

sharing and fiscal transfer agreement will be
needed, if only to give lower level
authorities the revenue they need to carry
out the tasks assigned to them from higher
authorities. This would reduce the pressure,
not least at the county level, to raise taxes
illegally and engage in off-budget spending
that leads to illegal debt. The report also
notes that a large share of spending is
channelled to administration. Here, there is

ample scope to improve efficiency, the
report says, by merging some localities and
by abolishing the township level and where
possible, the prefecture level as separate
budgetary units. That would free up funds
for education and health.

In short, improving fiscal relations would be
about tightening central control while
improving transparency and accountability

throughout the government system, the
report says. Without a multilevel
administration to transfer and manage
wealth for the entire country, well-meaning
government-led campaigns to bring
investment into the provinces, like Go West,
will not resolve regional disparities in the
longer run. Regulatory reform, on the other
hand, by delivering better governance,
will help ensure that rapid growth spreads
to the benefit of all. Seen from the

provinces, Beijing might no longer feel
so far away. RJC

OECD (2005), Governance in China, Paris.

This 574-page review, complete with graphs and
tables, comes in three parts: Public sector
management, which covers civil service reform,
the fight against corruption and e-governance;
Public finance, which examines taxation and

budgets; and the Institutional framework for
market forces, which examines labour,

competition, banking and property rights.
For a full list of contents, see

www.sourceoecd.org.
See also www.oecd.org/gov.

For more information on the study Governance
in China, contact

Irene.Hors@oecd.org.
For more on fiscal relations issues, contact

Margit.Molnar@oecd.org
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More than 2 billion will be invested in Greek energy
Growth in Greece largely depends on energy. That is the strong conviction of both the Prime Minister of Greece Kostas Karamanlis
and the Minister of Development Dimitris Sioufas. In the present economic climate, energy is the sector of the Greek economy
that can preferentially attract foreign investment due to the recent local market liberalization. Moreover, it is the sector that
demonstrates the most latitude and holds indisputable comparative advantages. The new government, which was elected about

a year ago, is steadfast to take action and adopt measures in order to lift bureaucratic and all other obstacles and thus transform
the process of investing in Greek energy into a simple, straightforward and easy procedure.

Under the supervision of the Ministry of Development, large-scale energy investments, which had been caught for years in the
cogwheels of red tape and complex legislation, are currently being freed-up. The necessary basic legislative reforms are being
completed and under the most conservative estimates, it is foreseen that within three years time, more than 2 billion will be
invested in the Greek energy sector. The new Greek energy policy focuses primarily on electricity, natural gas and renewable
energy sources and especially wind.

1. Electricity
The legal framework of the new Transmission System
Operation and Electricity Transaction Codes, as of April
2005, has been implemented. It has been a long-awaited

process ever since 2001, when the first draft of the

Codes was presented by the Regulatory Authority for
Energy. The issuance of the Codes will essentially clarify
the operational framework, in which the newly-liberalized

electricity market will function. This conveys a very

important message to investors from both Greece and
abroad: "begin investing. It is now the time to build new
electricity production units". Many large companies have
already expressed interest in exploiting present invest¬

ment opportunities, effectively because of the opening-
up of the electricity market in Greece.

The Greek government and the leadership of the
Ministry of Development would support the possibility of
collaboration of major foreign investors with Greek
companies that have already developed or will develop

activity in the field of energy production. The aim is to

establish joint ventures as well as build and operate new
electricity production plants. It is evident that the more we
invest in the energy sector the bigger are the gains for
both consumers and investors.

2. Natural gas
Only recently has the Regulatory Authority for Energy
made public the draft of bill to liberalize the natural gas

market and released it to public consultation. It is

expected that the Natural Gas Bill will be adopted in
Parliament by June 2005. Electricity investors have long

awaited the enactment of government's new natural gas

policy, since gas will constitute the main fuel for the new
electricity production plants. The key player in the Greek

natural gas market, for the time being, is the Public Gas
Corporation (DEPA), which is 65% owned by the Greek

state and 35% by Hellenic Petroleum S.A. Many Greek

and foreign companies, especially those that already
have business activities in the electric energy market,

have expressed vivid interest in expanding their activities

to the natural gas sector.

DEPA has laid out a detailed investment plan for the

period 2005-2008, which includes a substantial exten¬

sion of the natural gas network. An example is the

construction of the Greek-Italian pipeline. Its feasibility

study has been completed and DEPA is currently in talks
with major foreign investors. It is a plan of great economic

and geostrategic importance as is the expansion of the

country's natural gas network to an additional 11 Greek

cities. It is worth noting that the Greek-Turkish natural
gas transmission pipeline, which is being constructed by
DEPA and the Turkish state-owned natural gas company

BOTAS, will be completed by the end of May 2005,.

3. Wind parks
A new and aggressive policy in the area of renewable
energy sources constitutes a priority for the new

administration and is currently on track. There has been

explicit interest by major foreign investors in this sector

and especially wind energy. Greece is a country with
great potential and comparative advantages when it

comes to exploiting wind as a key energy - and let us not
forget environment-friendly - source. Nowadays, 92 wind
parks are fully operational carrying a total capacity of 435

MW. Moreover, the Greek government aims to more than

double the power generated by wind parks by the year



Building a competitive
Greece

MINISTRY OF DEVELOPMENT

2008. The main objective is to facilitate the investment
process that often trips because of lack of national land-
use planning and local residents' reactions. The new
policy that is now coming into play will include the
establishment of a special land-use plan, which will allow
for the construction of wind parks in areas of high wind

capacity.
Greece has an important role to play in the global game
of fueling the future because of its geostrategic position,
place in Europe, political standing and its good relations
with other countries in the area. Above all Greece has a

vision. Greece is investing heavily in technology,
infrastructure, the creation of a business-friendly envi¬

ronment and in building strong relationships with its

neighboring countries. Our hope, our aim, our vision is
for Greece to become the energy hub of South-East

Europe and beyond.

Building a competitive
Greece

MINISTRY OF DEVELOPMENT

Ministry of Development

119, Mesogion Avenue

Athens 101 92

Greece

Tel: 0030 210 6969848-50

Fax: 0030 210 6969501

Email: genseo@ypan.gr

URL: www.ypan.gr
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UN Secretary-General Kofi Annan at the opening of the 2005 World Summit, 14 September 2005

What does it mean for tackling world poverty?
Richard Manning, Chair of the OECD Development Assistance Committee (DAC)

In September world leaders made the journey to the UN headquarters in New York.
Statements were made; a much-contested declaration was painfully agreed. People get
cynical about international summits. What should those concerned with ending global
poverty make of this one?
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UN summit

For me, there are encouraging

signs. True, the summit brought
only a few new decisions on

development, but it nonetheless set the
seal of all world leaders on a

commitment to eradicate poverty for
reasons of both common humanity and
common interest. Building on the
Millennium Summit in 2000, and the

Monterrey and Johannesburg
conferences of 2002, it added in a series

of high-level commitments made in the
months leading up to the summit on
increasing aid, making aid more effective
and on debt relief. All countries affirmed

their commitment to the Millennium

Development Goals.

The UN summit reaffirmed several

principles, including the message that
the poor countries themselves must take
primary responsibility for their own

Asia-but in individual countries, an

altogether more challenging task.
Scaled-up and more effective aid clearly
has a role to play in support of countries'
own efforts. Chinas commitment to a

$10 billion programme is significant,
but otherwise, new announcements on

future aid levels were few. This was no

surprise, since most donors had made
announcements already. In fact, OECD
experts estimate that, when all the year's
commitments are added up, headline
aid from OECD countries alone could

rise by $50 billion between 2004 and
2010, to nearly $130 billion. The UN
Summit Outcome statement cites this

estimate, which, if achieved, would be

the largest increase in aid since the
OECD Development Assistance
Committee was founded in 1960.

Proposals for so-called innovative
financing have also progressed. Already,

When all the year's development commitments are added up, headline
aid from OECD countries alone could rise by $50 billion between 2004

and 2010, the largest increase in aid since the OECD Development
Assistance Committee was founded in 1960.

development. This means getting away
from a dependency mentality on the
side of poor countries, and a paternalist
one on the side of the donors. Members

also rightly stressed the need to give
poor countries a better environment in
which to earn their living. A real
advance in the Doha round of trade

negotiations remains a key test of this.

Concretely, the summit agreed that by
next year countries should put in place
plans consistent with reaching
internationally-agreed objectives, and
specifically the Millennium Development
Goals. These Goals are a first attempt to

subject the development process to the
discipline of showing that it can improve
peoples lives on a large scale within an
agreed time frame. (See pages 24 and 25).

This requires making progress not just at
global level-as should be the case for the
poverty goal, thanks to growth in

five European donors have established
an International Financing Facility for
Immunisation, and Chile has introduced

an airline ticket levy for development,
to be followed shortly by some

EU members.

By historical standards these
developments are remarkable. But will
the commitments deliver needed

support to a country developing a more
ambitious strategy to reach the Goals?
There are three reasons to hesitate.

First, donors may not deliver what they
promised. It will be tough to get
legislatures to vote, year after year, rapid
increases in foreign aid. Second, if they
do deliver, that aid may come in forms
that do not help the hypothetical
recipient. Funds may go, as they
certainly will this year, to major
emergencies, like the Asian tsunami, or
to write off unserviced export credit

debt, as in Iraq. The third reason for
caution is that donors may be unwilling
to offer sufficiently firm medium-term
commitments at country level to

convince governments or the IMF that it
is safe to plan more ambitiously.

These issues will put donors under
pressure to be more transparent. OECD
now routinely provides updates on its
website; currently, it shows estimates of
what our members' statements imply

for spending in 2006 and 2010
(see Databank and references). This

needs to be complemented by better
forward-looking information on the

composition and direction of
aid spending.

Ultimately, of course, aid has to work
effectively. The summit rightly welcomed
the "Paris Declaration", issued by a

high-level forum last March where aid
recipients and donors agreed to several
steps, such as promoting genuine
ownership by the recipient, aligning aid
to local priorities and using local
delivery systems which meet appropriate
standards, harmonising donor practices
to cut waste, a stronger focus on results,
and monitoring progress jointly. The
Declaration includes targets which, for
the first time, will measure the

effectiveness of donors' aid delivery. The
UN also received from the summit a

mandate for the Economic and Social

Council to review progress in

development co-operation every

two years.

It is easy to expect too much from
summits. But this latest UN summit

means that all parties engaged in
development will be more strongly held
to account, both at country level and
internationally. We will perhaps look
back on 2005 as the year when a joint

enterprise to deal with global poverty
became a political reality. Those journeys
to New York may have been worth
it after all.
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MDGs

Millennium Development Goals
GOALS AND TARGETS FROM THE MILLENNIUM DECLARATION

The Millennium Development Goals and targets come from the Millennium Declaration signed by
189 countries, including 147 heads of state, in September 2000.* The goals and targets are
interrelated and should be seen as a whole. They represent a partnership between the developed
countries and the developing countries determined, as the Declaration states, "to create an
environment-at the national and global levels alike-which is conducive to development and the
elimination of poverty."

«sss»

Eradicate extreme

poverty and hunger
Target 1: Halve, between 1990
and 2015, the proportion of
people whose income is less than

one dollar a day.
Target 2: Halve, between 1990

and 2015, the proportion of
people who suffer from hunger.

Reduce child mortality
Target 5: Reduce by two-thirds,
between 1990 and 2015, the

under-five mortality rate.

Achieve universal primary
education

Target 3: Ensure that, by 2015,
children everywhere, boys and
girls alike, will be able to

complete a full course of primary
schooling.

@®<°iD§

Improve maternal health
Target 6: Reduce by three-
quarters, between 1990 and

2015, the maternal mortality
ratio.

©©OÙ @

Promote gender equality
and empower women
Target 4: Eliminate gender
disparity m primary and
secondary education preferably by
2005 and to all levels of

education no later than 2015.

©(âxaD i>

Combat HIV/AIDS, malaria
and other diseases

Target 7: Have halted by 2015

and begun to reverse the spread of
HIV/AIDS.

Target 8: Have halted by 2015
and begun to reverse the incidence
of malaria and other major
diseases.
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The very poor are getting poorer
Average income of people living on less than $1 a day,

1990 and 2001 (US$)

$1.00.

$0.90-

$0.80

$0.70

$0.60-

$0.50'

1990

$0," «0.82
Sub-Sahara

S0.62

Sub-Sahara Africa All other developing regions

Source : United Nations (2005), "The Millennium Development Goals Report"

Number of deaths among children under age five
2003

Sub-Saharan Africa

Southern Asia

Eastern Asia

South-Eastern Asia

Latin America & the

Caribbean

All other developing

regions

Developed regions

Source : United Nations (2005). "The Millennium Development Goals Report"
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Ensure environmental

sustainability
Target 9: Integrate the
principles of sustainable
development into country

policies and programmes and
reverse the loss of

environmental resources.

Target 10: Halve, by 2015,
the proportion of people
without sustainable access to

safe drinking water and basic
sanitation.

Target 11: By 2020, to have
achieved a significant
improvement in the lives of at
least 100 million slum

dwellers.

Target 14: Address the
special needs of landlocked

'j^^v countries and small island

ft Wr^ developing States (through

\- IsB^^r the Programme of Action for
ft^^^BBn»- the Sustainable Development

of Small Island Developing
States and the outcome of the

22nd special session of the
General Assembly).

@®oQ ® Target 15: Deal
Develop a global comprehensively with the
partnership for debt problems of developing
development countries through national

Target 12: Develop further an and international measures in

open, rule-based, predictable, order to make debt

non-discriminatory trading sustainable in the long term.

and financial system. Includes Target 16: In co-operation

a commitment to good with developing countries,

governance, development develop and implement

and poverty reduction-both strategies for decent and
nationally and internationally productive work for youth.
Target 13: Address the special Target 17: In co-operation

needs of the least developed with pharmaceutical
countries. Includes: tariff and companies, provide access to

quota free access for least affordable, essential drugs in

developed countries' exports; developing countries.

enhanced programme of debt Target 18: In co-operation
relief for HIPC and cancellation with the private sector, make S
of official bilateral debt; and available the benefits of |
more generous ODA for new technologies, especially g
countries committed to information and s.

poverty reduction. communications.

References
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For more on the MDGs, see:
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Investing
for development
The Policy Framework for Investment

Manfred Schekulin, Director, Export and Investment Policy, Austrian Federal Ministry of Economics and Labour,
and Chair of the OECD Investment Committee

A new policy instrument is
being developed to support
governments' efforts to
attract and to reap the
benefits of investment. How

will it work?

Pnvate investment is a dominant force

driving globalisation. Cross-border
investment flows have tripled over the

last decade alone and foreign capital stocks
are now twice the size of global GDR Private
investment is acting as a powerful catalyst for
growth and, as emerging economies from
Asia to South America have shown, is one

of the surest ways to sustained poverty
reduction. But this requires having the right
policies in place.

Not every country is reaping the full
potential of higher investment. Flows
of international capital to developing
countries are concentrated in a handful of

economies, with Africa virtually absent
as an investment location. In 2003, five

non-OECD countries accounted for more

than a quarter of the total value of OECD
country investment outflows.

There are several reasons for this geographic
imbalance. For a start, there is intense

competition to attract investment. Issues like

market size or geography matter but, by and
large, countries with a poor-quality business
and investment environment lose out the

most. Even where standards are relatively
high, authorities wishing to draw investment
must be properly prepared to observe and
effectively apply these standards.

Nor is there a single policy instrument to
boost inward investment. As any inward
investment agency will testify, easy fixes such

26
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as subsidies alone will eventually run

aground if, for instance, bureaucracy is too
costly In other words, as OECD experience
and analysis suggest, the most effective way
to realise the full potential of investment is to
put in place a range of conditions needed to
attract and sustain those investments in the

long term.

That means encouraging high standards in
terms of transparency, procedural fairness,
openness and corporate responsibility. To
help achieve this, the OECD with
non-OECD governments, the World Bank
and other organisations are developing a
Policy Framework for Investment (PFI).
Quite simply, it aims to support

governments' efforts to attract and to reap
the benefits of global investment. What is it,
how does it work and who can use it?

First it is necessary to place the PFI into
context. Attracting investment is not an end
in itself, but rather a means to sustain growth
and development. The development
community too has recognised the crucial
role of private enterprise within any strategy
aimed at reducing poverty. This common
ground led to 182 governments adopting the
United Nations Monterrey Consensus in

2002, and this September, the UN World
Summit renewed its commitment to

mobilising private investment, both domestic
and foreign, for advancing economic
development and as a way to achieve the
goals of the Millennium Declaration.

Against this background, the PFI is
an initiative designed to advance
implementation of the Monterrey Consensus
through a whole-of-govemment approach.
Just as a narrowly defined investment policy
is not the best way to attract business
investment, a poorly conceived investment
attraction strategy may create incentives
which distort business decisions, and in

some cases even deter private investors.
Providing tax concessions, for instance, will
have a limited impact, or indeed do more
harm to the business climate, if these are

compensated by other new taxes, or draw
funds away from education.

Ironing out such conflict reinforces the need
for coherent policies for investment and for
good business promotion and facilitation

Version one of the PFI is

scheduled to be launched in

mid-2006 and already it has
attracted wide interest.

policies. These must be aimed at correcting
for market failures and developed in a way
that can leverage the strong points of a
country's investment climate.

Building a coherent framework for
investment is precisely what distinguishes
the PFI. It is best described as a tool that can

assist different types of countries to
benchmark their strategies against broadly
accepted international practices. It highlights
ten domains that, beyond stable
macroeconomic conditions, have a strong

bearing on the investment environment.
These are: investment policy; investment

promotion and facilitation; trade policy;
competition policy; tax policy; corporate
governance; corporate responsibility
and market integrity; human resource
development; infrastructure development
and financial services; and public

governance.

Each of the policy areas considered under
the PFI comes with a series of probing
questions to test for quality and coherence,
based on OECD and non-OECD

expenences, as well as the established
principles embodied in international
agreements. For example, questions in the
investment policy chapter relate to the
broader benefits for domestic and foreign
investors alike of regulatory transparency,
property rights protection and fair treatment
for all investors.

The PFI's emphasis on comprehensive
and coherent government policies for
investment takes into account the broad

interests of the community in which
investors operate, particularly with respect to
the policy domains that indirectly influence
the investment climate. For instance, the PFI

asks whether trade policies that restrict
imports act as an obstacle to investment in
both the host and home countries by

increasing the cost of doing business and by
shnnking the size of markets. In the field of

Your key to the OECD

An award-winning* magazine and online
service to keep you ahead of today's
economic and social policy challenges.
The OECD Observer magazine presents
authoritative and concise analysis of
crucial world economic and social issues.

It helps business, NGOs, academics and
journalists to stay ahead of the policy
debate.

Expert views on global issues

Special in-depth reports

Key economic, social, environmental
and scientific data

Links, references and bibliographies for
further research and background

Listings of meetings, books, reports,
working papers, etc.

Plus the annual OECD in Figures, a
pocket-sized statistical book, worth
free with every order. Subscribe to the
OECD Observer print edition today at
www.oecdbookshop.org
( $63 £35 ¥7,400) or benefit
from a special two-year subscription
rate only available at
www.oecdobserver.org/subscribe.html.

*2002 Highly-Commended award from the

Association of Learned and Professional Society

Publishers, UK

OECD Observer No. 251 September 2005
271



INVESTMENT & DEVELOPMENT

Frameworks

competition policy, it tests whether the
principles in operation are used in support of
the broader investment strategy. The PFI also
helps to support integration of policy regimes
across countries. A host country may, for
example, have an exemplary domestic tax
system, but the lack of a well established tax
treaty network between host and home

countries of investors may result in
unintended double taxation of investment

returns, discouraging investment activity. In
short, the questions seek to tease out and
make more transparent the opportunity
cost of structural policy choices from an
investor perspective.

The PFI does not propose policy
prescriptions. Rather its strength lies in
providing a reference point which
governments will be able to use to guide the
formulation of policy standards in all areas
bearing on the investor climate. Secondly,
governments could use the PFI in

self-evaluation or mutual assessments among
countries in different regions, as well as in
multilateral discussions. And thirdly, the PFI
can help donor agencies to design more
robust capacity-building programmes. All of
these uses would facilitate a speedier
consensus towards good policy practices and

help to create more even, transparent and
more attractive destinations for investment.

More than 50 OECD and non-OECD

countries are, through a taskforce of
government representatives, involved in the
development of the PFI. Thanks to this
collaborative approach, based on extensive
regional consultation in every continent, the
PFI can be adapted and made relevant to the

specific economic, legal and cultural
circumstances that exist in countnes at

different levels of development. In May this

The PFI highlights ten domains

that have a bearing on the

investment environment.

year a joint conference between the OECD
and the New Partnership for Africa's
Development (NEPAD) held in Entebbe
examined the PFI in the African context, and

in October 2005 an OECD conference,

organised in partnership with the World
Bank and hosted by the Brazilian

government in Rio de Janeiro, strengthened
the developing country dimensions of the
PFI and considered how it can be best used

Better businesses

The OECD's Guidelines for

Multinational Enterprises, the only
comprehensive government-backed
instrument in the field of corporate social
responsibility, received a boost in
September when governments reaffirmed
their commitment to help further promote
their usefulness among multinational
enterprises. Adhered to by some 39
countries, the latest being Romania in
April 2005, the guidelines provide
voluntary recommendations to global
business in areas like human rights,
supply chain management, labour,
environment, consumer protection and the
fight against corruption. Their effectiveness
is helped by the fact that the countries

adhering to the guidelines provide 85% of
international investment flows, as well as

being home to scores of major

multinationals. The guidelines have been
translated into at least 28 languages,
including Arabic, Chinese, Hebrew and
Indonesian. In the last five years, the
guidelines have been promoted widely and
have even been featured on television.

In five years, some 106 requests for
mediation have been received by National
Contact Points, which oversee the

guidelines, from trade unions, NGOs and
businesses, a new report shows. Some
72 have been acted on, and 44 cases have

been concluded. RJC

OECD (2005) Guidelines for Multinational

Enterprises: 2005 Annual Meeting of the National

Contact Points, Report by the Chair, available

www.oecd.org/dafinvestment/guidelines

by governments and stakeholders.
Version one of the PFI is scheduled to

be launched in mid 2006. Already it
has attracted wide interest from many
governments as well as regional organisations
and initiatives that work with these

countries, such as ASEAN, SEE, NEPAD and

APEC. This is encouraging, as clearly the tool
needs to be actively used if it is to grow and
succeed. After all, it is a "living" instrument
that must evolve with circumstances and

experience to remain practical.

The PFI must be seen in the broader context

of multilateral efforts, including the Doha
Development Agenda and the Johannesburg
World Summit on Sustainable Development
Declaration, to strengthen the international
and national business environments. Directed

to governments, it complements instruments
addressing good corporate practices, such
as the OECD Guidelines for Multinational

Enterprises.

The Policy Framework for Investment
is an innovative response to the policy
challenges raised by globalisation.
If governments and development
communities use it to assess different

situations and to formulate and-mosl

importantly-implement adequate policy
responses, then the full potential of
investment, as envisioned in the Monterrey
Consensus, can be harvested. That means

gains for sustainable development and the
fight against poverty as well.
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Water for Food and Ecosystems:

Key to Sustainable Development

From 31 January - 4 February 2005 the Food and Agriculture Organization of the United Nations
(FAO) and the Government of the Netherlands organised the International Conference on Water
for Food and Ecosystems in The Hague. The Conference looked into ways and means to reconcile
water needs in rural areas. It contributed directly to the implementation of water-related policies

and programmes adopted by the World Summit on Sustainable Development, FAO, Convention
on Biological Diversity, World Water Forum and Ramsar Convention on Wetlands.
The Netherlands will continue promoting integrated water management in rural areas internationally
and is also undertaking major efforts in reforming and implementing its national programmes.

The Conference

The Conference was attended by 30 ministers and 500

delegates from 140 countries. Participants presented and
examined case studies of good practices around the world,

underlining the possibilities to implement programmes in
which ecosystems management is successfully combined with
livelihoods sustained directly from products and services

provided by ecosystems. Experiences show the need to increase
awareness that water is a scarce resource. It has to be managed

in a way that fully reflects its value in terms of people, plant

and profit. Proper rights and co-operation are needed to
distribute water in a fair and equitable manner. Economic

tools could be used to put a 'price' on water for food and

ecosystems through water charges and payments for
environmental services.

Strong national, regional and local water institutions have
to transfer knowledge of traditional and modern water

harvesting technologies through guidelines, training and
research.

There is potential for increased cooperation between the
public and private sector for water for food and ecosystems.
Not only through building partnership that are directly related
to water management, but also through stimulating new
markets, new ways of managing resources, recognising the

ever-increasing importance of local and global market-chains
in which water plays a crucial role.

Dutch efforts

The Netherlands has supported the incorporation of the
results of the Conference within the work programmes of the

Commission on Sustainable Development. The government

has provided resources to FAO to catalyze and foster
co-operation on water for food and ecosystems and expand
the clearing-house mechanism for the exchange of best

practises. The Netherlands will furthermore focus on elaborating
the economic dimension of integrated water management in

rural areas, an issue which is also on the agenda of the OECD.

Partners for Water

To strengthen Dutch international activities in the field of
integrated water resources management, the Dutch
government initiated the "Partners for Water" programme
following the second World Water Forum in 2000.

The programme is unique as it combines the efforts of all

relevant parties in the Dutch water sector: ministries, water

boards, consultancy firms, financial and knowledge institutions,

the industry and NGO's. Socio-economic aspects as well as

institutional and technical aspects are taken into account.

One of the main themes of the programme is 'Water for
food and ecosystems'. Projects carried out in this field include
sustainable use and conservation of wetlands, stakeholder

dialogues and setting up decision support systems for
integrated water management in different river basins.

Following its success, the Partners for Water programme has

recently been prolonged until 2009.

The Netherlands will continue promoting and implementing

its integrated approach to water for food and ecosystems,
not only abroad, but also in many national and transboundary
activities.

For further information please contact:

Ministry of Agriculture, Nature and Food Quality,

Department for International Affairs

P.O. Box 20401 , 2500 EK The Hague, The Netherlands;

tel.: +31.70.378.4207; m.l.vernooij@minlnv.nl
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Jobs and older workers

Martine Durand, Deputy Director
Anne Sonnet, Labour Economist

Directorate for Employment, Labour and Social Affairs

France's labour market is a two-sided coin. On one side, it

boasts one of the highest productivity rates per employed
worker in the OECD, but on the other, there are whole

sections of the adult population not in work. Apart from
unemployment, which is stubbornly high, the employment
of older people is now absorbing considerable public
attention. Mobilising these people into the labour market
would not only help strengthen French economic
performance further, but reduce pressure on pensions and
public finances.
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Just 53% of over-50s in France are in

employment. This is a low rate
compared with other OECD

countries whose average is 59%. The

gap is particularly wide among less-skilled
workers: in 2002, only 51% of unskilled
men aged 50 to 64 in France had jobs,
compared with 88% in Iceland, 80% in
Switzerland and 78% in Japan.

In France, where life expectancy is one of
the highest in the world, many "older"
people not working are in fact relatively
young! The effective retirement age has
plummeted over the last 40 years: at the
end of the 1960s it was as high as 67 for

both sexes. But the average age at which
workers exit the labour force was just
59.3 for men and 59.4 for women in the

early 2000s, compared with 65.3 for men
and 62.1 for women in Denmark, for

example. The gap between the average
effective retirement age and life
expectancy at 65 is therefore widening,
exerting pressure on public finances.

The French government has begun to
respond. Since the mid-1990s, it has
greatly restricted access to publicly-
funded early retirement schemes. And a
decisive step to encourage workers to
remain active longer was taken with the
2003 pension reform, which raised the
contribution threshold for entitlement to a

full pension. It also introduced a bonus
for those ready to work beyond the
standard retirement age. At the same time,
for jobless people with 25 years in
employment, the age of access to
unemployment benefits until full pension
entitlement was raised from 55 to 57 and

a half. However, the fact that recipients
were exempted from having to look for
available work led to a sharp rise in the
number of older jobless people and
continued to give the impression that the
labour market was as good as closed off to
older workers. In fact, with early
retirement options no longer available,

unemployment with no job search
obligation has become just another way
to leave the labour market early.

This situation has to change and the
requirement for newly unemployed
people over the age of 55 to look for work

Longer retirement

Widening gap between the average effective age of retirement and
life expectancy at 65, France, 1970-2050

Life expectancy at 65
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In France, where life expectancy is

high, many "older" people not

working are in fact relatively young

should be re-established. Active

placement measures based on innovative
back-to-work strategies would be needed.

For instance, public employment services
staff at the new one-stop shop job centres,
or /nuisons de l'emploi, should introduce
support measures that reflect different
situations, taking account of experience
and local labour market conditions. One

model worth looking at is the "New Deal
50 plus" scheme in the UK. There,

qualified and well-motivated personal
advisers have shown they can make a
difference guiding older unemployed job
seekers if they have more time to spend
on personalised follow-up.

Changing employers' attitudes to age is
also important. Indeed, it seems

paradoxical that they should value the
experience that older workers offer, while
still believing they would be better off by
getting rid of them or refusing to
hire them.

In a context of high unemployment, this
makes it easier for employers to draw in a
younger workforce. The trouble is, the
workforce itself is ageing. The social
partners must start to look at new policy

options for human resource management
if they are to cope with this challenge.
And they should not wait for labour
shortages to bite before taking action.

Some firms have already come to realise
the need to break with the early
retirement culture. Innovative practices

focus on keeping people in employment
by adapting their occupations or by
encouraging mobility and flexibility,
whether in work time or at the workplace.
But such practices have been limited to
large companies, such as Renault or
Thaïes, and have yet to spread to small
and medium-sized enterprises. Sharing
good practices on recruiting
over-50s, including to high quality jobs,
would help resolve this. Leading by
example would also help, and the French
state, while at last seeming to recognise
the challenge of an ageing public service
workforce, could still do more, by
encouraging mid-career mobility, for
instance, and reviewing early retirement
options of their own.
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Older people themselves have to feel
more welcome in the workplace. The
French government has taken action to
promote employability, including
weeding out "selective" practices. A
new law against discrimination in
employment was passed in 2001,
covering all career levels, including
older workers.

Mid-career training is encouraged, and
assistance in developing career and
skills management has targeted small
and medium-sized enterprises in
particular. In 2003, France's social
partners concluded a multi-sector
agreement on lifelong learning
designed to encourage access to

training. The agreement became law
in 2004. The agreement also sets
priorities for workers over 45 and after
20 years in employment. For instance,
they can take advantage of a skills
audit and those skills acquired on
the job may be recognised as being
equivalent to an upper secondary
qualification.

Health and safety are also key here. After
all, older workers tend to suffer the most

serious workplace accidents. Preventive
measures should be taken, which means

adapting the workplace to older worker
needs. Simple steps, like more ergonomie

Older people have to feel more

welcome in the workplace

desks or production lines can make a
difference. Gradual retirement and

part-time working schemes should also
be better integrated into human resource

strategies.

In 2005, the government is seeking to
give fresh impetus to policies promoting
work for the over-50s, through the
Social Cohesion Plan and the Health-at-

Work Plan. And negotiations on
employment for older workers and
strenuous work are already absorbing
social partner time.

At present, over half of all French
wage-earners do not go straight from
employment into retirement, but follow
various pathways, including early
retirement schemes, unemployment and,
to a lesser extent, sickness. The

government is clearly set on addressing
the problem, but for reforms to work,
attitudes must also change. Companies
and workers have not yet risen up to the
challenge. France cannot afford to
continue retiring early for much longer.
The price of inaction would be
too great.
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Words count

Patrick Werquin
Directorate for Education

New test results show that

far too many adults lack the
basic tools needed to get on
in today's world, in which
the written word is so

important. Governments can

help, not least by improving
access to adult education.
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C
ould il be that the revolution in

communications technology is

reaffirming the pre-eminence of
one of civilisations oldest tools: the written

word? Matters that barely a decade ago

would have been dealt with orally by
telephone, for instance, now transit via
e-mail or text messages. For some airlines
it is even cheaper to order tickets online
than by phone! Working, shopping,
travelling the written word is back with
a splash, so much so that it is becoming all
the harder for people to enjoy the
benefits.of modern society if they do not
master its tools. Yet according to a new
report by the OECD, between one-third
and over two-thirds of adult populations
do not have the basic skills to play a full
role in society

A popular story related by those
combating illiteracy in France concerns a
delivery man who had managed to pass
his driving test thanks to a prodigious

memory. He was working well in his usual
area-until he was transferred! Like this

man, difficulty in deciphering the signs
around us can affect our lives at any time,
and our ability to adapt to the world in
which we live and take informed

decisions. How can people deal
responsibly with such things as insurance,
health or retirement if they do not have
the basic skills to read and complete a
form' Basic skills deficits also carry a cost

to society as a whole, whether through
obstacles to innovation, or the risk of

social exclusion.

The OECD report on adult literacy, based
on the international Adult Literacy and Life
Skills Survey (ALL) conducted among a
selection of OECD countries-Canada,

Italy, the Mexican State of Nuevo Leôn,
Norway, Switzerland and the United
States-and Bermuda, tackles these issues.

The survey focuses on skills gams and
losses, and sheds light on the relationship
between skills and employability, wages
and health, for instance. Individuals were

tested for prose literacy, which is
understanding continuous text; document
literacy, which demands deciphering items
such as payroll forms; numeracy; and
problem-solving skills. A final test was on
how people use computers.

Declining skills
Relations between age and literacy scores on the document literacy scale, adjusted for

education level and status, population aged 16-65

- Canada

Norway

- Nuevo Leon, Mexico

Switzerland

Bermuda

- Italy
- United Slates

Source : Adult Literacy and Life Skills Survey 2003.

In a society where literacy is not

an option but a must, it is easy

to imagine the stress felt by

someone who has difficulty

reading a sentence

The first surprise in the report is the
relatively small proportion of people with
the minimum skills required to understand
and use the information contained in a

written text. Over two-thirds of Norwegians
performed to this level or better. But the
figure falls to around 60% of people in
Bermuda and Canada, a little below 50% in

Switzerland and the United States, around

20% in Italy and 11% in Nuevo Leôn. So
there are clearly inequalities not only
between, but also within, countnes. For

example, the gap between the lowest and
highest levels of basic skills is narrow in
Norway and Switzerland, but much wider
in Italy and the United States. This gap is

significant, for the study shows how it
varies in line with a country's patterns of
social, economic, health and educational

performance.

The gender gap is quite small with regard
to literacy in general, though women tend

to be better at prose literacy and men at

numeracy and document literacy. What is
striking is the generation gap (see graph).
In every country in the survey, young
people perform better and proportionally
more of them achieve higher scores for
basic skills.

This suggests that basic cognitive skills
diminish as people grow older. Reading and
writing skills seem to require practice, just
as muscles need exercise. In other words,

"use them or lose them". But the opposite is
also true: old dogs can learn new tricks.

Peoples skill levels may not be determined
for life by innate factors, such as parental or
social background. The trouble is, a too
high proportion of adults with poor literacy
skills still do not have access to formal

learning. Breaking this vicious circle is
behind the growing interest that countries

are showing in education for adults in
general, and for those with poor basic
literacy skills in particular.

Take workers, for instance. By and large,
more highly skilled workers tend to work
longer, experience less unemployment and
earn significantly higher wages than lower
skilled workers. They also tend to be better
at using computers, which goes some way
towards explaining their ability to access
higher-paid jobs. According to the survey,
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age and income levels also affect access
to information technology-younger,
well-paid people stand a greater chance
of being on the right side of the
digital divide.

Poor literacy also has a considerable
impact on health. The risks involved in

wrongly deciphering a medical
prescription or the instructions for using
heavy machinery are obvious. And the
indirect effects are even greater, though
harder to measure. There is a link between

poor literacy and poverty, dangerous jobs,

the inability to defend oneself in a dispute,
stress, and lifestyle factors that are
detrimental to health such as smoking or

lack of exercise. In a society where literacy
is not an option but a must, it is easy to
imagine the stress felt by someone who
has difficulty reading a sentence.

At a broader economic level, belter literacy
skills are said to contribute to higher

productivity and lower demands on health
systems-bolh valuable outcomes at a time

when many governments are facing

Basic cognitive skills diminish as

people grow older. But the

opposite is also true: old dogs
can learn new tricks

widespread problems of ageing and
vocational retraining.

By and large, all of these aspects are
interlinked and only a comprehensive
approach to the problem can lead to
noticeable progress. There are some
promising avenues, such as family literacy
programmes from the US and elsewhere,
which bring together parents and children
in a joint effort to learn-the children are
often more literate than the adults

programmes from the US and elsewhere,
which bring together parents and children
in a joint effort to learn-m families with
problem backgrounds, the children are
often more literate than the adults. These

initiatives are particularly interesting in that
they can break cycles that may have lasted

several generations. Other attempts to help
people with reading difficulties, such as
information and guidance services, are also
of great benefit. And while some may find
it hard to break through the technology
barrier, computer literacy is also becoming
a must for acquiring basic reading skills. In
the end, all of this depends on the need for
policymakers to help broaden access to
adult learning.

Literacy underpins the ability to learn and
adapt in this new technological era. Giving
everyone the opportunity of acquiring
these skills will increasingly mean
mastering the written word.
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The 2005 edition of Education al a Glance: OECD Indicators provides a rich,
comparable and up-to-date array of indicators on the performance of
education systems. In doing so, it represents the consensus of professional

thinking on how to measure the current state of education internationally.

The indicators look at who participates in education, what is spent on it and how
education systems operate, and at the results achieved. The latter includes
indicators on a wide range of outcomes ranging from comparisons of student
performance in key subject areas to the impact of education on earnings and adults'
chances of employment.

ExcelTM spreadsheets used to create the tables and charts in this book are available
via the StatLinks printed in this book.
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A CITY OF ITS OWN CLASS
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The City of Bratislava - the capital of Slovakia - has a special economic and social clima¬

te. Its GDP per inhabitant is now almost equal to the average in the European Union 1 5.

It does not suffer from unemployment. The city is a traditional educational centre with

8 major universities, a wide range of colleges and 60,000 students. Sometimes it seems

as if Bratislava is closer to foreign countries than to other Slovak regions.

Bratislava has a new zoning master plan which has sparked interest of both investors

and developers alike recently. "We'd like to make what we call a 'white city' out of Brati¬

slava supporting investments into office buildings, apartment constructions, retail. We'd

like our city to become a cultural and social centre, but at the same time we're trying

to diversify the risks that the prosperity of the city will be tied only to a certain segment

of the economy," says Mayor Andrej Durkovsky.

So why not try something different and see what Bratislava has to offer? Because the most common ques¬

tion from visitors is: "How did you manage to keep this beautiful city secret for so long?"

For more information contact:

Mayor's Office of International Relations

tel.: (421 2) 59 356 685

Mayor's Office of Communications & Marketing

tel.: (421 2)59 356 155

e-mail: press@bratislava.sk, www.bratislava.sk BRATISLAVA
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Man,

HCP
and the International

Year of Physics
Stefan Michalowski, Executive Secretary, OECD Global Science Forum*

The impact of science on society, though a much-discussed question, is receiving special
attention in 2005, which to mark the hundredth anniversary of Einstein's discovery of the
Theory of Relativity, has been designated the International Year of Physics. For government
leaders in OECD countries, investments in physics and related fields have high priority,
and serious attention is being given to a number of major projects, such as a new
electron-positron collider or a giant radio telescope. But in a world of competition and
tight budgets for research, a question scientists must ask themselves is to what extent they
really have an impact on the hearts and minds of "ordinary" citizens.
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Einstein left his

stamp, but did
his science?

The boundaries of modern physics
are constantly expanding, and
are never well-defined. In the

early 20th century, the twin discoveries
of relativity and quantum mechanics
transformed not only traditional
physics, but also astronomy, biology, the
earth sciences, materials research,

information technology and other fields.
It is this combined body of
knowledge-and not just physics,

narrowly defined-whose impact on
society deserves to be assessed.

Modern physics (or rather modern
science) has influenced two aspects of
life in our society. First, consider the
material, or practical, side of life:
work, recreation, transportation,
communication, industry, agriculture,
warfare, health care, etc. The impact of
20th-century science in these areas has
obviously been overwhelming. The
familiar objects that surround us derive
their essential properties from the
results of advanced scientific research.

Any contemporary electronic device,
whether a portable telephone or a
laptop computer, exists because, in

claim requires some qualification. Sure
enough, there is a vague, omnipresent
materialism (and its cousin determinism)

in the modern sensibility: an
acknowledgement that there is only one
kind of real substance. Even thoughts
and feelings are often viewed as simply
reflecting physical goings-on in the body,
exemplified by computer scientist Marvin
Minsky's quip: "The brain is just a
computer made of meat". Popular
attitudes towards nature have certainly
changed in recent years, but this is
mostly Darwin's legacy, not Einstein's.
More problematically, attitudes towards
other human beings may have evolved
under the influence of science and

technology. It could be, for example, that

The notion that our fantastically diverse reality, indeed Man's own

intelligence, is completely explained by a few physical concepts is

unconvincing and of no value for most people

1947, three American scientists

produced one of the century's greatest
inventions: the transistor.

Given the enormous influence of science

in everyday life, it is remarkable that the
average person knows so little about it.
Ask the first person you encounter in the
street: it is doubtful that he or she could

say two things that are true about
quantum theory or relativity. This
widespread ignorance-the subject of
much hand-wringing in policy
circles-requires an explanation.

With this in mind, consider the other

aspect of modern life, one that is less
easily named, defined or understood.
This is the abstract, mental, spiritual,
emotional-in short, personal-side of our
lives. This is what governs how we assign
meaning and purpose to our existence.
The claim can be made that, as regards
this vital dimension of existence, the

impact of modern science is essentially
zero. It is as though Einstein had never
lived, nor indeed the other greats of
modern physics: Bohr, Heisenberg,
Landau, Gell-Mann and the rest. This

the ability to travel and communicate has
reduced the prevalence of chauvinism,
racial prejudice, religious intolerance or
homophobia. These things aside,
however, our mental and emotional

worlds are still those of Moses and

Mohammad, Aristotle, Galileo and

Newton, rather than those of Albert

Einstein or Richard Feynman.

Yet, modern science has revealed to us a

physical universe that is mysterious,
beautiful and deeply perplexing. It is a
universe in which time and space, which
may not even be among its most
fundamental properties, are intertwined
in a most unintuitive way: where future
events can only be described in terms of
probabilities; where there is no clear
demarcation between living and
non-living matter, or between human
and non-human states of existence. It is a

universe that was born in a vast, chaotic

nuclear detonation, but with

exquisitely-tuned properties that
apparently guaranteed the eventual

emergence of almost infinite complexity
and a delicate balance between stability
and evolutionary change. Above all, the
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scientific description of reality does not
support the nearly universal intuitive
belief that the material world is simply a
backdrop-a stage -for the most
important events of all: the great human
drama. Physicist Steven Weinberg starkly
put the orthodox scientific view this way:
"The more the universe seem

comprehensible, the more it also seems
pointless."

Why are the accomplishments of modern
science so poorly reflected in the
emotional and spiritual life of society? A
possible reason is that, despite the
magnificent achievements of the last
hundred years, science is not advanced
or internally consistent enough to have
great appeal for ordinary citizens.
Scientists pose profound questions, but
they are still far from providing

Embarrassing questions that

were first formulated by Einstein

remain unanswered to this day

satisfactory answers. They have earned
the right to ask "why is reality the way it
is, and not some other way?" but the so-
called explanations provided to
date-something about multiple universes
or various forms of the Anthropic

Principle-cannot be considered to be the
final word.

In the prevailing reductionist vision of
reality, in which biology is based directly
on chemistry, and chemistry on physics,
everything ultimately rests on the most
fundamental theory of physics: the so-
called Standard Model of Particles and

Fields. While the Standard Model is a

major and hard-won achievement of
physics, it finds little resonance in the
popular mind. People are certainly
interested in understanding the basic

elements of reality but they don't like to

be told that everything that exists or has
ever existed consists of quarks, leptons,
gauge bosons, and nothing else. The
notion that our fantastically diverse

reality, indeed Man's own intelligence, is
completely explained by a few physical
concepts is unconvincing and of no value
for most people. This sceptical group
now includes quite a few physicists who
are developing new ways to study
complex phenomena, such as life itself,
but their work is still m its earliest stages

and far from being universally accepted
by their peers.

Then there is the whole problem of the

origin of life, which for scientists remains
unresolved. Enormous progress has been
made, and the modern synthesis of
Darwin's evolution with molecular

biology is, surely, one of mankinds
greatest achievements. Biologists have
made the startling discovery that the
essential structures of living matter

operate at the level of individual atoms,
vastly smaller than the structures of even
the most sophisticated man-made
objects, such as computer memories and
microprocessors. But this discovery is
also a trap, for it implies that the
explanation of life's origin, although not
yet known in detail, will be reducible to
standard physical and chemical
phenomena. But are humans mere
objects in the same sense as a lump of
lead or a microprocessor? This
proposition contradicts traditional views
and is deeply offensive to many,
provoking anger among some religious
conservatives, parents and educators.
Even many physicists, while defending
their biologist colleagues m the ensuing
cultural and political conflict, will, m
their night-thoughts, often feel uneasy
about the conventional scientific

interpretation of the relationship between
the living and the non-living.

Another impediment to the greater
impact of physics is the guilty secret of

the scientific community: the physicists
themselves don't understand what they
have done. The theory of quantum

mechanics, now nearly a century old and
so immensely productive, is made up of

A truly science-based spirituality

or social awareness could emerge

in the future

elements whose nature is still a profound
mystery. Embarrassing questions that
were first formulated by Einstein remain

unanswered to this day: for example,
what exactly is the meaning of the
theory's most basic construct, the "wave
function"7 Is it a complete description

of physical objects, or merely a
computational tool? Or, for that matter,
what is the nature of the theory's most
basic act, the measurement? Why does it

contain a bizarre discontinuity? Does the
human observer play a role in this act?

There arc other factors one could cite to

explain science's low impact on the life of
the human spirit. Will this state of affairs
ever change? If the above arguments have
any validity, further scientific progress
will have to occur first, and the various

branches of science will need to form a

more unified, self-consistent whole. The

author's guess-and it is no more than
that-is that such a transformation is

probable, but certainly not in our
lifetimes. A truly science-based
spirituality or social awareness could
emerge in the future, but its empirical
study will probably not be possible until
the two- or three-hundredth anniversary
of Einstein's miraculous discoveries.

Visit www.oecd.org/science.

*The opinions in this article are those of the author

and do not necessarily reflect those of the OECD

or its members, nor those of the Global Science

Forum. The article is adapted from a presentation

to a colloquium entitled La physique dans la société

contemporaine à travers les objets, organised by the
Conservatoire National des Arts et Métiers

(CNAM.fr) and the Musée des Arts et Métiers,

Paris, 24-26 Mat 2005.
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race gathers pace
Donald J. Johnston

Marek Belka (Poland)
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Allan Fels (Australia) Angel Gurria (Mexico)

Seung-Soo Han (Korea) Alain Madelin (France) Sawako Takeuchi (Japan)

Six countries have put forward candidates for the post of
secretary-general of the OECD to succeed Donald J. Johnston,
who steps down when his second term expires in May 2006.

At the time of going to press, the process of reviewing these
candidatures was under way, with representatives of all OECD
countries hoping to reach a consensus choice by 1 December 2005.
The candidatures received by the deadline of 15 July were: Marek
Belka (Poland); Allan Fels (Australia); Ângel Gurria (Mexico);
Seung-Soo Han (Korea); Alain Madelin (France); and Sawako
Takeuchi (Japan), who is the only female candidate.

The candidates will be asked to set out their vision for the OECD

in a meeting with country representatives in early October. The
main challenge facing the next secretary-general will be to help the

organisation further strengthen its activities against a background of
increased economic interdependence both among the OECD
countries and between OECD and non-OECD countries. The

selection process will be conducted under the chairmanship of the
Swiss ambassador, Wilhelm Jaggi, who is dean of the heads of
delegations.

A former lawyer, politician and cabinet minister in the Canadian
government, Mr Johnston was elected to the post of OECD
secretary-general in 1996. Mr Johnston advised member countries
on 5 January 2005 of his decision to step down.

Candidate biographies and other details are available on the OECD website at
www.oecd.org/secretarygeneral/seleclion.

140
OECD Observer No. 251 September 2005



oecd.org

China at the OECD
Chinese-OECD relations have

developed strongly ever since the
OECD Council decided, in

October 1995, to launch a programme of
dialogue and co-operation with China. This
has been extended over the last decade to

include a wide range of areas: competition
policies, taxation, statistics, investment
policies, financial reform, insurance and
pensions, corporate governance, budget
management and public governance, science
and technology, steel, shipbuilding and
maritime transport, innovation and small
and medium-sized enterprises, labour
market and social issues, trade and

macroeconomic analysis, and more. These
exchanges of policy experience have clearly

been beneficial, not just for China and the
OECD, but for furthering multilateral
co-operation generally. This was reaffirmed as
recently as May 2005 when the minister of
commerce of China, Bo Xilai, attended the

trade session of the annual OECD Ministerial

Council meeting, the first time a minister
from China has participated. Minister Bo
confirmed his wish to strengthen China's
relationship with OECD, including further
participation in OECD committees; China
participates as an observer in the Committee
on Science and Technology Policy and
the Committee on Fiscal Affairs.

Secretary-General Johnston, who welcomed
Minister Bo at the ministerial meeting, noted
that reinforcement of co-operation with
China is a strategic priority of the OECD.

For more information, contact

Frederic.Langer@oecd.org.
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Less taxing tax
Who owes what, how and where?

Understanding the international
anay of tax treaties can be a

headache for businesses everywhere, not to
mention tax authorities. There are

2,500 such treaties in force around the

world, covering everything from income tax
to pension plan liabilities. No one, be they
companies or governments or individuals,
likes to be short-changed, which makes
global tax such a sensitive issue. The OECD
Model Tax Convention on Income and on

Capital helps to disentangle this complex
web of conventions, norms and agreements
so that decision-makers can get on with the

job of negotiating, implementing and
interpreting tax conventions between
countries. Originally developed to help
harmonise OECD country practices, the
Convention's influence has extended to

non-OECD countries as well. It has become

a reference for officials, as well as business

lawyers, company secretaries and chief
accountants who must interpret the meaning
of these treaties for their clients.

Now an updated version has just been
published to take account of new
developments and to reflect the experience

gained by countries in the application of tax
conventions to date. The 2005 edition

incorporates the latest changes to the Model
Tax Convention which were approved in
July 200 5-a draft of these changes had been
released for public comment in March 2004.
These changes reflect a number of issues, in
particular the tax treatment of activities
related to international shipping and air
transport; cross-border issues arising from
stock-option plans; pensions; exchange of
information, and more.

To make the by now rather hefty Convention
even more accessible, a user-friendly
electronic version (eMTC) has also been

created, complete with desktop feeds and
updates. All commentaries, histories,
reservations and non-member country

positions have been brought up to date. The
e-version contains several reports on various
aspects of the Convention, and links to the
1963 and 1977 texts. It also includes a list of

tax treaties concluded between OECD

countries. Fully searchable, eMTC comes
with a host of valuable features, including a

tool allowing users to personalise the
convention with their own appended notes
and update alerts. Without it, global taxation
would be an even greater burden.
See www.oecd.org'taxation.

New ambassadors

6 September 2005-Pertti Majanen is
the new ambassador for Finland to the

OECD, succeeding Jorma Julin.

14 September 2005-Bruno Cabras is
the new ambassador for Italy. He
succeeds Francesco Olivieri.

For more information, see

www.oecd . org/ambassadors

OECD Observer No. 251 September 2005
41



oecd.org
Calendar

Calendar of forthcoming events
Please note that many of the OECD 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 a more comprehensive list, see
the OECD website at www.oecd.org/media/upcoming, which is updated weekly.

SEPTEMBER - HIGHLIGHTS

8-9 Asian roundtable on Corporate

Governance, organised by the
Directorate for Financial and

Enterprise Affairs. Bali, Indonesia.

20 Forum on the Chinese economy,
organised by the Japanese government
and the OECD Tokyo Centre. Tokyo,
Japan.

22-23 Global Forum on Tax Treaties and

Transfer Pricing, organised by the
OECD Centre for Tax Policy and
Administration.

28-30 Anti-Corruption Conference for
Asia-Pacific, organised by the
Directorate for Financial and

Enterprise Affairs and the Asian

Development Bank. Beijing, China.

OCTOBER

3-4 OECD's annual meeting of

Sustainable Development experts

10-14 Financial Action Task Force (FATF),

plenary meeting on money laundering
and terrorism financing.

13-14 Sustainable Cities: Linking
Competitiveness with Social

Cohesion, conference organised by
the Directorate for Public Governance

and Territorial Development and the
government of Canada. Montreal.

16 World Food Day, organised by the
Food and Agriculture Organization,
with the theme: Agriculture and
Intercultural Dialogue.

17-18 Ageing and Employment Policies,
policy forum organised by the
Directorate for Employment, Labour
and Social Affairs. Brussels, Belgium.

17-1.9 Pharmacogenetics workshop
organised by the Directorate for
Science, Technology and Industry.
Rome, Italy.

18-19 Global Forum on Trade - Negotiating
on Trade Facilitation: Implications for
Developing Countries, organised by
the Trade Directorate. Colombo, Sri
Lanka.

24-25 Global Forum on Education,

organised by the Directorate for
Education. Santiago, Chile.

25-27 Investment for Development:
Making It Happen, conference
organised by the Directorate for
Financial and Enterprise Affairs and
the World Bank. Rio de Janeiro, Brazil.

27-28 Capital Market Reform in Asia,

roundtable organised by the Asian
Development Bank Institute and the
Directorate for Financial and

Entequrise Affairs. Tokyo, Japan.

NOVEMBER

14-18 Agriculture and Water:
Suslainability, Markets and Policies,
OECD Agriculture and Environment
workshop. Adelaide, Australia.

16-17 Women and Scientific Careers,

workshop organised by the Directorate
for Science, Technology and Industry.

17 Ministerial meeting for MENA
(Middle East and North Africa):

Investment for Development - Making
Reforms Work. Amman, Jordan.

21-22 Standards and Conformity
Assessment: Minimising Barriers
and Maximising Benefits, conference
organised by the Trade Directorate and
the Gennan government. Berlin,
Germany.

27-28 Ministerial meeting of the Public
Governance Committee:

Strengthening Trust m Government:
What Role for Government in the 21st

Century? Rotterdam, the Netherlands.

DECEMBER

5-6 Development Assistance
Committee, senior level meeting.

13 Development Assistance Committee
aid peer review of Germany.

13-18 WTO ministerial conference.

Hong Kong, China.

Frankie.org by stiK
And it's getting better now.

I work for an organisation that
live these internatio

eIt's a funny world, J
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Global yarn

The Travels of a T-Shirt in the Global Economy
by Pietra Rivoli
Publisher: John Wiley & Sons

An anti-globalisation activist took
the microphone at a 1999
protest in Washington and, after

decrying corporate greed and forced child labour
in third world sweatshops, she demanded, "Who made
your T-shirt?" One of the observers, Pietra Rivoli, an economics
professor at Georgetown University in the US, chose to pick up
that gauntlet. She expected to prove both "the undeniable
benefits of global free trade and the misguided tenets of the
anti-globalisation movement".

This vividly written biography of Ms Rivolis $6 T-shirt is
subtitled "An economist examines the markets, power and

politics of world trade", and it took her thousands of miles and
five years of research. She interviewed the owners of cotton
fields near Lubbock, Texas, whose 1,000-acre ranch produces

almost 500,000 pounds of cotton lint each year; that's enough to
make about 1.3 million T-shirts. She also spoke with factory
workers in Shanghai, observed trade negotiations in
Washington, D.C. and chatted with vendors at a used-clothing
market in Africa.

Ms Rivoli concludes that the winners at various stages of the
T-shirt's life are adept less at competing in markets than avoiding
them. While she set out to validate Adam Smith's case for free

trade, she writes "whatever the positive or negative effects of

competitive markets, in my T-shirt's journey around
the world, it actually encountered very few free

markets." Rather, manufacturers and importers with tax
breaks and subsidised farmers dominate, in turn forcing

poorer countries to lower their prices to below subsistence
* levels in order to compete.

Ms Rivoli's treatment of the economics, ethics and political
manoeuvrings of the textile industry will draw debate, but her

stories from behind the scenes are engaging. Take her
comparison of practically labour-free cotton production in
Lubbock, Texas which is "bound by soft cotton fibre" to
labour-intensive clothing assembly in Shanghai, China. They
keep a close watch on each other, though as she points out with
humour, the cities "have nothing in common, not even a
Starbucks, which Shanghai has but Lubbock does not".

Parenthetically, this award-winning book shows that, more than
just an undergarment, the T-shirt is a model of recycling.
Nothing is wasted in the harvesting of cotton; the cottonseed oil
ends up in candy bars, peanut butter and potato chips, the
cotton bolls, stems, leaves and dirt become cattle feed. At the

end of the T-shirt's life it will most likely travel with tons of
other cast-off T-shirts from over-flowing charity out-baskets to
African markets via the global used-clothing industry. Here
merchants vie with each other and fight for customers to sell
their bales of used T-shirts. It is a vast and overlooked business.

Ms Rivoli says, "It is only in this last chapter of the T-shirt's life
that world trade patterns are fashioned by economics rather
than politics".

ISBN 0471648493.

Keeping it clean

Environment and the OECD Guidelines for
Multinational Enterprises: Corporate Tools and
Approaches

B

95% reusable parts, it had one of the fastest
monochrome printing speeds in the industry lor its

category. In addition, Fuji developed a 100% recycled
office paper, which became the paper of choice at the 2000

Olympics Games in Sydney, with 86 million sheets sold.

' ow do multinational corporations

put into practice the rather
.higher level concepts of sustainable

development and still respect the bottom line?
Environment and the OECD Guidelines for MNEs relates how a
pharmaceutical company, Baxter International, saved energy but
also saved $50 million in operations costs by switching to the most
energy-efficient lightbulb. And when Fuji-Xerox Australia designed
an energy-efficient series of copiers with 45% recyclable parts and

The OECD Guidelines for Multinational Enterprises, which were
revised in 2000, addresses an entire chapter of its text to good

environmental practices and policies. This book spells them out.
Good practice, it says, includes taking steps to assess

environmental impacts through the whole life-cycle of a product,
act in a proactive way to avoid serious or irreversible environmental
damage resulting from a company's activities, and provide lor
environmental emergencies.

ISBN 9264009388. See the New Publications pages or

www.oecdbookshop.org for ordering details.
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Savings savvy
Improving Financial Literacy: Principles,
Programmes, Good Practices

I A's hurricane Katrina subsided, the

US banking authority, the FDIC,
.posted a page on its website for

survivors looking for financial advice.
On the Frequently Asked Questions list

was a poignant query: "I received my debit
card from FEMA, but I am not sure where I can use it

or exactly what it is."

A generation ago most consumers' relationships with financial
markets stopped with checking accounts, savings plans and maybe
direct debits to pay a few bills. Today customers have an increasingly
direct stake in the fortunes of money market investments. They track
mutual funds, certificates of deposit, government bonds, and other
instruments which were previously the business of others to follow.
Retail financial markets have become more complex and
sophisticated, offering not just smarter credit cards, but also a range of
services (and restrictions) with myriad opportunities, often complex
fees, and sometimes serious financial risks.

Improving Financial Literacy, the first major study of financial
education in OECD countries, examines the economic, demographic
and policy changes that make it crucial for consumers to become

financially astute. The Prudential-sponsored report finds that many
consumers get their financial advice out of magazine or Internet
articles, sometimes with titles like "Where to Stash Cash for College"
or "Saving for Retirement on $5 a Day".

Furthermore, financial literacy is not just a matter of being savvy
about the fine pnnt. Improving Financial Literacy found that almost
40% of adults and students think the statement "Money holds its
value well in times of inflation" is correct. More than a third of

students surveyed admit they do not know what the effect of an
increase in interest rates would be on savings.

Could this be why so many consumers are becoming over-indebted?
According to Improving Financial Literacy, over-indebtedness is acutely
serious in the US, where in 2003, 1.6 million households (around 9%

of all households) filed for personal bankruptcy. By comparison, in
England and Wales in 2004 these accounted for some 0.1% of the
population, while in Korea as ofJanuary 2004, delinquent borrowers
totalled 3.2% of the working age population.

Improving Financial Literacy argues that this can be reduced. It cites a
study showing that when borrowers received pre-purchase

counselling, the 90-day delinquency rate was 34% lower than among
similar borrowers without counselling. Furthermore, the delinquency
rate was slightly less than that for those receiving classroom and home
study training, as opposed to telephone counselling.

ISBN 9264012567. See the New Publications pages or

www.oecdbookshop.org for ordering details.
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New OECD publications, July to August 2005
HIGHLIGHTS

OECD/FAO

Agricultural Outlook 2005-2014
This eleventh edition of the Agricultural Outlook
provides an assessment of agricultural market
prospects based on medium-term projections that
extend to 2014 for production, consumption, trade
and prices of major agricultural commodities. For
the first time, it has been prepared jointly by the
OECD and Food and Agriculture Organisation of
the United Nations (FAO), and thus draws on the

expertise of both organisations. The projections have been extended to
cover a larger number of developing countries.

ISBN: 92-64-01018-1, 12-Jul-2005, 150 pages
$63, £34, ¥6 700

http://new.sourceOECD.org/9264010181

Teachers Matter: Attracting,
Developing and Retaining Effective Teachers
Provides a comprehensive, international analysis of
trends and developments in the teacher workforce
in 25 countries around the world; research on

attracting, developing and retaining effective
teachers; innovative and successful policies and
practices that countries have implemented; and
teacher policy options for countries to consider.
The report spotlights countries where teachers'

social standing is high, and where there are more qualified applicants
than vacant posts.

ISBN: 92-64-01802-6, 15-Jun-2005, 240 pages
$46, £26, ¥4 700

http://new.sourceOECD.org/9264018026

GENERAL ECONOMICS

OECD Economic Surveys: Austria
ISBN 92-64-01104-8

16-Jun-2005, 180 pages
$52, £28, ¥5 600

http://new.SourceOECD.org/9264011048

OECD Economic

Surveys: France

This issue's special feature
covers labour markets.

ISBN 92-64-01 148-X

16-Jun-2005, 180 pages
$52, £28, ¥5 600

http://new.SourceOECD.org/926401148X

OECD Economic Surveys: Greece
ISBN 92-64-01174-9

9-Jun-2005, 180 pages
$52, £28, ¥5 600

http://new.SourceOECD.org/9264011749

OECD Economic Surveys: Sweden
ISBN 92-64-01153-6

7-Jul-2005, 180 pages
$52, £28, ¥5 600

http://new.SourceOECD.org/9264011536

OECD Economic Surveys: New Zealand
ISBN 92-64-01194-3

7-Jul-2005, 180 pages
$52, £28, ¥5 600

http://new.SourceOECD.org/9264011943

OECD Economic Surveys: Hungary
ISBN 92-64-01186-2

Publications listed on these pages
are available at subscribing
institutions via our online service,

SourceOECD, at the URL listed.

If your institution is not a
subscriber, ask your librarian to
subscribe today! These
publications are also available
through the new OECD Online

Bookshop at:

www. oecd . org/bookshop .

15-Jul-2005, 180 pages
$52, £28, ¥5 600

http://new.SourceOECD.org/9264011862

OECD Economic Surveys: Euro Area
ISBN 92-64-01169-2

22-Jul-2005, 200 pages
$52, £28, ¥5 600

http://new.SourceOECD.org/9264011692

AGRICULTURE

OECD/FAO Agricultural
Outlook 2005-2014

Long-term prospects for major products.
ISBN 92-64-01018-1

$63, £34, ¥6 700

12-Jul-2005, 150 pages
http://new.sourceOECD.org/9264010181

Agricultural Policies in OECD
Countries: Monitoring and Evaluation
OECD's 2005 assessment of

agricultural subsidies.
ISBN 92-64-00955-8

21-Jun-2005, 250 pages
$85, £44, ¥8 700

http://new.sourceOECD.org/9264009558

Agriculture, Trade and
the Environment: The Arable Crops Sector
How subsidies affect production and the
environment in the arable crops sector.
ISBN 92-64-00996-5

4-Jul-2005, 220 pages
$61, £32, ¥6 300

http://new.sourceOECD.org/9264009965

Review of Fisheries in OECD Countries,

Country Statistics 2001-2003
ISBN 92-64-00902-7

ll-Aug-2005, 250 pages
$75, £40, ¥8 000

http://new.sourceOECD.org/9264009027

DEVELOPMENT

Policy Coherence for
Development in a Global Economy
(Development Dimensions Series)
ISBN 92-64-01014-9

2-Aug-2005, 108 pages
$33, £17, ¥3 300

http://new.sourceOECD.org/9264010149

Harmonising Donor Practices for
Effective Aid Delivery: Strengthening
Procurement Capacities in Developing
Countries

DAC Guidelines and Reference Series

ISBN 92-64-01144-7

15-Jul-2005, 80 pages
$29, £16, ¥3 200

http://new.sourceOECD.org/9264011447
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EDUCATION

Teachers Matter: Attracting,

Developing and Retaining Effective Teachers
ISBN 92-64-01802-6

15-Jun-2005, 240 pages
$46, £26, ¥4 700

http://new.sourceOECD.org/9264018026

E-Learning in Tertiary Education:
Where Do We Stand

ISBN 92-64-00920-5

15-Jun-2005, 292 pages
$46, £24, ¥4 700

http://new.sourceOECD.org/9264009205

Learning a Living:
First Results of the Adult

Literacy and Life Skills

Survey
ISBN 92-64-01038-6

6-Jun-2005, 336 pages
$64, £33, ¥6 600

http://new.sourceOECD.org/9264010386

Promoting Adull Learning
Lessons from 17 countries.

ISBN 92-64-01092-0

10-Aug-2005, 130 pages
$33, £17, ¥3 300

http://new.sourceOECD.org/9264010920

PISA 2003 Data Analysis Manuals are now also
available for SAS and SPSS.

EMPLOYMENT

OECD Employment
Outlook 2005

OECD's annual look at

employment prospects also

looks at trade adjustment

costs and regional disparities
in employment.
ISBN 92-64-01045-9

15-Jul-2005, 270 pages
$81, £44, ¥8 700

http://new.sourceOECD.org/9264010459

*,<hRjI>t*:u

ENERGY

Saving Electricity in a Hurry:

Dealing with Temporary Shortfalls
ISBN 92-64-10945-5

14-Jun-2005, 130 pages
$98, £50, ¥10 000

http://new.SourceOECD.org/9264109455

Energy Statistics of OECD Countries,
2002/2003

Supply and consumption data in original units.
ISBN 92-64-10911-0

20-Jun-2005, 408 pages
$143, £74, ¥14 700

http://new.sourceOECD.org/92641091 1 0

Energy Balances of OECD Countries,
2002/2003

Supply and consumption data in million tonnes
of oil equivalent.
ISBN 92-64-10913-7

$143, £74, ¥14 700

15-Jul-2005, 352 pages

http://new.sourceOECD.org/9264109137

Energy Policies of IEA Countries:
Czech Republic
ISBN 92-64-18730-8

12-Jun-2005, 120 pages
$75, £52, ¥8 400

http://new.sourceOECD.org/9264187308

Sign up for our free e-mail

alerting service and for various

e-newsletters, including our

monthly What's New @ OECD

at www.oecd.org/oecddirect.

NUCLEAR ENERGY

Pellet-Clad Interaction in

Water Reactor Fuels

ISBN 92-64-01157-9

15-Aug-2005, 548 pages
$138, £74, ¥14 700

http://new.SourceOECD.org/926401157-9

ENVIRONMENT & SUSTAINABLE

DEVELOPMENT

Cosl-Benefit Analysis and
the Environment: Recent Developments
ISBN 92-64-01004-1

15-Aug-2005, 250 pages
$65, £34, ¥6 700

http://new.sourceOECD.org/9264010041

Environment and the OECD Guidelines

for Multinational Enterprises: Corporate

Tools and Approaches
ISBN 92-64-00938-8

15-Aug-2005, 115 pages
$39, £20, ¥4 000

http://new.sourceOECD.org/9264009388

FINANCE AND INVESTMENT/
INSURANCE AND PENSIONS

Catastrophic Risks and Insurance

Presents various alternatives for handling
catastrophic losses.
ISBN 92-64-00994-9

l5-Jul-2005, 312 pages
$91, L47. ¥9 400

http://new.SourceOECD.org/9264009949

Terrorism Risk Insurance in

OECD Countries

Reviews national arrangements and current

thinking on the topic.
ISBN 92-64-00872-1

5-Jul-2005, 300 pages
$91, £47, ¥9 400

http://new.sourceOECD.org/9264008721

Insurance Statistics Yearbook 1994-2003

ISBN 92-64-01701-1

29-Jul-2005, 325 pages
$150, £83, ¥15 400

http://new.sourceOECD.org/9264017011

Bank Profitability: Financial Statements
of Banks - 2004 Edition

ISBN 92-64-00765-2

15-Aug-2005, 500 pages
$124, £64, ¥12 700

http://new.sourceOECD.org/9264007652

Methodological Country Notes available separately.

Advances in Risk Management oT
Government Debt

ISBN 92-64-10441-0

18-jul-2005, 240 pages
$65, £34, ¥6 700

http://new.souKxOECD.org/9264104410

Also just released: A series of country reports

on Fighting Corruption in Transition Economies.

GOVERNANCE

Governance in China

In order for China's growth to remain
sustainable, governance in such areas as

regional policy, intellectual property rights,

regulation, taxation, and fighting corruption
will need to be reformed. This major study

addresses the full range of governance issues
faced by China.
ISBN 92-64-01837-9

15-Sep-2005, 350 pages
$77, £40, ¥7 900

http://new.SourceOECD.org/9264018379

46
OECD Observer No. 251 September 2005



SourceOECD ((

You can now do full-text

searching through all OECD
publications from 1998
onwards on both our online

service, SourccOECD

(new.SourceOECD.org), and on
the advanced search screen of our

new OECD Online Bookshop.

Russia: Building Rules for the Market

OECD Reviews of Regulatory Reform
ISBN 92-64-01122-6

16-Aug-2005, 180 pages
$50, £27, ¥5 400

http://new.sourceOECD.org/9264011226

Evaluating Public Participation in

Policy Making
ISBN 92-64-00894-2

15-Aug-2005, 95 pages
$29, £16, ¥3 200

http://new.sourceOECD.org/9264008942

Public Sector Integrity: A Framework
for Assessment

ISBN 92-64-01059-9

29-Jul-2005, 275 pages
$72, £37, ¥7 500

http://new.sourceOECD.org/9264010599

OECD E-Government Studies on Mexico and

Norway are also being published.

INDUSTRY

OECD SME and

Entrepreneurship
Outlook 2005

Reports on policy initiatives
to enhance the SME sector.

ISBN 92-64-00924-8

l-Jul-2005, 350 pages
$98, £50, ¥10 000

http://new.sourceOECD.org/9264009248

SCIENCES TECHNOLOGY

OECD Communications Outlook 2005

Provides an extensive range of performance
indicators for various types of communications
networks. Also see the related OECD

Telecommunications Database.

ISBN 92-64-00950-7

7-Jul-2005, 280 pages
$98, £50, ¥10 000

http://new.SourceOECD.org/9264009507

Governance of Innovation Systems,

Volume I: Synthesis Report
ISBN 92-64-01102-1

15-Aug-2005, 81 pages
$29, £16, ¥3 200

http://new.sourceOECD.org/9264011021

SOCIAL ISSUES /MIGRATION/
HEALTH

Long-Term Care for
Older People

Reports on the latest trends

in long-term care in OECD
countries and the lessons

learned from recent reforms.

Includes country profiles of
long-term care systems.
ISBN 92-64-00848-9

15-Jul-2005, 140 pages
$39, £20, Y4 000

http://new.SourceOECD.org/9264008489

Health Technology and Decision-Making

Analyses the barriers to, and facilitators of,

evidence-based decision making in OECD
health-care systems.
ISBN 92-64-01620-1

15-Aug-2005, 140 pages
$38, £21, ¥3 800

http://new.sourceOECD.org/9264016201

TAXATION

~i-, a x.±:a ..-

Model Tax

Convention

on Income

and on Capital

Model Tax Convention on Income and

Capital: Electronic Version
This electronic version of the OECD Model Tax

Convention enables users to easily navigate
between Articles, Commentaries and other

elements of the Convention; to append notes to

each paragraph of the Convention; to cut and

paste text; to do full text searches; and to print
from the Convention. The notes feature requires
download of this file and installation on a

local PC.

ISBN 92-64-00936-1

15-May-2005, Software
$124, £64, ¥12 700

Licenses for multiple downloads also available.

TRADE

Trade and Structural Adjustment:

Embracing Globalisation

How to limit adjustment costs and successfully

reallocate labour and capital.
ISBN 92-64-01096-3

15-Aug-2005, 300 pages
$78, £40, ¥8 000

http://new.sourceOECD.org/9264010963

URBAN, RURAL AND REGIONAL
AFFAIRS

D

OECD Regions at a Glance

Regional indicators for OECD countries.
ISBN 92-64-01863-8

15-Aug-2005, 224 pages
$52, £27, ¥5 400

http://new.sourceOECD.org/9264018638

D

A list of OECD publications
distributors and booksellers in

your country is available on our
main web site,

www.oecd.org/publishing/distributors.

FORTHCOMING

OECD Economic Surveys: China

The OECD's first economic survey of China will
come out in September.

Education al a Glance 2005

OECD's annual set of education indicators.

Enhancing the Performance of
the Services Sector

Looks at how OECD countries can boost

services sector performance.

Equity in Education: Students with

Disabilities, Learning Difficulties and

Disadvantages
Indicators from OECD countries.

International Investment Law: A Changing

Landscape
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Model Tax Convention, 2005 Revisions

Condensed version and updated eMTC to be

available in September.

Labour Force Statistics 1984-2004

Modernising Government

An excellent cross-country survey on what

countries are doing to modernize their

governments.

OECD Science, Technology and Industry
Scoreboard

A new edition of OECD's comprehensive

reference book tracking the globalisation of

science, technology and industry. This book
will include StatLinks.

Statistics, Knowledge and Policy

Proceedings of a groundbreaking conference on

use of statistics in policymaking.

World Energy Outlook 2005
Will come out in November and will focus on

the Middle East and North Africa.

RECENT PERIODICAL ISSUES

Creditor Reporting System on Aid Activities

http://new.SourccOECD.org/10238875

DAC Journal

http://new.SourceOECD.org/15633152

Energy Prices and Taxes

http://new.SourccOECD.org/02562332

Higher Education Management and Policy

http://new.SourceOECD.org/16823451

International Trade by Commodity Statistics

http://new.SourceOECD.org/10288376

Journal of Business Cycle Measurement

and Analysis

http://new.SourceOECD.org/17293618

The new OECD Online Bookshop
now also accepts American Express
in addition to MasterCard and Visa.

Through the new OECD Online
Bookshop, you can order print
versions of publications as well as
PDF versions which are available

for quick download.

Main Economic Indicators

http://new.SourceOECD.org/04745523

Main Science and Technology Indicators

http://new.SourceOECD.org/1011792X

Monthly Statistics of International Trade

http://new.SourceOECD.org/16070623

Nuclear Law Bulletin

http://new.SourceOECD.org/030434 1 X

Latest OECD

Policy Briefs

Free online at www.oecd.org

Economic briefs on Surveys of Norway,
Hungary, the Euro area, Greece and New
Zealand

China's Governance in Transition

Changing Social Institutions to Improve
the Status of Women in Developing
Countries

OECD Economic Outlook

hllp://new.SourceOECD.org/04745574

OECD Economic Studies

http://new.SourceOECD.org/02250822

OECD Economic Surveys

http://new.SourceOECD.org/03766438

OECD Journal on Budgeting

http://new.SourceOECD.org/16087143

OECD Journal on Competition Law and

Policy

htlp://new.SourceOECD. org/1 5607771

OECD Observer

http://new.SourceOECD.org/00297054

Oil, Gas, Coal, and Electricity: Quarterly
Statistics

http://new.SourceOECD.org/10259988

PEB Exchange

http://new.SourceOECD.org/10189327

Quarterly National Accounts

http://new.SourceOECD.org/02577801

RECENTLY UPDATED DATABASES

Main Economic Indicators

htlp://new.SourceOECD. org/16081234

Monthly Statistics of International Trade

http://new.SourceOECD. org/1 6081226

National Accounts

http://new.SourceOECD.org/16081188

OECD Economic Outlook Statistics and

Projections

http://new.SourceOECD.org/16081 1 53

OECD Education Statistics

Background statistics to Education at a Glance.

http://new.SourceOECD.org/16081250

OECD Health Data 2005

http://new.SourceOECD.org/database/16836243
/healthdata

OECD Telecommunications Database 2005

hti p://new.SourceOECD. org/1 608 1315

Quarterly National Accounts

hllp://new.SourceOECD.org/16081188

STAN Structural Analysis Database

http://new.SourceOECD.org/16081307

Publications listed on these pages
are available at subscribing
institutions via our online service,

SourceOECD, at the URL listed.

If your institution is not a

subscriber, ask your librarian to
subscribe today! These

publications are also available

through the new OECD Online

Bookshop at:

www.oecd.org/bookshop.
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OECD in graphs

New atom age?
Construction of Finland's first nuclear reactor

in three decades got under way in
September 2005. When completed, the

French-built third generation reactor will be the
first in western Europe since 1991. Is this the

beginning of a new expansion phase? At the start
of 2005, there were 352 nuclear units in operation

in OECD countries, according to the OECD
Nuclear Energy Agency. Though this was seven
less a year earlier, eight units were under
construction and 19 units were firmly committed,
all but one in the OECD Pacific region. However,
some 1 1 units are expected to be shut down
within the next five years, six of which are in the
UK, with others expected in Germany. Nuclear
power plants provided 23.5% of total generated
electricity to OECD countries in 2004 compared
with 23% in 2003. And though overall generating

capacity eased, plant generating capacity increased
by almost 3 gigawatts (net) over 2003.

Meanwhile, as we reported in a recent edition of the
OECD Obseiver, the pnce of uranium, the fuel for nuclear energy,
has been soaring (Databank, No. 249, May 2005). This has little

Nuclear energy
Share of total electricity production in NEA countries, 2004
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Source: OECD NEA (2005), Nuclear Energy Data. ISBN 9264011013.

influence on the final retail price and can be tied to supply issues.
Natural uranium production in OECD countries was projected to
fall below requirements in 2005, with the remaining demand to be
met by imports, stockpiles, spent fuel reprocessing and
re -enrichment of depleted uranium.

Smoother surface

Anyone driving across different countries
will be struck by the different qualities of
national road networks. Yet, even the

smoothest asphalt requires frequent maintenance,
often at great cost in terms of money, traffic
disruptions and so on. A recent survey of OECD
countries shows that road pavements on
high-traffic roads are typically re-surfaced every
ten years. Moreover, about half of national road
budgets is spent on maintenance and rehabilitation
of existing roads, the rest on new construction.
Now, many OECD countries are completing their
primary road network and trying to reduce
expenditure on new roads. The trouble is the road
budgets required to maintain this infrastructure are
higher than ever. And more roads are becoming
high traffic routes, affecting wear and tear. Initial
costs of wearing course materials for road surfaces
can be high, yet these reflect mixing, haul,
placement and traffic control, as well as labour,
though not underlying structural or preparatory
work, design, agency fees, and so on. The survey of 12 OECD
countries also found that these initial costs account for about

9-12% of construction costs. The report sees "considerable

Road toll

Initial costs, $/sq m, stone mastic asphalt, unless otherwise indicated

a. Porous asphalt, b. Superpave. c. Type not specified.

Source : OECD (2005) Economic Evaluation of Long-Life Pavements. Phase 1. ISBN 92-64-00856-X

economic benefit" in developing new longer-life surfaces, which
though three times more expensive initially, would lengthen
durability from around 10-15 years today to 30-40 years.
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Indicators

% change from: le vel:

previous

period
previous

year

curreni

period

same period

last year

Australia Gross domestic product

Leading indicator

Ql 05

Jim. 05

0.70

0.30

1.90

2.30

Current balance

Unemployment rate

Q2 05

Aug. 05

-9.71

5.00

-8.40

5.70.

Consumer price index Q2 05 0.60 2.50 Interest rate Aug. 05 5.62 5.44

Austria Gross domestic product Ql 05 0.20 2.10 Current balance Ql 05 -0.90 0.15

^^^^ Leading indicator Jul. 05 0.20 3.30 Unemployment rate Jul. 05 5.10 4.90

Consumer price index Jul. 05 -0.30 2.20 Interest rate * *

Belgium Gross domestic product Q2 05 0.30 1.40 Current balance Ql 05 1.82 3.25

I Leading indicator Jul. 05 0.40 -2.90 Unemployment rate Jul. 05 8.00 7.70

Consumer price index Aug. 05 0.10 3.10 Interest rate * *

Canada Gross domestic product Q2 05 0.80 2.70 Current balance Q2 05 3.75 7.10

1*1 Leading indicator Jul. 05 0.10 -1.80 Unemployment rate Jul. 05 6.80 7.10

|t| Consumer price index Jul. 05 0.20 2.00 Interest rate Aug. 05 2.76 2.14

Czech Republic Gross domestic product Ql 05 1.10 4.40 Current balance Q2 05 -1.73 -1.77

^ Leading indicator Unemployment rate Jul. 05 7.70 8.30

Consumer price index Jul. 05 0.20 1.60 Interest rate Aug. 05 1.79 2.57

Denmark Gross domestic product Ql 05 0.10 1.90 Current balance Ql 05 2.46 1.81

BS Leading indicator Jul. 05 0.60 6.60 Unemployment rate Jim. 05 4.80 5.40

Consumer price index Jul. 05 -0.10 2.00 Interest rate Aug. 05 2.13 2.15

1 "i iland Gross domestic product

Leading indicator

Ql 05

Jul. 05

-0.10

-0.10

2.00

-2.80

Current balance

Unemployment rate

Jun. 05

Jul. 05

0.07

8.30

0.56

9.00

Consumer price index Jul. 05 -0.30 1.00 Interest rate * *

France Gross domestic product Q2 05 0.10 1.30 Current balance Jun. 05 -0.68 -1.10

I Leading indicator Jul. 05 0.60 0.50 Unemployment rate Jul. 05 9.70 9.70

Consumer price index Jul. 05 -0.20 1.70 Interest rate * *

Germany Gross domestic product Q2 05 0.00 0.60 Current balance Q2 05 31.41 32.24

^" Leading indicator Jul. 05 0.70 0.50 Unemployment rate Jul. 05 9.30 9.60

Consumer price index Jul. 05 0.50 2.00 Interest rale * *

Greece Gross domestic product Q2 05 -0.50 3.50 Current balance Jun. 05 -0.91 -1.07

= 5= Leading indicator

Consumer price index

Jul. 05

Aug. 05

-0.80

-0.40

-2.50

3.70

Unemployment rate

Interest rate

Mar. 05 9.90 10.80

Hungary Gross domestic product Ql 05 0.70 3.60 Current balance Ql 05 -2.08 -2.17

Leading indicator Unemployment rate Jul. 05 6.40 5.80

Consumer price index Jul. 05 -0.40 3.40 Interest rate Aug. 05 6.16 11.22

Iceland Gross domestic product Ql 05 -5.30 2.60 Current balance Q2 05 -0.45 -0.22

II Leading indicator

Consumer price index Aug. 05 0.10 3.60

Unemployment rate

Interest rate

Jul. 05

Jul. 05

2.50

9.12

3.50

6.05II

Ir ;land Gross domestic product

Leading indicator

Ql 05

Jul. 05

0.30

0.40

2.40

8.90

Current balance

Unemployment rate

Ql 05

Jul. 05

-1.89

4.30

-0.86

4.50

Consumer price index Jul. 05 0.00 2.40 Interest rate * *

Italy Gross domestic product Q2 05 0.70 0.10 Current balance Mar. 05 -3.18 0.06

Leading indicator Jul. 05 -0.80 -2.60 Unemployment rate Mar. 05 7.80 8.20

Consumer price index Jul. 05 0.40 2.10 Interest rate * *

Ja pan Gross domestic product

Leading indicator

Q2 05

Jul. 05

0.30

0.60

1.50

-0.10

Current balance

Unemployment rate

Jun. 05

Jul. 05

13.83

4.40

12.74

4.90

Consumer price index Jul. 05 -0.10 -0.30 Interest rate Jul. 05 0.03 0.03

K >rea Gross domestic product

Leading indicator

Q2 05 1.20 3.40 Current balance

Unemployment rate

Jul. 05

Aug. 05

0.79

3.70

3.26

3.80

Consumer price index Aug. 05 0.30 2.00 Interest rate Jul. 05 3.50 3.90
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Indicators

previous previous

period year

current

period

same period

last year

Luxembourg

Mexico

Netherlands

New Zealand

Gross domestic product 2003 .. 2.10 Current balance Ql 05 0.83 0.58

Leading indicator Jul. 05 1.10 -2.60 Unemployment rate Jul. 05 5.40 4.80

Consumer price index Aug. 05 1.30 2.70 Interest rale * *

Gross domestic product Ql 05 0.40 3.80 Current balance Q2 05 -0.86 -1.15

Leading indicator Jul. 05 -0.70 2.60 Unemployment rate Jul. 05 3.50 3.80

Consumer price index Jul. 05 0.40	4J>0	Interest rate	Aug. 05 9.69	7.50
Gross domestic product Q2 05 1.20 1.00 Current balance Q2 05 8.66 3.73

Leading indicator Jul. 05 0.00 0.00 Unemployment rate Jul. 05 4.80 4.50

Consumer price index Jul. 05 -0.10 1.60 Interest rate

Gross domestic product Ql 05

Leading indicator

Consumer price index Q3 05

0.40

0.60

1.90

2.80

Current balance

Unemployment rate

Interest rate

Ql 05

Q2 05

Aug. 05

-2.08

3.60

7.03

-1.23

4.00

6.44

Norway

Poland

Gross domestic product Ql 05 0.50 1.90 Current balance Q2 05 11.28 8.24

Leading indicator Jul. 05 1.70 12.30 Unemployment rate Jun. 05 4.60 4.50

Consumer price index Jul. 05 -0.30	L40	Interest rate	Aug. 05 2.25	2.02
Gross domestic product Q2 05

Leading indicator

Consumer price index Jul. 05

2.80

-0.20

1.00

1.20

Current balance

Unemployment rate

Interest rale

Jun. 05

Jul. 05

Jul. 05

0.21

17.60

4.67

-0.46

18.80

6.41

Portugal Gross domestic product Ql 05 0.20 0.10 Current balance Jun. 05 -1.34 -0.73

1 tf3^ Leading indicator Jul. 05 -0.80 -1.60 Unemployment rate Jul. 05 7.20 6.90

Mam Consumer price index Jul. 05 0.40 2.20 Interest rate
* *

Slovak Republic Gross domestic product Q2 05 1.30

Leading indicator

Consumer price index Jul. 05 -0.20

5.20

2.00

Current balance

Unemployment rate

Interest rate

Ql 05

Jul. 05

Jul. 05

-0.68

15.20

6.79

-0.14

18.10

8.26

-4.71

10.90

Spain

§8?

Sweden

Switzerland

Turkey

United Kingdom

United Stated-

Gross domestic product

Leading indicator

Consumer price index

Q2 05 0.90

Jul. 05 0.00

Jul. 05 -0.60

3.40

3.70

3.30

Current balance

Unemployment rate

Interest rate

May 05

Jul. 05

-7.47

9.40

Gross domestic product

Leading indicator

Consumer price index

Q2 05 0.60

Jun. 05 1.20

Jul. 05 -0.40

2.00

5.90

0.30

Current balance

Unemployment rate

Interest rate

Q2 05

Mar. 05

Aug. 05

6.78

6.30

1.48

Gross domestic product

Leading indicator

Consumer price index

Ql 05 0.20

Jul. 05 0.60

Aug. 05 0.10

1.30

3.70

1.00

Current balance

Unemployment rate

Interest rate

Ql 05

Ql 05

Jul. 05

9.99

4.30

0.76

Gross domestic product Ql 05 -11.80 4.80 Current balance Q2 05 47.41

Leading indicator Jul. 05 0.20 1.90 Unemployment rate Ql 05 11.40

Consumer price index Aug. 05 1.00 10.70	Interest rate	Jun. 05 14.30
Gross domestic product Q2 05 0.50 1.80 Current balance Ql 05 -11.01

Leading indicator Jul. 05 0.20 -0.30 Unemployment rate May 05 4.70

Consumer price index Jul. 05 0.00 2.90	Interest rate	Jul. 05	4.59

Definitions and notes

Gross Domestic Product: Volume series; seasonally adjusted except for Iceland, Poland 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 frxed basket of goods and services;

7.27

6.30

1.99

14.38

4.40

0.53

-4.18

12.40

22.90

-9.03

4.80

4.79

Gross domestic product Q2 05 0.80 3.60 Current balance Ql 05 -195.05 -146.10

Leading indicator Jul. 05 0.40 0.60 Unemployment rale Aug. 05 4.90 5.40

Consumer price index Jul. 05 0.50 3.20 Interest rate	Jul. 05	3J37	1.57
Euro area Gross domestic product Ql 05 0.30 1.30 Current balance Jun. 05 -3.07 4.64

Leading indicator Jul. 05 0.20 0.30 Unemployment rate Jul. 05 8.60 8.90

Consumer price index Jul. 05 -0.20	2.10	Interest rate	Aug. 05	2J3	2.11

Current Balance: US$ billion; seasonally adjusted except for Greece, Ireland and the Netherlands;

Unemployment Rate: % of civilian labour force - standardised unemployment rate; national definitions
for Iceland, Korea, Mexico and Turkey; seasonally adjusted, except for Turkey; Interest Rate: Three
months. * refer to Euro zone. ..=not available.

Source: Main Economic Indicators , September 2005
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OECD in graphs

Development aid record

The 2005 UN World Summit achieved some

notable breakthroughs for development.
All countries committed themselves to the

Millennium Development Goals (MDGs), and
Australia announced new aid targets to add to those
of the EU and the G8 in the run up to the summit.
Though Ireland revised its target for reaching the
UN recommendation for aid of 0.7% of gross
national income from 2007 to 2012, total new

commitments will help to bring the MDGs within
reach of more countries, provided the commitments
are kept. On the assumption that OECD donors
deliver on their various public statements since
Monterrey in 2002, the latest simulation by OECD

experts completed just before the September
summit indicates that their Official Development
Assistance (ODA) will increase by about $50 billion.
This would take ODA from a little under

$80 billion in 2004 to approaching $130 billion in
2010, with a doubling of aid for Africa. All of this
amounts to the largest expansion in ODA as measured by the
OECD since the Development Assistance Committee (DAC) was
formed in 1960, even if at 0.36% of OECD DAC gross national

Rising trend
DAC members' net ODA 1990-2004

and OECD secretarial simulations of ODA to 2010

n tn
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Source: OECD

income by 2010, it remains below the 0.50% achieved in the
early years of the Committee's existence.
See also September DACNews at www.oecd.org/dac/newsletter.

Life values

Is there a connection between health

spending and life expectancy? Not
necessarily. As the latest edition of the

OECD in Figures 2005 points out, the
Japanese have the highest life expectancy
in the OECD area, but their health

spending, at nearly 8% of GDP, is far
from being the highest. The US on the
other hand has the highest health
spending at some 15%, yet it clocks
in at just 22nd when it comes to life

expectancy-Americans can nevertheless
expect to live past 77. The lowest spender
is Korea (5.6% of GDP), with a life

expectancy also of 77 years. Six countries
now have a tile expectancy over 80,
including Spain, whose health spending is
just 7.7% of GDE Turkey is the only
OECD country where life expectancy is
below 70, and its health spending, at
6.6% of GDP, is sixth lowest. Meanwhile,

life expectancy is rising in all OECD countries. Another report,
Long-term Care for Older People, says that the share of very old
people (over 80) in the OECD population nearly trebled since

Health expenditure
as % of GDP and life expectancy, 2003

Health expenditure

Lite expenctancy

* 2002 "2000

'

&^sf » J>

cf J

IT*

Source : OECD in Figures 2005. or see StatLink: http://dx.doi.org/10.1787/132836124886

1960 to over 3% today, and is expected to more than double by
2040. This will put pressure on care services and costs unless

informal care expands, the report says.
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United Arab Emirates

special focus

Introduction by:

Dr. Mohamed Khalfan bin Khirbash

UAE Minister of State for Finance and Industry

The Dubai International Financial Centre (DIFC)

was recently established as part of the UAE's

strategy to position itself as a globally recognised hub

for institutional finance and as the regional gateway

for capital and investment to and from the Middle

East. As an offshore capital market and designated

financial free zone complying with the most rigorous

of international supervisory and regulatory standards,

DIFC is designed to create a unique, integrated financial

services cluster economy for wealth creation initiatives.

Earlier this year, the International Finance

Corporation (IFC), the private sector arm of the World

Bank Group, opened an office in the UAE to serve the

whole region.

In August 2005, Abu Dhabi government passed a

new law allowing foreign ownership of land in special

zones, triggering the launch of multibillion-dollar

investment projects.

On September 26, 2005, The Dubai International

Financial Exchange was launched as the first truly

international stock exchange located between Western

Europe and East Asia with the aim to be the leading

exchange in its region for equities, bonds, Islamic

products and other securities.

A few days later, the World Economic Forum ranked

the UAE as the most competitive economy of the MENA

region, a position UAE has maintained for two years in

a row.

On October 7, high level delegations from UAE and

US met in London to prepare for the third round of talks

on a Free Trade Agreement, creating a partnership

between the UAE and US to promote trade, investment

and the transfer of knowledge and technology.

These are only few of the recent milestones of

progress and prosperity the UAE has been witnessing.
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focus on UAE

What is the story Behind the
success of the UftT,?

The immediate answer to this question is that the

country has strong leadership with a clear vision and

a strategy, and is steadily implementing it. The vision

is that of breaking down barriers to the operation of

markets, openness and competition and the strategy

is that of economic diversification, and regional and

international economic and financial integration.

The strategy of diversification and integration has

been the guiding key to all major national economic

initiatives. An outward-oriented development strategy,

good macroeconomic management, liberal labour-

entry policies and access to a talented pool of human

capital, and a business-friendly environment have all

contributed to high and sustained growth rates.

The UAE has achieved average annual growth of

5.8 per cent over the past decade, while the economy

grew at an impressive 7.8 percent in 2004. We have

booming exports of goods and services, a strong net

foreign asset position, high liquidity and rising per

capita income.

The market-oriented economic policies that we

have implemented for three decades have promoted

a liberal business and economic environment and

encouraged the role of the private sector. It has also

helped diversify the range of economic activities,

reducing vulnerability to energy price shocks and

volatility, and strengthen our role as a regional trade

and financial hub. We have built world-class

infrastructure with a focus on improving logistics.

The result of our policies has been favourable

investment climate and a low cost of doing business,

making the UAE a very attractive place to invest. In

2004, the IMF and UNCTAD estimate that FDI exceeded

US$11 billion.

The push to diversify economic activity and

broaden the sources of income has paid off. We have

also achieved non-oil GDP growth of 10 per cent in

2004, one of the highest rates in the region. The non-

oil economy has expanded due to fundamental

structural reforms in recent years combined with liberal

and market-oriented policies. This has fostered the

rapid expansion of the non-oil sector mainly in the

service industries such as tourism, finance, transport,

re-exports, and communication.

The introduction of mega projects such as the

Health Care City is attracting huge inflows of foreign

investment, technology, talent and know-how and is

creating synergies, supporting our diversification drive.

Increased tourism and linkages to related businesses

will also underpin future growth. More than 16 million

travellers come through the Dubai International Airport

every year. This figure is expected to reach 20 million

by end of this year and 30 million by 2010.

Industrial developments throughout the UAE,

including BOT agreements in large-scale power and

water projects, actively involve the private sector. In

Abu Dhabi, for example, the electricity and water

generation sector will be fully under private

management by 2006. We have also set-up 12 free

zones across the UAE which continue to attract

significant flows of foreign investment, giving further

impetus to the role and importance of the private

sector in the UAE economy.

Over the past decade, UAE, has emerged as a

leading services centre, winning recognition as a global

centre of excellence for conferences, exhibitions,

hotels and special industry and government events.

I would like to stress the importance of

infrastructure investments and logistics in facilitating

trade, services and business. The world-class

infrastructure facilities supporting UAE's economic

dynamism today include 16 commercial ports with a

capacity of 70 million tons, 6 international airports, an

integrated, high speed high way network and one of

the world's most successful airlines.

We are also ranked among the top five

locations in the world for shipping supplies and

bunkering. Good transport and communication

networks facilitate trade and underpin domestic

and external competitiveness.

The competitiveness of our economy continues

to be an important factor in attracting external

investment. In its 2005 report, the World Economic

Forum gave the UAE an excellent regional rating on

the Global Competitiveness Index. The Index is based

on three pillars macroeconomic environment, the

state of the country's public institutions, and the

country's technological readiness. We ranked at the

top of the Arab world and 18 globally with a high

score of 4,99. Moreover, technologically the UAE today
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is the most 'wired' country in the region, serving

as the regional hub for telecommunications and

Internet connections.

However, the fundamental factor underlying our

continuing success and development has been our

focus on improving governance. UAE is the best

ranked country in the region for the indicators of good

governance developed by the World Bank to

summarise country performance, including political

stability and the absence of conflict, government

effectiveness, rule of law, regulatory quality and the

control of corruption. Our strategy of openness

includes conforming to international codes and

standards that strengthen our framework to achieve

good governance.

We are keenly aware that we compete in an

integrated, globalised world: we are proactive in

implementing policies and establishing institutions

that will keep us at the forefront. Macroeconomic

stability has been maintained over the past few decades

with prudent macroeconomic management

enabling a significant accumulation of assets. The

Macroeconomic Environment Index (developed by

the World Bank) ranks the U.A.E. among the top

fifteen in the world along with Singapore, the U.K.,

and Switzerland.

international financial standards, and all our banks,

conventional or Islamic comply with the Basel banking

and supervisory principles, and the transparency and

disclosure that results from the application of

International Accounting Standards (IFRS).

Effective supervision has been bolstered by the

implementation of modern Anti-Money laundering

and Anti-Terrorist Financing legislation (incorporating

all recommendations of the OECD's FATF), which has

been promoted as an example and standard for other

countries in the region. Strong economic growth with

good governance of the sector has resulted in solid

growth in the size and services offered by our banking

and financial sector, which now has the second largest

capitalization in the region. The UAE's banking sector

continued its robust performance in 2004, with total

assets of local and foreign banks growing by a record

22 per cent to reach Dh450 billion (US$123 billion),

with similar growth expected for 2005.

However, sound economic performance is not

created in a vacuum. Political stability and investment

in security are directly related to our economic

performance. I have no doubt that our visionary

leadership's commitment to public welfare for current

and future generations and good governance is at the

heart of the country's political stability and security.

Our very favorable tax environment draws

businesses to operate in the country, benefiting from

the absence of corporate and income taxes. Similarly

our open-door policy on foreign labour gives investors

access to an international resource pool of skills and

knowledge at competitive wages, and encourages

people to "move and vote with their feet" by coming
to the UAE.

All this results in a low cost of doing business

environment with the latest IMF Article IV report,

ranking the UAE first in the Arab world in having the

least burdensome administrative regulations and the

lowest level of hidden import barriers and the highest

intensity of local competition.

Modern economies with a regional vocation need

sound, efficient and performing banking and financial

systems. The banking sector in the U.A.E has sound

footings, strong financial and regulatory ratios,

bolstered by effective supervision, sound lending

practices, and a booming, diversified economy. We

are strongly committed to conforming with

Accountability and transparency at the government

level have been enhanced through several initiatives,

with the most prominent being the implementation

of our E-Government startegy. E-Government has

resulted in more effective delivery of government

services, reduced cost of procurement, and greater

transparency through real-time information access

and accurate reporting. It has automated the financial

transactions of the government and is now being

introduced across all federal government entities.

Improved transparency and disclosure is resulting

from government performance-based budgeting

systems, linking spending with measured results and

outcomes. This year we produced the UAE National

Budget using performance-based budgeting standards:

conservative fiscal policies are being supported by

the modern tools of financial management.

We are ambitious to achieve much more in the

UAE and in the region. We will build on our position

as a regional financial, business and trade hub to

become effective partners on a global basis for the

countries of the region and the OECD.
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rï\L/rtïAl I LJ , a Dubai-based Public Joint Stock Company,
listed on the Dubai Financial Market and part of the Dow Jones Arab
Titans Index has played a strategically vital role in Dubai's growing
economy. As the No. 1 real estate company in the world in terms of

-^market capitalization and the largest listed real estate developer in
-	__Jhe7ïu1fregion,JEmaar has helped to redefine urban developments

irTtJTFMiddVIastfti^--~_^

Since its inception in 1997, Emaar has experienced tremendous
growth and boasts a rapidly growing tenant base. In June 2005
Emaar crossed the historic 10,000 mark for the number of homes

handed over to customers and recently announced its six-month
results showing a 384 per cent climb to a record net profit of AED
2.533 billion, as against the AED 523 million for last year's first half.
Revenues for the half year showed similar growth moving up 94 per
cent to AED 4.71 7 billion, from AED 2.433 billion for the same period
for 2004.

The desire to create livable communities and shape the future of
Dubai through innovative real estate and quality homes has been
at the driving force of Emaar's expansion. With developments
stretching from sea to desert, from luxury penthouses to high quality
family villas, Emaar has thrived on Dubai's diverse community, and
by responding to the challenges of a rapidly growing city Emaar has
helped make Dubai an international capital.

With a number of projects currently in progress, Emaar continues to
play a substantial role in reshaping Dubai's skyline and helping to
transform the city into the commercial, retail and financial centre
of the Arab world.

The most ambitious project to date is the phenomenon that is the
Burj Dubai Development - a vast, new urban development in the
heart of Dubai. Centred around the world's tallest tower, the Burj
Dubai, will become a global tourist magnet that will catapult Dubai
into the world's limelight. Also featuring The Dubai Mall, the largest
shopping and entertainment mall in the world and the six-building
Business Hub designed to foster enterprise and commerce, the Burj
Dubai Development offers unprecedented choice and flexibility,

, making it Dubai's most sought after address.
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In its relatively short history, Emaar has consistently introduced new
lifestyle models to the region, none more unique than the Dubai
Marina. Offering residents luxury waterfront living set in stunning
surroundings, the 50 million sq ft development comprises luxurious
residential apartment towers, villas and retail outlets, reminiscent
of the French Riviera.

Away from the waterfront of Dubai Marina is Emaar's desert paradise
-Arabian Ranches. This premium multi-billion dirham community is
spread over thousands of breathtaking acres and offers luxurious
homes created in harmony with the natural surroundings, yet featuring
modern amenities. The community is complemented by an 1 8-hole *
championship standard course designed by Ian Baker-Finch and
Nicklaus Design, a polo ground and equestrian centre.

Unlike other real estate developers Emaar has been quick to realize
the growing need to provide quality housing choices for all. By
continuing to respond to the demands of Dubai's growing real estate
market Emaar has delivered lifestyle communities with a variety of
housing choices in developments including Emirates Hills whicn^or
the first time offered a chance to nationals and expatriates ta\
purchase land and build their dream home; The Springs - villas builtVX
around scenic lakes; The Meadows - premium double storey villa \\.
project; and The Lakes, a residential suburb combining the possibility \ \.
of renting property with purchase. \ \.

Emaar continues to grow at a rapid pace and is making inroads into
new markets with joimftyentures and projects across the region
covering Saudi Arabia, SyrTâTîgy^-Jrjrdan, Morocco, India and
Pakistan. ^

In just eight years, Emaar has dominated the property development^^
market in Dubai and the UAE as a whole. It has succeeded in creatingT^^--^^^
new architectural benchmarks for global property developers as well
as shaping Dubai into the modern international capital it is today,
while delivering high quality homes for thousands. With its reputation
for experience and commitment, and a passion for improving people's

lives, Emaar sees a vision of the future, with an investment in -p ^-n r> a \/
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In Dubai, the only thing that is forbidden is the word
'impossible'. Dubai's flexibility, innovation, and
freedom of expression are keeping us at the top.

Jean-Marc Paufique, Managing Director
Reuters, MENA

Government of Dubai _jj< »j_

INVEST IN DUBAI

www.ddia.ae

Tel: +9714 3302222 Fax: +9714 3302233

P.O.Box 500005 Dubai - United Arab Emirates



For decades,

many came here to make their fortunes,

Nothing has changed.



It's human nature after all: that need to independent world-class regulator as well

search for new frontiers and untapped as the DIFX, which is set to become the

wealth. The Arabian Peninsula has always first truly international stock exchange in

been known for its oil wealth. Today, it the region. Global financial players will

has the potential to be the fountainhead also benefit from 100 percent foreign

for global investment. The Dubai ownership, zero tax rate and the freedom

International Financial Centre (DIFC) is an to repatriate capital and profits. But more

onshore capital market designated as a importantly they will have the opportunity

financial free zone, designed to create a to work in a top of the range, high-tech

unique financial services cluster economy environment, where business is governed

for wealth creation initiatives. It is fast by three guiding principles: integrity,

becoming the hub for a region with a 2.1 transparency and efficiency. Come to the

billion population and a $1.8 trillion DIFC, the gateway to unlimited

economy! At the heart of the DIFC is an opportunities. Visit us at www.difc.ae

4V

DIFC Dubai International Financial Centre

THE GATEWAY TO UNLIMITED OPPORTUNITIES



African Pathfinder Blueprint for Schools, Namibia Digital Vil South Africa

Harnessing Information Technology
for Global Development

-y

Microsoft shares the belief that accessible and affordable

technology can break down barriers and empower people
around the world. We support the goal of working together

to build a truly global, inclusive and sustainable information
society for all. We take this shared responsibility seriously

and are playing our part in achieving these goals.

'We are committed to the use of IT

tools and skills to enable and enhance

education and life-long learning'

At Microsoft, we are committed to working in partnership

with governments, local businesses and civil society
organisations to develop solutions to their challenges and

to provide the training and tools to use technology and
information to shape their own futures. We believe the

private sector has an important role to play with regard
to investment and leadership in building an information

society infrastructure. We also recognise the importance

of international and regional co-operation to provide

dynamic policy frameworks, and the value of public-
private partnerships in working for digital inclusion.

Fostering education and employability through increased

IT access and skills training
We are committed to the use of IT tools and skills to enable

and enhance education and life-long learning, through

our Partners In Learning initiative for schools and teachers,

and our Unlimited Potential initiative to support community-

based IT skills training for the unemployed, elderly, people

with disabilities and refugees. To date our Partners in

Learning programmes have helped provide IT tools and
training to more than 6 million educators and students in

99 countries. Unlimited Potential has so far supported

nearly 500 IT learning programmes in almost 19,000 local
community training centres such as libraries and telecentres,

reaching an estimated 6 million people worldwide. Our goal
is to help reach 250 million people worldwide through

such partnership programmes by 2010.

Supporting innovation for societal benefit

We are committed to innovation for societal benefit through

partnerships in R&D and product development. For example,

Microsoft works with local academic and computer

linguistics experts to create Local Language versions of
our products - from Albanian to Nepali to isiZulu. And we

are supporting local NGOs and IT experts to support

development and availability of high-quality text-to-speech

recognition tools to enable the visually impaired to use IT

to gain access to education and employment.

Helping our public-sector partners to modernise their services

When automated and provided electronically, public
services and official information can be made much more

accessible to the public. This can also serve as a positive

force for good governance and transparency. Working with

government partners around the world, we are supporting

implementation of portals and gateways to enable citizen

access to government forms, faster clearance of cargo and

customs procedures, and streamlined administrative systems

for taxation, healthcare and land titles.

Fostering local IT industries

Our business partners, a family of 750,000 independent

companies and individuals throughout the world, are our

biggest contribution to local economic development.

They earn their livelihoods, provide thousands of jobs and

contribute to the development of the local IT industry by

building applications and providing services on the

Microsoft platform, earning $7 or $8 of revenue for every
$1 Microsoft earns. Our recently launched Government

Partner Solution Marketplace enables local independent

software vendors to promote their turn-key solutions

across a range of disciplines - from e-Portal services to

healthcare offerings. To date, more than 500 solutions

have been posted by 300 partners.

Supporting humanitarian relief and development agencies

Microsoft recognises the increasing importance of technology

in a broad array of relief and development efforts. Through

partnership on innovative solutions and employee

volunteering, we are supporting the vital work of agencies
such as the UNHCR, UNDP, UNESCO and the International

Federation of Red Cross and Red Crescent Societies.

By working together with government and local industry

partners, we believe it is possible to harness the potential

of information technology to promote the development

goals of the Millennium Declaration. At Microsoft, we place

the highest value on partnership in the pursuit of the tasks
ahead, in building an information society for all the world's

citizens so they may have the opportunity to realise their

full potential.
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www.microsoft.com
Microsoft

Your potential. Our passion:


