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FOREWORD

This edition of the OECD Economic Outlook analyses prospective global and country-specific economic develop-
ments over the period 2002 to 2003 and discusses the economic policies required to return to sustained economic growth.
The projections on which the policy assessments presented in this edition are based were finalised on 8 November 2001 and
include afirst evaluation of how the terrorist attacks in the United States may affect the world economy. A preliminary ver-
sion of this edition was published on 20 November.

In addition, four special chapters provide in-depth analysis of important challenges:

— Saving and investment: determinants and policy implications. This chapter discusses whether recent saving and
investment rates have diverged from levels consistent with long-term determinants. It also explores whether the
imbalance between saving and investment, which has contributed to the large current account deficit in the
United States, could lead to potentially disruptive adjustments. It concludes that a future narrowing of the gap
between saving and investment is unlikely to come about without relative price changes, including nominal
exchange rate adjustments.

— Investment in human capital through post-compulsory education and training. This chapter examines the benefits
that arise from further education and training after the period of compulsory schooling. Such additional investment
in human capital appears to yield better employment prospects and higher earnings capacity for individuas. The
socia benefits are aso substantial, justifying the financial involvement of the government. However, students who
benefit from publicly funded higher education tend to come from more affluent and educated backgrounds.

— Cross-market effects of product and labour market policies. This chapter explores how product market reforms
affect labour markets, and how labour market policies affect product markets. Regulatory reformsin the product
markets appear to have played a significant role in increasing total employment in some OECD countries. In
contrast, strict labour-market regulations seem to influence innovations and R& D spending negatively and thus
have a depressing impact on long-run economic growth.

— Agricultural policy reform: the need for further progress. This chapter assesses the costs and effectiveness of
agricultural policies and reviews progress in policy reform. While a number of other policy objectives are not
directly addressed, the cost of agricultural support policies to consumers and public budgets and the effects on
international trade, developing countries and the environment are considered. The chapter concludes that continuing
to reform agricultural support palicies, asis being discussed within the WTO, should remain a priority.

/l&wr. Weer

Ignazio Visco
Head of the Economics Department
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a) Assumptions underlying the projections include:
- no change in actual and announced fiscal policies;

- unchanged exchange rates 2 November 2001; in particular 1$ = 121.90 yen and 1.107 euros
- the cut-off date for other information used in the compilation of the projections was 8 November 2001
b) Greece entered the euro area on the 1 January 2001. In order to present consistent projections for the euro areaand to ensure comparability of the euro area data over
time, Greece has been included in the calculation of the euro area throughout.
c) GDP deflator, percentage changes from previous period.
d) United States: 3-month eurodollars; Japan: 3 month CDs; euro area: 3-month interbank rates. See box on Policy and other assumptions underlying the projections.
e) Growth rate of the arithmetic average of world merchandise import and export volumes

Source: OECD.




EDITORIAL

The economic slowdown that started in the United States last year, and spilled
over to other countries, hasturned into aglobal economic downturn, which has left few
countries or regions unscathed. Several factors brought growth in the OECD areato a
virtual standstill by the middie of 2001, in particular the severe correction in the high-
technology sector and the lagged impact of therise in oil prices. At the end of the sum-
mer, some signs were beginning to emerge that the slump in the United States might be
easing and that areturn to moderate growth might be expected in early 2002, thanks in
part to the resilience of household spending. The terrorist attacks of 11 September and
the associated disturbances have, however, inflicted a severe shock to the world econ-
omy. OECD-wide output is how estimated to be contracting slightly in the second half
of thisyear —for thefirst timein 20 years— and is projected to remain very weak in the
first half of next year. Assuming that household and business confidence turn up from
current low levels, asignificant rebound in activity should take place in the second half
of next year. On average, real GDP in the OECD area could grow by about 1 per cent
in 2002 and 3 per cent in 2003. Area-wide unemployment is expected to continue to
increase well into 2002, before retreating slightly. Inflation is projected to remain low,
thanksin part to moderate oil prices.

For the recovery to occur, it is crucial that the sentiment of insecurity prevailing
since September dissipates. Increased risk aversion is encouraging households and
firms to become more cautious and postpone spending decisions. Assuming that
there are no adverse economic effects from future political and military develop-
ments, uncertainty could fade during the first half of 2002. This gradual improve-
ment in private-sector sentiment, in helping to restore an environment of “business-
as-usual”, should provide an important incentive to reverse the present contraction in
production capacity and encourage firms to launch new fixed investment plans. By
mid 2002, the effects of the large impulse already provided by monetary policy in
many countries, and by fiscal policy in some, should also be felt. Furthermore, the
recovery would be helped by the fall in oil prices.

In the current situation, projections of future economic developments are condi-
tional on acrucial set of assumptions. A variety of adverse events could occur,
including a further sharp fall in consumer and business confidence in OECD coun-
tries, lower imports from non-OECD economies, higher oil prices than their cur-
rently favourable level and unpredictable exchange-rate fluctuations. Overall, such
events would tend to aggravate the present weakness and cast doubt on a speedy and
robust rebound. Even though the current projections are subject to a high degree of
risk, they nonetheless provide a useful discipline in identifying the crucial conditions
required for the recovery. In that respect, they shed light on some possible alternative
outcomes, and provide aframework to examine appropriate policy responses.

The United States economy has led the global weakening. In the second quarter
of 2000, output was still growing at above 5 per cent, but growth then decelerated
sharply, and it is estimated that the economy has now fallen into recession. Several
forces have been at work, including the contractionary impact of the high-tech correc-
tion, the associated collapse in equity values, the adjustment of an inventory overhang

Growth in the OECD area has
cometo avirtual standstill but
arebound is projected

from mid 2002...

... following a dissipation
of uncertainty and supportive
economic policies

The downward risks

are substantial

The US slowdown has been
severe, but the rebound could

be strong...
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... with the support of monetary
policy easing and a generous
budgetary stimulus

In Europe, growth has slowed
sharply, and this has been
followed by lower short-term
interest rates and weaker
budget balances

Reformsin labour and product
mar kets would contribute to
stronger potential growth

and the lagged effects of earlier monetary policy tightening. The slowdown was antici-
pated, but its depth exceeded expectations, while the September terrorist attacks cre-
ated a heightened state of uncertainty and risk aversion, which has led to further
lowering of business investment, consumer demand and economic activity. With the
fading of the main contractionary forces, demand and activity would rebound and the
recovery could be strong and fully visible by the second half of 2002.

The aggressive easing of monetary policy was rapid and timely, both before and
after 11 September, and should contribute importantly to this revival. The Federal
Reserve has cut its key policy rate by 450 basis points so far this year, bringing nom-
inal (but not real) short-term rates to their lowest level since the early 1960s. Barring
unplanned contingencies, the time may have come to observe whether signs will
emerge that previous easing is having its expected effects. On the fiscal side, large-
scal e decisions have been made to cut taxes and to appropriate new spending. Besides
the tax cuts legislated in the spring, the federal government implemented a package
of $40 billion immediately following the terrorist attacks to provide emergency and
military financing, and an additional $15 billion package was made available to sup-
port the airlines. In addition, the Administration and Congress are negotiating a new
fiscal plan, and the projection assumes that measures amounting to $90 billion will
be enacted, with disbursement in 2002 and 2003. If the objective of this new pro-
gramme is to provide a short-term support to the recovery, the choice between the
various tax cuts and extra spending options should be guided by the probability that
they would indeed promptly add to domestic demand. This new initiative should be
designed so as to avoid longer-term deleterious effects on the public finances. It
should also, where feasible, contribute to bol stering the economy’s supply potential.

Degspite earlier expectations that the global downturn would affect Europe only
marginally, GDP growth in the European Union has weakened considerably
during 2001. Reflecting the sluggishness of trade, led by reduced demand of capital
goods, export growth has contracted markedly and business investment has stopped
increasing. The 11 September attacks aggravated this deterioration by eroding confi-
dence. Against this background, the main policy interest rate of the European Central
Bank has been lowered by 150 points and that of the Bank of England by 200 points
since the start of the year. The balance of risks remains skewed to the downside,
however, especially in the euro area. Should signs of additional slack appear in
labour and product markets, as implied by the projections, a further easing in policy
stance may become warranted. On the budgetary side, many governments face wid-
ening deficits in 2001 and 2002. This largely reflects the cyclical weakening of reve-
nue and provides some conjunctural cushion. The scope for active fiscal policy
support is limited, however, by the need to ensure fiscal sustainability in the medium
term. The current episode illustrates the importance of generating fiscal surpluses
during fast-growth periods, so that the resulting room for manoeuvre can be used
following adverse shocks.

The return to sustainable growth in Europe would be facilitated by efforts to
reform labour and product markets. More needs to be done, particularly in high
unemployment countries, to reduce rigidities, encourage labour supply, lower struc-
tural unemployment and improve the entrepreneurial climate. Product markets are
also still too segmented and financial markets not well integrated, including for
banking services and insurance. The present economic sluggishness and the deterio-
ration in the job market are likely to bring some pressure to reverse a number of
achievements, however, in particular regarding the implementation of a more force-
ful competition policy. It would be important to resist such pressure, as increased



state subsidies would be difficult to phase out, advantages created for incumbents
would be wasteful, and renewed rigidities would add to the risks to long-term
growth.

The Japanese economy had entered a new period of weakness before the events of
September, and the short-term outlook is one of further sluggishness. The economy has
been affected by the reversals in the high-tech sector, which have spread to other parts
of the economy. Deflation persists in the prices of goods and services, financial assets
and land. In this context, traditional monetary policy has limited room for manoeuvre
to provide support, as short-term rates are close to zero. The authorities have recently
sought to add extra liquidity to the banking system, but nevertheless bank credit has
continued to contract. Further action by the Bank of Japan could include a broadening
of the range of assets it purchases, not excluding foreign assets. The scope for fisca
policy to support aggregate demand directly is also very limited. The government
already has the highest gross public debt to GDP ratio among OECD countries, and
discretionary fiscal actions are likely to be offset by higher household saving, due to
increased concerns about long-term fiscal sustainability. In thisregard, articulation of a
clear strategy to strengthen the effectiveness of government spending and eventually
restore sound public finances could underpin confidence and thus support demand.

The limited scope for traditional macroeconomic instruments is not a basis for
inaction. On the contrary, a vigorous and comprehensive structural reform strategy is
urgently needed to establish conditions for renewed growth. Priority should be given
to the problem of non-performing bank loans, which may imply some macroeco-
nomic costs in the short run, but is necessary to restore a healthy banking system and
encourage corporate restructuring. Lack of action in this area would lead to further
financid fragility and loss of credibility. Structural reforms outside the financial sec-
tor could aso provide atemporary boost to demand by opening new market opportu-
nities. In this respect, abolishing redundant urban planning regulations, as well as
taxes that restrict real estate developments, should be seen as priorities. It is aso
important to reinforce competition policy, including that applying to utilities, where
incumbent firms are inhibiting entry.

Beyond the short-term outlook, the challenge is to address the long-term eco-
nomic repercussions of the 11 September attacks. The terrorist actions have led to a
sentiment of insecurity, a tightening of border controls and higher transaction costs
for international trade. Insurance companies have raised their premiums, and in some
cases cancelled policies deemed too risky. Firms may also have to incur additional
costs to protect their premises, duplicate critical computer systems and increase
inventory levels, which may adversely affect productivity and growth. In this envi-
ronment, the increases in costs and the risks to trade openness will have to be
assessed and monitored. It will also be important that governments sustain their com-
mitment to an open global trading system, to free competition among industries and
to strict limits on state interventions in cases of market failure. The recent agreement
to maintain the process of reform and liberalisation of trade policies and to launch an
expanded negotiating agenda is a timely expression of this commitment. All coun-
tries can gain from this, including developing countries who stand to benefit from a
greater openness in agricultura and textile trade. Finally, it would be crucial to pursue
the efforts made to increase the effectiveness of other anti-poverty policies.

November 15, 2001.
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Recovery in Japan ismore
distant, and macroeconomic
policies have limited room
for manoeuvre

Decisive structural reform
would help restore sustainable
growth, albeit with some
short-term costs

Keeping open and competitive
marketswill help limit the
long-term negative
repercussions from the

11 September terrorist attacks
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|. GENERAL ASSESSMENT
OF THE MACROECONOMIC SITUATION

A more uncertain and sombre global outlook

The 11 September terrorist attacks in the United States have inflicted a severe
shock to the global economy, sharply reducing confidence of economic agents and
creating considerable uncertainty about the outlook for global economic activity. The
United States, the epicentre of the shock, stands to suffer most directly and immedi-
ately and is gauged to be aready in recession. However, the other regions will aso
be affected and, in the immediate future, world economic growth will be reduced to
levels not seen since the early 1980s.

The attacks came at a time when the world economy was already weak and
slowing further in several regions, although there were a so signs that the slowdown
was bottoming out. Led by a downturn in the high-tech sector, output growth in the
OECD area stagnated in the second quarter, and many emerging market economies,
both in Asia and South America, experienced steep declines in output, Chinabeing a
major exception. Overall, OECD-wide growth is now estimated in the last two quar-
ters of 2001 to have been pushed into negative territory for the first time since 1982.

In these circumstances, the OECD growth outlook presented here depends on
specific assumptions about the way economic aftershocks will play themselves out
over the next two years. First, economic activity over the projection period is
assumed to evolve in a politically benign environment, i.e. in which future political
or military actions do not have significant negative effects on the overall economic
climate. Second, lower confidence and heightened uncertainty are assumed to result
in temporary “wait and see” attitudes among both consumers and businesses world-
wide, delaying the expected economic recovery.

Against this background the macroeconomic policy response has been rapid and
substantial, particularly in the United States. Assuming that the September attacks
will remain a one-off event, and confidence rebuilds as uncertainty and insecurity
wane, then expansionary monetary and fiscal policies, together with the impact of
lower oil prices on rea disposable incomes, should provide sufficient stimuli to fos-
ter arelatively strong recovery through the second half of 2002 and 2003, both in the
United States and, to a lesser extent, in Europe. In contrast, the Japanese economy
appears set to remain in recession through 2002, at least. Thus, OECD output growth
may pick up in the course of 2002 and exceed 3 per cent in 2003 (Figure 1.1). Rising
overall unemployment during 2001-02 and widening output gaps will keep inflation
low over the projection period.

The risks and uncertainties are exceptional, as an important negative shock has
been imposed upon a global economy already in a cyclical downturn. There are

Overview of the current situation and prospects

The economic after shocks of
the 11 September attacks...

... have accentuated the global
downturn

Even in benign political
circumstances, global
economic recovery may be
delayed...

... but OECD growth could be
fairly rapid by 2003

There are exceptional risks
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Figurel.1. Theoutlook for the OECD area
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The main forces at work are
global

downside risks of a long drawn-out process, punctuated by setbacks, which could
result in slow and uncertain growth patterns. But given that policies have eased so
emphatically, there is also the possibility of a more rapid recovery. The dilemmas
facing policy makers, of whether to increase the stimulus and when to withdraw it,
are challenging. Moreover, the emphasis on stabilisation should not distract attention
from the need to pursue structural reforms, and to address the consequences of the
over-investment and over-indebtedness in some sectors.

Theglobal setting and forces at work before the September
attacksin the United States

The economic downturn has been remarkably widespread across OECD and
non-OECD economies, resulting from the global nature and scope of the underlying
forces at work (see Box 1.1).

— Oil prices soared during 1999 and 2000, reducing households' real income
and spending, while increasing inflationary concerns in some countries.

— Monetary policies were tightened during late 1999 and in 2000 (in part in
response to the oil price spike), most notably in the United States, but to some
extent in Europe as well. The associated increases in the cost of borrowing
acted to restrain business capital formation in particular.

— The high-tech bubble burst during 2000, with a steep decline in global infor-
mation and communications technology (ICT) investments, and in worldwide
exports and imports of these products, making for the sharpest decel eration of
world trade since the first oil shock.

— Despite some rebound in the last couple of months, equity prices have fallen
markedly since early 2000 as investors came to more sober assessments of
high-tech firms' earnings potential and, more recently, in response to evi-
dence of declinesin corporate profit margins more generaly.
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— Steep declinesin corporate profits and reduced profit expectations have deep-
ened cutsin capital spending, notably in the United States but also elsewhere.

— Weakening final demand growth has also in many countries fuelled stock-
building adjustments and cutbacks in new orders and production.

— Consumer confidence, though generally more resilient than business confi-
dence, has been slipping in many countries, often in the face of rapidly
accelerating and highly publicised layoffs and renewed increases in
unemployment.

While the major factors driving the current globa slowdown are synchronised, Some national factorsare also
the magnitude and precise timing of their effect on individual economies have at play...
depended both on trade structures and local conditions.

— Countries most heavily dependent on ICT exports experienced the most imme-
diate and rapid wesakening, including those in Asia, where the downturn largely
reflects the high ICT sharein exports of many of the region’s economies.

— In Japan, the impact of falling ICT trade is superimposed upon home-grown
economic weakness.

— In Europe, there have been adverse price and output effects in the agricultural
and tourism sectors from the crisisin the beef industry.

— The impact of the oil price rise has differed according to energy dependence
and whether price changes have been muted or amplified by exchange rate
movements, and government energy tax responses.

— Difficulties in Turkey, as in many South-American economies, are largely
loca in nature, although problems in some emerging markets also reflect the
fact that investors are globally becoming increasingly risk-averse, shifting
capital towards safe havens elsewhere.

However, while differences in economic structure and policy response may affect the
timing and amplitude of the effects on individual economies, global interdependence
ensures that no country isimmune from the slowdown in world trade.

As aresult, economic trends in the first half of 2001 have been more uniform, ... but the downturn has been
as well as generally weaker, than expected just a few months ago. highly synchronised

— The United States decelerated rapidly, abeit avoiding stagnation thanks to
the resilience of household demand.

— Euro-area growth lost momentum as business investment and stockbuilding
were cut back and the drag from net exportsincreased. Activity in the United
Kingdom, though, remained relatively strong.

— Activity in Japan weakened with declines notably in net exports and residen-
tial investment.

— Many emerging market economies were in recession (Singapore and Chinese
Taipel) or on the brink of it (Malaysiaand Thailand). In Latin America, Argentina
saw output contract and Brazil appeared likely to follow. Mgor exceptionsto this
picture of gloom were China, Russiaand India, where growth was robust.

— A pronounced downturn in world trade growth went hand-in-hand with weaker
economic activity area-wide, most markedly in the United States, Japan and
other Asia-Pacific OECD countries (except Australia and New Zealand).

© OECD 2001



4 - OECD Economic Outlook 70

A synchronised downturn. One of the striking features of
the ongoing downturn is its synchronised nature. In 2001,
activity is estimated to be decelerating in virtually al OECD
countries, and in most non-OECD countries as well. This
contrasts with the early 1990s: the slowdown of the US econ-
omy in 1990-91 coincided with vigorous growth in what was
to become the euro area and in Japan, and the subsequent US
recovery paralleled an outright recession in the euro area and

Box I.1. A more synchronised global cycle?

Output gap dispersion

a sharp downturn in Japan. Looking at output gaps and at a
broader set of OECD countries, the diagnosis is similar: out-
put gaps tended to diverge significantly in the early 1990s
but have recently declined in tandem (Figure). Does this
greater synchronisation result from the nature of the shocks
driving the slowdown or does it reflect faster and fuller
transmission of national shocks in a context of heightened
interdependence?

Standard deviation of national output gaps, in percentage points of GDP

0
1080 81 82 83 84 8 8 87 8 8 9 91 92 93 94 95 9% 97 98 99 2000 01 02 03

Source: OECD.

Common shocks. Over the past three decades, major
downturns have often been associated with oil price hikes,
which constitute adverse global supply shocks.! This
holds for the current slowdown too, with oil prices
expressed in current US dollars having tripled — from a
very low base — in the course of 1999-2000. But
in 1990-91, country-specific stimulatory factors were at
work in the euro area (German unification) and in Japan
(the tail end of an asset price bubble) which offset the
impact of the oil price surge. No similarly powerful offset-
ting idiosyncratic forces were operating in the late 1990s.

On the contrary, as emphasised in the main text, the cycle
of the turn of the century has had a prominent common
component in the form of the ICT boom and bust. Another
although somewhat less widely shared component has
been the tightening of monetary policy as the cycle
approached its peak. More recently, the terrorist attacks in
the United States imparted a major blow to confidence
throughout OECD countries and beyond. In sum, the cur-
rent rapprochement of national cycles does at least in part
reflect the global nature of the underlying shocks. Future
shocks, however, need not be equally broad-based.

The 11 September shock

The economic impact of the
11 September attacks has been
substantial ...

The fallout from the 11 September events has several dimensions. The initial
destruction and disruption costs were concentrated in the United States and, abstracting
from the human dimensions, largely confined to specific areas or sectors. The sectoral
disruption has had significant international spillover effects in terms of transaction and
transport costs, which could be long-lasting. But the most important immediate impact
on the world economy at large stems from the plunge in confidence and heightened
uncertainty which may affect global aggregate demand over alengthy span of time.

... beinginitially largely
sectoral...

The immediate impact of the attacks was the destruction of asignificant part of the
business infrastructure of lower Manhattan, entailing unprecedented insurance claims



Smaller national cycles. Furthermore, the apparent reduc-
tion in the dispersion of nationa output gaps as measured by
their cross-country standard deviation is potentially midead-
ing. It partly reflects the diminishing amplitude of national
cycles rather than their closer alignment. Over time, output
volatility has been driven down by several factors, including:
i) the gradual shift in the composition of value added from
manufacturing to services, which typically display smaller
cycles; ii) improved inventory management, thanks in part to
the spreading of ICT, which has significantly reduced the tra-
ditionally very substantial pro-cyclical contribution of stock-
building; iii) smoother consumption patterns, owing inter alia
to financial liberalisation, which has facilitated intertemporal
substitution; iv) and, possibly, better macroeconomic policy-
making, in the form of better cyclical timing of monetary
policy decisions and discretionary fiscal measures.?

Heightened interdependence. Even so, a number of deep-
seated forces contribute to aligning national cycles more
closely, especially but not exclusively within regions striving
for deeper integration, such as the European Union and
NAFTA. Over the long run, international trade is expanding
faster than output, which tends to tighten cyclical interdepen-
dence.? The changing composition of trade flows, with arising
share of intra-firm trade, tends to increase the speed of the
transmission of shocks across borders and may work in the
same direction.* At the same time, financial-market linkages
are strengthening, as reflected in growing non-resident portfo-
lio and direct investment, the listing by more and more compa-

Box I.1. A more synchronised global cycle? (cont.)
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nies of their stock on exchanges in different countries, and the
increasing correlation of stock market returns across countries,
especially in the ICT sector. Concretely, this means for exam-
ple that the cost of capital of European firmsis more sensitive
to the ups and downs of the US stock market than in the past,
and that wedlth effects are likely to be more simultaneous than
heretofore. In dl likelihood, greater economic integration has
contributed to the synchronisation of the ongoing slowdown.
And itsinvestment-led nature may have magnified the speed at
which it was transmitted via the trade channel.

Policy implications. One immediate implication of closer
interdependence through trade and financial-market channels
isthat policy in one region may have to react more to shocks
affecting another region. An example would be theimpact on
the euro area of a weakening of domestic demand in the
United States, combined with a drop in US share prices,
which is met by a cut in US short-term interest rates. The
impact on activity and the need for monetary easing in the
euro area are significantly higher if European share prices
fall a the same time as those in the US. The overall spillover
on euro area activity, and hence the required policy response,
could be partly damped by bond market linkages, as long-
term interest rates in the euro area tend to follow US long-
term interest rates.> However, in broad terms, if national
cycles are increasingly coincident and national shocks more
easily become international ones, the volatility of global out-
put rises, meaning that consistency between national eco-
nomic policies will be more important than ever.

1. See for example Hamilton, J., “What is an oil shock?’, NBER Working Paper 7755, 2000, who documents a non-linear relationship: oil
price increases affect the economy whereas decreases do not, and increases following along period of price stability have a bigger effect
than those reversing earlier price declines (moreover, regression estimates suggest that the oil price movements caused by exogenous mili-
tary conflicts matter most).

2. See Dalsgaard, T., J. EImeskov and C-Y. Park, “Ongoing changes in the business cycle — evidence and causes’, OECD, mimeo, 2001, avail-
able on www.oecd.org, who a so point out that in some countries, but not in al, international trade has increasingly acted as acyclical cush-
ion, and Doyle, B., J. Faust and J. Gagnon, “Joint movements in G-7 output growth and the current slowdown”, Federal Reserve Board,
mimeo, 2001.

3. See for instance Frankel, J. and A. Rose, “The endogeneity of the optimum currency area criteria’, Economic Journal, No. 449, 1998 and
Clark, T. and E. van Wincoop, “Borders and Business Cycles”, Journal of International Economics, forthcoming.

4. See Kose, A. and K. Yi, “International trade and business cycles: is vertical specidisation the missing link?”, American Economic Review,
Vol. 91, No. 2, 2001.

5. For adetailed simulation along these lines, see Dalsgaard et al. (op. cit.).

(for human and physical loss). This was accompanied by significant but temporary dis-
ruption to economic activity. The financial sector suffered from severely impaired

1. Estimates of the eventual insurance bill go up to $50 billion, considerably more than the amount paid
after hurricane Andrew in Louisiana and Floridain 1992, until now the insurance industry’s most
costly catastrophe ($19 billion). According to the US Bureau of Economic Analysis, the destruction
of buildings and planes reduces net domestic product (i.e. GDP net of consumption of fixed capital)
by $15.5 billion (0.7 per cent for the quarter, or 0.2 per cent for the year). The ensuing insurance and
reinsurance claims are treated in such a way that they trandate into a 0.2 per cent increase in the GDP
deflator. In all this, measurement of real GDP is stetistically not affected by the physical destruction
of capital assets and associated insurance claims.

© OECD 2001
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Figurel.2. Confidence and economic activity
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telecommunication and trading capabilities, to which the Federal Reserve responded by
supplying the necessary liquidity. Retail and durable goods sales plunged. Most severely
affected were air traffic and tourism. The collapse of air travel has had knock-on effects
on the arcraft producing industry, where lay-offs have aready been announced. Concern
about travel safety has also affected tourism and the hotel and leisure industry.

Apart from the initial demand and supply disruption, which will have affected ... but with negative short- and

US growth in the very short term, there are also consequences related to the loss of  long-term growth effects
confidence, heightened insecurity and increased uncertainty. In the near term, the

shock of 11 September has significantly raised the degree of uncertainty about the

future, leading to a pronounced disengagement from future commitments affecting

consumer and business spending. In the longer term, the supply-side effects range

from the impact of enhanced security precautions on transport costs, to the delays

and loss of flexibility in arranging business meetings, to more costly insurance,

which will al interact to increase transaction costs and could reduce potential output

growth.

Global economic after shock effects and other forces at work

With consumer spending typically accounting for about two-thirds of GDP, the Lower confidenceis
fall in consumer confidence foreshadows a significant decline in global economic compounding the negative
activity (Figurel.2).? Indeed, the sharp equity price declines following the Septem-  effects of the slump
ber events (Figure 1.3) created fears that the negative wealth effects of the ongoing in equity prices
stock market adjustment would be compounded, reducing consumer spending fur-
ther, notably in the United States, where equity holdings account for almost half of
all financial wealth. However, the overall decline was reversed within a month,
although developments in sectora indices have diverged: stocks in the most exposed
sectors such as insurance and airlines lost half of their value, contrasting with a
strong recovery in others, notably the communication sector. Nevertheless, towards
mid-November, equity prices were generally 15 to 30 per cent below their level at
the beginning of the year, often outweighing the wealth gains associated with still
buoyant property prices.

Taken together, losses in confidence, the decline in financial wealth and | nvestors and consumers may
increased uncertainty about the economic climate could lead to a“wait and see” atti-  defer spending
tude among consumers and investors that could prevail well into the first half of next
year. Such behaviour would be consistent with that observed in previous episodes,
e.g. the Gulf war, where domestic spending suffered two to three quarters of decline.
The real estate market could also weaken, so that the domestic demand support for
activity evident earlier in the slowdown would erode.

A continuing negative element in the global outlook is the ongoing contrac-  Global I CT investment
tion in the ICT sector. It is not clear that adjustment in this sector has yet run its continues to contract
full course. Indeed, sales of semi-conductors continue to fall in al major regions
across the world (Figure 1.4), as do shipments of personal computers. It is difficult
to assess exactly what net impact the attacks will have on this sector. On the one

2. See Santero, T. and N. Westerlund, “Confidence indicators and their relationship to changes in eco-
nomic activity”, OECD Economics Department Working Papers, No. 170, 1996.
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Box I.2. Policy and other assumptions underlying the central projections

Fiscal policy assumptions are based on measures taken and
stated policy intentions, where these are embodied in well-
defined programmes.! In a number of countries, the fiscal
stance, as measured by the changes in the structural budget
balance, is to become expansionary over the projection
period. In the United States, the measures taken in the after-
math of the terrorist attacks, including the OECD’s assump-
tion regarding the yet-to-be-legislated stimulus package,
amount to around 1% per cent of GDP. In Japan, a broadly
neutra stance is projected for 2001, once account is taken of
one-off revenue increases related to taxation of interest
income on postal deposits, followed by a modest tightening
in 2002 and 2003. In the European Union, several countries,
notably Germany and France, are implementing tax cuts,
while in the United Kingdom additional spending is pro-
grammed. Nevertheless, the fiscal stance, measured by the
structural balance, will be broadly neutral during the projec-
tion period.

Policy-controlled interest rates are set in line with the stated
objectives of the relevant monetary authorities with respect to
inflation and, in some cases, to supporting activity or exchange
rates. In the United States, the targeted federal funds rate has
in 2001 been lowered in steps by 450 basis points, to its lowest
level in four decades. It is assumed to remain at 2 per cent well
into the second half of 2002 and would start to be raised gradu-
ally towards the end of 2002, to reach 3% per cent by the end
of 2003. Maintenance of price stability over the medium term
remains the primary objective of monetary policy in the euro

area.? The main refinancing rate has been cut by 150 basis
points since the start of 2001. The OECD projection of euro
area core inflation is below 2 per cent and it is assumed that
the refinancing rate will be cut by another 50 basis points by
early 2002. It would start to move back up in the second half
of 2002 and increase by alittle more than one percentage point
over the remainder of the projection period. In Japan, short-
term interest rates should remain close to zero during the entire
projection period.

The projections assume unchanged exchange rates from
those prevailing on 2 November 2001; in particular, one US
dollar equals ¥ 121.9 and € 1.107. For Turkey, the exchange
rate is assumed to depreciate continuously but at less than the
projected rate of inflation, such that roughly four fifths of the
recent devaluation is offset in real terms.

Oil prices have recently fallen significantly below levels
built into the projections finalised six months ago. World
energy demand should fall off rather sharply with the global
economic slowdown, and the OPEC production cuts earlier
this year (amounting cumulatively to 3%z million barrels per
day) may not prevent oil prices from remaining close to the
lower range of the $22 to 28 OPEC price band through 2002.
Non-oil commodity prices, after increasing in the first half
of 2000, are now sharply weakening again on average and
with lower growth in global economic activity prices should
at best stabilise during first half of 2003.

The cut-off date for information used in the projections
was 8 November 2001.

Oil and non-oil commaodity prices

1999 2000 2001 2002 2003
Percentage changes
OECD import oil price (cif) 37.3 62.1 -12.1 -12.6 16.3
Non-oil commodity prices” -7.1 3.0 -5.8 -7.3 17
Memorandum item:
OECD import oil price (cif, $/barrel)’ 17.3 28.0 24.6 215 25.0

a) Total Hamburg commodity price index, excluding energy. OECD projections for 2001 to 2003.
b) The historical data for the OECD crude oil import prices are average cif unit prices as calculated by the Interna-
tional Energy Agency; that is, they include cost, insurance and freight but exclude import duties. OECD projections

for 2001 to 2003.
Source:

Hamburg Institute for Economic Research (HWWA), International Energy Agency and OECD.

1. Details of assumptionsfor individual countries are provided in the corresponding country notes.
2. Price stability is defined by the European Central Bank as an annual increase in the harmonised index of consumer prices below 2 per cent.
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Monetary policy has eased and
yield curves have steepened...

... whilefiscal easing has been
mor e selective

Figurel.4. Semi-conductor sales continue to decline worldwide
Sales, year-on-year percentage change
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Source: Semi-conductor Industry Association.

hand, there will be a certain amount of replacement investment and electronic
communication could substitute for travel; on the other hand, if overall investment
remains sluggish, ICT investment is likely to be affected too.

Some building blocks for an emerging recovery

Macroeconomic policies are being actively adjusted to provide support for the
world economy. Monetary policies have been eased across all the major OECD
regions. In the United States, Canada and the United Kingdom, the key policy rateis
at its lowest level in almost 40 years. Policy-controlled rates have also been reduced
in the euro area, though not as aggressively. Ten-year government bond yields have
fallen as well, though by less, and in early November stood around 4% per cent in
both the euro area and the United States (Figure 1.5). Furthermore, following the
September attacks, investors switched out of equities and lower-grade bonds towards
safer assets, putting further upward pressure on yield spreads. Corporate credit costs
have thus not fully responded to monetary easing. Nevertheless, investors now face a
higher incentive to shift out of low-risk cash and into riskier assets. As monetary
easing succeeds in producing a trend in this direction, credit spreads should narrow.
And asthe recovery gets underway the yield curve will flatten, with some increasein
money-market rates and a smaller rise in bond yields (see Box 1.2).

Fiscal policy for the OECD area as a whole, as measured in terms of the pri-
mary structural balance, is expected to provide stimulus to demand amounting to
1 per cent of GDP between 2000 and 2002 (Table1.1). This reflects measures to
counter the recessionary effects of the September events, notably in the United
States, already planned tax cuts (United States, Canada, Germany, France and
Sweden) and increases in spending (United Kingdom). Following the front-loading
of the new administration’s tax cut in the United States, the emergency measures
already appropriated and additional proposed tax cuts and spending increases could
raise the two-year stimulus to around 2% per cent of GDP. In Europe, fiscal measures
have been much more limited, with responses generally confined to the operation of
built-in stabilisers. In Japan, the scope for compensatory fiscal action is limited by
the very high level of public debt.
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Figure|.5. Two factors supporting economic activity
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1. September to October 2001 data are OECD estimates.
Source: OECD, Main Economic Indicators.

Corporate profits and household disposable incomes should strengthen from  Falling oil and raw materials
lower oil and industrial raw material prices and thus assist a recovery of economic prices should bolster real
activity. After a spike to over $30 for a barrel of Brent crude, spot prices have fallen  household incomes and
back sharply. In early October, they broke through the lower range of the $22 to $28 corporate profits
OPEC price band, as markets became more concerned about a global recession than
about potential supply disruptions (Figure 1.5). Nevertheless, in view of the many fac-
tors currently affecting oil prices —including recession fears, war risk premia, inven-
tory demand and speculative activity — the OPEC cartel decided in the immediate
aftermath of the September events to leave production targets unchanged.® Further pro-
duction cut-backs may be implemented later on to limit overproduction and shore up
prices, but it is assumed that such reductions will only keep oil prices at around the
lower end of the OPEC price band (while they are currently afew dollars below) until
world economic activity starts to recover. This should then entail somerisein oil prices
to around the target level of $25 per barrel on average during 2003. Non-oil commod-
ity prices, and in particular industrial raw material prices, are likely to show sustained
falsin the early part of the projection period as the industria recession deepens. This-
would be reversed as the economic recovery gathers momentum.

Some idea about when and by how much confidence will turn around may be Confidence should
obtained by examining past shocks. Even if, as observed, the circumstances are quite  recover in 2002
different in many respects, it is assumed that confidence measures will follow a pat-
tern broadly similar to the one observed in the United States during the Gulf war
recession, so that they recover by the second half of 2002 (Figure|.6). A scenario
where uncertainty and insecurity dissipate slowly appears much more plausible, in
the current circumstances, than one based on sudden recovery.

Following the slump during 2001 and with demand picking up, world tradeis World trade should rebound in
expected to rebound strongly in the latter part of 2002 (Table 1.2), consistent with a  the latter part of 2002
recovery of spending on ICT goods and a strengthening pull from US imports from

3. Previously, OPEC had cut its target production on three occasions in 2001 by a cumulative 3% million
barrels per day or about 10 per cent of its sustainable production capacity in order to stabilise prices
around the desired $25 level.
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The recovery path differs
across countries

A delayed but subsequently
strong US recovery is
expected...

Tablel.l. General government financial balances®
Per cent of GDP / Potential GDP
2000 2001 2002 2003

United States

Actual balance 17 0.6 -11 -0.6

Structural balance 13 0.7 -0.5 -0.2

Primary structural balance 4.0 31 15 17
Japan

Actual balance -6.6° -6.4° 6.7 6.6

Structural balance -6.5b -5.80 5.7 -55

Primary structural balance -5.2b -4.5b -4.4 -4.2
Euro area’

Actud balance 0.2 -1.2 -1.3 -0.9

Structural balance -0.9 -0.9 -0.6 -0.5

Primary structural balance 2.7 25 2.6 2.7
European Union®

Actual balance 0.6 -0.7 -1.0 -0.8

Structural balance -0.3 -0.5 -0.3 -04

Primary structural balance 31 2.7 2.6 25
OECD®

Actual balance 0.2 -0.7 -1.6 -1.3

Structural balance -0.5 -0.7 -11 -1.0

Primary structural balance 22 18 12 12

a) Actual balances are as a per cent of nominal GDP. Structural balances are as a per cent of potential GDP. The struc-
tural balance excludes one-off revenues from the sale of mobile telephone licences. The primary structural balanceis
the structural balance less net debt interest payments.

b) Includes deferred tax payments on postal saving accounts amounting to 0.8 and 0.9 per cent of GDP in 2000 and
2001 respectively.

c) Total OECD figures for the actual balance exclude Mexico and Turkey and those for the structural balance further
exclude the Czech Republic, Hungary, Korea, Luxembourg, Switzerland and Poland.

Source: OECD.

mid-2002 onwards, which should entail an important external stimulus to the coun-
tries specialised in ICT production (Figure 1.7).

Activity in the OECD areais expected to start growing again around the middle
of next year, when a sentiment that “business is back to normal” may again prevail.
The expansionary stance of monetary policy, supported in a number of countries by
fiscal policy, will then begin to be fully felt. OECD-wide growth would thus pick up
to perhaps over 3 per cent in 2003 (Table 1.3), though with marked differencesin
recovery paths across countries.

The rebound of the US economy is expected to be quite strong, reflecting
aggressive policy easing, the depth of the preceding downturn and strong potential
growth.* Apart from the return to “business as usual”, the main stimuli to growth
should come from the improvement in confidence, as the labour market and profits
stabilise, and the impulse from monetary and fiscal policy. In addition, the current
slowdown will have helped work down any investment overhang. GDP may be
growing at a rate of 3% per cent at the end of the projection period, well above
potential.

4. US recessions are generally short-lived —lasting between 6 and 16 months, with an average of
11 months.
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Figurel.6. The Gulf crisis
August 1990 — February 1991
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... While Japan appears set to
remain mired in recession...

Tablel.2. World trade summary

Percentage changes
2000 2001 2002 2003
Merchandise trade volume
World trade® 12.8 0.3 20 8.7
of which: Manufactures 14.2 -0.4 15 9.1
OECD exports 11.9 -0.3 14 8.0
OECD imports 119 -0.5 1.0 7.4
Non-OECD exports 15.1 0.8 33 111
Non-OECD imports 16.1 4.2 49 121
Memorandum items
Intra-OECD trade” 11.2 -11 0.2 6.7
OECD exports to non-OECD 15.6 36 5.7 11.7
OECD imports from non-OECD 13.7 0.6 4.2 10.5
Trade prices
OECD exports® -3.7 -15 0.0 14
OECD imports’ -0.9 2.1 -0.7 17
OECD terms-of-trade with rest of the world® -6.9 14 29 -0.8

Note: Regional aggregatesinclude intra-regional trade.

a) Growth rates of the arithmetic average of world import volumes and world export volumes

b) Arithmetic average of the intra-OECD import and export volumes implied by the total OECD trade volumes and the
estimated trade flows between the OECD and the non-OECD areas based on the 1995 structure of trade values.

c) Average unit valuesin US$.

d) The OECD terms of trade are calculated as the ratio of OECD export to OECD import prices, excluding intra-
OECD trade.

Source: OECD.

The short-term growth outlook for Japan remains sluggish. The recession is set to
last well into 2002, before a modest recovery gets under way. With the United States in
recession and the Asan region dowing, if not in outright recesson, the Japanese econ-
omy will not get much near-term stimulus from international trade. Domestic corporate
investment will continue to decline. Private consumption will remain the only stabilising
element. The vast amounts of bad loans in the financid sector and the poor performance
of the stock market are continuing to be major sources of weakness. The main stimulusto
growth may come as Japan's export markets start to expand again later in the projection
period, and economic activity may register a modest increase in 2003, as business

Tablel.3. GDP growth

Percentage changes
2000 2001 2002 2003
United States 41 11 0.7 38
Japan 15 0.7 -1.0 0.8
Euro ared® 35 16 14 30
European Union 33 17 15 29
Total OECD 37 10 1.0 3.2

a) Greece entered the euro areaon 1 January 2001. In order to ensure comparability of the euro area data over time,
Greece has been included in the calculation of the euro area throughout.
Source: OECD.
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Figurel.7. Thestrength of exportsin 2003 and exposureto ICT

Growth in export volumes of goods and services in 2003 less growth in 2002
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investment turns around moderately. After two years of outright decline, real GDP may
increase by ameagre 1 per cent in 2003.

Growth may pick up less vigorously in the European Union (EU) than inthe ... and a shallow recovery may

United States, reflecting a milder downturn and a smaller policy stimulusin theeuro unfold in the euro area

area. It is projected to increase to around 3 per cent in 2003, reflecting the pull from

rising US imports and a recovery of business investment. Countries specialised in

high-tech manufacturing should get a boost from the turnaround in the global ICT

cycle (Finland and Ireland). Growth patterns within the area will remain differenti-

ated, however. Germany is projected, with Finland, to experience the slowest growth

in 2001, but could join France and Italy in achieving 2% to 3 per cent growth

in 2003. In some smaller countries such as Greece, Ireland, Luxembourg and Spain,

the pace of recovery is expected to be above average.

Given the importance of their cross-border trade, Canada and Mexico are Elsewherein the OECD growth
strongly influenced by developments in the United States. For both countries, after  prospects are uneven
near-stagnation in 2002, growth is expected to pick up briskly in 2003. The United
Kingdom is expected to experience alull, as foreign and domestic demand slow, but
activity is being supported by easier monetary and fiscal policy, so that the magni-
tude of the slowdown is limited. More subdued growth will be recorded in a number
of smaller countries such as Denmark, Iceland, Norway and Switzerland, for a vari-
ety of reasons which include slow export market growth and specific domestic fac-
tors affecting confidence. Turkey is a special case, given the crisis it has been
experiencing for some time now. In central Europe, some of the OECD Member
countries applying for EU membership have been generating their own growth

© OECD 2001
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I nflation concerns should
recede...

momentum for some time, in part financed by foreign direct investment (Czech
Republic and Hungary, and Poland to alesser extent). While economic activity slows
in these countries as it will in their main European trading partners, the downturn
may well be less pronounced than el sewhere.

Slow area-wide growth in 2001 and 2002 combined with projected oil and com-
modity prices should ensure that inflation comes down in the OECD area over the
coming two years, to about 14 per cent (Table I.4). Inflation would thus be below 2 per
cent in the United States and in Europe, and still in negative territory in Japan.

Tablel.4. Unemployment, output gaps and inflation

2000 2001 2002 2003
Per cent
Employment growth
United States 13 -0.1 -0.6 14
Japan -0.2 -04 -0.8 -0.1
Euro area? 21 11 0.3 0.9
European Union 19 11 0.3 0.8
Total OECD 12 0.2 0.0 11

Percentage of labour force

Unemployment rate

United States 4.0 4.8 6.2 6.0
Japan 4.7 5.0 55 54
Euro area? 8.9 85 8.9 8.8
European Union 8.1 7.8 8.1 8.0
Total OECD 6.2 6.5 7.2 7.0
Millions

Unemployment levels
United States 5.7 6.8 89 8.7
Japan 32 34 37 3.7
Euro area? 12.2 11.8 125 12.3
European Union 14.2 13.7 14.4 143
Total OECD 31.8 333 37.0 36.3

Per cent

Output gapsb
United States 19 -0.5 -2.6 -1.8
Japan -0.6 -2.3 -3.9 -4.0
Euro area? 0.2 -0.5 -14 -0.8
European Union 0.1 -0.5 -1.3 -0.7
Total OECD 0.8 -0.8 -2.2 -1.6

Inflation®
United States 23 21 12 13
Japan -1.6 -1.6 -14 -1.6
Euro area? 13 25 21 16
European Union 15 25 22 18
Total OECD less Turkey 18 2.0 14 13
Total OECD 2.6 29 2.3 17

a) Greece entered the euro areaon 1 January 2001. In order to ensure comparability of the euro area data over time,
Greece has been included in the calculation of the euro area throughout.

b) Per cent of potential GDP.

¢) Percentage change from previous period.

Source: OECD.
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The steady, seven-year long decline in OECD unemployment is projected to ... and unemployment may rise
come to an end. During 2001-02 the number of unemployed persons in the OECD  again, before stabilising
area will increase to 37 million and will not decline much in 2003. The US unem- in 2003
ployment rate is projected to rise to over 6 per cent during 2002, somewhat above the
estimated level of structural unemployment. In Japan, it may rise to a historical peak
of 5.5 per cent in 2002 beforeinching down in 2003. It would be even higher without
significant labour-force shrinkage. In the European Union, it may edge up in the
short term and decline only marginally in 2003.

The stubbornly high US current account deficit is projected to remain Regional current account
unchanged at around 4 per cent of GDP, reflecting slower export market growth, imbalancesremain
combined with a persistently strong dollar (Table 1.5). The Japanese current account
surplus is set to decline to around 2 per cent of GDP in 2001 (the lowest level in a
decade), affected in particular by faltering demand in many neighbouring economies.

It is expected to rise again as exports revive with the stronger pull from the United
States and from the Asian region. The EU current account remains close to balance
over the projection period.

Outside the OECD area, the economic situation in Dynamic Asia countries has  Outside the OECD area,
worsened with the intensification of the world-wide downturn in ICT investment and  growth isslowing aswell,
there is little prospect of a recovery before the second half of 2002. China, which is though it remainsrobust in
much less exposed to ICT markets, has maintained strong growth momentum thanks China and Russia
to robust domestic demand. Growth is likely to moderate through 2002, however, in
the wake of the broader slump in world demand, and due to atemporary drop in for-
eign direct investment. The Russian economy, which has been insulated from the

Tablel.5. Current account balances

2000 2001 2002 2003

Per cent of GDP
United States -45 -4.1 -3.9 -4.0
Japan 25 21 29 35
Euro area® -0.2 0.0 0.3 0.4
European Union -04 -0.2 0.0 0.0
OECD -1.3 -1.2 -1.0 -1.0

Billion of dollars
United States -444.7 -413.6 -404.1 -438.0
Japan 116.7 86.8 117.7 1405
Euro area? -10.4 19 221 271
European Union -27.8 -13.6 1.0 3.0
OECD -335.9 -295.0 -255.5 -261.8
Memorandum items:
Dynamic AsiaP 75.0 76.6 77.9 75.4
China and other non-OECD Asia 9.5 21 -10.8 -12.3
Latin America -29.1 -40.3 -44.5 -43.2
Africa, Middle East 61.8 271 -17.2 -7.6
Former Soviet Union, Central 42.9 29.9 21.8 194

and Eastern Europe
World -175.9 -203.8 -228.3 -230.1

a) Greece entered the euro areaon 1 January 2001. In order to ensure comparability of the euro area data over time,
Greece has been included in the calculation of the euro area throughout.

b) Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; the Philippines; Singapore and Thailand.

Source: OECD.
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Therisksare on the downside,
with possibly significant
departures from the central
scenario:

* A deeper Ssump in
consumption and investment

 Stalling non-OECD import
demand

e A shock to oil prices

global slowdown so far, dueto itslow exposure to ICT and large current account sur-
plus, is projected to decelerate somewhat in 2002 and 2003 as the pace of growth of
its energy exports remains weak. South America is being affected by lower trade
growth and sluggish capital flows. The slowdown in Brazil has been aggravated by
domestic factors and by the contagion from fears of a debt default in Argentina.

Quantifying risks

The central scenario depicted in this OECD Economic Outlook is to be seen as
the most likely outcome projected under the technical assumptions spelled out in
Box 1.2 and given the information available as of early November 2001. However,
the distribution of risks surrounding the central scenario would seem to be prepon-
derantly on the downside. This high degree of uncertainty provokes questions about
the impact of significant departures from the path embedded in the central scenario
for a number of key variables. The stylised shocks considered below have been
quantified based on simulations of the OECD'’s international macroeconometric
model, INTERLINK. As explained in the appendix, it is meant to capture the shape
and size of a number of actual past shocks, although the 11 September shock has no
direct precedent. The focus is on the United States, the euro area and Japan, which
jointly account for 77 per cent of OECD-wide GDP.

The central scenario embodies a sizeable deceleration in final domestic demand,
but compared with past downturns, consumption is projected to remain rather more
resilient and except for Japan fixed investment holds up better. In this light, and
assuming unchanged nominal interest and exchange rates as well as constant real
government spending, a temporary additional 1 per cent decline in consumption
OECD-wide coupled with a temporary 2 per cent further weakening in fixed invest-
ment have been simulated. This would cut around one percentage point off GDP
growth in 2002 in each of the main OECD regions.

The OECD area exports of goods to the rest of the world amount to 4 per cent of
OECD-wide GDP. In the central scenario, they are projected to rebound quite vigor-
ously following the very abrupt slowdown in 2001. However, on two occasions dur-
ing the last two decades, namely in the early 1980s and during the Asia crisis of the
late 1990s, the volume of non-OECD imports essentially stalled. Under the same
technical assumptions as above about interest rates, exchange rates and government
spending, a reoccurrence of such weakness in 2002-03 has been simulated. The neg-
ative impact on output growth would range from 0.3 per cent in the United States to
0.6 per cent in the more exposed euro area in 2002. The impact would be more than
twice aslarge in 2003, reflecting second-round effects.

Oil prices are assumed to remain subdued in the central scenario. While they
have declined since 11 September, past crises suggest that an upward jump cannot be
ruled out. Assuming unchanged nominal exchange rates and real government spend-
ing, and a one-for-one adjustment in nominal interest rates to the change in inflation,
a permanent $10 increase in the price of a barrel of oil (i.e. an oil price path 40 to
50 per cent above the central scenario) has been simulated. This would amount to a
sizeable adverse supply and terms-of-trade shock. In line with their respective depen-
dence on net oil imports, activity would be hurt twice as hard in Japan (0.4 per cent)
as in the United States, with the euro area in between. Inflation would rise by up to
V2 percentage point, notwithstanding increased slack. Over time, however, the initial
output loss would be clawed back via higher exportsto oil producing countries.
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The central scenario rests on an assumption of unchanged nominal exchange < A realignment of exchange
rates. These have not changed much in the course of 2001 (Figure 1.8). But given the rates
present constellation of current account positions an exchange rate reaignment can-
not be ruled out. The simulation reported here assesses the impact of a 10 per cent
depreciation of the US dollar in nominal effective terms, caused by an enduring shift
in market sentiment,® with nominal interest rates and real government spending held
constant. By boosting US exports, this realignment would add 0.7 percentage point
to GDP growth in the United States in 2002, and subtract almost as much from euro
area activity. Over time, the impact on inflation would gradually restore competitive-
ness positions, but in the meantime current account positions would have converged
somewhat.

The technical assumption of unchanged nominal interest rates relative to the  Shocks can be mitigated to
central scenario sits oddly with central banks' observed behaviour in 2001. A simu-  some extent by monetary...
lation has been run of a 100 basis points cut in short and long-term interest rates
across OECD countries except in Japan vis-a-vis what has been incorporated into the
central scenario, assuming constant nominal exchange rates and real government

Figure1.8. Nominal effective exchange rate developmentsl
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Source: OECD.

5. In practice, it could be brought about by very different combinations of bilaterd exchange rate
realignments. For the purposes of this exercise, a uniform weakening is assumed.
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... and fiscal policy

Thereal world ismore
complicated

spending. Activity would be boosted in all regions, including in Japan, on account of
the global multiplier effects. The largest impact would occur in the euro area. Infla
tion would barely inch up in 2002 and only marginally more in 2003. The monetary
fillip would be considerable: it would suffice to offset the impact of a hypothetical
stagnation in non-OECD import demand. In the case of the euro area, it would be
large enough to compensate for a 10 per cent effective depreciation of the US dollar.

While experience suggests that for a number of reasons fiscal fine-tuning
should generally be avoided, recent devel opments prompt the question of the impact
of durable increases in government consumption and of tax cuts. Earlier INTERLINK
simul ations assuming constant nominal exchange rates and real interest rates suggest
that a one per cent of GDP boost to government non-wage consumption adds around
one percentage point to GDP growth in the United States in the short run, and that
there is a significant spillover on activity in the other regions.® In fact, from a global
perspective, the overall stimulus is greatest when the impulse stems from the United
States. The near-term impact on real GDP of a persona income tax cut is barely half
as large as households save part of the extra disposable income. Both types of fisca
measures lead to a deterioration in the US current account and push up domestic
inflation.

Real-world shocks will probably not coincide with any of the above stylised
ones. More likely would be a combination of shocks of different sizes and signs.
While the ready-reckoners described above can be rescaled accordingly to gauge the
guantitative impact of observed or hypothesised disturbances, it should be borne in
mind that the relationships embedded in the model are not perfectly linear, and may
be even less so in reality. For example, oil price increases may affect the economy
more than decreases, and increases following a long period of price stability may
have a bigger effect than those reversing earlier price declines. Moreover, not only
are systemic risks not considered in the simulations, but the examined shocks are not
necessarily additive: for example, a domestic demand contraction induced by a drop
in confidence would endogenously lead to lower hon-OECD demand, via the impact
on the income of the OECD’s trading partners, to weaker oil prices and possibly to
exchange rate movements.

Policies have moved swiftly but
must remain forward-looking

Policy requirement

In response to the global slowdown and to the 11 September shock, the stance
of macroeconomic policy has been distinctly loosened virtually everywhere. The
speed and breadth of the policy reaction has differed across OECD countries, how-
ever, partly reflecting uneven room for manoeuvre. Moreover, if the recovery were
to be delayed by only one quarter, growth for the year 2002 as a whole would be
significantly lower than the projected 0.7 per cent for the United States and 1.0 per
cent OECD-wide. In light of the downward risks surrounding the near-term out-
look, the Federal Reserve and the Eurosystem may need to cut interest rates more
than assumed in the central scenario or to wait longer before starting to move them
back up. Looking ahead beyond the current recession phase, however, a key ques-
tion is how much and how fast to withdraw the stimulus, the challenge being not to

6. SeeDalsgaard, T., C. André and P. Richardson, “ Standard shocksin the OECD INTERLINK modd”,
OECD Economics Department Working Papers, No. 306, 2001.
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impede the recovery while avoiding the kind of inflation upsurge witnessed on var-
ious past occasions.

How much room istherefor further monetary policy action?

Faced with a synchronised slowdown in activity, most central banks had started to  Monetary policy has been eased
cut short-term policy interest rates by spring 2001. By 11 September, some outside  considerably almost
continental Europe had already reduced them considerably, most prominently in the everywhere...
United States (Table1.6). Immediately after the 11 September attacks, massive injec-
tions of liquidity were undertaken by the US Federal Reserve, the Eurosystem and the
Bank of Japan, in order to safeguard the smooth functioning of markets and the stabil-
ity of the financial system. For this purpose, temporary swap lines were also set up
between some of the major central banks. In the event, transactions and settlements
took place without any systemic disruption, notwithstanding the four-day closure of
US exchanges. During the following weeks, many central banks in the OECD as well
as elsewhere cut their policy rates one or several times. In addition, prudential norms
applicable to financial institutions were temporarily relaxed in anumber of countries.

Broad money growth in the largest economies has been strong and rising since ... and credit conditions are
the start of 2001, while money-market interest rates are already very low and have very lenient
fallen very rapidly. However, notwithstanding the prompt and forceful action on the
part of central banks, and the historically low level of short-term interest rates,

Tablel.6. Monetary policy action since the start of 2001

Official interest rate Cumulative change since Memorandum item:
Level asof
9 November 2001 Trough during 1996-
Start of the year 11 September b
2000
Basis points Per cent
United States Intended federal funds rate -450 -150 2.00 4.50
Euro area Minimum two-week refinance rate -150 -100 3.25 2.50
Japan Uncollateralised overnight cal rate -25 -1 0.00 0.08
United Kingdom Repo rate -200 -100 4.00 5.00
Canada Target overnight money market rate -300 -125 275 3.00
Australia Target overnight money market rate -175 -25 4.50 4.75
New Zealand Officia cash rate -125 -50 5.25 4.50
Denmark Nationalbank’ s lending rate -180 -105 3.60 2.90
Norway Overnight deposit rate 0 0 7.00 3.25
Sweden Repo rate -25 -50 3.75 2.90
Iceland Repo rate -50 0 10.90 6.50
Switzerland Mid-point of target range for 3-month CHF -125 -100 225 0.50
Czech Republic Two-week repo rate 0 0 5.25 525
Hungary Two-week repo rate -100 -25 10.75 10.75
Poland 28-day intervention rate -600 -150 13.00 13.00
Slovak Republic Two-week repo rate -25 0 7.75 8.00
Korea Target overnight call rate -125 -50 4.00 4.75
Mexico® Funding rate -1070 -85 8.09 12.75

a) One-day repo and outright operations with certificates of deposit, bank notes and bankers' acceptances
b) From March 1999 for New Zealand, May 2000 for the Slovak Republic and March 1998 for Mexico; discount rate for Switzerland
Source: National central banks.
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Box 1.3.

The 2001 annual revision to the US National Income and
Product Accounts (NIPA) provided new information on a
range of important topics, especially the performance of pro-
ductivity and the shifts in profitability and labour income
during the latter years of the longest expansion in US history.
The revision, released in July 2001, incorporated newly
available and more comprehensive source data, as well as
improved estimation methodol ogies.

Still-strong but slower growth. From one perspective, the
picture of the US economy over the 1998-2000 period cov-
ered by the revised estimates is similar to that provided by
the previously published data: the US economy grew
strongly, led by business investment, and enjoyed low infla-
tion. However, GDP growth was revised down significantly
for 2000, to 4.1 per cent, i.e. 0.9 percentage point below the
previous estimate (Table below, line 1). For 1998-2000,
average annual GDP growth was revised down to 4.2 per
cent, from 4.7 per cent. About half of this downward revi-
sion was concentrated in investment in equipment and soft-
ware (line 2), leading to a notable cut in the estimate of
growth in the capital stock for the business sector (line 3). It
is essentially software investment which has been revised
downwards.

A tighter labour market. While the level of GDP was
revised down by almost 1 per cent in 2000, the level of gross
domestic income was revised down by only ¥ per cent
(line 4). Among the components of income in 2000, the
growth of compensation of employees was revised up
1.2 percentage points and the growth of corporate profits
down 4.3 percentage points, pushing the level of compensa-
tion up by 1.4 per cent and the level of profits down by
7.4 per cent. This suggests that the tight labour market placed
more upward pressure on compensation levels and unit
labour costs than previoudy thought. The additional compen-
sation boosted the personal saving rate in 2000 to 1 per cent,
up from the -0.1 per cent previously estimated. The revision
to compensation likely reflected the increased use of flexible
forms of remuneration in the late 1990s, especially stock
options. The role of increased flexibility in compensation in
the downward direction will face a test thisyear, as corporate
profitability has worsened with the slowing in the economy.

Implications for potential growth. One important implica-
tion of therevision is its effect on estimates of the potential

Implications of the 2001 NI PA revision for potential output

growth rate of the economy. One gauge of potential growth
—used in the OECD estimates— is derived from the growth
rate of the net capital stock, estimates of potential labour
input (i.e. labour input consistent with labour force participa-
tion and unemployment rates at equilibrium levels), and
trend growth in total factor productivity. This approach is
often termed a production function or growth-accounting
approach to potential output. As growth in output and the
capital stock were revised down, the new estimates of poten-
tial output growth in 1998-2000 are now somewhat lower as
well (line 7). The downward revision to the contribution of
the growth in the capital stock in 2000 is particularly large,
reflecting the cumul ative effect of the new investment figures
discussed above (line 8). However, the estimates of potential
growth remain quite robust by the standards of recent histori-
cal experience, suggesting that the “new economy” of the
|ate 1990s, while less dynamic than some optimists may have
believed, was indeed one of rapid potentia growth. Looking
forward, the weak pace of investment projected for 2001
and 2002, and the associated weak growth in the capital
stock through 2003, generates a dowing in estimated poten-
tial growth over the projection period, to around 3 per cent.
However, potential growth should pick up once the invest-
ment recovery takes root, and the long-run pace of potential
growth probably remains in excess of 3 per cent per year.

Contribution of ICT industries. One aspect of the new
economy that will need to be reassessed at a later stage isthe
contribution of ICT industries to the potential growth rate of
the economy. The annual revision to the NIPAs lowered
somewhat the level of investment in computers and commu-
nications equipment. Whether these downward revisions lead
to a downward revision of the importance of these industries
in aggregate value added will only become clear when new
data on the composition of GDP by industry become avail-
able. The share of these industries in value added and the
share of the products produced by these industries in aggre-
gate capital input can affect significantly estimates of the
potential growth rate of the economy, because technological
progress in these industries has been particularly rapid. The
potential growth rate of the economy in the future is there-
fore importantly related to the degree to which the recent
cyclicd slowing ininvestment in ICT isfollowed by areturn
to robust investment in such capital goods.

market participants continue to expect some further easing, including in the United
States. Indeed, there may remain some room to cut rates if some of the aforemen-
tioned downside risks materialise and if it turns out that the monetary stimulus
already in place does not suffice to counter them.

Thefull impact of US interest
rates cuts has yet to come
through

Monetary policy has moved most dramatically in the United States, with a
cumulative cut of 450 basis points, to 2 per cent, of which 150 have occurred
after 11 September. In real terms, short market rates have declined more than in
the last recession and have been fast approaching zero. A considerable monetary
impulse has thus been delivered already, even if it has been offset in part by the
concomitant restrictive influence stemming from stock market weakening and a
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A more cyclical capital stock. ICT assets tend to depreciate
more rgpidly than other components of the capital stock. As
their share isrising, the total net capital stock may start to move
more closaly in tandem with the cycle in economic activity. By
implication, production-function based estimates of potential
output that incorporate estimates of the actua capitd stock will
tend to become more cyclically sensitive. Compared with a
hypothetical measure of potential output which would be based

2001 NIPA revisions

Implications of the 2001 NI PA revision for potential output (cont.)

on a smoother estimate of trend capital stock, the measure used
by the OECD points to a smaller gap between observed and
potential output. When used to adjust fiscal balancesfor cyclical
developments, the OECD measure of potential therefore indi-
cates greater improvement in the structura fiscal positionin
good times, and more of a deterioration in bad times, than the
alternative measure would. It would be difficult, however, to
empirically establish such ameasure.

Per cent change from previous period

GDP and related measures

1. Rea GDP
Previous

2. Private investment in equipment and software
Previous

3. Capital stock — business sector
Previous

Gross domestic income and related measures
4. GDI
Previous
5. Compensation of employees
Previous
6. Corporate profits*
Previous

Potential GDP and related measures®
7. Potential GDP
Previous
8. Contribution of capital stock
Previous

1998 1999 2000
4.3 4.1 41
4.4 4.2 50
14.6 11.8 111
15.0 14.1 13.7
4.0 4.0 4.2
4.0 4.4 4.9
6.3 6.0 7.1
6.4 6.3 72
7.3 6.4 7.6
7.2 6.3 6.4
—6.8 6.1 6.2
2.3 5.0 10.5
3.6 37 37
37 4.0 4.0
13 13 13
13 14 16

a) Corporate profits with inventory valuation adjustment and capital consumption allowance.

b) OECD estimates.

persistently strong exchange rate. Evidently, monetary easing has helped bring down
mortgage rates and encouraged the refinancing of housing loans, thereby sustaining
household consumption through the summer of 2001. Cutting interest rates further is
an option if the economy remains weak, but the fact that the full impact has not yet
been seen, owing to the usual lags, argues for a pause in interest rate reductions. The
case for such a standstill is reinforced by the fact that the amount of spare capacity is
rather uncertain. Indeed, the nationa accounts revisions published in July 2001 implied
substantially lower potential output estimates (Box 1.3).”

7. One reason why monetary policy was overly loose in the 1970s may have been that the output gap

was overestimated at the time, see Orphanides, A., “Activist stabilization policy and inflation: the
Taylor rulein the 1970s’, Board of Governors of the Federal Reserve System, Finance and Economics
Discussion Series, Staff Working Paper, No. 2000-13, 2000. The same holds for the United Kingdom,
see Nelson, E. and K. Nikolov, “A real-time output gap series for the United Kingdom, 1965-2000:
construction, analysis, and implications for inflation”, CEPR Discussion Paper No. 2999, 2001.

© OECD 2001



24 - OECD Economic Outlook 70

Per cent
3.0

25

20

15

10

05

Figurel.9. Theeuro area: headlineand coreinflation
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I nterest rates have fallen lessin

... and there is scope to ease

Europe...

The nominal interest rate floor

still constrains monetary
policy in Japan

Central banks in Europe have cut interest rates, albeit less aggressively. Not-
withstanding a still buoyant housing market, the Bank of England cut its repo rate by
a cumulative 200 basis points, bringing it down to 4 per cent, alevel not seen since
the 1950s. The Eurosystem has lowered its minimum refinance rate by 150 basis
pointsin total, of which 100 post-11 September, to 3% per cent. Its reluctance to
move earlier and lower is partly related to the fact that up to mid-2001, it expected
resilient growth in the euro area, and that headline inflation veered up during the first half
of 2001, peaking at 3.4 per cent for the headline harmonised index of consumer prices
(HICP), while core inflation crept up to around 2 per cent by mid-year (Figure 1.9).

The baance of risks clearly shifted during the third quarter of 2001. As recogn-
ised by the Eurosystem in the course of the summer, the output gap appears to have
widened rather than narrowed in 2001, and is no longer expected to be closed in the
near term (Table .7). At the same time, the effective exchange rate of the euro
firmed, oil prices stabilised and the earlier upward shock to food prices began to
unwind, contributing to a decline in headline inflation, the pace of which may, how-
ever, be influenced at the margin by the advent of euro notes and coins (Box |.4).
Also, wage moderation continued to prevail, athough information on this front tends
to lag and forthcoming wage rounds may need to avoid a real wage catch-up follow-
ing a protracted period of higher-than-anticipated inflation. Lastly, rapid if ill-
measured broad money growth partly captures substitution from equity holdings into
more liquid and less risky assets as well as the flatness of the yield curve. Nominal
short-term interest rates are still well above 1999 levels and 125 basis points above
corresponding US rates, and core inflation as measured by the HICP excluding food
and energy is projected to fall below 2 per cent in 2002. Therefore, if conditions
were to deteriorate, and even more so if the euro were to appreciate substantially,
there would remain room for easing by more than the 50 basis points foreseen in the
central projection. In such circumstances, the return to a more neutral interest rate
level, foreseen for 2003, could also be postponed.

Since the mid-1990s, nominal short-term interest rates have remained below
one per cent in Japan, with almost uninterruptedly negative core inflation, while land
and stock prices have been on adownward trend for over a decade. Given the narrow
room for manoeuvre on interest rates, the Bank of Japan announced in March 2001
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Tablel.7. Euroarea: summary of projections

1999
current prices

2000 2001 2002 2003

Billion Per cent

auro of GDP Per centage changes, volume

Private consumption 3581.6 57.3 26 1.9 17 27
Government consumption 1247.3 19.9 20 16 15 15
Gross fixed capital formation 13109 21.0 45 0.6 0.7 38
Residential 363.3 5.8 0.8 -1.9 0.0 21
Business 790.8 12.6 6.7 13 0.7 4.8
Government 156.8 25 19 2.7 24 25
Final domestic demand 6139.7 98.2 29 16 15 2.7
Stockbuilding® 20.2 0.3 0.0 -04 0.1 0.2
Total domestic demand 6160.0 985 29 12 15 29
Net exports® 95.5 15 0.6 0.4 0.0 0.2
GDP at constant prices 35 16 14 3.0
GDP at current prices 6255.4 100.0 4.8 4.1 36 4.7
Memorandum items
Private consumption deflator 21 25 16 17
Total employment 21 11 0.3 0.9
Unemployment rate 89 85 89 8.8
General government financial balance® 0.2 -1.2 -1.3 -0.9
Current account balance® -0.2 0.0 0.3 0.4
Output gape 0.2 -0.5 -14 -0.8

Note: Greece entered the euro area on 1 January 2001. In order to ensure comparability of the euro area data over time,
Greece has been included in the calculation of the euro area throughout.

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.

b) Asapercentage of GDP.

c) Asapercentage of potential GDP.

Source: OECD.

that it would seek to ease the policy stance by expanding banks' current accounts at
the central bank, in part through outright purchases of government bonds, and this
until core consumer price inflation became durably positive. In August, the targeted
outstanding balance of current accounts held at the Bank was raised by 20 per cent to
¥ 6 trillion and Bank purchases of government bonds were stepped up. In the wake
of the 11 September attacks, and with mid-period reporting by banks due at the end
of the month, the Bank reduced the official discount rateto 0.10 per cent, and tempo-
rarily removed any upper limit for reserve money. At the same time, the Japanese
authoritiesintervened on the foreign exchange market, selling over $25 billion worth
of national currency in the second half of September. Despite these actions, bank
credit has continued to contract even after allowance is made for debt write-offs.
However, there are no indications of a credit crunch, as good borrowers continue to
deleverage and to finance investment from cash flow.

Against this background, questions arise as to how the Bank of Japan could Could inflation targeting
ensure monetary policy has the desired impact on demand. Its current operational  overcome the present
target — current accounts held by the banking sector at the central bank — appearsto  liquidity trap?
affect only the excess reserves of the commercial banks, not their lending. The cen-
tral bank could expand its balance sheet in various ways — by buying foreign assets
or private-sector debt on top of government debt — but apart from the impact on the
exchange rate, the monetary transmission mechanism to private activity islikely to
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The transition from legacy currency banknotes and coins
to euro cash is obviously alogistical challenge. It may also
have a number of macroeconomic implications. The possible
macroeconomic implications of the changeover matter for
the setting of policy. The profile of spending and of prices
may be affected, as may be some of the monetary aggregates.
The exchange rate could also be influenced by the advent of
euro cash. Furthermore, there is a possible albeit relatively
small net fiscal impact.

Logigtics. The logistics of the changeover are complex and
costly. Some 10 hillion notes and several hundred thousands
tonnes of coins, most of which have now been produced,
have to be put into circulation within the first few weeks
of 2002. The implied safe storage and transportation needs
are considerable. So isthe work required to convert cash reg-
isters, cash-operating vending machines and automatic tell-
ers. Coping with the physical retrieval of old monies and
injection of new notes and coins will be difficult in places.
Combating counterfeiting is yet another demanding task, not-
withstanding the high technical quality of the new notes and
coins. With a view to smooth the transition, the European and
nationa authorities have stepped up information campaigns
and the delivery of euro-denominated cash to professional
target groups has started.

Timing of spending. Anticipating possible bottlenecks and
disruptions in early 2002, households may be tempted to
frontload part of the spending that would otherwise have
taken place then, boosting private consumption in late 2001
and reducing spending in the first months of 2002. In addi-
tion, private consumption, notably on durables, may be
increased in 2001 as individuals spend legacy currency cash
earned illegally or undeclared to the tax authorities. There
seems to be some evidence that this is the case for luxury
carsin particular.

Monetary aggregates. Cash in circulation has been declin-
ing sharply in the course of 2001, particularly as regards
large denomination banknotes. Precautionary early spending
probably translates into temporary substitution within M3
—the broad money aggregate closely monitored by the ECB
as itsfirst policy “pillar” — rather than into changes in the
growth rate of M3.1 But legacy currency cash circulating
abroad, particularly in Eastern Europe, may also return to
national central bank vaults after conversion into non-euro
area currency, decreasing M 3.2 The same holds for currency
circulating domestically in the shadow economy. Following
the changeover, in contrast, the demand for cash may rise,
with areversal of the aforementioned substitution effect plus
perhaps M 3-augmenting demand for large-denomination
notes. To the extent that the latter would remain abroad, how-
ever, the associated increase in the money stock should be
discounted for monetary policy purposes. Possibly offsetting
the increase in cash demand might be a change in payment
habits accelerated by the changeover which would see more
extensive use of payment cards (which are not used as much
in the euro area as in the United States), as well as a vanish-

Box 1.4. The macroeconomics of the advent of euro cash

ing need for those who regularly spend in more than one euro
area country (including border area residents) to hold two or
more national currencies.

Exchange rate effects. The reflux of legacy currency cash
ahead of the introduction of cash euros has been pointed to as
afactor contributing to the euro’s persisting weakness on the
foreign exchange markets.® The reversal of these flows
in 2002 would work towards euro appreciation. The
exchange rate may also be influenced, at least temporarily,
by the effectiveness or otherwise with which the changeover
takes place.

Inflation. The fear has al so been expressed that enterprises
and retailers may use the changeover as an opportunity for
rounding prices upwards, which would temporarily push up
inflation. In fact, there is anecdotal evidence that some firms
have done so aready,* and European and national authorities
have invited citizens and consumer organisations to be par-
ticularly vigilant. Competition is fierce in many sectors,
however, limiting the scope for such behaviour and even put-
ting pressure on sellers to round downwards. Moreover,
many euro area governments have committed to neutral or
consumer-friendly rounding for those prices and fees they
control. And analogous past conversions — such as the deci-
malisation in the United Kingdom in 1971 — suggest that the
net effect of rounding islikely to be very small.

Fiscal impact. On the fiscal side, the changeover will
entail the realisation of a windfall gain for national Treasur-
ies, since a portion of the legacy currency currently in circu-
lation will fail to be returned.This has lead to calls by
retailers, banks and vending machine operators to be com-
pensated for the costs of the changeover. But standing against
this windfall gain is the cost of the production of the new
notes and coins and that of the destruction of legacy monies.

In sum, the ultimate macroeconomic impact of the
changeover islikely to be hard to gauge even with the benefit
of hindsight, and a fortiori beforehand. It is clear, however,
that the introduction of cash euros amplifies the statistical
noise surrounding M3 (which for other reasons will have
been redefined twice within one year). More generally, the
possible short-term disruptions and the ensuing temporary
costs should be set against the permanent gains associated
with lower transaction costs and greater price transparency in
the euro area.

1. It should also be noted that currency in circulaion represented
only 6.9 per cent of M3 at the beginning of 2001.

2. In the mid-1990s, as much as 30 to 40 per cent of the deutsche-
marks in circulation were held abroad, see Seitz, F.,, “ The circula
tion of deutschemark abroad”, Discussion Paper No. 1/95,
Deutsche Bundesbank, 1995.

3. See Sinn, H.-W. and F. Westermann, “Why has the euro been fall-
ing?’, CESifo Working Paper, No. 493, 2001.

4. However, significant price increases may have received a dispro-
portionate measure of publicity.
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be weak. Proposals for escaping from the current liquidity trap tend to centre on an
inflation targeting framework.2 A temporary price-level objective would be set and
pursued by driving down the value of the yen. Since the Japanese economy is large
and fairly closed, the envisaged depreciation would be considerable, calling for inter-
nationa acquiescence. But assuming this were forthcoming, inflation expectations
would rise and both domestic spending and exports would be spurred by the lower
real interest rate and real exchange rate. In addition, the unanticipated rise in infla-
tion would alleviate the debt burdens of the Government and banks.

How credible would a very explicit policy shift along these lines be? Expecta- The exchangerateis key
tions of deflation and of a strong exchange rate are deeply rooted. Moreover, Japan is
a large net creditor and repatriation of funds might make depreciation difficult: one
force that has recently worked to strengthen the yen, and which interventions on the
foreign exchange market might not be able to fully offset, has been the capital repa-
triation behaviour of the domestic Japanese banks aimed at shoring up their balance
sheets, which have further deteriorated as stock markets collapsed (Box 1.5). In sum,
a shift to an inflation target with an explicit commitment to a time frame may not
bring much over what is already in place. What is needed is to push the current
framework to its limits, via unsterilised exchange rate intervention. Domestic assets
could also be bought, but the danger would be of artificially pushing up land and
equity prices, which are now closer in line with cash flows.

What isthe scope for fiscal action?

Against the backdrop of an aggressive monetary response but limited further Fiscal policy iscushioning the
scope for easing, the question arises whether fiscal policy could also be used to limit  slowdown
the extent of the slowdown. For most countries, headline fiscal balances are now pro-
jected to deteriorate, largely reflecting the downturn in activity, but also in many
countries as aresult of stimulatory discretionary measures. This marks an inflexion
in fiscal trends, following the sustained consolidation efforts witnessed during
the 1990s, in particular in the United States and in Europe. To some extent, the |oos-
ening of the fiscal stance was built in well before the slowdown became obvious, not
least in the form of tax cuts. With the benefit of hindsight, their timing appears
fortuitously anti-cyclical. But going forward, conventionally-measured fiscal posi-
tions in a number of advanced market economies preclude such a policy course
(Figure 1.10), as do the impending spending pressures associated with ageing.® There
is aso very limited scope, if at all, for fiscal activism in the OECD’s European
emerging market economies, where a gaping fiscal deficit is often coupled with a
large current account one (Table 1.8).1° In contrast, in Korea as well asin anumber of
non-OECD Asian economies, there is more room for a discretionary stimulus, and

8. Recent contributions to the debate include Bank of Japan, On Price Sability, Tokyo, 2000; Svensson, L.,
“The zero bound in an open economy: a foolproof way of escaping from a liquidity trap”, Monetary
and Economic Studies, Vol. 19, No. S-1, 2001; Hunt, B. and D. Laxton, “The zero bound on nominal
interest rates and its implications for monetary policy in Japan”, IMF Working Paper, forthcoming;
and the forthcoming OECD Economic Survey of Japan.

9. See, for example, Chapter IV in OECD Economic Outlook, No. 69, and Dang, T.-T., P. Antolin and
H. Oxley, “Fiscal implications of ageing: projections of age-related spending”, OECD Economics
Department Working Papers, No. 305, 2001.

10. See Chapter IV, which notes the implied vulnerability to shiftsin market sentiment.
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The Japanese Government is rightly stressing the need for
banks finally to dispose of their bad loans, so as to restore the
functioning of credit mechanisms and facilitate resource real -
location. In the absence of decisive progress on this front,
effectively bankrupt companies, supported by the rollover of
loans at minimal interest rates, will continue to cut prices to
remain in business and the economy is unlikely to emerge
from adlow growth, deflationary, trap.

Extent of the problem. Many estimates for impaired loans
have been cited, which differ in definition and institutional
coverage. The official objective set in Spring 2001 was for
the major banks to write off existing bad loans over the next
two years, and new ones over the three years after they are
incurred. The problem, however, extends more widely
through the financia system, with regional banks and credit
unions/co-operatives often in an even weaker position than
the major banks.! As of end-March 2001, bad loans are offi-
cialy estimated to total ¥ 11.7 trillion at the major banks and
¥ 31.2 trillion at all deposit-taking institutions. Bad loans
cover two bottom categories of loans, i.e. to firms“in danger
of bankruptcy” and “bankrupt” (or effectively so). On a
wider definition including one category above, namely “in
need of specia attention”, the figures referred to as non-per-
forming loans (NPLs) are ¥ 18 trillion for the major banks
and ¥ 44.5 trillion for al deposit-taking institutions.

Bad loan estimates have, thus far, been calcul ated from the
self-assessment of loan quality by banks, based on delin-
quency criteria.? New measures were announced in July and
September 2001, by which major banks have been required
to conduct internal rating reviews, which reflect market indi-
cators such as credit ratings and stock prices on atimely
basis and to take account of recent trends in loan losses and
bankruptcy. The frequency of inspectionsis to increase and
the Financial Services Agency (FSA) will focus on specific
debtors. Loans to big clients who suffered declines in their
market indicators are to be subjected to special scrutiny, and
banks will be required to provision in a more forward-looking
way. This tighter form of inspection is likely to result in fur-
ther increasesin NPLs. The potential amount of such loansis
large, as suggested by various private sector estimates. With
nominal interest rates so very low, the fact that a company
remains current on its debt service says little about its actual
capacity to repay. The pattern of financial statements of listed
companies shows that with a bunching of financially poorly
performing companies loan quality is extremely sensitive to
a change in interest rates. Estimates based upon a simple
extrapolation from financial statistics covering large firms
indicate that a small increase in lending rates, to reflect bor-
rowers’ risks more accurately, could imply a total of
¥ 170 trillion in bad loans and ¥ 237 trillion in NPLs.3

Weak bank balance sheets. At the same time, bank profits
will be influenced by the application of new mark-to-market
rules. Banks are to report full-year profits from March 2002
on this basis, which will be very painful if stock prices
remain depressed. If they fail to pay dividends on preferred
shares held by the Government, voting rights will become

Box I.5. Bad loansin Japan

attached to these shares, and they may be converted to nor-
mal voting stock. Low demand for loans and ample liquidity
have turned banks into major investorsin government bonds.
The latter carry a zero risk under the rules established by the
Bank for Internationa Settlements (BIS) but with long-term
rates at historical lows, the associated interest rate risk is
skewed and significant. The banks' exposure in this respect is
in fact even larger, due to large amounts of off-balance inter-
est-rate swaps. The implications of all this are that weak-
nesses in bank balance sheets will be further exposed and
that, depending on the extent of systemic risk, an additional
injection of public funds may be unavoidable.

Speeding up the adjustment process. The Resolution and
Collection Corporation (RCC) is being asked to step up pur-
chases of doubtful loans from banks, and to this end the
scope of its operations has been broadened. At present the
RCC only purchasesloans at a severe discount, which makes
selling unattractive for the banks except where the loans are
uncollateralised. However, while it will now be able to pay
“fair value”, the actual price which can be offered by the
RCC remains to be defined. Indirect recapitalisation via the
take-over of NPLs at artificially high prices would give
banks the wrong incentives, by appearing to rescue incum-
bent management and shareholders. The RCC should aggres-
sively auction the loans it acquires. It should also refrain
from becoming directly involved in corporate workouts (in
which it has no expertise, having essentially been a debt-
collection agency until now). Funds are to be set up to buy
shares of enterprises which have been involved in their
exchanging debt for equity, in an effort to push through their
restructuring. A code for debt forgiveness has been agreed,
which should facilitate private workouts while introducing
financial discipline and transparency.

Reducing banking capacity. In addition, the authorities need
to enforce areduction in banking capacity and costs by using the
restructuring agreements they have with recapitalised banks. In
this regard, the capping in March 2002 of the universal deposit
guarantee will put weak banks under pressure. Moreover, the
authorities are reconsidering the role of the state-owned postal
savings system and housing loan corporation, which distort
competition and, by providing de facto subsidised credit, reduce
profitability in the banking sector. The postal savings system
benefits from a state guarantee on al deposits and pays neither
premiums for the guarantee nor taxes. It is encouraging that
options including privatisation of these two institutions are
being explored by the Government.

1. Concerns have also been raised about life insurance companies,
see Box 1.3 in the previous OECD Economic Outlook.

2. An examination of the classification of debts on the eve of bank-
ruptey filing showed that only 30 per cent of them had been clas-
sified as high risk, effectively bankrupt or bankrupt. See the
forthcoming OECD Economic Survey of Japan, Paris.

3. See Goldman Sachs, “Totally rethinking Japanese asset quality”,
July 2001.
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Figurel.10. Gross public debt ratios
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supplementary budgets have been introduced. The risk should be avoided, however,
that this would slow down much-needed corporate restructuring. In Mexico, a near-
zero public sector balance continues to be targeted, which although imparting a pro-
cyclical biasto fiscal policy has been welcomed by markets.

The ongoing shift in fiscal stance is perhaps most conspicuous in the United The fiscal stanceisshifting in
States. Whereas the previous OECD Economic Outlook envisaged broadly the United States...
unchanged cyclically-adjusted net lending between 2000 and 2002 — notwithstanding

Tablel.8. Fiscal and current account balances
in emerging OECD economies

In per cent of GDP

2000 2001 2002 2003
Actual Projected EO69 Projected EO69 Projected

General government financial balance

Czech Republic -55 -6.0 -75 -9.3 -75 -5.8
Hungary -3.0 -4.9 -4.0 -4.8 -4.4 -4.5
Korea® 13 -0.1 0.0 -0.5 0.0 0.0
Mexico® 11 0.7 0.7 0.7 -05 05
Poland -2.2 -4.4 -25 -4.9 -2.2 -4.9
Slovak Republic® -35 -3.9 .. -34 . -2.9
Turkey® -10.3 -17.4¢  -150" . -10.5f
Current account balance

Czech Republic -4.5 -5.1 -5.2 -4.8 -55 -5.4
Hungary -3.3 -2.9 -3.7 -24 -4.3 -2.3
Korea 2.4 2.2 2.7 2.3 2.7 2.6
Mexico -3.2 -3.0 -3.6 -3.3 -4.0 -35
Poland -75 -6.2 -6.2 -5.7 -5.7 -5.7
Slovak Republic -3.8 -7.8 -4.3 -8.0 -51 -84
Turkey -4.9 2.4 -19 2.1 -0.5 2.2

a) Consolidated central government balance.

b) Public sector, including PEMEX and other public enterprises.

) July 2001 IMF staff projection, excluding privatisation proceeds and guarantees.
d) In per cent of GNP, central government.

€) OECD projection.

f) Letter of Intent to the IMF, 3 May 2001.
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the implementation of a major programme of tax cuts— a sizeable loosening is now
projected over this period, by 134 percentage points of GDP. The deterioration in the
fiscal balance partly reflects the larger-than-expected downturn through the summer
of 2001, which translated into mgjor downward revisions of official US budget fore-
casts (Figure 1.11).** But it mainly results from measures taken following the
11 September attacks, including emergency funding for the affected areas and sec-
tors, as well as broader new commitments. In the immediate aftermath of the attacks,
a $40 billion package was enacted by Congress, of which half was allocated for
national security. Shortly thereafter, $5 billion in direct cash aid was granted to US
airline companies plus $10 billion in loan guarantees.'> A number of further mea-
sures are being discussed, which in the central projection are assumed to total
$90 billion over 2002-03.

... and further tax cuts are Under consideration are a variety tax cuts and spending proposals, including the
being mooted  accelerated phasing in of the pre-existing tax-cut programme, a cut in the corporate

income tax and/or in the capital gains tax, atemporary investment tax credit, more

generous depreciation allowances and/or expensing provisions for investment.

Income tax rebates are also being contemplated, targeted on moderate-income tax-

payers, as well as atemporary sales tax rebate. Furthermore, an extension of unem-

ployment benefit duration by 13 weeks beyond the normal 26 weeks, as well as

federal block grants to states to allow them to offer health coverage and job training

for laid-off workers are envisaged. To the extent that a short-run fiscal stimulus

was the main criterion, the choice between these options should be guided by the

Figurel.11. United States: the projected budget surplust

Fiscal years
Total balanceincluding surpluses Balance excluding surpluses
in the Social Security trust funds in the Social Security trust funds
% of GDP % of GDP
SR January 2001 —— January 2001 s
- == August 2001 - == August 2001
4 Post 11 September 2001, 4
pre-stimulus?
3 e 3
2 paen ,

-1
2000 01 02 03 04 05 06 07 08 09 10 2000 01 02 03 04 05 06 07 08 09 10

1. The figure does not show the projection for 2011 because of the uncertainty about the fate of the sunset clauses in the tax law.

2. Includes $40 billion in emergency spending and the estimated cost of the assistance to airlines, but not any subsequent stimulus package.

Source: Congressional Budget Office, January and August 2001 Budget and Economic Outlook, and September Monthly Budget Review; House and Senate Budget Committee,
Revised Budgetary Outlook and Principles for Economic Stimulus, 4 October.

11. The Congressional Budget Office (CBO) estimates that federal revenue in FY 2001 was lower than in
FY 2000, which would be the first year-to-year decrease since the early 1980s. Reasons other than the
unanticipated slowdown include changes in the timing of tax payments. See Monthly Budget Review,
26 September 2001.

12. Partly to contain demands for help from other sectors and from airlines that do not really need them or
whose financia problems are unrelated to the 11 September attacks, these loan guarantees do not
come free: recipients may be required to give the Government buy options on their stock.
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probability that they would indeed promptly add to demand. Some of the proposed
tax cuts are of a permanent nature and therefore quite costly in the long run, while
they might fail to induce extra spending in the near future. Others are more clearly of
atemporary kind, but may still prove relatively ineffective, trandating mainly into
higher corporate or household saving.

Bearing in mind that fiscal policy isless flexible than monetary policy and that Tax changes should be strictly
tax-rate changes made for short-term reasons usually have long-term budget conse- temporary or matched by
guences, it is important that the size and composition of the fiscal stimulus package spending cuts
not jeopardise long-run fiscal discipline. If tax cuts are made, they should either be
expressly temporary or matched by medium-term expenditure cuts. The recent
national accounts data revisions are a reminder that an apparently robust fiscal situa-
tion may be less sound than it appears, while the experience of the 1980s illustrates
how difficult it is to correct a deterioration once it occurs. Pulling the fiscal lever too
forcefully would add to the monetary boost in the short run, but hamper the eventual
effectiveness of monetary policy by pushing up credit costs.

Several governments in the euro area had already publicly warned around mid- The automatic stabilisers are at
2001 that, owing in particular to the unanticipated extent of the slowdown, fiscal per- work in Europe...
formance in 2001 was unlikely to match the targets set in their national stability pro-
grammes (Table 1.9). In the aftermath of the 11 September attacks, meeting the
corresponding nomina deficit objectives has become even more difficult. The same
holds for the 2002 budgets. Past consolidation efforts have put euro area membersin

Tablel.9. Fiscal balancesin Europe:
projected outcomes ver sus tar gets

General government, in per cent of GDP #

2000 2001 2002 2003
Actual® Projected Programmed Projected Programmed Projected Programmed

Austria -15 0.0 -0.8 -0.4 0.0 0.1 0.0
Belgium 0.1 0.0 0.2 0.0 0.3 0.2 05
Finland 6.9 37 47 1.9 4.4 21 45
France -13 -15 -1.0 -1.8 -0.6 -1.4 -0.4
Germany -1.3 25 -15 -25 -1.0 -1.8 -0.5
Greece 11 0.2 05 0.6 15 13 2.0
Ireland 45 32 43 22 38 1.9 4.6
Italy -15 -14 -0.8 -11 -0.5 -1.1 0.0
Luxembourg 6.1 53 26 32 25 29 25
Netherlands 15 11 0.7 0.6 0.3 0.7 0.3
Portugal -1.8 -17 -11 -15 -0.7 -1.4 -0.3
Spain -0.4 0.0 0.0 -0.4 0.2 0.0 0.3
Euro area -0.8 -1.2 -0.6 -1.3 -0.3 -0.9 0.1
Denmark 2.8 2.0 2.8 1.4 26 17 26
Sweden 4.1 38 35 16 20 18 20
United Kingdom® 1.9 11 0.6 0.0 -0.1 -0.7 -0.9

a) Excludes UMTS receipts.

b) September 2001 notification to the European Commission.

c) Onafinancial year basis (year t stands for FY t/t+1).

Source: National stability and convergence programmes (third vintage), Eurostat and OECD.
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... but spending pressures need
to beresisted

Aidto airlines should be
temporary and not distort
competition nor delay
restructuring

In Japan, the immediate
priority isto contain new
borrowing...

a position to let the automatic stabilisers function to some extent. But the scope for
them to act as conjunctural cushions is determined by the degree of consolidation
achieved in the upturn and is curtailed in some countries by still very high public
debt ratios and/or underlying deficits that remain uncomfortably far from the “close
to balance or in surplus’ position required to ensure fiscal sustainability over the
medium run. As for the possibility of discretionary action, since short-term interest
rates have come down significantly, and with earlier commitments to cut certain
taxesto come into effect in 2002 and 2003, the overall stance of macroeconomic pol-
icy does appear to be mildly easing. A significant additional discretionary push is
generally undesirable, not least because of implementation lags, which might render
it pro-cyclical.

Most importantly, it remains essential to resist spending pressures and to meet
specific medium-term objectives where these have been spelled out for outlays.
Chronic overruns in areas such as health care spending — notably in France, Italy and
Portugal — call for fundamental policy changes to contain them. Unforeseen new
spending has been necessary in the wake of the 11 September attacks, in particular to
enhance security. In some countries, this is to be financed by tax increases, particu-
larly in Germany, where the fiscal deficit is projected to come close to 3 per cent of
GDP2 In others, such extra spending may de facto be offset by restraining other cat-
egories of outlays, and this, indeed, should be the preferred option.

There are also pressures for other types of new spending commitments, notably
for public aid to the airlines. The European Commission considers that emergency
aid to compensate for the losses resulting directly from the four-day closure of US
airspace is permissible and that the cost of reinforcing security must be borne by
Member States. The Commission is to examine the assumption of the additional
costs of insurance by Member States for a limited time, provided this does not place
airlines in a more favourable position than prior to the withdrawal of their insurance
cover. It isimportant that any aid not reverse the slow but genuine progress made in
the 1990s in bringing down state aid and reducing competition distortions. Moreover,
with some European airlines bankrupt or on the verge or bankruptcy, overdue
restructuring of this sector should not be delayed as a result, rather the contrary.

Years of massive and ill-directed fiscal pump-priming have failed to prevent the
Japanese economy from dlipping into recession once again, and have saddled it with
the highest gross public debt-to-GDP ratio among OECD countries. Just to stabilise
the debt ratio at 180 per cent of GDP (from around 130 per cent at present) would
reguire a consolidation during the current decade of over 10 percentage points of
GDP The required adjustment would be even more drastic if additional financial
support were needed for the cleaning up of bank balance sheets. In the absence of a
foreseeable inflexion of the debt path, Japanese government bonds may be down-
graded further by rating agencies, which would increase the associated risk premium
and worsen the debt dynamics. In the shorter run, the emphasis should be on cutting
expenditure, in particular as regards public works and subsidies to public corpora
tions. This would be facilitated if the tendering system, which is prone to bid-

13. Unless there are exceptional circumstances, the Stability and Growth Pact foresees sanctions when
the deficit durably crosses that threshold.

14. Thisisassuming nominal GDP growth of 1 per cent and nominal interest rates of 2 per cent. See the
forthcoming OECD Economic Survey of Japan.
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rigging, were changed, and if earmarking of some revenues for special purposes,
such as road building, were abolished. Tangible progress with pension- and health-
system reforms is also needed to dispel the perception that they are unsustainable,
which tends to push up precautionary household saving.

A small supplementary budget has been presented to Parliament and the Gov- ... whilerefocusing public
ernment has committed itself to cap new borrowing at the central level at ¥ 30 trillion  spending
in the next fiscal year. Even if provision is made for the expected weakness in tax
revenue, a fiscal tightening of some half a percentage point of GDP will be required,
asmall step in view of the necessary medium-term adjustment, but an important sig-
nal against the background of a prolonged deterioration in the public finances. The
supplementary budget incorporates measures to complement the Government’s
structural reform plans, especialy by increasing support for the unemployed. Pres-
sures are rising for a second supplementary budget to include traditional public
works top-ups. This needs to be firmly resisted, since it would undermine the Gov-
ernment’s new fiscal strategy in itsvery first year.

Shifting the macroeconomic policy stance back towards
neutral

Given the lags associated with monetary and fiscal policy, acrucia issuegoing Maintaining a medium-term
forward is when and at what pace the macroeconomic policy stimulus should start to  policy focus...
be withdrawn. On some past occasions, notably following the October 1987 stock
market crash, the excess liquidity injected via a stimulatory monetary policy failed to
be drained early enough. Taking a medium-term view, monetary policy should not go
so far as to reflate the economy to previous, potentially inflationary levels, which
would jeopardise the sustainability of the recovery.

In the context of the impending upturn, EU countries should not relax the ... with symmetrical use of
medium-term nominal net lending targets enshrined in their earlier stability and con- automatic stabilisers...
vergence programmes. Unlike during the last upturn, they will also need to let the
automatic stabilisers work in full on the way up, paying for tax cuts by expenditure
restraint. Reinvigorating structural reforms, which in some places have lost momen-
tum, would alow for a higher economic speed limit and thereby make it easier to
cope with this challenge.

Where discretionary fiscal action has been taken, asin the United States, thefis- ... is essential for non-
cal situation calls for atimely removal of any stimulatory measures in order to inflationary growth
ensure that deficits do not become entrenched, as they did after the tax and spending
boost of the early 1980s. Indeed, the subsequent retrenchment in the US federal bud-
get position was instrumental in freeing the capital needed to finance the ensuing
investment and productivity increase of the 1990s. Private investment having now
fallen and net saving increased, there is arole for government dissaving to maintain
aggregate demand. But this should not be allowed to crowd out investment in the
upturn. Moreover, even with the savings generated by an improved fiscal position,
the United States entered the recession and will enter the next expansion with a cur-
rent account deficit of some 4 per cent of GDP. Any increase in that deficit associ-
ated with public-sector borrowing could be severely destabilising, with adverse
effects on global long-term interest rates.

© OECD 2001
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Keeping open and flexible
mar kets will facilitate
adjustment

The volume and composition of
demand have been affected in
the short run

Heightened insecurity pushes
up insurance costs and
government spending

Greater uncertainty may force
inventory levelsup

Economic openness and structural reforms

L ooking through the current cyclical downturn, the challenge is how to ensure
that OECD economies resume vigorous and sustainable growth. There are three stra-
tegic considerations: i) how the disruption, heightened insecurity and higher transac-
tion costs affect the supply-side potential of OECD economies and hence future
living standards; ii) the degree to which flexible and properly regulated markets can
help economies cope with a more insecure world; and iii) the required policy
responses. At issue is the need to maintain the openness of the global economy in a
climate where improving security should not be alowed to lead to stifling re-regulation.
A reinvigorated resolve to strengthen the design and implementation of longer-run
structural reforms would help bolster confidence.

L onger-term growth potential in a changed environment

As noted, the 11 September attacks adversely affected demand and supply in the
short run. The economic reverberations of the campaign in Afghanistan and of the
recent bio-terrorist aggressions are unpredictable but risks have clearly increased, as
evidenced in higher spreads on emerging market bonds and, in some cases, outright
withdrawal of insurance coverage. Capital accumulation will decline, as investment
decisions are postponed, and this will be associated with a shift towards different
types of investment, including rebuilding and provision of security. Adjustment costs
will tend temporarily to reduce the productivity of the capital stock.

The attacks also have longer-run implications for supply potential. A number of
insurance companies have recently announced major price increases, which are
likely to be permanent depending on how much governments will underwrite secu-
rity risks. Some firms will decide to bear the new risks themselves rather than to take
out extrainsurance, but this might show up in a higher cost of external finance, to the
extent that the greater reliance on self-insurance is perceived as such. At the same
time, security costs are rising. Critical computer systems need to be backed up more
systematically, involving more duplication. More frequent and thorough checks at
airports and elsewhere will be costly. And military outlays will increase, in a partia
reversal of the post-Cold War peace dividend enjoyed during the 1990s.'® Directly or
indirectly, the extra insurance and security costs will fall upon households as con-
sumers, shareholders or taxpayers. All else equal —assuming also no offsetting cuts
in public spending — this would point to a higher level of government spending and
taxation, and a lower level of potential output.

Higher uncertainty about the timely delivery of inputs, in an environment where
interruptions somewhere along the supply chain could become more frequent, may
force firms to maintain larger inventories, at least until contracts have been rewritten
and sequencing of operations redesigned.® This would partly reverse the trend
towards leaner inventories, which could imply aloss in speed and flexibility, reduc-
ing the level of productivity, and have implications for the shape of the business
cycle (Box 1.1).

15. Defence spending accounted for 2.9 per cent of GDPin FY 2001 in the United States, half the ratio in
the 1980s. It is set to rise to around 3.4 per cent of GDPin FY 2002.

16. The computer manufacturer Dell for example has announced that it would move from athree-day to a
seven-day inventory palicy.
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Higher security and insurance costs make transport more expensive and lower  The shift in relative costs may
the relative cost of domestic production. At the margin, this would reduce outsourc-  alter long-run international
ing abroad and the foreign direct investment flows that go with it. But it could also  trade and investment
make direct investment abroad more attractive than trade to penetrate foreign mar-  patterns...
kets, with the opposite effect. Security and insurance costs do not account for a large
share of total expenses. For example, in the case of passenger and cargo carriers,
insurance costs represented only 0.4 per cent of total operating expenses in
early 2001, according to the Air Transport Association. Even so, if foreign and
domestically-produced goods are sufficiently close substitutes in production or con-
sumption, a sharp increase in these and other transport-related transactions costs, in
the context of a more uncertain environment, could have a more-than-proportional
negative impact on trade and capital flow patterns, which could become more
inward-looking.'’

Furthermore, if the effect on the costs of different modes of transport is not uni- ... with sectoral consequences
form, there will be shifts amongst them as well as changes in the direction and com-
position of trade flows,'® with attendant sectoral consequences. For example, one
important effect of relative price changes, allied to changing attitudes of consumers
with respect to transport safety, could be a shift from longer-distance, air-based tour-
ism to destinations reached by land. OECD projections aready include such an effect
as far as intra-European destinations are concerned.

The above sectoral shifts would constitute a market-driven response to an  Market-driven responses will

unforeseen shift in relative prices, akin to the one associated with a long-lasting bring adaptation...

oil price shock. There may be a permanent effect on the level of productivity

and incomes, but for the most part, it would not necessarily imply lastingly lower

productivity growth. More protracted growth effects could, however, occur to the

extent that the process of innovation and diffusion were to be hampered by reduced

trade, travel or direct investment aswell as by the diversion of R& D funding towards

security.

While, in the short term, some of the affected sectors have required government ... provided open markets are
support to prevent dislocation, a danger lies in the possible persistence of an active maintained...
and interventionist policy response. In particular, governments should avoid:

— Turning short-term aid to affected industries into permanent, competition-dis-
torting assistance, which impedes necessary restructuring.

— Introducing excessive new regulations which undermine the efficiency of
markets.

— Introducing obstacles to the normal mobility of factors of production, labour
and capital.

— Giving way to protectionist pressures, which tend to intensify during cyclical
downturns and in the face of sizeable trade deficits.'®

17. The costs of trade can have non-linear effects on openness, see Obstfeld, M. and K. Rogoff, “The six
major puzzlesin international macroeconomics: is there a common cause?’, NBER Macroeconomics
Annual 2000, MIT Press, 2001.

18. In past decades, the share of trade transported via air rose sharply as the cost thereof fell relative to
ocean transport, facilitating trade in time-sensitive goods. See Hummels, D., “Towards a geography
of trade costs” and “Have international transportation costs declined?’, University of Chicago,
mimeo, 1999.

19. Particularly sectoral and bilateral ones: the number of initiations of anti-dumping investigations rose
by 44 per cent in the year to the first half of 2001, with much of the increase in the stedl sector.
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... and even reinforced

Progress towards better global
governance needs to be
consolidated...

... wWith more attention to
effective devel opment
assistance

The domestic structural policy
agenda is unfinished

Indeed, the new round of multilateral trade negotiations should be as far-reach-
ing as possible. The welfare gains to be reaped from the elimination of the trade bar-
riers remaining after the Uruguay Round are substantial.2° Full liberalisation of trade
in services would yield even larger benefits at the global level, reflecting the weight
of these sectors and the significant trade barriers still present in services. Opennessto
trade —when combined with sound macroeconomic management and institutional
development — boosts growth and hel ps reduce poverty in developing countries? In
this respect, China's accession to the World Trade Organisation will ultimately con-
tribute to raising living standards in that country as well asin its trading partners.
More generally, it is important that the international community does not retreat on
its progress towards a more open world.

Against the same backdrop, the greater attention being paid since the mid-1990s
to strengthening the current system of “global governance” is welcome. International
standards are being promoted for improved transparency and wider dissemination of
information, for good corporate governance, accounting and audit, as well as for
financial supervision. Also, in the context of the fight against money laundering, it
has recently been decided to expand the role of the OECD’s Financial Action Task
Force to explicitly encompass the financing of terrorism. These governance improve-
ments should help to bolster internationa investor confidence and bring about a bet-
ter longer-term global alocation of resources.

Progress towards a more open world would be further facilitated by the recogni-
tion that large groups of people have been |eft behind and have not enjoyed improve-
mentsin living standards. Indeed, in the aftermath of the current slowdown, it will be
more important than ever to enhance the governance of aid by linking its allocation
more closely to performance. The recent decision by the OECD Development Assis-
tance Committee on untying aid should help reduce the cost of the goods and ser-
vices financed by aid and the red tape faced by recipients and donors. Even more
helpful, however, would be decisive measures to open industrial countries’ markets
more widely to farming and textile products from the rest of the world.

Thedomestic structural policy agenda needsto be pursued

Countries’ overall openness and dynamism also depend on the extent to which
domestic policies permit entry into national markets. By reducing economic rents,

20. Model simulations suggest that full liberalisation of merchandise trade by 2005 would permanently
increase GDP by ¥z to ¥ percentage point in industrial countries and by 1%4 to 3 percentage points in
developing countries, where trade barriers remain, on average, much higher. The lower estimate is
based on a static model assuming perfect competition (see Anderson, K., B. Dimaranan, J. Francois,
T. Hertel, B. Hoekman and W. Martin, “The cost of rich (and poor) country protection to developing
countries”, Centre for International Economic Studies, University of Adelaide, mimeo, 2001).
The higher one is based on a model incorporating increasing returns to scale, monopolistic competi-
tion and product heterogeneity (see Brown, D., A. Deardorff and R. Stern, “CGE modeling and analy-
sis of multilateral and regional negotiating options”, forthcoming in Robert Stern (ed.), Issues and
Options for U.S.-Japan Trade Policies, University of Michigan Press, Ann Arbor). For a broader
range of evidence, see OECD, Open Markets Matter: The Benefits of Trade and Investment Liberali-
sation, Paris, 1998.

21. Seefor instance Dollar, D. and A. Kraay, “Trade, growth and poverty”, World Bank Policy Research
Paper, No. 2587, 2001, or Cirera, X., N. McCulloch and A. Winters, Trade liberalization and poverty:
a handbook, CEPR, London, 2001. For the effects of trade openness on growth, see also OECD
Economic Outlook, No. 68, December 2000, and for evidence that it helps reduce corruption,
see Bonaglia, F., J. Braga de Macedo and M. Bussolo, “How globalisation improves governance”,
CEPR Discussion Paper No. 2992, 2001.
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broader and more intense product market competition can have positive effects on
the employment rate in addition to strengthening productive efficiency, since labour-
market reforms can help stimulate entrepreneurial and innovative activity.? In these
respects, although substantial structural reforms have been implemented, there are
sectorsin @l OECD countries where the reform agendais still in its early stages.

The US economy is more flexible and resilient than most, which will help bring  In the United States— as
about a relatively swift recovery. Even so, structural distortions remain in some sec-  elsewhere —agriculture
tors, notably, as in Europe and Japan, in agriculture.?® The United States has continues to receive special
accounted for a growing share of total support for farmers in the OECD areain treatment...
recent years, as spending on all forms of support rose sharply. The higher outlays
have aimed at augmenting farmers’ incomes rather than being directly linked to cur-
rent production or trying to maintain prices above market levels, which has avoided
obvious distortions to acreage or crop decisions. Nonetheless, after four consecutive
years of “emergency payments’, mora hazard has become a concern. While benefits
elsewhere in the economy are of limited duration and generally targeted on poor peo-
ple, the bulk of government payments to farmers goes to already prosperous house-
holds. Means-testing would help diminish the spreading dependency culture in the
sector. At the same time, efforts should be stepped up to decouple payments from
current or past production by reducing market price support.

In several important network sectors, the existing pricing rules, ownership ... and some issues need to be
arrangements or competition policy sanctions do not allow for optimal resource allo-  addressed in the network
cation. In air transport, competitive pricing of take-off and landing slots would be  sectors
desirable, as would the sale to the private sector of some air bases owned by the
federal Government, which could then be converted to commercial airports. In local
telecommunication markets, larger penalties should be levied on incumbent opera-
tors which do not co-operate with new entrants. In the electricity sector, deregulation
has been conducted differently across states. The maintenance of retail price capsin
Cdlifornia contributed — alongside other factors, including a drought which reduced
hydro-electric supply — to severe shortages in late 2000 and early 2001. Retail prices
should be allowed to signal imbalances between demand and supply in this sector
and regulatory and political constraints on new generating capacity need to be eased.

Notwithstanding the ambitious agenda endorsed by the European Council at the Progress has been uneven in
Lisbon summit in March 2000, structural reform in EU member countries has made Europe
uneven progress since and needs to regain momentum. Positive developments in
recent years include: employment-friendly changes in tax and benefit systems,
including the increase in or introduction of in-work benefits, such as earned income
tax credits; the long-awaited agreement on a European company statute, coming into
forcein 2004, which allows firms to register as one European rather than a collection
of national concerns (although it failsto unify tax treatment and imposes worker con-
sultation obligations that could be a source of rigidity); an increasingly forceful com-
petition policy; and a clear intensification of competitive pressures in a number of
sectors. Even so, as signalled by the still very high level of structural unemployment

22. Trade-offs between efficiency and equity goals may arise, however, as some groups of workers may
be adversdly affected, cdling inter alia for careful consideration of the cross-market effects of policy
changes (see Chapter VI).

23. Seethe OECD Economic Survey of the United States, Paris, 2001.
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Labour markets suffer from
long-standing but also more
recent distortions

Product and financial markets
remain overly segmented

In Japan, reforms need to be
resolutely pushed through

and the persistence of a sizeable productivity gap vis-a-vis the United States, there
remains considerable scope for further progress.

As regards labour markets, the interaction between taxes and benefits too often
continues to result in penal marginal effective tax rates, which perpetuate unemploy-
ment and/or poverty traps. The duration, eligibility and enforcement of unemploy-
ment and disability benefit schemes as well as employment protection frameworks
need to be reconsidered in some countries (including France, Germany and ltaly),
especially where recent legislative or other measures have backtracked on the
progress made during the 1990s. Early retirement programmes still play too large a
role and measures are in order to remove impediments to work facing older members
of the workforce. Furthermore, the forthcoming generalisation of shorter legal work-
ing timein France to the smaller enterprises will be difficult to implement, especially
in a more downbeat macroeconomic situation. It will also weigh on the budget, as
will the extension of the 35-hour week to public-sector workers.

Concerning product markets, the opening up of network industries has pro-
ceeded unevenly across countries and sectors, enabling some state-owned and rela-
tively protected operators to undertake acquisitions in neighbouring countries where
the market has been opened earlier and wider. The European competition authorities
should be as rigorous in such instances as when dealing with private-sector compa-
nies. Air and rail infrastructures remain less integrated than the single market that
they serve. The car market has thus far remained highly segmented, with a block
exemption allowing carmakers to control distribution through captive dealers. This
exemption expires in September 2002. It should not be renewed, nor replaced by
other restrictions that would significantly inhibit competition. Likewise, financial
markets are still too segmented, in particular at the longer end of the maturity spec-
trum. A take-over directive, long in the making, was recently voted down in the
European Parliament. Implementation of the European Union’s Financial Services
Action Plan should be accelerated. Lastly, progress is slow in the ongoing discus-
sions on the reform of the Common Agricultural Policy, which inter alia have a bear-
ing on the timing and modalities of EU accession for candidate countries.

In Japan, deep structural reform has been elusive during the 1990s, weakening
confidence and delaying an eventual sustained recovery. Latterly, in addition to the
aforementioned banking sector and fiscal reforms, the Japanese government has
announced a broad set of structural changes. Priority ought to be given to “win-win"
measures that are likely to boost private demand and supply at low fiscal cost. In this
respect, redundant building laws and land regulations, as well as taxes that restrict
redevelopment of accommodation in urban areas stand out. | mpediments to the
development of household services should be removed and nursing-care services
should be opened further to private companies. It is also important to reinforce the
competition policy framework, including that applying to utilities such as electricity,
where incumbent firms are unduly inhibiting entry. Corporate governance arrange-
ments need to be improved by revising the commercial code so that boards, auditors
and shareholders can play a more active role. On the labour-market side, flexibility is
limited by labour courts’ rulings on dismissals. In the short run, existing job-creation
programmes and job subsidies should be reviewed, more attention should be given to
training programmes, and the scope for fixed-term or temporary contracts should be
widened. While a decisive push towards structural adjustment will inevitably involve
some short-run adjustment costs, including effects on employment, it is indispens-
ableif the Japanese economy isto break out of the deflation mould.
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Summing up

The duration and depth of the ongoing downturn depend on how rapidly exist- Uncertainty is best addressed
ing uncertainty dissipates. While the distribution of risks may be skewed to the by sound macroeconomic and
downside, the central scenario features a turning point towards mid-2002, as security  structural policies
concerns abate and confidence returns. Based on concerted and forceful central bank
action and a shift in the fiscal stance, or at least a pause in consolidation, in most
OECD economies, macroeconomic policy should limit the amplitude of the slow-
down, especially where past efforts have built up room for manoeuvre. But it should
not be over-extended or pursued to the exclusion of structural policies, which per-
form an important if less conspicuous role. Laying the basis for sustainable growth
and finances calls for vigilance and action on the structural side, all the more so as
fighting global terrorism is likely to translate into a reorientation of public and pri-
vate resources from productivity-enhancing investments towards security-rel ated
spending. Obviously, the lags associated with many structural reforms are even
longer and more uncertain than for macroeconomic policy, but the determined short-
term actions to restore growth will be most effective if taken with alonger-run focus.
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Appendix

Shocks to the world economy: atoolbox approach

What would be the impact of
possible shocks?

Lower confidence and equity
prices could further weaken
investment and consumption

I ntroduction

Given the exceptional range of risks and degrees of uncertainty associated with
the current economic situation, it is not obvious what assumptions to use in con-
structing scenarios departing from the central projection. As an aternative approach,
this annex provides a “toolbox” of “ready-reckoners” for assessing the possible
impact of one or more specific shocks or policy actions on the world economy. These
include:

— afurther weakening in OECD domestic demand;
— acontraction in non-OECD import demand;

— higher oil prices,

— aweaker US dollar;

— aconcerted reduction in OECD interest rates.

Each of these shocks might be considered as possible elements contributing to alter-
native scenarios, based on the experience of past episodes of upheaval and strong
movements in key variables. The assessment is based on simulations with the OECD
INTERLINK model combined with an analysis of the quantitative importance of
specific risks and shocks in the past.?* Table 1.10 and Figure 1.12 summarise a selec-
tion of key results. The following paragraphs describe the main assumptions, fea-
tures and mechanisms involved for each of the individual shocks considered. These
results are, in general, approximately linear and additive but need to be combined
with care. For example, in combining an ex ante negative shock to demand with the
effects of higher oil prices, it will also be important to consider the extent to which
lower demand may of itself depress oil prices and vice versa. Importantly, the results
are a so sensitive to the choice of policy assumptions as discussed later.

A further weakening in OECD domestic demand

The central projection described in the main text already embodies a marked
slowdown in growth relative to previous projections, reflecting a range of factors.®
Nonetheless, the risks to the already-weak domestic demand projection for the
OECD area are mainly on the downside. To give a better feel for the possible conse-
guences of such arisk, in the absence of any knowledge of its distribution, the analy-
sis considers a demand shock broadly equivalent to the difference between the
centra projection and previous severe slowdownsin OECD growth.

24. Standard references to the model and a description of its current properties with respect to a variety of
policy-related, country-specific and regional shocks are given in Dalsgaard, T., C. André and
P. Richardson, “ Standard shocks in the OECD INTERLINK model”, OECD Economics Department
Working Papers, No. 306, 2001.

25. Overall, the combination of confidence and equity price effects factored into the central projection
represents about one half of the overall weakening over the coming year relative to OECD Economic
Outlook, No. 69, June 2001.
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Table1.10. Simulated shocksto the world economy

Per centage deviations from baseline

GDP growth Output gap Inflation World
United Japan Euro OECD United Japan Euro OECD United Japan Euro trade
States area States area States area  growth
Weaker OECD domestic demand
2002 -0.9 -1.0 -11 -0.9 -0.9 -0.9 -1.0 -0.9 -01 -04 -0.2 -2.9
2003 1.0 0.9 11 0.8 0.0 0.0 0.0 -0.1 -04 -04 -04 2.8
2004 0.3 0.2 0.2 0.2 0.3 0.1 0.2 0.1 -04 0.2 -0.3 0.6
2005 -0.1 -0.1 -0.1 -0.1 0.2 0.0 0.1 0.1 -0.3 0.0 -0.3 -0.2
Contraction in non-OECD
import demand
2002 -0.3 -05 -0.6 -04 -0.3 -04 -0.6 -04 0.0 -0.1 0.0 -2.6
2003 -0.7 -1.0 -14 -1.0 -0.9 -1.3 -1.9 -14 -0.2 -0.6 -04 -5.7
2004 -0.1 -0.1 -0.1 -0.1 -0.9 -14 -1.9 -15 -0.7 -11 -1.2 -0.3
2005 0.2 0.0 0.1 0.1 -0.7 -14 -1.7 -14 -1.1 -0.9 -1.8 0.1
10 dollar increasein oil prices
2002 -0.2 -04 -0.3 -0.2 -0.2 -04 -0.3 -0.2 0.5 0.3 05 -0.7
2003 0.1 0.1 0.2 0.1 -0.1 -0.3 -0.1 -0.1 0.2 0.0 0.2 05
2004 0.2 04 0.3 0.3 0.1 0.1 0.2 0.1 0.1 0.0 0.1 0.8
2005 0.0 0.2 0.0 0.0 0.1 0.3 0.2 0.1 0.1 0.0 0.2 -0.1
10 per cent weaker US dollar
2002 0.7 -0.1 -05 -0.1 0.7 -0.1 -0.5 -0.1 11 -0.2 -04 0.1
2003 0.5 -0.3 -01 0.1 11 -0.3 -0.6 0.0 0.7 -0.1 -04 -0.3
2004 -0.6 -0.1 0.0 -0.2 05 -04 -0.5 -0.2 1.0 -0.3 -0.6 -0.2
2005 -04 -0.1 0.1 -0.1 0.1 -0.5 -0.5 -0.3 12 -0.3 -0.7 -0.3
100 basis point reduction
ininterest rates
2002 04 0.3 0.5 04 04 0.3 0.5 04 0.0 0.0 0.1 13
2003 0.3 0.3 04 0.3 0.6 05 0.8 0.7 0.2 0.3 0.2 14
2004 -0.2 -0.1 0.0 -0.1 0.4 0.4 0.7 0.6 0.5 05 04 0.1
2005 -0.2 -0.1 0.0 -0.1 0.2 0.3 0.7 0.6 0.6 04 05 0.0

Note: Seethetext for details of specific assumptions used
Source: OECD Interlink model

The rate of growth of OECD GDP is currently close to zero or dlightly negative
(Figure1.12, Panel A). There have been only two previous episodes when OECD-
wide GDP growth has been negative since 1960, following the first and second oil
price shocks, but the impact was more protracted. In terms of the composition of
aggregate demand, the current projection of per capita consumption growing at an
average 0.1 per cent between the second halves of 2001 and 2002, compares some-
what more favourably with negative paths during previous episodes (Table 1.11).
Overall, an additional slowdown in consumption at the aggregate OECD level of the
order of 1 per cent during the first half of 2002 would be more representative of pre-
vious severe slowdowns.? The downturns in investment already built into the central
projection, combined with the effects of lower demand, are also quite significant,

26. On thebasis of available econometric estimates, this would be broadly equivalent to the influence of a
further 15 to 20 per cent weakening in equity prices, relative to the central projection. See, for exam-
ple, Boone, L., C. Giorno and P. Richardson, “ Stock market fluctuations and consumption behav-
iour”, OECD Economics Department Working Papers, No. 208, 1998.
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Figurel.12. Slowdown profiles

Panel A: OECD growth — comparison between projection and shocks
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Panel B: OECD output gap — comparison between projection and shocks
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Tablel.11. Comparisonsof the projectionsand previous episodes
of weak consumption and investment growth?

Event Period Growth in Period Growth in
consumption fixed

per capita investment

(per cent)” (per cent)

United States First oil shock 1973 S2-1974 S2 -3.1 1974 S1-1975 S1 -11.4
Second oil shock 1979 S2-1980 S2 -2.2 1979 S2-1980 S2 -7.1

1981-1982 recession 1981 S1-1982 S1 -0.8 1981 S2-1982 S2 -74

Gulf War 1990 S1-1991 S1 -1.3 1990 S1-1982 S1 -6.9

Projection 2001 S1-2002 S1 -04 2001 S1-2002 S1 -7.2

Japan First oil shock 1973 S2-1974 S2 -15 1973 S2-1974 S2 -10.1
Second oil shock 1979 S2-1980 S2 -0.5 1979 S2-1980 S2 -2.4

Asiacrisis 1997 S1-1998 S1 -1.2 1997 S2-1998 S2 -5.7

Projection 2001 S1-2002 S1 -04 2001 S1-2002 S1 -7.2

Euro area First ail shock 1974 S1-1975 S1 0.7 1974 S1-1975 S1 -6.4
Second oil shock 1980 S1-1981 S1 -1.2 1980 S2-1981 S2 -3.6

Early 1990s recession 1992 S1-1993 S1 -1.3 1992 S1-1993 S1 -7.2

Projection 2001 S1-2002 S1 13 2001 S1-2002 S1 -0.1

OECD First oil shock 1973 S2-1974 S2 -0.9 1974 S1-1975 S1 -5.5
Second oil shock 1979 S2-1980 S2 -0.7 1981 S1-1982 S1 -4.1

Projection 2001 S1-2002 S1 0.1 2001 S1-2002 S1 -3.8

a) All episodes are of 2 consecutive semesters.
b) Per head of working-age population.
Source: OECD.

especially for the United States and Japan. Nonetheless, an additional reduction in
investment of around 2 per cent would, on average, be more in line with the most
severe earlier episodes of negative output growth.

To illustrate the possible implications of a further additional weakening in
demand, the simulation reported in Table1.10 therefore assumes a further ex ante
reduction in thelevel of OECD consumer expendituresin thefirst half of 2002 of the
order of 1 per cent, combined with a further ex ante weakening in business fixed
investment of 2 per cent in 2002. For illustrative purposes, nominal interest rates and
exchange rates are assumed to be unchanged, whilst government expenditures are
assumed to be fixed in real terms.?

Output growth in 2002 is reduced by an additional 1 per cent for all three major
areas while world trade growth declines by about 3 per cent over the same period.
Thefall in demand reduces inflation by roughly one quarter to half of one per cent in
all areas in 2002 and 2003. This provides some support to consumption, partially
arresting the decline in activity and eventually increasing growth in 2003 and 2004.
However, real interest rates remain higher than the baseline because of the fixed

27. The monetary assumption used is pessimistic in assuming no additiona policy actions. As the shock
is essentially dis-inflationary, real interest rates rise rel ative to the baseline and thereby impede recov-
ery. The implications of alternative monetary policy responses are described separately in the final
section of this appendix.
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Slower growth outside the
OECD could reduce world
trade and the demand for

OECD exports

nomina interest rate assumption. This dampens the recovery in growth and the level
of the output gap does not return to baseline until 2004.

Figure1.12, Panel C shows the profile of the estimated OECD output gap in the
central projection, and compares it with two previous downturns. The central projec-
tion implies that OECD output falls more than 2 percentage points below potential
in 2002, which is more severe than in the previous downturn in the early 1990s.28
The additional shock to domestic demand would push the already-negative output
gap for the area as a whole to around —3 per cent in 2002, with negative output gaps
in al three major regions greater than 2 per cent (Figure 1.12, Panel B). Although not
unprecedented for individual economies, the synchronicity and scale of such a down-
turn at the aggregate OECD level would be unprecedented since the oil price shocks
of the early 1970s and early 1980s.

A contraction in non-OECD import demand

Although sensitive to international events, it is relatively unusual for aggregate non-
OECD import volume growth to decline in absolute terms, partly because weaknessin
oneregion is often offset by relative strength in another. Nonetheless, two historical epi-
sodes of near stagnation in aggregate non-OECD import volume growth stand out:

— During the first half of the1980s, the level of non-OECD import volumes
remained more or less flat, reflecting a period of generally slow world trade
growth, weak commodity prices and concern in many non-OECD regions
with respect to external indebtedness.

— During the 1997-98 Asia crisis and its aftermath, the level of non-OECD
import volumes remained flat overall (with large fallsin Dynamic Asia, and
to amuch lesser extent in Latin Americaand non-OECD Europe).

The extent and speed of recovery in import volumes varies somewhat between these two
episodes. In the former, non-OECD imports remained depressed for many years and
showed little evidence of afull return to previous trends. In the Asia crisis, non-OECD
imports stagnated for over two years, but recovered rdatively rapidly thereafter.

Based on these episodes it might be reasonable to hypothesise a major adverse
shock as being one in which there was no growth in non-OECD import volumes over
aperiod of three years (including 2001). This compares with a current import growth
projection of about 5 and more than 10 per cent, respectively, in 2002 and 2003,
implying a sustained reduction in the levels of non-OECD import volumes of over
15 per cent over the period.?°

Given the trade exposures, a negative shock to the non-OECD area of this scale
is likely to have quite significant effects on the OECD.* Asiillustrated in Table .10,
of the three regions, output declines most in the euro area, given its greater trade
exposure to the non-OECD area.®! Japan is slightly less affected and the United

28. GDP growth would be about two standard deviations below the average OECD rate over the period
since 1960.

29. For illustrative purposes this is assumed to apply across all non-OECD regions rather than being con-
centrated in one region or another.

30. Asbefore, nominal interest rates and exchange rates are assumed unchanged in the OECD.

31. Tradein goods and services of the non-OECD area accounts for more than 25 per cent of world trade,
and OECD exports to the area amount to around 4Y2 per cent of OECD GDP. Of the three main OECD
regions, the United States is least exposed with its exports to the non-OECD area amounting to
around 3 per cent of GDP, against 4% per cent for Japan and 5% per cent for the euro area.
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States significantly less so, with output declining by less than half of the decline seen
for the euro area. Overall, the level of world trade falls by about 10 per cent relative
to the baseline, reflecting both the size of the initial shock and the feedback from the
decline in the non-OECD area to the OECD areaitself. The initial decline in OECD
activity has second-round impacts on consumption and investment expenditures in
the OECD via standard multiplier-accelerator mechanisms. Output growth declines
by about % per cent in the OECD region in the first year and as much as 1 per cent or
more in 2003, before recovering. However, without any offsetting policy adjustment,
the level of output over the medium term is permanently lowered. Thelevel of output
stabilises at amost 2 per cent below baseline in the euro area, and declines by 1% per
cent in Japan and by around 1 per cent in the United States, reflecting their relative
regional exposures.

Figure .12, Panel B reports the corresponding profile for the estimated OECD
output gap. The additional shock implies a milder slowdown in 2002 compared with
the domestic demand shock, but with a slower recovery in output, so that the aggre-
gate output gap continues to widen through 2003.

Higher oil prices

Historically, oil prices have been quite sensitive to international eventsand Disruptionsto oil supplies

political tensions, particularly where there have been risks of supply disruption. Dur-  could lead to higher
ing the Gulf War, for example, oil prices rose by around $15 per barrel over two energy prices
quarters, before falling progressively thereafter. Since the September events, oil
prices have declined, reflecting in part an aready established weakening in demand,
and with the continuation of weakness over the first half of the projection period are
assumed to remain subdued in the range $20 to 25 a barrel. Nonetheless, devel op-
ments may significantly affect oil supplies and to gauge the possible impacts,
Table 1.10 reports the simulated effects of a hypothetical $10 increase (between 40
and 50 per cent) in the price level. As before, exchange rates and real government
expenditures are assumed unchanged, but given the global inflationary nature of the
shock, OECD interest rates are assumed to adjust in line with inflation, leaving real
interest rates unchanged.

An oil price increase (or decrease) operates in a similar manner to a terms-of-
trade shock. For net oil-importing countries there is an initial lossin real disposable
incomes as prices of oil and energy-related products increase. This |eads to both
lower output and higher consumer price inflation. The degree to which output is
affected depends in part on the extent to which consumption responds to lower dis-
posable incomes and higher inflation and investment to lower output growth. A fur-
ther effect arises on the net exports side as overall market growth slows and as
competitiveness shifts, depending on the degree to which inflation changes relative
to trading partners. In the medium term, the initial output loss is recuperated as
higher oil revenues in oil-producing nations are spent and exports to them gradually
rise.®

While the initial effect on consumer price inflation is fairly similar across the
three major regions, at around Y2 percentage point, the loss in output, which averages
about ¥ per cent, is smaller in the United States than in the euro area and Japan. This

32. Other energy prices are assumed to rise in line with crude oil prices.
33. The simulation assumes additional oil revenues are re-spent only gradually, with around one third of
additional revenues spent in the first year and around one half in the second year.
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Exchange rates could fluctuate
significantly

Monetary policies could ease
further to support
weaker demand

is partly because the terms-of-trade loss for the United States is smaller, since net oil
imports are a smaller share of GDP for the United States than for the euro area and
Japan. World trade is depressed by about % per cent in the short term, but thisis
reversed as higher oil revenues are re-spent.

A weaker US dollar vis-a-vistherest of OECD

Although there have been no mgor exchange rate movements to date, there is
always arisk of large exchange rate fluctuations at times of unsettled economic con-
ditions. Asan illustration of the possible implications of alower or higher dollar over
the projection period, Table .10 reports a simulation of a 10 per cent depreciation of
the dollar associated with a long-term shift in expectations and/or market senti-
ment.3* Asfor the demand shocks, nominal interest rates are assumed unchanged and
government spending fixed in rea terms.

The impact of a sustained nominal depreciation isto increase US trade competi-
tiveness, thereby raising its export volumes and reducing its import volumes. The
resulting increase in aggregate demand is partially arrested by the effects of higher
inflation on the terms of trade, and the gradual erosion of initial competitiveness
gains as costs and prices adjust over time, both in the United States and its main
trade competitors. Overall, the effect of a 10 per cent effective depreciation isto raise
US GDP growth by around Y2 to % per cent in the first two years. However, as infla-
tion is higher (by 1 per cent per annum on average), the gains in competitiveness are
gradually eroded and the economy begins to return towards baseline output levels,
with little effect on the output gap in the medium term. The initial increase in com-
petitiveness, however, results in a gradual improvement in the US current account
(subject to an initial J-curve deterioration) of up to % per cent of GDP, which is slow
to unwind. In Europe, Japan and the rest of the OECD, the results are essentially
reversed, with reductions in price and cost competitiveness having negative effects
on GDP growth and current account balances, which are gradually eroded via the
effects of appreciation on import prices and inflation. Overall, there is little or no
effect on OECD-area GDP, inflation or trade as a change in exchange rates largely
resultsin are-allocation of trade, output and price pressures.

A concerted reduction in OECD interest rates

Already, policy-controlled interest rates have eased significantly in Europe and
North America to meet the weakening in world demand and the further possible
effects of lower confidence and falling equity prices. If activity turned out to be
weaker than projected, it is likely that monetary policy would be eased further. By
way of illustration, the scenario presented here assumes a further 100 basis point
reduction in nominal short and long term interest rates in the OECD (excluding
Japan), assuming unchanged nominal exchange rates and fixed real fiscal expendi-
tures. Interest rates are assumed to be unchanged for Japan, given that there is no
scope for further downward adjustment. By implication therefore the main benefits
to the Japanese economy are related entirely to the strength of international
spillovers.

34. The effects of a 10 per cent appreciation would be broadly symmetrical.
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The immediate effects of across-the-board interest-rate cuts are to reduce the
cost of borrowing and the cost of capital, thereby progressively stimulating con-
sumption and investment expenditures over the period in the countries in question.
At the same time, normal second-round effects occur through the influence of higher
output and lower unemployment on disposable income, consumption and invest-
ment. International spillovers are also important given the effects of a stimulus to
domestic demand on the exports of other countries.

The corresponding simulation results reported in Table .10 suggest some mod-
est support to growth of between % to ' per cent in both 2002 and 2003, with the
level of the output gap returning only slowly to baseline. The spillover effectsfrom a
synchronised reduction are quite significant for Japan, emanating largely from the
US interest rate reduction. The largest overall impact is for Europe, where spillovers
from the United States add further to an already significant impact of lower interest
rates on the level of GDP, of the order of 4 per cent.®® The level of world trade is
boosted by close to 3 per cent over the next two years.

35. As reported in Dalsgaard et al. (op. cit.), differences in relative trade elasticity estimates imply an
important asymmetry in trade spillovers from an interest-rate reduction. A higher elasticity of US
imports with respect to demand (2.5 compared with 2.0 or lower for other OECD countries), implies
relatively larger spillovers from areduction in interest rates for the United States.
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lI. DEVELOPMENTSIN INDIVIDUAL
OECD COUNTRIES

United States

The slowdown in US economic activity that began in late 2000 has intensified. The contractionary effect of the high-tech
correction and the associated collapse in equity values have led to significant declines in business investment and a
substantial decumulation in stocks. The heightened state of uncertainty and aversion to risk caused by the 11 September
terrorist attacks seem likely to lower activity significantly in the second half of 2001 and the first half of 2002. The rapid
easing in monetary and fiscal policies should ensure that growth resumes by mid-year, as security concerns dissipate,
inventories bottom out, and household and cor porate balance sheets improve.

Monetary policy has responded rapidly to the fall in activity. If a greater than expected degree of labour and
product market slack emerges, there is still some room for additional interest rate cuts. A substantial fiscal easing,
including this year’s tax cuts and an expected additional stimulus of nearly one percentage point of GDP, should also
support recovery. However, going beyond this expected stimulus would not be warranted, and steps will need to be taken
to ensure that the budgetary deterioration is temporary. Monetary stimulus should be withdrawn as soon as there are
clear signs that the output gap is beginning to close.

The economy continued to slow in the first half of 2001. The adjustment in  The slowing in activity had not
expectations regarding the profitability of high-tech investments, in particular, ledto abated by the summer ...
a contraction in business investment, the first since 1991. In addition, the strong
value of the dollar and the restrictive stance of monetary policy through 2000 low-
ered the demand for durable goods — from businesses, consumers and foreigners. The
falloff in demand produced an imbal ance between stocks and sales expectations,
which in turn spurred production cutbacks in order to bring about the desired inven-
tory correction. The associated declines in employment placed a drag on income

United States
Businessinvestment weakened sharply in early 20011 Monetary policy has responded aggressively2
Per cent Per cent
20
15 8
10 6
5
0 4
-5 2
- 1990 91 92 93 94 95 96 97 99 2000 01 1990 91 92 93 94 95 96 97 98 99 2000 01

1. Percentage change from previous period, at annual rate.
2. Federa funds rate. November 2001 figure refers to target federal fundsrate.
Sources: Bureau of Economic Analysis and Board of Governors of the Federal Reserve System.
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... with mixed evidence as to
whether the situation was
beginning to turn around

United States: Employment, income and inflation

Percentage changes
1999 2000 2001 2002 2003
Employment® 20 2.0 0.1 -05 15
Unemployment rate” 42 40 48 6.2 6.0
Employment cost index 32 4.6 4.1 33 31
Compensation per employee® 4.3 5.6 55 33 3.0
Labour productivity © 24 25 0.9 14 2.6
Unit labour cost © 19 31 45 18 05
GDP deflator 14 23 21 12 13
Private consumption deflator 16 2.7 18 1.0 14
Real household disposable income 24 35 38 31 21

a) Whole economy, for further details see OECD Economic Outlook: Sources and Methods,
(http://mmwv.oecd.or gleco/sour ces-and-methods).

b) As a percentage of labour force.

¢) Inthe business sector.

Source: OECD.

growth and consumer confidence, even if the household sector maintained a rela-
tively strong pace of spending. Activity was supported by the aggressive easing of
monetary policy from January onward, which contributed to resilient residential
investment as mortgage rates fell. That decline also induced a higher level of mort-
gage refinancing, freeing substantial amounts of household cash flow for consump-
tion purposes.

Various factors had suggested a rebound in growth would occur by year-end.
Consumer confidence and equity prices stabilised and even improved somewhat in
the spring and early summer, in part reflecting the declines in short- and long-term
interest rates. Reports from purchasing managers indicated that the deterioration in
manufacturing may have been abating as a result of the substantial cutsin inventories
in the first half of the year. In addition, disposable incomes began to receive a boost
from the tax rate reductions and rebates legislated in the spring, raising hopes of a
pickup in consumer spending. However, the deteriorating labour market appeared to
be eroding consumer confidence by late summer and, when combined with the
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United States: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio® 24 1.0 2.0 38 2.6
General government financial balance® 0.8 17 0.6 -11 -0.6
Current account balance® -35 -45 -4.1 -39 -4.0
Short-term interest rate’® 5.4 6.5 38 2.1 31
Long-term interest rated 5.6 6.0 49 45 5.0

a) Asa percentage of disposable income.
b) Asa percentage of GDP.

¢) 3-month euro-dollar.

d) 10-year government bonds.

Source: OECD.

sizeable decline in household net worth since the first half of 2000, this generated an
increase in households’ propensity to save. Moreover, export demand continued to
weaken considerably.

The terrorist attacks of 11 September aggravated this weakening outlook. The The uncertainty following
immediate impact was a disruption in production and demand — particularly for air-  September’sterrorist attacks
line travel, tourism and financial services— which, on top of the weakening in hasweakened activity in the
demand apparent earlier in the summer, contributed to a modest declinein GDP in  near term
the third quarter. The spillover effects to future activity are still difficult to quantify
but likely to be substantial. The heightened uncertainty will lead agents to adopt a
wait -and-see attitude and restrain spending, suggesting a notable weakening in
demand in late 2001. A stream of lay-off announcements, the jump in the unemploy-
ment rate to 5.4 per cent in October, and the continued high level in unemployment
clams indicate that the labour market is deteriorating rapidly.

United States: Demand and output

1998 1999 2000 2001 2002 2003

current prices Percentage changes, volume (1996 prices)

billion $

Private consumption 5856.0 5.0 4.8 2.7 11 33
Government consumption 1261.4 22 29 29 3.9 22
Gross fixed investment 17428 7.9 6.7 -14 -4.2 45
Public 277.1 8.3 2.0 4.3 29 1.0
Residential 364.4 6.7 0.8 11 -1.8 36
Non-residential 1101.3 8.2 9.9 -3.7 -7.1 59
Final domestic demand 8 860.2 5.2 4.9 19 0.5 33
Stockbuilding® 731 -0.2 -0.1 -1.0 0.3 0.6
Total domestic demand 8933.3 5.0 4.8 11 0.7 3.9
Exports of goods and services 964.9 3.2 9.5 -3.9 -21 7.8
Imports of goods and services 1116.7 105 134 -2.9 -15 7.4
Net exports? -151.7 -11 -0.9 0.0 0.0 -0.3
GDP at market prices 8781.6 4.1 4.1 11 0.7 38

Note: National accounts are based on chain-linked data. This introduces a discrepancy in the identity between real
demand components and the GDP. For further details see OECD Economic Outlook Sources and Methods,
(http: //mmw.oecd.or g/eco/sour ces-and-methods).
a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD.
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Despite the rapid response of
monetary policy...

... and the shift to federal
government deficits, aimed at
boosting activity...

United States. Exter nal indicators

1999 2000 2001 2002 2003
$billion
Merchandise exports 684.6 772.2 726.4 700 764
Merchandise imports 1030.0 12244 1155.8 1109 1207
Trade balance -3454 -452.2 -429.4 - 409 - 443
Invisibles, net 21.1 75 15.8 5 5
Current account balance -3244 - 4447 -413.6 - 404 - 438
Percentage changes
Merchandise export volumes? 39 11.3 -52 -30 84
Merchandise import volumes? 124 135 -37 -19 7.6
Export performance® -20 -13 -4.6 -4.7 -0.2
Terms of trade -15 -35 11 16 -04

a) Customs basis.
b) Ratio between export volume and export market of total goods.
Source: OECD.

The deterioration in the economic outlook since the attacks has led to a further
rapid policy response on the part of both the monetary and fiscal authorities. The
Federal Reserve provided substantial liquidity in September to ensure the orderly
operation of financial markets, and the target federal funds rate was lowered to 2 per
cent — 4Y» percentage points below the figure at the start of the year and the lowest
level since 1961 — by early November. A notable easing in long-term interest rates
has also occurred since late summer, boosting equity values from September’s lows,
although risk premia on private instruments over Treasury securities have risen. The
target funds rate is projected to remain at 2 per cent until late next year, allowing the
recovery to get firmly underway while leaving room for additional cuts should activ-
ity weaken even further than projected here. In 2003, the funds rate is expected to
rise moderately to 3% per cent at year-end, in response to the projected return to
strong growth and the prospect of an elimination of slack in the near future.

Besides the magjor tax cuts legislated in the spring, the federal government
implemented an emergency $40 billion package immediately following the terrorist
attacks. Half of the package was earmarked for relief and reconstruction efforts asso-
ciated with the terrorist strikes, and the remainder was available for discretionary
spending priorities. In addition, an airline-support programme worth $15 billion was
approved: one-third of this money will provide direct subsidies, and the rest will
fund loan guarantees. The Administration and Congress also appear willing to pro-
vide further stimulus, and the projection assumes that additional fiscal measures
—totalling $90 billion (cumulatively) over 2002 and 2003 — are enacted. While their
specific form had not been determined by the time the projection was finalised, the
assumed plan consists of an extension of unemployment insurance benefits, a rebate
of payroll taxes for the 29 million workers who did not earn enough to have received
an income tax rebate in the summer, a pulling-forward of permanent income tax rate
reductions scheduled for 2004, a modest amount of corporate tax relief, and some
additional spending. Combined with the cyclical fall-off in revenues, this leads to a
projected federal government budget deficit in calendar year 2002. Once account is
taken of the cyclical deterioration at the state and local level, the overall balance is
projected to move to a deficit of $120 billion next year, a shift of nearly $300 billion,
or 234 per cent of GDP, in just two years.
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The economy is expected to shrink in the second half of 2001 and early next ... the economy will contract in
year; for 2001, real GDP growth is projected to be 1 per cent, and in 2002 asawhole the second half of thisyear,
modestly lower, at % per cent. However, with activity projected to pick up toward although growth should pick up
mid-year, 2002 may see growth through the year of about 234 per cent. Private con- by the middle of 2002
sumption is expected to remain weak until mid-2002, as households strive to
increase savings during a period of heightened uncertainty and rising unemployment
that follows ayear and a half of declining wealth. Companies may trim investment in
plant and eguipment this year and next in response to the downward revisions to
demand expectations and poor profitability. Stockbuilding should provide some lift
to activity, though, by early next year, reflecting the sharp reduction in inventories
already achieved. From mid-2002, economic growth should pick up in response to
the fiscal impetus and the easy stance of monetary policy, rising above potential
growth rates in the second half. The sustained period of sub-par growth is expected
to rapidly generate labour-market slack, with the unemployment rate projected to rise
to around 6% per cent in 2002. Excess capacity will probably lead to some declinein
underlying inflation. The sharp slowing in domestic demand may result in some
reduction in the current account deficit in 2001 and 2002 to just below 4 per cent of
GDP in 2002, before a modest deterioration with the rebound in 2003.

The outlook is unusually uncertain at this point, given the range of possible The uncertain response of
reactions to the terrorist attacks. If consumers prove more reluctant to spend than  consumers and businesses
expected, growth in domestic demand may fall below the central projection. Onthe makesthe outlook very cloudy
other hand, even if perhaps somewhat less likely, the large impetus from fiscal and
monetary policy, combined with falling energy prices, could provide a greater lift
than anticipated. In either case, the responsibility would fall on monetary policy to
react promptly, while fiscal policymakersturn their focus to returning the budget to a
sustainable long-term position.

© OECD 2001
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Japan

The economy slowed rapidly through the first half of 2001, as falling export demand for information and communication
technology goods contributed to a sharp contraction of industrial production and investment, which has now spread to
other sectors. Nominal incomes have declined, so that private consumption is likely to soften. The economy is projected
to be particularly weak in the second half of thisyear and into 2002, contracting by around 1 per cent this year and next.
Exports should pick up in the second half of 2002 followed by investment demand, with growth reaching a modest % per
cent in 2003. The gover nment’s reform programme could improve prospects for the economy, but risks are mainly on the
downside due to financial market fragility.

As deflationary forces are expected to strengthen, monetary policy should be eased further. With policy interest rates
close to zero this will involve the Bank of Japan increasing the volume and widening the portfolio of financial assets it
will purchase. Fiscal consolidation needs to get underway next year through a targeted reduction in the structural budget
deficit, though cyclical revenue shortfalls should not be offset to avoid excessive tightening. Structural reforms are also
necessary with an emphasis on measures which could raise the level of activity even in the short term. The work-out of
non-performing loans in the banking sector should be the key priority, coupled with determined bank restructuring.

The economy has been weak The slowdown of the economy gained significant downward momentum
towards the middle of 2001. A continuing fall in exports and a sharply reduced
demand for information and communication technology (ICT) products has driven a
rapid contraction of industrial production, and a decline in business investment. In
combination with alarge fall in share prices, these developments have provoked a
deterioration in business sentiment, profit expectations and investment plans even
before the 11 September terrorist attacks. In addition, public investment is weaken-
ing aslocal governments seek to limit increases in their deficits.

With employment falling more Private consumption remained firm in the first half but has now started to
rapidly, consumption could  weaken due to the unusualy rapid decline in employment and reduced wage income
start to weaken and summer bonuses. The rise in unemployment has been largely forestalled by the

exit from the labour force of the elderly and the self-employed. Nevertheless, by

August it had passed the previous high of around 5 per cent. Consumer price defla

tion has picked up somewhat, reflecting weak domestic demand, rising import

Japan
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Japan: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment -0.8 -0.2 -0.4 -0.8 -0.1
Unemployment rate” 47 47 5.0 55 5.4
Compensation of employees -1.6 0.5 -0.3 -1.6 -04
Unit labour cost -2.3 -1.0 0.3 -0.6 -1.1
Household disposable income -0.2 -04 0.1 -0.8 -0.1
GDP deflator -14 -1.6 -16 -14 -1.6
Private consumption deflator -0.7 -11 -1.3 -15 -1.5
a) Asapercentage of labour force.
Source: OECD.

penetration and increased competition in some service sectors. While falling prices
raise household real disposable incomes, the effect on spending is ambiguous.

The government’s reform programme has set a target for major banks to write  Dealing with non-performing

off existing bad debts over the next two years, and new bad debts over three years. loans has become a more
However, by the middle of 2001 it became apparent that new bad loans were accru-  important priority
ing nearly as rapidly as final write-offs. Against the background of increased uncer-
tainty, the government announced a number of new measures in September.
Inspections will be tightened and banks will be required to adopt a more forward
looking provisioning. A code for private debt workouts, which should increase trans-
parency and tighten proposed restructuring programmes, has also been agreed. The
Resolution and Collection Corporation (RCC) is being strengthened so that it can
purchase doubtful loans from banks at flexible prices until 2003. Crucial details are
still to be decided. In the absence of more concrete plans, the projections assume that
major banks will continue to write-off loans at the same rate as in 2000 (i.e. around
4 trillion yen per annum, net of past provisions and realised collateral values).

Japan
Lower share prices weaken business sentiment Demand for bank credit remainslimited
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1. Tankan diffusion index. Firm’s judgement on present business conditions, showing the difference in per cent of firms answering “improving” and “getting worse”.
2. Year-on-year percentage change, adjusted for loan write-offs.

3. Opinion on financia ingtitutions’ lending attitudes (accomodative minus severe in per cent).

Source: Bank of Japan.
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Japan: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio® 111 113 125 13.2 13.6
General government financial balance® -7.0 -6.6 -6.4 -6.7 -6.6
Current account balance® 24 25 21 29 35
Short-term interest rate” 0.2 0.2 0.1 0.0 0.0
Long-term interest rate® 17 17 13 1.4 15
a) Asapercentage of disposable income.
b) As apercentage of GDP.
¢) 3 month CDs.
d) 10-year government bonds.
Source: OECD.

With short term rates close to The Bank of Japan’s (BOJ) quantitative monetary policy framework — established

zero, monetary policy has in March 2001 — has allowed it to react flexibly to new circumstances, even
aimed to increase liquidity — though the overnight interest rate is practically zero. In response to the threat of
liquidity shortages in the aftermath of 11 September, the BOJ temporarily raised
the current account bal ances banks hold with it to above 6 trillion yen and cut the
discount rate from !4 per cent to 0.1 per cent. Later in the month it responded to
increased demand for liquidity by banks, lifting current account balances still
further. With the exchange rate against the dollar appreciating in late September,
the government authorised sustained buying of both dollars and euro, the yen
counterpart of which the BOJ did not immediately sterilise. However, the BOJ
has not forced extra funds into the market, choosing instead to mop up liquidity
as demand for it normalised in October. The target for the current accounts at the
BOJ remains practically where it was set in August, at or above 6 trillion yen.
The projection assumes that monetary policy will continue to adjust liquidity
conditions so as to maintain short-term rates near zero throughout the projection

period.
Japan: Demand and output
1998 1999 2000 2001 2002 2003
current prices .
trillion yen Percentage changes, volume (1995 prices)
Private consumption 286.9 12 0.5 0.0 -0.2 0.8
Government consumption 80.7 4.0 3.6 2.3 2.3 14
Gross fixed investment 138.7 -0.9 0.6 -2.0 -6.7 -2.2
Public® 385 49 -7.2 -36 -109 -101
Residential 20.1 11 13 -84 -24 11
Non-residential 80.1 -4.2 45 0.3 -5.9 04
Final domestic demand 506.4 1.0 1.0 -0.2 -15 0.1
Stockbuilding ® 0.0 -0.2 0.1 0.0 0.0 0.1
Total domestic demand 506.4 0.9 11 -0.2 -16 0.2
Exports of goods and services 55.1 14 12.1 -5.8 -0.8 82
Imports of goods and services 45.6 3.0 9.9 -1.8 -7.9 35
Net exports® 9.4 -0.1 04 -0.5 0.6 0.6
GDP at market prices 515.8 0.8 15 -0.7 -1.0 0.8

a) Including public corporations.
b) Contributionsto changesin real GDP (percentage of real GDP in previous year), actua amount in the first column.
Source: OECD.
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Japan: External indicators

1999 2000 2001 2002 2003
$billion
Merchandise exports 403.5 459.3 387.0 373 406
Merchandise imports 280.2 342.6 313.2 274 286
Trade balance 1233 116.6 73.8 99 120
Invisibles, net -16.2 0.1 13.0 19 20
Current account balance 107.0 116.7 86.8 118 141

Percentage changes

Merchandise export volumes?® 2.1 9.4 -10.0 -13 8.8
Merchandise import volumes® 9.6 10.9 -37 -104 2.8
Export performance® -75 -6.6 -9.2 -26 -14
Terms of trade 4.8 -52 -12 0.0 -14

a) Customsbasis.
b) Ratio between export volume and export market of total goods.
Source: OECD.

A key element of the government’s policy strategy isto bring the fiscal situa- Fiscal consolidation isto get

tion under control, starting with alimit of 30 trillion yen on new borrowing by the underway in FY 2002
central government in fiscal year (FY) 2002. The objective is to achieve a primary

budget surplus over the medium term. A second aspect of the strategy is to

improve efficiency by reallocating expenditures. However, the current slowdown

poses difficulties for consolidation. A supplementary budget has been introduced

for FY 2001 amounting to around % per cent of GDP with a focus on supporting

the unemployed. The projection assumes that in FY 2002 the government will not

seek to offset cyclical shortfallsin tax revenues, but will accept some overshoot of

the borrowing target. With spending cuts of some V4 per cent of GDP in that period,

the cyclically-adjusted general government deficit is projected to fall by some

half per cent of GDP in 2002 and in 2003, once allowance is made for lower tax

revenues from postal savings.

The economy is set to contract by some % per cent in 2001 and by 1 per cent The economy is expected to
in 2002 as investment falls in response to diminished expectations for profits, low contract thisyear and next
share prices and depressed sentiment on the part of enterprises. In these circum-  before recovering in line with
stances, deflationary tendencies could strengthen somewhat and the unemployment  improving trade prospects
rateis projected to rise to around 5% per cent in the next two years, thereby weaken-
ing household income and consumption. Under these conditions the forces acting for
recovery are projected to come from an improvement in the world economic situa-
tion during the second half of 2002, which will lead to rising exports and eventually
to arecovery of investment. With exports strengthening and the terms of trade
improving, the current account surplus should recover to around 3V per cent of GDP
in 2003.

An important domestic uncertainty is related to how and when the government  Risks remain weighted to the

will implement its economic strategy. A determined clean-up of the banking sector  downside

will be associated with short run macroeconomic costs, but a hesitant approach risks

undermining confidence and deepening recessionary forces. Loss of credibility about

budget consolidation could also prolong recession through arise in long term bond

rates with negative consequences for banks, the budget and the economy more gen-

erally. Effective structural reformswould improve sentiment and create new opportu-

nities, thereby contributing to an eventual recovery.
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Economic activity began to stagnate in the spring, when export growth faded and fixed investment contracted. With the
present weakness of domestic and external demand reinforced by the impact of the 11 September terrorist attacks in the
United States, growth may fall to 0.7 per cent in 2001 and average only 1 per cent in 2002. It should pick up over the
course of next year as world trade recovers and disposable incomes benefit from scheduled income tax reductions.

With the general government deficit set to deteriorate this year and remain large in 2002, the authorities could allow the
automatic stabilisers to operate but need to resist calls for expansionary discretionary fiscal measures. Further
structural reforms — notably with respect to the labour market and social spending — are needed to increase the
adaptability of the economy to changing market conditions and raise the growth of potential output.

GDP decelerated sharply in the GDP growth continued to slow in the first half of this year, stagnating in the second
course of theyear  quarter. Exports decelerated sharply as world trade growth declined, and foreign demand
for capital goods turned out to be particularly weak. Simultaneoudy, imports contracted,
mirroring the weakness of total domestic demand. Investment in machinery and equip-
ment declined and appears to have weakened further in recent months. Also, stocks have
been rapidly reduced. While some investment appears to have been brought forward
into 2000 to avoid less favourable depreciation rules that became effective in 2001, the
bulk of the downward adjustments this year correspond to the pronounced deterioration
in export expectations, and in business confidence more generally. The construction
recession deepened in the first half of the year, on account both of continued downward
adjustment in the new gtates, and wesak housing investment in the old Lander. In contrast,
growth was supported by private consumption, reflecting the boost in household dis-
posableincomes generated by the substantial income tax reductions that became effective
in January. The weskening of overdl activity isalso gpparent in the labour market, with
employment falling since the beginning of the year and unemployment drifting upwards.

Orders have declined and the Leading indicators do not suggest a rgpid turnaround of economic activity. Incoming
business climate has weakened  orders in manufacturing, both domestic and foreign, have drifted downwards. Con-
sumer confidence has deteriorated more recently and no longer exceeds its long-term

average. The business climate weakened substantially through the first part of the year

Germany
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Germany: Employment, income and inflation

Percentage changes
1999 2000 2001 2002 2003

Employment 12 16 0.0 -0.3 0.5
Unemployment rate 8.2 75 75 8.1 8.0
Compensation of employees 2.7 29 22 21 31
Unit labour cost 0.8 -0.1 14 11 0.2
Household disposable income 3.0 2.8 4.1 25 35
GDP deflator 0.5 -0.4 14 11 0.8
Private consumption deflator 04 14 19 1.0 11
a) Asapercentage of labour force.

Source: OECD.

but expectations in the months prior to the 11 September terrorist attacks in the United
States had improved. While this might have been afirst sign that the trough in activity
was in sight, the negative globa growth shock emanating from the terrorist attacks is
now reinforcing the economic weakness and business confidence has plummeted.

Core inflation has continued to increase, but headline inflation (harmonised Easy monetary conditions
consumer price index, HICP) peaked in the spring — at a rate of 3 per cent —and  should support growth
declined substantially thereafter as energy prices fell. With oil prices continuing to
decline, headline inflation is set to continue falling. Real interest rates remain low by
historical standards, and further projected cuts in short-term rates by the European
Central Bank (ECB) will accommodate economic recovery from the middle of 2002.

In 2001 genera government finances will be expansionary, due to the reduction  General government balances
of revenues associated with the income and business tax reform. Weak growth will — are deteriorating...
further contribute to the deterioration of the general government deficit, which, in the
OECD assessment, will increase by 1%4 percentage points to 2% per cent of GDP (net
of last year’s receipts from sales of universal mobile telephone service). Accordingly,
the deficit target laid down in Germany’s stability programme for the European

Germany
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... and noimprovement is
foreseen for 2002

Germany: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio® 9.9 9.8 10.2 10.2 10.1
General government financial balance® -1.6 12 -25 -25 -1.8
Current account balance® -1.0 -1.0 -0.7 0.4 -0.3
Short-term interest rate” 3.0 4.4 4.2 3.0 38
Long-term interest rate’ 45 53 48 46 5.0

a) Asapercentage of disposable income.
b) Asapercentage of GDP.

¢) 3-month interbank rate.

d) 10-year government bonds.

Source: OECD.

Union (EU) is projected to be overshot by some % per cent of GDP (excluding ¥ per
cent due to statistical revisions).!

The draft budget for 2002 foresees spending restraint in some fields. However,
some social programmes will be extended, notably child allowances, and tax breaks
in favour of voluntary contributions to funded pension plans will be phased in
from 2002 onwards. Continued business tax reform will also be associated with
some tax relief. Additional expenses on defence and security measures, which have
been decided in response to the terrorist attacks, are planned to be fully financed by
raising indirect taxes. Overall, the structural deficit is projected to improve by ¥4 per

Germany: Demand and output

1998 1999 2000 2001 2002 2003

current prices )
! pr Percentage changes, volume (1995 prices)

billion euros

Private consumption 11105 31 15 15 14 24
Government consumption 369.5 16 12 13 12 12
Gross fixed investment 412.5 4.2 23 -2.6 -0.7 31
Public 35.7 6.1 -05 0.0 14 0.8
Residential 1415 16 -2.9 -6.9 -24 -0.2
Non-residential 235.3 54 5.7 -0.6 -0.1 5.0
Final domestic demand 1892.6 3.0 16 0.6 0.9 23
Stockbuilding® 8.7 -04 0.4 -0.6 0.2 0.4
Total domestic demand 1901.3 2.6 20 -0.1 11 2.7
Exports of goods and services 559.7 5.6 13.2 51 3.0 7.0
Imports of goods and services 531.6 85 10.0 29 36 6.7
Net exports® 28.1 -0.7 11 0.8 -0.1 0.3
GDP at market prices 19294 18 3.0 0.7 1.0 29

Memorandum items
Investment in machinery and equipment 169.6 8.0 8.7 0.7 05 6.3
Construction investment 243.0 15 -25 -5.3 -1.7 0.2

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD.

1. Germany’s deficit target according to the stability programme is 1% per cent of GDP. However,
for 2000 the deficit was revised upwards statistically by 0.3 per cent of GDP.
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Germany: External indicators

1999 2000 2001 2002 2003
$hillion
Merchandise exports 542.9 549.6 577.6 601 654
Merchandise imports 472.0 491.3 500.3 514 560
Trade balance 70.9 58.3 77.3 87 94
Invisibles, net -91.0 -77.1 -90.2 - 95 -99
Current account balance -20.1 -18.8 -129 -8 -5

Percentage changes

Merchandise export volumes® 6.2 125 39 31 7.3
Merchandise import volumes® 6.4 10.2 18 39 7.3
Export performance® -04 -03 21 0.7 -08
Terms of trade -04 -6.2 2.2 19 0.0

a) Customsbasis.
b) Ratio between export volume and export market of total goods.
Source: OECD.

cent of GDP in 2002, but with growth remaining subdued the general government
deficit is likely to remain at around 2 per cent of GDP. While further income tax
reductions will become effective in 2003, both spending restraint and a recovery in
economic growth are projected to reduce the general government deficit to 134 per
cent of GDP that year. Given Germany’s medium term fiscal consolidation objec-
tives, there is no room for any further easing of the fiscal policy stance beyond the
working of the automatic stabilisers.

The economic uncertainty emanating from the terrorist attacks in the United  Growth will be well below
States is projected to further delay economic recovery. Export growth is projected to  potential thisyear and next but
remain subdued through to the middle of 2002, but should then strengthen again, should accelerate as world
reflecting the projected recovery in world trade. Private consumption is likely to be trade recoversand confidence
subdued for some quarters to come, reflecting rising unemployment and the drop in  improves
consumer confidence. However, it should recover in the course of next year and
especially in 2003, supported by increases in child benefits, income tax reductions
and higher wage growth. Investment in machinery and equipment should also gather
momentum during next year, following the improvement in external demand and a
recovery of profits. Construction, on the other hand, is projected to remain in reces-
sion until well into 2002. All in al, GDP growth is projected to amount to % per cent
this year and 1 per cent in 2002, strengthening to close to 3 per cent in 2003.

With growth weakening, the unemployment rate is likely to increase from 7.5 per  With growth weakening
cent in 2000 to 8.1 per cent in 2002, before the economic recovery induces employ-  unemployment will increase
ment to pick up again. Inflation is expected to remain on a declining trend through the
rest this year and next as energy prices continue to fall and the output gap widens,
although increasesin indirect taxes in 2002 should damp this development.

Risks to these central projections are large, and essentially arise from the uncer-  Risksto these projections are
tainty surrounding the timing of a stabilisation of consumer and investor confidence significant
both in Germany and abroad. In particular, on the downside a slower recovery in the
world economy islikely to lead to further postponementsin investment plans. On the
upside, scheduled increases in child benefits and income tax reductions could lead to
higher private consumption than projected.
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GDP growth slowed in the first half of 2001 to an annual rate of some 2 per cent, as weak world demand caused exports
to decline. This was compounded by a sharp slowdown in investment and a significant de-stocking. Despite slowing
growth and rising unemployment, capacity utilisation levels remain high and underlying inflation has continued to rise.
The 11 September terrorist attacksin the United States and the associated climate of uncertainty are expected to prolong
the slowdown, with world trade remaining weak. As these effects wear off towards the middle of next year, output should
pick up and growth may reach 3 per cent, somewhat above potential, in 2003.

The 2002 budget marks a departure from the government’s multiyear plan for sustained decreasesin the structural deficit. Asa
result, although automatic stabilisers may be allowed to operate, substantial further expenditure cuts will be required in 2003
and 2004 to meet the official target of budget balance in 2004. Moreover, in order to build on recent improvementsin the labour
market, additional reforms are needed to make work pay and reduce regulatory impediments that make firms reluctant to hire.

Economic activity slowed Aggregate output slowed markedly in the first half of 2001 to an annual rate of
sharplyin thefirst half of 2001 2 per cent, down from 3.4 per cent the year before. Supported by a strong expansion of
employment, tax cuts and a tight labour market, private consumption grew strongly in
the first quarter, but it has dowed since. Investment weakened substantialy in the first
half and this was accompanied by a significant slowing in industrial activity and sub-
stantia destocking by firms. The downturn elsewhere in the OECD contributed to the
weakness of French exports, which, however, grew less quickly than their external
markets. Nevertheless, the current account surplus actually improved as the decelera-
tion in exports was more than compensated by afall inimports.

Capacity constraints have The slowdown in activity has contributed to a gradual easing of the capacity
eased, but coreinflation has constraints that began emerging in 2000. Capacity utilisation rates, although still
risen  high, are declining, as are order books. Meanwhile, firms indicate that their invento-
ries are rising. Within this overall context of atight but easing balance between sup-
ply and demand and notwithstanding recent oil price induced declines in headline

inflation, core inflation? has continued to rise during the year.

France
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2. Both the rate of increase of prices excluding food and energy and the official measure of core infla-
tion, which also excludes various administered prices, have been rising throughout the year.
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France: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 18 23 18 0.5 0.7
Unemployment rate” 10.9 95 8.9 9.4 9.3
Compensation of employees 4.3 45 4.1 32 34
Unit labour cost 13 11 21 15 0.3
Household disposable income 28 4.7 4.6 37 37
GDP deflator 0.3 0.8 17 18 14
Private consumption deflator 0.2 12 17 14 17
a) Asa percentage of labour force.
Source: OECD.

Reflecting output developments but also a more labour intensive pattern of growth,  Following three years of
due in part to government incentive programmes, employment expanded at annud rates  decline, the unemployment rate
of 3.4 per cent in the first quarter of 2001. But it dowed substantially to 1.5 per centin  hasrisen
the second, and labour market conditions appear to have weakened further since then.
The unemployment rate has been rising since May and reached 9.1 per cent in September
—close to the OECD’s estimates of France's structural rate of unemployment. Despite
tight labour market conditions, real wage growth has been moderate, though unit labour
costs began to risein the first half of 2001 as the economy s owed.

The European Central Bank has cut interest rates in the course of the year asthe  Monetary conditions have
European slowdown became clearer and inflation prospects improved. Fiscal policy eased and fiscal consolidation
in 2001, as measured by the structural deficit, has been neutral as compared hasbeen postponed
with 2000, with cuts in income taxes and social security charges being offset by a
less rapid increase of expenditures relative to potential output. For 2002, the OECD
estimates that the structural budget deficit will remain unchanged at about 1.7 per
cent of GDP. While not expansionary, these steps represent a looser stance than the
progressive reduction in the structural deficit that was outlined in the
government’s 2002-2004 multiyear plan.

France
Rising coreinflationl Weakening labour market
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1. Percentage change year-on-year.
Source: National Institute for Statistics and Economic Studies (INSEE).
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France: Financial indicators

1999 2000 2001 2002 2003

Household saving ratio® 151 15.8 16.4 16.8 16.5
General government financial balance® -1.6 -14 -15 -1.8 -14
Current account balance® 25 16 16 18 16
Short-term interest rate’ 3.0 44 42 3.0 3.8
Long-term interest rate® 46 5.4 5.0 48 5.2
a) Asapercentage of disposable income.
b) Asapercentage of GDP.
c) 3-month interbank rate.
d) 10-year benchmark government bonds.
Source: OECD.

Growth is expected to remain The weakening of economic growth observed during the first three-quarters of

moderate until mid 2002  the year will likely be exacerbated by a world-wide slowdown in economic activity
following the 11 September terrorist attacks in the United States. In France, thisis
expected to take the form of afurther reduction in consumer confidence and post-
ponement of investment decisions. GDP is, therefore, projected to grow only slowly
during the final quarter of 2001 and the first half of 2002. As international uncer-
tainty is reduced, exports and investment spending are expected to pick up towards
the middle of 2002, leading to a substantial strengthening of aggregate demand. In
terms of annual averages, however, this acceleration will not be perceptible
until 2003. Overall, the slowdown in the economy should serve to reduce inflation-
ary pressures in 2002, but the projected rebound of activity and higher oil prices
in 2003 may be reflected in some renewed upward pressure on prices towards the
end of the projection period. While stronger growth should see the unemployment
rate fall again in 2003, high levels of structural unemployment remain a serious
problem, and additional concrete steps still have to be taken both to make work pay
and to alleviate various regulations that make firms reluctant to hire.

France: Demand and output

1998 1999 2000 2001 2002 2003
current prices .
billion euros Percentage changes, volume (1995 prices)
Private consumption 716.1 32 2.7 25 17 24
Government consumption 306.1 20 23 22 19 20
Gross fixed investment 240.6 6.2 6.2 29 0.8 41
General government 37.7 3.6 4.2 2.7 0.3 13
Household 59.8 7.6 46 0.0 0.5 27
Other 143.1 6.3 74 41 1.0 52
Final domestic demand 1262.7 35 33 25 16 2.6
Stockbuilding® 85 -0.4 0.3 -0.8 0.1 04
Total domestic demand 1271.2 3.0 3.6 17 16 3.0
Exports of goods and services 341.0 39 134 2.6 16 7.6
Imports of goods and services 306.4 4.2 15.2 16 17 8.0
Net exports® 34.6 0.0 -0.1 0.3 0.0 0.1
GDP at market prices 1305.9 3.0 34 20 16 3.0

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD.
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France: External indicators

1999 2000 2001 2002 2003
$billion
Merchandise exports 298.4 296.7 294.1 300 327
Merchandise imports 279.8 295.2 290.6 293 323
Trade balance 18.6 15 34 8 4
Invisibles, net 17.0 19.0 17.0 17 19
Current account balance 35.6 20.6 20.5 24 23
Percentage changes
Merchandise export volumes® 40 14.0 21 16 7.9
Merchandise import volumes?® 5.2 16.7 12 11 85
Export performance® -19 17 -0.7 -14 0.0
Terms of trade -04 -34 -0.2 0.9 -0.8

a) Customsbasis.
b) Ratio between export volume and export market of total goods.
Source: OECD.

In the current international environment, this projection, which is based on the Thisscenario is subject to
assumption that the significant adverse domestic and international confidence effect substantial uncertainty
stemming from the September terrorist attacks will have largely dissipated by the
middle of next year, is subject to extraordinary risks. On the upside, if business and
consumer confidence (both within and outside France) are less affected than assumed
here, then spending levels could be higher and the slowdown shallower and shorter
than projected. On the downside, negative business and consumer reactions could be
more pronounced and protracted if international political developments yield further
uncertainty. In this case, the possibility of a deeper and longer period of slow growth
cannot be ruled out.
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The economy slowed to a halt in the second quarter, but seemed on the verge of recovering when the 11 September
terrorist attacks in the United States took place. A sharp near-term slowdown is now foreseen, as businesses delay
investment plans in response to rising world uncertainty and households raise precautionary savings. With business
sentiment assumed to normalise around the middle of 2002, recovery will be assisted by historically low interest rates,
while fiscal policy is expected to play a neutral role.

The easing of strict labour market regulation has contributed to improving employment performance, but should be
exploited further if employment growth is to be maintained in the face of rapid population ageing. Policies to raise
productivity growth are likewise critical, notably reforms to enhance human capital, increase product mar ket
competition, and allocate more resources to innovative activities.

Domestic demand, which While both domestic demand and exports weakened significantly in the first half
seemed to be firming prior to  of the year, the available data suggested, at the time of the 11 September terrorist
11 September, hasturned down  attacks occurred, that growth was gradually recovering. Domestic and foreign orders
had turned up, with the announcement of tax measures to encourage corporate invest-
ment assisting these demand gains. Though weakening somewhat from its spring peak,
consumer confidence remained supportive, while leading indicators were pointing to
the possibility of an imminent pick-up in industrial production and continuing strong
service activities. However, subsequent information showed that the economy had
started to slow again even before the 11 September events, and there has been afurther

sharp decline in business confidence since mid-September.

External demand has slumped The economic slowdown this year has been driven by the weakness in world
but Italy has been gaining trade. Specialising in traditional products, Italian trade has been cushioned from the
market sharein 2001 direct effects of the global information and communications technology (ICT)
slump. It has been hit indirectly, as | CT-producing countries tend to be major mar-
kets for Italian exports of traditional goods. Nonetheless Italy has been gaining
aggregate export market shares this year. With imports weak, due to a slowing
domestic demand, the overall contribution of net exports to real GDP growth is esti-
mated to be positive in 2001.

Italy
A slowing exter nal sector1 Theleading indicator turned down sharply,
in thethird quarter
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1. Year-on-year percentage changes using three-month moving averages. Data are seasonally adjusted.
Source: OECD.
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Italy: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 12 1.9 16 0.4 13
Unemployment rate® 115 10.7 10.0 10.2 10.0
Compensation of employees 3.7 4.2 4.1 32 4.2
Unit labour cost 21 13 23 20 13
Household disposable income 30 44 4.0 37 4.3
GDP deflator 16 22 3.0 28 19
Private consumption deflator 21 29 2.8 17 18

a) Asapercentage of labour force.
Source: OECD.

Even as growth has decelerated, employment has continued to rise, though at a
slowing pace — at an annual rate of close to 2 per cent in the third quarter of 2001,
down from more than 3 per cent in the first. The unemployment rate remained on a
gradual downward trend, though the South was still lagging behind the Northern and
Central regions. A recent development in the employment dynamics has been the
risein permanent full-time contracts. This may be partially imputed to the tax incen-
tivesintroduced by the 2001 Budget law.

Lower oil prices and a more stable euro have translated into slower producer
price inflation. This has had a beneficial impact on consumer prices which increased
by 2.5 per cent in October, down from a peak of 3.1 per cent earlier in the year. The
wage environment remains favourable, with the newly-concluded national agree-
ments implying moderate wage increases for 2001 and 2002.

Monetary conditions are helping to counter short-term deflationary risks, the
recent reduction in policy rates by the European Central Bank taking real short-term
interest rates down to around 1.5 per cent, which islow historically. Falling yields on

Labour market developments

remain favourable

The inflation outlook is
relatively benign

Monetary conditions are
supportive

Italy
Monetary conditionsremain supportive Some erosion of competitiveness has occured
Per cent 1995 = 100 1995 = 100
5 120 120
—— Real short-term interest rate (left scale)!
4 - e Yield gap (left scale)?
- - - Red effectiveexchangerates (rightscale)t 8 et 115
3 e e T e,
2 110
1
105
0 —— Relative export prices in manufacturing
------ Nominal effective exchange rate
-1 100 100

1998

2000 01 1998 99

1. Deflated using the consumer price index.
2. Long-term interest rate minus short-term interest rate.
Source: OECD.

2000 01

© OECD 2001



68 - OECD Economic Outlook 70

Fiscal policy isfocused on
containing recent deficit

dlippage

Italy: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio® 115 10.2 10.1 105 10.3
General government financial balance® -1.8 -0.3 -14 -11 -1.1
Current account balance® 0.7 -0.4 0.1 0.6 0.7
Short-term interest rate® 3.0 44 4.2 3.0 38
Long-term interest rate” 47 56 52 49 53

a) Asapercentage of disposable income.
b) As apercentage of GDP.

¢) 3-month interbank rate.

d) 10-year government bonds.

Source: OECD.

ten-year government bonds have translated into lower costs of borrowing from banks
for both corporations and households.

Recognising the possibility of a significant dippage from the 0.8 per cent budget
deficit target for 2001, in July the government announced a set of measures to contain
public expenditure for goods and services, to reduce reimbursements for drug prescrip-
tions and to accelerate the planned sale of real estate assets. The fiscal situation
improved thereafter, assisted by better than expected tax revenues. However, the down-
ward revision of the OECD growth projection is stronger than the official one, imply-
ing a deficit outcome in 2001 of 1.4 per cent of GDP. For 2002, the official deficit
projections may also be on the low side, as real output growth may prove worse than
expected by the government, triggering the operation of built-in stabilisers. Revenues
from the planned sales of public real estate assets may also turn out to be less than
expected, while the revenue conseguences of the incentives for repatriation of financial
assetsillegally held abroad are impossible to quantify accurately.

Italy: Demand and output

1998 1999 2000 2001 2002 2003
current prices .

billion euros Percentage changes, volume (1995 prices)
Private consumption® 636.7 2.3 29 12 14 27
Government consumption 1925 15 16 0.6 0.6 0.6
Gross fixed investment 198.7 4.6 6.1 15 13 41
Machinery and equipment 115.2 6.0 7.8 0.7 13 41
Construction 835 238 36 2.7 11 4.0
Residential 46.2 18 25 12 12 4.0
Non-residential 373 41 51 44 1.0 4.0
Final domestic demand 1028.0 26 33 12 13 2.6
Stockbuilding 8.3 0.4 -1.0 -0.1 0.0 0.0
Total domestic demand 1036.3 3.0 23 1.0 13 2.6
Exports of goods and services 283.0 0.0 10.2 59 22 6.9
Imports of goods and services 246.5 51 8.3 3.6 27 6.5
Net exports® 36.6 -1.3 0.6 0.8 -0.1 0.3
GDP at market prices 10729 16 29 18 12 2.8

a) Final consumption in the domestic market by households.
b) Contributions to changesin real GDP (percentage of real GDP in previous year), actua amount in the first column.
Source: OECD.




Developmentsin individual OECD countries - 69

Italy: External indicators

1999 2000 2001 2002 2003
$hillion
Merchandise exports 236.0 237.6 250.7 259 282
Merchandise imports 212.4 2254 232.6 235 256
Trade balance 23.6 12.2 18.1 24 26
Invisibles, net -15.3 -16.8 -17.1 -17 -18
Current account balance 8.3 -4.6 1.0 7 8

Percentage changes

Merchandise export volumes?® 1.8 10.2 2.9 2.2 7.4
Merchandise import volumes?® 7.9 8.3 0.5 28 6.7
Export performance® -41 -26 0.9 -0.6 -09
Terms of trade 0.8 -74 0.2 29 -0.7

a) Customsbasis.
b) Ratio between export volume and export market of total goods.
Source: OECD.

The overall stance of fiscal policy remains neutral, though a rise in the mini-
mum pension, tax cuts and higher investment in infrastructure, are supportive of
demand.

The blow to confidence caused by the September events will push an already Real GDP growth is expected to
fragile demand for business investment into temporary stagnation, although house-  decelerate further, before
hold consumption could be somewhat more resilient. However, both domestic picking up in 2003
demand and exports of goods and services are expected to pick up strongly from the
second semester of 2002 onward, the former assisted by the new tax breaks. With
consumer sentiment improving, households may also unwind the precautionary sav-
ings built up at the peak of the uncertainty period, spurring consumption. Improved
employment performance, easier monetary conditions and lower consumer price
inflation will further encourage consumption. Some export market losses are
expected in 2002 and 2003, as Italy’s excessive reliance on exports of traditional
goods begins to act to its disadvantage once again. Nonetheless, the current account
surplus should improve, partly reflecting recovering tourism receipts. Overall, real
GDP is projected to slow to about 134 per cent this year and to 1! per cent in 2002,
picking up to 234 per cent in 2003.

In view of the September events, significant uncertainties are attached to the There arerisks on both the
projections. The risks are principally on the external side: export demand may decel- external and domestic side
erate more than expected or remain depressed for a longer period, with negative
investment effects. Domestically, the evolution of consumer confidence is also quite
uncertain. In addition, there is afiscal risk, insofar as the planned base-broadening
measures may fail to increase revenues as much as expected. If accompanied by con-
tinuing spending overruns, this could prove damaging to budget outcomes and confi-
dencein general.
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United Kingdom

Against the background of resilient consumer confidence, growth has slowed only moderately so far and
unemployment has declined further. Following the 11 September terrorist attacks in the United States, activity is
expected to slow noticeably in the near term due to faltering foreign and domestic demand. However, growth should
return to a solid pace in the second half of 2002, supported by fiscal and monetary policy and a projected turnaround

in international trade.

Given the downside risks, further monetary easing may prove necessary. Fiscal policy is already becoming more relaxed,
but it will be important to ensure an efficient use of the extra resources channelled into public services, the performance
of which needs improving. Sructural policy should focus on fostering productivity growth, by enhancing human capital
and work incentives and raising competitive pressures.

Growth has slowed less than
elsewhere...

... and despite some
imbalances unemployment and
inflation are low

Growth has slowed since the summer of 2000, falling from significantly
above to just below potential, but has held up better than in the other major OECD
economies. The slowdown stemmed mainly from global factors, notably the sub-
siding high-tech bubble and faltering overseas demand, which has been reflected in
weaker exports and non-residential investment in the first half of 2001. In addition,
the foot-and-mouth crisis and poor weather conditions affected the agriculture and
tourism sectors. To date, household sentiment has remained fairly resilient and
parts of the service and construction industries have remained buoyant, in sharp
contrast with weak activity in manufacturing industries that are exposed to interna-
tional markets.

High-tech industries have been disproportionately hit by the slowdown in global
demand this year, while the persistent strength of sterling against the euro has contin-
ued to put pressure on the competitiveness of manufacturing industries. The combi-
nation of weak manufacturing and buoyant service industries has resulted in a
widening trade and current account deficit, while pushing the unemployment rate to
historical lows— below most estimates of the rate that is compatible with stable infla-
tion. Against this backdrop, consumer price inflation has picked up somewhat, the

United Kingdom

Growth has edged down but remained solid1 Inflation picked up amid a tight labour market
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United Kingdom: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 13 1.0 0.9 0.3 0.3
Unemployment rate® 6.0 55 5.1 5.3 55
Compensation of employees 6.5 55 5.6 49 4.6
Unit labour cost 43 26 33 31 21
Household disposable income 51 5.0 50 47 51
GDP deflator 2.6 17 24 25 25
Private consumption deflator 15 0.6 16 23 23
a) Asapercentage of labour force.
Source: OECD.

underlying measure of retail inflation (RPIX, which excludes mortgage interest pay-
ments) being close to the monetary policy target of 2% per cent. Therisein inflation
also reflects the waning impact of the earlier currency appreciation and temporary
factors, such as the effects of poor weather and of the foot-and-mouth epidemic on
food prices.

While sterling has barely moved in effective terms over the last six months, Monetary policy has eased
monetary policy has eased significantly. Faced with mounting evidence of aglobal  significantly
downturn, the Bank of England had already cut the repo rate by 100 basis points
since the start of 2001 to 5 per cent in August. Prompted by concerns over the
impact of the 11 September terrorist attacks and further evidence of global weak-
ness the Bank of England has cut the repo rate, in three steps to 4 per cent —its
lowest level since 1954. As aresult, the short-term interest rate spread against the
euro area has levelled off at around 80 basis points. By contrast, long-term interest
rates have edged up since the start of 2001, although remaining consistently a
notch below the euro area average rate. With household sentiment relatively upbeat
and the housing market remaining strong, bank credit, especially mortgage lend-
ing, has continued to grow vigorously.

United Kingdom

Monetary conditions have eased significantly Thefiscal stanceisbecoming morereaxedl
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Public spending isincreasing
rapidly and the fiscal
stance easing

United Kingdom: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio® 48 5.0 5.2 5.6 5.8
General government financial balance® 11 19 11 0.0 -0.7
Current account balance® 21 -1.9 -18 -20 22
Short-term interest rate” 5.4 6.1 5.0 38 46
Long-term interest rate” 51 53 49 47 5.1

a) Asapercentage of disposableincome.
b) Asapercentage of GDP.

¢) 3-month interbank rate.

d) 10-year government bonds.

Source: OECD.

After years of fiscal restraint, the authorities have established a sound fiscal
position. This provides the necessary room for manoeuvre to address some long-
standing problems, most prominently the poor quality of public infrastructure
and key public services. The latter not only reflects the fact that available
resources are not properly mobilised but also results from along period of under-
funding. Accordingly, the Spending Review 2000 and Budget 2001 programme a
significant increase in public spending in several areas — notably public trans-
port, health and education. Tax credits and transfers aimed at enhancing work
incentives and saving and more generous corporate tax credits for research and
development expenditure are also being introduced. Public investment has been
rising at an unprecedented two-digit pace and government wages are increasing
faster than in the private sector, in part reflecting deliberate policy to attract staff
and reward performance. Government employment is also picking up. In accor-
dance with the “golden rule”, which allows the Government to borrow to invest,
the structural fiscal position will move from a surplus in 2001 towards a small
deficit in 2003. Thisis in line with projections set out in Budget 2000 and

United Kingdom: Demand and output

1998 1999 2000 2001 2002 2003
current prices .

billion £ Percentage changes, volume (1995 prices)
Private consumption 557.6 4.2 4.0 37 2.0 25
Government consumption 154.9 28 16 21 34 36
Gross fixed investment 151.5 0.9 4.9 14 -0.7 24
Public? 125 -14 115 192 112 100
Private residential 30.8 -1.3 0.8 -2.3 15 21
Private non-residential 108.3 17 5.1 0.3 -2.7 14
Final domestic demand 864.1 34 37 3.0 18 27
Stockbuilding 49 0.1 -0.3 -0.2 0.0 0.0
Total domestic demand 869.0 34 34 2.8 18 27
Exports of goods and services 228.8 54 10.2 36 34 7.3
Imports of goods and services 237.9 89 10.7 4.8 33 7.1
Net exports® -9.1 -1.4 -0.7 -0.7 -0.2 -0.3
GDP at market prices 859.8 21 29 23 17 25

a) Including nationalised industries and public corporations.
b) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.

Source: OECD.
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United Kingdom: External indicators

1999 2000 2001 2002 2003
$hillion
Merchandise exports 268.9 284.1 287.2 302 331
Merchandise imports 3134 330.1 337.4 355 388
Trade balance -44.6 -46.0 -50.2 -53 - 56
Invisibles, net 13.6 18.2 24.7 23 21
Current account balance -310 -278 -255 -30 -35
Percentage changes
Merchandise export volumes® 37 9.4 29 31 7.4
Merchandise import volumes® 7.3 9.7 32 32 6.9
Export performance® -25 -25 21 11 -07
Terms of trade 0.8 05 -0.2 -01 0.1

a) Customsbasis.
b) Ratio between export volume and export market of total goods.
Source: OECD.

confirmed in Budget 2001, implying a significant fiscal easing over time. In
addition, and in line with the budgetary framework, the automatic stabilisers will
be allowed to operate to support demand.

Activity is projected to remain subdued well into the first half of next year. A rebound isexpected in the
External demand is expected to continue to slump. Moreover, household consump-  second half of 2002...
tion is set to slow sharply as confidence falters and the saving rate edges up from its
current low level. The economy is expected to rebound in the second half of 2002, as
policy easing in the United Kingdom and el sewhere result in arecovery of domestic
and external demand. Fiscal policy is set to remain expansionary throughout the pro-
jection period, while the Bank of England is expected to start withdrawing part of the
monetary stimulus only from early 2003 onwards. Hence GDP growth is projected to
recover from a trough of somewhat below 2 per cent in 2002 to around 2% per cent
by the end of 2003, marginally above the potential growth rate. Unemployment is
expected to peak at about 5% per cent early in 2003, somewhat above the structural
rate. Inflation could decline somewhat below target over the projection period.

The projection is surrounded by a great deal of uncertainty. While the eco- ... though there are serious
nomic conseguences of the 11 September attacksis difficult to fully assess, it could  risks
trigger a sharper downturn globally than expected. This could severely hit the UK
economy through the trade channel, as well as through weakening household and
business sentiment.
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Exports were continuing to decline and domestic demand was softening, when the Canadian economy was hit by the
consequences of the 11 September terrorist attacks in the United Sates. The adverse impact of these events on consumer
and business confidenceislikely to weigh on demand until the middle of next year. Economic growth is then projected to
rebound to an above-potential pace, fuelled by stimulatory monetary and fiscal policiesin both the United Sates and
Canada, although a more protracted setback to confidence and spending cannot be excluded.

The substantial monetary easing since January has been appropriate in the light of the deteriorating economic outlook.
Monetary stimulus should be promptly withdrawn, however, when the economy is moving toward its productive potential.
Wth government finances in comfortable surplus, the automatic stabilisers can and should be allowed to work. Limited
fiscal action to deal with the consequences of the terrorist attacks would be justified, but lowering the still heavy
government debt over the medium term should remain a priority.

As economic activity has

continued to weaken

... inflationary pressures have
begun to abate

The economic slowdown since late last year, which had been led by weakening
US demand and Canadian business spending, continued into the second quarter
of 2001, when real GDP grew by only Y2 per cent (at an annual rate). The decelera-
tion mainly reflected a lessening in household demand, which had been buoyant in
the first quarter. A rebound in business and consumer confidence appeared to bode
well for modest growth in the third quarter. However, by mid-summer, evidence had
begun to accumulate that the US slowdown would be more prolonged than generally
assumed and that — partly as a result — domestic confidence and spending propensi-
ties were deteriorating. The terrorist attacks in September reinforced this trend.
Although there is only anecdota evidence of the subsequent disruption of activity in
Canada, it seems likely that real GDP contracted in the third quarter of 2001.

The downturn has been reflected in the labour market. After slowing gradualy,
net job creation turned negative in the third quarter. Unemployment has edged up to
74 per cent in recent months, exceeding its estimated structural rate. As a result,
there are signs of an easing in underlying wage growth, which had temporarily
reached 4 per cent in the spring. With declining energy prices, headline consumer
price inflation, which also peaked at nearly 4 per cent at that time, has fallen back
within the officia 1 to 3 per cent target range. As the economy was operating above

Canada
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Canada: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 2.8 26 11 0.7 16
Unemployment rate” 7.6 6.8 7.3 7.8 7.4
Compensation of employees 59 6.8 4.8 4.6 45
Unit labour cost 0.8 2.3 34 34 0.6
Household disposable income 5.0 56 55 45 44
GDP deflator 14 37 26 13 17
Private consumption deflator 16 20 22 19 16
a) Asapercentage of labour force.
Source: OECD.

potential at the onset of the current downswing, the Bank of Canada's measure of
core inflation continued to edge upward until mid-year, when it approached 2V per
cent, before easing somewhat of late.

In the light of deteriorating economic prospects, the Bank of Canadalowered its Monetary conditions have
target for the overnight interest rate by 25 basis points in both July and August. In  eased considerably
mid-September, the Bank then cut its overnight rate by 50 basis points, in line with a
similar decision taken by the US monetary authorities. Thiswas thefirst time that the
Bank acted outside of itsnormal schedule of announcement dates since this approach
was introduced a year ago. This decision was motivated by the need for prompt
action to counteract the potential effects on confidence from the extraordinary events
in the United States. As economic conditions continued to weaken, it was followed
by a 75 basis-point cut in the overnight rate at the October announcement date,
bringing the cumulative decline since the beginning of the year to 3 percentage
points while leaving Canadian rates still above their US counterparts. The projec-
tions assume that the Bank will cut interest rates further somewhat in the near term
but partially reverse these reductions during the course of 2003 when the economy is
expected to move toward its productive capacity.

Canada
Monetary policy has eased substantially The budget surplus hasremained large
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Canada: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio® 42 39 5.7 7.2 6.8
General government financial balance® 16 32 2.8 21 2.2
Current account balance® 0.2 25 37 25 25
Short-term interest rate® 49 5.8 4.0 26 38
Long-term interest rate 57 59 56 51 53
a) Asapercentage of disposable income.
b) Asapercentage of GDP.
¢) 3-month prime corporate paper.
d) Over-10-year government bonds.
Source: OECD.

Despite tax cuts, budget Notwithstanding personal income tax cuts at both the federal and provincial

surpluses have remained large  levels, which have underpinned disposable income and household spending, the
government’s finances have remained in substantial surplus. In the first half
of 2001, general and federal government net lending was running at 32 and 2 per
cent of GDP, respectively, broadly unchanged from the previous half year. This
partly reflects continued strong growth in the tax base — both nominal earnings
and employment still expanded healthily in the first half of the year — and a
declining debt-service burden. From mid-2001, the effects of the economic
downturn, along with some further fiscal easing, are expected to make for a
decline in general government net lending. The budget surplus is nonetheless
likely to remain significant, although the projections do not take account of
likely forthcoming spending initiatives (for instance on security) except for those
which have already been announced (160 million Canadian dollars in support for
the airline industry).

Canada: Demand and output

1998 1999 2000 2001 2002 2003
current prices )

billion C$ Percentage changes, volume (1997 prices)
Private consumption 534.4 34 36 23 20 32
Government consumption 176.8 2.6 2.2 2.6 2.0 2.0
Gross fixed investment 181.6 7.3 6.7 0.6 17 6.2
Public? 20.0 123 76 17 35 34
Residential 425 53 2.7 3.6 2.6 4.1
Non-residential 119.1 7.2 8.0 -0.6 1.0 7.4
Final domestic demand 892.8 41 4.0 2.0 19 36
Stockbuilding® 58 -0.1 05 -1.0 -0.1 0.2
Total domestic demand 898.6 4.0 45 1.0 18 38
Exports of goods and services 377.3 9.9 7.6 -2.7 0.7 75
Imports of goods and services 360.3 7.3 8.1 -4.4 23 8.0
Net exports® 17.1 13 0.2 05 -0.6 0.1
Error of estimate” 0.1 0.1 00 -02 0.0 0.0
GDP at market prices 915.9 51 44 13 12 38

a) Excluding nationalized industries and public corporations.
b) Contributions to changesin real GDP (percentage of real GDP in previous year), actua amount in the first column.
Source: OECD.
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Canada: External indicators

1999 2000 2001 2002 2003
$hillion
Merchandise exports 245.9 2845 279.1 270 294
Merchandise imports 220.1 244.6 230.7 230 252
Trade balance 259 39.9 48.3 40 42
Invisibles, net -24.7 -21.8 -22.2 -23 -23
Current account balance 12 18.1 26.1 18 19

Percentage changes

Merchandise export volumes® 11.0 8.7 -34 0.6 7.6
Merchandise import volumes® 8.7 95 -44 23 8.2
Export performance® -0.2 -4.7 0.8 15 -01
Terms of trade 18 4.8 29 -11 -0.2

a) Customsbasis.
b) Ratio between export volume and export market of total goods.
Source: OECD.

After contracting in the third quarter of 2001, real GDP is expected to virtually A recovery is expected around

stagnate until the second quarter of 2002. Disruptions to traffic flow, which signifi- mid-2002...
cantly affected automobile and telecom equipment producers, appear to have been
short -lived, but setbacks to the airline and travel industries are likely to last longer.
In addition, faced with heightened uncertainty, businesses are expected to defer
investment decisions and households to postpone major purchases. Thereafter, eco-
nomic growth is projected to pick up as arecovery in business and consumer confi-
dence allows the expansionary stance of monetary and fiscal policies to be more
fully felt and foreign demand strengthens. From the second half of 2002, the upturn
is expected to gather considerable momentum, with real GDP growth significantly
exceeding the expansion of potential output (estimated at around 3 per cent a year).
As aresult, unemployment should fall back to about its present level, from a peak of
about 8 per cent of the labour force. Excess supply in the economy is projected to
bring inflation down to below the mid-point of the official target range. The external
balance is expected to continue to weaken due to worsening terms of trade but to
remain in comfortable surplus.

Although the outlook for Canada crucially depends on developments south of ... butitstiming and strength is
the border, there are reasons to believe that the current downturn will be less severe  uncertain
than the previous one in the early 1990s. Given lower inflation, monetary policy set-
tings are much more accommodative than at that time, when both interest rates and
the real exchange rate were considerably higher. Moreover, the large positive swing
in the budget balance since the mid-1990s has created room for stimulatory fiscal
policies. The principal risk isthat these expansionary forces could continue to be off-
set by a protracted slump in confidence, particularly in response to international
developments. On the other hand, once it takes hold, economic recovery may be
quite vigorous, highlighting the need for policymakers to react promptly to avoid the
re-emergence of the imbalances that impaired Canada’'s economic performance up to
the mid-1990s.
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The Australian economy has recovered from the slowdown in late 2000, on the back of buoyant consumption and housing
investment. Notwithstanding the global slowdown, economic growth is projected to strengthen further, helped by easy
monetary conditions and sound household and business finances. With the one-off price level effect of tax reform now
being absorbed, headline inflation is expected to remain in the Reserve Bank's 2 to 3 per cent target range.

Fiscal policy should remain geared to preserving the budget consolidation already achieved, which would help to
maintain financial market confidence and keep long-term interest rates low. The room for additional monetary relaxation
seems limited. However, further progress on the structural reform agenda would enhance Australia’s proven resilience to
cope with adverse external conditions.

Solid economic growth in the

first half of 2001...

... was combined with rising

unemployment, while

underlying inflation remained

Monetary conditions are
supportive of activity

in check

Following the downturn in late 2000, the economy resumed solid growth in the
first half of 2001. The recovery was led by private and public consumption, assisted
by a positive foreign balance contribution. The downward adjustment of dwelling
investment following introduction of the Goods and Services Tax (GST) came to an
end in the first quarter of 2001 and it picked up sharply thereafter, helped by low
lending rates and a generous subsidy for first-home buyers.

With employment lagging the recovery of output, unemployment rose to just
under 7 per cent in the September quarter of 2001, up from alow of 6 per cent about
a year ago. Headline inflation remained at 6 per cent throughout the first half
of 2001, but fell to 2.5 per cent in the September quarter, when the GST effect
dropped out of the statistics. Underlying inflation (net of tax effects) is estimated to
have remained below 3 per cent, helped by moderate wage increases.

Concerned about the deteriorating international environment, and notwithstanding
the pick-up in growth, the Reserve Bank cut the cash rate in two further stepsin Sep-
tember and October 2001 by 50 basis points to 4.5 per cent. Scope for further rate cuts
appears limited by signs of a stepped-up pass-through of exchange rate depreciation
into consumer prices and the recent surge in residential investment, although subdued
world activity will have a disinflationary impact on tradables prices. Accordingly,
while the projections assume a further cut in the cash rate in the near term, this would

Australia
Consumption has boosted domestic demand Dwelling investment hasrebounded
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Australiac Demand, output and prices

1998 1999 2000 2001 2002 2003

i
current prices Percentage changes, volume (1998/99 prices)

billion A$

Private consumption 344.9 51 28 38 3.6 3.6
Government consumption 104.0 4.1 54 32 3.0 3.0
Gross fixed capital formation 134.3 6.5 0.3 -3.6 35 5.0
Final domestic demand 583.1 52 2.7 2.0 35 38

Stockbuilding # 3.0 0.3 -05 -0.3 0.3 0.2
Total domestic demand 586.1 55 21 17 38 40
Exports of goods and services 114.7 46 105 18 3.0 7.0
Imports of goods and services 125.0 9.2 7.1 -29 5.4 7.0

Net exports -104 -1.0 0.5 10 -05 -01

Statistical discrepancy 2 0.0 -0.1 07 -06 -01 0.0
GDP at market prices 575.8 45 34 2.0 32 4.0
GDP deflator _ 0.9 39 3.6 23 25
Memorandum items
Private consumption deflator _ 0.8 32 38 24 2.8
Unemployment rate _ 6.9 6.3 6.9 6.7 6.4
Household saving ratio® _ 20 3.8 3.0 36 37
General government financial balance® _ 11 0.3 0.1 0.2 05
Current account balance® _ -5.9 -4.0 -3.0 -3.6 -3.7

Note: National accounts are based on chain-linked data. This introduces a discrepancy in the identity between real
demand components and the GDP. For further details sse OECD Economic Outlook Sources and Methods,
(http://mww.oecd.or g/eco/sour ces-and-methods).

a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.

b) Asapercentage of disposable income.

c) Asapercentage of GDP.

Source: OECD.

be followed by a period of unchanged monetary policy during 2002 and some tighten-
ing thereafter. This is assessed to be consistent with CPI inflation staying inside the
Reserve Bank’s 2 to 3 per cent inflation target band in 2002-03.

Following its relaxation in 2000-01, fiscal policy is assumed to pay increased Fiscal policy isfocused on
attention to preserving budget surpluses so as to continue reducing debt. Neverthe-  preserving budget surpluses
less, some extra spending initiatives were decided in 2001, among them a doubling
of the first-home buyers grant, which has supported housing investment in 2001.

With the economy’s adjustment to GST now largely completed, and generally The economy is projected to
favourable conditions for domestic demand, economic growth is expected to firm. return to a higher growth path,
Household consumption is likely to remain supportive of activity, also reflecting an  in spite of the fragile external
improved consumer sentiment, which so far seems not to have been hard hit by the environment
11 September terrorist attacks. Dwelling construction activity may lose some of its
momentum in 2002, but this should help avoid inflation excesses in this sector. Capi-
tal expenditure surveys suggest an imminent recovery of business investment, in line
with sound aggregate profitability, improved financing conditions and a competitive
exchange rate. Exports may suffer from weaker market growth this year and next,
widening the current external deficit from alow 24 per cent of GDP in the first half
of 2001 to 3% per cent in 2003. Altogether, GDP growth may increase from 2 per
cent in 2001 to 4 per cent in 2003. A steeper than expected global slowdown is the
main risk to the outlook, although enhanced resilience from past structural reforms
and the low level of the Australian dollar should help the economy to cope with
external weakness.
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Economic activity continued to weaken in 2001, reflecting a slowdown in both export and domestic demand. These
devel opments are being reinforced by the negative consequences on confidence of the 11 September terrorist attacks in
the United States. Following this year’s slowing of GDP growth to 1% per cent, activity is projected to pick-up during the
course of 2002, and to grow slightly above potential in 2003.

The budget has been balanced one year ahead of schedule but this achievement may prove difficult to maintain in the face
of weaker growth. While the automatic stabilisers should be allowed to work, the planned fiscal consolidation measures
need to be fully implemented so as to preserve the credibility of the government’s programme. One-off revenue measures
need to be replaced by lasting savings as intended.

The pace of economic
expansion has decelerated
sharply...

... and the labour market has
deteriorated

Thefiscal stanceis

Economic growth decelerated to an annual rate of % per cent in the first half
of 2001 as exports slowed, reflecting the decline in world trade growth, and private
consumption decelerated as real income growth was reduced by higher inflation and
taxes. With business prospects deteriorating, investment in machinery and equipment
slowed as well. Construction investment remained weak with residential construc-
tion continuing to fall.

Reflecting the slowdown of economic activity, the registered unemployment
rate has increased by nearly 2 percentage point since spring to 6% per cent. Some
labour market measures have been taken to reduce non-wage labour costs and
improve incentives for labour market participation. Increases in collectively negoti-
ated wages levelled off at around 23 per cent after mid-2001. Consumer price infla-
tion peaked at 3!4 per cent in May 2001 before coming down to 2 per cent in
response to lower oil prices and as theimpact of last year'sindirect tax increases dis-
appeared from ayear-on-year comparison.

The federal and local governments aimed in their 2000 Stability programme

restrictive...  to reduce the general government deficit to 3 per cent of GDP in 2001 and to
balance the budget by 2002. For this purpose a consolidation programme with
both expenditure restraint and revenue-raising measures has been adopted and
partly implemented. Higher-than-expected business tax revenues and lower inter-
est payments imply that a balanced budget is likely to be reached this year, but
Austria
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Austriac Demand, output and prices

1998 1999 2000 2001 2002 2003

it pri .
current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 108.5 2.7 25 15 18 2.4
Government consumption 37.2 22 0.9 -0.6 0.6 05
Gross fixed capital formation 448 15 51 -0.5 0.3 3.6
Final domestic demand 190.5 23 28 0.6 12 23

Stockbuilding 2 13 0.2 -0.3 0.1 0.0 0.0
Total domestic demand 191.8 25 24 0.7 12 23
Exports of goods and services 82.7 8.7 12.2 53 38 7.0
Imports of goods and services 83.8 8.8 111 4.6 33 6.3

Net exports® -11 0.0 05 0.4 0.3 0.4
GDP at market prices 189.9 2.8 3.0 12 15 2.7
GDP deflator _ 0.7 12 20 18 19
Memorandum items
Private consumption deflator _ 0.7 15 2.6 18 19
Unemployment rateb _ 53 4.7 4.8 5.3 5.1
General government firfancial balance® _ -2.2 -11 0.0 -04 0.1
Current account balance® -32 -2.8 -25 -1.9 -15

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) See data annex for details.

¢) Asapercentage of GDP.

Source: OECD.

the sharp deceleration of economic activity has made it considerably more diffi-
cult to maintain balance in 2002. Thus, whileit is assumed in the projections that
the automatic stabilisers will be allowed to work, it is also assumed that the gov-
ernment’s planned fiscal consolidation measures will be fully implemented
—including the replacement of one-off revenue measures with lasting savings —
so as to preserve the credibility of the government’s programme and secure long-
term fiscal sustainability.

Despite accommodating monetary conditions, economic activity is projected to ... and confidence is expected
remain weak well into 2002, as the terrorist attacks in the United States are likely to  to recover only slowly...
delay the economic recovery. Thereafter, as world trade gathers momentum, the con-
tribution of net exports to growth should increase. Private consumption growth is
expected to pick up as consumer confidence stabilises, driven by rising real dispos-
able incomes, partly due to higher family benefits and lower inflation. Investment in
machinery and equipment should also recover, following the improvement in exter-
nal demand. On the other hand, construction activity is likely to remain in a slump
with continuing weak housing demand, and government consumption will be
restricted by the ongoing fiscal consolidation. Overall, GDP growth is projected to
slow to 1!a per cent in 2001, before recovering from mid-2002 onwards and reaching
nearly 2% per cent in 2003. Accordingly, unemployment will continue to rise
in 2002, before declining thereafter.

Large uncertainties surround this projection. On the downside, thereisarisk not ... with risks being particularly
only from the external side but aso because afurther deterioration of domestic confi- large
dence could markedly restrain private consumption growth or further postpone
investment projects. On the upside, Austria would of course benefit from a faster-
than-projected recovery in Germany, its largest trading partner, although business
and consumer sentiment has deteriorated there leaving considerable uncertainties as
to the timing of any pick-up.
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Driven by weakening exports, real GDP growth is expected to slow sharply to 1 per cent in 2001, and to pick up only
slowly over the next two years, to around 2¥2 per cent in 2003. Owing to softer labour market conditions, the recent pick-
up in wages and labour costs is expected to abate. Reflecting corrective measures, the overall budget position may
remain close to balance, despite the weakness of the economy.

Given recent losses in competitiveness, it is essential to achieve a lasting deceleration in wages and labour costs. A
determined effort should be made to step up structural reform with a view to further increasing labour mobility and the
employment rate by, among other measures, strengthening incentives to work.

Economic growth has The Belgian economy was already decelerating sharply, reflecting a major slow-
decelerated sharply and  down in exports, aswdl asin private consumption and business fixed investment, when
inflation hasfallen back  the 11 September terrorist attacksin the United States took place. As aresult, real GDP
growth for 2001 as awhole is expected to be only 1 per cent, compared with 4 per cent
in 2000. Labour market outcomes have been rather positive up to now, with the standard-
ised unemployment rate declining to below 7 per cent in September, though unemploy-
ment seems set to rise henceforth. Despite the elimination of the positive output gap, the
growth in the wage rate and compensation per employee is likely to remain relatively
rapid through 2001. By contrast, harmonised consumer price index (HCPI) inflation has

fallen back, essentially reflecting weaker oil prices, to around 2 per cent.

The erosion of competitiveness The rapid increase in unit labour costs in 2001, combined with a modest
may weigh on therecovery  rebound of the euro, has reduced the competitiveness of Belgium not only within the
euro area but also vis-a-vis its trading partners as a whole. While the increase in unit

labour costs is projected to abate as alagged response to softer labour market condi-

tions, the loss in competitiveness may weigh on the economy both in 2002 and 2003.

The government has taken Given the weakness of the economy and uncertain prospects, the 2002 budget
measures to keep the budget in  has been based on the assumption of real GDP growth of 1.3 per cent and corrective
balance measures have been taken both on the expenditure and the revenue side to keep the

budget in balance and assure the pursuit of the trend decline in the debt-to-GDP

Belgium
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Belgium: Demand, output and prices

1998 1999 2000 2001 2002 2003

it pri .
current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 122.7 21 38 18 15 2.6
Government consumption 477 32 25 15 13 14
Gross fixed capital formation 46.5 33 2.6 04 1.7 33
Final domestic demand 216.9 26 33 15 15 25

Stockbuilding -04 -04 05 -0.2 0.0 0.0
Total domestic demand 216.5 22 3.8 12 15 25
Exports of goods and services 169.7 5.0 9.7 21 3.0 7.0
Imports of goods and services 160.3 4.1 9.7 24 3.2 7.2

Net exports® 9.4 0.9 05 -01 0.0 0.2
GDP at market prices 2259 3.0 40 11 14 2.6
GDP deflator _ 12 1.4 25 21 1.9
Memorandum items
Private consumption deflator _ 1.0 22 24 12 15
Unemployment rate _ 8.8 7.0 6.9 7.2 7.3
Household saving ratio® _ 14.4 12.8 12.8 14.0 13.2
Genera government financial balance® _ -0.6 0.1 0.0 0.0 0.2
Current account balance® _ 52 4.7 33 41 41

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asapercentage of disposable income.

c) Asapercentage of GDP.

Source; OECD.

ratio. The scheduled personal income tax reform, which is estimated to represent tax
cuts of around 1% per cent of GDP spread out over several years, has been main-
tained. It is expected to underpin consumer confidence and improve the working of
the economy, thereby cushioning the impact of the fiscal tightening.

The international environment will continue to condition the evolution of the The outlook israther sombre
Belgian economy. Under present conditions, a central scenario would seem to entail and very uncertain
a progressive stabilisation of the economy, followed by a hesitant recovery in the
second half of 2002, as the erosion in competitiveness will prevent Belgian firms
from fully benefiting from the pick-up in international trade. Real GDP growth is
thus projected to edge up to 1% per cent in 2002 and to move above potential growth
only in 2003, with agrowth rate of around 2% per cent. The output gap may widen to
around 1 per cent in 2002-03, thereby helping to reduce tensions in the labour mar-
ket. The rise in unemployment, combined with the increase in household purchasing
power entailed by the income tax reform and further cuts in employers' social secu-
rity contributions, is expected to moderate the increase in wages and unit labour
costs. Inflation is projected to decline markedly in 2002, partly as aresult of the abo-
lition of the TV licence in Flanders,* and to remain subdued in 2003. While the risks
are primarily external, on the domestic side alesser degree of wage restraint than
incorporated in the projections would further erode the competitive position of Bel-
gian firms and result in a stronger increase in unemployment.

1. It hasnot yet been possible to consistently integrate the impact of this measure on the projections since
it was taken in the framework of broader institutional changes with multiple effects on national
accounts.
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Czech Republic

GDP growth reached 4 per cent in the first half of 2001, reflecting robust investment spending and private consumption.
Growth of imports outpaced exports, resulting in a widening current account deficit. Inflation jumped temporarily
following increases in both food and regulated prices, but continued to be dampened by a strong currency. Given the
deteriorating external environment, the pace of expansion is projected to decel erate until mid-2002, when more dynamic
growth should resume simultaneously with a recovery in world trade.

The policy mix has continued to be characterised by fiscal loosening and tightening monetary conditions induced
by the currency appreciation. This policy mix threatens to become ineffective in assuring stability and fiscal policy
should be considerably tightened. Furthermore, privatisation revenues should primarily be used to reduce

government debt.

Domestic demand accelerated
in thefirst half of 2001 while
inflation picked up

Fiscal policy isloose while
monetary conditions have

GDP increased by 4 per cent in the first half of 2001, driven by growing
investment and private consumption. Given the high import content of both aggre-
gates, the external balance deteriorated further with the current account deficit
reaching nearly 5 per cent of GDP. Massive inflows of foreign direct investment
(FDI) continued, resulting in a further appreciation of the currency. Despite this,
both headline and core inflation increased in June and July, reflecting an upsurge
in food and regulated prices. Dependent employment declined because of ongoing
labour shedding in restructuring enterprises while unemployment fell within a
shrinking labour market; the supply of labour continued to be reduced by early-
retirement incentives.

The fiscal stance has remained on a strongly expansionary path, with the gen-
eral government deficit rising towards 6 per cent of GDP, reflecting both recapitali-

tightened sation of the banking sector and growth of mandatory spending. As a result,
monetary policy has had to bear the burden of macroeconomic stabilisation; the cen-
tral bank increased its policy rates by 25 basis points in July while buoyant FDI
inflows kept propping up the koruna, thereby contributing to the tightening of mone-
tary conditions.
Czech Republic
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Czech Republic: Demand, output and prices

1998 1999 2000 2001 2002 2003
current prices .
billion CZK Percentage changes, volume (1995 prices)
Private consumption 962.4 19 19 35 31 35
Government consumption 346.5 -0.1 -1.3 -1.2 -0.5 0.0
Gross fixed capital formation 532.2 -0.6 4.2 7.3 55 75
Final domestic demand 18412 0.8 21 39 33 4.3
Stockbuilding ® 22.0 -1.4 2.0 0.9 0.1 0.1
Total domestic demand 1863.2 -0.5 39 4.6 33 4.2
Exports of goods and services 1076.0 6.3 18.7 9.3 70 100
Imports of goods and services 11022 54 187 10.7 72 9.9
Net exports® -26.1 02 -13 -19 -09 -09
GDP at market prices 1837.1 -0.4 2.9 3.0 2.7 3.7
GDP deflator _ 31 0.9 45 3.8 3.0
Memorandum items
Consumer price index _ 21 39 4.8 45 4.0
Private consumption deflator _ 38 2.8 4.3 4.0 3.7
Unemployment rate _ 8.8 8.9 81 8.0 8.0
Household saving ratio® _ 13.0 14.8 13.7 13.8 13.7
General government financial balance®? _ 0.0 0.0 0.0 0.0
Current account balance® -2.9 -4.5 -5.1 -4.8 -54

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asa percentage of disposable income.

c) Asapercentage of GDP.

d) OECD estimate which adjusts official data so as to increase international and intertemporal comparability.

Growth is expected to slow in response to the deteriorating international envi- Economic growth will be
ronment and new market uncertainties. Investment spending and private consump-  subdued until late next year
tion are expected to weaken at least to mid-2002. Thereafter and through 2003, and will pick up in 2003
recovery in western Europe and improved production potential, resulting from ongo-
ing industrial restructuring and cumulative FDI inflows, should enhance growth per-
formance.

The government intends to complete an ambitious privatisation programme A significant risk isthe

before the summer of 2002, including the sale of controlling stakes in the energy and  possibility of a slowdown in
telecommunication sectors to strategic investors. A large part of the associated reve-  capital inflows
nues is to finance the sharply rising losses of the Consolidation Agency which reflect
costs pertaining to the cleanup of the banking sector and add significantly to the gen-
eral government deficit in 2002. Following the deterioration of global conditions, a
significant risk to the projection is the possibility of a subsequent rapid slowdown in
FDI inflowsto alevel which would be insufficient to finance the current account def-
icit; this would entail a currency depreciation and add to inflationary pressures.
Growing privatisation receipts may, on the other hand, encourage further fiscal
spending. The materialisation of either risk would force the central bank to increase
interest rates further, creating an increasingly fragile situation. In order to improve
the economy’s long-term performance, the authorities should rebalance the policy
mix and, rather than increasing spending, use the privatisation revenues for reducing
the public debt.
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The slowdown in the Danish eco

Denmark

nomy has eased the product and labour market pressures that built up during 2000.

Demand is projected to remain subdued until the second half of 2002, when private consumption and investment are
expected to pick up again as the international outlook becomes more positive.

The overall fiscal stance needs to

remain broadly neutral, given that the economy has been operating close to potential

for some time, although automatic stabilisers can be allowed to operate. Monetary conditions are effectively determined

at the euro-area level and are like

Activity has slowed
significantly...

... and labour market pressures
have eased

Fiscal policy remains neutral,
but automatic stabilisers will

ly to be helpful to recovery.

The Danish economy experienced a sharp turnaround from 3 per cent growth (see-
sonally adjusted annualised rate) in the last quarter of 2000 to a2 per cent decline of GDP
in the firgt quarter of 2001, followed by a2 per cent rebound in the second quarter. The
international slowdown isreflected in Danish export volumes, which barely rose in the
first half of this year, dthough new export orders rose over the summer. Business confi-
dence has been trending downwards since the turn of the year and investment fell by
close to 7 per cent in thefirst half, although the impact on overall activity has been tem-
pered by faling imports. Household red disposable incomes and consumption grew &t a
modest pace over the same period, underpinned by gainsin both real wages and employ-
ment, and consumer confidence has held up better than in the euro area.

Robust employment growth led to considerable tightening of the labour market
and recruitment difficulties towards the end of last year, suggesting that the economy
was overheating. Asthe international downturn was expected to be short-lived, anec-
dotal evidence suggests that firms, especially those which had experienced earlier
problems finding suitable staff, have been hoarding labour. This has provided a cush-
ion to household incomes and shelter from the unemployment effects of weaker
demand. But the 11 September terrorist attacks in the United States have clearly
changed the international situation, and thereby led to greater uncertainty about the
timing and vigour of recovery in Denmark.

Policy settings have been broadly neutral. As next year’s budget was not finalised
before the general election was called, these projections are based on the Budget bill

operate  presented to Parliament in August. The projected growth in public consumption mainly
Denmark
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Denmark: Demand, output and prices

1998 1999 2000 2001 2002 2003
current prices .
billion Dkk Percentage changes, volume (1995 prices)

Private consumption 591.5 0.5 -0.1 0.9 0.9 12
Government consumption 300.5 14 1.0 17 11 1.3
Gross fixed capital formation 241.0 15 9.9 -34 14 36
Final domestic demand 11329 1.0 24 0.1 11 18

Stockbuilding 13.2 -1.6 0.2 0.1 0.0 0.0
Total domestic demand 1146.1 -0.6 26 0.2 11 18
Exports of goods and services 4134 9.7 116 4.2 33 6.7
Imports of goods and services 390.5 22 10.8 18 29 6.1

Net exports® 229 28 0.7 11 0.3 0.6
GDP at market prices 1169.0 21 32 13 13 23
GDP deflator _ 3.0 37 32 17 18
Memorandum items
Private consumption deflator _ 26 31 21 17 18
Unemployment rate _ 5.2 4.7 4.7 5.0 5.0
Household saving ratio® _ 16 2.9 34 3.8 41
General government financial balance® _ 31 2.8 2.0 14 17
Current account balance® _ 17 2.3 3.2 31 33

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asa percentage of disposable income.

¢) Asapercentage of GDP.

Source: OECD.

involves an expansion of services in education and health, but as these sectors are
already facing shortages of skilled staff, these plans may prove difficult to realise.
Overall, the government is not expected to provide any significant fiscal stimulus,
although the automatic stabilisers will operate, and a cyclically-adjusted general gov-
ernment surplus of more than 2 per cent of GDP is projected to persist.

The effective exchange rate has appreciated over the past year, but thishasbeen Monetary conditions may ease
offset by reductions in official interest rates, which are now a 1% percentage points in the near term
lower than they were ayear ago. Overall, the impact on activity from these shiftsin
monetary conditions is helpful. However, as monetary policy remains committed to
maintaining a fixed relationship between the Danish krone and the euro, Danish
interest rates are expected to be lowered further, before starting to rise again towards
the end of next year, in line with decisions taken by the European Central Bank.

The Danish economy is projected to grow by around 1% per cent in both 2001  Activity will become more
and 2002, with activity expected to pick up significantly in the second half of next vigorousfrom mid year,
year, especially once consumer spending starts to recover from the current uncer- reaching potential growth rates
tainty about the economic outlook. Business investment growth is also expected to by 2003
remain weak in 2002, but should strengthen once the international situation improves
and exports rebound. In 2003, the pace of expansion is projected to accelerate to
2% per cent, in line with potential output growth. Private sector employment is
expected to fall slightly next year, but government employment is likely to continue
expanding. With unemployment projected to edge up next year, and an estimated
negative output gap emerging, overall wage pressures should ease, while productiv-
ity growth is expected to recover from its current cyclical weakness by 2003. The
main risk to these central projections is external; if the international recovery takes
longer to materialise, this will hold back growth in Denmark.

© OECD 2001
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Weak exports have resulted in a sharp deceleration in output growth from 5% per cent in 2000 to an estimated %2 per cent
in 2001. A recovery is not expected to take hold before the second half of 2002. As a result, unemployment is expected to
rise and the gover nment budget surplus to diminish. With oil prices projected to fall and a sizeable output gap, inflation

should decline further.

While allowing the automatic stabilisersto operate, the Finnish authorities should avoid relaxing fiscal policy further as
this could jeopardise essential long-term budgetary objectives. Concerning structural reform, measures that would delay
retirement and provide better incentives to the unemployed to find regular work should be high on the agenda.

Plummeting exports cause a
sharp deceleration in activity

The government surplusis
projected to drop sharply from
the record high in 2000

The international economic slowdown, combined with the world-wide slumpin
the telecommunications equipment industry, caused exports to contract in the first
half of 2001. As a result, with domestic demand also weakening, output declined,
pushing the economy into recession. A negative output gap has emerged and labour
market tensions have evaporated. Unemployment continued to edge down up to mid
year, the slowdown being reflected mainly in weak productivity, but then increased
in the third quarter. With oil prices declining, consumer price inflation — measured by
the harmonised consumer price index — has decel erated from the peak of 3.4 per cent
in October 2000 to 2.6 per cent in September 2001, and is no longer above the euro
area average.

Owing to the slowdown in activity, sizeable income tax cuts and a sharp drop in
tax revenues on realised capital gains and stock options, the general government sur-
plus is set to decline from 6.9 per cent of GDP in 2000 to an estimated 3% per cent
in 2001. The same factors, plusarise in outlays, will lead to afurther decline in 2002
to around 2 per cent. The central government budget could even move into a small
deficit and will certainly be below the government’s target of achieving a surplus of
1% to 2 per cent of GDP over the medium term, which is considered necessary to
cope with the long-term consequences of ageing. The fiscal stance is expected to be
expansionary in 2001 and 2002, and should be broadly neutral in 2003. Helped by
the tax cuts, the social partners reached a central wage agreement in late-2000 with

Finland
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1. Monthly indicator of total output; trend series, year-on-year percentage change.

2. Balance, seasonally adjusted data.
Sources: Statistics Finland and Eurostat.
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Finland: Demand, output and prices

1998 1999 2000 2001 2002 2003

it pri .
current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 58.2 4.0 3.0 2.0 21 25
Government consumption 25.1 1.9 0.7 1.6 1.3 1.3
Gross fixed capital formation 21.7 3.0 55 13 -1.3 2.6
Final domestic demand 105.0 33 30 18 12 22

Stockbuilding * 11 -1.2 0.9 -0.1 0.1 0.0
Total domestic demand 106.2 20 4.0 17 13 22
Exports of goods and services 45.0 68 181 -3.7 1.0 6.4
Imports of goods and services 34.8 40 157 -2.2 13 4.2

Net exportsa 10.2 1.6 2.7 -1.0 0.0 15
GDP at market prices 116.0 4.0 5.7 0.4 1.2 34
GDP deflator _ -0.1 3.4 2.1 1.6 2.0
Memorandum items
Private consumption deflator _ 11 35 2.6 17 19
Unemployment rate _ 10.2 9.8 9.2 9.6 9.6
General government financial balance® _ 19 6.9 37 19 21
Current account balance® 6.0 7.4 6.6 5.9 6.5

a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asapercentage of GDP.
Source: OECD.

moderate gains in contract wages of 3.1 and 2.3 per cent in 2001 and 2002, respec-
tively. Only doctors in the public health sector benefited from a substantially sharper
wage rise of above 10 per cent over the two-year period.

The strong financial position of households, solid company balance sheets Lacklustre activity is projected
and the healthy financial sector should make it somewhat easier to weather the for much of 2002, with
current harsh international climate. However, with activity projected to remain an acceleration in 2003
weak until mid-2002 in the OECD area, output is projected to increase by a mere
1'4 per cent in 2002, causing unemployment to rise on ayearly basis for the first
time since 1994. This will weaken consumer confidence further, so that private
consumption growth will be limited, while investment activity will soften due to
weak business confidence and demand. With oil prices declining and the nega-
tive output gap widening, consumer price inflation should decelerate further. An
export-led recovery is projected to take place as from the second half of 2002,
with output growth accelerating to 3 per cent in 2003. Hence, unemployment
could start to fall again towards the end of the projection period. Owing to
weaker exports, the current account surplusis projected to fall somewhat from a
peak of 7Y% per cent of GDP in 2000 to 6 per cent in 2002, before rising again
in 2003.

The main uncertainties in the outlook concern the timing and size of theinterna= The uncertainty related
tional recovery and the sales prospects for the telecommunication equipment indus-  to the global |CT market casts
try. A delayed international rebound would imply lower output growth in Finland  a shadow over the projected
in 2002 and 2003. Concerning information and communication technology (ICT) recovery
exports, downside risks prevail in the short term, but a positive international reaction
of consumersto third-generation mobile telephony could provide stronger demand in
the medium term.

© OECD 2001
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GDP growth slowed in 2001 as a result of weakening exports, but activity continues to outpace the euro-area average
due to domestic factors. Output growth is set to remain broadly unchanged in 2002 at around 4 per cent and gain
momentum in the following year. With oil prices declining and moderate wage increases, supply-side pressures on
inflation are expected to recede over the projection period. However, domestic demand pressures are projected to gather
strength, and higher consumer price increasesin the short run cannot be ruled out.

Entry into the euro area has provided further stimulus to press ahead with fiscal consolidation and structural reforms.
Fiscal policy may need to be more ambitious in reining in primary government expenditure to sustain low inflation.
Progress in addressing labour and product market rigidities, along with bold reforms of the pension system and public
sector management, would facilitate non-inflationary growth and enhance incomes over the mediumterm.

Growth has eased somewhat...

... andinflation isentering a

phase of deceleration

Monetary conditions have
remained easy...

Economic growth is set to ease somewhat to around 4 per cent in 2001. The
sharp reduction in interest rates following the entry to the euro areais providing a
continuing stimulus to domestic demand, which will be further boosted by disburse-
ments from the new Community Support Framework (CSF I11) for 2000-06, and the
preparation for the 2004 Olympic Games. However, the rise in inflation, combined
with only moderate wage increases, has been dampening real disposable income
growth. At the same time, business fixed investment has lost some of its earlier
remarkable buoyancy, reflecting the significant stockmarket losses in 2000 and 2001,
as well as a weaker conjectural situation. Residential investment has, nevertheless,
staged a strong recovery on the back of lower lending rates for housing loans.

Harmonised consumer price inflation (HCPI) peaked at 4.5 per cent in
June 2001. Although lower energy prices subsequently helped it fall back, it remains
well above the euro area average. Core inflation also crept up until mid-year, largely
because of increases in the cost of transport services. Labour cost pressures are sub-
dued for the moment, as the two-year collective agreement, concluded in May 2000,
provides for an explicit catch-up clause only in 2002.

The Bank of Greece reduced its intervention rate by 600 basis points
during 2000, to the European Central Bank (ECB) level of 4.75 per cent. The monetary

Greece
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3. Three-month interest rate. From January 2001, 3-month Euribor.
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Greece: Demand, output and prices

1998 1999 2000 2001 2002 2003

it pri .
current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 75.9 29 32 3.0 3.0 32
Government consumption 16.2 -01 23 15 11 0.7
Gross fixed capital formation 2 22.3 6.2 7.8 85 8.7 9.1
Final domestic demand 1144 31 40 39 4.1 4.3

Stockbuilding °° 0.2 -06 0.4 0.0 0.0 0.0
Total domestic demand 114.6 2.6 44 39 4.1 4.3
Exports of goods and services 21.0 8.1 189 5.7 4.3 8.2
Imports of goods and services 29.8 36 150 5.2 45 7.1

Net exports® -88 0.6 -04 -0.3 -04 -0.3
GDP at market prices 105.8 34 4.3 39 4.0 4.3
GDP deflator 3.0 34 38 34 31

Memorandum items
Private consumption deflator 21 31 33 2.6 2.7

Unemployment rate 120 114 112 109 104
Genera government financia balance? -1.8 -1.1 0.2 0.6 13
Current account balancede 4.1 -71 -52 51 -5.0

a) Excluding ships operating overseas.

b) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
¢) Including statistical discrepancy.

d) Asapercentage of GDP.

€) On settlement data basis.

Source: OECD.

policy stance continued to ease after Greece joined the single currency area on
1 January 2001, as the ECB has cut its key intervention rate by 150 basis points since
May 2001. Easier monetary conditions helped fuel a near 30 per cent credit expan-
sion to the private sector by mid-2001.

With the proceeds of sales of mobile telephone licences (about 0.4 per cent of GDP)
having an immediate impact on the budget balance, the general government is projected
tomoveto asmall surplusof 0.2 per cent of GDPin 2001 from adeficit of 1.1 per cent in
the previous year. Unexpectedly strong non-tax revenue (comprising largely dividends
from state-owned companies) has offset somewhat weaker than projected tax revenues.
The 2002 draft Budget includes a special social welfare package spread over the
period 2002-04. Nevertheless, the budget balance is projected by the OECD to moveto a
surplus of 1.3 per cent in 2003, up from 0.6 per cent in 2002, reflecting lower interest rate
payments, improved tax collection procedures and continuing above-potential growth.

Output growth is expected to continue at about 4 per cent in 2002, but to pick
up to around 4% per cent in 2003. Investment related to the 2004 Olympic Games,
along with the favourable financial conditions stemming from euro-area membership
and the sizeable inflow of European structural funds, are expected to boost business
investment and spur private consumption. I mports are projected to pick up in 2003
but the expected recovery in world demand should also boost exports, keeping the
real foreign balance contribution unchanged. Given the projected strength of the
economy, and the possibility of faster wage growth in 2002, a major uncertainty
regards the extent to which inflation will actually recede. Another, but opposite
uncertainty arises from the possibility of a more prolonged downturn in the world
economy and its subsequent effects on foreign demand.

... whilefiscal policy has
remained neutral

Growth is expected to
strengthen late in 2002
and 2003, with a risk of
inflationary pressures
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Though activity has decel erated due to a sharp dowdown in exports and corporate investment, strong household consumption
and public and private construction activitieswill allow the Hungarian economy to grow at a relatively healthy pace before the
projected international recovery further lifts GDP growth to 4 per cent in 2003. Monetary policy tightened following the
widening of the fluctuation band of the forint in the spring, and headline and core inflation showed signs of deceleration. The
external position improved, reflecting a lower trade deficit and a services surplus due to strong tourism revenues.

The expansionary stance of the 2001 budget threatensto be reinforced by recent initiatives, which imply additional multi-
year spending pressure. Thiswould run the risk of fuelling inflation and should be avoided, since the central bank would
be forced to tighten monetary conditions to reach its inflation targets, with disruptive impacts on international
competitiveness and domestic demand.

GDP has decelerated as exports After aremarkable 5.2 per cent growth in 2000, GDP decelerated in the first half
and investment have slowed...  of 2001 with divergent trends in demand components. Spurred by a 50 per cent
increase of the minimum wage in January and government subsidies to housing, pri-
vate consumption and construction remained dynamic. In contrast, corporate invest-

ment growth decelerated and exports grew at a much slower rate than previoudly.

... but inflation has remained Inflation remained high in the first half of the year in spite of the slowdown in
high activity, not only under the influence of high energy and food prices but also of
domestic cost pressures due to wage increases. Core inflation progressed more rap-
idly than CPI, attaining 8.7 per cent in September (year-on-year). Nevertheless, the
appreciation of the currency after the widening of its fluctuation band in the spring
has begun to exert an impact on inflation during the second half of 2001 through
dampening imported inflation. The external balance improved up till September, due
to adecreased trade deficit and strong tourism revenues.

Fiscal palicy is expansionary... The expansionary 2001 budget, with a planned deficit of 4.5 per cent of GDP
(national accounts basis) provided additional stimulus following the decision to
spend the revenue windfall due to higher-than-expected inflation and to increase
infrastructure spending under the recently adopted “Szechenyi plan”. A growing
social security deficit, reflecting a rapid increase in health expenditure, is aso put-
ting pressure on public finances. In the wake of the 11 September terrorist attacks
and prior to the forthcoming general elections in the spring of 2002, new budgetary
measures were announced to stimulate the economy. A precise quantification of such
additional spending is not yet available, but current fiscal activism faces both the

Hungary
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Hungary: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices .
P Percentage changes, volume (1995 prices)

billion HUF

Private consumption 4994.2 5.4 38 4.5 39 51
Government consumption 23132 17 14 1.0 1.0 22
Gross fixed capital formation 2384.6 5.9 6.6 6.0 55 55
Fina domestic demand 9692.0 46 4.0 41 3.7 4.6

Stockbuilding 607.8 -0.3 15 -04 0.0 0.0
Total domestic demand 10 299.7 4.0 51 33 34 4.3
Exports of goods and services 5105.9 13.1 21.8 10.7 3.7 6.6
Imports of goods and services 5318.2 12.3 211 9.8 35 6.8

Net exports® -212.3 01 -01 0.3 00 -03
GDP at market prices 10087.4 42 5.2 38 35 41

GDP deflator 8.4 7.5 9.4 5.8 4.8

Memorandum items

Consumer price index 10.0 9.8 9.0 55 4.6
Private consumption deflator 10.7 9.6 9.0 55 4.6
Unemployment rate _ 7.1 6.5 59 6.0 6.1
General government financial balancebc -5.2 -3.0 -4.9 -4.8 -4.5
Current account balance® -4.4 -3.3 -2.9 -2.4 -2.3

a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asa percentage of GDP.

¢) OECD estimate which adjusts official data so as to increase international and intertemporal comparability.

Source: OECD.

risks of adding new irreversible expenditures to the budget, and of accelerating infra-
structure programmes without sufficient cost-benefit analysis.

The centra bank, whose independence was strengthened by a new law in July,
aims at reducing the inflation differential with the euro zone to around 1 per cent by
January 2006. It targets headline inflation of 7 and 4% per cent respectively with a
1 per cent tolerance band for December 2001 and December 2002. The widening of
the fluctuation band improved the efficiency of its policy instruments. Nominal rates
were not modified until September, when the slight decrease in the basic rates of the
European Central Bank (ECB) was replicated, but monetary conditions tightened as
aresult of the appreciation of the currency and the rise of real interest rates. Confirm-
ing their commitment to the announced inflation targets, the monetary authorities
only partially followed the last 50 basis point reduction in the ECB rates in October.
They fully followed the 8 November adjustment in ECB rates.

The slowdown was underway before the 11 September terrorist attacks, in the con-
text of weakening business confidence. The subsequently depressed internationa envi-
ronment has reinforced this trend. GDP growth is projected to slow to 3.8 per cent
in 2001 and 3.5 per cent in 2002, with trade contracting and corporate capital formation
remaining low. Household consumption should remain relatively robust despite an
increase in precautionary savings, and government infrastructure investment should be
the most dynamic component of demand in 2001 and 2002. Growth is projected to
recover to around 4 per cent in 2003. The main risks on the demand side concern factors
which may lead to an additional tightening of monetary conditions. If the fiscal stance
deteriorates further in 2002 in the pre- and post-electoral environment, with inflationary
wage settlements in the public sector spilling over into the rest of the economy, higher
interest rates would be required to reach the inflation target. Further complication could
be caused by necessary adjustments of regulated prices. On the supply side, downside
risksfor GDP growth could stem from areduction in foreign direct investment which, by
dowing the transfer of technology, would adversdly affect growth potential.

... while monetary conditions
tightened

Although the global slowdown
is hitting Hungary, consumer
demand is robust
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Iceland’s economy is going through its first recession since the early 1990s. The fall in activity is home-grown, and
largely the result of the overheating that built up in the late 1990s, which generated imbalances in the labour, equity,
housing and product markets. These manifested themselves in an external deficit that reached 10 per cent of GDP
in 2000 and some 8 per cent this year. The downturn is expected to ease some of these problems, but inflation is projected
to remain above trading-partner levels.

The Central Bank should show caution in cutting its interest rates, since it is crucial to build confidence in the current
level of the exchange rate in order to prevent the spike in inflation from being reflected in wage demands. Fiscal easing
associated with a relaxation of spending constraints is set to come to an end in 2002, but renewed stimulus will result
from the tax reform package just announced. It would be best to avoid major slippage in 2002 and to offset some of the
tax and expenditure stimulus with spending restraint in 2003.

Notwithstanding the sharp
slowdown, inflation has surged

The downturn follows earlier
overheating

The overheated domestic economy has slowed sharply thus far in 2001, despite
continuing growth in public spending. Only residential investment has held up
among private demand components. By the spring overall domestic demand was
more than 5 per cent below year-earlier levels, according to the latest quarterly
national accounts. However, persistent export strength has meant that real GDP in
the second quarter was some 3 per cent greater than in the same quarter of 2000. The
result of this disparity is that unemployment has remained at unsustainably low lev-
els, but the current-account deficit has shrunk somewhat, abeit to a still-disconcerting
level in relation to GDP. Following the massive currency depreciation in the spring,
about 15 per cent in effective terms, inflation has continued to rise, peaking at over
8 per cent, about 6 percentage points above trading-partner rates.

The economy has been labouring under the burden of interest rates, which have
been set at deliberately high levelsin order to head off a wage/price/exchange-rate
spiral. With the enormous depreciation that occurred up to June, real disposable
income gains have been severely eroded. The result is that private consumption has
fallen off, along with financial wealth, as the stock market has declined by around a
third over the past year. Business investment has also slumped, in part because major
expansions in the aluminium and power-intensive sectors have been completed, but
also more generally as profits have fallen relative to wages to such an extent that pro-
spective rates of return on real investment may no longer be attractive.

| celand
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Iceland: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices .
Percentage changes, volume (1990 prices)

billion Ikr

Private consumption 332.6 7.2 4.2 -1.2 -0.6 13
Government consumption 127.8 51 37 37 32 32
Gross fixed capital formation 1422 -25 131 -55 -137 33
Final domestic demand 602.6 45 6.1 -1.3 -2.8 21

Stockbuilding 11 -0.1 0.3 -04 0.1 0.0
Total domestic demand 603.7 44 6.3 -1.7 -2.7 21
Exports of goods and services 203.7 4.8 6.3 55 0.0 6.5
Imports of goods and services 230.1 5.7 9.3 -3.0 -5.0 4.0

Net exports® -26.3 -0.7 -1.7 34 22 0.9
GDP at market prices 5774 4.0 5.0 15 -0.6 3.0
GDP deflator _ 34 3.7 85 6.0 4.0
Memorandum items
Private consumption deflator _ 2.7 4.9 7.1 59 3.6
Unemployment rate _ 19 14 15 25 25
Genera government financial balance® _ 21 23 -0.2 -0.8 -0.9
Current account balance® 69 99 80 61 -48

a) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asapercentage of GDP.
Source: OECD.

Fiscal policy has turned decidedly expansionary. Besides allowing the auto-  Fiscal policy has eased, but
matic stabilisers to function, the government has boosted social security and child monetary policy remains
benefits, permitted its consumption spending to increase well beyond budgeted rates  relatively tight
and most recently announced a magjor tax reform that is officially estimated to cut tax
revenues by nearly > percentage point of GDP by 2003. There have been increasing
pressures for arelaxation in monetary policy, but the Central Bank refrained from
lowering its policy rate after a reduction in March when it was handed the responsi-
bility of bringing inflation down to 2% per cent by 2003. Nevertheless, market rates
have fallen since then, and in November the Bank cut its policy rate following simi-
lar moves of monetary authorities abroad.

The economy is likely to have shrunk significantly in the second half of this The outlook isfor depressed
year and in 2002 is set to endure its first year of declining activity in a decade. As activity followed by a cyclical
in 2001, private domestic demand is projected to shrink significantly, offset by gov-  rebound
ernment consumption and investment, while the contribution from the foreign bal-
ance also diminishes in line with a stagnation in exports. The worsening in exportsis
attributable to another substantial cutback in cod gquotas, slowing growth in ferrosili-
con output resulting from the depressed state of world steel production and generally
weaker export markets, especially for tourism, following the 11 September terrorist
attacks in the United States. However, once that shock is overcome, output growth
should resume, reaching 3 per cent in 2003. Unemployment islikely to rise next year
before stabilising in 2003. Inflation is set to fall quite sharply, consistent with the
technica assumption of unchanged exchange rates (since so much of the recent rise
resulted from the earlier depreciation), but may not quite reach the official target of
2Y5 per cent by 2003. Finally, the current-account deficit as a share of GDP is pro-
jected to fall by a half from 2000 to 2003 because of the severe import compression
this year and next as well as moderate improvements in the terms of trade.
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With exports slowing rapidly and service sector employment and output close to stagnation, GDP growth is decelerating
sharply, albeit from an unsustainably high level in 2000. However, with the world economy expected to recover and
underpinned by continuing strength in consumption, growth is likely to accelerate to around 6% per cent in 2003.

The budget surplus is set to fall quite markedly as tax revenues decline. Rising current expenditures should be carefully
monitored to ensure that objectives are being achieved efficiently. Policy needs to continue to focus on improving human
capital and the provision of infrastructure but will need to be supported by moderate pay increases in the private sector

to maintain competitiveness.

Growth has declined rapidly
going into the second half...

... but strong consumption has
supported economic activity

Tax revenues are surprisingly
weak, although a significant
budget surplusis still projected

With exports equal to some 95 per cent of GDP and concentrated in the high
technology sector, the economy has been hard hit by the global slowdown in demand
for information and communication technology (ICT) products. Industrial produc-
tion fell at an annualised rate of around 20 per cent in the three months to August,
and several plants have closed. Tourist activity declined over the summer months due
to the threat of foot and mouth disease, and widespread cancellations have aso been
reported in the wake of the September events.

Employment increased somewhat in the first half of 2001, suggesting that GDP
nevertheless continued to expand. Activity has been underpinned by strong private
consumption and buoyant public sector demand. Wages have continued to rise by some
8 per cent annually and, combined with tax reductions and slower inflation, real dis-
posable income has grown significantly. This has led to substantial retail sales. Hous-
ing construction growth has fallen rapidly this year, but house prices have remained
firm. Public expenditures on health and education have risen rapidly owing to attempts
to re-establish wage relativity with the private sector and to bolster service provision.

Tax revenues have been much lower than expected, due both to weaker activity and
to special factors. Indirect taxes have been very weak owing to reduced cross-border
trade, especially for gasoline, and subdued tourist activity. Moreover, lower car sales, fol-
lowing last year’s surge, have also had a marked impact. On the other hand, income tax
receipts have weakened despite the strong rise in wages and continued employment
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Ireland: Demand, output and prices

1998 1999 2000 2001 2002 2003

it pri .
current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 394 8.2 9.9 6.2 55 6.5
Government consumption 10.2 6.5 54 52 53 53
Gross fixed capital formation 17.0 14.0 7.0 25 -0.6 5.9
Final domestic demand 66.6 9.3 85 5.1 4.0 6.2

Stockbuilding 12 -1.9 0.6 01 -01 0.1
Total domestic demand 67.7 7.0 9.2 5.2 38 6.3
Exports of goods and services 66.8 15.7 17.3 51 12 8.8
Imports of goods and services 58.0 119 160 4.8 1.0 9.3

Net exports® 8.8 5.0 36 1.2 0.4 1.1
GDP at market prices 77.1 108 115 5.6 3.7 6.4
GDF deflator _ 4.2 4.3 4.0 4.6 4.3
GNP at market prices 67.7 82 104 5.0 29 6.3
Memorandum items
Private consumption deflator _ 34 4.7 4.3 35 33
Unemployment rate _ 5.6 4.3 4.3 53 53
Household saving ratio® _ 10.4 7.9 8.3 8.4 8.2
General government financial balance® _ 23 4.6 32 2.2 19
Current account balance® 0.4 -0.7 -20 -1.8 -1.6

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) As apercentage of disposable income.

c) Asapercentage of GDP.

Source: OECD.

growth, suggesting that bonuses have suffered a marked reduction. The government has
partialy offset higher expenditures with dower implementation of the Nationad Develop-
ment Plan, thereby limiting the overall increase. The projection assumes that the govern-
ment will go ahead with its prior tax commitments in 2002 but go no further and will
stabilise expenditure growth at recent levels. The budget surplus is projected to decline
by some 1% per cent of GDP this year and by around 1 per cent next, stabilising at
around 2 per cent of GDP in 2002 and 2003. The structural surplus is projected to remain
broadly unchanged over the next two years suggesting no changein the fiscal stance.

Exports and the associated imports are likely to remain weak until well into 2002  Growth should remain subdued
when a pick-up in the world economy is projected. Global recovery should lead toa until the world economy picks up
significant rebound in exports since the main forces attracting foreign manufacturing
activity in recent years will not have changed significantly. In the meantime, both pri-
vate and government consumption and infrastructure investment will support activity
at amoderate level. GDP growth is projected to fall to some 5 per cent in 2001 and to
around 3% per cent in 2002 before recovering to 6% per cent in 2003. With the labour
force expected to continue to expand, the unemployment rate should drift up to some
5Y per cent, while wage growth and price inflation are projected to d ow.

A key risk is that wages will continue to grow rapidly; if the euro werealsoto A key risk isthat
appreciate, competitiveness might deteriorate significantly. This would reduce the competitiveness might
impact of the global pick-up going into 2003. With the economy slowing, house deteriorate
prices could weaken, leading to reduced consumption and less buoyant household
sentiment. However, the banking system appears to be well prepared for the situa-
tion, so that the risk of financial distress remains limited.
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A sharp slowdown in export growth in mid-2001, combined with the negative impact of the 11 September terrorist attacks
in the United States, has delayed the economic recovery which had been anticipated for the latter half of 2001. An
upturn, which depends on a rebound in confidence and a pick-up in overseas demand, may not begin until mid-2002,
limiting output growth to around 3 per cent for the year. Inflation is likely to slow further towards the medium-term target
of 2% per cent.

Macroeconomic policy is supporting demand through two supplementary budgets and a 100 basis point cut in short-term
interest rates since July. Given the sound fiscal position, the automatic stabilisers should be allowed to operate in 2002
to support recovery. Achieving a sustained expansion requires effectively addressing the remaining problemsin the
corporate and financial sectorsin a way that allows market forces to drive restructuring.

A sharp downturn in exports By mid-2001, K orea appeared poised for an economic recovery from the down-
has derailed the expected  turn that began in the fourth quarter of 2000. The unemployment rate fell to 3V per
recovery cent and business and consumer confidence was surging in the first half of 2001.
However, a further weakening in overseas demand reversed the upward trend in
industria output. Exports fell at double-digit rates (year-on-year in US dollar value)
in the second and third quarters of 2001, led by sharp declines in the information and
communication technology sector. The 11 September terrorist attacks have further
undermined confidence. Inflation, which peaked at 5% per cent (year-on-year) in the
second quarter of 2001 because of the lagged impact of higher oil prices and
increases in public service fees, slowed to 4% per cent in the third quarter.

Macroeconomic policies are Following the terrorist attacks, the central bank cut the overnight interest rate by
supporting demand... 50 basis points to a record low 4 per cent, although the decline in bank lending rates
has been smaller. Moreover, the on-going restructuring of the financial sector may
tend to limit the impact of an easier monetary policy stance. Lower interest rates
were accompanied by two supplementary budgets in the second half of 2001, which
will increase spending by 7 trillion won (1.3 per cent of GDP), matching the consoli-
dated central government budget surplus in 2000. While a small budget deficit is
likely in 2001, the initial budget for 2002 calls for a substantial surplus of more than
1 per cent of GDP. Given the impact of slower than expected growth on government
revenue, however, the budget may remain in deficit.

Korea
Exportsaredeclining, led by the ICT sector Business and household confidence are weakening
Year-on-year changein US$ values
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1. Information and communication technology products, including semi-conductors.

2. Seasonally adjusted. A score of 100 means that overall business conditions are expected to be the same as the previous month.
3. A score of 100 means that consumption is expected to be the same in six months as at present.

Sources: Nationa Statistical Office and Federation of Korean Industries.
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Korea: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices
u P Percentage changes, volume (1995 prices)

trillion won

Private consumption 242.8 11.0 7.1 17 25 4.4
Government consumption 48.8 13 13 0.8 3.0 19
Gross fixed capital formation 1324 37 110 -2.7 2.6 6.1
Final domestic demand 424.1 7.6 7.7 0.2 2.6 4.7

Stockbuilding # -383 54 -0.9 -0.2 0.2 0.0
Total domestic demand 385.8 14.7 6.7 0.0 29 4.8
Exports of goods and services 221.0 158 216 14 32 108
Imports of goods and services 161.1 288 200 -34 25 100

Net exports ® 59.8 -1.0 35 19 0.8 22

Statistical discrepancy 2 -11 -04 -0.5 0.0 0.0 0.0
GDP at market prices 4445 10.9 8.8 2.0 32 6.2
GDP deflator _ -2.1 -15 2.0 25 1.0
Memorandum items
Private consumption deflator _ 0.5 20 4.4 33 25
Unemployment rate _ 6.3 4.1 39 4.3 4.0
Household saving ratio® _ 160 166 152 133 136
Consolidated central government balance © _ -2.7 13 -0.1 -05 0.0
Current account balance® _ 6.0 24 22 23 2.6

a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asa percentage of disposable income.

c) Asapercentage of GDP.

Source: OECD.

Financial-sector restructuring remains a priority. The 40 trillion won second- ... accompanied by policiesto
stage programme launched in September 2000 will boost total outlaysin thisareato restructurethe financial and
more than 130 trillion won, a quarter of GDP (see the 2001 OECD Economic Survey  corporate sectors
of Korea). Effectively implementing the programme will increase the amount of
these outlays that can be recovered and avoid the need for additiona public expendi-
tures. Concerned about the problems of low-rated firmsin rolling over their maturing
debt, the government continues to provide public guarantees for corporate bonds,
which risks blunting the role of market forces in restructuring and creating moral
hazard problems. The government has also announced steps to prop up the stock
market, though it remains to be seen if the benefits of this approach outweigh the
costs.

The timing of an economic rebound depends on overseas developments that  An economic recovery

influence the demand for Korean exports as well as confidence within Korea. Given is projected by mid-2002 as
the extent of the recent fall in business confidence, a recovery based on a pick-up of growth in Korea's export
exports and investment is not likely to begin until mid-2002. Weak demand in the markets picks up
first half of 2002 will probably limit output growth to around 3 per cent for the year
and may increase the unemployment rate to around 4% per cent. The extended period
of subdued demand may reduce inflation towards the medium-term objective of
2\ per cent by 2003. In addition to the uncertainty on the external side, the weak
balance-sheet position of the corporate sector may also pose a risk to recovery.
Indeed, more than a quarter of corporations did not earn enough profits to pay inter-
est on their debt, let alone repay principal, in 2000, when growth was 9 per cent.
With the downturn likely to exacerbate corporate balance-sheet problems, there is a
risk of major failures in the business sector, creating a further rise in joblessness and
problemsin the financial sector.

© OECD 2001



100 - OECD Economic Outlook 70

L uxembourg

Real GDP growth is projected to fall from 7%2 per cent in 2000 to 4 per cent this year owing to a sharp deterioration in
exports and in financial markets. As the international situation improves, the economy should recover to around trend
by 2003. With import prices falling and intervals between indexed wage increases lengthening, inflation should decline

to 2Y4 per cent by 2003.

Energy prices should be excluded from wage indexation arrangements to reduce the risk that any increase sets off a
wage-price spiral, as occurred in 1999-2000.

Exports are dragging down
economic growth

I nflation has eased but remains
high

Economic activity is set to slow sharply this year owing to a sharp deterioration
in export markets whose growth is estimated to fall from 10 per cent in 2000 to only
2Y5 per cent in 2001. This has a major impact on economic growth in Luxembourg
since exports, adjusted for their (direct and indirect) import content, represent 60 per
cent of GDP. In addition, the decline in international stock markets has driven down
financial service prices, which are based on asset values, and hence the terms of
trade. Industrial production and business expectations have also weakened markedly.
Employment growth has slowed since mid-year but was still 5 per cent (year-on-
year) in the third quarter of 2001. At the same time, the unempl oyment rate has stabi-
lised at around 2V2 per cent.

Inflation has eased to around 2% per cent in recent months mainly owing to
the fall in oil prices. Core inflation, on the other hand, has continued to rise to
around 3 per cent. This is mainly attributable to a further acceleration of wage
increases, which reached 6 per cent (year-on-year) following an index-linked rise
in April. With consumer price inflation slowing, index-linked wage increases
should become less frequent (they occur whenever cumulative price rises since the
last threshold was breached amount to 2% per cent), contributing to a decline in
core inflation. The next index-linked wage increase is expected in the second quar-
ter of 2002.

L uxembourg
Export growthl has slowed sharply Business expectations? have deteriored
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1. Year-on-year percentage changes; seasonally adjusted.

2. Industry. Balance of positive-negative replies.

Sources: Central Service of Statistics and Economic Studies (STATEC) and OECD.
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L uxembourg: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices .
P Percentage changes, volume (1995 prices)

billion euros

Private consumption 7.3 21 31 35 4.0 4.0
Government consumption 29 7.7 4.8 34 3.0 30
Gross fixed capital formation 36 19.6 -3.0 55 4.0 55
Final domestic demand 13.8 7.8 17 4.0 38 4.2

Stockbuilding 0.1 -0.4 0.2 0.0 0.0 0.0
Total domestic demand 13.9 7.3 1.9 4.0 38 4.2
Exports of goods and services 215 13.3 16.4 6.3 45 85
Imports of goods and services 185 15.6 138 6.8 49 7.6

Net exports® 3.0 -0.3 5.4 0.6 0.3 27
GDP at market prices 17.0 6.0 75 4.0 34 59
GDP deflator _ 25 3.7 0.7 14 35
Memorandum items
Private consumption deflator _ 14 29 26 25 22
Unemployment rate _ 29 26 25 2.8 28
General government financial balance® _ 36 6.1 53 32 29

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asapercentage of GDP.
Source: OECD.

Fiscal policy is set to ease substantially, complementing the reduction in interest
rates decided by the European Central Bank (ECB). Personal income tax cuts
amounting to 1.2 per cent of GDP have been implemented this year and further cuts
of 0.6 per cent of GDP are planned for next year. In addition, corporate taxation is to
be reduced by around 1% per cent of GDP in 2002. At the same time, large increases
in public investment are planned for this year and next. As aresult of these policies
and the sharp slowdown in growth, the budget surplus is projected to decline from
6 per cent of GDP in 2000 to 3 per cent by 2002 and to remain broadly stable there-
after. In view of the high level of economic uncertainty, it is assumed that households
will delay spending their tax cuts until 2002.

Economic growth is projected to slow sharply this year to 4 per cent and to
remain weak in 2002, though recovering in the course of the year. As exports and
financial markets improve, output growth of 6 per cent, slightly above the 1990s
average, might be re-established in 2003. Employment growth is likely to
decline with alag, but lower inflows of cross-border workers (who account for
two-thirds of employment growth) and immigrants should imply only a modest
rise in unemployment. Inflation is projected to decline to around 2! per cent
by 2003 as import price inflation falls and intervals between indexed wage
increases lengthen.

The main risks surrounding these projections concern developments in trading
partners economies and in financial markets. Differences from anticipated devel op-
ments would have a major effect on economic growth owing to the openness of the
Luxembourg economy and its dependence on the mutual fund industry, which is the
second largest in the world after that in the United States.

Monetary conditions and fiscal
policy should contribute to
economic recovery

Growth should return to trend
by 2003...

... provided that the
international economy recovers
as anticipated
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Five years of expansion came to an end with a sharp downturn of activity and zero growth in 2001, mostly reflecting the
fall out in United States demand. Disinflation has continued, helped by the strength of the peso, while real interest rates
have declined. Given the absence of major imbalances, the slowdown is expected to be temporary. Real output growth is
projected to gain momentum in the course of 2002, to reach 4 per cent in 2003. But the timing and scale of the recovery
are uncertain and will largely depend on external devel opments.

A tight macroeconomic policy stance will continue to be required to bring inflation down further and achieve fiscal
consolidation targets, so as to retain the confidence of international markets. In the structural area, implementing the tax
reform currently under discussion is the foremost priority. It should broaden the tax base, reduce dependence on volatile
oil revenues and permit an increase in social spending.

GDP growth slowed sharply
in 2001...

... whileinflation fell further,

helped by the strength of the

After some easing in 2000, the

[[SS0)

fiscal stance has been tightened

A sharp drop in exports to the United States in the latter part of 2000 reversed five
years of economic expansion. Real GDP declined in thefirst half of 2001 from the previ-
ous half year (on seasonally adjusted data), although private consumption still recorded
positive growth. Employment in the formal sector has fallen, but real wage increases
have remained strong. Following the weakening of export markets, imports declined
in 2001, reflecting the high degree of trade integration among members of North Ameri-
can Free Trade Agreement. Despite falling oil export revenues the current account bal-
ance stopped deteriorating, helped by the improvement in factor services and remittances
from abroad. Net foreign direct investment islikely to reach US$15 -20 billion, financing
most of the current account deficit.

Large net capital inflows have strengthened the peso exchange rate, notwith-
standing some degree of volatility in the wake of the 11 September terrorist attack in
the United States. In a context of weaker economic activity, the strong peso has
helped to bring down inflation; and the decline in underlying inflation has been com-
pounded by falling prices for farm products and public tariffs. By October, year-on-
year consumer price inflation had fallen to below 6 per cent; it is expected to stay
below the central bank target, set at 6.5 per cent for the 12 months to December.

Following a public sector deficit of 1.1 per cent of GDP in 2000, the deficit tar-
get for 2001 was set at 0.65 per cent of GDP. Given the sharp economic slowdown,
achieving this target requires a significant tightening of fiscal policy. In the event,

Disinflation continued, helped by a strong peso
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1. Consumer priceindex inflation, year-on-year percentage change.
2. Three-month Cetes rate minus average year-on-year inflation of the following three months.
Sources: Bank of Mexico; OECD.
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Mexico: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices Percentage changes, volume (1993 prices)

billion Pesos

Private consumption 25933 4.3 9.5 2.8 17 4.0
Government consumption 400.0 39 35 -25 0.7 25
Gross fixed capital formation 804.0 7.7 10.0 -4.9 3.0 6.1
Final domestic demand 3797.3 49 89 0.7 19 4.3

Stockbuilding 1333 -05 0.1 -0.5 0.2 0.3
Total domestic demand 39306 43 8.8 0.2 2.0 45
Exports of goods and services 1180.4 12.4 16.0 -3.2 0.7 75
Imports of goods and services 1262.8 13.8 21.4 -24 2.2 8.7

Net exports® -824 05 -19 -02 -06 -07
GDP at market prices 38482 38 6.9 0.0 15 40
GDP deflator _ 14.8 10.8 6.0 53 4.8
Memorandum items
Private consumption deflator _ 13.8 8.9 6.5 5.2 45
Unemployment rate® _ 26 22 25 26 25
Current account balance® -3.0 -3.2 -3.0 -3.3 -35

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Based on the National Survey of Urban Employment.

c) Asapercentage of GDP.

Source: OECD.

budget cuts have been implemented, starting in the first half of 2001, in response to
lower -than-projected oil revenues, which account for one third of budget receipts. A
tight fiscal stance is assumed over the coming two years, the budget being brought
near balance by 2003.

Short-term interest rates declined significantly during 2001, partly as aresult of Real interest rates have come
central bank action around mid year. After atemporary rise in September, reflecting  down in 2001 but may now
the more uncertain environment, the three-month Cetes rate fell back to below 9 per  stabilise
cent — half the level at the end of January — implying a comparable fall in real inter-
est rates. Monetary conditions are unlikely to ease further in the near-term. In rea
terms interest rates are assumed to remain close to their level in recent months over
the projection period. The Central Bank has re-stated its medium-term objective of
bringing year-on-year inflation down to 3 per cent by December 2003.

In the near term, the negative impact of the slowdown in Mexico’s main trad- Economic growth is projected
ing partner will continue to be felt, so that GDP growth may only average 12 per to gain momentum in the
cent next year. However, helped by a more supportive external environment, real  second half of 2002, although
GDP growth should regain momentum in the course of 2002, reaching 4 per cent therearerisks
by 2003. Inflation is expected to come down gradually, to around 4V per cent by
the end of 2002, under the usual assumption of constant exchange rates. As trade
flows pick up with the economic recovery, the current account deficit is projected
to widen slightly, to perhaps 3'4 per cent of GDP in 2003. Unusually large uncer-
tainties regarding external developments will continue to prevail until well
into 2002. There are also some domestic uncertainties related to the final shape of
the tax reform, which is aimed at strengthening budget revenue while reducing tax
distortions. If the planned tax reform succeeds in raising more revenue, which is
very low by OECD standards, part of it is expected to be allocated to additional
social spending.
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GDP growth is projected to slow sharply from an average rate of close to 4 per cent in 1997-2000 to about 1%z per cent
in 2001-02, reflecting strong decreases in both domestic and foreign demand. The output gap has turned negative and
will widen further until 2003, when growth should accelerate to 2% per cent following a recovery of private
consumption, in response to recent tax reliefs, and exports. Inflation, which has accelerated to 5 per cent, mainly as a
result of the increase of value-added-tax and higher food prices, will fall in 2002 though some upward pressure due to
higher wages will persist. The general government budget is expected to continue to show a small surplus.

In view of the tight conditions in the labour market, measures should be taken to raise the participation rate further, the
more so as persistent wage pressure would harm international competitiveness, thereby risking a prolongation of the
current downturn.

Economic growth has
decelerated further, but

inflation remained too high

Fiscal policy isset to remain

supportive of growth

In the first half of 2001, economic growth continued to slow down, to an
annual rate of 1% per cent in the second quarter. Consumption growth decelerated,
despite tax relief, resulting from the 2001 income tax reform. Investment growth,
which had been very high since the mid-nineties, turned negative, in part because of
a continued decrease in profits. Both exports and imports have fallen substantially, in
line with world trade. For 2001 as awhole, real GDP growth is estimated to deceler-
ate to 1% per cent (compared with 3% per cent in 2000). However, labour market
conditions are still tight and wage growth has picked up significantly. Consumer
price inflation rose from 3 to 5 per cent following increases in value-added-tax and
labour costs, but also as aresult of temporary shocks to food and petrol prices.

Taxes have been cut in 2001 by around 0.7 percentage points of GDP, while
budget windfalls, owing to lower unemployment outlays and interest payments, have
been used for increases in spending on health, education and infrastructure. In addi-
tion, structural revenue windfalls in 2001 will be partly translated into a further tax
relief in 2002. Finaly, within the Dutch budgeting framework, automatic stabilisers
on the revenue side are allowed to operate to a large extent, so that any revenue
shortfalls in 2002 will not be offset by corrective actions. Even so, the budget is
likely to remain in surplus.

2000
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1. Volume, year-on-year percentage changes of quarterly data.

2. HICPisthe harmonised index of consumer prices (EU definition).

3. Asdefined by the Dutch authorities, i.e. CPI excluding vegetables, fruit, energy, government services and indirect and consumption related taxes.
Sources: CPB Netherlands Bureau for Economic Policy Analysis; Statistics Netherlands; OECD.
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Netherlands: Demand, output and prices

1998 1999 2000 2001 2002 2003

it pri )
current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 176.0 45 38 12 2.0 31
Government consumption 80.4 28 19 30 24 25
Gross fixed capital formation 76.2 7.8 38 -0.6 0.1 18
Final domestic demand 332.6 48 33 12 17 27

Stockbuilding 24 -0.6 -0.2 0.2 0.0 0.0
Total domestic demand 335.0 42 31 13 17 2.7
Exports of goods and services 215.9 54 95 25 34 75
Imports of goods and services 196.7 6.3 94 24 3.7 8.0

Net exports® 19.2 -0.2 0.6 0.1 0.0 0.1
GDP at market prices 354.2 3.7 35 14 16 2.6
GDP deflator _ 1.7 37 53 33 24
Memorandum items
Private consumption deflator _ 19 2.8 4.6 24 19
Unemployment rate _ 32 2.6 25 2.8 31
Household saving ratio® _ 95 76 103 122 127
General government financial balance® _ 04 22 11 0.6 0.7
Current account balance® _ 38 37 36 38 4.0

Note: National accounts are based on chain-linked data. This introduces a discrepancy in the identity between real
demand components and the GDP. For further details sse OECD Economic Outlook Sources and Methods,
(http://mwww.oecd.or g/eco/sour ces-and-methods).

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.

b) Asapercentage of disposable income, excluding net contributions (actual and imputed) to life insurance and pension
schemes.

c) Asapercentage of GDP.

Source: OECD.

Growth of GDP is projected to average 1 per cent in 2001-2002 with areturn  Growth is expected to pick up
towards potential — between 2% and 234 per cent —in 2003. The output gap islikely somewhat and to return
to remain negative over the projection period. Consumption is set to show only a to potential
modest pick-up in 2002, with the favourable impact of tax reliefs temporarily offset
by negative wealth effects and the adverse consequences on global confidence stem-
ming from the 11 September terrorist attacks in the United States. Investment is pro-
jected to fall in 2001 by 2 per cent and to continue to lag behind GDP in the coming
couple of years, with residential construction in particular constrained by labour
shortages. After a weak 2002, exports are projected to rebound in 2003, due to
increased world trade. Imports are set to rise in parallel, as domestic demand also
picks up. Employment growth is expected to decline, resulting in an increase in
unemployment.

International risks, notably on the downside, dominate the near-term outlook. A balanced recovery depends

But there are also domestic risks. In particular, due to the tight labour market, wage on wage moderation
moderation has come under pressure. A further acceleration in wages and a persis-

tently high inflation rate would have unfavourable effects on export performance and

employment growth. While consumer priceinflation is projected to decline to around

2Y5 per cent in 2002, reflecting the passing through of the hikein the value-added-tax

rate in 2001 and afall in import prices, a sustained deceleration will strongly depend

on re-establishing wage moderation.
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Growth rebounded strongly in the first half of 2001, driven by booming exports. A low currency combined with
exceptionally high commodity export prices resulted in rises in export incomes of 20 per cent compared with a year
before. Consumption growth also picked up as unemployment fell to 5.2 per cent by mid-year. As a result, core inflation
has been rising. In the short term New Zealand will be hit by the global slowdown, although it is well placed to benefit
from the global rebound projected from the second half of 2002.

While the government is likely to continue to run operating surpluses, gross debt will be pushed up by a significant
investment programme. Improved spending discipline will be necessary to maintain fiscal prudence over the medium
term. Interest rates may need to fall further during the present period of uncertainty but will need to be tightened quickly
when the rebound becomes evident.

Exports are booming...

... and arelifting the rest of the
economy

Monetary policy has been
cautious

Growth of real output picked up in the first half of 2001 to around its potential
rate of 2% to 3 per cent. While thisis not a spectacular performance, it disguises
large real income gains caused by booming terms of trade. Export earnings benefited
from high prices for New Zealand’s main commodity exports, good climatic condi-
tions and a very competitive exchange rate. In local-currency terms, commodity
export prices were 50 per cent higher at mid-year than at their last cyclical low in
mid-1999. The tourism industry also benefited from the depreciation. Consequently,
the current account deficit fell to 4 per cent of GDP in the year ending in June, down
3 percentage points from ayear earlier.

The strong export sector has been lifting the rest of the economy. Rising house-
hold incomes have boosted consumption, capacity utilisation is high, and the labour
market has improved markedly: despite arising participation rate, the unemployment
rate has fallen to its lowest level since 1988. This has begun to put pressure on both
wages and prices. Even excluding petrol prices, consumer price inflation is at the top
of the O to 3 per cent target range. Most measures of core inflation are aso in the top
half of the target range, and rising.

Given the low exchange rate and continuing price pressures, interest rates were
held dlightly tighter than neutral until the 11 September terrorist attacks. They were
then lowered by ¥ percentage point to 5% per cent and are assumed to fall by that

New Zealand
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New Zealand: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices Percentage changes, volume (1995/96 prices)

billion NZ$
Private consumption 60.9 35 15 18 13 3.0
Government consumption 18.7 6.1 -3.2 30 25 25
Gross fixed capital formation 20.0 2.7 7.0 -5.2 23 6.2
Final domestic demand 99.7 39 16 0.6 17 35

Stockbuilding *° 0.0 11 -06 0.0 0.0 0.0
Total domestic demand 99.7 5.0 0.9 0.2 17 35
Exports of goods and services 29.8 7.1 7.6 4.2 13 8.0
Imports of goods and services 29.6 11.7 11 -04 11 75

Net exports® 0.3 -1.3 2.0 15 0.1 0.4

GDP (expenditure) at market prices 100.0 3.7 3.0 19 18 38

GDP deflator _ -04 25 4.7 12 18
Memorandum items

GDP (production) _ 39 3.7 2.4 18 38
Private consumption deflator _ 0.3 19 21 19 16
Unemployment rate _ 6.8 6.0 5.3 5.8 5.4
General government financial balance® _ 0.9 19 13 0.1 -0.3

Current account balance® -6.7 -55 -31 -3.9 -3.8

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Including statistical discrepancy.

c) Asapercentage of GDP.

Source: OECD.

much again by early 2002. However, they may need to rise during 2002 in anticipa-
tion of a strong economic rebound.

The June 2001 fiscal year delivered a central government operating surplus of
1.3 per cent of GDP, approximately unchanged from the previous year. Nevertheless,
fiscal pressures are becoming increasingly difficult to absorb. Projected operating
surpluses are not sufficient to cover the Government’s investment programme, which
includes significant spending on infrastructure, NZ$6 billion over the next four years
to partially pre-fund superannuation, and the re-nationalisation of Air New Zealand
and Auckland'srail infrastructure assets. Conseguently, gross debt may begin to rise.

The outlook over the next six months is poor. The global slowdown will take
some of the steam out of the export sector, with the tourism industry likely to be
especidly hard hit. Export prices are expected to fall as world demand softens, but
the impact will be cushioned because part of the strength in commodity prices
reflects structural rather than cyclical factors. Heightened uncertainty is likely to put
investment plans on hold but prospects are good for a return to growth at or above
potential rates in the second half of 2002 as foreign markets bounce back, giving a
strong boost to exports through to the end of the projection period. The exchange rate
is at an extremely competitive level, while interest rates are stimulatory and the fiscal
stance will be expansionary, helping to restore momentum to the domestic economy.
The net effect of these forces is projected to result in GDP growth of 134 per cent
in 2002 and 3% per cent in 2003. The risks to the outlook are a deeper or more pro-
tracted global downturn, or a sudden and vigorous bounce-back on the back of the
low currency, as occurred in the early 1990s. In either case monetary policy would
need to react quickly.

Fiscal pressures are significant

The immediate prospects look
bleak, but the slowdown will be
short-lived
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The slump in international trade has started to influence Norwegian activity but the impact has been relatively limited.
Continuing moderate output growth will be supported by an easing of fiscal policy and strong wage gains. Despite some
rise in unemployment, the economy remains characterised by a tight labour market and high capacity utilisation.

Against this background, an expansionary fiscal stance will make it difficult to achieve moderate wage increases by
means of the traditional incomes policy. Strong wage gains would undermine the aim of preventing the erosion of the
traditional exposed sector. Increases in public spending on priority areas should be accompanied by cuts elsewhere.
Furthermore, public-sector and product-mar ket reforms would help to improve productivity growth.

Output growth has remained
moder ate in 2001

Fiscal policy will be
expansionary in the coming

... while monetary policy is
likely to remain cautious

years...

With output close to potential and atight monetary policy stance, growth in 2001
has remained moderate. Vacancies have dropped somewhat, but with an unemploy-
ment rate of 3.6 per cent, the labour market is till tight. House prices have continued
torise. On the other hand, due to the halving of the VAT rate on food in July, consumer
price inflation has dropped from a pesk of 4.3 per cent in May to 2.2 per cent in Octo-
ber and is no longer above the euro area average, though thisis likely to be temporary
given continuing strong rises in labour costs. Up to now, consumer sentiment is
broadly unchanged while business sentiment is heading downwards.

While fiscal policy is estimated to loosen marginally in 2001, the 2002 budget
will be clearly expansionary through higher outlays and especially tax cuts. Contin-
ued fiscal stimulus can be expected thereafter, as Parliament recently approved more
spending of the petroleum revenues. Despite the expected easing of fiscal stance, the
government surplus is projected to stay clearly above 10 per cent of GDP in 2002
and 2003.

Due to the relaxation of fiscal policy and persisting cost pressures, the Norges
Bank was one of the few central banks that did not cut rates after the 11 September
terrorist attacks in the United States. The key deposit rate has been kept at 7 per cent
since September 2000. In October, however, the Central Bank moved to an easing
bias. The introduction in 2001 of an inflation target of 2.5 per cent two years ahead,
essentially formalised the implicit objective that was aready in place. Notwithstanding

Norway
Business sentiment is heading downwar dst Thekrone has been fairly stable recently
Diffusion index Krone/euro
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1. Manufacturing sector. The diffusion index has aturning point of 50.

Source: Statistics Norway.
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Norway: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices .
p Percentage changes, volume (1997 prices)

billion NOK

Private consumption 552.8 22 24 19 2.8 29
Government consumption 238.3 33 14 2.2 2.2 25
Gross fixed capital formation 289.5 -8.2 -11 -0.1 -0.6 14
Final domestic demand 1080.5 -0.3 1.3 15 1.8 25

Stockbuilding ® 244 -0.3 0.8 -0.1 0.0 0.0
Total domestic demand 1104.9 -0.7 22 13 18 24
Exports of goods and services 411.6 28 2.7 22 19 32
Imports of goods and services 401.7 -1.6 25 11 1.0 4.1

Net exports® 9.9 17 0.2 0.5 0.4 -0.1
GDP at market prices 1114.8 11 23 17 21 22
GDP deflator _ 6.2 16.3 43 -0.1 51
Memorandum items
Mainland GDP at market prices® _ 1.0 18 12 12 22
Mainland GDP deflator _ 2.7 3.7 5.2 3.9 31
Exports of non-manufactures (incl. energy) _ 24 45 40 55 23
Private consumption deflator _ 20 31 30 1.7 25
Unemployment rate _ 32 34 35 3.7 3.6
Household saving ratio © _ 7.3 7.6 8.0 8.4 8.1
General government financial balance? _ 59 148 143 115 117
Current account balance 39 143 142 125 140

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) GDP excluding oil and shipping.

c) Asapercentage of disposable income.

d) Asapercentage of GDP.

Source: OECD.

the changes in the fiscal policy guidelines, the formalisation of inflation targeting
and sharp oil price swings, the Norwegian krone has been relatively stable vis-da-vis
the euro. However, mainly due to the sharp weakening of the Swedish krone, the
Norwegian currency has appreciated significantly in effective terms since the begin-
ning of the year.

As the impact of the easing of fiscal policy and further sizeable rea wage rises
should be broadly offset by weak international activity, tight monetary conditions
and a deterioration in competitiveness, growth is expected to remain moderate
in 2002. Mainland GDP growth is projected at only 1% per cent in 2002, but should
accelerate to 2' per cent in 2003 due to the international recovery. Unemployment
could rise somewhat but the labour market will remain tight. As a result, labour cost
are expected to rise, thus limiting the room for a monetary easing. As the drop in ail
pricesis assumed to be temporary, the current account surplus should fall in 2002 but
to rise again in 2003, to 14 per cent of GDP.

Apart from the usual substantial uncertainty about investment by the petroleum
sector, there are considerabl e risks related to international trade and the coming wage
round. If the international recovery is delayed, Norwegian exports would suffer but a
pronounced downturn in activity is unlikely. Although the wage-leading export
industries will be most influenced by the international slowdown, the persistence of a
tight labour market may lead to stronger than projected wage rises, which would
lower exports further via adverse competitiveness effects in the medium term, even
though it would raise consumption in the short run.

The economy will remain close
to full capacity

Therisksto the projection are
substantial
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GDP growth slowed sharply in the first half of 2001 reflecting investment weakness, while an associated cut in import
growth reduced the current account deficit. With demand weak and unemployment high and rising, inflation declined to
4 per cent in October 2001. Output growth is projected to remain weak through much of 2002 before picking up
somewhat in 2003, allowing the unemployment rate to stabilise at around 19 per cent.

A combination of tighter fiscal and easier monetary policies would improve the chances for a stronger recovery without
endangering the recent reduction of domestic and external imbalances. Given high unemployment levels, resolute action
is required to remove labour market rigidities and further improve the business environment.

Declining investment and a Aggregate output growth slowed to 1.6 per cent (year-on-year) during the first
sharp fall in exports haveled to  half of 2001. Final domestic demand was virtually stagnant. A 1.7 per cent risein con-
slower growth...  sumption was largely offset by a 4 per cent drop in investment due, in large part, to a
risein already high real interest rates. Declining world demand and a substantial appre-
ciation of the currency contributed to a sharp decline in export growth. However,
imports decelerated even more so that the contribution of net exports to GDP growth
was positive. As a result, the current account deficit (on a cash basis) decreased, from
about 7 to below 5 per cent of GDP between the first halves of 2000 and 2001.

... asharprisein The slowdown in activity led to a 15 per cent decline in employment and an
unemployment and a declinein  increase in the unemployment rate to almost 19 per cent in the second quarter. Weak
inflation  labour market conditions were reflected in the slow growth of real wages through the
first nine months of the year, even as labour productivity rose substantially. This con-
tributed to the continued decline of inflation from 7.4 per cent at the beginning of the

year to 4 per cent in October.

Fiscal policy isloose, while The macroeconomic policy mix has exacerbated difficulties. Fiscal policy has
monetary policy isvery tight  been relaxed excessively, with the general government deficit expected to double
in 2001 to 4.4 per cent of GDP (on a nationa accounts basis). This deterioration has

reflected not only the operation of automatic stabilisers but also a substantial

increase in discretionary spending. Partly in reaction to this, the central bank has

Poland
Very tight monetary conditions Rising unemployment and falling inflation
and arelaxed fiscal stance
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1. The monetary conditions index was computed as a weighted average of changesin real interest rates and real effective exchange rates.
Source: OECD.
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Poland: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices .
Y pr Percentage changes, volume (1995 prices)

billion ZI

Private consumption 352.1 53 26 17 15 29
Government consumption 85.5 1.0 11 0.3 0.9 19
Gross fixed capital formation 139.2 9.2 -1.6 -2.6 24 6.8
Final domestic demand 576.8 5.7 13 0.4 16 37

Stockbuilding > 5.8 -0.3 0.5 -04 0.0 0.0
Total domestic demand 582.6 53 17 0.0 16 37
Exports of goods and services 155.9 -32 329 125 85 111
Imports of goods and services 184.9 11 231 7.0 6.8 9.3

Net exports® -29.0 -1.4 1.6 1.8 0.6 0.7
GDP at market prices 553.6 4.0 4.0 15 18 4.0
GDP deflator _ 6.9 7.1 53 57 39
Memorandum items
Private consumption deflator _ 6.9 9.6 54 5.0 4.0
Unemployment rate _ 13.9 16.1 17.9 19.3 191
General government financial balance® _ -2.0 -2.2 -4.4 -4.9 -4.9
Current account balance® -8.1 -75 -6.2 -5.7 -5.7

Note: National accounts are based on chain-linked data. This introduces a discrepancy in the identity between real
demand components and the GDP. For further details see OECD Economic Outlook Sources and Methods,
(http: //immw.oecd.or gleco/sour ces-and-methods).
a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Including statistical discrepancy.
c) Asapercentage of GDP.
Source: OECD.

raised interest rates to very high levels. This, along with a substantial real apprecia-
tion of the currency, resulted in very tight monetary conditions at a time when the
economy was already slowing and inflation falling. While policy rates have been
lowered recently, they remain extremely high — close to 12 per cent in real terms.

The overall weakness in the first three-quarters of 2001 is expected to be exacer- GDP growth is expected to
bated by a general world-wide slowdown in economic activity following the remain subdued before
11 September terrorist attacks in the United States. As a result, GDP is expected to  recovering from mid-2002
increase by only 1.5 per cent this year and only somewhat more in 2002, as investment
activity remains weak and labour market conditions depress consumer demand. As inter-
national uncertainty is reduced, exports and investment spending are expected to pick up,
leading to a moderate recovery in demand from around mid-2002. The weskness of the
economy should permit the central bank to reduce interest rates substantially and ill
achieveitsinflation targets. While a pick-up in growth should see the unemployment rate
stabilise in 2003, unemployment will remain a serious problem. Concrete steps need to
be taken to increase labour market flexibility and enhance entrepreneurial activity.

The future evolution of consumer and business confidence (both within Poland  Prospects remain sensitive to
and abroad) are important sources of risk. If investments are not postponed, as pro- external and domestic
jected, or if consumers do not increase precautionary savings, the slowdown could be  confidence, aswell asto
both less serious and shorter-lived. However, if world events deteriorate further, a interest rate levels
deeper and more prolonged slowdown cannot be ruled out. In addition to these risks,
which are shared by all OECD countries, the projected recovery could be threatened
if interest rates fail to come down as assumed.
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A broad-based slowdown in economic activity started towards the end of 2000 and has continued into 2001. Real output
growth might average less than 2 per cent this year, much below the rate of the past five years. A recovery is projected in
the second half of 2002, as export markets strengthen and increased European Union transfers boost investment.
By 2003, GDP growth could reach almost 3 per cent, close to potential. The current slowdown is helping to correct
macroeconomic imbalances. Inflation is coming down and the current account deficit is expected to narrow gradually to

below 9 per cent of GDP in 2003.

The cyclical downturn has increased the difficulties already encountered in budget implementation in recent years. To
contain slippage from the fiscal targets for 2002 and 2003 established in the latest stability programme, decisive
measures will be required. They should aim at improving control over government spending, including strong action to
rein in the public sector payroll and further structural reform in the health and other social spending areas.

Activity has been slowing and
inflation has declined

Fiscal targets have been
vulnerableto the cyclical

Activity continued to decelerate in the course of 2001, as aresult of slowing
domestic demand and much weaker export markets. Real output is estimated to grow
by lessthan 2 per cent on average, after five years of expansion in excess of 3 per cent.
Employment growth is slowing and the unemployment rate is edging up, to alittle over
4 per cent, just above its estimated structura rate. Weaker demand pressures and the
unwinding of special factors (notably the removal of restrictions on domestic oil price
hikes in early 2000) led to a marked decline in consumer price inflation (CPI), which
fell to around 4 per cent from mid-year, still much higher than the euro area average.
The household saving ratio appears to have risen, reversing the trend observed during
the late 1990s. The current account deficit, having peaked at above 10 per cent in 2000,
is estimated to come down towards 9 per cent of GDP in 2001.

Budget revenue has been significantly lower than projected, mostly as a result
of the economic slowdown. The shortfall was only partly offset by higher social

downturn  security contributions, and the government implemented a series of emergency bud-
get cuts around mid-2001. The authorities have recognised that the deficit target
for 2001 will not be met in spite of those cuts. It might exceed the target of 1.1 per
cent of GDP, set in the stability programme, by well over half a percentage point.
Portugal
Inflation is still above euro area averagel The current account deficit has stopped widening
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Sources: Banco de Portugal; OECD.



Developmentsin individual OECD countries - 113

Portugal: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices
! P Percentage changes, volume (1995 prices)

billion euros
Private consumption 63.7 5.0 25 15 14 22
Government consumption 19.0 45 38 22 22 22
Gross fixed capital formation 26.3 6.6 51 22 32 5.0
Final domestic demand 109.1 53 33 18 2.0 29

Stockbuilding ® 04 0.2 -0.3 -0.1 0.0 0.0
Total domestic demand 109.5 55 31 17 20 29
Exports of goods and services 30.8 34 6.6 34 33 7.6
Imports of goods and services 40.1 8.9 51 26 33 6.8

Net (-D(portsa -93 2.7 -0.1 0.0 -04 -05
GDP at market prices 100.2 33 33 19 18 238
GDP deflator _ 33 32 5.0 45 35
Memorandum items
Private consumption deflator _ 23 29 4.3 35 3.0
Unemployment rate _ 4.4 4.0 4.2 4.4 4.4
Household saving ratio® _ 7.7 8.7 9.0 9.3 9.6
Current account balance® -86 -103 -9.2 -9.0 -8.8

a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asa percentage of disposable income.

c) Asapercentage of GDP.

Source: OECD.

This outturn is only slightly lower than the deficit for 2000, once adjusted for excep-
tional proceeds from the sale of mobile phone licenses that year (equivalent to
0.4 per cent of GDP). Given the background of slowing activity, however, it implies
atighter fiscal policy than in 2000. Looking ahead, the budget deficit is assumed to
decline marginally towards 1% per cent of GDP in 2003, almost 1 percentage point
over the deficit target set in the latest stability programme. Decisive new fiscal mea-
sures are required to assure a consolidation path. The new framework for budget
planning and control that is being implemented could bring benefits in that regard,
but itsimpact is still uncertain.

The expected further decline in euro areainterest rates should contribute to a
recovery of domestic demand in the course of 2002, though real output growth is
expected to gain momentum only in the second half reaching around 3 per cent on
average in 2003. Investment spending should be further supported by a pick-up in
European Union (EU) transfers, and net exports are projected to accelerate. The
decline in inflation in combination with moderate wage gains, should alow real dis-
posable income to continue to increase and private consumption to recover. The cur-
rent account deficit is projected to continue to fall gradually, to below 9 per cent of
GDP in 2003, as the terms of trade improve.

The uncertainties attached to the outlook chiefly concern the external environ-
ment, particularly the timing and speed of the recovery in Europe. In addition, if
wages continue to rise at the strong pace observed recently, cost-price competitive-
ness would be further eroded, putting at risk the current account adjustment process
underway. While tightening fiscal policy should support adjustment, there are risks
in this regard: public spending will need to be strictly controlled so as to ensure that
fiscal consolidation does not stall, thereby undermining investors' confidence.

Economic momentum will be
regained in the second half

of 2002...

... but there are external
uncertainties as well as

domestic risks
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Slovak Republic

After two years of contraction, a rebound in domestic demand is driving economic growth, thus helping to attenuate the
impact of negative trends in the world economy. Investment, much of it linked to privatisation and inflows of foreign
direct investment, is projected to help sustain growth at around 3 per cent in 2002, while widening the current account
deficit. Unemployment is expected to remain very high at around 19 per cent, with inflation above 6 per cent.

Continuing the stabilisation programme, which has allowed the government to meet itsinflation and budgetary targets, is
a pre-requisite for consolidating the current expansion. It isimportant that the budget deficit in 2002 does not exceed the
target of 32 per cent of GDP. Sructural reforms aimed at improving the business environment should be a priority to

boost growth and job creation.

Strong domestic demand is
driving growth

Macroeconomic policies are
focused on meeting inflation
and budget targets...

Output growth accelerated to 3 per cent in the first half of 2001, underpinned
by buoyant domestic demand and led by a 14 per cent rise in fixed investment. The
strength of domestic demand, which contracted sharply in 1999 and 2000, has thus
far protected Slovakia from the negative trends experienced in most OECD coun-
tries. Buoyant imports, particularly for investment goods, widened the current
account deficit from 4 per cent of GDP in 2000 to 7Y per cent in the first half
of 2001, despite continuing strong export growth. The externa deficit in 2000 was
financed by inflows of foreign direct investment (FDI) amounting to 10%2 per cent of
GDP, and additional large inflows related to privatisation are expected in 2001
and 2002. Employment growth remained subdued relative to the increase in the
labour force, pushing the unemployment rate over 19 per cent. Inflation has slowed
from 8.7 per cent in 2000 to around 7Y per cent (year-on-year) in September, well
within the central bank’s target band of 6.7 and 8.2 per cent for end-2001.

To contain potential inflationary pressures, key policy interest rates have
remained unchanged since March 2001. Moreover, the restructuring of the banking
sector is also contributing to some tightening of credit conditions, as the newly-
privatised banks implement new lending strategies. On the fiscal side, the authorities
are committed to keeping the general government budget deficit below 4 per cent of
GDP in 2001 by cutting current expenditures by 1.5 per cent of GDP. In 2002, the

Slovak Republic

Rebound of domestic demand sustains growth Foreign direct investment helps finance
the current account
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Slovak Republic: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices .
, P Percentage changes, volume (1995 prices)

billion SkK

Private consumption 400.4 -0.2 -3.4 23 25 35
Government consumption 161.4 -6.9 -0.9 20 30 1.0
Gross fixed capital formation 285.3 -18.8 -0.7 7.4 6.5 10.0
Final domestic demand 847.1 -7.7 -21 38 38 51

Stockbuilding 2 -14.0 35 0.8 -0.1 -0.1 -0.4
Total domestic demand 833.1 -4.6 -1.3 35 36 45
Exports of goods and services 459.5 34 15.9 10.0 75 9.6
Imports of goods and services 541.8 -6.0 10.2 11.0 8.0 10.0

Net exports® -82.3 7.0 36 -0.8 -0.5 -05
GDP at market prices 750.8 19 22 2.7 31 41
GDP deflator _ 6.6 6.5 54 53 55
Memorandum items
Private consumption deflator _ 10.2 11.3 7.0 6.0 6.0
Unemployment rate _ 16.4 18.8 191 189 184
Current account balance® 50 -38 -78 -80 -84

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asa percentage of GDP.
Source: OECD.

budget deficit is to be reduced to between 3 and 3% per cent of GDP. However, the
prospects for further fiscal consolidation may be hindered by recent cuts in personal
and corporate income tax rates and the creation of a regional level of government,
which will likely increase public expenditures, at least in the short term. The reform
of the pension system also creates additional pressure for public spending.

The sale of government-owned banks to foreign investors has laid the founda- ... while structural reforms,
tion for a market-based financial system. The privatisation programme is continuing  including privatisation, are
with the sale of public monopolies in electricity and gas which, accompanied by a essential to promote growth
new regulatory framework, should also boost efficiency. Recent measures to improve
corporate governance and reform bankruptcy procedures need to be implemented to
promote restructuring. Such reforms should be part of an effort to improve the busi-
ness environment, aiding the creation of new enterprises and employment and
encouraging inflows of FDI.

Despite the deterioration in economic prospects in its major trading partners, Domestic demand is projected

GDP growth is projected to remain at around 3 per cent in 2002 and increaseto 4 per  to sustain the expansion
cent in 2003 based on the strength of domestic demand. Investment, sustained by
FDI inflows and public infrastructure works, is likely to be the driving force of the
expansion. Private consumption is expected to be supported by employment growth,
arecovery in real wages and lower income taxes. Given the rapid increase in the
working-age population, however, a significant decline in the unemployment rate is
unlikely, while adjustments in regul ated prices will keep inflation around 6 per cent.
There are both domestic and external risksto these projections. On the domestic side,
recent income tax cuts and looser fiscal discipline during the run up to general elec-
tions in the autumn of 2002 could result in some fiscal slippage, reversing the gains
of the stabilisation programme of the past three years. On the external side, a
sharper-than-expected decline in external demand could slow export growth and
reduce the FDI which is needed to finance the growing current account deficit.
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GDP growth continued to slow in the second quarter of 2001 to an annual rate of just below 3 per cent, reflecting a declinein
exports and weaker private consumption. Due to lower energy prices, headline inflation decelerated but underlying inflation
has remained high. Activity will dow further in the coming months as both net exports and consumer confidence are bound to
weaken, but it should start to recover by the middle of next year, with output growth rebounding to over 3 per cent in 2003.

A balanced budget is planned for 2002, based on growth projections that now appear optimistic. While lower-than-
expected activity will adversely affect revenues, it isimportant that public spending be kept under strict control, in order
to limit the shortfall from the budget deficit target. The reform of the collective bargaining systemthat is being negotiated
among social partners should aim at establishing a closer link between wage and productivity growth. Such policies
would help to reduce the inflation differential with the euro area.

Activity has slowed as export
growth has diminished
markedly

Lower oil prices have
moderated inflation

Export growth fell sharply in the first half of 2001 to only 2% per cent, mainly
reflecting lower demand from the rest of Europe. But domestic demand was more
resilient during the first semester than in the euro area average. In particular, invest-
ment in construction remained strong, as real interest rates were low and real estate
became an attractive aternative to stock market investment. However, consumption
slowed significantly in the second quarter. Indicators of domestic demand give a
mixed picture for the rest of the year. Car sales have been strong in recent months
and leading indicators for construction activity have remained buoyant, but con-
sumer confidence has deteriorated since the summer and industrial production has
fallen. The swift deceleration of GDP has also been reflected in more sluggish job
creation, while registered unemployment has started to rise.

The decline in the oil price has moderated the pace of headline inflation since
May, when it hit 4.3 per cent. Core inflation reached 3.7 per cent in October, but should
also decelerate soon reflecting the fall in industrial prices observed during 2001. The
differential with the euro area, both for headline and core inflation, has diminished
from around 1% per cent in January to less than 1 per cent. Wages increased at the
beginning of the year from 3 per cent to 3/ per cent as catch-up clauses to compensate
for past inflation were activated, but they have since stabilised.

Spain
Exports have further slowed GDP growth1 Confidence has turned down as unemployment
has stabilised
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Spain: Demand, output and prices

1998 1999 2000 2001 2002 2003
current prices .
billion eurcs Percentage changes, volume (1995 prices)
Private consumption 313.0 4.7 40 2.8 22 3.0
Government consumption 921 4.2 40 19 20 2.0
Gross fixed capital formation 120.5 8.8 5.7 33 18 45
Final domestic demand 525.6 5.6 44 2.8 21 32
Stockbuilding ® 21 0.1 -0.1 0.0 0.0 0.0
Total domestic demand 527.7 56 42 2.7 2.0 32
Exports of goods and services 143.9 7.6 9.6 4.3 38 74
Imports of goods and services 143.6 12.8 9.8 42 37 7.3
Net exports® 0.2 -15 -0.2 0.0 -0.1 -0.1
GDP at market prices 528.0 4.1 4.1 2.7 20 32
GDP deflator _ 29 34 41 31 25
Memorandum items
Private consumption deflator _ 24 32 3.7 25 24
Unemployment rate _ 159 14.1 13.3 13.7 13.0
Household saving ratio® _ 11.7 11.2 10.7 11.3 112
Genera government financial balance® _ -1.2 -0.3 0.0 -04 0.0
Current account balance® -2.3 -31 -24 -2.0 -2.0

a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asapercentage of disposable income.

c) Asapercentage of GDP.

Source: OECD.

Despite weak revenues from indirect taxes in the first half of the year, thetarget Thefiscal stanceislikely to
of abalanced budget for 2001 is likely to be met thanks to strong social security con- remain neutral in 2001
tributions. The budget for 2002 is based on a growth projection of 2.9 per cent, and and 2002
aims again at a balanced budget. Spending priorities are infrastructure and research
and development (R& D) investment and education. On the revenue side, the budget
incorporates some changes to corporate taxation, with higher tax allowances and a
more favourable treatment of capital gains. However, the impact of these changes
and of the greater taxing powers of the Autonomous Communities has not been
quantified, and the budget is therefore difficult to interpret. The OECD projects a
small budget deficit for 2002, reflecting weaker growth than assumed in the budget.

Growth may be quite weak for several quarters. Exports, which are likely to have  GDP will decelerate further in
been amost flat during the second half of 2001, may remain wesk until global demand  the short run, but should pick
picks up. Equipment investment is unlikely to recover in the short term. Consumer sen-  up later in 2002
timent is likely to deteriorate further as employment prospects become bleaker and the
international environment remains uncertain, inducing a higher household savings ratio
and sluggish consumption. But improving international environment and the lagged
effect of interest rate cuts should be felt progressively during 2002, with growth return-
ing to close to 3 per cent in the second half of the year. On average, growth could be
around 2 per cent in 2002 and rise to over 3 per cent in 2003. Inflation is likely to stabi-
lise a near 2V, per cent as the output gap will remain close to zero.

Downside risks attach to these projections. If consumer and business confidence  The economy risks a more
were to fall more sharply, lower domestic demand could worsen the projected slow- marked slowdown if confidence
down in activity, especially as many temporary jobs would not be renewed, thereby  deteriorates sharply
inducing afaster rise of unemployment.

© OECD 2001



118 - OECD Economic Outlook 70

Sweden

The favourable combination of vigorous growth and low inflation that Sweden had enjoyed in the four years to 2000
reversed in the first half of this year. In part, the deceleration in output is attributable to the global collapse in demand
for information and telecommunication equipment. Currency weakness and domestic factors have caused inflation to
pick up more than expected.

Both monetary conditions and fiscal policies are supportive to growth. The budget for 2002 embodies a fiscal stimulus of
1%, per cent of GDP, primarily in the form of tax cuts, which should lead to renewed growth in private consumption.
Recent inflation and exchange-rate devel opments, along with the aggressive budgetary boost to activity, seemto leave no
room for additional cuts in policy-controlled interest rates in the short term, while some tightening of monetary
conditions may be warranted towards the end of the projection period.

Output decelerated

considerably in thefirst half

of 2001, whileinflation
picked up

The expansionary fiscal stance
in 2002 and easier monetary
conditionswill support activity

Output growth slowed to 1.6 per cent year-on-year in the first half of 2001, with
telecommunications and wholesale and retail trade among the industries most affected.
Slowing growth in world trade and Sweden'’s specialisation in information and com-
munication technology (ICT) goods and services caused an abrupt decline in exports.
Moreover, private consumption fell at an annualised rate of % per cent in the second
quarter in part reflecting a significant and surprising jump in the saving rate. The infla-
tion measure targeted by the central bank rose rapidly from 1% to 3 per cent early this
year and jumped to 3.4 per cent in September, in contrast with the recent fal in infla-
tion in most other European Union countries. While domestic factors such as higher
rents have been mainly responsible hitherto, the exchange rate weakening over the past
year is expected to cause inflation to increase further in the short term. The pace of
employment growth has fallen, with absolute declines recorded in manufacturing, lead-
ing to a bottoming out in unemployment.

The budget for 2002 includes a fiscal stimulus of some 134 per cent of GDP,
which will contribute to the expected 4% per cent increase in real disposable income.
The fiscal easing is mostly in the form of tax cuts, which, by reducing marginal tax
rates, will have beneficial incentive effects, but tax bases are also narrowed. The
general government budget surplusis expected to fall considerably, from 3.8 per cent
of GDPin 2001 to 1.6 per cent in 2002. In addition to the expansionary policy stance

Sweden
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1. Seasonal adjustment by OECD.
2. 3-quarter moving average.

3. European harmonised consumer price index (HICP). Year-on-year change.
Sources: Statistics Sweden; OECD.
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Sweden: Demand, output and prices
1998 1999 2000 2001 2002 2003

it pri .
current prices Percentage changes, volume (1995 prices)

billion SKr

Private consumption 956.9 38 41 17 29 25
Government consumption 509.4 17 -1.7 12 16 15
Gross fixed capital formation 304.9 8.1 45 -0.9 -20 29
Final domestic demand 17712 4.0 26 11 17 23

Stockbuilding 15.0 -05 0.6 -0.1 -0.1 0.0
Total domestic demand 1786.2 34 32 10 15 23
Exports of goods and services 832.6 59 9.8 -11 12 8.2
Imports of goods and services 7135 4.3 9.7 -2.3 1.0 7.6

Net exports® 119.1 11 0.9 04 0.2 1.0
GDP at market prices 1905.3 41 36 14 16 28
GDP deflator _ 05 0.8 17 22 25
Memorandum items
Private consumption deflator _ 0.8 0.9 2.6 3.0 25
Unemployment rate® _ 5.6 4.7 4.1 45 4.7
Household saving ratio © _ 21 19 49 6.1 5.9
Genera government financial balance?® _ 17 41 38 16 18
Current account balance® 37 29 23 18 23

Note: National accounts are based on chain-linked data. This introduces a discrepancy in the identity between real
demand components and the GDP. For further details seeOECD Economic Outlook Sources and Methods,
(http://mmvw.oecd.or gleco/sour ces-and-methods).

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.

b) Based on monthly Labour Force Surveys.

c) Asapercentage of disposable income.

d) Asapercentage of GDP.

€) Maastricht definition.

Source: OECD.

and cyclical weakness, this is due to the disappearance of exceptionally high reve-
nues in 2000 and 2001 from corporate and capital gains taxes. Following the
11 September terrorist attacks in the United States, the Riksbank reduced the repo
rate by ¥ percentage point, thereby returning it to its year-earlier level. The effective
exchange rate has depreciated by around 10 per cent thus far this year, loosening
overall monetary conditions.

Real GDP is projected to expand by 1.6 per cent next year, before growth  Slow GDP growth is projected

strengthens to 2% per cent in 2003. Overall, output gains are expected to remain  to raise unemployment in 2002,
modest in 2002, despite the significant macroeconomic stimulus, mainly because of  but to recover in 2003
the product mix of Sweden’s exports, notably its exposureto ICT goods and services.
With uncertainty persisting and confidence weak, losses of export market shares and
postponement of investments are expected. However, the low real effective exchange
rate by historical standards should help exportsto recover strongly once these factors
subside. Unemployment is expected to edge up, as productivity gains resume normal
rates following mediocre progress in 2000 and 2001. Thus, higher inflation this year
and next is not expected to feed into wage behaviour, eventually alowing consumer
price increases to moderate from 3 per cent in 2002 to 2V per cent in 2003.

Downside risks to the projection stem mainly from external factors, including Risks are considerable, in part
uncertainty about the duration and severity of the ICT cycle. A related source of dueto Sweden’s|CT exposure
uncertainty is the future evolution of the effective exchange rate. An early, signifi-
cant appreciation, as assumed by both the Riksbank and the government, could help
to contain inflation. On the other hand, the spill-over to wage increases from higher
inflation in 2001 and 2002 might be greater than projected.
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Switzerland

GDP growth slowed somewhat in the first half of 2001. This lowdown in activity is likely to become more pronounced
until the first half of 2002, with continuing weakness on the external front and loss of momentum in domestic demand.
GDP growth is projected to fall back to 1 per cent in 2002, before picking up to 2 per cent in 2003. Inflation, already
moderate, could edge down to ¥z per cent in 2002-03.

The recent easing of monetary policy appears appropriate in order to support activity and limit the substantial
appreciation of the Swiss franc, which is being used as a safe heaven in the current uncertain international context. A
further relaxation could be necessary if a steep exchange rate appreciation were to weaken the economy further. The
federal authorities should allow the built-in fiscal stabilisers to operate if, asis likely, the slowdown in activity makes it
difficult to attain the target of a budget surplusin 2002. It is also important to pursue the efforts to increase competition
and improve the functioning of the domestic market, where there is substantial room for further progress.

Activity has slowed because of
the weaker external
environment, while inflation
has declined

The National Bank has
significantly eased monetary
policy to limit the Swiss franc's
appreciation

Output growth slowed to under 2 per cent in the second quarter of 2001, due to
aloss of momentum in equipment investment and a downturn in exports as the exter-
nal environment worsened. The slowdown, which began in mid-2000 and continued
into the second half of 2001 according to leading indicators, has neverthel ess been
limited by the still robust growth of private consumption. Household expenditure
remained buoyant, reflecting high levels of confidence up to the beginning of the
third quarter. Consumer confidence dropped however sharply in October 2001 and
unemployment rate edged up to 1.9 per cent following a slowdown in job creation.
Inflation, which averaged 1.3 per cent year-on-year in the first half of 2001, fell to
0.6 per cent in October as energy prices declined.

The National Bank eased monetary policy twice in September, lowering the tar-
get range for the three-month LIBOR overall by 1 percentage point to 1.75-2.75 per
cent. This cut in the key rate was considered necessary in order to limit the apprecia-
tion of the Swiss franc, which played its usual role as a safe heaven following the
uncertainties created by the 11 September terrorist attacks in the United States. The

Switzerland

The exchange rate has appreciated, The slowdown in activity continues
despite monetary policy easingl
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1. The boundaries of the shaded “corridor” correspond to the National Bank’s intervention rate.

2. Real terms. Year-on-year percentage changes.

3. The KOF barometer is aleading indicator of future GDP growth, with an average lead of 6 to 9 months.
Sources: Swiss Institute for Business Cycle Research/Swiss Federal Institute of Technology of Zurich (KOF) and OECD.
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Switzerland: Demand, output and prices

1998 1999 2000 2001 2002 2003

current prices
u o Percentage changes, volume (1990 prices)

billion SF

Private consumption 229.0 22 20 22 13 21
Government consumption 56.8 0.5 -0.4 0.3 04 0.3
Gross fixed capital formation 76.0 37 5.8 11 0.9 38
Final domestic demand 361.8 2.3 2.7 16 11 2.3

Stockbuilding # 32 -0.8 0.1 0.2 0.1 0.0
Total domestic demand 365.0 15 2.7 18 11 2.3
Exports of goods and services 153.0 59 114 0.3 1.0 52
Imports of goods and services 138.1 53 106 0.7 11 5.6

Net exports® 15.0 0.2 03 -02 -01 -02
GDP at market prices 380.0 16 3.0 17 11 21
GDP deflator _ 0.6 11 18 13 11
Memorandum items
Private consumption deflator _ 0.4 0.9 0.8 0.5 0.5
Unemployment rate _ 2.7 20 18 22 21
Current account balance® _ 116 130 122 120 118

a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asa percentage of GDP.
Source: OECD.

projections assume that the Bank will maintain the interest rate differentia vis-d-vis
the euro unchanged.

Although it remains broadly favourable, the budgetary outlook has deteriorated The slowing of activity could
in recent months. At the federal level, the balanced budget target set for 2001 will  make it difficult to achieve
probably not be met because of the weakening of tax receipts and the overspending a balanced budget in 2002
of about SF 1.7 billion (0.4 per cent of GDP), most of it related to payments to
Swissair. The draft federal budget for 2002, which assumes economic growth of
134 per cent, projects a slight surplus, equivalent to 0.1 per cent of GDP. But this
target will be difficult to achieve, if the slowdown in activity is more pronounced
than the authorities foresee. According to the OECD projections, the stance of fiscal
policy will be broadly neutral in 2002.

The deceleration of activity islikely to become more pronounced in the months  The slowdown could last well

ahead, bringing growth down to 1 per cent in 2002. Investment and exports will  into 2002, before recovery
probably remain subdued until mid year owing to weak growth of foreign markets takes hold
and exchange rate appreciation, while private consumption is likely to slow as fewer
jobs are created and the household saving ratio increases following rising uncertain-
ties. Weaker activity and lower import prices could bring inflation down to % per
cent in 2002, while the unemployment rate will probably rise to over 2 per cent.
From mid-year, an improved external environment and easier monetary conditions
should induce a pickup of GDP growth, which could exceed 2 per cent in 2003. The
main risk surrounding this projection relates to the international environment and
exchange rate developments. A further effective appreciation of the Swiss franc in
response to increasing uncertainties would cause a more pronounced weakening of
activity. However, the National Bank has some room to cut its key rates again in the
event of asignificant exchange rate appreciation, given that current real interest rates
are not at historically low levels.
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The economic outlook in Turkey has continued to deteriorate and financial conditions have not stabilised since the twin
crises of November 2000 and February 2001. The revised programme with the International Monetary Fund has aimed
at cushioning the short-term macroeconomic impact of the financial turmoil, while laying the foundation for the
resumption of disinflation and sustained economic growth. The Turkish lira has depreciated sharply since the abolition
of the pegged exchange rate and the impact on inflation, while initially modest, has recently been more marked. With
persistently high real interest rates, GDP is set to contract sharply this year, but as confidence returns and exports
respond more fully to devaluation, a slow recovery isin sight over the next two years.

Despite accelerated structural reforms, notably in the banking sector, policy credibility has yet to be achieved. Though
monetary and fiscal policies have not been out of line with the new programme, adverse debt dynamics raise doubts about
sustainability. Fresh money from international donors will be all the more important in the light of the 11 September
terrorist attack and its conseguences, though a full and undivided political support for implementing the economic
programme is the most essential factor in restoring credibility and the fundamental requirement for policy success.

The new stabilisation Previous failed stabilisation programmes highlighted the difficulty of imple-
programme... menting tight monetary and fiscal policies aimed at disinflation while there were per-
sistent and widespread structural weaknesses. The new programme, agreed with the
International Monetary Fund (IMF) in May 2001, places a heavy emphasis on sev-
eral areas of reform, the failure to deal with which had contributed to the recent eco-
nomic crises: in particular strengthening the banking sector, achieving fiscal
transparency and improving debt management. A strict agenda on structural targets
has been set in this regard.

... strengthens the banking The fragility of the banking sector has involved sizeable fiscal costs and dis-
sector by shifting costsand  torted the functioning of monetary policy. Besides structural weaknesses in the state-
risksto the budget owned banks, a steady erosion of solvency in private banks led to a growing number

of take-overs by the State Deposit Insurance Fund (SDIF) from just prior to the

November 2000 crisis. The resultant accumulation of large losses has had to be

borne by the government. In this respect, the financial restructuring programme has

entailed the elimination of “duty losses” and recapitalisation of state-owned and

Turkey
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Turkey: Demand, output and prices
1998 1999 2000 2001 2002 2003

it pri .
current prices Percentage changes, volume (1987 prices)

trillion TL

Private consumption 36 123 -2.6 6.4 -6.9 25 4.0
Government consumption 6633 6.5 7.1 -55 -1.0 15
Gross fixed capital formation 12839 -157 165 -230 -19 118
Final domestic demand 55 595 -5.6 9.0 -111 12 55

Stockbuilding -212 2.0 08 -37 2.0 0.1
Total domestic demand 55383 -37 96 -14.3 32 5.6
Exports of goods and services 12713 -7.0 193 5.0 70 120
Imports of goods and services 14573 -37 254 -190 9.0 130

Net exports ® -1860 -0.9 -29 9.3 -0.5 -0.1

Statistical discrepancy ? -1298 0.0 0.0 -1.3 0.0 0.0
GDP at market prices 52225 -4.7 7.2 -7.3 2.6 54
GDP deflator _ 556 507 546 540 262
Memorandum items
Private consumption deflator _ 590 495 547 536 272
Unemployment rate _ 75 6.4 79 7.6 6.9
Current account balance® -09  -49 24 21 2.2

a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Asapercentage of GDP.
Source: OECD.

SDIF banks. This operation was funded through Treasury issuance of securities of an
amount equal to 24 per cent of GNP, half of which had been already scheduled
in 2000. In addition to the recapitalisation, Treasury conducted a swap operation in
June 2001 in which domestic treasury bills and longer-term fixed and floating rate
bonds were exchanged for a package of US dollar indexed bonds and Turkish lira
bonds. The operation resulted in an improvement of the government’s debt service
profile by extending the average maturity of debt and reducing the refinancing needs
of the central government. Meanwhile, it gave an option to private banks to reduce
their open positions significantly at the expense of an increase in the foreign
exchange risk borne by the government.

Building confidence in the ability of Turkey to stabilise the domestic public  Tight fiscal policies are needed

debt to GNP ratio, which will reach around 65 per cent in 2001, remains the most  to stabilise public debt

critical element for the programme’s success. The transfer of bank duty losses to the

budget has further increased both interest costs and the roll-over burden. Hence, in

order to stabilise the debt, higher primary surpluses will be required, starting with a

target of 5.5 per cent of GNP for 2001. The fiscal program achieved its interim tar-

gets through July 2001, despite the overshooting of expenditure plans and economic

weakness, mainly because revenues were higher than expected by the programme.

For 2002-03, the fiscal agenda remains tight, with targets for primary surpluses of

6.5 per cent of GNP in each year (assuming 4 per cent growth in 2002).

Incomes policy has established guidelines supportive of the disinflation effort. Income and monetary policies
The public workers' wage settlement in May exceeded these guidelines, however, aregeared to disinflation
and raised concerns about the success of the programme, which in turn pushed up
real interest rates. In view of the expected improvements in the fiscal situation and
the rapid progress in banking reforms, the Central Bank plans to announce a quar-
terly inflation target sometime in 2002 that will serve as anomina anchor for mone-
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Thisimplies deep economic
contraction and slow
recovery...

... with public debt the main
element of domestic risk

tary policy. Onceintroduced, the Bank plansto raise interest ratesin order to meet its
disinflation objective, but inflation targeting may be problematic so long as the Turkish
liraweakens and real interest rates remain high.

The increases in interest rates and inflation, combined with volatile exchange
rates, have adversely affected economic activity. Real GNP fell by 6.1 per cent year-
on-year in the first half of 2001 and is likely to fall further until the end of the year.
Under the OECD projections, the exchange rate undergoes a moderate appreciation
in real termsin 2002 and 2003 while remaining at a depreciated level on a cumula
tive basis; this will alow export-led growth, albeit less high in 2002 than the officia
projection. On the other hand, following the 11 September events, tourism receipts
seem certain to be adversely affected, weakening the contribution of exports and pos-
sibly delaying the recovery of domestic demand. Moreover, real interest rates are
likely to remain high until well into the first half of 2002. They may decline thereaf-
ter (down to an assumed 20 per cent), as the credibility of the programme eventually
restores market confidence. The resulting demand weakness should enable CPI infla-
tion to decline to 37 per cent by end-2002, and to 22 per cent by end-2003.

Apart from the external elements, fiscal developments constitute the main area
of risk. Asalready announced by the authorities, there will be additional foreign offi-
cial financing which will ease the implementation of the programme. But the roll-
over of the public debt stock could still be a problem. The ability to achieve the
ambitious fiscal targets (and hence programme credibility) via spending cutsis also
uncertain under conditions of slower-than-programmed growth.



1. DEVELOPMENTSIN SELECTED
NON-MEMBER ECONOMIES

The deterioration of economic conditions in the OECD area has worsened growth prospects in the non-member
economies, and this trend can only be aggravated by the 11 September terrorist attacks in the United States. The impact
of the different forces at work — supply-side adjustments, slowdown in trade with the OECD area and reduced confidence
of financial markets — varies across the major non-member regions depending largely on the degree of their sectoral and
regional exposure.

The global adjustment in information and communication technologies has continued to hit the Dynamic Asia economies.
China and Russia have so far been largely insulated given their low exposure, although growth is projected to moderate. In
the case of China, accommodating fiscal policy has supported domestic demand, while foreign investment has been strong
in anticipation of China’s entry to the World Trade Organisation. Given its heavy reliance on energy exports, Russia will
start to be affected by slowing world demand.

Lower GDP growth in Brazil has been mainly due to domestic and regional factors, in particular contagion from the
difficult situation in Argentina. Other countries in South America, more exposed to the US economy, will be affected by the
slower trade growth. Overall, countries in the region could suffer most from a worldwide reduction in private capital flows.

The significant downward revision to growth prospects in the OECD is affect- The slowdown in the OECD
ing non-OECD regions mainly viathree channels: first, the supply-side adjustments is affecting non-member
in the information and communication technologies (ICT) and associated lower busi- regionsin three ways
ness expectations in the other sectors of the economy; second, the generaised slow-
down in trade driven by the deteriorating prospects in the OECD areg; finally, the
adverse impact of reduced confidence on financial markets. Indeed, lower growth
and higher risks are translating into pressure on balance sheets of financial interme-
diaries. Thisislikely to imply higher risk aversion, and may hence lead to lower pri-
vate international capital flows to emerging markets. These three transmission
channels will have a differentiated impact across the various non-OECD regions.

The economic situation in Dynamic Asia has worsened over the past six months  The downturn in Dynamic Asia
with the intensification of the worldwide downturn in information technology. In  hasworsened...
response to declining exports and de-stocking, imports fell sharply during the first
half of 2001 and are expected to continue to fall through at |east the remainder of the
year. Capital spending is virtually at a standstill, and consumption growth has slowed
markedly. GDP growth for the region as a whole is expected to be modestly positive
in 2001, with Singapore and Chinese Taipei recording recessions.

Thereis little prospect of arecovery in economic activity before the second half ... with recovery unlikely
of next year, and then only if world ICT demand begins to recover. In countriesless  before mid-2002 at the earliest
exposed to ICT, notably Indonesia and Thailand, along with other commodity
exporters such as the Philippines, economic conditions are likely to be depressed by
the broader slump in OECD economies and consequent weakening in world com-
modity markets. Prospects for domestic demand are especially uncertain. Financial
positions of banks and enterprises had only partially recovered from the 1997 crisis
and were still fragile when the current downturn began. Government spending and
debt accumulation after the 1997 crisis have narrowed the scope for further stimulus
in most cases. Equity prices have continued to fall for much of the past six months
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China’s performance
isdiverging from that of
Dynamic Asia

South America could
be affected by a reduction of
private capital inflows...

... which would add to domestic
and regional financial
pressures

and non-performing bank loans still remain high in Indonesia, Thailand, and to a
lesser extent Malaysia. Prospects for a revival in capital flows to the region have
probably been set back by the present international environment, which is likely to
heighten concerns about palitical conditionsin a number of countries.

The contrast in performance between China and the Dynamic Asian countries
has become starker over the past six months. China, which is much less exposed than
other countries in the region to ICT markets, has maintained strong growth due to
robust domestic demand. The broader slump in world demand and a temporary drop
in foreign direct investment in the wake of the September attacks in the United States
are expected to moderate growth through next year, but confidence engendered by
China’s accession to the World Trade Organisation should spur a pick-up in 2003.

South America was not exposed to the direct impact of the ICT shock, but is
already feeling the effects of the global reduction in consumption and investment,
which is putting downward pressure on commodity markets. In this respect, the most
exposed countries are Venezuela, Chile, Colombia and Ecuador. The effect on Brazil
and Argentina is smaller, since trade accounts for a much lower proportion of their
GDP. Overall, an important risk factor for the countries in the region would be a
strong reduction in private international capital flows. Although improved macro and
structural policies have reduced their dependence, these economies continue to have
a chronic need for external financing. Brazil has one of the world’s highest current
account deficitsin dollar terms and, overall, the region needs some $40-45 billion of
net foreign savings annually. While South America has increasingly used interna-
tional bond issues for their financing needs, this source has been disrupted in the
wake of the September attacks. In 2000, Argentina alone accounted for more than
20 per cent of all emerging market bond issues.

These potential international financial pressures have added to domestic factors
that have contributed to deteriorating financial conditions since the beginning of the
year, notably in Argentina and Brazil. Spreads have increased sharply. As a result,
these countries have not really benefited from falling international interest rates. At
the same time, there has been strong pressure on exchange rates, with the Brazilian
Real depreciating by more than 30 per cent between January and October. These
developments have put exceptional pressure on Argentina, which has maintained its
currency board only at the cost of a deep recession. In facing downward pressures on
growth, the still fragile fiscal positions in most countries |eave the authorities little
room to run counter-cyclical policies.

China’'sreal GDP growth
remainsstrong but is
moderating

China's real GDP expanded at an annual rate of 7.6 per cent (year over year)
in the first three quarters of 2001, slightly below the 8 per cent growth recorded
in 2000. Growth held up despite a sharp slowdown in exports that was only par-
tially offset by declining growth in imported inputs. Robust domestic demand miti-
gated the resulting decline in the growth contribution of external demand. Activity
was driven mainly by an acceleration of fixed investment underpinned by govern-
ment spending; strong residential investment as a result of housing reforms; and
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Tablelll.1. Projectionsfor China?

2000 2001 2002 2003
Real GDP growth 8.0 74 7.2 7.7
Inflation 0.4 1.0 14 2.0
Fiscal balance (% of GDP) -2.8 -2.4 -2.3 2.1
Current account balance (US$ billion) 205 10.2 2.7 1.7
Current account balance (% of GDP) 1.9 0.9 0.2 0.1

a) The figures given for GDP and inflation are average percentage changes from the previous period.
Source: Figures for 2000 are from national sources. Figures for 2001-03 are OECD estimates and projections

rising foreign direct investment (FDI) inflows in anticipation of China's imminent
accession to the World Trade Organisation (WTO) (see Box I11.1). Private con-
sumption has remained strong, bolstered by salary increases for civil servants and
increased spending on home renovation and decoration. Monthly indicators, how-
ever, point to a slowing in economic activity since the second quarter, in response
to the further weakening of external demand. Although consumer prices rose 1 per
cent in the first nine months of this year, deflationary pressures still remain in
many manufacturing sectors. The growth process is still characterised by uneven-
ness and rising inegualities, with non-state sector investment lagging significantly
behind that of the state-owned entities, and consumption growing much more rap-
idly in urban than in rural areas.

The government continues to rely on macroeconomic stimulus to support Macroeconomic policies

growth. Treasury bonds amounting to 150 billion yuan ($18.1 billion or 1.7 per cent remain supportive of economic
of GDP) are being issued in 2001 — the same amount as in 2000 — to finance infra-  growth
structure spending, and the authorities plan to issue a comparable amount next year.
Most of the proceeds of this year’s issue will be spent during the second half of this
year, which should partly offset the drag from net exports on growth. Even so, fiscal
policy is now contributing lessto overall growth than 1998-99, when astrongly stim-
ulating policy was enacted. Monetary conditions continue to be accommodative.
While domestic interest rates have been unchanged since mid-1999, real rates have
continued to fall as deflationary pressures have eased.

Real GDP growth is expected to be nearly 7 per cent in 2001 as external GDP growth is expected to pick
demand weakens further during the second half. Growth will likely continueto edge upin 2003
down in 2002 as the drag from net exports increases, although domestic demand
growth is expected to remain strong. The economy should then pick up in 2003,
pulled by the projected recovery in external demand and the pick-up in FDI inflows
spurred by China’'s WTO entry. Import growth should remain strong during the pro-
jection period, due to continued domestic demand growth and as tariffs and other
import barriers are gradually lowered after WTO entry. On the other hand, the bulk
of the WTO stimulus to China’'s exports is not expected to come until the multi-fibre
agreement is phased out in 2005. The resulting fal in the trade surplus along with a
deterioration in the invisible balancesislikely to result in a declining current account
balance during the next two years. Although FDI inflows may moderate temporarily
as aresult of the September attacks, they are expected to rise over the projection
period as a whole. This, together with foreign purchases of Chinese equity, should at
least offset the decline in the current account, and the balance of paymentsis
expected to remain healthy.
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Box I11.1.

Chinais scheduled to become a full member of the World
Trade Organisation (WTO) on 11 December 2001. China's
accession culminates an effort that began nearly 15 years ago
and its accession agreement is one of the broadest and most
comprehensive in the history of the WTO. China’'s WTO entry
follows a long period of gradua opening of its foreign trade
and investment going back to the 1980s. This opening has
brought the average tariff rate down from 43 per cent in the
early 1990s to just above 15 per cent now. Nearly $350 hillion
in foreign direct investment (FDI) have gone into China
since 1979, making it the second largest FDI recipient after the
United States. China's accession will further reduce tariffs,
from 31.5 per cent to 17 per cent for agricultural products, and
from 24.6 per cent to 9.4 per cent for industrial products. It
will also expand the opportunities for FDI in China by opening
sectors previously largely closed to foreigners, such as tele-
communications and financia services, and by improving the
overall business climate for foreign firms. However, because
Chinais aready substantially exposed to internationa compe-
tition, its economy is not expected to experience the severe
shock suffered by Russia and other Eastern European coun-
tries following their opening up in the late 1980s.

L abour-intensive industries, which are China's comparative
advantage, are the clearest winners from WTO entry. Some
studies suggest that China’s textile output could double after
the multi-fibre agreement regulating world textile trade is
eliminated in 2005." Some capital- and technology-intensive
industries, such as automobiles, telecommunications, and seg-
ments of the chemical and metallurgical industries are
expected to lose ground, at least initially. In agriculture, mar-
kets for land and water intensive crops, notably wheat, corn,
soybeans, and other crops produced mainly in the North of
China will be opened up to lower cost competing products
from abroad. Labour-intensive crops such as vegetables and
flowers will enjoy expanded opportunities in foreign markets.
The impact on the grain market will be limited as long as
China’s grain procurement system, which sets minimum pro-
ducer prices and which is not covered under its WTO agree-
ment, is maintained. However, the higher cost to the
government once import controls are lifted will create strong
incentives for the system’s modification or elimination.

Some estimates suggest that accession could boost annual
FDI inflows by more than two-fold in the medium term.?

Implications of WTO accession for China's economy

Worries that domestic banks will suffer severely from
China’'s commitment to allow foreign banks to compete on
comparable terms by 2005 has been one of the chief concerns
within the country about the effects of WTO entry. However,
foreign banks are likely to be selective in their activities and
to avoid most lending to domestic businesses until the perfor-
mance of those businesses improves.

The direct impact of WTO entry on China' s macroeconomic
performance should be positive in the medium term. Stronger
FDI inflows and improved domestic business confidence are
expected to provide a boost to domestic demand growth. Both
exports and imports should increase although the impact on
the trade balance is difficult to determine. Their effects, how-
ever, will not occur immediately nor at the same time. China's
import controls will begin falling immediately after accession
and the effect on imports should start to become apparent
by 2003. The main impact on exports is only likely to occur
after the multi-fibre agreement lapsesin 2005.

Finally, the overall effect of WTO entry, and the extent to
which Chinarealisesits potential benefits, will depend on the
ability of the economy to reallocate its resources and to
restructure the business sector to correct the widespread inef-
ficiencies that now exist.> These adjustments are now being
impeded by government interference in enterprise manage-
ment, weaknesses in the financial system, local protection-
ism, and other problems. Success in addressing these
problems will help some sectors that initially lose, such as
automobiles, to restructure so as to be able to better exploit
China's low cost of labour and large market. Progress on
domestic economic reforms is thus needed to ensure that the
benefits to the economy outweigh the adjustment costs as
trade and investment liberalisation proceeds.

1. See Zhai, F. and S. Li, The Implications of China’s Accession to
the WTO on China’'s Economy, Development Research Centre, the
State Council, 2000.

2. See, for example, United Nations Conference on Trade and
Development (UNCTAD), World Investment Report 2000: Cross-
border Mergers and Acquisitions and Devel opment, 2000.

3. The OECD is now working on a major study on “Realising the
Benefits of China's Trade and Investment Liberalisation: The
Domestic Economic Policy Challenges’, which will be published
in 2002.

The Russian Feder ation

Economic growth appears to have strengthened again in Russia. Revised
numbers by the State Statistical Committee (Goskomstat) show Russian GDP
and industrial output growing by 8 and 12 per cent in 2000, respectively. While
this growth appeared to level off in the fourth quarter of the 2000, preliminary
data point to another upturn since February 2001. Strong export prices, particu-

Growth has strengthened again
in Russia
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larly for natural gas, and higher domestic demand contributed to the growth. On
preliminary estimates, GDP and industrial output were respectively 5 per cent
and 5.5 per cent higher in the first half of 2001 relative to the same period
in 2000. Given these trends, GDP growth may be something like 6 per cent
in 2001.

Import growth has finally started to accelerate in Russia in the context of a Higher imports promise to
stronger rouble and higher domestic demand. Since the last quarter of 2000, the narrow the current account
value of Russian imports in dollar terms has increased at an annualised rate of close surplus
to 20 per cent. Despite this growth, strong export prices kept the trade balance from
narrowing much in the first half of 2001. Preliminary estimates place the current
account surplus for the first half of the year at over $20 billion, afigure similar to the
first half of 2000. But import growth and falling energy prices should reduce this sur-
plus somewhat in the second half of 2001 and into 2002.

There have been pressures on monetary policy. Given the strong current A large budgetary surplus has
account inflows, the monetary authorities have resisted nominal appreciation of helped ease potential
the rouble through active intervention on the foreign exchange market. Inflation, inflationary pressures
measured by the consumer price index for the first nine months of the year,
already amounted to the annual target of 14 per cent. But a large budgetary sur-
plus, deposited with the Central Bank, has helped ease potential stronger infla-
tionary pressures. Boosted by export revenues, the federal budget reported a
surplus of 4 per cent of GDP in the first six months of 2001. Future plans envi-
sion atype of stabilisation fund that will prevent the use of “excess’ revenues for
current expenditures. Some of this fund might be used for the early retirement of
foreign debt. Indeed, Russia plans to generate fiscal surpluses in 2001 and 2002
in anticipation of escalating debt repayment requirements. Due to these require-
ments and additional social policy commitments, Russia's budgetary surpluses
are expected to disappear in 2003.

Medium-term prospects in Russia continue to hinge on the vital structural Medium-term prospects
reform agenda. By some estimates, almost half of the huge current account sur- continue to depend
plus is invested abroad, legally or illegally, reflecting a still rather inhospitable on structural reforms
environment for business and investment in the country. A more prolonged eco-
nomic slowdown in OECD countries could adversely affect Russia through
weaker export prices.

Tablelll.2. Projectionsfor the Russian Federation®

2000 2001 2002 2003
Real GDP growth 8.3 6.0 5.0 5.0
Inflation 20.2 20.0 12.0 10.0
Fiscal balance (% of GDP)® 20 2.0 20 0.0
Current account balance (US$ billion) 46.3 37.0 26.0 23.0
Current account balance (% of GDP) 16.0 11.0 7.0 6.0
a) Thefigures given for GDP are percentage changes from previous year. Inflation refers to end-of-year consumer

price index.

b) Includes federal, regiona and local budgets.

Source: Figures for 2000 are final figures from national sources. Figures for 2001-03 are OECD estimates and
projections.
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Due to external shocks and the
energy crisis, prospects for
economic growth have
worsened

Responding to exchange rate
pressures, monetary policy was
tightened

Thefiscal situation
has remained under control

GDP growth in Brazil slowed significantly in the second quarter of 2001, and
recent data on sales and industrial production tend to confirm the slowdown. Invest-
ment and consumption growth slowed as interest rates increased and Brazil suffered
from the prospect of an energy shortage. As a net result of these events, growth pro-
jections for 2001 have been revised down substantially. Industrial production has
been falling on a monthly basis since February, although for the year to July it was
still some 4 per cent higher than in July 2000. Noteworthy is that the impact of the
energy crisis on industry has been less than feared, given that most of the adjustment
has been through energy savings in the public administration and households. React-
ing strongly to the increase in the cost of credit, retail salesfell by nearly 8 per cent
(seasonally adjusted real terms) in the four months to June. Employment (formal sec-
tor) was still 3.3 per cent higher in May than ayear earlier, though its rate of growth
has levelled off. The trade balance has slightly improved, though somewhat below
expectations given the extent of exchange rate depreciation. Overall, the current
account is expected to deteriorate to around 5 per cent of GDP as the burden of debt
servicing has increased.

In March, the central bank moved to increase base interest rates, as a response
to potential pass-through to inflation from exchange rate depreciation. The rate was
raised in several steps from 16.25 per cent in March 2001 to 19 per cent in Septem-
ber. Inflation pressures may now be abating as the economy slows, even though the
target for end 2001 (4 + 2 per cent) is likely to be exceeded. Hence, in September,
the bank announced a neutral stance but has tightened reserve requirements.

So far, there has been no difficulty in meeting the fiscal targets. From January to
July the collection of tax and social security contributions were 3.6 per cent higher
than in the same period of 2000. The important state-level value-added tax increased
by 20 per cent in nominal terms year-on-year for the first half of 2001. Increased tax
collection made it possible to reach arevised target of 3% per cent primary consoli-
dated surplus (Y4 per cent higher than originally programmed). However, the situa-
tion in 2002 may become more difficult as tax revenues are expected to decline. On
the expenditure side the risks are contained since the legislative framework (notably

Tablell1.3. Projectionsfor Brazil?

2000 2001 2002 2003
Real GDP growth 45 17 2.0 3.0
Inflation 7.0 7.0 6.0 4.0
Fiscal balance (% of GDP) -4.6 -7.0 -5.0 -4.0
Operational fiscal balance (% of GDP)® 12 -30 . .
Primary fiscal balance (% of GDP) 35 33 35 35
Current account balance (USS$ billion) -24.6 -26.0 -22.0 -25.0
Current account balance (% of GDP) -4.1 -55 -4.3 -4.5

a) Thefigures given for GDP and inflation are average percentage changes from the previous period. Inflation refers
to consumer price index (IPCA).

b) According to anew harmonised concept, which excludes revaluations of public debt due to changesin the exchange
rate.

Source: Figures for 2000 are from national sources. Figures for 2001-03 are OECD estimates and projections.
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the Fiscal Responsibility Law) prohibits the adoption of significant commitments to
expenditure during the last 12 months of an administration’s mandate. It was against
this background that the IMF extended the stand-by arrangement, providing credit of
up to $15 billion. The government also made a substantial effort to increase the
maturity of public debt. All these measures are vital to control the dynamics of pub-
lic debt that may yet be affected by the recognition of contingent liabilities in the
government’s accounts.

Although the primary causes of the slowdown in the economy have been The outlook for Brazl is
domestic and regional, a reduction of international capital flows could quickly rein-  affected by both domestic and
force weakening confidence in the economy. The structure of Brazil's debt meansthe international factors
country has a high demand for capital inflows to service existing debt as well as to
finance the current account deficit. By continuing to put pressure on the exchange
rate, this channdl is likely to be the one through which the risks of slowdown in the
OECD could most affect Brazil. A rough calculation suggests that, at the present rate
of exchange rate depreciation, the public debt-to-GDP ratio could increase by
4-5 percentage points by year-end. Moreover, despite a substantial effort to improve
the maturity structure of public debt, the fiscal accounts remain very sensitive to
short-term interest rates. Brazil is also entering a period of political uncertainty
linked to presidentia elections at the end of next year. It would now be difficult to
undertake major reforms before 2003.

© OECD 2001



V. SAVING AND INVESTMENT:
DETERMINANTS AND POLICY IMPLICATIONS

I ntroduction

Recent trends in national saving and investment rates have raised questions Trendsin saving and investment
about sustainability, both with respect to their levels and the balances between them.  rates have emerged asan issue

— In the United States, the total investment rate rose throughout the 1990s, Strong investment hasled to a
reflecting mostly a rapid acceleration in the purchase of machinery and large US current account
equipment by the business sector, notably in real terms. In contrast, the deficit
national saving rate remained flat during the 1990s, masking significant off-
setting changes in the public and private sector components. As a result, the
US current account deficit widened to 4.5 per cent of GDP in 2000, before
narrowing somewhat in the current downturn (Table IV.1).

— In Japan, athough both national saving and investment rates trended down Japanese saving and
during the 1990s, their levels are still well above the OECD average. Such  investment remain high despite
high levels are not easy to justify, especially in the case of investment consid-  weak growth
ering the weak output growth performance. In the case of saving also, it is hot
clear that the substantial demographic transition ahead, together with other
factors, can fully account for the high saving rate. Parallel declinesin saving
and investment have left the Japanese current account surplusin a range of 2
to 2.5 per cent of GDP.

— In the euro area, national investment and saving rates remain below their Within theeuro area, a number
peak levels of the early 1990s, despite the moderate increase registered dur-  of smaller countriesface large
ing the second half of the decade. While the euro area-wide current account is  imbalances...
closeto balance, for anumber of smaller Member states large current account
deficits emerged in the late 1990s.

— Finally, in most of the OECD emerging market economies, current account ... as are some emerging
deficits have widened substantially in recent years, reflecting in some cases market OECD economies
widening government deficits and in others private sector imbalances. While
it isnot unusual for countries that are catching up with more advanced econo-
mies to rely partly on foreign capital to modernise and expand their produc-
tion capacity, a high imbalance Ieaves them more exposed to possible
episodes of turbulence in international financial markets. In this context, such
external deficits raise the importance of setting domestic economic policies
so asto preserve credibility with investors.
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TableIV.1. Saving/investment imbalancesin OECD countries

in per cent of GDP

Current account Government balances Private sector balances
1996-00 1996-00 1996-00
average 2001 2003 average 2001 2003 average 2001 2003
Countries with current account deficits
United States 2.7 —4.1 4.0 -0.1 0.6 -0.6 2.7 4.7 -34
United Kingdom -1.2 -1.8 2.2 -0.6 1.1 -0.7 -0.6 -2.9 -15
Australia 4.4 -3.0 -3.7 -0.1 0.1 0.5 4.3 -3.0 4.1
New Zealand -5.8 -3.1 -3.8 14 13 -0.3 7.2 4.5 -35
lcdland 54 -8.0 4.8 0.7 -0.2 -0.9 -6.1 7.7 -3.9
Countrieswith current account surpluses
Japan 23 21 35 -5.6 -6.4 -6.6 7.9 85 10.1
Canada 0.1 3.7 25 0.5 2.8 2.2 -04 0.9 0.3
Korea 3.1 2.2 2.6 3.9 57 55 -0.8 -34 -2.9
Sweden 34 2.3 2.3 0.6 3.8 1.8 2.8 -15 0.5
Denmark 1.0 3.2 3.3 1.3 20 1.7 -0.3 1.2 1.6
Norway 5.9 14.2 14.0 7.7 14.3 1.7 -1.8 0.0 23
Euro area countries
Totd area 0.8 0.0 0.4 2.0 -1.2 -0.9 2.8 1.2 1.3
of which countries with current account surpluses
France 2.2 16 16 2.6 -15 -14 4.7 3.0 29
Italy 1.6 0.1 0.7 29 -14 -11 4.6 15 1.8
Netherlands 4.5 3.6 4.0 -0.2 1.1 0.7 4.8 25 3.3
Belgium 5.0 3.3 4.1 -14 0.0 0.2 6.4 3.3 3.9
Finland 57 6.6 6.5 1.1 3.7 21 4.7 29 4.3
of which countries with current account deficits
Germany -0.6 -0.7 -0.3 =17 25 -1.8 1.2 1.8 1.6
Spain -11 24 2.0 24 0.0 0.0 1.4 -2.3 -1.9
Austria 2.8 25 -15 2.3 0.0 0.1 -05 -2.5 -1.6
Portugal 7.1 -9.2 -8.8 25 -1.7 -14 45 -7.5 7.4
Greece 45 5.2 -5.0 -34 0.2 1.3 -11 -5.4 —-6.3
Ireland 1.2 2.0 -1.6 20 3.2 1.9 -0.9 -5.1 -35
Emerging market countries

Mexico 25 -3.0 -35 74 7.7 8.3 -99 -10.7 -11.9
Turkey -15 24 2.2 4.7 2.6 -3.2 3.2 51 53
Poland 5.2 -6.2 5.7 24 4.4 4.9 2.8 -1.7 -0.8
Czech Republic 4.6 5.1 5.4 -3.2 -6.0 -5.8 -14 1.0 0.4
Hungary -3.7 29 2.3 -5.9 4.9 45 2.2 20 2.2
Slovakia 1.7 -7.8 -84 4.3 4.4 4.7 -34 -35 -3.7
Source:  OECD.

If these trends prove to be
unsustainable, they raise the
risk of disruptive adjustments

These developments raise two related sets of issues. First, current saving and
investment imbalances, if they prove to be unsustainable, could lead to potentially dis-
ruptive adjustments being triggered, with implications for financial markets and eco-
nomic activity. Even though in principle large imbalances can be unwound gradually,
past experience has shown that they often give rise to abrupt exchange-rate changes,
with adverse spill-over effects in product and labour markets. Within the euro area,
there is the additional issue of whether or not fiscal policy should play a more active
rolein limiting “internal” imbalances. Second, even in cases where imbalances are not
a source of concern, saving and investment rates may not be at levels that are sustain-
able or that best contribute to underpinning output growth and economic welfarein the
short and the medium term. In both cases the question arises as to what role structural
and macroeconomic policies can play to facilitate the desired adjustment.
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This chapter addresses these issues by looking at the factors driving the devel-
opments in saving and investment, with aview to assessing their sustainability, and
then draws out a number of policy implications. The next section describes the recent
trends in national investment and saving rates and examines whether their respective
private-sector components can be explained in terms of their main fundamental
determinants, including macroeconomic policy. Based on these findings, the last sec-
tion assesses the risk that the unwinding of the existing imbal ances between saving
and investment, in particular of the large US current account deficit, takes place
abruptly, with sharp exchange-rate swings.

The main findings from the analysis are:

— In a number of countries, the rise in the volume of business investment Strong business investment
observed in the second half of the 1990s can be partly explained by output cannot easily be explained by
growth, the steady decline in the relative price of capital goods and, until  fundamentals
mid-2000, the relatively low cost of equity financing. Thisis particularly the
case for most countries where real business investment has been buoyant, but
also for Japan where investment has grown more modestly. On that basis, the
empirical analysis would tend to support the view that investment has
exceeded its steady-state level, not least in the United States. In the latter
case, however, increases in depreciation rates associated with changes in the
composition of capital, may have boosted gross investment sufficiently to
make the actual investment rate look sustainable.

— National saving rates have generally stabilised or even rebounded some- Changesin national saving
what in the 1990s, halting the trend decline observed in previous decades. have been driven mainly by
This change has been mainly driven by the rise in public saving, resulting changesin fiscal balances
from the significant fiscal consolidation efforts pursued in the majority of
countries in the second half of the 1990s. The increase in public saving
has been partly offset by afall in private saving, for the most part due to
sharp declines in household saving rates. While the latter have raised con-
cerns regarding possible over-indebtedness and sustainability, there is no
clear evidence that consumers have gone too far in responding to the
stock market boom of the late 1990s.

— The slowdown in US output has already contributed to a slight narrowing of A significant declinein the US
the current account deficit, which is now expected to remain closeto 4 per  current account deficit islikely
cent of GDP over the next two years. Yet, given that cyclical factorsaloneare to be accompanied by an
only estimated to account for arelatively small portion of the US imbalance, exchange rate adjustment
afurther narrowing to a more sustainable level will also depend on the evolu-
tion of the basic determinants of saving and investment, including relative
trend productivity growth and demographics. Private saving rates in Japan
and Europe may well decline more rapidly than in the United States in the
coming decades as a result of faster population ageing. However, considering
that the associated weaker growth in the labour force is also seen to lower
investment, the contribution of demographic changes to the unwinding of
external imbalances in both the United States and Japan remains uncertain,
both with respect to timing and magnitude. In any event, a significant nar-
rowing of imbalances to more sustainable levelsis likely to involve relative
price adjustments.
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Factorsdriving developmentsin investment and Saving e

Development in investment rates

Therisein total investment in most countries during the 1990s was largely con- | nvestment spending by
centrated in the business sector, where spending on capital goods accelerated sharply, businesses has outstripped
especially in volumeterms. In fact, after moving more or lessin line with real output advancesin GDP gains...
throughout the 1980s and early 1990s, real business investment pulled away in the
following years in some countries (Figure 1V.1). While investment is generally more
volatile than output, such alarge and persistent gap between the two seriesis difficult
to explain by traditional “accelerator” effects alone.! This raisesthe issue of sustain-
ability of investment, unless the recent buoyancy can be accounted for by other
determinants that have themselves evolved in a sustainable way.

A number of additional factors may have contributed to the acceleration in busi- ... in part dueto declinesin
ness investment, including changes in the relative price of capital goods, the rate of  cost of capital ...
depreciation of the capital stock, the financial cost of acquiring funds — either in the
form of loans or equities — as well as the extent of development of financia systems
which plays arole in channelling funds towards the best investment opportunities. In
most countries, the composition of investment has shifted towards information and
communication technology (ICT) equipment, although at a varying pace across
countries (Colecchia and Schreyer, 2001).2 Given the difficulty of properly quantify-
ing rapid quality improvements, measuring price developments of ICT equipment
has become particularly problematic.® Nevertheless, it is clear that in most countries
the relative prices of capital goods have trended down, at least since the early 1980s,
with measurement problems largely having to do with the extent of the declines.

Against this background, the cost of capital, measured roughly as the real interest
rate adjusted for the relative price of capital goods, seems to have fallen in the 1990s
(Figurelv.2)4

Previous empirical work has underscored the contribution that financial mar- ... aswell as gainsin equity
ket development can make to output growth via its impact on investment. To cap-  prices
ture this effect, a number of proxies have been used in the literature, some of
which have been found to have a significant effect on investment (Beck and
Levine, 2001; Leahy et al., 2001). These include the amount of private credit pro-
vided to the private sector by deposit money banks, which is intended to measure
the degree of financial intermediation, as well as the stock market capitalisation or
the value of domestic shares traded on domestic exchanges (expressed in both

1. The accelerator effect refersto modes that postulate investment as a function of the change in outpuit.

2. Between 1990 and 2000, the percentage share of ICT investment in total non-residential investment
rose from 22 to 30 per cent in the United States, from 11 to 16 per cent in Japan, and from 14 to
16 per cent in Germany.

3. In agrowing number of countries, a hedonic method is used to measure the price of capital goods.
Under such a method, the price of a particular good is adjusted so as to reflect quality improvements
over time. The rapid increase in computer power and quality of telecommunication equipment have
made the measured relative price of ICT equipment fall quite rapidly in countries using hedonic price
measurement.

4. More specifically, the cost of capital shown in Figure V.2 is one plus the product of the real long-term
interest rate on government bonds and the ratio of the deflator of private non-residential fixed capita
formation to the GDP deflator. A more complete measure of the cost of capital would take into consider-
ation the effects of depreciation, vauation effects on the capital stock, taxes and subsidies aswell as the
cogt of equity. However, many of these variables are difficult to measure properly at the aggregate level.
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cases as aratio of GDP), which are aimed at capturing the relative ease with which
funds can be raised in the equity market. Given that the latter two variables mea-
sure values rather than volumes, they have been strongly influenced by the sharp
rise in equity prices during the late 1990s and the substantial retrenchment
observed since spring 2000. As a result, they may not only be capturing the role of
equity market development but also the effect on investment of the cost of equity
financing, a component of the broader concept of cost of capital not taken into
account in the measure shown in Figure IV.2.

To assess the role played by these factors in the rise in business investment
in the 1990s, some econometric analysis was employed.® The results from esti-
mating real business investment equations combining information across coun-
tries and over time suggest that both the adjusted real interest rate and the ratio
of stock market capitalisation to GDP have, in addition to output, contributed to
therise in real business investment in the 1990s. In fact, in the case of the main
euro-area countries, the changes in these variables explain most of the increase
in investment between 1995 and 1999 (Table 1V.2). In contrast, only between
about one-third and one-half of the increase in business investment that took
place in the United States, Japan, the United Kingdom, Canada, Denmark and
Austria over the same period can be accounted for by these factors. Taken at face
value, the results suggest that investment rates in these countries may have been
pushed beyond the levels which would be supported by long-term fundamentals.
Some retrenchment from the high levels of the late 1990s has already been
observed in some of these countries.

Nevertheless, a large part
of investment gains remains
unexplained

TablelV.2. Contributionsto the changesin real businessinvestment between 1995 and 19992

United States Japan Germany France Italy KliJnngI;:j%dm Canada
Percentage changes in investment 50.3 10.5 121 18.2 21.3 48.9 443
Contribution from:
Real GDP 175 5.0 6.1 9.8 6.7 11.5 15.7
Adjusted red interest rate 0.5 13 0.8 1.8 55 39 19
Stock market capitalisation 3.6 0.1 5.2 42 5.7 18 2.7
Tota explained® 215 6.4 12.0 15.9 17.9 17.2 20.3
Audralia Austria Belgium Denmark Greece ngtnhc?é' Spain Sweden
Percentage changes in investment 34.8 23.1 245 42.3 52.1 36.2 329 29.9
Contribution from:
Real GDP 18.8 9.8 10.2 109 129 15.9 15.9 11.4
Adjusted red interest rate 37 0.8 20 47 33 25 53 41
Stock market capitalisation 16 18 10.3 2.2 21.4 6.5 8.4 6.0
Tota explained® 24.2 12.3 225 17.8 37.6 24.9 29.6 215

a) Theseresults are obtained from the estimation of panel equations which relate the volume of gross business investment to the level of real GDP, a measure of the cost
of capital (adjusted real interest rate) and the ratio of stock market capitalisation to GDP. It is based on annual data going from 1970 to 1999. For more details see

Pelgrinet al., 2001.
b) May not exactly add up due to rounding.
Source:  OECD estimates.

5. -See Pelgrin et al. (2001) for details on the econometric analyss of business investment across time
and countries.
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The strength in the United
States could be a result of an
adjustment to higher trend
growth...

... aswell as a higher rate of
depreciation

The difficulties in explaining the rise in investment in some cases may also
reflect the absence of factors which cannot be easily incorporated in the context of
regression analysis based on information that is pooled across arelatively large set of
countries. For instance, it is to be expected that investment will rise faster than out-
put for several years when an economy is adjusting to a higher trend output growth
rate, which requires a higher investment rate to be maintained in the long run.
Although it has become clearer recently that part of the sharp accelerationin US out-
put in the 1990s was cyclical, a higher trend growth rate neverthel ess looks likely to
be sustained in the medium run. Another factor not taken into account in the econo-
metric estimates, which could help explain the rise in gross investment, is the possi-
ble increase in the rate of depreciation associated with the compositional shift in the
aggregate capital stock towards shorter-lived assets such as computers and software.

An illustration of the possible implication of different rates of potential growth
and depreciation is shown in Table 1V.3,6 which provides rough, mechanical estimates
of underlying investment rates on the basis of assumptions regarding the trend growth
rate of GDP, the capital-output ratio and the depreciation rate. These calculations are
based on a simple relationship between these variables. Looking at the results, what
stands out is that despite the recent capital spending boom, the US business investment
rate, at around 15 per cent, would still be at the low end of the range of estimated
“steady-state” rates if it were assumed that the rise in trend output growth and the
depreciation rate were permanent. Taken at face val ue, these simple calculations would
suggest that if some excess investment took place during the 1990s, the recent
retrenchment may have aready brought the investment rate to a more sustainable level.

TablelV.3. Estimatesof underlying “ steady-state’
businessinvestment rates

as a per cent of total GDP

Capital-output Potential Depreciation Steady-state Current
ratio® growth? rate? investment rate®  investment ratef
United States 2-3 3-3% 5-7 13-25 15
Japan 2-3 1Y61%a 3-5 7-17 16
Germany 2-3 2-2% 2Yo-4%> 7-17 13
France 2-3 292 294 7-15 12
Italy 2-3 2-2Y% 2-4 6-15 14
United Kingdom 2-3 292 3-5 10-18 14
Canada 2-3 2%r3Ya 3-5 8-17 13

a) Given the pitfallsin properly measuring capital-output ratios and depreciation rates at the aggregate levels, and the
fact that these could be changing, a range of plausible assumptions is used. A range is also used for trend growth
rates, based on the OECD’s | atest estimates.

b) Under the steady-state assumption of a constant capital-output ratio (K/Y), this is calculated by [K(g+d)/Y (1+g)],
where g is the potential GDP growth rate and d is the rate of depreciation. The result from this calculation is then
multiplied by the ratio of real business sector GDP to real total GDP (average 1996-2000) so asto make it compara-
ble to the current business investment rate (last column), which is expressed as a per cent of total GDP.

c) Real businessinvestment as a share of real GDP in the year 2000. This ratio of real termsisreported for comparison
with the steady-state rate; in countries using chain-wei ghting aggregati on methods, it represents only an approxima-
tion of the true underlying real investment rate.

Source:  OECD.

6. While the depreciation rate is assumed to have risen to between 5 and 7 per cent in the United States,
lower estimates are used in the other G-7 countries, reflecting the smaller share of ICT equipment in
total capital. The assumptions used for potential growth rates correspond to the OECD’s latest estimates.



Saving and investment: determinants and policy implications - 141

The results for the other G-7 countries show current business investment rates within
the “sustainable’ range, albeit generally closer to the upper end.

Developmentsin saving rates

After being on atrend decline throughout the 1970s and 1980s, gross national  National saving rates have
saving rates have stabilised or risen in a large number of OECD countries sincethe stabilised in recent years
early 1990s. Notable exceptions to this pattern are Germany, where the national saving
rate continued to decline until 1995 and has remained flat since then, and Japan, where
it has trended down throughout the past decade, although it remains higher than else-
where. Developments in public-sector saving have been the dominant influence on the
direction of changesin national saving in the 1990s. In most countries, both actual and
cyclically-adjusted budget deficits have either turned into comfortable surpluses or at
least moved in adirection that has contributed to an increase in total nationa saving. At
the same time, the rebound in the government saving rate in the second half of the
1990s has been accompanied by a substantial decline in private-sector saving, in afew
cases completely offsetting the rise in public saving (Figure 1V.3).

Figure IV.3. Changein gross saving positions between 1995 and 2000
In per cent of GDP
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Source: OECD.
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Box IV.1. Conceptual issuesregarding the measurement of savingin the national accounts

Adjusting consumption for reclassification effects

The measurement of consumption depends on how certain
items are classified. From an economic point of view some
items can be considered as investment, but are nevertheless
treated as consumption (spending on education, particularly
higher education, and expenditures on R&D, which are
treated as consumption when funded by the public sector and
as an intermediate input when financed by the private sector).
Even though the rationae is somewhat different, many argue
that the purchase of a durable good by households should be
treated asinvestment, asis currently the convention when the
buyer is afirm. In all cases, legitimate arguments could be
made for reclassifying these elements as investment, since,
for the most part, they contribute to raising future levels of
potential output. However, while making such an adjustment
would no doubt raise the overall level of saving rates, thereis
no evidence that their relative importance has changed suffi-
ciently in recent yearsto be a mgjor factor behind the decline
in private saving trends in the 1990s.

Adjugting measured income for valuation effects on net worth

The System of National Accounts (SNA) only treats as
income those revenues that are generated from the current pro-
duction flow, ignoring revaluation effects on the stock of
wealth. As aresult, even in the absence of a behavioural
response to capital gains or losses, inflation and re-valuation of
financial assets may have non-negligible effects on the classi-
fication of national accounts saving across the main sectors
— persond, business and government. Of particul ar importance
in the current environment are realised capital gains, which are
not included in persona income, athough taxes paid on them
arefully deducted. Thisimplies a shift of income and, thereby,
saving from the household to the public sector when substan-
tial gains occur. For example, after several years with esti-
mated annual increases of 30 per cent, realised capital gains
reached 9 per cent of US disposable income in 2000. Taxes

paid on those gains lowered the personal saving rate by around
2.5 percentage points in that year (OECD, 2001a). Similar
estimates suggest that capital gains taxation would account for
0.7 percentage points of the 5.6 per cent declinein the US per-
sona saving rate observed between 1988 and 1999 (Reinsdorf
and Perozek, 2000). Needlessto say, amuch bigger adjustment
to the personal saving rate would ensue if realised capital gains
were, on top of that, added to measured income.

In countries where fully-funded pension regimes account
for alarge proportion of overal retirement benefits, the SNA
measure of personal saving rates may be sensitive to signifi-
cant capita gains or losses on invested funds, depending on
the nature of the regime. Under defined benefits schemes,
large capital gains allow employers to reduce their direct
contributions to employee pension funds while keeping the
system fully funded. Since employers' contributions are
counted as “other” labour income in US Nationa Accounts,
buoyant real estate and stock marketslead to adecline in the
measure of wages and salaries (Lusardi et al., 2001). Never-
theless, the gains to beneficiaries and consumption plans
have remained unchanged. The result is an artificial shift of
saving from the personal to the corporate sector.

The SNA treatment of valuation effects discussed so far
may have important implications for the composition of sav-
ing across sectors but they are essentially neutral with respect
to the aggregate or national saving rate. Moreover, the
induced shifts in the sectoral composition would take place
even when nothing has changed for the consumer in real
terms. For these reasons, it is fair to say that at least part of
the decline in the US persona saving rate in the 1990s is the
result of an accounting artifice, which should ideally be
adjusted for when assessing household financial positions.
Even though estimates of the effects of capital gains tax and
pension funds are drawn from the US experience, similar fac-
tors could be at play in other countries as well, given that
opposite shifts between personal, corporate and government
saving rates have also been observed el sewhere.

The sharp declinesin personal
saving, where they occurred...

The declinein private saving has largdly been concentrated in the household or per-
sonal sector, especially in the United States, Japan, Italy, Canada and Australia, where
levelsin per cent of GDP have been significantly lower on average in the 1990s than in
the 1980s. In those countries where it has occurred, the sharp decline observed in house-
hold saving has been accompanied by a significant rise in debt as a proportion of GDP
over the past few years. It is now generally above the high levels of the late 1980s (the
United Kingdom being an exception). At the same time, the decline in saving rates has
coincided with a sharp increase in households' financia net worth, in particular in the
United States, Jgpan, Germany, Italy and the United Kingdom. While this could be seen
as evidence that the strong rise in equity prices during the late 1990s has been treated by
households as a permanent increase in wealth — hence leading to an unsustainable drop in
saving — several factors would suggest a more cautious interpretation.
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TableV.4. Contributionsto the changesin private saving rates between 1995 and 19992

percentage points

United

United States Japan Germany France Italy Kingdom Canada
Changein:
Gross private saving rate 25 0.7 2.0 -1.8 -6.5 -6.2 -4.8
Contributions from:
Old-age dependency rates 0.2 -2.2 -0.7 -0.8 -11 0.0 -04
Gross public saving rate 2.8 23 -1.0 2.4 4.1 —4.1 -4.7
Percentage change of terms of trade -0.2 0.7 -0.2 -0.2 0.5 0.5 0.0
Productivity growth rate 0.5 0.0 0.0 0.1 -1.3 -0.2 0.7
Real interest rate 0.0 0.0 0.0 14 1.0 -0.6 0.0
Inflation rate -0.3 0.0 0.0 0.5 0.0 0.0 -0.2
Total® -25 0.7 -1.9 -13 5.0 4.3 4.7
Austria Belgium Finland Ireland Netherlands ~ Norway Spain Sweden
Changein:
Gross private saving rate =31 —4.0 -1.8 -1.7 55 -0.5 -5.0 -8.6
Contributions from:
Old-age dependency rates -0.2 -11 -0.6 0.7 -0.3 0.6 -11 0.2
Gross public saving rate -3.2 2.4 -3.7 -35 -34 -11 -3.3 -6.1
Percentage changeo f terms of trade -1.2 -0.1 -2.8 0.1 -0.3 15 -0.4 -1.0
Productivity growth rate 0.0 0.0 0.0 0.0 1.0 0.0 0.0 0.0
Real interest rate 0.5 22 0.0 0.0 0.0 0.0 13 0.0
Inflation rate 0.0 04 0.0 0.0 -0.3 0.0 12 0.0
Total® -4.0 -0.9 -7.0 2.7 -33 0.9 -2.3 -6.8

a) These results are obtained from the estimation of dynamic panel equations which relate the private-sector saving rate to the set of determinants shown in the table,
over asample of annual data going from 1970 to 1999. For more details, see de Serres and Pelgrin (2001).

b) May not add up due to rounding.

Source:  OECD estimates.

First, given the divergence between the economic definitions of the two main ... did not appear to reflect

variables entering the calculation of saving —income and consumption — and their  an excessive response to stock
respective treatment in the National Accounts, it may well be that the negative correlas market gains
tion between household saving and financial wedlth is partly spurious (see Box 1V.1).
Second, recent empirical evidence has shown that the sensitivity of consumption and/
or saving to wealth can vary quite substantially depending on the source of capital
gains (e.g. housing vs. stock-market) and whether such gains are realised or not.” Third,
econometric analys's undertaken by the OECD suggests that the decline in private sav-
ing rates observed in many countries in the second half of the 1990s can be largely
explained by fundamental determinants other than measures of financial and/or hous-
ing wealth.2 Noteworthy in this analysis is the apparent influence on private saving of
changes in public-sector saving rates. This suggests a specific link between the sub-
stantial recent improvement in public finances and the partialy offsetting decline in
private saving (see Table V.4 for estimates of this over the 1995-99 period).

7. See Greenspan (2001). See also Edison and Sigk (2001) who have found that in the United States, the
United Kingdom and Canada, capital gains on new economy shares (Telecommunication, Media and
Information Technology) have had alesser impact on consumption than those on old economy stocks,
while they found the reverse to hold in the case of continenta Europe.

8. See de Serres and Pelgrin (2001) for details of the econometric analysis of private saving behaviour
over time and across OECD countries. The main factors influencing private saving appear to be pub-
lic-sector saving rates, the demographic structure of the population (as measured by the old-age
dependency ratio), the growth rate of labour productivity, changes in the terms of trade, the real inter-
est rate and the inflation rate. Stock variables such as financial or housing wealth have not been
included, in part because of restrictions on data availability.

© OECD 2001
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While private saving ratesin
the United States can be
explained reasonably well, the
case of investment is less clear

Some part of the current
account deficit looksto be
sustainable...

... although thereislikely to be
an upper limit on foreign
holdings of US assets

Sustainability and policy consider ations

In this section, the issue of sustainability of trends in net saving is addressed.
The discussion first focuses on the risks of an abrupt correction of the private sector
financia balance in the United States. Given that the counterpart to the US external
deficit is more diffused now than in the 1980s, the discussion concentrates on the US
situation, albeit with references to the possible contribution of Japan to a gradual nar-
rowing of global imbalances. The section then addresses the issue of large imbal -
ances within the euro-area monetary union as well as in a number of emerging
market OECD economies.

Sector al imbalancesin the United States and Japan

The US private-sector financia deficit has widened sharply, driven by a combi-
nation of strong business investment as well as declining total private saving. The
sustainability of the private saving-investment balance depends on the sustainability
of business investment and private saving rates. The empirical evidence presented
above does not provide a clear answer. The extent (if any) to which business invest-
ment has to adjust further to bring it to a sustainable level depends importantly on
one's view of the extent to which depreciation rates have risen with the shift in the
composition of capital. Regarding private-sector saving, while increases in financial
wealth have certainly been a key driving force behind the declines in househol ds sav-
ing rates to historically low levels, there is no conclusive evidence that consumers
have over-reacted to the stock market boom of the late 1990s. As aresult, the risk
that the recent correction of stock market indices could induce an abrupt retrench-
ment of private saving should not be over-stated. Nevertheless, based on the analysis
in the previous section, private sector saving is likely to rise in response to the pro-
jected deterioration in government saving, but not in a one-for-one fashion. Accord-
ingly, national saving should decline.

The deterioration of the private sector financial balance has more than offset
improvements in government net lending and this has led to a large and continuing
reliance on foreign saving. From the point of view of the US economy, some of this
looks to be sustainable. First, the stock of net foreign liabilities remains, at 20 per
cent, relatively small in proportion to GDP, both according to historical and interna
tional standards. Moreover, by allowing capital to flow more easily to its most pro-
ductive use, enhanced financial market integration implies that financing imbalances
may now be easier compared with earlier decades.®

So far, investors encouraged by prospects of relatively favourable returns have
been willing to finance the US deficit. Going forward, however, persistent current
account deficits of between 4 and 5 per cent of GDP would raise US foreign debt to a
magnitude that would put a large burden on international financia markets.’® While

9. The more integrated are international capitd markets, the less changes in national saving and invest-
ment rates should be correlated, in particular in the short run. While the simple correlation between
changes in saving and investment has been declining over time, it remains, however, higher than the
correlation observed in regions within countries suggesting that cross-border capital markets are less
integrated than those within national borders.

10. If maintained in conditions of a5 per cent nominal GDP growth rate, a deficit in the range of 4%z per
cent of GDP would push the foreign debt-to-GDP ratio close to 50 per cent within 12 years (Obstfeld
and Rogoff, 2000). Under those conditions, the foreign debt-to-GDP ratio would eventually stabilise
a around 90 per cent of GDP, which would represent a very high share of world savings.
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there is no straightforward definition of what constitutes a sustainable current
account deficit, one approach is to define it as the level that will stabilise the net
external debt to GDP ratio at a particular threshold, although defining such alevel is
arbitrary. For the US economy, aratio in the range of 25 to 30 per cent of GDP could
be viewed as a reasonable benchmark, as such levels leave some scope for further
increases in the near term but also take into consideration the large weight of the
economy in international financial markets. A current account deficit of between 1
and 2 percentage points of GDP would stabilise the external debt-to-GDP ratio at
around 30 per cent, assuming that a 5 per cent growth rate of nominal GDP can be
sustained in the medium run.

The slowdown of the US economy is aready having an impact on the UStrade Most of the US deficit appears
and current account deficits given that imports have fallen more than exports. How-  to be structural ...
ever, with a cyclically-adjusted current account deficit estimated to be in the vicinity
of 4 per cent of output, a reduction by around 2 to 3 percentage points would be
needed to bring the deficit back to a leve that, in accordance with the above argu-
ments, can be sustained in the medium run.

Two structural factors may influence the US current account imbalance, particu- ... and in thisregard, a
larly vis-a-vis Japan and the euro area, but in themselves seem insufficient to reduce narrowing of existing growth
it to between 1 and 2 per cent of GDP. First, a convergence in output growth rates differentials...
between the main areas could lower the US deficit by at least half a percentage point
of GDPX but the slower expected growth in the working-age popul ation in Japan
and the euro area suggests that potential GDP growth in the United States could
remain higher for the foreseeable future, even if rates of productivity growth
observed in the main zones were to converge.

Second, over the next 20 years, both the total and the old-age dependency ratios ... aswell as differencesin
are expected to rise more rapidly in Japan than in Europe and in Europe faster thanin  demographics, should reduce
the United States, implying that saving could fall more quickly and significantly in  the US and Japanese
the former zones as larger shares of their populations reach retirement age. Hereas imbalances
well the effect on external imbalances could be limited, at least over the next 10 to
15 years. For example, there is an absence of convincing evidence, particularly in
Japan, that saving rates of older people are substantially lower than those observed
for the working-age population (Borsch-Supan and Brugiavini, 2001). Furthermore,
ageing is also expected to reduce investment spending because of the associated
lower growth of the labour force, although the adverse effect of a falling working-
age population on the labour force growth rate could be compensated for, at |east
partly, by an increase in participation rates or in retirement age.’? As aresult, the net
expected effect of ageing on external imbal ances is ambiguous.

11. See Visco (2000). The effect would be larger if convergence were accompanied by a depreciation
of the US dollar (IMF, 2001). Moreover, even in the absence of a significant convergence in growth
rates, a narrowing of the difference between income elasticities of US imports and exports could
contribute to lowering the current account deficit. Previous empirical evidence suggests that the
increase in the US trend output growth rate in the 1990s could well lead over time to higher income
elasticities of demand for US exports and lower income elasticities of import demand in the United
States, reflecting product differentiation and increasing returns to scale of production (Krugman,
1989; Bayoumi, 1998).

12. In many countries, the demographic transition is so strong that an increase in participation rates or in
retirement age, while being helpful by raising investment and reducing saving, would be incapable of
fully restoring the labour force (see Chapter 1V, “Fiscal implications of ageing: projections of age-
related spending”, in OECD, 2001b). Inthe empirical analysis of investment discussed in the previous
section, this scale effect is captured by output. A declinein total output growth induced by a falling
labour force would imply a similar reduction in the growth of investment.

© OECD 2001
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Structural factors may keep
Japan’s saving rate high

Some exchange rate
adjustment cannot be excluded

An explanation for the persistence of high private saving rates in Japan is that
the effect from an ageing population has so far been more than offset by the poor ex
post returns that Japanese investors have realised on their financial assets since the
late 1980s (Ando, 2000). A good illustration of this phenomenon is provided by the
comparison between the accumulation of saving over time and the measure of the
stock of net wealth.'* As shown in Figure IV.4, significant capital gains on financial
assets have been realised in the United States over the past 20 years compared with
Japan. If this relatively poor performance has indeed been a key factor driving
Japanese saving behaviour in the past decade, then an increase in rates of returns
could in all logic lead to areduction in saving and contribute to the narrowing of the
current account surplus in Japan. In this respect, structural reforms which could
successfully boost returns on investment could help bring about a smooth adjustment
of externa imbalances.

Regardless of the role played by these structural factors, a narrowing of the US
external imbalances to sustainable levelsis unlikely to materialise without a contri-
bution from relative price adjustments. In this regard, the concern isthat the required

FigureIV.4. Household financial net worth and the accumulation of net saving rates
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13. Since the measure of household net worth incorporates revaluation eff ects, the difference between the
two lines can be interpreted as an approximation of the capital gainsin excess of the “normal” return
on saving which isincluded in the accumulation of saving.
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change in relative prices takes place abruptly, implying large swings in currency val-
ues. However, even assuming that structural factors do not contribute significantly to
the narrowing of imbalances in the medium term, the required adjustment in relative
prices would not necessarily have to be particularly large, provided that it was spread
over severa years. On the other hand, considering the degree of short-run real wage
and price rigidities and given that exporters often prefer to absorb the effect of cur-
rency changes by temporarily cutting their profit margins rather than losing market
shares, alarger than proportional depreciation of the exchange rate in nominal terms
may be needed if the adjustment in the current account were to take place rapidly.*

L arge imbalances within the euro area and in the emerging
market OECD economies

Large private sector (and in some cases external) deficits have recently emerged Large current account deficits
in a number of euro-area countries —notably Portugal, Greece, Ireland and, to alesser  have emerged within the euro
extent, Spain. With the absence of exchange rate risk, a single monetary policy implies area
that similar borrowing rates prevail throughout the zones, regardless of the differences
in inflation rates. Moreover, country specific premiums have been limited. This could
reflect either market confidence in these economies or a market assessment that, should
acrisis develop, the no bail-out clause of the Maastricht Treaty will not be respected.

Likewise, credit risk premia for individual borrowers do not appear to be strongly
affected by country-specific saving and investment patterns.

While increases in inflation in countries that experienced strong demand pres-  This hasraised concerns that
sures may have led to a decline in net exports via the loss of competitiveness, this  a bubble in asset prices may
may not in all cases have constrained demand sufficiently to prevent household and  develop
business sectors from becoming over-indebted. At the same time, domestic overheat-
ing may have tended to push up asset prices, further adding to overheating through
wealth and positive balance sheet effects. The concern has been that a bubble may
emerge, the bursting of which would have potentially painful consequences. In the
four countries mentioned above, real interest rates fell sharply in 2000 and household
credit grew at double-digit rates, fuelling domestic consumption, and leading to a
sharp decline in the private sector financial balance, and in Greece and Portugal large
current account deficits have emerged.

The combination of such risks and the weakening of market mechanisms have \While fiscal policy could play
led some to argue that fiscal policy should play a more active role in countering the a more activerole...
cycle, in part because the effect of automatic stabilisers is considered not to be suffi-
cient. However, the benefits of fiscal policy action must be carefully weighed against
the dangers of compromising medium-term credibility, public administration effi-
ciency and simplicity of the tax structure. Notwithstanding these concerns, the fact
that in Portugal the general government balance is still in deficit, even after several
years of robust economic growth up to 2000, suggests that fiscal policy tightening
should be undertaken; such action would be consistent with the Stability and Growth
Pact. On the other hand, the situation in Ireland, and to a lesser extent in Greece,

14. According to estimates based on the OECD international model (INTERLINK), aUS dollar deprecia-
tion of between 20 to 30 per cent would be needed to permanently reduce the current account deficit
to between 1 and 2 per cent of GDP within two to three years. Obstfeld and Rogoff (2000), on the
other hand, estimate that a 40 to 50 per cent adjustment would be required to achieve such a rapid
reduction in the current account deficit.
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... areinforcement of bank
supervision and prudential
standards may be preferable

A number of emerging market
economies could be vulnerable

raises trickier issues given that each country currently enjoys a structural surplus that
is expected to persist. Moreover, in the case of Ireland, the current account deficit is
not overly large.

Persistent imbalances may aso occur in other countries with established mone-
tary unions such as Canada and the United States. However, the emergence of such
imbalances and the adverse conseguences of their unwinding are diminished by the
greater integration of asset markets and financial systems, the possibility of large
transfers from the central budget and internal migration. The further development of
some of these mechanisms in the euro area could still take quite some time. In the
meantime, to the extent that household and business sector over-indebtedness during
periods of boom constitutes the main concern, perhaps a solution would be to rein-
force bank lending prudential standards and supervision.*®

A number of emerging market countries also run significant saving-investment
imbalances. A large external imbalance that has much of its counterpart in a public-
sector deficit could be a sign of domestic problems, in particular if inflation is also
high. There is, as discussed above, some evidence to suggest that financial market
integration has increased and this may facilitate the financing of continuous current
account deficits. Even so, these current account deficits are projected to remain over
the medium term. On balance, some of these countries could become vulnerable to
changing sentiments in financial markets, in particular if international financial con-
ditions for one reason or another should become unsettled.

15. A step in that direction, even if not motivated by the existence of macroeconomic imbalances, was
taken in Spain in 2000 where new regulations on loan losses oblige dl deposit ingtitutions to set pro-
visions so as to take into account that default rates tend to vary counter-cyclically (OECD, 2001c).
The purpose is to force banks to increase provisions for bad |oans during periods of excess demand in
order to avoid raising them during recession.
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V. INVESTMENT IN HUMAN CAPITAL
THROUGH POST-COMPULSORY EDUCATION

AND TRAINING

Introduction and summary?

Human capital accumulation is an important determinant of individuals' earning
capacity and employment prospects, and therefore plays an important role in deter-
mining the level and distribution of income in society. Recent OECD work has also
confirmed the importance of investment in education as a determinant of economic
growth? and education is also found to be associated with various non-economic
benefits.® Across countries, there is a broad consensus that some degree of government
involvement is needed in the provision of educational services. All OECD countries
seek to ensure that all young people enter working life with a minimum amount of
human capital acquired during the years of compulsory education. However, govern-
ments are also heavily involved in the financing and delivery of post-compulsory
education and training where returns may to alarger extent accrue to the individual
and where participation is by choice. This element of discretion highlights the impor-
tance of incentives, raises certain equity issues and indeed questions about the appro-
priate role of government in the provision of such education and training.

This chapter examines various efficiency and equity aspects of post-secondary
education and training. The first section assesses current incentives for young people to
participate in upper-secondary and tertiary education immediately following compul-
sory schooling and the extent to which these incentives are digned with the returns to
society. The following section addresses the incentives for older adults to invest in
human capital through formal education and for employers to offer training to their
employees. The final section discusses some equity issues related to post-compul sory
education and training. The analysis presented in this chapter abstracts from any non-
economic benefits, reflecting the difficulty to translate these into monetary values.

The main conclusions of this analysis are the following:

— Human capital investment in all countries is associated with significant
labour-market gains for the individuals in question, such as higher post-tax
earnings, higher participation in the labour market and improved employment
probability.

— The costs to individuals of pursuing post-compulsory education differ across
countries and are strongly influenced by policy-related factors including the

1. This chapter draws on a study on the efficiency and equity aspects of investment in post-compulsory
education and training by the Economics Department and the Directorate for Education, Employment,
Labour and Social Affairs. For the detailed study, see Blondal et al. (2001).

2. See OECD (2001a).

3. These may include better health and, for many people, enjoyment derived from the process of learn-
ing and the exercise of learnt skills independently of monetary rewards. See OECD (2001b) for a
review of studies on the non-economic benefits of education.

Post-compulsory education
raises efficiency and

equity issues

Post-compulsory education
resultsin significant gains for

young people...
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length of education programmes, the subsidisation of tuition fees and public
financial support to students.

— Private internal rates of return for young people who successfully pursue a
post-compulsory education suggest that there are strong incentives for the
average student to engage in education activity. Social rates of return are also
high, even if they are lower than the private rates, and point to the benefits of
investment in post-compul sory education for society as awhole.

... but the net benefitsfall — Incentivesto invest in formal education diminish at an increasingly rapid rate
with age as a function of age, reflecting a shorter period to amortise investment costs
and higher costsin terms of foregone earnings. Private internal rates of return

are correspondingly low and fall strongly with age.

Employers benefit from — The limited evidence available shows that employers have an incentive to
training their employees train their employees since such activity results in higher productivity and
profits.
Studentsin higher education — Notwithstanding the expansion of enrolments in tertiary education in recent
come from favoured decades, students in higher education still tend to come from relatively
backgrounds favoured backgrounds.

— Financing arrangements in post-compulsory education tend to be regressive.
Those not participating in post-compul sory education — typically people from
disadvantaged backgrounds— do not benefit at all from public funding while
graduates from tertiary education institutions receive large government subsi-
dies, even though they are likely to come from relatively well-off families
and have high-income prospects.

The benefits of post-secondary education for individuals

L abour-market benefits of additional human capital
for individuals

Better education resultsin An important motivation for individuals to invest in education is that the acquired
higher wages... knowledge and skills tend to raise their productivity and hence earnings potential.
Figure V.1 shows that the wage premium earned by tertiary graduates is substantial in
all countries considered, and particularly high in the United States, France and the
United Kingdom. Investment in upper-secondary education is also associated with
significant wage premia over lower-secondary education, especialy in the United
States and Canada. This wage pattern is broadly the same for both men and women,
although education wage premiatend to be somewhat smaller for women.

Education appears to provide not only an initial earnings advantage but also a
wage premium that increases with time spent in the labour market.* In most countries
the earnings of tertiary-educated men and women increase more sharply with age

4. Additional evidence of the labour market benefits of post-compulsory education is available in
Blondal et al. (2001).
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— Figure V.1. Relative earnings of full-time workers by gender and level of educational attainment, 1999/2000 —
Per cent deviation from mean earnings at the upper secondary level

I Lower secondary I Tertiary

Men
Per cent
120

100

United States France United Kingdom Netherlandst Denmark Sweden Italy? Canada Germany3 Japan

Women
Per cent
120

100

United States ~ United Kingdom Canada France Germany3 Netherlandst Denmark Sweden Italy? Japan

1. 1997.

2. Annual post-tax earnings.

3. 1998.

Note: Countries are ranked in descending order in terms of the tertiary earnings progression. Wage premia are not standardised for different age and seniority compositions
of educational groups across countries.

Source: National statistical institutes. See Blondal et al. (2001).

than is the case for less-educated workers.> The main exception is Japan where all
the main educational groups register a decline in earnings towards the end of their
careers.® The progression in women's earnings towards the end of their working life
is somewhat smaller than for men in some countries, which could reflect greater bar-
riersfor them to advance to higher levelsin thejob hierarchy (Blau and Kahn, 2000).

A further important motive behind acquiring more education isto lower therisk of ... and stronger attachment
unemployment. The reduction in risk is particularly large for those investing in upper-  to work
secondary education, whereas the gap in unemployment rates between upper-secondary
and university-educated workers is comparatively smdl (Figure V.2). The differencein

5. However, human capital acquired during formal schooling is subject to some depreciation due to tech-
nological change and other factors (Ramirez, 2001). These effects put downward pressure on the
earnings of older workers.

6. This pattern reflects the Japanese seniority pay system and the mandatory age of retirement. This
arrangement results in the well-known fact that older workers in Japanese firms |eave their “career”
employer prior to permanent withdrawal from the labour market, transferring to a related company
(subsidiary) where earnings are lower. Because the mandatory retirement age from a career job inter-
venes before the employee becomes dligible for apublic pension, there are strong incentives for ol der
workers to continue work at lower wages.

© OECD 2001
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Figure V.2. Unemployment by level of educational attainment, gender and age, 1999
Percentage of labour force

— Tetay e Upper secondary - -~ Lower secondary

United States

(5]

20

10 e

5

20

10

1519 2024 =

44 aeH 6
Age

Italy

&

20

10

1519 2024 =

&

T

10—

Age

Netherlands

(5]

20

10

1519 024 =

Source: OECD (2001c).

Japan

15-24 25-34 35-44 45-54

15-19 2024 2529 30-44 4554
Age

S

20

10

&

20

10

S

20

10

S

20

10

S

20

10



Investment in human capital through post-compulsory education and training - 155

Figure V.2. Unemployment by level of educational attainment, gender and age, 1999 (cont.)
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I ncentivesto invest in
education are influenced by
subsidised tuition...

... length of study periods...

... Student loans and grants...

... and the tax system

unemployment risk across educational categories is notably large for young persons, but
it tends to narrow with age.” M oreover, educated workers are more likely to participatein
the labour market, and their active working life is generally longer than that for those
with lower educational attainment.®

Policy factors affecting the costs and benefits of additional
human capital for individuals

Public financing of provision has been the traditional means in most countries
to encourage post-compulsory education. At the upper-secondary level, the general
academic stream is predominantly funded by government in most countries, while
vocationally-oriented programmes are often privately funded. At the tertiary level,
the average subsidy rate ranges from 50 per cent or less in Japan, Korea and the
United States to close to 100 per cent in some European countries, such as Austria,
Denmark, Iceland, the Netherlands and Switzerland.

The theoretical or minimum length of study periods is another policy variable
that influences the financial rewards from human capital accumulation. Thus, very
long study periods will tend to discourage investment in education unless they are
associated with equivalent extra gains in productive capacity, and hence earnings
potential. Standard upper-secondary education programmes in most OECD countries
last for two or three years, and the proportion of students that extend their studies
beyond this theoretical length is small. The theoretical length of first-degree tertiary
education programmes varies from three to five or more years across OECD coun-
tries. Countries with relatively short first-degree programmes include France and the
United Kingdom, while long programmes are standard in Germany and Austria.

Most OECD countries have also sought to support educational activity by offer-
ing financial assistance to individuals during their tertiary studies. Indeed, in the
absence of government intervention investment in human capital is difficult to
finance for persons without other collateral. As documented in Bldndal et al. (2001),
student loan and grant arrangements differ significantly across countries in terms of
the extent of income and asset testing of both students and their parents, the amount
of financial assistance, and the interest rate and repayment schedules of loans.
Indeed, the maximum annual loan and grant entitlement in Japan, the United
Kingdom and the Netherlandsis close to a half of the opportunity costs of lost earnings
plus fees while it ranges from atenth to a third in the other countries. Similarly, the
implied subsidy rate® varies significantly across the ten countries reviewed. It is over
20 per cent in the Netherlands, Germany, Denmark and the United Kingdom, falling
to around 10 per cent or less in Japan and France.

A progressive income tax system will work to discourage education activity asit
implies atax on human capital. By taxing the earnings of the better-educated at a

7. High youth unemployment may also provide a strong incentive for young people to continue their stud-
ies beyond the compul sory school-leaving age, as this will tend to reduce the opportunity cost of such
activity. Theincreasing number of youths participating (and staying longer) in education in the 1990sin
several countriesisthus partly a natural response to the weak state of the youth labour market.

8. SeeBlondal et al. (2001) for cross-country comparisons.

9. Thesubsidy rate is calculated as the net present value (NPV) of the grants and maximum loans avail-
able during study periods as a proportion of the NPV of the overall cost involved with the studies
(i.e. lost earnings and tuition fees). See Blondal et al. (2001) for detailed analysis.
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higher rate than applied to the earnings of the less-educated, the post-tax earnings dif-
ferential is narrowed and the gains from human capital investment lowered. Among the
ten countries reviewed, the gap between the average tax rate on the earnings of upper-
secondary and tertiary graduates is particularly large in the United States due to the
large earnings differential. By contrast, earned income of lower, upper-secondary and
university-educated workers are taxed at asimilar marginal rate in Japan.

Internal rates of return to education

The overall financial incentives to invest in human capital that are embedded in  The private internal rate of

the labour market benefits, financing and tax arrangements discussed above can be return to post-compulsory
summarised in estimates of private real internal rates of return (Table V.1). Theinter-  education...
nal rate is the discount rate that equalises the real costs of education during the
period of study to the real gains from education thereafter (see Blondal et al. (2001)
for detailed methodological issues). In its comprehensive form, the costs equal
tuition fees, foregone earnings net of taxes adjusted for the probability of being in
employment minus the resources made available to students in the form of grants and
loans. The benefits are the gains in post-tax earnings adjusted for higher employment
probability minus the repayment, if any, of public support during the period of study.
The calculations assume that the student is in full-time education and has no work
activity, and hence no earnings while studying.’® Moreover, as the probability of
course drop-out has not been taken into account, the reported internal rates are condi-
tional on successful completion of the relevant education programmes.

The estimated private real interna rates of return to upper-secondary and univer- ... isgenerally high...
sity education differ significantly across the countries listed in Table V.1. They are gen-
eraly higher than the real interest rate or the rate of return on other productive assets,
suggesting that human capital investment is an attractive way for the average person to
build up wealth.'* For tertiary studies, three groups of countries can be identified
depending on the estimated values of the “comprehensive” internal rate. Firstly, with
its very high rewards from tertiary education, the United Kingdom is in a group of its
own. Second, the United States, France, Denmark, the Netherlands and Sweden are
characterised by relatively high internal rates of return, ranging from 11 to 15 per cent.
Third, in the remaining countries rates are below 10 per cent, with the lowest rates
recorded for Italy and Japan. For upper-secondary education, the internal rate is calcu-
lated to exceed 10 per cent in al countries listed in Table V.1 with the exceptions of
Japan, the Netherlands, Sweden and Germany (women).*?

As can be seen from Table V.1, earnings differentials and the length of educa- ... primarily due to earnings
tion are generally the prime determinants of the private internal rates of return. Thus, differentials and length of
countries with strong overall incentives to invest in human capital are typically char-  education...
acterised by high education-earnings differentials and/or relatively short education

10. The calculated rates of return are likely to be biased upwards as unemployment and retirement benefits
are not taken into account. However, Brunello (2001) suggests that the inclusion of the unemployment
risk may exaggerate the impact of unemployment on the financia reward of education because unem-
ployment may have more detrimental effects on subsequent earnings of those with higher education.

11. The existence of non-economic benefits would reinforce this argument as, if quantified, they would
raise further the calculated rates of return.

12. Reflecting somewhat different data sources and methodology, these estimates differ in some cases
from earlier OECD estimates of internal rates of return (OECD, 1997 and 1998). The estimates
reported in Table V.1 are broadly in line with the results of empirical studiesthat derive rates of return
from earnings regressions using micro data (e.g. Card, 1999 and 2000; O’ Donoghue, 1999; and
Barceinas-Paredes et al., 2000).
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TableV.1. Privateinternal rates of return to education, 1999-2000

Per cent
A.Men
légtg Japan Germany France Italy? Klfnnéé%dm Canada Denmark '\l‘;'jfsg Sweden Ur;v\\l/gggzed

Tertiary education
Return based on pre-tax earnings

and the length of studies

(narrow rate) 18.9 8.0 7.1 133 6.7 18.1 84 7.9 117 94 11.4°
Impact of (in percentage points)

Taxes 23 -0.3 -15 -1.6 . 21 -05 -04 2.0 -15 -13

Unemployment risk 0.9 0.9 11 24 0.5 1.6 13 11 0.0 12 11

Tuition fees 4.7 2.0 -0.3 -11 -0.7 2.7 2.3 -0.1 -0.6 -0.7 -15

Public student support 21 13 2.7 13 0.0 36 18 52 29 3.0 24
Comprehensive rate 14.9 7.9 9.1 14.3 6.5 185 8.7 13.7 12.1 114 11.7
Upper-secondary education
Return based on pre-tax earnings

and the length of studies

(narrow rate) 14.4 44 10.0 75 9.5¢ 12.4 11.9 113 6.9 39 9.2¢
Impact of (in percentage points)

Taxes -09 -0.2 21 -1.0 . -15 -1.6 22 -0.2 -06 -11

Unemployment risk 29 2.6 29 7.0 17 42 36 22 12 31 31
Comprehensive rate 16.4 6.8 10.8 135 11.2 15.1 13.6 11.3 7.9 6.4 11.3

B. Women
%g{g Japan Germany France KliJr?QI]:j%jm Canada  Denmark '\llgggg{ Sweden Ur;\\/lvg ggéed

Tertiary education
Return based on pre-tax earnings

and the length of studies

(narrow rate) 18.8 8.0 7.0 121 16.4 10.6 6.0 9.4 74 10.6
Impact of (in percentage points)

Taxes 2.0 -0.2 -1.6 -1.7 23 -1.3 -1.1 -1.0 -0.7 -13

Unemployment risk 14 0.5 0.6 4.8 13 12 0.7 0.7 1.6 14

Tuition fees -6.0 24 -0.6 -1.7 -25 -29 -01 -0.7 -0.8 20

Public student support 2.7 13 3.0 1.9 32 24 5.6 41 33 31
Comprehensive rate 14.7 7.2 84 154 16.1 9.9 111 125 10.8 11.8
Upper-secondary education
Return based on pre-tax earnings

and the length of studies

(narrow rate) 10.6 6.6 6.1 10.5 . 10.8 8.3 7.9 . 8.7
Impact of (in percentage points)

Taxes -13 -0.2 -17 -0.7 . -1.2 -14 -1.6 . -1.2

Unemployment risk 25 30 2.6 8.1 . 31 3.6 21 . 3.6
Comprehensiverate 11.8 9.4 7.0 17.9 . 12.7 10.5 8.4 . 111

Note: Therates of return to tertiary education are calculated by comparing the benefits and costs with those of upper-secondary education. In the case of rates of return
to upper-secondary education, the calculation compares the benefits and costs with those of lower-secondary education. In Sweden, the theoretical length of stan-
dard tertiary courses is used in the calculations rather than the average theoretical length of different programmes. Moreover, earnings differentials for women
between upper and lower-secondary levels are not large enough to permit a positive rate-of-return calculation. In the United Kingdom, data on earnings of women
up to age 30 with lower-secondary education were not available. In Italy, reliable data on earnings for women were not available.

a) 1998.

b) 1997.

c) Excluding Italy.

d) Post-tax earnings.

Source:  Blondal et al. (2001).

programmes, and vice versa. The influence of other factors (elaborated below) does,
however, generate notable exceptions to this general pattern. Thus, despite narrow
wage differentials and long study periods, Denmark and, to a lesser extent, Sweden
offer comparatively strong incentives to acquire university education. And France
has strong incentives for young people to invest in upper-secondary education
despite relatively small wage gains compared to the length of such education.
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The contributions of the other factors can be evaluated by adding them succes- ... but other factors also play
sively to the estimate of the “narrow” rate derived from only pre-tax earningsand arole
study length:23

— Taxes reduce the narrow rate by 1% percentage point on average for tertiary
education and 1 percentage point for upper-secondary education. At the ter-
tiary level, the impact of taxes is particularly strong in the United Kingdom
and the United States. At the upper-secondary level, the depressing effect of
the tax system is most notable in Germany, while it is the smallest in Japan.

— Unemployment risk increases the internal rate of return notably for upper-
secondary education, with the effect averaging 3Yz percentage points in the
countries under review.* In France, it adds as much as 7 to 8 percentage
points to the interna rate of return at the upper-secondary level. For tertiary
education, the differential unemployment risks have much less effect on the
rates of return, adding on average 1 to 1Yz percentage point for men and
women, respectively.

— Tuition fees have a particularly important negative impact on rates of return
to tertiary education in the United States, and, to alesser extent, in the United
Kingdom and Canada. In the continental European countries, the impact is
significantly smaller due to the much lower level of tuition fees.

— Public student grant and loan arrangements at the tertiary level give asignif-
icant boost to incentives, averaging 2%2to 3 percentage points, compared with
rates of returns excluding such support. The impact is particularly strong in
Denmark, and, to a lesser extent, in the Netherlands and Sweden, while it is
weak in Japan and France, and absent in Italy.

The benefits to society of additiona education should be assessed on the basis The social rate of return
of socid rates of return which reflect the costs and benefits to society of investment isalso high
in education, and these can differ significantly from private costs and benefits. The
social cost includes the opportunity cost of people not participating in the production
of output plus the full cost of providing education rather than only the cost borne by
the individual. The social benefit includes the increased economy-wide productivity
associated with the investment in education. While data on social costs are available
for most OECD countries, information about the full range of socia benefitsisless
readily available. For example, the possibility of growth externalities associated with
education suggests that the observed earnings differentials might not fully account
for the economy-wide efficiency gains, even if such externalities may be relatively
smaller at the post-compulsory level of education. Indeed, arecent OECD study on
the determinants of economic growth suggests that such positive externalities may be
important.'®> On the other hand, some studies suggest that a (small) part of the wage
premium received by better educated individuals is due to the fact that educational
attainments signal their inherent abilities to employers, rather than their higher pro-
ductivity arising from investment in human capital.’s

13. Thisimpliesthat the impact of the other factors is conditional on the earnings gains and the length of
education.

14. The inclusion of unemployment benefits in the rate-of-return caculation would lower the impact of
the unemployment risk. As replacement rates move towards 100 per cent, the impact of the unem-
ployment risk would go to zero.

15. See Bassanini and Scarpetta (2001).

16. Thesignalling role of education is analysed in Bedard (2001) for the United States and in Harmon and
Walker (2001) for the United Kingdom.
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I nternal rates of return can be
interpreted in different ways

In view of the difficulty in constructing comprehensive social rates of return,
Table V.2 presents estimates of a“narrow” definition that abstracts from any external-
ity effects and assumes that all wage gains from education represent associated gainsin
productivity (likewise, the calculations do not take into account non-economic bene-
fits, see Blondal et al. (2001) for detailed methodological issues). On this basis, the
socia internal rates of return are generally significantly lower than the private internal
rates of return in Table V.1, primarily reflecting that the social cost of education is
higher than the private cost. Even so, social internal rates of return are typicaly well
above 5 per cent in real termsfor both upper-secondary and tertiary education, suggest-
ing that investment in education may often be a productive use of public funds. The
estimates suggest that the social internal rate of return is particularly high at both the
upper-secondary and tertiary levelsin the United States and the United Kingdom,
whileit is the lowest in Japan at both of these education levels. In France, it is small for
upper-secondary education but comparatively high at the tertiary level.

The private and social internal rates of return reported above are generally well
above therea interest rate and the rate of return on other productive assets. This may
partly reflect that the calculations ignore educational failure but even correcting for
this, rates of return are likely to remain high. One interpretation is that the high rates
indicate a disequilibrium in the market for educated workers, with shortages of bet-
ter-educated workers driving up their earnings. This might imply a temporary situa
tion, where super-normal returns to education would subsequently generate enough
supply response to push the rates down into line with returns available on other pro-
ductive assets — though this adjustment might take a long time.'” While temporary

TableV.2. Narrow estimatesof social ratesof return
to education, 1999-2000

Per cent

Upper-secondary education Tertiary education

Men Women Men Women
United States 13.2 9.6 13.7 12.3
Japan 5.0 6.4 6.7 57
Germany 10.2 6.0 6.5 6.9
France 9.6 10.6 13.2 13.1
Italy? 8.4 .. 9.7 ..
United Kingdom® 12.9 . 15.2 136
Canada® .. .. 6.8 7.9
Denmark 9.3 8.7 6.3 4.3
Netherlands 6.2 7.8 10.0 6.3
Sweden? 5.2 .. 75 57

Note: These calculations relate to a narrow definition of the social rate of return which exclude any possible positive
external effects due to education.The rates of return to tertiary education is cal culated by comparing the benefits
and costs with those of upper-secondary education. In the case of the rates of return to upper-secondary educa
tion, the calculation is done by comparing the benefits and costs with those of lower-secondary education.

a) InItaly, reliable data on earnings for women were not available.

b) In the United Kingdom, data on earnings of women up to age 30 with lower-secondary education were not available.

¢) In Canada, no data are available on expenditure per student at the upper-secondary level.

d) In Sweden, earnings differential for women between upper and lower-secondary levels are not large enough to per-

mit a positive rate of return calculation.

Sources and Methods: see Blondal et al. (2001).

17. The speed of adjustment would importantly depend on the capacity of the education and training sys-
tem to respond to the derived increase in demand and the capacity of the labour market to absorb the
changing relative supplies of labour.
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disequilibrium may account for some of the apparent “excess’ returns, part of the
super-normal returns may aso reflect an equilibrium situation. This second interpre-
tation would be relevant if the marginal rates of return are significantly lower than
the average rates and thus closer to marginal rates on alternative productive assets.'
The marginal rate would indeed be lower than the average rate if the students at the
margin are of lower ability and less motivated than the average students, and thus
unlikely to be able to command the average wage premium in the labour market. On
this interpretation, the high internal rates of return would partly reflect economic
rents on a scarce resource, namely individual ability and motivation.

On either of the two interpretations, the authorities could enhance incentives for
investment in education, for example, if it were to be possible to reduce the standard
length of education programmes without compromising their quality and if they were
to increase the generosity of student financial support. On the other hand, stronger
incentives may not elicit a large supply response if there is a serious shortage of
young people with the abilities and motivation required to profit from continued edu-
cation. In this case, it might be more appropriate to improve the average abilities of
young individuals through interventions at pre-schooling ages and in compul sory
schooling, with studies indicating that cognitive abilities can be developed into
teenage years.

education and training

Incentives for older adultsto pursue formal education
programmes

The costs and benefits for older adults to participate in formal education pro-
grammes will differ from those for young people in important ways:

— The opportunity costs of foregone earnings will be significantly higher for
older adults if education requires time out of work. Indeed, earnings tend to
rise with age even if the progression isweaker for the lower educated than for
the higher educated.’® Thisrising cost as adult workers age acts as a disincen-
tive for them to invest in additional human capital.

— The eventual return in the form of higher earnings from formal education or
training at older ages may be subject to considerable uncertainty. Making use
of enhanced human capital may often require switching to another employer,
in which case wage premia due to seniority or employer-specific skills will
be lost and thus cancel part of the expected gains due to more education and
training per se.

18. High private internal rates of return would also be compatible with equilibrium if individuals apply a
high discount rate to future gains. Indeed, some studies on time preferences of individuals report very
high discount rates, see e.g. Alessie and Kapteyn (2001).

19. For example, a 40-year-old male with upper-secondary education earns from around 50 per cent (in
Sweden) to around 90 per cent (in the United States) more than his counterpart in his early twenties.

Adult education: incentivesfor post-compulsory

The incentives to pursue
education diminish asa

function of age
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— Adult workerswill often not have the same access to public financial support
astheir younger counterparts. In some countries, such as Germany, thereis an
age limit for entitlements to standard student grants and loans. In other coun-
tries, the means testing of such support on students’ assets is likely to limit
the availability of any support to adult students.

The shorter remaining length of the working life for adult workers also implies a
compression of the period to amortise the investment costs associated with such
programmes. Pursuing long formal education programmes would tend to reduce
even further the period in which the benefits from such investment can be enjoyed.
Even if such education contributes to an extension of the period until retirement,
the short remaining working life is likely to be a greater disincentive for human
capital acquisition with age, and can eventually eliminate all financial gains from
such investment.

To illustrate the combined impact of the various individual effects discussed
above on incentives facing mature adults, Table V.3 presents stylised interna rates of
return to standard first-degree university education for a male starting studies at the
ages of 40, 45 and 50.% The table shows clearly that under prevailing policies private
incentives to increase human capital diminish with age. By the age of 40 the internal
rate of return to tertiary education is considerably lower on average than that shown
in Table V.1 for young men undertaking such studies as a part of their initial educa-
tion (excluding student support). The drop in returns accelerates after the age of 40,
therate falling by 10 percentage points on average in the ten years up to the age of 50.
Indeed, on the assumptions used for the calculations, by the age of 50 only the
United States and the United Kingdom offer a positive rate of return to tertiary edu-
cation. Adult participation in formal education would be stimulated if programmes
could be designed in a way that reduces the high opportunity cost for older workers
to participate, e.g. through greater use of intensive or modular courses, or if benefits
could be increased, e.g. through longer working lives.

TableV.3. Privateinternal ratesof return
to tertiary education for older adults (men)

Per cent

Age 40 Age45 Age50
United States 8.9 6.7 35
Japan 0.9 -3.0 -10.5
Germany -15 -9.7 -23.0
France 7.3 1.9 -11.4
Italy 0.4 —4.1 -21.6
United Kingdom 111 8.8 55
Canada 1.0 -3.0 -10.5
Sweden 3.9 0.6 -75

Note: Theinternal rates of return to tertiary education are cal culated by comparing the benefits and costs with those of
upper-secondary education.
Sources and Methods: see Blondal et al. (2001).

20. All the calculations assume that the wage premia at the end of study are identical to those received by
ayoung male finishing his degree as a part of initial education, and that they evolve over timein line
with those for a young graduate. The length of study is assumed to be identica to that for young per-
sons, and adult students are assumed to have no public grants or loans.
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Incentives for employerstoinvest in training

The principal incentive for firmsto spend on training is that such activity may Employer-sponsored training

increase profits. Training will increase profits if it results in sizeable productivity — appearsto increase profits
gains and if the productivity gains are not fully appropriated by the trained workers  while also inducing
in the form of higher wages. The wage response may depend on the nature of the higher wages
training in guestion. On the one hand, training in firm-specific skills is unlikely to
result in higher wages as the acquired skills are not readily exportable to other firms.
On the other hand, training in general skills raises the risk of the productivity gains
being appropriated by the trained workers as their value to other employers has risen
and the resultant threat of “poaching” may force the employer who sponsored the
training to increase wages. However, even if training involves the acquisition of gen-
era aswell as firm-specific skills, as often appears to be the case, there are various
mechanisms that can reduce the risk of “poaching” and introduce an element of cost-
sharing between firm and worker. The relationship between firm-sponsored training
and profits can thus only be determined on the basis of empirical anaysis.

The evidence available suggests that training tends to increase productivity,
wages and profits. For example, a recent study based on UK data suggests that a
5 percentage point increase in training incidence could lead to an increase in the
level of labour productivity by 4 per cent (see Dearden et al., 2000).2* An OECD
(1999) econometric study that controls for a wide range of individuals characteris-
tics hasidentified the important influence of training on wage determination in many
countries, confirming results obtained in national studies.?? The few studies that |ook
at the impact of training on productivity and wages jointly suggest that training has
strong positive effects on profits.?® To the extent that these studies are representative,
their findings suggest that employer-sponsored training is profitable and that
employers have an incentive to offer training to their employees.

However, concerns about a chronic lack of supply of enterprise training have Many countries have policies
prompted governments to intervene in the training market. Such interventions have aimed at increasing
included requirements that employers spend a certain proportion of their wage bill on  enterprise training
training and giving employees the right to training:

— Mandatory spending on training. In France, companies with ten or more
employees have to spend a minimum of 1% per cent of their wage bill on
training, or pay a corresponding levy. Most of the programmes target the
already well-educated, and workers in large enterprise have a higher access
rate to training then workers in small and medium-sized enterprise. Korea
and Australia both had similar training levies in place in the 1990s, but they
have now been abolished. An assessment of the levy in Australia suggested
that it had increased spending on training, but, as seems to have been the case
in Korea, had not been effective in stimulating such activity in small and

21. Other studies finding significant impacts of training on firm productivity include Holzer et al. (1993)
for the United States, De Koning (1994) for the Netherlands, Alba-Ramirez (1994) for Spain, and
Barrett and O’ Connell (1998) for Ireland.

22. The OECD study detected a robust “genuine” wage premium related to company training in
Australia, Canada, Germany and Britain, but such training effects on wages were not found in France
and Italy. Nationa studies reviewed in OECD (1999) are in line with these findings.

23. Thus, Barron et al. (1989) show that a 10 per cent increase in training in US companies is associated
with a 3 per cent increase in labour productivity and only a 1% per cent increase in wages. Also,
Dearden et al. (2000) find that a 1 percentage point increase in the incidence of training in the United
Kingdom implies afall in unit labour costs of ¥2 percentage point.
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medium-sized enterprises that preferred to pay the levy rather than spend on
training. Asin France, the Australian levy also left the distribution of training
across different categories of workers relatively unchanged, as most of the
training went to higher educated and more skilled workers, as it does in the
absence of alevy.

— Employees’ rights to be trained. France, Belgium and Denmark grant work-
ersaright to paid training leave under certain conditions. This option puts the
onus on the individual, rather than the firm, to choose to be trained, and to
choose the type of training. In France, beneficiaries of the programme must
have an indefinite work contract, thereby excluding temporary workers,
whilein Belgium the scheme is restricted to full-time workers.

Reflecting the limited evaluation available of these schemes, it is uncertain to what
extent such measures have been successful in increasing gainful adult training for
individuals and society.

Equity in post-compulsory education

The element of choiceraises
particular equity issuesin
post-compulsory education

In the compulsory phase of education, participation is by definition near-universal,
and equity issues arise over the extent to which such participation realises the
potential of all, regardless of social background or circumstances (see Box V.1). In
post-compulsory education, the equity issues arise in quite different form because of
the extent of individual variation in participation. Two such issues addressed below

Box V.1. Thedimensions of educational equity

The central goa of education and training is to ensure that
all individuals develop to their full potentia. A realisation of
this goal would not remove differences between individuals in
educational achievement and the associated benefits. It would
not necessarily mean access for al to the same educational and
training experiences but would imply access to skill develop-
ment that would enable each individual to develop his or her
full potential. In practice, it will often be unclear whether dif-
ferences in educational outcomes reflect variation in “full
potential” or differentially effective provisions.

Consideration of equity in education must address outcomes
aswell as access. The question to be addressed is not whether
outcomes vary but whether they do to an extent that is unreason-
able and whether the distributions of outcomes are equivalent in
groups between which it is not reasonable to expect differences.
For example, it is generally accepted in OECD countries that no
factors (genetic, social or cultural) should automatically con-
strain female educational achievement to adifferent leve or dis-
tribution from that of men and many countries have increased
female achievement to match or go beyond that of males.

Socio-economic equity raises different issues. General
cognitive abilities are significantly heritable, and these
genetic effects are sustained throughout life (McLearn et al .,
1997). To the extent that innate abilities determine the educa-
tional attainment and socio-economic level of parents, and
are geneticaly linked to the capacities of their children, suc-
cessin one generation will be correlated with that of the next.
However, the evidence suggests that socio-economic privi-
lege confers many direct benefits, both through a home cul-
ture which tends to reinforce the goals of formal education
and through the capacity to fund access to education in pri-
vate schools and post-compul sory education (Dearden, 1998;
McPherson and Schapiro, 2000).

Particularly in the post-compulsory phase, systems of edu-
cational finance also have an impact on outcomes by virtue
of how they distribute the costs of human capita investment
between different parties. Overall outcomes for any individ-
ual depend not only on the benefits of educational attain-
ment, but also on how much of the cost of that education fals
on the individuals who benefit or their families.
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are: i) the extent to which the expansion of post-compulsory education has enhanced
equality of opportunities to access; and ii) the distribution of costs and benefits of
public spending on post-compul sory education.

Expansion of post-compulsory education and the equality
of opportunity

Over the past 30 years both participation and attainment rates in post-compulsory  Despite the expansion of
education have increased rapidly. Thus, on average in OECD countries, nearly three  post-compulsory education...
quarters of the younger cohort aged 25-34 have completed upper-secondary educa-
tion, and one quarter have completed tertiary education. Conversely, among those
currently aged 55-64, under half have completed the upper-secondary phase of edu-
cation, and only one in seven has completed tertiary education. Much of the progress
is attributable to women catching up with men — the attainment levels of younger
men and women aged 25-34 are now very similar.

However, evidence from a number of countries, including the United States, the ... educational attainment
United Kingdom and France, suggests that the minority of young people who fail to  remains linked to parental
compl ete upper-secondary education tends to come from less affluent backgrounds.?*  achievements...

Moreover, the participation of young peoplein tertiary education is highly correlated
with the educational attainment of their parents (Figure V.3). In many countries,

FigureV.3. Theinfluence of parental education on tertiary participation in 1994-95

Participation rate in tertiary education for those aged 18-24
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Note: Overall participation rates cannot be inferred from this figure since the reported participation rates refer only to those aged 18-24.

Sources: EURY DICE (1997), Key Data on Education in the European Union, 1997 European Communities, Luxembourg; US Bureau of the Census (1995), Social and
Economic Characteristics of the Population: School Enrolment, October 1994, Current Population Reports, Series P-20, Table 17. National surveysin Denmark, Finland
and Sweden.

24. InFrancein the late 1990s, 62 per cent of the 15-year-olds coming from the poorest two deciles of families
have had to repeat at least one year in school compared with 17 per cent from the richest two deciles
(INSEE, 2000). In the United Statesin 1999, over three-quarters of high-school drop-outs came from fami-
lieswith below median income, and only 8 per cent from the highest family income quartile (Nationa Cen-
ter for Education Statistics, 2000). In the United Kingdom in the late 1990s, young people from households
headed by a professional and managerial worker were twice aslikely to remain in full-time education at 18
as those from households headed by an unskilled manua worker (UK Department for Education and
Employment, 2000). The links between childhood experiences and educational attainment are analysed in
Gregg and Machin (2001) for Britain and in Buichel et al. (2001) for Germany.
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... and to school influence

Financing arrangements for
post-compulsory education
areregressive

those whose parents have completed some tertiary education are about twice as likely
to participate in tertiary education as those whose parents lack upper-secondary educa
tion qualifications. These differences are unlikely to reflect purely hereditary influ-
ences. New research (OECD, 2001d) shows that in the compulsory phase of
education, the relationship between socio-economic backgrounds and educational
achievement varies in strength across OECD countries which again may be reflected
at the post-compulsory level.

Schoal influence is another major, though not independent, determinant of par-
ticipation at post-compulsory level. In most countries tertiary education requires
prior qualifications — generally at upper-secondary level — so that attainment in the
compulsory phase of education, as much as anything which occurs subsequently, is a
key to tertiary participation. Therefore, the expansion of capacity at the tertiary level
will not in itself have much impact on these factors. The challenge to public policy of
delivering equality of opportunity in tertiary education is sizeable, and falls not only
on the system for tertiary education itself, but also on support for children and their
families, reaching back to pre-schooling and into compulsory and upper-secondary
schooling.

Thedistribution of the costs and benefits of public
post-compulsory education spending

Financing arrangements for public funding of post-compulsory education
appear to be regressive.?® University graduates, typically from favoured back-
grounds and with high income prospects, receive large government subsidies with
some social returns attached to them. However, those terminating studies after the
end of compulsory schooling do not benefit from such subsidies. Indeed, it can be
estimated that, on average in OECD countries, individuals with tertiary qualifica-
tions receive a gross transfer from public funds of about $50 000, taking into
account the public financing of tuition as well as student grants and loans.?® Indi-
viduals in an intermediate group whose highest qualification is upper-secondary
— about half the cohort — receive atransfer from public funds of about $18 000.
The worst-off group — those who drop out of school at the compulsory school-leav-
ing age — do not obtain such transfers.2’ However, in the context of a progressive
tax system, such regressiveness may merely act to limit the net transfer of
resources from the richer to the poorer segments of society that is embedded in the
overall tax-transfer system.

25. This regressive nature of the financing of post-compulsory education would be accentuated if an
account were to be taken of non-economic benefits associated with education.

26. In OECD countries, the average tuition cost of a tertiary qualification is $35 000, with 80 per cent
coming from public funds. In addition, student grants and loans represent about 17 per cent of total
government expenditure on tertiary education. The net result is a transfer from public funds to the
graduate of about $35 000. On the premise that schooling is compulsory up to the 16th birthday, and
upper-secondary education typically lasts until age 18, it can be assumed that a tertiary graduate has
also benefited from three years of upper-secondary education, with the average transfer of public
funds estimated at $6 000 per year — yielding a separate transfer of about $18 000. The total subsidy
to tertiary graduates is therefore about $50 000. See OECD (2001c) for more details.

27. The regressive nature of funding arrangements in tertiary education has been recognised for many
years. For an early analysis, see Hansen and Weisbrod (1969).
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If public funding for tertiary education were to be cut to reduce this regressive
transfer from public funds, there would be arisk that participation in such education
might fall. However, the limited direct experience of changes in public funding
arrangements suggests that the impact on student numbersis likely to be relatively
small:

— Inthe United Kingdom, the replacement of grants by loans and the introduc-
tion of tuition fees in the 1990s had no obvious effect on participation rates
(UCAS, 2000).

— In New Zealand, the replacement of grants by aloan system in 1992 had no
marked observable effect on the growth rate of participation in tertiary educa
tion (New Zealand Ministry of Education, 2001).

— In Australia, according to one study, the introduction of tuition fees in 1989
reduced applications by school leavers by 14 per cent below what they would
otherwise have been, but did not affect application rates by older applicants
(Andrew, 1997). However, another study suggested that tuition fees have had
no discernible negative effects on student enrolment (Vossensteyn and
Canton, 2001).

Asfor possible adverse effects on particular groups, policy has sought to mini-
mise such negative effects on access by students from disadvantaged backgrounds.?®
In many cases, loan and fee regimes have been introduced with elements of
means-testing, and loan arrangements are often structured so that the lifetime repay-
ments are lower for graduates with lower incomes and/or do not begin until graduate
incomes exceed a set threshold in the future. Experience to date suggests limited
effects on access by disadvantaged groups:

— Inthe United Kingdom, the replacement of grants by loans and the introduc-
tion of tuition fees has left the social class mix of entrants to universities
unchanged, and the proportion of ethnic minority entrants and women
slightly higher than before (UCAS, 2000). The take-up of student loans has
been approximately equal across students from more and less affluent back-
grounds.

— In New Zeaand, despite the introduction of aloan scheme in 1992 and sub-
stantial fee increases, Maori and Pacific Island groups increased their partici-
pation rates substantially (by 24 per cent and 28 per cent, respectively,
between 1994 and 1998) (New Zeaand Ministry of Education, 1999).

— In 1974, Australia abolished tuition fees and introduced income support
measures for all students in an attempt to widen access. A number of stud-
ies have shown that the socio-economic mix of studentsin universities was
little changed as a result (Committee on Higher Education Funding, 1998).
Nor did the socio-economic mix of students change following the
re-introduction of tuition fees in 1989 based on an income contingent loan,
or following the more recent increase and differentiation in fees (Vossen-
steyn and Canton, 2001).

28. To the extent that potential students from disadvantaged backgrounds have less information about
the net lifetime gains of education or that they are particularly adverse to going into debt, an
increase in fees, even if accompanied by greater loan availability, could depress their participation
in higher education.

Participation in tertiary
education does not appear to
fall with higher tuition fees
when accompanied by greater
availability of student loans...
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... and such policies may
advance equity objectives
without compromising
efficiency goals

The limited evidence reviewed above suggests that the simultaneous increase in
tuition fees and an expansion of student loan arrangements might advance equity
obj ectives without compromising efficiency goals. An increase in tuition fees would
reduce the regressive nature of financial arrangements in post-compulsory education,
while the greater availability of student loans would act to offset the impact of
increased private costs on enrolment. At the same time, easier access to student
loans, even without a subsidy element, may be particularly important for young peo-
ple from disadvantaged backgrounds, improving opportunities for al individuals to
develop to their full potential.
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VI. THE CROSS-MARKET EFFECTS

OF PRODUCT AND LABOUR MARKET POLICIES

Introduction and summary?

OECD countries have pursued product and labour market reforms over the past
two decades to increase employment and enhance productive efficiency. For example,
countries have adjusted their employment protection and minimum wage legislation,
reformed their benefits systems and modified their tax policies with the aim of reduc-
ing unemployment and stimulating labour force participation.? Moreover, many OECD
countries haveinitiated pro-competitive regulatory reforms of product markets, leading
to positive effects on productivity and consumer welfare.® However, little attention has
been paid to the potential impact of product market regulations on labour market out-
comes or of labour market policies and ingtitutions on product market performance.

This chapter reports on recent OECD empirical analysis aimed at shedding
some light on the potential long-run cross-market effects of policy reforms in prod-
uct and labour markets.* Focusing on anti-competitive product market regulations in
potentially competitive markets (such as legal barriers to entry, price controls, state
ownership, administrative burdens and trade and investment barriers), the first sec-
tion presents quantitative assessments of the impact of regulatory reforms on
employment, employment insecurity and earnings inequality. The following section
examines the effects of selected labour market policies and institutions on innovation
performance and industry structure.

The main message of the chapter is that there are significant cross-market
effects of product market regulations and labour market policies and institutions.
This has several policy implications:

— The reduction of barriers to trade and competition in potentially competitive
product markets can be a complement to labour market reforms aimed at
increasing long-run employment levels of OECD countries.

1. This chapter is based on a study prepared by the Economics Department and the Directorate for Edu-
cation, Employment, Labour and Social Affairs.

2. See Chapter IV “Labour market performance and the OECD jobs strategy” in OECD (1999),
Chapter V11 “Recent labour-market performance and structural reforms” in OECD (2000a), and the
Editoria “Rewarding work” as well as Chapter 1V “Eligibility criteria for unemployment benefits’ in
OECD, (2000c).

3. See OECD Report on Regulatory Reform I-11 (OECD, 1997), Chapter |V “Regulatory reform in net-
work industries: past experience and current issues” in OECD (2000a) and Chapter IV “Links
between policy and growth: cross-country evidence’ in OECD (2000b).

4. The study employed cross-section and pooled cross-section time-series regressions to analyse long-
term cross-market effects, and made extensive use of the OECD regulatory database (see Nicoletti et
al., 1999). A more extensive presentation of the analysis and a discussion of methodological issues
are contained in Nicoletti et al. (2001).

Product and labour market
reforms are likely to have
significant cross-market

effects

Increased product market
competition can raise overall
employment ratesin the long

run...
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... while leaving employment — At the same time, preliminary evidence suggests that these long-run employ-
security largely unaffected ment gains do not come at the expense of greater long-run inequality in
labour markets or greater insecurity about employment prospects, as proxied
by several measures of job turnover and average job tenure. Neverthel ess, the
impact of regulation on job security appears to differ across different groups
of workers and the adjustment costs can be significant for some displaced
workers. This points to the need to accompany product market reforms with
appropriate |abour market policies.

Reforms of job protection may — Depending on the industrial-relations regime, arelaxation of hiring and firing
stimulate innovative activity... restrictions seems to be either positive or approximately neutral with respect
to its effect on innovative activity in individual economic sectors.

... and encourage — In addition, the potential growth effects of labour market reforms (easing of
specialisation in R&D intensive employment protection, reducing the administrative extension of collective
industries agreements and lowering tax wedges) are likely to be reinforced since they

increase specialisation in R&D intensive industries.

Product market regulation and labour market performance

Theimpact of product market regulations on employment

Product market regulations The intensity of product market regulations is negatively correlated with
influence employment levels  employment rates in the non-agricultural business sector across Member countries
among countries  (Figure V1.1), pointing to negative influences on labour demand from the output-
restraining effects of product-market regulations (See Blanchard, 2000 and

Nickell, 1999). Thus, relatively more permissive product market regulations in

Australia, the United Kingdom and the United States have been accompanied by a

relatively high employment rate in the business sector. By contrast, relatively

Figure VI.1. Employment rate and product market regulation,1 1998
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1. Employment rate in the non-agricultural business sector and indicator of stringency of product market regulation (varying between 0 and 6 from least to most restrictive).
Source : OECD.
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stringent state control, barriers to entrepreneurship, and/or barriers to foreign trade and
investment in France, Greece, Italy and Norway have coincided with a comparatively
low share of the working-age population being employed in the busi ness sector.

Empirical estimates confirm the importance of product market regulations for
employment performance (Table V1.1) (Nicoletti and Scarpetta, 2001), even if differ-
ences in labour market policy settings appear to account for the major part of the
cross-country difference in employment rates that can be explained.® Differences in
product market regulation may on average account for just over 1 percentage point
of the cross-country differences in business non-agricultural employment rates from
the OECD average over the 1982-98 period. This is equivalent to half of the devia-
tion that can be attributed to the tax wedge (2% percentage points) and a third of the
deviation that can be explained by employment protection legislation (EPL) and ben-
efit policies (3% percentage points).

In some countries the effect of product market regulations is estimated to be par-
ticularly strong. For instance, in Italy, where on average employment rates have been

TableVI.1. Accountingfor differencesin employment rates
across OECD countries

Percentage deviations from OECD average®

Contribution from :

EPL and Product

Tax

benefit market Other® Total

policies wedge regulation
Australia 41 5.0 1.0 0.9 1.1
Austria -01 -1.6 -0.2 23.0 211
Belgium -25 -33 -0.7 -1.8 -83
Canada 49 26 1.6 -13 7.7
Denmark -30 -3.0 -0.6 9.7 3.0
Finland -0.6 -1.8 -0.2 -04 -30
France -2.3 2.2 -14 —4.6 -10.5
Germany 2.7 -1.3 0.0 17.7 13.7
Greece -13 0.3 -2.0 -22.8 -25.8
Ireland 38 19 -14 -22.7 -184
Italy 2.2 -15 -19 0.7 -5.0
Japan 15 23 0.4 26.0 30.2
Netherlands -38 -3.6 -0.8 10 -7.2
New Zealand 3.6 29 1.8 -12.7 —4.4
Norway -29 -05 0.4 2.1 -5.0
Portugal —4.6 20 -15 -1.6 -5.7
Spain -38 0.5 -0.1 -12.7 -16.1
Sweden 22 -3.6 0.8 10.1 50
United Kingdom 6.4 24 22 -39 7.1
United States 8.0 31 29 -39 10.2

a) Based on parameter estimates from pooled cross-country/time-series regressions covering 20 OECD countries over
the period 1982-1998.

b) Includes effects of bargaining systems, unionisation, output gaps and other unexplained factors (country-specific
effects and residuals).

Source:  OECD.

5. Those labour market policy variables and product market regulations included in the analysis explain
only 40 per cent of the variation in employment rates across countries; the remaining 60 per cent of
the variation is due to labour market institutions, output gaps and unexplained factors.
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Product market liberalisation
has fostered employment in the
past two decades...

.. and thereis still significant
potential to increase
employment via regulatory

reforms

Percentage point change
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FigureV1.2. The contribution of product market liberalisation

5 percentage points below the mean of OECD countries, anti-competitive product mar-
ket regulations may account for about one third of this gap.® Also, comparatively strin-
gent regulations may reduce employment rates in France, Greece, Ireland and Portugal
by 1% to 2 percentage points. Conversely, in the United Kingdom and the United
States, low levels of product market regulations explain about 1% to 2%2 percentage
points of their better-than-average employment rate performance (respectively 7 and
10 percentage points greater than the mean of the OECD countries).

Over the past two decades, regulatory reforms have played a significant rolein
increasing employment in the OECD area (Figure V1.2), particularly where pro-
competition policy developments have been extensive. Product market reformsin
New Zealand and the United Kingdom are estimated to have added around
2Y5 percentage points to their employment rate in the non-agricultural business sector
over the 1978-98 period. On the other hand, countries where regulatory reform has
made more modest progress have experienced correspondingly smaller employment
gains, with Greece, Italy and Spain adding only around %2 to 1 percentage point to
their employment rate via such reforms.

There is still considerable scope for most Member countries to expand employ-
ment via regulatory reforms in the product market. As an illustrative gauge of this
unused potential, the OECD has assessed the employment consequences if countries
were to align their overal regulatory stance in product markets to that of the United
States. This would involve a fundamental overhaul of the extent of state control, of
barriers to entrepreneurship and of constraints on external trade and investment in

to changesin the employment ratel
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1. The figure reports the estimated impact on the employment rate in the non-agricultural business sector of pro-competitive regulatory reform in 7 non-manufacturing
industries (gas, electricity, post, telecommunications, passenger air transport, railways and road freight).
Depending on the industry, changes in the following dimensions have been considered: barriers to entry, public ownership, market structure, vertica integration and price
controls (see Nicoletti and Scarpetta, 2001, for full regression results).

Source: OECD.

6. Regulatory reforms that occurred in Italy after 1998 (see OECD, 2001, for details) are not taken into
account in these calculations.
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countries with relatively stringent regulations, but these countries would also experi-
ence the greatest employment gains. Thus, in the long run, some southern European
countries and Ireland might gain as much as 2 to 2% percentage points in their
employment rate compared with 1998. Smaller, but still noticeable, employment
gains could be obtained in countries with less regul ated product markets.

Product market regulations and rent sharing

One of the channels through which anti-competitive product market regulations There are sizeable industry-
negatively influence employment levels is the sharing of rents between workersand  specific wage premia...
firmsin the form of higher wages. Indeed, such rent sharing is one major reason for
wages differing greatly across industries in OECD countries, even after controlling
for different worker characteristics.” The cross-industry structure of wage premiais
also remarkably similar across countries:® capital-intensive industries, such as petro-
leum, chemicals and energy, typicaly pay very high wages, while labour-intensive
industries, such as apparel, leather, and hotels and restaurants, generally pay low
wages. As a result, aworker moving from the low-wage industries to the high-wage
chemical industry could experience wage gains of around 30 per cent on average.

Thereisapositive relationship between the degree of product market regulationand ... that are partly related to
industry wage premia (Table V1.2).° In manufacturing, trade barriers are on average esti-  industry-specific regulations
mated to raise wages by 4 to 5 per cent. In services and utilities, regulatory restrictionsto  restraining competition
competition (where competitive devel opments would in fact be possible) are on average
estimated to increase wages by 5 to 6 per cent compared with a benchmark where such

TableVI1.2. Average effect of product market regulation
on wage premia®

Estimated effect on

hourly wages®
(per cent)
Manufacturing industries
Trade barriers 43
of which: Tariff barriers 32
Non-tariff barriers 11
Non-manufacturing industries
Overall regulation® 5.6

a) Based on estimations covering a sample of 33 manufacturing and non-manufacturing industries across 12 OECD
countries.

b) Estimated difference in wages between industries with an average level of regulatory restrictions to competition and
industries where such restrictions do not exist.

c) Depending on the industry the following dimensions have been included in the regulatory indicator : barriers to
entry, public ownership, market structure, vertical integration and price controls.

Source:  OECD.

7. For instance, at the two-digit industry disaggregation, standard deviations of estimated industry wage
premia (once controls have been made for workers' and firms' characteristics) range from 8 per cent
in Sweden to 16 per cent in the United Kingdom and Canada.

8. Correlations of national wage premia by sector with the those of the United States range from 0.35 (in
Denmark) to 0.90 (in Canada) with the median correlation being 0.70.

9. See Jean and Nicoletti (2001) for detailed regression results.

© OECD 2001



178 - OECD Economic Outlook 70

Product market regulatory
reform could increase job
insecurity...

... but mainly for workers
previously employed in highly
regulated industries...

...anditisuncertain to what
extent product market
liberalisation is associated with
greater earningsinequality

restrictions do not exist. In services and utilities, however, the relationship between wage
premia and regul ation appears to be hump-shaped.'® Wage premia seem to be lower in
sectors where state control and legal monopolies were, until recently, very pervasive
(such asin eectricity, gas, water, post and air transport) as compared with sectors with an
intermediate level of regulation. This pattern could imply that regulation in these indus-
tries has been successful in preventing rent formation and rent-sharing, but is more likely
to reflect regulatory failures involving low-productivity traps'* and/or the existence of
non-pecuniary rentsthat are not reflected in wages.?

Product market regulations. impact on job security and
incomeinequality

Although there is no a priori reason to expect negative outcomes in the long
run, the perception that efficiency-oriented regulatory reforms may result in
increased job insecurity and income inequality contributes to resistance to such poli-
cies. Liberalisation tends to increase the sensitivity of employment to market condi-
tions, increasing the probability of individuals losing their job, and therefore
damping the perceptions of job security. Furthermore, in industries dominated by
state-owned enterprises and restrictions to entry, greater job security may be bar-
gained against lower wages. Under these circumstances, product market liberalisa
tion may entail important changes in workers' employment conditions, including a
marked increase in the probability of being laid-off.

However, job security (i.e. in respect of the present job) is only one dimension
of employment security. Employed workers are also likely to care about the ease of
finding a new job in the case of being laid off, which in turn is closely related to the
length of the average unemployment spell. Pro-competition regulatory reform, by
increasing the number of firms and employment in the long run, is likely to reduce
the time it takes to find a new job, thus lowering the costs for displaced workers.
Data on the incidence of job losses resulting in long-term unemployment can be used
to assess the combined effects of the higher risk of lay-offs and the lower cost of dis-
placement. OECD empirical work, using such data for 13 non-manufacturing indus-
triesin 13 OECD countries, indicates that reducing anti-competition product market
regulations increases the incidence of job losses resulting in long-term unemploy-
ment only in traditionally heavily regulated industries.'®

Regulatory reform in the product market might aso have an impact on earnings
inegquality. Increased competitive pressures may lead to adecline in workers' bargain-
ing power or more decentralised wage bargaining that, in turn, could result in greater
wage dispersion.* Similarly, the positive effect of regulatory reform on productivity
may tend to increase wage dispersion to the extent that technological change is

10. Jean and Nicoletti (2001).

11. Efficiency lossesin regulated industries involve lower productivity of workers and consequently may
entail lower wages.

12. Non-pecuniary rents can take the form of business practices that induce firms to operate below the
efficiency frontier while increasing the utility of workers and managers (e.g. labour hoarding leading
to greater job stability and less demanding work schedules).

13. SeeNicoletti et al. (2001).

14. See Blau and Kahn (1996) for evidence supporting the relationship between decentraisation and
wage dispersion.
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skill-biased. However, these effects may be compensated by reductions of rents,
including the part that employees may be able to capture in the form of non-competitive
wage premia. Furthermore, since product market liberalisation boosts long-run
employment levels, at least one component of the labour force (those previously unem-
ployed or not even in the labour force) would benefit from it.> Empirical work by the
OECD suggests that, once the direct effect of labour market policies and institutionsis
controlled for, there does not seem to be a significant effect of product market regula
tion on wage inequality. Similarly, product-market regulation did not appear signifi-
cantly to affect the share of workers with low-paid jobs or the rate of working poor.*8

L abour market policiesand product market outcomes

A well-performing product market is characterised by high rates of (multi-factor) Innovationsplay a key rolein

productivity growth. Innovations appear to play an important role in this growth the growth process

process,'” with the degree of product market regulation influencing the strength of

innovation activity.'® This section assesses to what extent labour market policies and

institutions influence the creation of new products and processes through their

impact on research and development (R& D) spending. In addition, it examines the

implications of these labour-market factors on the size distribution of firms, though it

is still unclear how firm size influences innovative activity and the growth process.

Labour market policies and innovation activity

There is no simple relationship between labour market policies and industry  Theimpact of labour market
R&D spending. OECD anaysis based on a sample of 18 manufacturing industriesin  policies on industry R& D
18 OECD countries over the 1993-97 period has been unable to find any significant spending ...
impact of the level of unemployment benefits or the tax wedge on the intensity of
R&D expenditure undertaken by the business sector at the industry level. Thiswould
seem to cast doubt on the conjecture that high taxes and benefits limit the avail ability
of qualified manpower for innovation-intensive activities. For example, it would
indicate that high benefits, and the associated strong bargaining power, have not
increased the ability of insiders to appropriate profits that result from innovation.

On the other hand, the role of EPL appears to be ambiguous, affecting innova- ... appearsto depend crucially
tions in some types of industries only under certain industrial relation arrange- on the prevailing industrial
ments.2® In particular, there is some evidence® that strict employment protection relation ...
legislation could reduce R&D spending in high-technology industries when the
indugtrid relations system is characterised by low or intermediate levels of co-ordination.

Thus, the combination of comparatively strict statutory employment protection rules

15. Regulatory reform may also affect income distribution viaits impact on the prices consumers pay for
different goods and services. The large share of services provided by utilities (usually among the most
regulated industries) in the consumption basket of lower income people suggests that this group may
benefit more from price reductions induced by regulatory reform than people with higher incomes.

16. See Nicoletti et al. (2001).

17. See Chapter IV “Links between policy and growth: cross-country evidence” in OECD (2000b).

18. Across countries the number of patents per capita is positively correlated with the degree of protec-
tion of intellectual property rights and negatively correlated with the overall indicator of the strictness
of anti-competition regulation, see Bassanini and Ernst (2001).

19. The system of industrid relations of a country can be defined by the set of bargaining ingtitutions, business
associations, and code of conduct among firms, prevailing in that country (see e.g. Carlin and Soskice, 1990).

20. See Bassanini and Ernst (2001) for detailed regression results.
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... with co-ordinated
arrangements being able to
offset any negative effects on
R& D spending

and uncoordinated industrial relations in France, Portugal and Spain may significantly
depress R& D spending in their high-technology industries, with adverse effects on
overall R&D intensity (Table V1.3). By contrast, the relatively high levels of
employment protection in Germany, Greece and Italy may have much less impact,
thanks to the co-ordination among the social partners.

This strikingly different impact of strict EPL suggests that co-ordinated systems
can offset the induced high labour adjustment costs. Taking advantage of new oppor-
tunities in high-technology sectors will generally require significant labour re-allocation,
with innovating firms typically recruiting skilled workers on the job market. If the
cost of such labour adjustment is increased through employment protection provi-
sions, the result will be lower profits from innovation and hence lower R& D spend-
ing. However, such effects may be offset through industrial relations arrangements.
For example, the compression of wages across different skill categories which typi-
cally accompanies highly co-ordinated industrial relation systems tends to favour the
emergence of internal labour markets. Thus, employers are more willing to train
existing employees to meet firms' skill needs than to hire new workers.?* Thisinternal
adjustment is not subject to the statutory employment protection applicable to external

TableVI1.3. Estimated effects of relaxing employment
protection on R& D intensity

Estimated changein R& D intensity of aligning EPL
to that of the United States®

er centage points
Industrial relations context P gep )

High-technology L ow-technology Total
industries® industries industries
High coordination
Austria . 0.4 0.2
Denmark . 0.2 0.1
Germany . 0.5 0.3
Greece . 0.6 0.3
Ireland . 0.1 0.1
Italy . 0.6 0.4
Japan . 0.4 0.3
Norway . 0.4 0.3
Netherlands . 0.4 0.2
Low and inter mediate coor dination

Belgium 5.7 0.8 2.2
Canada 1.3 0.2 0.5
Finland 5.8 0.8 2.3
France 8.7 1.2 3.4
Portugal 10.7 14 4.2
Spain 9.1 11 3.6
Sweden 6.7 0.9 2.6
United Kingdom 0.9 0.1 0.4
United States 0.0 0.0 0.0

a) Estimated change in R&D intensity of aligning employment protection legidation to that of the United States,
based on cross-section regression analysis on a sample of 18 OECD counties and 18 manufacturing industries.

b) Estimates for countries with a high level of coordination of industrial relations are not statistically significant.

Source:  OECD.

21. Firms have incentives to pay for training when wages are compressed over the skill dimension, so that
they can regp the difference between the marginal productivity of skilled workers and their earnings, and
when the rigidity of the wage structure inhibits the possibility for firms to poach each others’ skilled
workforce. Both these conditions tend to be true in co-ordinated industrial relation systems. Employ-
ment protection may also add to these factors insofar it increases the ties between workers and employ-
ersand tendsto decrease the quality of those in the unemployment pool (Acemoglu and Pischke, 1999).
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adjustment, and thus weakens any negative effect of hiring and firing restrictions on
innovation.

Labour market policies may not only affect innovative activities in individual  Labour market policies may
sectors but also the sectoral composition of economies. Table V1.4 provides some have implicationsfor the share
suggestive evidence of the importance of labour market policies for the share of  of innovative industriesin
R&D-intensive industries in total industrial output. In particular, thereis asignificant  the economy
negative correlation between specialisation in R&D-intensive industries and the tax
wedge, the coverage of collective agreements and the stringency of employment pro-
tection. These correlations might reflect that tax pressure, statutory employment pro-
tection and the scope of collective agreements could affect the pace of reallocation of
resources among industries characterised by different rates of technological change.

Hence, countries where taxation and labour market arrangements are less burden-
some for innovative firms may have a comparative advantage in seizing opportuni-
tiesin high-tech industries.

TableVI1.4. Labour market policies
and specialisation in R&D intensive industries

Cross-country correlation coefficients®

Tax wedge -0.43*
Unemployment benefits -0.13
Coverage of collective agreements -0.65**
Employment protection legislation -0.47*

a) Cross-country correlations between the component of manufacturing R&D intensity that is due to industry compo-
sition and selected |abour market policies (see Nicoletti et al., 2001, for full details on the decomposition of R&D
intensity in within-sector and industry composition components).

*, ** denote significance at the 5% and 1% level, respectively.

Source:  OECD.

L abour market policy and the size distribution of firms

Significant differences can be seen in firm sizes across countries (Figure V1.3).  Labour market policies tend
Although product market regulation is by far the most important institutional deter- to reduce the average size
minant of firm size, some labour market policies seem to have a significant effect.??  of firm
More specifically, administrative extension of collective agreements?® is found to
have a robust positive impact on the average size of firms within a sector, especially
in manufacturing. This could reflect the fact that such extension may be more con-
straining for small firms that are often less unionised than larger firms. Conversely,
strict employment protection legislation appears to encourage smaller firm size, at
least in some industries.?* Thisis likely to mirror the fact that small employers are

22. Industry composition does not affect significantly the firm size patterns across OECD countries
(Figure V1.3). Therefore, the empirical analysis focused on the determinants of firm size within each
industry in a sample of 18 OECD countries and 30 manufacturing and non-manufacturing industries.
The analysis is based on cross-country regressions with R&D intensity being explained by market
size in addition to product and labour market variables.

23. Administrative extension occurs when collective agreements are made legally binding for employers
and employees that are not parties to the settlement.

24. A one point increase in the indicator of employment protection (about one fourth of the variation
across OECD countries) is estimated to reduce, on average, the share of firms with more
than 50 employees by 5 percentage points in manufacturing and 3 percentage points outside
manufacturing.
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FigureV1.3. The employment share of large firmsl in manufacturing, 19962
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1. Average employment share of firms with more than 50 employees (firms with less than 10 employees are excluded from the denominator).
2. 1994: Netherlands and Spain; 1995: Japan, Korea, New Zealand, Portugal and Switzerland; 1997: Czech Republic.

Source: OECD.

Conclusion

sometimes in a position to avoid many of the costs associated with strict EPL. In
many countries there are size thresholds for the application of such provisions. Even
when statutory employment protection rules apply, labour is typically less organised
in small production units and collective dismissals (which are usually much more
costly than individual ones) are less likely to occur.

However, where economies of scale are important, the size of firmsis likely to
be more determined by technological factors rather than by labour market institu-
tions. In empirical work carried out by the OECD the impact of employment protec-
tion is not statistically significant in utilities, telecommunications, financial
intermediation and air transport, industries where scale economies are widespread.?

Summing up, the empirical evidence reviewed in this paper suggests that prod-
uct and labour market policies have important cross-market effects. Regulatory
reforms in product markets can raise employment rates, and labour market reforms
may enhance innovative activity and hence output growth. To make policies more
efficient and to avoid unwanted side effects, such cross-market influences should be
kept in mind when |abour and product market reforms are designed.

25. See Nicoletti et al. (2001).
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VIil. AGRICULTURAL POLICY REFORM:
THE NEED FOR FURTHER PROGRESS

I ntroduction

Agricultural policies pursue a number of objectives, including inter alia, pro-
viding adeguate food supplies, at reasonable price levels, supporting farm household
incomes, contributing to rural community well-being, and ensuring environmental
sustainability as well as other societal goals. This chapter! reviews recent progress in
policy reform, assesses the economic costs and effectiveness of agricultural policies
and describes their effects. Notwithstanding recent progress, agricultural policies
have not been particularly effective in achieving some of their economic objectives,
despite being rather costly to consumers and taxpayers. Moreover, they have
side-effects on trade, the environment and developing countries.

Agricultural policies pursue

several objectives

Progressin policy reform

Governments in most OECD countries have traditionally pursued a wide range
of policies to support farm income and ensure adeguate food supplies. Production-
linked incentives, operating largely on farm commodity prices, have been comple-
mented, or partly replaced, by income support measures. Import tariffs and quotas,
export subsidies and specia trade-access arrangements between countries have aso
been widely used. More recently, policy measures have been taken to pursue aims
related to environmental quality, food safety and the welfare of animals; these mea-
sures have often consisted of a continuation of existing production-linked measures,
with conditions attached, such as environmental compliance or input constraints. A
number of OECD countries attach great importance to these and other “non-trade
concerns’. In OECD analysis, such concerns are encompassed in aconcept known as
“multifunctionality” (Box VI11.1).

Some progress in reforming agricultural support policies has been achieved,
especialy in the early and mid-1990s. For the OECD as a whole, the level of sup-
port, as measured by the Producer Support Estimate (PSE), dropped by more than

1. This chapter has been written jointly by the Economics Department and the Directorate for Food,
Agriculture and Fisheries. It draws on the substantive work conducted in the latter Directorate —in
particular the Monitoring and Evaluation 2001 Report (OECD, 2001a), of which Part | (including the
Executive Summary) was approved for publication by the OECD Committee for Agriculture and the
Trade Committee whereas Part |1 was published under the responsibility of the Secretary General.
The present chapter is not based on consensus reached in OECD committees.

Government inter
agriculturehasa

vention in
long history

Notwithstanding some reform

progress...
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The notion of agriculture as a “multifunctional” sector
although widely invoked, is not always well defined and
therefore prone to different interpretations. In particular,
there are widely differing views as to its policy implica-
tions. Some countries believe that production-linked sup-
port and border measures are necessary in order to maintain
or increase the multifunctional character of agriculture and
that it should be taken into account in the multilateral trade
process. Another group of countries promotes targeted pro-
duction-neutral measures. A further group rejects any role
for production or trade related policy instruments and is
sceptical of the inclusion of multifunctionality in multilat-
eral trade negotiations. In an attempt to overcome these
problems the OECD has elaborated a common terminol ogy,
identified the key policy issues at stake and developed a

Box VII.1. The“multifunctionality” of agriculture

framework to help countries design their domestic policies,
including those compatible with further trade liberalisation.
From this analysis multifunctionality emerges as a charac-
teristic of the agricultural production process whereby agri-
cultural commodities and certain other “outputs’ related to
environment, culture, rural development, food security or
other societal goals, are joint products. Whether and which
policy intervention is justified depends on this jointness
—its nature and strength, on whether there are market fail-
ures and on the extent to which the “outputs” in question
are public goods. This framework should enable govern-
ments to weigh the potential benefits of of different policy
options against their direct and indirect costs thus narrow-
ing differences between countries concerning policy reform
strategies and on-going trade liberalisation efforts.

Figure VII.1. Total OECD producer support estimate

20 per cent between 1991 and 1997 (Figure VI1.1). Furthermore, in the six years to
1997, there was some move away from the more distorting market price support and
payments based on output to budgetary payments less linked to production
(Figure VI11.2). This also implied that the burden of support for agricultural policies,
by moving from prices to public budgets, was becoming more transparent. However,
since 1997, for the OECD as a whole no magjor progress has been made in reducing
the share of market price support and payments based on output, and the level of sup-
port has increased. An important reason for this increase has been the fall in com-
modity prices on the world market. This has led to an increase in the level of price
support to the extent that domestic prices were not reduced at the same rate. For
example, in 1997 the average price received by OECD farmers was 29 per cent
above the world price.? By 1999, the difference had increased to 44 per cent.
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Il Producer Support Estimate (PSE) in billion US$ (left scale)
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Sources: OECD (2001a), PSE/CSE database 2001.

2. Asmeasured by the Producer Nomina Protection Coefficient, an indicator of the nominal rate of pro-
tection to producers measuring the ratio between the average price received by producers (at farm
gate), including payments per tonne of output, and the border price (measured at the farm gate level).
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—— Figure VI1.2. Composition of total OECD producer support estimate ——
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Source: OECD PSE/CSE database 2001.

The level of support to agriculture in OECD countries is not only high, but also ... support levelsremain high
very unequal across commaodities and countries. While support for rice, sugar and and vary between commaodities
milk remains above 50 per cent of gross farm receipts, payments to wool, eggs and and countries
poultry farmers are significantly lower (Figure V11.3). Asfor the geographical distri-
bution of support, the European Union, Japan and the United States account for
around four-fifths of the total. Measured as a per cent of the value of gross farm
receipts however, support is greatest in Switzerland, Norway, Korea, Iceland and
Japan (Figure V11.4). Among the high-support countries, the European Union and
other European countries have made the most progress in moving away from the
more distorting types of support since the mid-1980s.

Figure VI1.3. Producer support estimate by commodityl
OECD average as a percentage of value of gross farm receipts
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Sources: OECD (2001a), OECD PSE/CSE Database, 2001.

© OECD 2001



188 - OECD Economic Outlook 70

Per cent of value of gross farm receipts

80

70

60

8

8

N
o

=
o

0

I Of which market price support and payments based on output

mELm: EEE

FigureVII.4. OECD producer support estimate by countryl
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1. Countries are ranked according to 1998-2000 levels.

2. For the Czech Republic, Hungary and Poland, 1986-88 is replaced by 1991-93.
3. For 1986-88, the Czech Republic, Hungary and Poland are excluded.

Source: OECD PSE/CSE database 2001.

Problems with market access

remain

Disciplines on domestic support

have reduced distortions

New policy initiatives are likely
to lead to a reduction in export

subsidies

A magjor factor shaping policy reform was the Uruguay Round of multilateral
trade negotiations, concluded in 1994 (Box VI1.2). However, notwithstanding its
achievements in establishing disciplines on the agricultural sector, the overall effects
of the Uruguay Round in terms of levels of protection and trade in agricultural prod-
ucts have been limited (OECD, 2001j). Import penetration in food products remains
considerably below that of other sectors (Coppel and Durand, 1999), and agricultural
tariff rates considerably higher than tariffs on manufactures (OECD, 2002)
(Table VI11.1).3 Agricultural tariff schedules also tend to be more complicated, with
many specific or complex rates, as well as many “mega-tariffs’ exceeding 100 per
cent for the more “sensitive” products.

Uruguay Round disciplines had a stronger impact on the composition of domes-
tic support in OECD countries than on its overall level, which has been more influ-
enced by changes in commodity prices. Indeed, as a result of the domestic support
disciplines arising from Uruguay Round Agreement on Agriculture, the share of the
most distorting form of support (classified as “amber” box and subject to reduction
commitments) fell from 70 to 40 per cent of total between 1986-88 and 1995-98, as
countries have increasingly used support that falls either into the “green box” (least
trade distorting) or the “blue box” (intermediate) category (Figure VI1.5).

The new disciplines on agricultural export subsidies have spurred few policy
changes in its first few years, since cuts were required from a relatively high base
(OECD, 2000j).# In more recent years, export subsidy commitments have gradually

3. Recent estimates suggest that agricultural tariff rates average around 60 per cent in the OECD area, as
compared to only 4 per cent for manufactures (Gibson et al., 2001).

4. Export subsidy levels in the base period, from which reductions were calculated, were abnormally
high. This created the paradoxical situation whereby distortions caused by export subsidies could, for
some countries and commodities, have increased relative to the period immediately prior to Uruguay
Round implementation. The value of subsidised exports from OECD countries declined by 7 per cent
between 1995 and 1998, but this was mostly a result of strong commaodity prices. Indeed, for some
commodities, the share of notified subsidised exports in total exports has increased substantially dur-
ing that period. Several countries have actually overshot annual export subsidy commitments, making
use of carry-over provisions of the Uruguay Round Agreement.
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become more binding, as allowances have declined (as scheduled) and world com-
modity prices have weakened. This has led to a number of policy initiatives designed
specifically to meet Uruguay Round commitments, including the European Union’s
“Agenda 2000” reforms. These initiatives are likely to translate into a reduction in
export subsidies in the next few years.

Tariffs were bound and subject to reduction commitments.

Non-tariff barriers were converted to tariffs that were
also bound and subject to reduction commitments
through a process called “ tariffication” . Tariff rate quo-
tas (two-tier tariff regimes with different tariffs for in-
quota and out-of-quota imports) were established to pro-
vide minimum and current access for products that pre-
viously were protected by non-tariff barriers. Developed
and developing countries agreed to reduce their average
tariff by 36 and 24 per cent respectively.

Export subsidies on agricultural products were for the
first time subject to disciplines. Developed and develop-
ing countries agreed to reduce subsidised export vol-
umes by 24 and 16 per cent respectively and value by 36
and 24 per cent respectively. Regarding other export
competition measures, countries undertook to continue
negotiations towards an Agreement to govern the use of
officially supported export creditsin agriculture.

Box VII.2. Key resultsof the Uruguay Round Agreement on Agriculture

The Uruguay Round Agreement on Agriculture was an
important step towards bringing agricultural markets under
similar disciplines as other traded sectors. It was imple-
mented by developed countries between 1995 and 2000, with
developing countries having an additional 4 years. The
Agreement imposed disciplines on trade distorting policies:

— Domestic support policies were disciplined according to

three broad categories based on their potential to distort
trade. Developed countries agreed to reduce expenditures
on trade-distorting domestic policies by 20 per cent, while
developing countries agreed to a 13.3 per cent reduction.
Expenditures on domestic programmes with minimal
trade-distortion effects, those in the so-cdled “green box”,
are not subject to reduction commitments. Production-
linked support under production limiting programmes is
aso exempted from the reduction commitmentsif they sat-
isfy certain criteria (“blue box™). Moreover, domestic sup-
port is also exempted from reduction commitmentsiif it is
less than 5 per cent (10 per cent for developing countries)
of thevaue of production (“deminimis’).

A new Agreement on the Application of Sanitary and
Phytosanitary Measures was signed. It requires that
measures to protect animal or plant life and health
should have scientific justification and encourages
countries to base them on international standards, guide-
lines and recommendations. When international stan-
dards do not exist or there is a preference for higher
standards, countries should apply measures based on
science or risk assessment, in order to avoid arbitrary or
unjustified discrimination.

—— TableVII.1. Averagetariff in 2000 by in-, out- and non-quota products* ——

Out-of-quota

In-quota Per cent Non-quota
Coarse grains 100 218 76
Wheat 73 184 84
Rice 15 198 54
Sugar 16 127 m
Beef 36 167 54
Pig meat 56 180 69
Poultry 39 172 49
Sheep meat 31 153 14
Butter 48 370 50
Cheese 32 121 26
Skim milk powder 48 192 92
Whole milk powder 80 261 112
Whey powder 38 546 129

a) In-quotarefers to the tariff applied on imports within a tariff-rate quota; Out-of-quota refers to the tariff applied on
imports in excess of the tariff-rate quota volume; and non-quota refers to the tariff applied to goods for which there
is no set quota.

Source:  OECD (2001a), OECD calculations based on the Agriculture Market Access Database.
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Agricultural support policies
arerather costly...

The cost and effectiveness of agricultural policies

—— Figure VI1.5. Composition of domestic support, 1986-88 and 1995-98 ——
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Source: OECD (2001b).

Agricultural support policies remain quite costly. Looked at from the price side,
support policies, and border measures in particular, have resulted in higher farm-gate
prices, with consumers of agricultural products in the 1998-2000 period paying
prices 46 per cent higher than in the world market (on average and across all com-
modities and OECD countries). Consumers in Japan, Korea, Norway and Switzerland
paid on average more than twice the world price.® This cost bears most heavily on
persons with low earnings, who generally spend a higher share of their incomes on
food. Looked at from the angle of agricultura producers, support, including direct
income support, has on average amounted to $258 billion a year between 1998
and 2000.5 In the same period, total support to the sector, as measured by the total
support estimate (TSE), which also includes support for general services to agricul-
ture, amounted to $341 billion equivalent to 1.3 per cent of total OECD GDP
(Table VI1.2).” This cost of agricultural policies should be seen in the perspective of
the small and declining share of the sector in economic activity in most OECD coun-
tries, although this share is much higher than the OECD average in some countries,
like Korea, Mexico, Poland and Turkey, as well as in most of the non-OECD area.®

5. As measured by the Consumer Nominal Protection Coefficient, which is an indicator of the nominal
rate of protection at the consumer level measuring the ratio between the average price paid by consumers
(at the farm gate) and the border price (measured at a comparable level).

6. Asmeasured by the Producer Support Estimate (PSE). See definition in Table V11.2.

7. On average, between 1998 and 2000, about 55 per cent of total support cost has been borne directly
by consumers and the rest by public budgets.

8. In the late 1990s, agriculture represented on average about 7 per cent of employment, less than 4 per
cent of GDP and less than 7 per cent of merchandise exports in the OECD area. On the other hand, agri-
culture accounts for between 10 and 12 per cent of GDP and merchandise exports of middle-income
developing countries and as much as 25 to 30 per cent in the case of least developed countries.
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TableVII.2. OECD: Estimates of support to agriculture
(US$ billion)
1986-88 1998-2000 1998 1999 2000p
Producer Support Estimate (PSE)? 236.4 257.6 253.7 273.6 2455
Market price support 1824 170.2 170.1 182.1 1584
Payments based on output 12.0 15.6 121 17.7 17.1
Payments based on area planted/anima numbers 15.6 29.3 30.6 29.4 278
Payments based on historical entitlements 0.5 12,6 10.6 135 13.6
Payments based on input use 20.1 21.3 21.8 224 19.6
Payments based on input constraints 31 6.3 6.5 6.3 6.2
Payments based on overall farming income 23 25 23 25 2.7
General Services Support Estimate (GSSE)® 41.6 57.1 58.9 57.0 55.5
Research and development 4.0 5.2 5.6 5.2 4.8
Agricultural schools 0.7 14 14 14 14
Inspection services 11 17 17 17 17
Infrastructure 12.6 18.3 20.4 175 17.2
Marketing and promotion 134 234 230 24.0 231
Public stockholding 7.7 33 34 33 32
Consumer Support Estimate (CSE)® -166.9 -158.4 -156.5 -171.7 -147.1
Transfers to producers from consumers -184.9 -168.4 -168.7 -181.8 -154.6
Other transfers from consumers -14.3 -19.4 -18.9 -19.7 -19.6
Transfers to consumers from taxpayers 204 25.8 26.5 254 25.6
Excess feed cost 11.8 35 47 45 15
Total Support Estimate (T SE)¢ 298.5 340.5 339.1 355.9 326.6
Transfers from consumers 199.2 187.8 187.6 201.6 174.2
Transfers from taxpayers 113.6 172.1 170.3 174.1 172.0
Budgets revenues -14.3 -19.4 -18.9 -19.7 -19.6
Memorandum items:
Total value of production (at farm gate) 559.2 651.0 668.3 653.1 631.6
Total value of consumption (at farm gate) 528.5 598.0 605.4 600.2 588.3

a) The PSE is an indicator of the monetary value of gross transfers from consumers and public budgets to agricultural producers, measured at the farm-gate level,
arising from policy measures that support agriculture. 1t includes market price support and payments based on different criteria.

b) The GSSE measures gross transfers to services provided collectively to agriculture, for example research, marketing and infrastructure.

¢) TheCSEisanindicator of the annual monetary value of grosstransfersto (from) customers of agricultural commodities, measured at the farm-gate (first consumer) level arising
from policy measureswhich support agriculture. It includes transfers to (from) consumer from (to) producers and the public budget.

d) The TSE isan indicator of the monetary value of all gross transfers from consumers and public budgets arising from policy measures that support the agriculture
sector, net of the associated budgetary receipts. When expressed as a percentage of GDP (per cent TSE), it gives an indication of the burden this overall support
represents for the economy. The TSE comprises the PSE, the GSSE and part of the CSE (that related to budgetary transfers to the consumers of food products).

Source:  OECD (2001a), PSE/CSE database 2001.

Beyond the direct observable cost, agricultural support policies pursued in OECD
countries have caused distortions in the allocation of resources. Higher domestic
prices have given incentives to retain more resources — land, labour and capital — in
agriculture than would have been the case if farmers had faced world market prices
—which some countries believe is justified on socia grounds.

In spite of the cost and the distortions they create, agricultural support policies
in OECD countries are relatively inefficient in raising farm income, often a major
objective. Production-linked support is largely capitalised into land (or other fixed
asset) values, and has hindered structural adjustment and increased the costs of pro-
duction and the cost of entry to new farmers. Indeed, price support measures, which
currently account for over 70 per cent of support to producers, are rather inefficient
in transferring income to farmers. It is estimated that the transfer efficiency of price
support is around 25 per cent, meaning that $4 of price support only raises farm
incomes by $1 (OECD, 1995a, 1995b and 1996). Indeed, while the policy objective
of raising average farm household incomes to levels comparable to those in the rest
of the economy has been achieved in many OECD countries, it is questionable

... and not very efficient
in supporting farm income

© OECD 2001
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Policies have affected
international trade...

Side-effects of agricultural policies

whether thisis a result of support policies. Farm households have diversified their
sources of income and consequently in many countries farm revenue is not the main
source of household income.® Finally, contrary to the popular view of agricultural
policy providing support for the small family farm, in a number of countries it
mostly benefits the larger farmers, often the most prosperous ones (Figure V11.6).
Thisisbecause most policy measures are still strongly linked to production.

Agricultural support policies have had spill-over effects internationally, leading
to heightened trade tensions. Trade barriers have restricted imports, while the subsi-
dised exports of production surpluses distorted competition in world markets, driving
down world commodity prices.l? It is estimated that a 10 per cent reduction in sup-
port levels by OECD countries would lead to an average increase of 2.2 per cent in
theinternational price of crops, benefiting exporting countries (OECD, 2001b).1 It is

9. On a broad definition of farm households, farm income ranges from 4 per cent of total household
income in the United States to 65 per cent in Australia. On a narrower definition, it ranges from 24 per
cent in Sweden to 86 per cent in Germany. See OECD (1995c¢, 1998, 2000a, 2000b, 2001b and 2001c).

10. From being a beef and cereals importer in the 1970s, the European Union became the largest beef
exporter and second largest cereal exporter by the 1980s. In the United States, high producer support
prices acting as floor prices for cereals aso expanded government stocks. In both cases, exports have
been subsidised. The US commodity Credit Corporation provides loans to “participating farmers pro-
ducing programme crops”. The amount of the loan is calculated based on a crop price fixed ex-ante,
which in practice acts as afloor price guarantee, since farmers have the choice to reimburse the loan
or surrender the crop.

11. The OECD Policy Evaluation Matrix model has been used to estimate the impacts of a 10 per cent
reduction in the support rates of the different categories of support to crop producersin six OECD
countries and regions. Results indicate an estimated increase in the real incomes of the countries
involved of $2.6 billion, or 1.7 per cent of initial farm revenues. It would also lead to an increase in
the international price of agricultural commodities of 2.2 per cent. The Policy Evaluation Matrix
(PEM) model isa partia equilibrium trade model for crops (wheat, coarse grains, oilseeds and rice)
with a detailed representation of inputs and outputs market in six OECD countries: United States,
Canada, Mexico, European Union (as a single country), Switzerland and Japan. It also has a specific
modelling of most PSE categories of support.
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true that some net food importers benefit from buying subsidised food, but these
gains need to be set against the losses that have resulted from having local produc-
tion systems undermined by the disposal of OECD-country surpluses (OECD, 2001d
and 2001e). Despite recent reforms, agricultural policiesin OECD countries con-
tinue to depress world prices, with domestic OECD producers remaining heavily
insulated from international market signals (OECD, 2001b).

Asamagjor user of natural resources, accounting for around 40 per cent of total ... and have had an impact
OECD land use and 45 per cent of water use (over 60 per cent in nine countries), on the environment
agriculture has a major influence on the environment. Although agricultural activity
has contributed to providing environmental services, such as flood control, the nega-
tive impact of agriculture on the environment has generally predominated, to which
government intervention has contributed. Policies, where they have encouraged pro-
duction-enhancing farm practices, have increased production at the intensive and
extensive margins, often accentuating overuse and pollution of water, soil erosion,
and loss of wildlife, habitats and landscape features. The demand for water from
agriculture has been increasing in many OECD countries, as the price of water paid
by farmers is often substantially lower than that paid by industrial and household
users. Agriculture is an important source of water pollution, accounting for as much
as 40 per cent of nitrogen and 30 per cent of phosphate emissions in surface water in
several countries. Pesticide and soil sediment run-off from agricultural land also
impairs drinking water quality and harms water-based wildlife. More recently, many
countries have introduced specific policy measures to reduce environmental damage
or enhance environmental benefits, including through payments to farmers. How-
ever, as long as environmental payments add to rather than replace production-linked
measures that are a source of environmental damage, the achievement of environ-
mental objectives will be more costly and |ess certain than need be.'2

Concluding remarks

“Overall, progress towards further policy reform agreed to by OECD Ministers Agricultural trade negotiations
has been insufficient and remains fragile” (OECD, 2001a). Agriculture remains an  should be moreinclusive
important policy concern and the continuation of reforms is necessary to make gov-  of the needs of developing
ernment intervention in the sector more effective and less costly and distortive. Mul-  countries
tilateral trade negotiations underway at the WTO are a good opportunity in that
regard. Trade policy reform —in conjunction and compatible with domestic policy
reform — continues to be a major challenge facing OECD countries, particularly
when market conditions falter. With the Uruguay Round Agreement on Agriculture,
some progress was made in terms of reducing tariffs, export subsidies and the most
trade-distorting domestic support policies. However, the implementation experience
suggests that, overall, reduction in support and protection has been limited, largely
because of weaknessesin certain specific features of the Agreement (OECD, 2001b,

Diakosavvas, 2001). Continued reductions in domestic support, improved market

12. For elaboration of the points raised in this paragraph, see OECD (2001a, 2001b, 2001f, 2001g, 2001h
and 2001i).

© OECD 2001
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access and the tightening of the limits on export enhancement programmes are prior-
ities on the trade reform agenda. In addition, a number of other concerns including
notably non-trade issues will also need to be addressed. There is wide recognition,
both in OECD and non-OECD countries, that the next Agreement must be more
inclusive of the needs of developing countries. Liberalisation in agricultureis for
many of them, an important objective in WTO negotiation. “Mutually supportive
trade and domestic policies|...] through innovative market-based and better targeted
measures, and greater coherence among policies, would help to achieve desired out-
comes with less distortions to agriculture production, consumption and trade”
(OECD, 2001a).
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Statistical Annex

This annex contains data on some main economic series, which are intended to provide a background to the recent
economic developmentsin the OECD area described in the main body of this report. Data for 2001-2003 are OECD esti-
mates and projections. The datain some of the tables have been adjusted to internationally-agreed concepts and defini-
tionsin order to make them more comparable between countries, as well as consistent with historical data shown in other
OECD publications. Regional totals and sub-totals are based on those countries in the table for which data are shown.
Aggregate measures contained in the Annex, except the series for the euro area (see bel ow), are computed on the basis of
1995 GDP weights expressed in 1995 purchasing power parities (see following page for weights). Aggregate measures
for external trade and payments statistics, on the other hand, are based on current year exchange rates for values and
base-year exchange rates for volumes.

Given the uneven progress in the transition of Member countries to the new system of National Accounts (SNA93)
and the European System of Accounts (ESA95) (see Table “ Nationa accounts reporting systems and base-years’ below),
the publication of three Annex tables have been temporarily suspended: Annex Table 24, “Capital income shares in the
business sector”; Annex Table 25, “Rates of return on capital in the business sector”; Annex Table 58, “Productivity in
the business sector”. When data homogeneity and country coverage become comprehensive enough to arrive at reason-
ably consistent data series across countries the OECD will resume their publication.

The OECD projection methods and underlying statistical concepts and sources are described in detail in documentation
that can be downloaded from the OECD Internet site:

— OECD Economic Outlook Sources and M ethods (www.oecd.org/eco/sources-and-methods);
— OECD Economic Outlook Database | nventory (www.oecd.org/eco/data/eoinv.pdf);
— The construction of macroeconomic series of the euro area (www.oecd.org/eco/data/euroset.htm).

NOTE ON STATISTICAL TREATMENT OF GERMANY,
THE CZECH REPUBLIC, HUNGARY, POLAND,
THE SLOVAK REPUBLIC AND THE EURO AREA AGGREGATE

In this publication, the following should be noted:

— Data up to end-1990 are for western Germany only; unless, otherwise indi-
cated, they are for the whole Germany from 1991 onwards. In tables showing
percentage changes from previous year, data refer to the whole Germany
from 1992 onwards. When data are available for western Germany only, a spe-
cial mention is made in a footnote to the table.

— For the Czech Republic, Hungary, Poland and Slovak Republic data are avail-
able from 1993 onwards. In tables showing percentage changes from previous
year, the Czech Republic, Hungary, Poland and the Slovak Republic are
included from 1994 onwards.

— Greece entered the euro area on 1 January 2001. In order to ensure comparabil-
ity of the euro area data over time, Greece has been included in the calculation
of the euro area throughout.
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Country classification

Seven major OECD countries
European Union

Euro area

Africaand the Middle East

Dynamic Asian Economies (DAES)

Other Asia
Latin America
Central and Eastern Europe

OECD

Canada, France, Germany, Italy, Japan, United Kingdom and United States.

Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
Netherlands, Portugal, Spain, Sweden and United Kingdom.

Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands,
Portugal and Spain.

Non-OECD

Africaand the following countries (Middle East): Bahrain, Cyprus, Iran, Iraq, Jordan, Kuwait,
Lebanon, Oman, Qatar, Saudi Arabia, Syrian Arab Republic, United Arab Emirates and
Yemen.

Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; the Philippines; Singapore and
Thailand.

Non-OECD Asiaand Oceania, excluding China, the DAEs and the Middle East.
Centra and South America.

Albania, Bulgaria, Romania, the Newly Independent States of the former Soviet Union, and
the Badltic States.

Weighting scheme for aggregate measures

Per cent
MEXICO ..t 2.95
Netherlands.........cocovevnernienees 155
New Zedand 0.29
Norway ............. 0.48
Poland........cocoooeiieincniece 1.28
Portugal .........cooveeeremnerine e 0.64
0.22
2.82
0.83
0.86
Turkey.....cocovveenenne. 164
United Kingdom....... 521
United States........... 35.03
Total OECD .....ccoocvvrieriereinnes 100.00
Memorandum items:
European Union .
EUro area.......cccovevvccnennnnne

Note: Based on 1995 GDP and purchasing power parities (PPPs).




Satistical Annex - 201

National accounts reporting systems and base-years

Many countries are changing from the SNA68/ESA79 methodol ogy for the national accounts data.
In the present edition of the OECD Economic Outlook, the status of national accountsin the OECD countriesis as follows (with starting year in brackets):

Expenditure accounts Household accounts Government accounts dwaj#?apgf,hted B?agygrk/
priceindices
Australia SNA93 (1959) SNA93 (1959) SNA93 (1959) YES 1999/00
Austria ESA95 (1988) ESA95 (1995) ESA95 (1976) NO 19952
Belgium ESA95 (1970) ESA95 (1995) ESA95 (1970) NO 1995
Canada SNA93 (1955) SNA93 (1955) SNA93 (1955) YES 19972
Czech Republic  SNA93 (1994) SNA93 (1994) GFS (adjusted by OECD) NO 1995
Denmark ESA95 (1988) ESA95 (1988) ESA95 (1988) NO 1995
Finland ESA95 (1988) ESA95 (1988) ESA95 (1988) NO 1995
France ESA95 (1978) ESA95 (1978) ESA95 (1978) NO 1995
Germanyb ESA95 (1991) ESA95 (1991) ESA95 (1991) NO 1995
Greece ESA95 (1960) Not available ESA95 (1960) NO 19952
Hungary SNA93 (1995) Not available Not available NO 1995
Iceland SNA93 (1970) Not available SNA93 (1970)¢ NO 19902
Ireland ESA95 (1990) ESA95 (1990) ESA95 (1990) NO 1995
Italy ESA95 (1982) ESA79 ESA95 (1995) NO 1995
Japan SNA93 (1980q1)¢ SNA93 (1990)¢ SNA93 (1990)¢ NO 1995
Korea SNA93 (1970) SNA93 (1975) SNA93 (1975) NO 1995
Luxembourg ESA95 (1995) Not available SNA93 (1990) NO 1995
Mexico SNA93 (1980) Not available Not available NO 1993
Netherlands ESA95 (1995) ESA95 (1995) ESA95 (1995) YES 1995
New Zealand SNA93 (1987) SNAG68 SNAG8 YES 1995/962
Norway SNA93 (1978) SNA93 (1978) SNA93 (1978) NO 19972
Poland SNA93 (1991) SNA93 (1991) SNA93 (1991) YES 1995
Portugal ESA95 (1995) ESA79 ESA95 (1995) NO 1995
Slovak Republic  SNA93 (1993) SNA93 (1996)¢ Not available NO 1995
Spain ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 1995
Sweden ESA95 (1980) ESA95 (1993) ESA95 (1980) YES 1995
Switzerland SNAG68 SNAG68 Not available NO 1990
Turkey SNAG68 SNAG68 SNAG8 NO 1987
United Kingdom ESA95 (1987) ESA95 (1987) ESA95 (1987) NO 1995
United States NIPA (SNA93) (1959q1) NIPA (SNA93) (1959q1) NIPA (SNA93) (1960q1) YES 1996

Note: SNA: System of National Accounts. ESA: European Standardised Accounts. NIPA: National Income and Product Accounts. GFS: Government Financial Statistics.

a) Change in benchmark/base year since the last edition of OECD Economic Outlook.

b) Data prior to 1991 refer to western Germany and are spliced to accord with the new SNA93/ESA 95 accounts.

c) Estimated.

d) Spliced to SNAGS.
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Annex Tables
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8. Real total dOMESHIC HEBMANG ......ceoverietiriet ettt et et r et et b st sr et eb e bbb en e senenbenens 212
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16. CONSUMET PFICEINOEX ..o.vieete it st sttt etttk re ettt bbbttt et st st b st b st b e st eh et eb et ebeaeehen s ebenbesenbenentenennenens 220
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Labour Force, Employment and Unemployment

18, LADOU FOICE ...ttt et ettt et e et e e et es et ettt e h et e bt eh et eh et eheneebeaeehenbebenbeb et eb e ber e benea 222
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23. Labour force, employment and UNEMPIOYMENT ..ottt e e e s e 227
Business Sector

24. Cagpitd income sharesin the business sector (Publication temporarily suspended)
25. Rates of return on capitd in the business sector (Publication temporarily suspended)

Saving
26. HOUSENOIA SAVING FALES ......iuictieeetie ettt ettt et ettt b et b et eh et eb et b st eb st eb et eb et se e e e es e e e e b 228
27. GrOSSNALIONAl SAVING ..veueetieetieetireetiietet ettt et st se b st be st e b se e b e e b e b e eb e eb e eb bbb se e ne e ne e e e 229

Fiscal Balancesand Public Indebtedness

28. General governMENt tOLal OULIAYS ........cerueeirieririeririe sttt ettt b e b e bbb bbb e e e enas 230
29. General government current tax and NON-taX FECEIPES .....evevereeririerireeririereiet e ettt s e e e 231
30. General government finanCial DAIANCES .........coiiiiiiiei e e e e e 232
31. General government StruCtural DEIANCES ..........oooiieiiieire ettt e e e e s 233
32. General government Primary DAIANCES .........couiiiiiiierrie ettt et b bbb e e e e enas 234
33. General government net debt iNTEreSt PAYIMENES .......oiveririeriee ettt ettt e e e e e 235
34. General government grossfinancial l1aDIlITIES .........ccooiiiriiiii e e e 236
35. General government net finanCial lHaDIlITIES .........cooiiiiiiii e e e 237
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Annex Table1l. Real GDP
Percentage change from previous period

Average Estimates and projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1974-84 2001 2002 2003
Australia 2.8 5.2 1.8 4.8 45 45 13 -06 24 39 4.7 41 41 35 54 45 34 20 32 40
Austria 21 2.2 2.3 1.7 3.2 4.2 4.7 33 2.3 0.4 2.6 16 2.0 1.6 35 2.8 3.0 1.2 15 2.7
Belgium 1.7 2.0 1.7 2.8 4.6 3.9 2.9 18 16 -15 2.8 2.6 1.2 3.6 2.2 3.0 4.0 11 14 2.6
Canada 2.9 4.7 2.4 4.2 49 2.6 02 -21 0.9 2.4 4.7 2.8 1.6 4.3 3.9 51 4.4 1.3 12 3.8
Czech Republic . . . . . . . . . 2.6 5.9 43 -08 -12 -04 29 3.0 2.7 3.7
Denmark 21 4.3 3.6 0.3 12 0.2 1.0 11 0.6 0.0 55 28 25 30 28 21 32 1.3 1.3 23
Finland 2.7 31 2.5 4.2 4.7 5.1 00 -63 -33 -11 4.0 3.8 4.0 6.3 5.3 4.0 5.7 0.4 12 3.4
France 21 15 23 25 43 4.3 2.6 1.0 13 -09 1.8 19 11 19 35 30 34 20 1.6 3.0
Germany 19 20 2.3 15 3.7 3.6 5.7 5.0 22 -11 2.3 17 0.8 1.4 2.0 18 3.0 0.7 1.0 29
Greece 2.5 25 05 -23 4.3 3.8 0.0 31 0.7 -16 2.0 21 24 3.6 34 34 4.3 3.9 4.0 4.3
Hungary . . w“ . “ . . . . . 29 15 13 4.6 4.9 4.2 52 38 35 41
Iceland 4.0 3.3 6.3 85 -01 0.3 11 07 -33 0.6 4.5 01 52 4.8 4.6 4.0 5.0 15 -0.6 3.0
Ireland 38 31 -04 a7 52 58 8.5 19 33 2.7 58 100 78 108 86 108 115 5.6 3.7 6.4
Italy 25 3.0 25 3.0 3.9 2.9 2.0 14 08 -0.9 2.2 2.9 11 2.0 18 16 29 1.8 12 2.8
Japan 3.7 4.4 3.0 4.5 6.5 5.3 5.3 31 0.9 0.4 1.0 16 3.5 18 -11 0.8 15 -0.7 -1.0 0.8
Korea 7.6 65 116 115 113 6.4 7.8 9.2 54 55 8.3 8.9 6.8 50 -67 109 8.8 20 32 6.2
L uxembourg 14 29 7.7 23 104 9.8 22 6.1 45 8.7 4.2 38 3.6 9.0 58 6.0 75 4.0 34 59
Mexico 4.6 25 -36 18 13 4.2 5.1 4.2 3.6 2.0 45 -6.2 51 6.8 49 3.8 6.9 0.0 15 40
Netherlands 16 31 2.8 14 2.6 4.7 4.1 2.3 2.0 0.8 3.2 2.3 3.0 3.8 4.3 3.7 3.5 14 16 2.6
New Zealand 1.0 1.6 0.6 0.8 2.6 0.6 06 -19 0.8 4.7 6.1 3.9 3.3 29 -06 3.7 3.0 1.9 18 3.8
Norway 39 52 36 20 -01 0.9 2.0 31 33 31 55 38 49 4.7 24 11 23 1.7 21 22
Poland . . . . . . . . . . 52 7.0 6.0 6.8 4.9 4.0 40 15 1.8 40
Portugal 2.2 2.8 4.1 6.4 7.5 51 4.4 2.3 25 -11 2.2 2.9 3.7 3.8 3.8 33 3.3 1.9 18 2.8
Slovak Republic . . . . . . . . . . 4.9 6.7 6.2 6.2 4.1 19 2.2 2.7 31 4.1
Spain 14 2.3 3.3 55 51 4.8 3.8 2.5 09 -10 2.4 2.8 24 4.0 4.3 4.1 4.1 2.7 2.0 3.2
Sweden 16 22 2.7 33 2.6 2.7 11 -11 -17 -18 41 3.7 11 21 36 41 3.6 14 16 28
Switzerland 0.5 34 1.6 0.7 31 43 37 -08 -01 -05 0.5 0.5 0.3 1.7 24 16 3.0 1.7 11 21
Turkey 3.9 4.2 7.0 9.5 21 0.3 9.3 0.9 6.0 80 -55 7.2 7.0 7.5 31 -47 7.2 -7.3 2.6 5.4
United Kingdom 15 3.8 4.2 4.2 5.2 2.2 08 -14 0.2 2.5 4.7 2.9 2.6 3.4 3.0 21 2.9 2.3 1.7 25
United States 30 38 34 34 4.2 35 1.8 -05 31 2.7 4.0 27 3.6 4.4 4.3 41 41 11 0.7 38
Euro area 2.0 22 24 25 41 39 36 25 14 -08 2.3 2.2 14 2.3 29 2.7 35 16 14 3.0
European Union 2.0 25 2.7 2.8 4.2 3.6 31 18 12 -03 2.8 24 1.7 2.6 2.9 2.6 3.3 1.7 15 29
Total OECD 29 3.6 31 37 4.6 38 31 1.2 21 1.4 32 25 31 35 27 31 37 1.0 1.0 3.2

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 2. Nominal GDP
Percentage change from previous period

Average Estimates and projections

1974-84 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Australia 13.2 111 85 131 135 119 6.2 17 37 51 6.1 5.6 6.5 54 5.6 54 74 57 55 6.6
Austria 7.4 5.4 51 3.8 4.8 7.2 8.2 7.2 6.0 3.4 5.4 4.2 3.3 2.5 4.1 3.5 4.2 3.2 3.3 4.6
Belgium 8.2 6.4 4.7 4.2 7.1 9.0 6.0 4.6 53 22 4.6 4.4 24 50 3.9 43 54 3.6 3.6 4.5
Canada 11.3 8.0 55 9.1 9.7 7.3 34 0.8 2.2 3.9 59 51 33 55 35 6.5 8.3 4.0 25 5.6
Czech Republic . . . w“ . . . . . . 139 168 135 7.2 9.4 2.7 3.8 7.7 6.6 6.8
Denmark 11.3 8.8 84 50 4.6 54 4.6 3.9 35 14 7.3 4.6 51 52 4.7 52 7.0 4.6 31 42
Finland 12.9 8.8 6.9 86 132 116 55 -45 -25 1.2 6.0 8.1 3.8 8.5 8.5 3.9 9.3 2.5 2.8 5.5
France 12.8 7.1 7.5 5.4 7.6 7.7 5.6 4.1 33 15 3.6 3.6 25 3.2 4.4 34 4.2 3.7 34 4.5
Germany 5.9 4.1 5.6 34 5.3 6.1 9.1 9.1 74 25 4.9 3.8 18 2.1 3.1 2.3 2.6 2.2 2.1 3.7
Greece 217 220 195 126 217 188 207 235 156 126 134 121 9.9 107 8.8 6.5 7.9 7.9 7.5 7.6
Hungary . . . w“ . . . . “ . 230 274 228 239 181 129 130 136 9.5 9.1
Iceland 50.3 356 333 297 227 201 182 8.4 0.3 29 6.5 29 7.2 84 101 7.5 89 102 53 7.2
Ireland 18.6 8.4 6.1 7.0 86 116 7.7 3.8 6.2 8.0 75 133 102 154 151 155 16.2 9.8 84 109
Italy 19.5 122 10.6 94 110 95 104 9.1 5.3 3.0 5.8 8.1 6.4 4.5 4.5 3.3 5.2 4.8 4.0 4.8
Japan 8.4 6.9 4.7 4.4 7.2 7.3 7.9 6.2 2.6 1.0 11 1.2 2.6 22 -12 -06 -01 -2.3 -2.4 -0.8
Korea 254 115 167 171 187 120 197 211 135 129 165 167 109 83 -19 8.6 7.1 4.0 58 7.3
L uxembourg 7.5 6.0 85 52 111 146 75 8.6 7.1 9.3 9.1 41 55 121 8.6 87 115 4.8 4.9 9.6
Mexico 411 604 670 1452 1038 317 346 285 186 116 133 294 373 257 211 192 184 6.0 6.9 9.0
Netherlands 7.2 4.9 2.9 0.7 3.8 6.0 6.5 5.0 4.3 2.7 5.6 4.1 4.2 5.9 6.1 5.5 7.3 6.7 4.9 5.1
New Zealand 14.7 172 160 141 103 5.7 38 -14 2.3 7.8 7.3 6.5 5.7 3.0 0.6 3.3 5.6 6.7 3.0 5.7
Norway 12.9 10.7 2.6 9.1 4.8 6.7 59 57 2.8 49 53 7.1 9.4 7.8 17 74 190 6.1 20 7.4
Poland . . . - . . . . - . 445 369 259 218 172 111 115 6.9 7.7 8.0
Portugal 23.6 252 254 171 195 182 177 148 128 55 8.7 8.1 6.9 7.6 7.7 6.8 6.6 7.0 6.4 6.4
Slovak Republic . . . . . . . . . . 194 171 110 132 9.4 8.6 8.8 8.3 8.6 9.8
Spain 17.2 111 145 118 113 120 114 9.7 7.7 34 6.4 7.8 6.0 6.4 6.8 7.1 77 6.9 51 5.7
Sweden 12.3 8.9 9.5 8.3 91 109 100 6.1 -08 0.8 6.6 7.3 25 38 45 4.7 44 31 39 5.4
Switzerland 4.2 5.9 4.8 35 6.0 7.5 8.2 5.2 2.6 2.2 2.2 1.6 0.7 15 23 2.3 4.1 35 2.4 33
Turkey 454 595 455 463 729 759 729 603 735 813 952 100.7 903 952 8L1 482 614 433 580 33.0
United Kingdom 14.5 9.6 7.5 99 116 9.8 8.4 5.2 4.2 5.2 6.1 5.6 6.0 6.4 6.0 4.8 4.7 4.7 4.3 5.1
United States 101 7.1 57 6.5 77 7.5 5.7 3.2 5.6 51 6.2 4.9 5.6 6.5 5.6 55 6.5 32 19 5.1
Euro area 11.7 7.8 8.0 6.0 8.0 8.3 8.6 75 5.8 2.8 52 52 3.6 39 4.6 3.8 4.8 41 36 4.7
European Union 12.9 8.6 8.4 7.0 8.9 8.8 8.8 7.3 5.5 3.2 55 5.6 4.2 4.5 4.9 4.1 4.9 4.2 3.7 4.8
Total OECD 13.0 10.4 96 119 127 101 9.4 7.2 6.7 54 8.0 79 7.4 74 6.0 55 6.4 39 33 4.9

Memorandum item
OECD less high inflation
countries? 115 7.9 6.9 6.9 8.6 8.2 7.6 5.6 5.2 4.0 55 51 4.8 5.1 4.0 4.2 5.0 29 22 42

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. See Table “National Account Reporting Systems and Base-years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http://www.oecd.or g/eco/sour ces-and-methods).

a) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 3. Real private consumption expenditure
Percentage change from previous period

AVEIE0C 1065 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 o maesand projections

1974-84 2001 2002 2003
Austraia 27 46 18 19 39 56 27 06 26 16 37 47 32 40 47 51 28 38 36 36
Austria 24 19 22 30 32 43 45 25 30 08 24 26 32 17 28 27 25 15 18 24
Belgium 19 22 31 18 37 39 32 31 22 -10 20 07 12 20 29 21 38 18 15 26
Canada 26 49 37 41 43 34 12 -16 16 18 30 21 26 46 30 34 36 23 20 32
Czech Republic . . . . . . . . . 53 59 79 24 20 19 19 35 31 35
Denmark 16 50 57 -15 -10 01 01 16 19 05 65 12 25 29 36 05 -01 09 09 12
Finland 25 38 40 51 53 46 -06 -38 -44 -31 26 44 42 35 51 40 30 20 21 25
France 22 14 33 27 23 32 25 08 07 -01 07 15 13 01 36 32 27 25 17 24
Germany 21 17 35 34 27 28 54 56 27 01 10 20 10 06 18 31 15 15 14 24
Greece 41 05 -15 27 61 63 26 29 23 -08 19 25 24 27 35 29 32 30 30 32
Hungary . . . . . . . . . . 02 71 -43 19 48 54 38 45 39 5.1
Iceland 31 42 69 162 38 42 05 29 31 -47 29 22 54 55 100 72 42 -12 -06 13
Ireland 21 46 20 33 45 65 14 18 29 30 44 44 63 73 73 82 99 62 55 65
Italy 32 31 40 38 40 37 21 29 19 -37 15 17 12 32 31 23 29 12 14 27
Japan 34 38 32 41 51 47 44 27 26 18 26 14 24 08 01 12 05 00 -02 08
Korea 63 64 81 81 90 108 80 80 55 56 82 96 71 35 -117 110 71 17 25 44
Luxembourg 24 27 57 46 46 51 57 63 09 17 24 24 37 36 40 21 31 35 40 40
Mexico 39 33 26 -01 18 73 64 47 47 15 46 95 22 65 54 43 95 28 17 40
Netherlands 18 28 26 27 08 35 42 31 25 10 22 18 40 30 48 45 38 12 20 3.1
New Zealand 02 05 40 24 27 11 01 -13 01 28 58 40 45 21 14 35 15 18 13 30
Norway 2.9 9.4 50 -08 -20 -06 0.7 15 2.2 2.3 4.0 3.4 53 3.6 34 2.2 24 19 2.8 2.9
Poland . . . . . . . . . . 45 32 86 69 48 53 26 17 15 29
Portugal 06 06 57 53 68 26 58 38 44 15 22 16 31 31 59 50 25 15 14 22
Slovak Republic . . . . . . . . . . 10 34 80 54 58 -02 -34 23 25 35
Spain 11 23 34 60 49 54 35 29 22 -19 11 17 22 32 45 47 40 28 22 30
Sweden 06 32 52 53 26 12 -04 10 -13 -30 18 06 14 20 27 38 41 17 29 25
Switzerland 11 16 23 22 17 23 12 16 01 09 10 06 07 14 23 22 20 22 13 21
Turkey 56 -06 58 -03 12 -10 131 27 32 86 -54 48 85 84 06 -26 64 -69 25 4.0
United Kingdom 17 39 66 50 75 33 10 -15 06 32 33 19 38 38 38 42 40 37 20 25
United States 32 50 42 33 40 27 18 02 29 34 38 30 32 36 48 50 48 27 11 33
Euro area 22 21 34 35 32 36 35 30 19 -09 13 19 16 16 31 33 26 19 17 27
European Union 21 24 40 37 39 35 30 23 17 -03 17 18 20 21 33 34 29 21 18 26
Total OECD 3.0 3.8 3.8 35 4.1 3.6 3.1 15 25 18 2.9 2.2 2.9 2.9 2.9 3.8 3.6 19 1.3 2.8

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 4. Real public consumption expenditure
Percentage change from previous period

Average Estimates and projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1974-84 2001 2002 2003
Australia 41 6.0 4.2 2.0 23 37 3.7 31 04 0.3 31 4.0 29 2.6 34 4.1 54 32 3.0 3.0
Austria 25 13 18 0.2 11 17 23 32 35 37 30 1.3 12 -15 2.8 22 0.9 -0.6 0.6 0.5
Belgium 2.4 2.9 1.3 26 -07 11 -04 3.6 15 -02 14 13 2.4 0.3 15 3.2 25 15 1.3 1.4
Canada 2.6 4.2 1.8 14 4.5 2.7 3.5 2.9 0.9 00 -13 -06 -14 -08 1.8 2.6 2.2 2.6 2.0 2.0
Czech Republic . . . . . . . . . . -24  -43 36 -44 -24 -01 -13 -1.2 -0.5 0.0
Denmark 30 25 0.5 25 09 -08 -02 0.6 0.8 41 30 21 34 0.8 31 14 1.0 17 11 13
Finland 3.8 4.3 3.4 4.4 1.9 2.2 4.0 21 24 -42 0.3 2.0 2.5 4.1 1.7 1.9 0.7 1.6 1.3 1.3
France 3.5 21 2.4 2.2 3.1 17 2.5 2.6 3.6 4.3 0.5 0.0 2.2 21 -01 2.0 2.3 2.2 1.9 2.0
Germany 2.0 2.1 25 15 21  -16 2.2 0.4 5.0 0.1 24 15 1.8 0.4 1.2 1.6 1.2 1.3 1.2 1.2
Greece 4.4 38 -11 02 -55 54 06 -15 -30 26 -11 5.6 0.9 3.0 1.7 -01 2.3 15 11 0.7
Hungary . . . . . . . . . . -74 57 -19 31 2.8 17 14 1.0 10 22
Iceland 50 6.5 7.3 6.5 47 3.0 4.4 31 -07 2.3 4.0 1.8 1.2 25 34 51 3.7 3.7 3.2 3.2
Ireland 3.5 1.8 26 -48 -50 -13 54 2.8 30 -04 4.1 3.0 3.2 5.5 5.5 6.5 54 5.2 53 53
Italy 2.6 3.0 2.6 4.8 4.0 0.2 2.5 17 06 -02 -09 -22 1.0 0.2 0.3 15 1.6 0.6 0.6 0.6
Japan 53 0.1 4.8 35 3.4 2.9 25 3.2 2.7 3.2 2.9 4.3 2.8 1.3 1.9 4.0 3.6 23 23 1.4
Korea 43 4.8 84 6.1 8.0 85 3.6 7.2 5.9 4.6 19 0.8 8.2 15 -04 13 13 0.8 3.0 1.9
L uxembourg 2.3 2.0 2.7 4.7 4.9 3.9 3.1 3.9 15 3.7 2.0 2.2 5.5 3.0 1.4 7.7 4.8 3.4 3.0 3.0
Mexico 6.9 1.0 14 -12 -05 22 33 54 19 24 29 -13 -07 29 2.3 39 35 -2.5 0.7 25
Netherlands 2.8 2.4 3.6 2.6 1.4 15 16 15 17 15 0.6 06 -04 3.2 3.6 2.8 1.9 3.0 24 25
New Zealand 2.1 15 21 0.5 0.2 3.5 16 -06 11 12 0.8 4.7 2.6 7.1 0.1 6.1 -32 3.0 25 25
Norway 44 24 19 46 -01 1.9 49 4.3 53 35 14 0.3 2.8 19 38 33 14 22 22 25
Poland . . . . . . . . . . 2.3 3.7 2.0 3.0 1.4 1.0 11 0.3 0.9 1.9
Portugal 5.7 6.4 7.2 3.8 8.6 6.6 54 103 11 0.9 21 2.2 3.4 2.2 3.0 4.5 3.8 2.2 2.2 2.2
Slovak Republic . . . . . . . . . . -11.4 21 210 4.0 40 -69 -09 2.0 3.0 1.0
Spain 4.4 4.3 4.6 9.2 3.6 8.3 6.3 6.0 35 2.7 0.5 24 13 2.9 3.7 4.2 4.0 1.9 20 20
Sweden 2.7 17 18 12 11 3.0 25 34 02 -01 -09 -06 09 -12 32 17 -17 12 16 15
Switzerland 1.8 3.4 3.4 1.7 4.5 54 54 35 07 -01 20 -01 2.0 0.0 1.3 05 -04 0.3 0.4 0.3
Turkey 6.0 14.1 9.2 94 -11 0.8 8.0 3.7 3.6 86 -55 6.8 8.6 4.1 7.8 6.5 7.1 -5.5 -1.0 15
United Kingdom 15 -0.2 16 -04 0.2 1.0 2.2 3.0 07 -07 1.0 1.7 12 0.1 15 2.8 1.6 21 3.4 3.6
United States 1.7 5.0 4.6 24 1.6 2.5 2.6 14 04 -03 0.2 0.0 0.5 1.8 1.4 2.2 2.9 2.9 3.9 2.2
Euro area 28 25 26 29 25 1.0 2.6 21 29 14 1.0 0.6 16 13 12 21 20 16 15 1.5
European Union 2.7 2.2 25 2.6 21 13 2.6 24 25 1.0 1.0 0.8 15 1.0 1.4 2.2 1.8 1.6 1.7 1.8
Total OECD 3.0 33 39 2.7 22 23 28 24 18 1.1 0.8 1.0 1.6 14 1.6 25 2.6 19 25 1.9

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 5. Real total grossfixed capital formation
Percentage change from previous period

AVEIO2 065 1985 1987 1988 1989 1990 1991 1092 1093 1994 1995 1996 1997 1998 1999 2000 .metesand projections

1974-84 2001 2002 2003
Australia 2.8 11.2 -25 3.8 89 104 -82 -74 0.8 49 118 29 4.5 9.6 7.4 6.5 0.3 -3.6 35 5.0
Austria 00 69 24 44 68 41 62 66 06 -09 46 13 22 20 34 15 51 -05 03 36
Belgium 16 70 32 62 157 126 85 41 17 -31 01 56 13 68 43 33 26 04 17 33
Canada 34 87 46 105 93 56 -39 -54 27 20 75 21 44 152 24 13 67 06 17 62
Czech Republic . . . . . . . . . . 171 198 82 -29 01 06 42 73 55 75
Denmark 13 126 171 -38 66 -08 -21 33 -20 -40 76 116 40 109 76 15 99 -34 14 36
Finland 06 28 10 49 110 130 -46 -186 -167 -166 -27 106 84 119 93 30 55 13 -13 26
France 03 27 45 57 91 76 33 -15 -18 -66 15 21 00 01 72 62 62 29 08 41
Germany 07 05 33 18 44 63 85 60 45 -45 40 -07 -08 06 30 42 23 26 -07 31
Greece 03 93 01 56 26 61 45 42 -35 -40 -31 41 84 68 106 62 78 85 87 91
Hungary . . . . . . . . . . 125 -43 6.7 92 133 59 6.6 6.0 55 55
Iceland 01 10 -16 188 -02 -79 30 33 -111 -107 06 -11 257 96 266 -25 131 -55 -137 3.3
Ireland 32 77 28 ~-11 52 101 134 -62 -18 -35 120 128 165 179 165 140 70 25 -06 59
Italy 01 04 23 42 67 42 40 10 -14 -109 01 60 36 21 43 46 61 15 13 41
Japan 22 51 51 94 120 86 88 22 25 -31 -14 03 68 10 -40 -09 06 -20 -67 -22
Korea 118 43 106 170 137 159 282 133 -07 63 107 119 73 22 212 37 110 -27 26 61
Luxembourg .16 95 310 179 150 70 27 316 -90 284 -149 35 17 143 28 196 -30 55 40 55
Mexico 19 79 -118 -01 58 58 131 110 108 -25 84 -290 164 210 103 77 100 -49 30 6.1
Netherlands 03 70 69 09 45 49 16 02 06 -28 22 50 63 66 42 78 38 -06 01 18
New Zealand 03 40 -18 -02 01 45 -07 -183 02 144 153 124 87 08 -47 27 70 52 23 62
Norway 2.3 -4.0 7.6 03 -18 -69 -108 -04 -31 3.8 4.5 3.4 99 139 106 -82 -11 -0.1 -0.6 1.4
Poland . . . . . . . . . . 92 165 197 232 156 92 ~-16 26 24 68
Portugal 06 35 109 180 148 44 76 35 48 -60 34 48 63 144 91 66 51 22 32 50
Slovak Republic . . . . . . . . . . 50 53 320 120 111 -188 -07 74 65 100
Spain .19 67 105 122 136 120 65 17 -41 -89 19 77 21 50 97 88 57 33 18 45
Sweden 07 70 11 80 64 121 02 -86 -116 -150 61 94 50 -11 85 81 45 -09 -20 29
Switzerland 02 28 54 40 81 53 38 -29 -66 -27 65 18 24 15 45 37 58 11 09 38
Turkey 11 115 84 451 -10 22 159 04 64 264 -160 91 141 148 -39 -157 165 -230 -19 118
United Kingdom 09 40 21 90 149 60 26 -82 -09 03 47 31 47 71 132 09 49 14 -07 24
United States 39 67 27 11 29 29 02 -54 53 59 74 55 84 89 103 79 67 -14 -42 45
Euro area 01 21 41 44 75 70 52 13 01 -64 23 26 14 24 53 54 45 06 07 38
European Union 01 28 41 53 85 68 40 -02 -04 -56 26 35 24 34 68 48 48 07 05 3.6
Total OECD 25 5.2 3.4 5.3 6.8 5.8 38 -14 17 0.3 4.4 3.2 6.3 6.3 5.6 4.8 53 -1.1 -1.9 3.6

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 6. Real gross private non-residential fixed capital formation
Percentage change from previous period

Average Estimates and projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1974-84 2001 2002 2003
Australia 32 144 -24 7.2 88 103 -76 -116 -18 21 124 83 102 85 6.3 60 -20 -35 38 5.6
Austria 0.6 135 1.0 9.1 9.5 6.3 132 61 -31 -44 37 -22 40 107 6.9 3.0 106 0.9 11 4.5
Belgium -0.5 8.9 6.5 90 138 178 107 -36 01 -68 -24 7.8 4.9 8.0 5.3 2.7 18 0.8 15 35
Canada 53 8.0 13 93 154 55 -23 -28 -78 -14 9.4 4.8 43 226 5.3 7.2 8.0 -0.6 1.0 7.4
Denmark 11 185 180 -47 -72 35 22 -10 -54 -79 75 136 28 137 103 16 102 -1.4 0.6 35
Finland 0.7 5.8 4.7 53 107 163 -74 -231 -188 -175 -29 209 9.8 81 130 1.0 9.0 53 -1.7 30
France 0.7 4.2 6.6 7.5 9.7 8.2 57 -11 -25 -80 0.7 32 -01 1.0 102 6.3 7.4 4.1 1.0 5.2
Germany 2.0 5.0 4.3 3.8 5.6 74 101 7.5 0.7 -90 0.7 1.0 -08 2.2 4.9 5.4 5.7 -0.6 -0.1 5.0
Greece . . . . . . . . . . . . . 54 120 46 132 96 109 114
Iceland 0.3 7.0 39 220 -93 -140 6.1 55 -165 -21.9 12 87 461 173 380 -53 167 -99 -20.6 4.0
Ireland 64 -151 -44 6.5 197 95 190 -106 -53 -31 84 131 177 207 223 141 10 4.6 -2.5 6.0
Italy -0.4 0.6 5.8 7.7 110 53 5.6 03 -13 -147 44 104 5.0 4.0 5.1 5.6 8.7 14 0.9 4.3
Japan 3.6 12.2 49 6.2 155 150 115 44 -73 -116 -65 24 42 132 -23 -42 45 0.3 -5.9 04
Korea w“ 46 130 205 127 156 189 134 01 53 151 141 73 -30 -292 102 184 -6.1 0.8 5.9
Mexico . 159 -17.1 8.7 203 71 196 226 228 -56 -04 -389 458 340 183 98 120 -4.8 35 7.0
Netherlands 0.1 148 120 0.3 12 8.1 25 22 -34 -43 0.1 7.7 7.0 9.7 52 103 4.4 -2.0 0.0 2.2
New Zealand 20 25 -53 121 0.2 60 -51 -189 82 231 169 151 91 -6.7 2.3 13 113 -0.3 -04 6.0
Norway 2.7 -5.4 67 -21 -16 -74 -103 18 -35 6.5 25 23 133 142 140 -106 -1.8 -1.0 -2.2 15
Spain -1.6 01 173 196 140 121 3.9 37 -10 -135 35 124 3.6 6.9 8.8 102 6.9 13 0.3 4.5
Sweden 12 14.0 31 8.6 53 145 -23 -146 -152 -109 185 200 8.0 2.6 9.6 6.8 6.4 -2.0 -3.4 20
Switzerland 0.1 52 8.7 4.6 9.7 4.7 63 -26 -106 -59 20 4.9 2.3 4.3 6.8 4.9 7.6 0.5 0.3 4.3
United Kingdom 23 92 -32 122 169 130 06 -73 -29 -35 4.8 7.8 91 105 189 17 51 0.3 -2.7 1.4
United States 4.6 6.7 -27 -01 5.4 55 0.7 -49 34 8.4 8.9 98 100 122 125 8.2 9.9 -3.7 -7.1 5.9
Euro area 0.6 4.3 6.5 7.1 8.8 8.4 6.6 19 -12 -98 14 4.9 2.2 44 7.0 6.3 6.7 13 0.7 4.8
European Union 0.9 55 51 7.8 9.8 9.2 5.6 01 -20 -88 2.7 6.4 3.7 5.2 9.0 55 6.6 11 0.1 4.1
Total OECD 33 74 15 5.0 9.5 8.6 49 -04 -02 -17 4.4 59 7.7 103 7.6 53 7.9 -1.4 -3.2 4.5

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace anong OECD member countries, both with respect to variables and the time period covered. As a consequence,
there are breaks in many national series. Moreover, some countries are using chain-weighted price indicesto calculate real GDP and expenditures components. Some countries, United States, Canada and France use
hedonic price indices to deflate current-price values of investment in certain information and communication technology products such as computers. See Table “National Account Reporting Systems and Base-years’
at the beginning of the Statistical Annex. National account data do not always have a sectoral breakdown of investment expenditures, and for some countries data are estimated by the OECD. See also OECD Economic
Outlook Sources and Methods, (http://mwww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table7. Real grossprivateresidential fixed capital formation
Percentage change from previous period

Average Estimates and projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1974-84 2001 2002 2003
Australia 41 28 717 22 201 88 -108 -57 114 128 121 -76 -106 153 147 52 34 -5.0 35 40
Austria 0.6 -1.2 2.2 2.6 73 -06 -82 94 107 4.3 7.7 131 24 -17 -25 -25 -6.2 -4.0 -2.0 1.4
Belgium -6.4 204 0.0 85 252 176 80 -89 49 18 53 56 -41 4.8 27 02 29 19 20 25
Canada 15 87 124 147 21 41 -105 -148 71 -34 41 -148 9.6 82 -35 53 2.7 3.6 2.6 41
Denmark -35 -21 213 -32 94 -84 -11.3 -101 0.1 6.3 8.9 85 58 7.1 45 21 109 -140 45 45
Finland -0.3 -42  -1.8 09 158 174 -56 -166 -206 -143 -45 -27 26 215 7.8 127 34 -7.5 -2.3 21
France -1.9 =27 1.6 2.9 5.6 74 -17 -69 37 -52 4.4 21 0.4 0.9 3.8 7.6 4.6 0.0 0.5 2.7
Germany 05 -100 -06 -13 3.6 4.8 8.4 42 108 47 120 04 -02 04 0.3 16 -29 -6.9 -24 -0.2
Greece 0.1 193 209 -58 -06 -18 55 -03 -156 -105 -11.3 26 -12 6.6 8.8 35 -43 7.0 35 32
Iceland 01 -136 -139 142 149 28 -06 -41 -34 -52 41 -87 71 97 11 02 109 5.8 25 15
Ireland 0.7 -0.7 8.1 6.2 03 132 -06 11 81 -11.7 236 149 184 161 58 113 135 -10.0 -5.0 2.0
Italy -0.5 31 -30 -21 22 30 37 33 13 -15 -23 -01 -14 -28 -06 18 25 12 12 40
Japan -0.7 2.6 81 224 114 0.9 48 -6.7 -58 17 74 -61 137 -157 -137 11 13 -84 -24 11
Korea 5.8 08 16.2 90 227 197 621 108 -73 112 -17 8.3 15 -63 -79 -165 -109 -0.5 1.6 7.0
Mexico 3.7 81 -16 44  -1.2 5.8 4.4 7.6 2.9 5.2 40 -79 2.5 4.5 3.4 2.9 5.2 -6.0 25 5.5
Netherlands -0.3 -0.8 4.2 16 113 07 -25 -54 64 -03 6.2 0.9 39 53 14 20 -01 -0.7 0.5 1.0
New Zealand -3.7 -05 -31 -39 47 155 24 -155 38 171 132 30 8.1 64 -161 110 -03 -152 5.7 5.2
Norway 1.8 -0.9 7.8 32 -69 -125 -178 -21.7 -10.6 31 246 91 -01 74 -18 -25 122 8.0 25 1.0
Spain -4.0 6.5 21 6.3 114 3.3 64 -37 -40 -41 0.4 7.1 9.3 1.8 9.8 9.8 6.6 6.7 3.8 4.9
Sweden 0.2 -25  -22 8.8 8.4 4.8 72 -24 -116 -335 -341 -239 89 -115 32 223 7.9 6.0 40 100
Switzerland 0.7 05 -16 2.7 4.9 58 -34 -7.7 -16 58 193 00 -102 -40 -06 0.8 25 17 15 33
United Kingdom 1.7 -2.7 120 81 190 -116 -175 -151 0.2 8.1 25 -30 6.9 51 -19 -13 0.8 -2.3 15 2.1
United States 25 14 120 02 -05 -41 -86 -128 163 7.3 9.7 -36 7.4 2.0 8.0 6.7 0.8 11 -1.8 3.6
Euro area -11 -34 0.4 0.9 6.0 5.0 31 -10 28 -01 6.1 18 0.9 1.1 2.0 3.7 0.8 -1.9 0.0 2.1
European Union -0.4 -2.3 2.7 2.2 7.9 22 -01 -32 19 -01 3.6 0.8 2.3 15 17 3.6 15 -1.5 0.4 2.4
Total OECD 16 0.7 7.3 51 54 05 -11 -71 6.1 3.6 6.7 -25 57 -05 15 38 11 -15 -05 3.0

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 8. Real total domestic demand
Percentage change from previous period

Average Estimates and projections
a 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1974-84 2001 2002 2003
Australia 31 5.4 0.6 2.8 55 69 -08 -18 24 29 5.0 4.6 31 3.3 6.8 55 21 17 38 4.0
Austria 19 19 2.2 24 3.1 3.8 4.5 3.2 21 0.7 3.2 3.0 1.9 14 3.0 25 24 0.7 1.2 2.3
Belgium 12 21 25 3.6 4.8 4.5 3.0 1.6 18 -15 19 2.0 0.9 2.8 3.3 2.2 3.8 12 15 25
Canada 27 54 33 4.9 54 41 -03 -19 0.5 16 32 1.8 12 6.1 23 4.0 45 1.0 18 3.8
Czech Republic . . . . . . . . . . 6.3 8.4 73 -07 -21 -05 39 4.6 33 42
Denmark 15 51 56 -17 -07 -01 -07 -01 09 -03 7.0 4.2 2.2 49 45 -0.6 26 0.2 11 1.8
Finland 21 33 29 51 6.4 67 -12 -85 -58 -57 3.7 4.4 29 6.0 58 20 40 1.7 13 22
France 19 19 3.4 3.3 4.3 3.9 2.7 0.5 06 -16 19 18 0.7 0.7 4.2 3.0 3.6 1.7 1.6 3.0
Germany 1.7 1.0 3.3 2.4 35 2.8 5.2 4.6 28 -11 2.3 17 0.3 0.6 2.4 2.6 20 -01 11 2.7
Greece 24 29 04 -27 59 53 22 35 -05 -10 1.1 35 33 35 4.6 2.6 44 39 41 43
Hungary . . . . . " . . . . 20 -30 0.6 4.0 7.8 4.0 51 33 34 43
Iceland 24 28 46 157 -07 -44 15 45 -46 -42 25 22 7.2 57 124 4.4 6.3 -1.7 -2.7 2.1
Ireland 27 15 1.0 0.8 2.8 6.9 59 01 -03 11 5.6 73 7.7 9.8 9.4 7.0 9.2 52 38 6.3
Italy 2.2 3.2 3.1 4.3 4.1 31 2.7 21 09 -51 1.7 2.0 0.9 2.7 31 3.0 2.3 1.0 1.3 2.6
Japan 33 3.9 3.8 5.3 7.3 5.6 53 2.7 0.6 0.3 12 21 4.0 09 -15 0.9 11 -0.2 -1.6 0.2
Korea 6.9 55 82 106 114 126 116 104 32 4.6 9.6 9.3 78 -08 -198 147 6.7 0.0 29 438
Luxembourg 16 0.5 8.8 7.0 6.8 5.4 44 111 -24 85 -25 2.6 4.1 6.7 2.9 7.3 1.9 4.0 3.8 42
Mexico 3.7 41 -49 11 3.9 5.6 7.0 5.7 6.0 11 56 -14.0 5.6 9.6 6.1 4.3 8.8 0.2 2.0 45
Netherlands 13 37 39 1.4 19 4.4 32 17 15 -11 29 19 2.8 39 4.8 4.2 31 13 1.7 2.7
New Zealand -0.2 -0.6 1.4 15 0.8 4.3 03 -6.0 20 49 6.9 55 4.5 25 -06 50 0.9 0.2 1.7 35
Norway 2.6 5.4 71 -07 -30 -20 -04 0.8 17 35 4.0 4.1 4.2 6.3 54 -07 2.2 13 18 24
Poland . . . . . . . " . . 4.6 7.2 9.7 9.7 6.9 53 17 0.0 16 3.7
Portugal 12 1.7 6.0 8.8 9.9 3.6 55 3.7 43 -1.2 2.7 2.8 3.2 5.0 6.3 55 31 1.7 20 29
Slovak Republic . . . . . w“ . “ . . -50 106 161 4.3 95 -46 -13 35 3.6 45
Spain 0.7 32 53 79 6.8 7.3 4.6 3.0 10 -33 15 31 19 35 5.7 5.6 42 27 20 32
Sweden 0.9 4.3 30 4.3 3.0 3.7 07 -16 -19 -46 3.0 19 0.7 0.9 4.3 34 32 1.0 15 23
Switzerland 0.6 19 45 20 2.6 41 39 -06 -27 -10 2.7 1.8 04 1.3 4.3 15 2.7 1.8 11 2.3
Turkey 3.7 3.2 7.0 89 -13 15 146 -06 56 142 -125 114 7.6 9.0 06 -37 9.6 -143 3.2 5.6
United Kingdom 14 31 4.7 4.6 8.1 29 -03 -25 0.9 2.2 3.8 2.0 31 3.9 5.1 34 3.4 2.8 1.8 2.7
United States 3.2 4.2 3.6 31 3.2 2.9 14 -11 31 3.2 4.4 25 3.7 4.7 5.4 5.0 4.8 11 0.7 39
Euro area 18 22 33 34 4.2 39 37 2.3 14 -21 21 20 11 18 3.6 32 29 12 15 29
European Union 17 2.4 3.7 3.7 4.8 3.7 2.9 15 13 -16 2.4 21 14 2.3 3.9 3.2 3.0 14 1.6 2.8
Total OECD 2.8 36 35 39 4.6 4.0 31 0.9 21 12 31 23 32 34 31 38 3.8 0.7 1.0 3.0

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Average 1975-84 in the case of Australia.

Source: OECD.
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Annex Table9. Real exports of goods and services
Percentage change from previous period

AVEOE ooc  1ogs 1987 1983 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1099 2000 o matesandprojections

1974-84 2001 2002 2003
Australia 4.7 11.1 43 122 35 29 85 131 54 8.0 9.0 50 106 115 -0.2 46 105 1.8 3.0 7.0
Austria 54 71 23 31 102 97 78 52 15 -14 56 30 52 124 79 87 122 53 38 70
Belgium 29 03 28 50 96 83 46 31 36 04 84 57 29 61 58 50 97 21 30 70
Canada 53 48 43 29 89 10 47 18 72 108 127 85 56 83 89 99 76 27 07 15
Czech Republic . . . . . . . . . . 02 167 82 92 91 63 187 93 70 100
Denmark 4.0 5.0 0.0 51 7.8 4.2 6.2 6.1 -0.9 -1.5 7.0 2.9 4.3 4.1 2.4 9.7 116 4.2 3.3 6.7
Finland 52 07 07 29 35 16 12 -73 103 167 131 86 58 141 89 68 181 -37 10 64
France 44 22 08 28 85 108 49 54 52 01 79 78 31 121 82 39 134 26 16 16
Germany 37 76 06 04 55 102 110 126 -08 55 76 57 51 112 68 56 132 51 30 70
Greece 65 18 168 59 -21 19 -35 41 100 -26 74 30 35 200 53 81 189 57 43 82
Hungary . . . . . . . . . . 13.7 134 84 264 167 131 218 10.7 3.7 6.6
Iceland 54 111 59 33 -36 29 00 59 -19 70 99 21 99 57 21 48 63 55 .65
Ireland 8.9 6.6 29 137 9.0 103 8.7 57 139 97 151 200 122 174 214 157 173 51 1.2 8.8
Italy 45 39 08 45 51 78 75 -14 73 90 98 126 06 64 36 00 102 59 22 69
Japan 78 55 55 05 59 91 70 41 39 01 35 41 65 112 -23 14 121 -58 -08 82
Korea 14.5 46 265 217 125 -4.1 38 112 113 113 161 246 112 214 141 158 216 1.4 3.2 10.8
Luxembourg 15 95 33 44 117 81 34 67 48 28 44 44 54 134 129 133 164 63 45 85
Mexico 103 45 45 95 58 57 53 51 50 81 178 302 182 107 121 124 160 -32 07 15
Netherlands 29 51 18 40 90 66 53 47 29 15 67 71 46 88 14 54 95 25 34 15
New Zealand 53 80 04 56 61 -14 49 108 37 46 100 38 36 37 12 71 76 42 13 80
Norway 5.0 7.2 2.2 1.1 6.4 110 8.6 6.1 52 35 8.7 4.3 9.3 6.1 0.3 2.8 2.7 2.2 19 32
Poland . . . . . . . . . . 131 228 120 145 170 -32 329 125 85 11.1
Portugal 53 67 68 112 82 130 100 26 49 -36 87 91 71 72 77 34 66 34 33 76
Slovak Republic . . . . . . . . . . 142 30 07 176 122 34 159 100 75 96
Span 73 07 02 53 38 14 47 82 75 78 167 94 104 153 82 76 96 43 38 74
Sweden 35 1.2 34 4.3 2.8 3.2 1.8 -1.9 2.2 83 141 113 35 137 8.4 59 9.8 -1.1 1.2 82
Switzerland 31 80 04 23 65 66 21 21 30 15 18 16 25 86 50 59 114 03 10 52
Turkey 22 19 51 264 184 -03 26 37 110 77 152 80 220 191 120 -7.0 193 50 70 120
United Kingdom 2.6 6.0 4.5 6.0 0.6 4.5 54 -0.1 4.3 4.4 9.2 9.0 8.2 8.3 3.0 54 10.2 3.6 3.4 73
United States 37 27 74 112 161 118 87 65 62 33 89 103 82 123 21 32 95 -39 21 78
Total OECD 54 3.8 34 7.1 99 8.4 7.2 55 52 3.1 8.9 9.6 74 117 4.2 42 117 -0.5 0.6 7.8

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace anong OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 10. Real imports of goods and services
Percentage change from previous period

Average Estimates and projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1974-84 2001 2002 2003
Australia 3.0 35 -33 27 171 206 -40 -24 71 42 143 7.9 83 105 6.0 9.2 7.1 -2.9 54 7.0
Austria 4.5 6.2 -29 54 104 8.0 6.9 5.8 14 -11 8.2 5.6 49 120 5.9 88 111 4.6 3.3 6.3
Belgium 20 0.4 4.5 6.7 104 9.6 4.8 2.9 41 -04 7.3 4.9 25 51 7.5 4.1 9.7 24 3.2 7.2
Canada 4.4 8.3 7.2 53 135 5.9 2.0 2.5 4.7 7.4 8.0 5.7 51 142 4.9 7.3 8.1 -4.4 2.3 8.0
Czech Republic . . . . . . . . . . 76 212 134 8.1 6.5 54 187 10.7 7.2 9.9
Denmark 17 8.1 68 -20 15 41 12 30 -04 -27 123 7.3 35 100 74 22 108 18 29 6.1
Finland 24 6.2 15 9.2 109 90 -08 -135 0.6 1.3 128 7.8 64 113 8.5 40 157 -2.2 1.3 42
France 2.9 4.7 6.3 7.5 8.5 8.4 53 2.6 17 -39 8.6 7.8 14 72 119 42 152 16 1.7 8.0
Germany 35 45 2.7 4.2 51 83 103 131 15 55 74 5.6 31 8.3 8.9 85 10.0 29 3.6 6.7
Greece 4.8 44 139 21 73 105 8.4 5.8 11 0.6 15 8.9 70 142 9.2 3.6 150 5.2 4.5 7.1
Hungary . . . . . . . . . w“ 88 -07 62 246 228 123 211 9.8 35 6.8
Iceland 15 9.4 09 233 -46 -103 1.0 53 -59 7.7 4.2 40 16.7 85 233 5.7 9.3 -3.0 -5.0 4.0
Ireland 5.2 3.2 5.6 6.2 49 135 51 24 8.2 75 155 164 125 168 258 119 16.0 4.8 1.0 9.3
Italy 3.0 53 40 122 5.9 89 115 2.3 74 -109 8.1 97 -03 101 9.0 51 8.3 3.6 2.7 6.5
Japan 16 -2.5 32 113 195 157 70 -11 -07 -14 78 128 132 12 -68 3.0 9.9 -1.8 -7.9 3.5
Korea 10.6 -06 179 196 129 163 130 192 53 62 216 224 142 32 -221 288 200 -34 25 10.0
L uxembourg 1.9 7.0 3.8 7.5 8.2 6.6 4.5 90 -08 28 -01 3.8 61 118 115 156 138 6.8 4.9 7.6
Mexico 0.8 11.0 -76 51 36.7 180 197 152 196 19 213 -150 229 227 166 138 214 -2.4 2.2 8.7
Netherlands 23 6.3 35 4.2 7.6 6.7 4.2 4.1 21 -21 6.7 7.2 4.4 9.5 8.5 6.3 9.4 24 3.7 8.0
New Zealand 0.0 0.6 2.8 86 -09 135 36 -52 8.3 53 131 9.0 7.7 24 14 117 11 -0.4 11 7.5
Norway 21 89 118 -65 -24 22 25 0.2 0.7 4.4 4.9 5.6 80 113 80 -16 25 11 1.0 4.1
Poland . . . . . . . . . . 112 243 280 239 191 11 231 7.0 6.8 9.3
Portugal 0.0 14 169 231 180 6.1 140 73 107 -33 9.0 7.8 49 100 138 8.9 51 2.6 3.3 6.8
Slovak Republic . . w“ . . . . . . . -3.4 92 172 131 198 -60 102 110 8.0 100
Spain 15 75 172 248 161 177 9.6 103 68 -52 114 111 80 132 133 128 9.8 4.2 3.7 73
Sweden 13 8.0 38 7.6 45 7.7 0.7 -49 15 -22 122 7.2 30 125 112 43 9.7 -2.3 1.0 7.6
Switzerland 3.7 3.7 8.1 6.2 5.2 5.9 26 -16 -42 0.1 7.9 5.1 2.7 7.6 9.6 53 10.6 0.7 11 5.6
Turkey 8.8 66 -35 230 -45 69 330 -52 109 358 -21.9 296 205 224 23 37 254 -190 9.0 13.0
United Kingdom 2.8 25 6.9 79 128 74 05 -45 6.8 3.3 5.7 54 9.6 9.7 9.6 89 107 4.8 33 7.1
United States 5.6 6.5 8.4 6.1 3.8 3.9 38 -05 6.6 91 120 8.2 86 137 11.8 105 134 -2.9 -1.5 7.4
Total OECD 4.2 4.2 6.1 8.3 9.4 8.7 6.4 21 49 29 9.8 8.8 86 10.6 7.3 83 124 -0.7 0.0 7.0

Note: The adoption of new nationa account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 11. Output gaps
Deviations of actual GDP from potential GDP as a percentage of potential GDP

Australia
Austria
Belgium

Canada
Denmark
Finland

France
Germany
Greece
Iceland

Ireland
Italy
Japan

Netherlands
New Zealand
Norway ?

Portugal
Spain
Sweden
Switzerland

United Kingdom
United States

Total of above Euro area countries
Total of above European Union countries

Total of above OECD countries

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
12 05 -12 -01 06 10 -13 -47 -48 35 -16 -10 02 05 08 13 07 -08 -09 -03
25 25 -21 23 -12 08 25 26 24 06 -03 -08 -08 -08 04 07 12 -01 -10 -06
25 -20 -18 -05 23 41 48 41 31 -08 -08 -05 -17 06 -07 -02 13 -01 -11 -08
22 03 06 21 41 35 09 -38 -51 -49 29 -27 -39 -29 22 02 17 02 -13 -04
06 15 30 13 -02 20 -32 -36 -43 58 -28 -22 -16 -07 -01 -02 06 -04 -12 -11
12 09 -11 05 27 51 33 -42 -82 -104 -83 -65 -50 -23 -07 -03 22 -05 -25 -23
40 -43 -38 31 -11 09 15 06 01 24 -21 21 -28 -28 -14 -06 06 04 -04 02
28 21 -11 -11 08 18 46 20 09 20 -13 -11 -18 -19 -15 -13 00 -11 -20 -09
32 -16 -12 26 05 14 00 08 -05 -37 -34 -33 -32 -19 -35 -28 -06 03 07 12
47 -13 21 73 37 15 07 -10 59 65 35 -45 -15 08 17 22 36 24 -02 08
23 20 -52 -43 27 -06 29 -02 22 -46 -48 23 20 04 01 22 60 40 00 -12
23 -18 -14 07 11 18 15 07 -07 -30 -22 -06 -13 -14 -18 -23 -16 -19 -27 -19
18 -19 -29 -26 -04 10 31 30 11 -06 -12 -14 06 15 -07 -10 -06 23 -39 -40
23 07 -03 -11 -11 09 26 21 14 02 06 03 04 07 14 18 19 03 -08 -07
32 28 25 15 -04 -08 -26 -54 55 -22 10 16 15 07 -20 -05 06 03 -06 03
41 23 27 20 -10 -39 -35 -34 -28 22 -07 -03 08 21 30 13 04 -02 -08 -03
71 71 -61 -34 05 22 33 27 24 -14 -19 -18 -10 -02 06 08 10 -03 -15 -18
-48 -40 -40 -16 09 23 30 25 04 -34 38 -43 53 -43 26 -10 02 -01 -08 -02
07 02 10 25 34 40 32 01 -34 60 -38 -22 -30 -31 -20 -05 02 -10 -18 -12
06 13 09 04 04 29 42 08 -1.0 -23 -27 -27 -32 -23 -09 -14 -06 -05 -09 -03
-44 27 -04 18 45 44 26 -17 -39 -40 -20 -15 -13 -04 00 -05 01 -01 -07 -04
-13 07 -06 02 10 17 05 -25 -18 -18 -06 -08 -04 04 11 14 19 -05 -26 -18
29 24 -19 -14 05 18 29 14 03 24 -19 -16 -22 -19 -13 -09 02 -05 -14 -08
33 26 -18 09 10 21 27 09 -05 -28 -20 -16 -20 -17 -12 -09 01 -05 -13 -07
21 -15 -13 -08 09 18 17 -04 -10 -22 -13 -13 -10 04 02 01 08 -08 -22 -16

Note: Potential output for all countries except Portugal is calculated using the “production function method” described in Giorno et al, “Potential Output, Output Gaps, and Structural Budget Balances’, OECD Economic
Sudies, No. 24, 1995/I. Using this methodology, two broad changes have been made to the cal culation of potential output since thelast  OECD Economic Outlook . First, the "smoothing parameters" applied in the
calculations have been standardised across the OECD countries. Second, as was previously the case for the major seven economies only, the cal culations now incorporate trend working hours for other Member
economies also, excepting Austria and Portugal where the data span is insufficient. Potential output for Portugal is calculated using a Hodrick-Prescott filter of actual output. Seeaso OECD Economic Outlook Sources
and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Mainland Norway.
Source: OECD.
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Annex Table 12. Compensation per employee in the business sector
Percentage change from previous period

AVerae  1oee 1086 1087 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 . metesand projections

1974-84 2000 2002 2003
Australia 9.4 5.0 6.7 55 6.5 7.7 8.3 2.4 3.8 34 09 31 6.4 33 2.7 2.4 3.6 4.4 3.7 3.8
Austria 77 55 57 41 42 45 52 60 55 43 37 35 08 23 27 15 24 27 21 29
Belgium 9.6 6.7 4.3 25 2.8 3.0 8.2 6.9 55 2.8 3.3 2.3 1.6 3.0 1.8 34 35 35 33 32
Canada 88 55 29 69 71 49 50 49 32 23 05 23 29 59 25 39 31 25 32 32
Czech Republic . . . . . . . . . . 171 171 175 82 48 49 710 14 67 66
Denmark 105 49 51 74 113 4.7 4.1 4.0 4.4 25 3.2 34 29 3.8 3.7 3.8 4.0 39 3.6 3.7
Finland 129 104 74 80 96 103 93 49 18 13 46 41 21 28 44 22 43 41 41 40
France 131 56 41 47 42 40 36 45 40 21 14 11 21 19 15 24 18 24 27 27
Germany 5.8 3.1 3.7 3.3 32 3.0 4.2 48 104 3.7 3.0 33 1.0 0.7 1.0 1.0 1.3 2.2 2.7 2.7
Greece 218 219 129 107 173 225 163 163 127 87 117 124 106 113 47 46 54 55 58 57
Hungary .. . . . . . . . . . . 251 239 213 166 116 130 13.7 8.7 79
Iceland 440 399 291 443 283 132 169 255 28 33 43 76 52 25 74 45 55 61 62 51
Ireland 175 4.1 6.2 6.1 53 6.8 3.3 3.2 7.8 4.9 1.7 2.9 1.8 6.0 0.3 5.6 8.6 8.0 75 6.5
Italy 185 103 69 74 73 91 81 90 62 52 31 48 48 32 09 23 26 31 28 29
Japan 72 34 25 20 30 38 41 44 08 06 14 10 02 16 -08 -11 01 -08 -13 -04
Korea 19.9 49 105 102 175 100 163 191 111 108 112 150 112 3.4 2.0 1.9 8.0 6.2 5.6 6.1
Luxembourg 69 50 44 24 37 79 48 51 64 49 49 13 09 27 29 41 57 53 51 46
Mexico . . . . . 269 279 299 241 152 114 176 231 210 180 135 115 90 65 60
Netherlands 66 18 27 15 13 09 33 45 42 30 28 13 17 09 37 30 49 49 43 38
New Zealand 122 123 188 142 112 69 09 13 11 19 19 -02 17 26 11 29 39 38 32 31
Norway 9.8 7.1 9.8 9.1 8.5 4.6 51 55 4.4 2.2 29 29 25 2.4 7.7 5.7 4.2 4.8 5.0 5.0
Poland . . . . . . . . . . 451 308 294 205 153 140 97 80 63 54
Portugal 222 193 188 137 94 128 173 184 157 67 58 63 55 50 45 42 58 59 53 51
Span 213 87 87 19 56 67 106 117 117 103 42 37 44 34 25 29 37 44 35 34
Sweden 11.4 85 8.3 75 81 123 9.8 6.2 3.2 85 5.7 2.4 6.2 35 4.1 0.9 7.6 4.5 4.6 4.8
Switzerland 51 41 42 33 36 46 52 65 46 20 24 28 07 39 10 19 14 28 24 22
United Kingdom 142 59 84 48 68 91 101 85 51 36 44 32 30 39 60 48 40 49 44 43
United States 77 40 39 45 48 32 49 39 57 28 23 19 25 32 50 43 56 55 33 30
Euro area 12.0 6.6 5.8 4.6 4.5 58 55 6.5 8.1 55 3.3 3.8 1.9 1.7 1.1 1.6 1.9 2.8 3.0 3.0
European Union 130 67 62 48 55 63 70 72 72 44 34 33 29 26 21 26 29 35 33 33
Total OECD 10.6 57 53 52 6.3 8.1 8.1 8.6 7.0 4.8 4.8 52 4.8 4.8 4.8 4.2 4.7 4.6 35 32

Memorandum item
OECD less highinflation
countries® 10.0 5.0 4.8 4.6 5.3 4.8 6.0 5.7 55 3.3 2.8 2.8 2.7 29 2.8 2.7 3.7 3.7 2.7 2.8

Note: The business sector isin the OECD terminology defined as total economy less the public sector. Hence business sector employees are defined as total employees less public sector employees. See also OECD Economic
Outlook Sources and Methods (http: //wmw.oecd.or g/eco/sour ces-and-methods).

a) Average 1975-84 in the case of Korea.

b) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Conseguently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 13. Labour productivity in the business sector
Percentage change from previous period

Average Estimates and projections
a 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1974-84 2001 2002 2003
Australia 1.9 19 -23 3.0 08 -04 -03 16 36 41 15 -01 31 2.8 4.1 23 04 0.7 17 22
Austria 24 2.3 22 20 30 35 3.6 22 24 1.2 32 20 30 19 31 1.6 24 0.8 19 2.7
Belgium 2.7 16 13 2.7 35 2.7 2.2 13 19 -12 31 20 0.8 34 12 18 2.7 0.0 0.8 2.1
Canada 0.8 19 -08 17 18 0.5 03 -02 21 18 29 0.8 0.6 19 13 2.6 21 0.1 0.4 22
Czech Republic . . . . . . . . . . 15 5.6 44  -03 0.1 21 4.0 28 29 3.9
Denmark 24 1.3 0.1 0.7 -05 20 0.5 21 13 3.0 7.6 0.5 19 18 3.2 15 3.0 14 17 25
Finland 2.8 38 35 4.6 4.6 5.2 06 -03 55 6.6 6.6 26 3.0 34 32 11 43 -11 0.7 2.5
France 2.6 21 2.3 2.7 35 3.2 19 15 2.7 0.8 22 1.0 12 14 2.3 13 1.0 0.1 15 2.6
Germany 2.3 15 11 0.9 3.3 51 2.8 2.6 4.3 0.2 2.7 15 11 16 0.8 0.5 14 0.7 14 2.6
Greece 16 17 02 -24 29 39 -15 64 -09 -27 0.1 12 31 49 -09 4.8 52 39 35 35
Hungary . . . . . . . . . . . 36 14 4.2 34 -03 4.3 34 28 33
Iceland 2.3 -0.7 35 31 4.0 21 27 10 -19 16 47 -1.0 32 33 1.2 1.1 39 10 -02 2.1
Ireland 4.2 3.0 0.1 4.8 6.5 6.9 4.4 25 33 13 2.7 54 4.0 76 -18 4.7 7.0 38 29 4.6
Italy 2.0 24 19 29 33 29 11 0.7 16 25 38 33 0.8 1.7 0.7 0.8 15 1.0 0.9 1.7
Japan 27 4.0 21 37 5.0 35 3.8 13 -02 0.2 1.0 13 3.0 08 -08 13 17 -05 -04 0.9
Korea 6.0 3.0 8.8 6.4 8.8 2.4 5.1 6.4 38 4.2 55 6.5 51 39 -15 102 5.0 1.0 3.2 5.0
L uxembourg . " . . . . . 2.2 19 75 18 14 0.9 6.4 16 11 18 -11 0.4 1.8
Mexico . . . . . 13 23 15 -03 -20 12 -65 0.9 05 15 2.7 23 -05 -02 1.5
Netherlands 21 12 06 -05 0.9 29 18 0.8 0.8 0.7 39 0.9 0.4 05 15 13 12 -03 0.6 1.9
New Zealand 0.2 -2.7 2.0 0.1 34 39 -13 -07 -02 28 12 -14 -01 19 0.6 2.7 2.4 0.5 14 2.6
Norway 19 40 -13 -04 -03 2.0 29 38 33 4.0 25 0.1 12 0.9 15 11 15 11 14 23
Poland . . . . . . . . . . 8.8 7.1 55 6.1 4.0 9.2 6.5 35 39 3.7
Portugal 0.8 38 4.6 4.2 55 38 23  -26 29 -19 4.0 4.4 38 2.3 13 16 16 0.9 0.9 1.6
Spain 30 3.7 12 2.7 24 0.9 13 2.7 34 4.0 38 11 13 1.0 0.4 05 11 13 17 1.6
Sweden 15 14 25 2.7 14 14 0.1 0.5 35 6.3 56 2.2 17 35 2.6 18 0.6 0.0 2.2 32
Switzerland 0.4 19 -09 -17 0.7 0.1 05 -36 1.0 0.1 2.3 01 -02 24 13 0.7 2.0 12 1.0 1.6
United Kingdom 24 2.0 4.9 11 00 -08 0.3 15 2.8 23 3.2 1.0 0.8 0.7 16 0.8 19 15 16 24
United States 13 12 1.7 0.7 11 1.2 0.6 04 37 0.9 1.3 04 1.8 22 22 24 25 0.9 14 2.6
Euro area 24 2.3 1.7 20 33 28 19 . 29 11 31 18 12 1.8 11 0.8 14 0.5 13 2.3
European Union 23 21 21 18 2.6 2.7 16 17 2.8 15 3.2 17 12 16 13 1.0 16 0.8 14 23
Total OECD 20 21 20 19 25 20 17 11 27 14 20 12 19 20 13 19 23 0.6 12 2.3
Memorandum item
OECD less high inflation

countries® 20 21 19 1.8 25 21 1.6 12 27 12 22 12 1.8 1.8 13 2.0 21 0.6 12 23

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //mwww.oecd.or g/eco/sour ces-and-methods).

a) Average 1975-84 in the case of Korea

b) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.

T00Z @230 ©

LTC - Xouuy [ealishels




Annex Table 14. GDP deflators
Percentage change from previous period

AVEIa02 065 1986 1087 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 nmetesand projections

1974-84 2001 2002 2003
Australia 102 56 65 79 85 71 49 23 13 12 13 14 23 18 01 09 39 36 23 25
Austria 52 31 27 21 16 29 33 38 36 29 27 25 13 09 05 07 12 20 18 19
Belgium 64 43 29 14 23 49 30 27 36 37 18 18 12 13 16 12 14 25 21 19
Canada 81 31 30 46 45 46 32 30 14 14 12 23 17 11 -04 14 37 26 13 17
Czech Republic . . . . . . . . . . 110 102 88 80 107 31 09 45 38 3.0
Denmark 9.0 4.3 4.6 4.7 34 52 3.6 2.8 29 1.4 1.7 1.8 25 2.2 1.9 3.0 3.7 3.2 1.7 1.8
Finland 99 55 43 42 81 61 54 18 09 23 20 41 02 21 30 -01 34 21 16 20
France 104 55 52 28 32 33 29 30 20 24 18 17 14 12 09 03 08 17 18 14
Germany 40 21 32 19 15 24 32 39 50 37 25 20 10 07 11 05 -04 14 11 08
Greece 187 190 189 153 167 145 207 198 148 144 112 98 74 68 52 30 34 38 34 31
Hungary . . . . . . . . . . 195 256 212 185 126 84 75 94 58 438
Iceland 446 313 255 195 228 198 169 76 37 23 19 27 19 35 52 34 37 85 60 40
Ireland 142 52 66 22 32 55 -07 18 28 52 17 30 22 41 59 42 43 40 46 43
Italy 66 89 79 62 68 65 82 76 45 39 35 50 53 24 27 16 22 30 28 19
Japan 45 24 16 01 07 20 24 30 17 06 01 -04 -08 04 -01 -14 -16 -16 -L4 -6
Korea 166 46 46 50 67 53 111 109 77 70 76 71 39 31 51 21 -15 20 25 10
Luxembourg 60 30 07 28 06 43 52 23 26 06 47 03 18 28 26 25 37 07 14 35
Mexico 349 565 734 1407 1012 264 281 233 144 95 85 380 306 177 154 148 108 60 53 48
Netherlands 55, 18 01 -07 12 12 23 27 23 19 23 18 12 20 17 17 37 53 33 24
New Zealand 135 154 153 132 75 51 33 05 14 30 11 24 24 02 12 04 25 47 12 18
Norway 8.7 5.2 -0.9 6.9 50 57 3.8 25 -0.4 1.8 -0.2 3.1 4.3 3.0 -0.7 6.2 16.3 4.3 -0.1 5.1
Poland . . . . . . . . . . 373 279 187 140 118 69 71 53 57 39
Portugal 209 217 205 101 112 124 128 122 100 67 63 51 30 37 38 33 32 50 45 35
Slovak Republic . . . . . . . . . . 138 97 45 66 51 66 65 54 53 55
Spain 156 86 109 59 59 69 73 69 67 45 39 49 35 23 24 29 34 41 31 25
Sweden 106 65 65 48 64 80 88 73 10 27 24 35 14 17 09 05 08 17 22 25
Switzerland 36 24 31 27 28 31 43 60 27 27 16 11 04 -02 00 06 11 18 13 L1
Turkey 400 531 360 336 693 755 583 588 637 67.8 1065 872 778 8L5 757 556 507 546 540 262
United Kingdom 28 56 31 55 61 75 75 66 40 26 14 26 33 29 29 26 17 24 25 25
United States 69 32 22 30 34 38 39 36 24 24 21 22 19 19 12 14 23 21 12 13
Euro area 94 54 55 35 38 43 49 49 43 36 28 29 21 16 17 11 13 25 21 16
European Union 107 59 55 41 45 51 56 54 43 35 27 30 25 19 19 14 15 25 22 18
Total OECD 9.8 6.6 6.2 7.9 77 6.0 6.2 59 45 39 4.6 5.2 4.2 3.7 3.2 2.3 2.6 29 2.3 1.7

Memorandum item
OECD less highinflation
countries? 8.4 4.2 3.6 3.2 37 4.2 45 4.4 31 2.6 2.2 2.3 19 17 14 0.9 14 1.8 12 1.1

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace anong OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

a) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 15. Private consumption deflators
Percentage change from previous period

Average Estimates and projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1974-84 2001 2002 2003
Australia 104 6.7 8.0 8.6 7.5 5.6 6.4 4.4 22 22 12 23 19 16 13 0.8 32 38 24 2.8
Austria 5.7 3.3 1.7 0.7 1.7 2.6 3.3 35 3.9 35 2.8 2.0 19 15 0.5 0.7 15 2.6 18 1.9
Belgium 7.1 57 -01 21 1.0 3.9 2.8 2.6 19 2.8 2.9 2.6 21 1.8 1.2 1.0 2.2 2.4 12 1.5
Canada 8.7 41 4.3 3.9 3.9 4.4 4.3 5.0 17 2.3 1.0 13 16 1.6 11 1.6 2.0 2.2 19 1.6
Czech Republic . . . . . . . . . . 107 9.2 8.1 7.4 9.1 3.8 2.8 4.3 4.0 3.7
Denmark 9.6 43 29 4.6 40 4.7 29 2.8 19 20 30 19 21 22 18 2.6 31 21 17 1.8
Finland 10.4 55 2.8 31 4.8 5.3 5.5 5.9 4.1 3.9 0.9 0.4 14 1.3 1.7 11 35 2.6 1.7 1.9
France 10.7 6.0 2.8 3.4 2.9 3.9 31 3.5 2.5 2.5 2.2 2.0 19 14 0.6 0.2 1.2 1.7 14 1.7
Germany 4.3 18 -0.6 0.5 1.3 2.9 2.7 3.7 4.4 3.9 2.6 19 17 20 11 0.4 14 19 1.0 1.1
Greece 17.4 196 224 173 151 135 198 197 157 141 110 9.0 8.2 5.6 4.5 21 31 3.3 2.6 2.7
Hungary . . . . . . . . . . 194 277 234 180 133 107 9.6 9.0 55 4.6
lceland 46.7 326 201 159 254 233 167 6.7 3.6 3.6 14 19 24 1.9 1.0 2.7 4.9 7.1 5.9 3.6
Ireland 14.4 5.0 4.6 24 3.8 4.1 21 2.7 3.0 2.2 2.8 2.8 2.6 2.8 3.5 3.4 4.7 4.3 35 33
Italy 16.1 9.1 6.4 5.2 5.9 6.7 6.4 7.0 55 55 49 6.0 4.4 2.2 2.1 2.1 2.9 2.8 17 1.8
Japan 5.7 18 0.7 0.4 0.6 21 2.6 2.7 16 1.0 05 -03 -01 10 -01 -07 -11 -1.3 -1.5 -1.5
Korea 15.9 39 17 33 56 54 94 121 8.9 8.0 9.7 7.0 57 55 7.9 05 20 44 33 2.5
L uxembourg 7.5 43 -24 1.0 0.7 2.0 1.6 2.8 2.6 25 3.6 11 18 14 1.3 1.4 2.9 2.6 25 2.2
Mexico 33.9 59.2 820 1351 1091 250 278 244 154 101 76 341 304 165 207 138 8.9 6.5 5.2 4.5
Netherlands 57 24 0.3 0.2 0.5 12 22 32 31 21 2.8 1.6 1.9 20 17 19 2.8 4.6 24 1.9
New Zealand 13.8 173 128 130 6.3 6.3 5.6 2.2 11 12 11 2.7 21 1.2 1.8 0.3 1.9 21 19 1.6
Norway 9.0 59 6.7 7.8 6.1 4.8 4.7 38 2.7 19 12 24 15 25 26 20 31 3.0 1.7 2.5
Poland . . . . . . - . . . 371 279 200 147 115 6.9 9.6 5.4 5.0 4.0
Portugal 22.5 195 138 99 115 131 124 123 9.7 6.5 5.6 4.5 3.6 2.9 2.6 2.3 2.9 4.3 35 3.0
Slovak Republic . . . . . . . . . . 130 102 52 6.0 6.1 102 113 7.0 6.0 6.0
Spain 15.8 8.1 9.3 55 4.8 6.7 6.6 6.4 6.6 5.3 4.9 4.8 3.5 2.6 2.2 2.4 3.2 3.7 25 2.4
Sweden 10.7 6.9 4.6 52 59 6.8 98 105 21 5.8 2.8 29 14 23 1.0 0.8 0.9 2.6 3.0 2.5
Switzerland 3.7 33 1.3 15 1.9 2.9 5.2 6.0 4.2 34 11 17 11 06 -0.2 0.4 0.9 0.8 0.5 0.5
Turkey 38.1 509 304 488 589 837 598 607 656 659 1089 924 678 821 830 590 495 547 536 272
United Kingdom 121 5.2 4.0 4.7 5.2 6.3 7.5 7.9 4.7 3.2 19 31 3.1 2.3 2.7 15 0.6 1.6 2.3 2.3
United States 6.9 35 24 3.8 3.9 4.4 4.6 3.8 31 24 2.0 2.3 21 1.9 11 1.6 2.7 1.8 1.0 1.4
Euro area 9.8 57 34 31 34 4.6 4.5 5.0 4.6 41 34 31 25 2.0 14 11 21 25 16 1.7
European Union 10.7 59 3.8 3.6 3.9 5.0 5.2 5.7 4.5 4.0 3.2 3.2 2.7 21 1.7 1.2 1.9 24 18 1.8
Total OECD 9.9 6.7 58 8.1 7.7 6.3 6.3 6.2 4.9 4.2 4.9 53 4.4 4.0 35 2.6 29 2.8 21 1.8

Memorandum item
OECD less highinflation
countries? 8.6 4.2 29 3.3 35 4.3 4.7 4.7 35 3.0 25 2.4 21 2.0 14 11 18 17 11 1.2

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

a) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 16. Consumer price index®
Percentage change from previous period

'i;’zagle 1082 1983 1984 1985 1986 1987 1988 1980 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Australia 10.8 11.2 101 39 6.7 9.1 85 7.3 75 7.3 3.2 1.0 1.8 1.9 4.6 2.6 0.3 0.9 1.5 4.5
Austria 64 54 33 57 32 17 15 19 26 33 33 40 36 30 22 15 13 09 06 24
Belgium 77 87 77 63 49 13 16 12 31 34 32 24 28 24 15 21 16 10 11 25
Canada 90 108 59 43 40 42 43 40 50 48 56 15 19 02 22 16 16 10 17 27
Czech Republic . . . . . . . . . . . . . 100 91 88 85 107 21 39
Denmark 104 101 69 63 47 37 40 45 48 26 24 21 13 20 21 21 22 18 25 29
Finland 116 96 84 71 52 29 41 51 66 61 43 29 22 11 08 06 12 14 12 34
France 104 120 95 77 58 25 33 27 35 36 32 24 21 17 18 20 12 08 05 17
Germany 52 52 33 24 21 01 02 13 28 27 36 51 44 28 17 14 19 09 06 19
Greece 164 210 202 185 193 230 164 135 137 204 195 159 144 109 89 82 55 48 26 32
Hungary . . . . . . . . . . . . . 189 283 235 183 142 100 98
Iceland® . 502 840 309 320 221 183 257 208 155 68 40 41 16 17 23 18 17 32 51
Ireland 148 171 105 86 55 38 31 21 41 33 32 31 14 23 25 17 14 24 16 56
Italy © 152 165 146 108 92 58 47 51 63 65 63 53 46 41 52 40 20 20 16 26
Japan 88 27 19 23 20 06 01 07 23 31 32 17 13 07 01 01 17 07 -03 -07
Korea . . . . . . . . . 86 93 62 48 63 45 49 44 75 08 23
Luxembourg 70 94 87 64 41 03 -01 14 34 33 31 32 36 22 19 13 14 10 10 32
Mexico 188 590 1023 653 57.8 862 1318 1142 200 267 227 155 98 70 350 344 206 159 166 95
Netherlands 72 59 27 33 23 01 -07 07 11 25 32 32 26 28 19 20 22 20 22 25
New Zealand 130 162 73 62 154 132 157 64 57 61 26 10 13 17 38 23 12 13 -01 26
Norway 9.1 11.3 8.4 6.3 57 7.2 8.7 6.7 4.5 4.1 3.4 2.3 2.3 1.4 2.4 1.2 2.6 2.3 2.3 3.1
Poland . . . . . . . . . . . . . 322 278 199 149 116 73 101
Portugal 200 227 251 289 196 118 94 97 126 134 105 94 67 54 42 31 23 28 23 29
Slovak Republic . . . . . . . . . . . . . 134 99 58 61 67 106 120
Spain 159 144 122 113 88 88 52 48 68 67 59 59 46 47 47 36 20 18 23 34
Sweden 97 86 89 80 74 42 42 61 66 104 97 26 47 24 29 08 09 04 03 13
Switzerland 50 57 29 29 34 08 14 19 32 54 59 40 33 09 18 08 05 00 08 16
Turkeyd 34 291 314 484 450 346 389 688 633 603 660 701 661 1052 891 804 857 846 649 549
United Kingdom 139 86 46 50 61 34 41 49 78 95 59 37 16 25 34 24 31 34 16 29
United States® 84 61 32 43 35 19 37 41 48 54 42 30 30 26 28 29 23 16 22 34
European Union 111 106 83 72 61 37 33 37 52 58 51 45 36 31 31 25 21 18 13 25
Total OECD 102 96 87 77 68 59 80 83 62 70 62 49 43 49 55 51 44 37 31 38

Memorandum item
OECD less highinflation
countries f 9.5 7.6 51 51 4.4 2.6 33 3.6 4.7 5.4 4.6 34 3.0 2.6 27 25 2.2 17 15 2.6

a) Aggregates were computed using weights based on 1999 consumer expenditure expressed in private consumption purchasing power parities.

b) Excluding rent, but including imputed rent.

¢) Index for households of wage and salary earners.

d) Until 1981: Istanbul index (154 items); from 1982, Turkish index.

€) The methodology for calculating the Consumer Price Index has changed considerably over the past years, lowering measured inflation substantially.

f) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 17. Oil and other primary commodity markets

Estimates and projections

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Oil market conditions®
(in million barrels per day)
Demand
OECD” 386 393 406 412 415 419 429 432 444 449 459 467 468 477 478 476 477
of which: North America 196 201 208 210 207 205 208 211 21.7 216 222 227 231 238 241 240 242
Europe® 131 132 134 135 136 140 142 142 143 146 149 150 153 152 151 151 151
Pacific 5.8 59 6.4 6.7 7.2 75 79 8.0 84 8.7 8.8 9.0 84 8.7 8.7 85 8.4
Non-OECD® 228 235 241 245 245 246 242 244 238 245 254 266 268 276 281 284 288
Tota 613 628 647 657 660 665 671 676 682 694 713 733 736 752 759 76.0 76.6
Supply
OECD" 197 198 196 189 190 195 198 200 208 211 217 221 219 214 219 218 222
OPEC total 199 197 218 238 251 253 265 267 270 276 284 299 308 294 308 . .
Former USSR 123 125 125 122 115 104 8.9 7.9 7.2 7.1 7.1 7.2 7.3 7.5 7.9 8.5 9.0
Other non-OECD® 100 104 108 112 114 116 121 129 136 144 149 153 156 158 16.0
Tota 620 624 648 661 669 668 672 675 687 702 721 745 756 742 76.7
Trade
OECD net imports” 192 198 208 225 228 224 231 235 238 234 242 249 252 255 261 261 256
Former USSR net exports 34 3.6 3.6 35 31 2.2 2.0 2.0 2.7 2.8 31 34 3.6 3.8 4.3 4.8 53
Other non-OECD net exportsa 158 162 172 190 197 202 211 214 211 206 211 215 217 217 217 213 203
Prices®
OECD crude oil import price
(cif, $ per bl) 150 179 149 175 223 193 184 164 156 172 205 191 126 173 280 246 215 250
Prices of other primary commodities®
(US$ indices)
Food and tropical beverages 97 80 93 88 79 74 72 73 98 100 99 104 91 74 67 61 59 59
of which: Food 73 71 99 96 85 83 87 88 95 100 118 104 91 77 73 68 68 68
Tropical beverages 114 86 90 82 75 68 62 63 100 100 86 103 91 72 62 56 53 54
Agricultural raw materials 58 2 80 82 20 78 79 75 86 100 86 83 71 71 74 71 70 70
Minerals, ores and metals 69 78 112 107 99 88 85 74 85 100 90 91 78 75 83 78 64 67
Total 71 76 94 92 90 80 79 74 89 100 90 91 78 73 75 71 65 67
Memorandum item
Export prices of OECD
manufactures (dollar index) 70 79 84 84 91 90 93 89 91 100 97 89 86 83 79 78 79 80

a) Based on data published in International Energy Agency, Oil Market Report, November 2001 ; Annual Statistical Supplement, August 2001.
b) Excluding Czech Republic, Hungary, Korea, Mexico and Poland.
¢) European Union countries and Iceland, Norway, Switzerland and Turkey.
d) Including Czech Republic, Hungary, Korea, Mexico and Poland.

€) Indices through 2000 are based on data compiled by IEA for oil and by Hamburg Institute for Economic Research for the prices of other primary commodities; OECD estimates and projections for 2000 to 2002.
f) By technical assumption, prices are projected to rise broadly in line with OECD manufactured export prices for 2001 and 2002

Source: OECD.
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Annex Table 18. Labour force
Percentage change from previous period

1908 . o
Labourforce 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 oumatesandprojections
2001 2002 2003

(thousands)
Australia 9360 2.7 35 2.2 2.6 3.6 2.4 0.6 0.7 0.6 1.7 2.8 1.3 09 1.2 1.4 2.3 2.0 1.4 1.7
Austria 4196 0.5 0.7 0.3 04 1.0 1.9 1.8 0.4 0.1 -0.3 0.0 -0.2 0.5 0.8 1.0 0.2 0.5 0.3 0.2
Belgium 4261 03 05 03 06 -04 00 00 02 10 09 06 02 04 13 06 -03 09 10 07
Canada 15417 20 19 19 20 18 07 06 02 10 08 09 10 17 18 20 18 16 12 13
Czech Republic 5153 j . . . . . . . . 11 06 00 03 04 02 -06 -04 00 00
Denmark 2832 1.4 1.3 0.2 1.9 0.1 09 0.3 0.4 -1.2 2.7 09 0.6 0.4 0.0 0.8 0.2 0.3 0.3 0.3
Finland 2 499 0.8 0.1 -0.6 -0.3 15 0.0 -1.6 -1.8 -0.9 -0.5 0.8 0.3 -0.2 09 2.0 1.2 0.7 0.9 1.2
France 25 887 05 06 05 05 08 03 06 04 03 05 01 10 07 06 10 07 12 10 06
Germany 41 295 08 10 07 08 07 22 17 05 00 04 -01 04 08 05 05 08 01 02 04
Greece 4435 06 -01 -01 20 02 08 -17 25 19 19 13 |-06 -06 58 02 -10 02 04 05
Hungary 3932 . . . . . . . . . -4.6 -2.5 -0.9 -1.0 0.4 2.6 0.3 0.0 0.8 09
Iceland 137 33 29 56 -28 -04 09 03 01 06 09 11 16 13 22 18 10 08 06 11
Ireland 1646 08 00 04 -07 -15 18 17 13 23 21 19 33 21 69 40 33 20 20 20
Italy 22 987 0.4 1.8 0.1 0.8 -0.4 0.0 0.1 -0.8 -1.6 -0.5 0.0 0.5 05 1.2 0.8 0.9 0.8 0.6 1.0
Japan 67 931 06 10 10 14 17 18 19 11 06 05 03 07 11 01 -02 -02 -01 -03 -01
Korea 21 456 4.0 3.4 4.7 2.6 4.1 29 31 2.0 2.0 2.6 2.2 19 2.0 -1.0 0.8 15 0.7 0.6 1.0
Luxembourg 179 06 10 15 11 13 13 15 04 02 14 12 12 15 15 24 25 24 13 17
Mexicoa 18 820 . . . 43 29 17 54 22 22 23 23 56 34 21 07 42 10 18 25
Netherlands 6 895 -0.2 1.6 1.2 2.0 1.0 2.0 2.0 1.6 1.9 1.0 1.9 1.6 2.2 1.8 1.9 1.7 1.6 1.4 1.3
New Zealand 1864 25 01 09 -16 -10 16 15 09 17 32 31 35 10 03 07 08 14 11 11
Norway 2324 1.7 29 2.0 0.5 -1.3 -0.6 -0.7 0.2 0.1 09 1.7 2.4 2.1 1.6 0.4 0.7 0.4 0.4 0.4
Poland 17171 . . . . . . . . . 11 04 00 01 04 -01 10 06 02 02
Portugal 4951 03 01 10 12 15 18 24 07 06 13 -02 06 13 06 12 14 12 11 12
Slovak Republic 2484 . . . . . . . . . . 14 13 -04 03 26 15 08 08 08
Spain® 16 267 08 17 24 16 13 14 04 05 11 10 05 09 11 09 10 26 09 09 09
Sweden 4 256 -0.5 0.4 0.6 1.0 1.2 1.1 -0.7 -1.9 2.7 -1.2 1.3 -0.2 -1.1 -0.2 1.2 1.2 1.1 0.5 0.5
Switzerland 3998 1.6 2.3 2.3 2.4 1.9 3.2 3.0 0.1 1.3 -15 0.1 0.8 0.1 0.1 -0.7 0.3 0.5 0.5 0.6
Turkey © 22899 11 27 27 16 27 11 26 06 -49 69 15 14 01 26 34 -49 -15 08 20
United Kingdom 29 024 13 03 09 15 05 01 05 01 03 -01 04 04 04 05 14 05 05 05 05
United States 137 675 17 21 17 15 18 16 04 14 08 | 14 10 12 18 10 12 11 07 09 11
Euro area 135 497 0.5 1.1 0.7 0.9 0.6 1.1 0.8 0.0 0.1 0.4 0.2 0.6 0.8 1.0 09 1.0 0.7 0.7 0.7
European Union 171 608 0.6 0.9 0.7 1.0 0.6 0.9 0.5 0.0 -0.1 0.2 0.3 0.6 0.7 0.9 1.0 0.9 0.7 0.7 0.7
Total OECD 502 227 1.2 1.5 1.4 15 1.5 1.4 1.1 0.8 0.3 1.0 0.7 1.0 1.2 09 1.0 0.7 0.5 0.7 09

Note: Labour market data are subject to differences in definitions across countries and to many series breaks, though the latter are often of aminor nature. The labour force includes all employed plus all unemployed persons.
Unemployment is recorded on the basis of commonly used definitions. (See Annex Table 21). For information about definitions, sources, datacoverage, break in seriesand rebasings, see OECD Economic Outlook
Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Data based on the National Survey of Urban Employment; see OECD Economic Outlook Sources and Methods.

b) Rebased; see OECD Economic Outlook Sources and Methods.

¢) Thefiguresincorporate important revisions to Turkish data; see OECD Economic Outlook Sources and Methods.

Source: OECD.
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Annex Table19. Labour force participation rate

AVeraOe ooc 1985 1987 1988 1980 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 o maesand projections

1974-84 2001 2002 2003
Australia 70.1 706 717 719 725 738 744 740 737 735 740 752 752 748 747 747 754 75.8 75.7 75.8
Austria 798 762 766 767 169 775 780 785 784 771 166 165 763 165 770 7114 7114 116 116 116
Belgium 61.7 60.7 609 610 612 609 609 609 610 615 619 623 625 627 635 638 63.6 64.1 64.7 65.1
Canada 712 751 758 765 773 778 7717 712 7164 761 760 758 756 759 763 769 714 716 716 T1.7
Czech Republic . . . . . . . . . 723 726 726 724 724 725 723 716 713 712 711
Denmark 775 809 817 814 827 825 829 828 828 815 792 796 797 799 797 803 804 805 806 80.8
Finland 744 766 766 761 759 770 768 753 736 727 721 725 726 723 726 737 745 749 754 762
France 679 664 665 665 664 666 666 668 669 669 671 670 675 677 680 685 687 692 696 69.8
Germany 68.0 674 679 683 686 685 691 739 731 727 729 728 729 734 738 741 74.8 74.9 75.1 75.5
Greece 59.6 620 615 610 619 615 615 596 605 612 619 625|620 61.7 639 642 640 64.0 640 64.1
Hungary . . .. . . . . . . 61.8 590 576 572 567 571 587 59.1 58.8 59.2 59.9
Iceland 74.6 794 810 842 802 789 775 762 755 754 754 757 763 766 771 773 770 76.9 76.7 77.0
Ireland 629 627 625 624 618 6L1 620 622 620 627 630 631 641 642 672 686 696 700 703 707
Italy 599 592 602 600 603 599 596 595 590 579 574 574 577 580 588 593 601 608 613 622
Japan 715 723 722 723 7125 731 741 752 757 160 164 165 770 780 782 781 781 782 782 184
Korea 60.3 583 589 603 605 619 624 634 637 641 649 654 656 661 647 647 652 651 649 649
Luxembourg 610 602 604 609 613 617 6L7 621 618 614 617 618 622 625 628 636 643 652 654 659
Mexico® . . . 511 516 518 518 533 538 552 547 553 553 562 565 557 569 563 562 56.4
Netherlands 58.0 56.0 564 565 572 574 582 590 596 605 608 617 625 637 645 654 66.2 67.0 67.8 68.6
New Zealand 658 665 662 661 646 635 638 638 633 633 642 649 658 656 652 653 654 658 659 66.0
Norway 74.4 775 792 802 801 787 780 771 769 765 768 777 792 804 811 807 807 807 806 805
Poland . . .. . .. . . .. . 688 676 669 665 661 658 651 653 654 65.2 65.1
Portugal 674 681 679 684 690 699 710 724 720 713 714 711 719 734 733 739 747 753 759 765
Slovak Republic . . . . . . . . . . 690 692 695 686 678 690 699 705 7L0 716
Spai n° 62.4 60.2 603 612 618 618 622 622 621 623 626 624 622 627 633 642 656 66.1 66.5 67.0
Sweden 80.0 810 812 815 820 825 829 80 801 776 763 769 765 755 752 757 764 76.9 76.9 77.0
Switzerland 755 762 773 785 797 806 825 839 832 838 820 8L9 823 823 822 8L4 8.1 8.1 8L1 8L1
Turkey © 70.8 634 632 630 621 620 607 606 593 549 572 567 561 549 551 558 519 499 49.1 48.8
United Kingdom 739 748 748 752 763 766 765 760 760 757 754 753 753 753 753 758 759 760 762 763
United States 630 648 653 656 659 664 665 662 664 663 | 666 666 668 67.1 671 671 67.2 669 669 669
Euro area 64.8 639 642 644 647 646 649 665 662 659 660 660 662 666 672 678 684 688 692 69.7
European Union 66.9 66.3 666 668 672 673 675 685 683 679 679 679 680 684 688 694 69.9 70.3 70.7 710
Total OECD 66.6 66.7 670 66,6 668 672 674 679 678 676 677 677 678 680 682 683 684 68.3 68.3 68.4

Note: Labour market data are subject to differences in definitions across countries and to many series breaks, though the latter are often of a minor nature. Labour force participation rates are not fully comparable across
countries mainly because of different definitions of the working-age population. In most countries, the working-age population is defined as al persons of the age of 16 to 64 years, except for Sweden, whereit is 15 to 64
years, New Zealand and Turkey, whereit is 15 years more, and the United States whereit is 16 years of age and more. For information about definitions, sources, data coverage, break in series and rebasings, see OECD
Economic Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

a) Databased on the National Survey of Urban Employment; see OECD Economic Outlook Sources and Methods.

b) Rebased; see OECD Economic Outlook Sources and Methods.

¢) Thefiguresincorporate important revisions to Turkish data; see OECD Economic Outlook Sources and Methods.

Source: OECD.
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Annex Table 20. Employment
Percentage change from previous period

1998 . o

Employment 1985 1986 1087 1988 1989 1990 1991 1992 1993 1004 1095 1996 1997 1998 1099 2000 o matesand projections

2001 2002 2003

(thousands)

Australia 8 636 35 3.7 2.2 3.8 4.7 15 -20 -0.7 0.3 31 4.1 14 0.8 17 2.3 3.0 1.4 1.6 2.0
Austria 3956 0.2 0.4 0.0 0.6 1.3 1.6 14 0.2 -0.6 -0.1 0.0 -0.6 0.5 0.8 14 09 0.4 -0.2 0.3
Belgium 3855 05 06 06 17 12 09 01 -05 -07 -04 07 04 08 12 14 16 10 07 05
Canada 14139 30 30 27 32 21 00 -18 07 08 20 19 08 23 27 28 26 11 07 16
Czech Republic 4818 . . . . . . - . . 11 09 01 -06 -14 -23 -07 04 01 01
Denmark 2684 2.9 3.2 0.1 1.2 -1.3 05 -0.6 -0.5 -2.3 -0.6 2.0 11 1.6 0.4 0.9 0.7 0.2 0.0 0.2
Finland 2213 10 02 03 03 31 00 -51 -71 -61 -08 22 14 20 24 33 17 13 05 12
France 22891 01 05 04 10 15 08 00 -06 -12 01 08 01 06 13 18 =23 18 05 07
Germany 37611 07 14 07 08 15 30 25 -15 -14 -02 02 -03 02 11 12 16 00 -03 05
Greece 3940 10 04 01 16 04 13 23 15 08 19 09 | -04 0.6 41 -08 -03 04 07 10
Hungary 3619 . . . . . . . . . -34 -1.9 -0.5 0.3 15 3.6 09 0.6 0.7 0.8
Iceland 133 36 31 58 -30 -14 -11 -01 -14 -08 05 09 23 18 34 27 15 07 -04 11
Ireland 1521 06 -05 07 -01 00 44 -02 05 15 32 49 39 36 102 63 47 20 10 20
Italy 20242 03 04 -03 05 -01 12 07 -10 31 -16 06 05 04 11 12 19 16 04 13
Japan 65 140 07 08 10 17 20 20 19 11 02 01 01 04 11 -07 -08 -02 -04 -08 -01
Korea 19994 3.7 3.6 55 3.2 4.1 3.0 3.3 1.9 1.6 3.0 2.6 1.9 14 -53 14 38 0.9 0.2 1.3
Luxembourg 174 07 12 13 12 15 14 14 02 03 08 09 09 12 20 26 28 25 10 17
Mexico 18218 . . . 47 35 19 55 20 15 21 -06 65 55 27 13 46 07 17 25
Netherlands 6 609 13 2.5 1.6 2.3 1.8 3.0 2.6 1.6 0.7 -0.1 2.4 2.0 34 33 3.0 2.3 1.8 1.1 1.0
New Zesland 1725 35 04 08 -31 -26 09 -13 08 26 47 52 37 04 06 15 16 21 06 14
Norway 2249 2.3 35 19 -06 -30 -09 -10 -0.3 0.0 15 2.2 25 3.0 25 0.4 0.5 0.4 0.2 0.5
Poland 15 356 . . . . . . - - . 16 09 12 14 12 -39 -16 -15 -15 06
Portugal 4704 04 02 26 26 22 22 30 09 -20 01 -06 05 19 25 18 18 10 09 12
Slovak Republic 2167 . . . . . . . . . . 21 33 -11 -12 -16 -14 04 10 15
Spain® 13206 -09 22 31 29 41 26 02 -19 43 -09 18 15 29 35 46 47 18 05 17
Sweden 3978 -0.3 0.7 1.0 1.4 15 1.0 -20 -4.3 -5.8 -0.9 1.6 -0.6 -1.1 15 2.2 2.2 1.7 0.1 0.3
Switzerland 3858 17 25 23 25 20 32 24 -13 05 -18 06 04 -04 14 04 10 07 02 07
Turkey © 21372 17 18 =22 15 26 17 25 03 53 73 25 24 -01 24 25 -38 -30 11 28
United Kingdom 27308 11 01 26 43 24 03 -30 -21 -04 10 14 11 20 11 13 10 09 03 03
United States 131471 20 23 26 23 20 13 09 07 15| 23 15 15 23 15 15 13 -01 -06 14
Euro area 120 921 0.3 09 0.8 1.2 15 1.9 0.9 -1.0 -1.8 -0.4 0.6 0.3 0.8 18 1.9 2.1 1.1 0.3 0.9
European Union 154 891 0.4 0.8 1.1 18 1.6 15 0.1 -1.2 -1.7 -0.2 0.7 0.5 0.9 16 1.8 19 1.1 0.3 0.8
Total OECD 467 785 13 1.6 1.9 2.1 2.0 1.6 0.4 0.0 -0.3 1.1 1.1 1.2 15 1.0 11 1.2 0.2 0.0 1.1

Note: Labour market data are subject to differencesin definitions across countries and to many series breaks, though the latter are often of aminor nature. Employment is measured as thenumber of persons employed full
or part time and covers in most cases civilian and military employments. For the United States, only civilian employment is reported. For information about definitions, sources, data coverage, break in series and rebasings,
see OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Databased on the National Survey of Urban Employment; see OECD Economic Outlook Sources and Methods.

b) Rebased; see OECD Economic Outlook Sources and Methods.

¢) Thefiguresincorporate important revisions to Turkish data; see OECD Economic Outlook Sources and Methods.

Source: OECD. .
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Annex Table 21.

Unemployment rates. commonly used definitions

Austraia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy
Japan

Korea

L uxembourg
Mexico?
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain®

Sweden
Switzerland
Turkey ©

United Kingdom
United States

Euro area
European Union

Total OECD

1998 . o
Unemployment 1985 1986 1987 1988 1989 1000 1991 1992 1993 1094 1005 1996 1097 1098 1099 2000 oumeesand projections
2001 2002 2003

(thousands)
723 82 79 79 69 59 68 92 104 106 94 82 81 82 77 69 63 69 67 64
240 37 40 43 41 38 41 45 47 54 53 53 56 57 57 53 47 48 53 51
406 104 103 100 90 75 67 66 72 88 100 99 97 94 95 88 70 69 72 73
1278 105 96 88 78 75 81 103 112 114 103 94 96 91 83 76 68 73 78 74
336 43 44 41 39 48 65 88 89 81 80 80
148 71 54 54 61 73 77 84 92 102 83 73 68 56 52 52 47 47 50 50
286 50 54 51 46 31 31 67 118 164 167 155 146 127 114 102 98 92 96 96
2997 102 104 105 100 93 89 94 104 117 121 114 121 122 116 109 95 89 94 93
3684 80 77 76 76 69 62 54 64 76 81 79 85 94 89 82 75 75 81 80
494 78 74 74 77 75 70 77 87 97 96 100 | 98 98 111 120 114 112 109 104
313 . . . . . . . . 121 11.0 104 101 8.9 8.0 7.1 6.5 5.9 6.0 6.1
4 09 07 04 06 17 18 15 30 44 48 50 44 39 28 19 14 15 25 25
125 165 170 167 162 149 128 144 151 157 147 122 117 104 76 56 43 43 53 53
2745 86 99 102 105 102 91 86 88 102 112 117 117 118 119 115 107 100 102 100
2791 26 28 28 25 23 21 21 22 25 29 31 34 34 41 47 47 50 55 54
1461 4.0 3.8 3.1 25 2.6 2.4 2.3 2.4 2.8 24 2.0 2.0 2.6 6.8 6.3 4.1 3.9 4.3 4.0
6 17 15 17 16 14 13 14 16 21 27 30 33 36 31 29 26 25 28 28
602 . . 38 34 29 27 26 29 35 37 64 57 37 32 26 22 25 26 25
286 92 84 80 77 69 60 54 54 66 76 71 66 55 42 32 26 25 28 31
139 35 40 41 56 71 78 103 103 95 81 63 61 66 75 68 60 53 58 54
74 26 20 21 32 49 52 55 59 60 54 49 48 40 32 32 34 35 37 36
1816 . . - . . . . . 140 144 133 123 112 106 139 161 179 193 191
248 88 88 73 60 52 49 43 |41 55 69 72 73 68 50 44 40 42 44 44
317 . . . . . . . . . 137 131 114 119 128 164 188 191 189 184
3061 209 205 200 190 167 157 158 179 222 237 227 222 208 188 159 141 133 137 130
278 28 25 21 17 15 17 30 53 82 80 77 80 80 65 56 47 41 45 47
140 10 08 08 07 06 05 11 25 45 47 42 47 52 39 27 20 18 22 21
1527 69 77 81 82 84 78 79 81 85 82 73 64 66 67 75 64 79 76 69
1716 116 118 102 78 61 59 82 102 103 94 85 79 65 59 60 55 51 53 55
6204 72 70 62 55 53 56 68 75 69 |61 56 54 49 45 42 40 48 62 60
14576 102 103 103 100 92 84 81 90 107 114 111 114 114 108 99 89 85 89 88
16718 102 103 100 93 83 78 80 91 106 109 105 106 104 97 90 81 78 81 80
34442 76 75 71 64 59 58 64 71 79 77 74 73 70 69 67 62 65 72 70

Note: Labour market data are subject to differencesin definitions across countries and to many series breaks, though the latter are often of a minor nature. For information about definitions, sources, data coverage, break in

series and rebasings, see OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Databased on the National Survey of Urban Employment; see OECD Economic Outlook Sources and Methods.
b) Rebased; see OECD Economic Outlook Sources and Methods.
¢) The figuresincorporate important revisions to Turkish data; see OECD Economic Outlook Sources and Methods.

Source: OECD.
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Annex Table 22. Standardised unemployment rates
Per cent of civilian labour force

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Australia 72 100 90 83 79 79 70 60 67 93 105 106 95 82 82 83 77 70 63
Austria . . . . . . . . By . . 40 38 39 43 44 45 40 37
Belgium 101 110 1.1 104 103 100 90 75 67 66 72 88 100 99 97 94 95 88 7.0
Canada 1.0 119 113 107 96 88 78 75 81 103 112 114 104 94 96 91 83 76 68
Czech Republic . . . . . . . . . . .44 44 41 39 48 65 88 89
Denmark 84 90 85 71 54 54 61 73 77 84 92 102 83 73 68 56 52 52 47
Finland . .59 60 67 49 42 31 32 66 116 164 167 152 145 126 114 102 97
France 77 81 97 101 103 105 99 94 90 95 104 117 123 117 123 123 118 112 95
Germany? s7 69 71 712 65 63 62 56 48 42 66 79 84 82 89 99 93 86 79
Hungary . . . . . . . . . .99 121 110 104 101 89 80 71 65
Treland 114 139 155 168 168 166 162 147 134 147 154 156 143 123 117 99 75 56 42
Italy 64 75 80 83 90 98 98 98 90 86 89 102 112 116 117 117 118 114 105
Japan 24 27 27 26 28 28 25 23 21 21 22 25 29 31 34 34 41 47 47
Luxembourg 30 35 31 29 26 25 20 18 L7 17 21 26 32 29 30 27 27 24 24
Netherlands 81 97 93 83 83 81 75 69 62 58 56 66 711 69 63 52 40 34 29
New Zealand 35 57 57 42 40 41 56 71 78 103 103 95 81 63 61 66 15 68 60
Norway 26 35 32 27 20 21 32 50 53 56 60 61 55 50 49 41 33 32 35
Poland . . . . . . . . By . . 140 144 133 123 112 106 . 161
Portugal . 82 89 92 88 73 59 52 48 42 43 57 69 713 73 68 52 45 4l
Spain 149 175 202 216 213 206 195 172 162 164 184 227 241 229 222 208 188 159 141
Sweden 33 37 33 29 27 22 18 15 17 31 56 90 94 88 96 99 83 72 59
Switzerland . . . . . . . . .20 31 40 38 35 39 42 35 30 .
United Kingdom 103 1.1 111 115 115 106 87 73 71 88 100 105 96 87 82 70 63 61 55
United States 97 96 75 72 70 62 55 53] 56 68 715 69 | 61 56 54 49 45 42 40
Euro area . . . . . . . . .83 92 109 116 113 115 11.6 109 100 9.0
European Union . . . . . . . . .82 92 107 111 107 108 106 99 91 82
Total OECD . . . . . . . . . . . 80 79 75 74 72 11 68 64

Note: In so far as possible, the data have been adjusted to ensure comparability over time and to conform to the guidelines of the International Labour Office. All series are benchmarked to labour-force-survey-based
estimates. In countries with annua surveys, monthly estimates are obtained by interpolation/extrapolation and by incorporating trendsin administrative data, where available. The annual figures are then calculated by
averaging the monthly estimates (for both unemployed and the labour force). For countries with monthly or quarterly surveys, the annual estimates are obtained by averaging the monthly or quarterly estimates,
respectively. For several countries, he adjustment procedure used is similar to that of the Bureau of Labor Statistics, U.S. Department of Labor. For EU countries, the procedures are similar to those used in deriving the
Comparable Unemployment Rates (CURS) of the Statistical Office of the European Communities. Minor differences may appear mainly because of various methods of calculating and applying adjustment factors, and
because EU estimates are based on the civilian labour force.

a) Seetechnical notesin OECD Quarterly Labour Force Statistics.

b) Prior to 1993 data refers to Western Germany.

Source: OECD.
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Annex Table 23. Labour force, employment and unemployment

Millions
1085 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 - matesand projections
2001 2002 2003

Labour force
Major seven countries 2916 2958 299.2 3031 3070 311.0 3232 3254 3266 3290 3308 3336 3377 340.2 3431 3456 3474 3494 3519
Total of smaller countries® 95.8 97.6 1131 1153 1177 1196 1219 1231 1498 1546 1564 158.7 160.2 1620 1640 165.1 166.0 1674 169.4
European Union 1504 151.8 1529 1544 1553 156.7 167.2 167.2 167.1 1675 1680 1689 1701 1716 1733 1749 1760 1772 1784
Euro area 1155 1167 1175 1185 1192 1205 131.2 1313 1314 1319 1322 1331 1341 1355 1367 1381 139.0 140.0 1410
Total OECD? 387.4 3934 4123 4184 4247 430.7 4451 4485 4764 4837 4872 4923 4980 5022 507.1 5108 5134 5169 521.3
Employment
Major seven countries 2704 2742 2789 2844 2896 2936 3028 3027 3031 3061 3087 3112 3157 3188 3222 3259 3267 3256 3284
Total of smaller countries® 87.7 895 1046 1070 1099 1121 1139 1141 1360 1403 1424 1452 1475 1490 1509 1530 1534 154.3 156.6
European Union 135.1 136.2 137.7 1401 1423 1445 1539 1520 1494 1492 1503 151.0 1524 1549 1576 160.7 1624 1628 164.1
Euro area 103.7 1046 1054 106.7 1083 110.3 1206 1194 1173 1168 1175 1179 1188 1209 1232 1258 1272 1275 1287
Total OECD? 358.1 363.8 3834 3915 3995 4057 416.6 416.7 439.1 4463 4511 456.4 463.2 467.8 4731 479.0 480.2 4799 485.0
Unemployment
Major seven countries 21.2 215 20.4 18.7 175 17.4 20.4 22.8 235 23.0 221 22.4 22.0 214 21.0 19.7 20.7 23.8 235
Total of smaller countries® 8.0 8.1 85 8.2 7.8 75 8.1 9.1 13.8 14.4 14.0 135 12.8 13.0 13.1 12.1 12.6 13.2 12.8
European Union 15.3 15.6 15.2 14.3 13.0 12.1 134 15.3 17.7 18.3 17.7 18.0 17.7 16.7 15.7 14.2 13.7 14.4 14.3
Euro area 11.8 12.1 121 11.8 10.9 10.2 10.6 11.8 14.1 15.1 14.7 15.2 15.3 14.6 135 12.2 11.8 125 12.3
Total OECD? 29.3 29.6 28.9 26.9 25.3 25.0 285 31.8 37.3 37.3 36.1 35.9 34.8 34.4 34.0 318 33.3 37.0 36.3

Note: See Annex Tables 18 to 20.

a) The aggregate measures include Mexico as of 1987. There is a potential bias in the aggregates thereafter because of the limited coverage of the Mexican National Survey of Urban Employment

Source: OECD.
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Annex Table 26. Household saving rates
Percentage of disposable household income

Austraia
Austria
Belgium
Canada

Czech Republic
Denmark
Finland

France

Germany
Ireland
Italy

Japan

Korea
Netherlands
New Zealand

Norway
Portugal
Spain
Sweden
Switzerland

United Kingdom
United States

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
125 101 9.5 7.5 6.2 8.0 8.6 5.6 53 4.1 55 4.4 55 3.7 2.2 20 3.8 3.0 3.6 3.7
99 103 121 137 117 126 138 147 118 107 116 115 9.6 7.3 8.1 7.8 8.2 7.3 6.6 6.5
157 134 158 146 157 157 169 183 195 192 184 180 159 147 140 144 128 128 140 132
166 157 134 119 123 130 129 132 130 119 9.4 9.2 7.0 49 4.4 4.2 3.9 5.7 72 6.8
. . . . . 36 -11 158 168 155 138 130 148 137 138 137
. . . . 7.4 84 112 108 9.7 8.3 4.2 6.9 5.6 3.6 3.6 16 29 34 3.8 4.1
3.0 2.7 16 32 -04 0.2 29 78 100 7.6 2.6 6.0 2.0 4.4 31 4.0 17 35 43 4.0
141 134 127 112 122 124 130 138 147 152 148 159 148 160 155 151 158 164 168 165
9.5 95 104 107 109 105 120 130 129 124 116 112 108 104 103 9.9 98 102 102 101
126 105 8.6 9.5 6.6 4.6 6.4 75 6.9 9.8 5.9 8.8 73 80 106 104 7.9 8.3 84 8.2
228 210 202 195 184 170 184 187 184 172 172 166 160 145 127 115 102 101 105 103
194 190 190 165 155 157 139 153 146 147 126 123 113 106 118 111 113 125 132 136
141 148 200 232 251 236 220 240 228 206 194 168 159 154 230 160 166 152 133 13.6
5.6 5.6 8.2 8.3 8.1 98 116 7.2 8.3 6.8 71 149 136 134 129 9.5 76 103 122 127
6.6 5.7 4.4 7.2 5.8 55 33 55 34 33 0.4 0.6 06 -07 -15 -07 0.1 2.2 24 22
50 -18 -47 -46 -12 11 22 4.2 5.9 6.9 5.9 57 4.7 4.8 6.9 73 7.6 8.0 8.4 8.1
232 243 218 214 164 151 164 170 148 126 102 103 103 10.0 8.5 7.7 8.7 9.0 9.3 9.6
116 111 121 106 110 102 123 134 119 144 119 144 142 121 111 117 112 107 113 112
29 2.7 15 -30 -50 -49 -04 3.0 76 114 111 8.6 7.1 45 3.2 21 19 4.9 6.1 5.9
. . . . . . 8.7 99 101 108 9.1 9.4 87 101 8.6 91 8.8 9.3 9.7 9.8
10.3 9.8 82 6.4 4.9 6.6 80 100 114 108 9.3 100 9.1 9.5 5.7 4.8 5.0 52 5.6 5.8
10.6 9.2 8.2 73 7.8 75 7.8 8.3 8.7 7.1 6.1 5.6 4.8 4.2 4.7 24 10 2.0 3.8 2.6

Note: The adoption of new national account systems, SNA93 or ESA 95, has been proceeding at an uneven pace anong OECD member countries, both with respect to variables and the time period covered. As a consequence,
there are bresks in many national series. See Table “National Account Reporting Systems and Base-years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http://www.oecd.or g/eco/sour ces-and-methods). Countries differ in the way household disposable incomeis reported (in particular whether private pension benefits less pension contributions are included in disposable
income or not), but the calculation of household saving is adjusted for this difference. Most countries are reporting household saving on anet basis (i.e. excluding consumption of fixed capital by households and unincorpo-
rated businesses). Six countries, Belgium, Denmark, France, Italy, Spain and the United Kingdom are reporting gross household saving. In most countries thehouseholds saving include saving by non-profit institutions

(in some cases referred to as persona saving). Other countries (Czech Republic, Finland, France, Japan and New Zealand) report saving of households only.

Source: OECD.
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Annex Table 27. Gross national saving

As a percentage of nominal GDP

Austraia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Iceland
Ireland
Italy
Japan

Korea
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

European Union
Total OECD

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

18.6
24.2
17.0
20.1

8.5
24.7
18.8
20.2
24.0

210
144
22.8
310

251
26.3
235
175

29.1

6.0
20.7

16.2
28.3
184
18.0
185

19.7
21.3

20.6
22.7
174
20.0

117
24.2
18.6
21.2
219

20.1
143
231
30.3

28.8
284
24.0
18.8

29.6

5.8
20.9

18.3
274
155
18.3
16.3

20.1
20.8

20.2
23.6
183
20.8

16.2
254
183
217
23.0

17.8
141
231
312

30.6
25.7
25.2
191

321

54
220

20.5
30.0
16.3
19.0
185

20.6
21.9

19.0
23.6
17.9
20.2

16.0
24.4
181
220
22.6

158
135
22.6
320

30.6
25.8
25.7
18.6

312

6.2
220

19.9
30.4
20.7
19.0
17.2

20.6
21.6

195
23.7
194
187

19.0
23.8
194
23.8
224

19.2
134
22.4
32.2

34.6
191
25.8
18.9

255

7.6
22.7

20.6
30.0
23.9
176
154

211
21.0

213
23.9
19.9
20.0

18.2
23.7
196
235
18.9

16.8
145
219
32.7

384
24.5
23.8
18.0

25.7

8.5
22.7

20.7
29.8
24.3
177
159

20.9
21.5

22.7
23.9
22.2
20.8

19.2
26.1
20.8
24.3
213

16.5
14.7
218
33.6

40.7
213
25.6
18.6

251

8.3
23.6

21.2
318
28.9
177
17.2

21.6
22.5

214
24.4
22.9
20.0

195
26.1
216
25.7
19.0

16.3
15.0
210
33.6

37.6
20.3
27.2
178

26.2

8.6
22.9

21.7
325
26.4
17.6
16.7

21.9
222

177
250
23.7
175

20.7
24.5
215
24.9
191

175
18.0
20.7
335

37.6
20.3
26.0
16.2

25.8

8.1
22.6

20.0
323
215
16.7
159

215
21.5

159
24.8
22.7
14.9

20.0
16.8
20.9
233
20.7

16.8
177
196
34.4

37.4
18.7
254
13.0

251
159

7.0
220

17.9
30.2
17.7
15.6
16.1

20.5
211

16.7
23.9
235
136
279

20.3
14.0
20.5
231
20.0

16.7
156
183
33.6

36.5
16.6
24.4
139

24.2
154

6.6
20.1

15.2
28.4
185
14.5
151

19.6
20.2

18.0
224
24.6
14.2
28.1

19.2
149
19.0
22.0
185

184
177
19.2
320

36.2
151
24.6
16.6

24.6
15.8

5.7
20.1
134
289
18.7
14.2
15.0

19.1
19.8

177
223
24.9
16.4
273

191
184
19.2
22.0
194

189
18.0
19.7
30.1

35.6
148
26.3
173

254
20.0

52
20.0
171
279
189
16.2
158

19.8
20.1

18.2
218
254
185
29.9

20.4
216
195
21.9
18.0

18.0
20.6
216
29.6

354
19.3
274
17.2

270
21.2

53
22.3
20.3
285
20.1
16.4
16.4

20.5
20.8

19.0
215
24.3
191
274

20.4
20.7
19.2
213
174

18.2
22.1
21.9
29.9

33.7
225
26.7
16.4

29.3
20.8

4.3
221
194
279
22.6
16.8
16.7

20.3
21.0

195
217
254
19.9
26.1

21.2
24.1
20.4
214
17.9

193
23.8
21.6
30.2

333
24.0
279
157

30.7
21.0

4.0
22.6
19.9
30.3
21.6
18.0
176

20.9
21.6

191
21.9
255
195
26.4

20.9
24.9
214
215
17.8

18.2
253
211
29.1

33.7
20.5
25.2
158

273
22.0

35
22.6
20.6
30.7
20.6
18.0
184

20.9
21.6

194
21.0
26.0
21.0
25.0

224
25.1
218
21.0
187

16.0
24.3
20.7
278

32.6
20.6
26.7
149

28.6
20.9

2.3
22.2
20.9
31.6
137
16.3
18.0

20.6
21.1

218
26.2
23.7

23.7
27.6
22.0
213
18.2

143
24.1
20.6

321

271.6

36.4

19
22.3
211

15.6
16.1

20.8
21.7

Note: Based on SNA93 or ESA95 except for Switzerland and Turkey that report on SNA68 basis.

Source: OECD.
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Annex Table 28. General government total outlays
As a percentage of nominal GDP

Estimates and projections
2001 2002 2003

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Australia 380 377 363 334 324 332 347 364 365 356 357 349 337 333 329 3R26 333 332 329
Austria 50.3 513 517 508 493 488 499 505 533 526 525 520 498 501 495 479 479 475 466
Belgium 571 563 543 522 505 504 515 515 530 511 502 501 486 480 474 46.7 463 460 457
Canada 452 446 432 425 430 457 489 499 487 463 450 431 405 402 387 377 378 386 384
Czech Republic . . . . . . . . 439 448 439 432 426 415 439 458 46,6 485 462
Denmark . . . 542 543 536 545 555 581 580 566 563 544 534 518 499 494 496 494
Finland 423 433 438 427 410 444 527 577 591 575 543 540 513 481 471 439 446 453 445
France 519 512 502 499 489 495 500 517 539 538 535 538 528 521 518 510 508 509 504
Germany 2 456 450 453 449 435 438 442 450 462 459 463 473 465 460 462 433 457 462 452
Greece 438 429 431 414 431 474 438 459 481 460 546 524 508 507 521 523 510 505 497
Hungary . . . . . . . . b98 634 562 532 522 531 500 482 481 480 482
Iceland 353 373 343 390 415 390 401 405 404 399 392 386 372 377 391 385 399 403 397
Ireland 50.7 506 481 454 392 399 413 417 413 411 380 364 342 322 319 293 300 309 312
Italy 497 496 494 495 503 529 540 532 554 527 511 513 485 473 467 444 453 447 447
Japan® 294 296 300 294 289 305 303 310 328 333 344 349 338 348 39 366 369 374 374
Korea 176 169 160 162 173 183 194 206 201 197 193 207 215 241 233 231 246 251 249
Luxembourg . . . . . 4l3 433 436 443 424 433 433 408 400 401 381 393 405 401
Netherlands © 519 520 533 513 489 494 495 500 499 476 477 456 444 434 433 416 413 416 414
New Zealand . 5l8 481 491 475 481 453 448 414 393 386 376 384 395 390 386 389 399 400
Norway 415 454 477 495 491 497 506 520 510 499 476 454 438 463 458 408 408 424 415
Poland . . . . . . . . 543 494 470 461 456 438 434 438 461 461 459
Portugal 399 403 389 375 367 396 420 426 442 427 413 416 400 402 406 408 40.7 400 397
Spain 39.7 406 396 390 40.7 416 427 439 472 451 440 428 412 406 396 388 381 381 379
Sweden 604 586 548 552 551 559 589 643 675 648 619 599 580 555 551 527 529 530 528
United Kingdom . . 405 381 373 391 411 430 432 426 422 407 389 377 371 370 384 394 398
United States ¢ 338 342 339 329 328 336 342 348 341 331 329 324 314 305 302 299 304 312 306
Euro area 477 475 472 466 463 473 478 485 504 493 490 492 478 470 467 448 455 455 450
Tota of above European Union countries 483 480 465 458 452 464 473 483 499 488 484 482 46.6 458 454 439 447 449 445
Total of above OECD countries 378 379 378 371 367 379 387 395 404 395 393 390 378 374 372 366 372 377 373

Note: Total outlays are defined as current outlays plus net capital outlays. Data refer to the general government sector, which s a consolidation of accounts tor the central, state and local governments plus social security. One
oft revenues from the sale of mobile telephone licenses are recorded as negative capital outlays. See Table “National Account Reporting Systems and Base-years’ at the beginning of the Statistical Annex andOECD
Economic Outlook Sources and M ethods (http://mwww.oecd.or g/eco/sour ces-and-methods).

a) The 1995 outlays are net ot the debt taken on this year trom the Inherited Debt tunds

b) The 1998 outlays would be 5.4 percentage points of GDP higher i account were taken of the assumption by the central government of the debt of the Japan Railway Settlement Corporation and the National Forest Special
Account. The 2000 outlays include capital transfers to the Deposit Insurance Company.

¢) The 1995 outlays would be 4.9 percentage points of GDP higher if capital transfersto social rental companies were taken into account.

d) These data include outlays net ot operating surpluses of public enterprises.

Source: OECD.
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Annex Table 29 . General government current tax and non-tax receipts
As a percentage of nominal GDP

Estimates and projections
2001 2002 2003

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Australia 328 335 341 331 323 320 310 305 310 310 320 328 332 339 340 330 334 335 334
Austria 477 475 473 473 462 464 469 485 490 476 473 481 479 478 473 468 478 471 467
Belgium 46.8 461 463 449 429 437 441 436 456 460 458 464 466 471 468 467 463 460 460
Canada 36.7 375 378 382 384 399 406 408 400 397 397 403 40.7 407 404 409 40.7 408 406
Czech Republic . . . . . . . . 435 435 428 412 402 391 400 403 406 392 403
Denmark . . . 557 546 525 521 533 552 556 543 553 548 545 549 527 514 510 511
Finland 456 470 451 465 469 496 516 520 518 518 506 509 498 494 490 508 483 472 466
France 489 480 483 474 471 474 476 475 480 482 480 497 497 495 502 496 493 491 490
Germany 445 438 435 428 436 418 412 425 430 435 430 439 437 438 446 444 432 437 434
Greece 322 333 335 300 289 315 325 333 345 361 445 449 468 482 502 512 512 511 510
Hungary . . . . . . . . 532 523 487 473 450 449 448 452 432 433 437
Iceland 336 333 335 370 370 3B8 3r2 3Jr7 3BY 352 362 370 371 382 412 408 396 395 388
Ireland 403 404 399 411 375 371 385 388 386 391 359 362 354 345 342 339 332 331 331
Italy 374 382 385 388 405 412 423 426 452 434 435 442 458 445 449 441 439 436 436
Japan? 288 289 303 305 307 324 321 318 304 305 302 300 300 293 289 300 305 306 308
Korea 188 184 186 197 208 218 213 220 226 228 235 245 252 261 263 301 302 302 304
L uxembourg . . . . . 464 448 443 464 454 456 452 442 434 437 442 447 437 429
Netherlands 479 463 467 462 436 437 463 456 463 434 436 438 433 426 437 438 424 422 421
New Zealand . 454 460 445 441 435 417 417 410 424 415 405 401 393 399 406 402 400 397
Norway 514 513 523 521 510 523 507 502 496 503 511 520 517 498 516 555 550 538 533
Poland . . . . . . . . 498 459 445 433 428 415 414 416 417 412 410
Portugal 326 341 335 341 343 347 362 397 382 369 367 376 373 379 385 392 390 385 383
Spain 341 345 39 357 372 375 383 399 405 390 374 378 380 380 385 385 381 378 378
Sweden 565 573 587 581 600 59.7 570 565 556 540 542 568 564 576 568 56.7 56.7 547 547
United Kingdom . . 387 386 381 375 380 366 353 359 365 363 367 381 382 390 395 394 301
United States” 287 289 296 293 295 203 292 289 292 294 298 302 305 308 311 316 310 300 300
Euro area 428 426 427 422 429 426 428 434 446 442 440 449 451 448 454 450 443 442 441
Total of above European Union countries 431 429 424 423 425 423 426 429 435 432 431 438 441 441 446 445 440 439 437
Total of above OECD countries 336 337 346 345 347 349 350 35O 354 33 3B4 3B 361 361 363 368 364 360 360

Note: Current receipts exclude capital receipts. Non-tax current receipts include operating surpluses of public enterprises, property income, fees, charges, fines, etc. Datarefer to the general government sector, whichisa
consolidation of accounts for central, state and local governments plus social security. See Table “National Account Reporting Systems and Base-years’ at the beginning of the Statistical Annex and OECD Economic
Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002.

b) Excludes the operating surpluses of public enterprises.

Source: OECD.
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Annex Table 30. General government financial balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

2001 2002 2003
Australia 51 42 -22 -04 00 -12 -38 60 56 -46 -37 -22 -05 06 11 03 01 02 05
Austria -26 -38 44 -35 31 -24 30 -20 -42 50 52 -38 -19 -24 -22 -11 0.0 -04 0.1
Belgium -102 -102 -r9 -7r3 -76 -67 -3 -79 -73 50 -44 -37 -20 -08 -06 0.1 0.0 0.0 0.2
Canada 86 -71 -54 -43 -46 58 -83 91 -87 -67 -53 -28 0.2 0.5 16 32 2.8 21 22
Czech Republic -04 -12 -11 -20 -24 -24 -39 55 -60 -93 -58
Denmark . . . 15 03 -10 -24 -22 -29 -24 -23 -10 0.4 11 31 2.8 20 14 17
Finland 3.3 3.7 13 3.8 6.0 53 -11 %6 -73 57 37 -32 -15 1.3 1.9 6.9 3.7 1.9 21
France 30 -32 -20 -25 -18 -21 -24 -42 -60 55 -H55 -41 30 -27 -16 -14 -15 -18 -14
Germany # -1 -13  -18 21 01 -20 -30 -25 -31 -24 -33 -34 =-27 -22 -16 12 -25 -25 -18
Greece -116 -96 -96 -114 -142 -159 -114 -126 -136 -99 -102 -74 -40 -24 -18 -11 0.2 0.6 13
Hungary . . . . . . . . -66 -110 -76 -59 -72 -83 -52 -30 -49 -48 -45
Iceland -16 -40 -08 -20 -45 33 -29 -28 -45 -47 -30 -16 0.0 0.5 21 23 -02 -08 -09
Ireland -103 -102 -82 -42 -17 -28 -29 -30 -27 -20 -22 -02 1.2 2.3 2.3 4.6 3.2 2.2 1.9
Italy -122 -114 -1120 -1074 -98 -118 -11.7 -10.7 -103 -93 -7r6 -1 -27 -28 -18 -03 -14 -11 -11
Japan® 06 -07 03 11 18 19 18 08 -24 -28 -42 -49 -37 55 -70 66 -64 -67 -66
Korea 11 16 2.6 35 34 35 18 14 25 31 4.2 38 3.6 19 31 6.9 5.7 51 55
Luxembourg . . . . . 51 15 0.7 21 29 2.3 20 34 34 3.6 6.1 53 32 29
Netherlands ° -41 -57 -66 -51 -53 -57 -32 -44 -36 -42 -42 -18 -11 -08 0.4 2.2 11 0.6 0.7
New Zealand . -64 -21 -46 -34 -46 -35 -31 -04 31 2.9 2.9 16 -0.2 0.9 1.9 1.3 01 -03
Norway 9.9 59 4.6 2.7 1.8 2.6 01 -17 -14 0.4 35 6.6 7.9 35 59 148 143 115 117
Poland 45 -35 -25 -29 -28 -23 -20 -22 -44 -49 -49
Portugal -73 62 55 -34 -23 50 59 -29 60 59 46 40 -27 -23 -21 -15 -17 -15 -14
Spain 56 -61 -37 -33 -36 -42 -43 -40 -67 -61 -66 -49 -32 -26 -12 -03 00 -04 0.0
Sweden -39 -14 3.9 3.0 4.9 38 -20 -7r8 -119 -108 -77 -31 -16 21 1.7 4.1 3.8 1.6 1.8
United Kingdom d -29 -26 -18 0.5 o8 -16 -31 -64 -79 -67 -58 -44 -22 0.4 11 1.9 11 0.0 -0.7
United States® 50 53 -43 36 32 -43 50 -59 50 -36 -31 -22 -09 0.3 0.8 17 06 -11 -06
Euro area -48 -49 -45 -44 35 47 50 51 -58 51 -50 -43 -26 -22 -13 02 -12 -13 -09
Total of above European Union countries -48 47 -41 -36 -27 -41 -47 54 -64 -56 -53 -43 -25 -17 -08 06 -07 -10 -08
Total of above OECD countries -41 -41 -33 -26 -20 -30 -37 45 -50 -41 -39 32 -17 -13 -09 02 -07 -16 -13
Memorandum items
General government financial balances

excluding social security

United States 53 -54 -48 -44 -42 54 59 67 -57 -45 -39 -31 -20 -09 -06 02 -10 -29 -24
Japan 31 -35 -25 -20 -14 -15 -07 -16 -45 -47 -60 65 -53 -67 -78 -73 -7.0 -7.3 -66

Note: Financial balances include one-oft revenues trom the sale ot the mobile telephone licenses. See Table " National Account Reporting Systems and Base-years’ at the beginning ot the Statistical Annex and OECD

Economic Outlook Sources and Methods (http: /mww.oecd.or g/eco/sour ces-and-methods).

a) The 1995 outlays are net of the debt taken on this year from the Inherited Debt Funds

b) The 1998 outlays would be 5.4 percentage points of GDP higher It account were taken ot the assumption by the central government ot the debt ot the Japan Railway Settlement Corporation and the National Forest Special

Account. Deferred tax payments on postal savings accounts are included in 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit Insurance Company.

¢) The 1995 outlays would be 4.9 percentage points of GDP higher if capital transfers to social rental companies were taken into account.
d) Includes only rents for the use of spectrum for the third generation mobile telephone in 2000 and onwards, as the lump-sum prepayment made in 2000 will be amortised over the next 20 years.

€) The general government sector includes public enterprises.
f) From 1991 onwards data are based on SNA93 and thus exclude private pension funds.

Source: OECD.
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Annex Table 31. General government structural balances
Surplus (+) or deficit (-) as a percentage of potential GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany

Greece
Iceland
Ireland
Italy

Japan®

Netherlands
New Zealand
Norway®
Portugal
Spain
Sweden

United Kingdom
United States

Euro area
Total of above European Union countries
Total of above OECD countries

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
2001 2002 2003

53 -39 -21 -05 -03 -09 -25 -46 -46 -41 -35 -21 -04 04 08 -01 01 05 05
19 -32 37 -31 33 31 -37 27 -41 -49 -49 36 -16 -25 -24 -19 00 -01 03
88 -88 -76 -88 -102 -98 -100 -99 -68 -45 -40 -26 -16 -04 -05 -07 -02 06 07
87 -14 -63 -60 -61 -62 -64 65 -63 53 -41 -11 14 14 17 26 28 26 24
. . . 16 18 14 03 10 18 -01 -05 03 09 12 32 24 22 22 25

39 43 10 22 31 32 18 06 08 08 10 05 01 18 21 56 40 34 35
-12 -16 -07 -20 -22 -27 -27 -42 50 -46 -46 -29 -18 -21 -14 -16 -17 -17 -1l4
01 -07 -13 -25 -07 -41 -35 -30 -21 -17 -28 25 -18 ~-14 -09 -13 -20 -15 -14
4109 -91 -84 -11.6 -155 -159 -11.7 -124 -119 -83 -86 -60 -32 09 -05 -08 -03 03 07
-12 -48 -33 -35 -51 -36 -25 -04 -19 -33 -12 -10 -03 -02 12 09 -12 -07 -12
94 77 62 31 -15 -39 -28 -21 -09 00 -13 05 10 23 16 28 20 22 23
-114 -107 -106 -11.2 -107 -125 -120 -103 -87 -82 -7.3 65 -20 -20 -07 -08 -06 01 -02
©0Z 00 09 12 16 13 14 06 -23 26 -39 -51 -41 -53 -6/ -65 -58 -57 -b5
36 54 -58 -43 60 -76 -48 -54 -35 -47 -44 -21 -16 -16 -07 03 09 11 11
. 79 30 -43 30 31 -05 00 08 26 21 21 13 08 12 16 11 04 -04

09 11 03 08 03 -14 -43 -63 -66 -55 -22 -22 -15 -28 -11 03 -03 -10 -L7
-48  -42 -44 36 30 61 -69 -3/ -54 52 -39 36 -26 -25 -24 -23 -16 -09 -08
40 -45 31 -36 -45 -54 54 -41 52 -45 -48 27 -14 -15 -08 -05 00 00 00
37 20 23 07 22 17 -20 -52 -71 -79 -60 -09 06 34 21 39 44 28 26
. . 27 -18 -13 29 -22 -42 56 -56 -50 -37 -20 04 14 19 12 04 -05

48 51 -43 -39 37 -45 -43 53 -44 35 -28 21 -11 00 05 13 07 -05 -02
36 -39 -38 -46 -44 61 -57 52 -45 -41 -42 32 -17 -15 -09 -09 -09 -06 -05
-40 -42 -37 -41 -38 54 50 -51 -49 -46 -46 -33 -17 -11 -04 -03 -05 -03 -04
39 -40 -32 -32 -29 -39 -37 -43 -43 -38 -37 -30 -17 -12 -09 -05 -07 -11 -10

Note: Structural balances exclude one-oft revenues from the sale ot the mobile telephone license. See OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods) for details on the
methodology used for estimating the structural component of government balances and Table “National Account Reporting Systems and Base-years’ at the beginning of the Statistical Annex.
a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002. The 2000 outlays include capital transters to the Deposit Insurance Company.

b) Asapercentage of mainland potential GDP. The financial balances shown exclude revenues from oil production.

Source: OECD.
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Annex Table 32. General government primary balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany

Greece
Iceland
Ireland
Italy
Japan
Korea

L uxembourg
Netherlands

New Zealand
Norway

Portugal

Spain

Sweden

United Kingdom
United States

Euro area
Tota of above European Union countries
Total of above OECD countries

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
2001 2002 2003
14 -01 18 33 36 21 -09 26 27 -06 01 11 21 27 31 21 18 19 21
03 -09 -13 02 00 08 04 14 07 -15 -16 -02 17 12 13 23 31 27 31
00 06 22 25 32 44 33 26 33 42 45 47 56 64 61 65 62 58 59
46 -30 -13 -01 01 06 -32 -41 -38 -17 02 24 50 53 60 66 57 50 50
. . . 58 43 28 16 10 06 09 09 19 33 36 54 47 38 31 32
24 26 04 29 47 36 31 -76 -7.7 -46 -28 -17 04 30 35 79 48 30 30
09 -10 02 -03 04 03 01 -14 -30 -24 22 -06 02 05 14 16 14 10 14
11 10 04 02 22 -01 08 00 -05 03 -02 03 03 09 15 40 01 03 09
66 -42 28 -40 67 59 -21 -11 -10 40 26 46 56 66 69 73 80 79 80
15 34 05 -08 -31 -11 08 06 -21 -22 01 10 25 29 41 38 15 07 06
55 53 32 02 43 34 28 22 21 26 18 30 41 46 37 55 36 24 20
42 29 30 -24 -06 -18 04 15 23 17 33 38 61 47 43 56 42 40 42
18 16 25 29 35 32 29 19 -13 -26 -35 -38 26 -42 -57 -53 51 54 52
12 17 27 35 32 32 14 10 21 27 38 32 28 06 20 58 47 42 46
-« .« . . 30 06 -12 05 16 12 11 25 24 28 51 45 24 21
03 -12 -19 05 -12 -16 11 00 08 02 06 29 33 34 43 54 35 27 23
. 21 19 -13 04 05 -07 02 19 44 44 35 22 -14 13 23 16 03 -02
87 42 28 03 04 04 -20 -35 -27 02 29 61 75 32 48 137 132 104 106
09 22 22 33 37 29 18 41 01 02 17 14 16 12 11 16 13 14 14
48 34 05 -06 -03 -10 -12 -03 -22 -19 -18 00 12 14 22 27 27 21 24
09 08 56 39 54 39 -18 75 -110 -89 51 01 17 49 43 59 51 28 29
05 06 13 32 32 08 -11 -44 57 -41 28 -16 08 32 35 41 29 18 10
18 20 -10 -03 02 -08 -13 -22 -14 02 06 13 24 35 37 44 29 09 12
11 09 05 -04 07 02 03 00 -06 -02 00 09 20 21 25 39 23 20 23
11 -07 01 03 12 00 -04 -08 -15 -09 04 06 19 24 28 40 25 20 22
09 08 00 06 12 03 03 -10 -14 -08 03 04 16 19 20 29 17 07 09

Note: The primary balance is the difference between the financial balance and net interest payments. For more details see footnotes of Annex Tables 30 and 33, OECD Economic Outlook Sources and Methods

(http: //vaww.oecd.or g/eco/sour ces-and-methods) and Table *National Account Reporting Systems and Base-years’ at the beginning o the Statistical Annex.

Source: OECD.
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Annex Table 33. General government net debt interest payments
As a percentage of nominal GDP

Estimates and projections
2001 2002 2003

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Australia 37 41 3.9 36 37 33 29 34 29 40 39 32 26 21 20 18 18 17 16
Austria 2.8 2.9 31 3.3 3.2 3.2 3.3 3.4 3.6 35 3.6 3.6 3.6 3.6 3.5 3.4 3.2 3.1 3.0
Belgium 103 107 101 98 107 111 10/ 106 10.6 9.2 89 8.4 7.6 7.2 6.7 6.5 6.2 5.8 57
Canada 4.0 4.1 4.1 4.3 4.7 5.2 51 5.0 49 5.0 55 5.2 4.8 4.8 4.4 3.3 29 2.9 2.8
Denmark . . . 43 40 38 40 32 35 33 31 29 29 25 23 19 18 18 15
Finland -9 -10 -09 -09 -12 -17 -19 -19 -03 11 0.9 1.5 1.9 1.7 1.6 1.0 1.1 1.1 0.9
France 2.1 2.2 2.2 2.1 2.2 24 2.6 2.7 3.0 3.1 3.3 3.4 3.3 3.2 3.0 29 29 29 2.8
Germany 2 2.2 2.3 2.3 2.3 2.1 1.9 2.2 2.5 2.6 2.7 31 31 3.1 31 31 2.8 2.7 2.7 2.7
Greece 5.0 54 6.8 74 75 100 93 115 126 139 127 120 96 90 87 84 78 7.2 6.7
Iceland 0.1 0.6 0.4 1.2 1.4 2.2 2.1 2.2 24 25 29 2.6 25 2.4 2.0 1.6 1.7 15 14
Ireland 7.0 6.9 7.6 6.4 6.0 6.2 57 5.2 4.8 45 4.0 3.2 3.0 2.3 1.3 0.9 0.4 0.2 0.1
Italy 8.0 8.4 8.0 8.3 9.2 99 113 122 126 110 109 109 8.8 75 6.1 6.0 57 51 53
Japan® 24 22 21 18 17 12 10 11 11 02 07 11 12 13 13 13 13 14 14
Korea 0.1 0.1 0.1 o0 02 04 05 05 04 04 04 06 -09 -13 -11 -112 -10 -09 -09
L uxembourg . . . . . -22 -21 -19 -16 -13 -11 -09 -08 -09 -07v -09 -09 -08 -07
Netherlands 4.4 4.4 4.7 4.6 4.1 4.1 4.3 4.4 4.4 4.4 4.7 4.7 4.4 4.2 39 3.2 2.5 2.1 1.7
New Zealand . 43 4.0 33 39 41 29 2.9 2.3 13 14 0.7 06 -12 04 0.3 0.3 0.2 0.1
Norway -2 -1v -18 -24 -23 -21 -22 -18 -13 06 -06 -0O5 -04 -03 -10 -11 -11 -11 -11
Portugal 8.1 8.4 7.6 6.8 6.1 7.9 77 7.0 6.1 6.1 6.2 5.4 4.2 35 3.2 3.1 3.0 2.9 2.8
Spain 0.8 2.7 3.2 2.7 3.3 3.2 3.1 3.7 45 4.2 49 5.0 4.4 4.0 34 3.1 2.8 25 24
Sweden 29 22 17 0.9 0.5 0.1 0.1 0.2 10 19 2.6 30 33 2.8 2.6 19 13 12 11
United Kingdom 3.4 3.2 3.1 2.7 2.4 2.3 2.0 2.0 2.2 2.6 29 2.8 3.0 2.8 2.4 2.2 1.8 1.7 1.7
United States 3.2 33 33 33 34 35 3.7 3.7 35 35 3.6 35 33 3.2 2.8 2.7 2.3 21 19
Euro area 37 40 40 40 42 44 48 51 52 49 50 52 46 43 39 37 34 33 32
Tota of above European Union countries 38 4.0 4.0 39 4.0 4.1 4.3 4.6 4.9 4.7 4.9 4.9 4.4 4.1 37 34 32 3.0 3.0
Total of above OECD countries 3.2 3.3 3.3 3.2 33 33 34 35 36 34 36 3.6 33 31 28 26 24 22 21

Note: In the case ot Japan, Ireland and New Zealand where net interest payments are not available, net property income paid is used as a proxy. For Denmark, net interest payments including dividends received are used. See
Table“National Account Reporting Systems and Base-years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

a) Includes interest payments on the debt of the Inherited Debt Funds from 1995 onwards.

b) Includesinterest payments on the debt of the Japan Railway settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD.
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Annex Table 34. General government grossfinancial liabilities
As a percentage of nominal GDP

Estimates and projections
2001 2002 2003

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Austraia . . . 260 239 227 239 283 317 414 433 403 385 332 264 267 262 262 250
Austria 492 537 576 589 581 572 575 572 619 648 692 692 647 639 649 635 615 599 574
Belgium 1181 1233 1276 1276 123.7 1241 1261 1275 1341 1323 1293 1301 1247 1193 1150 109.3 1054 1018 975
Canada 840 887 891 886 898 928 101.8 109.7 116.2 116.6 119.8 1200 1164 1144 1096 1032 983 951 899
Denmark 749 718 686 667 650 658 667 706 838 777 739 681 644 593 545 494 462 442 417
Finland . . . . . 143 227 453 560 580 572 571 541 488 473 440 421 420 417
France 380 388 401 400 399 395 403 447 516 553 593 623 647 650 646 641 649 654 650
Germany * 416 415 422 422 399 420 388 418 474 479 571 603 618 632 609 608 609 625 628
Greece 471 477 530 627 657 889 911 974 1101 1079 108.7 111.3 1082 1050 1039 1027 998 976 945
Iceland 327 302 278 312 368 365 386 463 534 558 593 567 533 486 437 411 464 411 406
Ireland 995 110.6 111.8 1082 989 924 921 89.7 936 877 798 742 651 548 493 386 321 274 229
Italy 819 862 904 925 953 1037 1074 1161 1179 1240 1231 121.8 1196 117.2 1157 110.8 107.7 105.2 102.0
Japan® 677 712 716 696 667 646 611 635 690 739 804 865 920 103.0 1153 1232 1320 1415 1486
Korea 163 144 126 9.8 9.1 8.2 7.2 6.9 5.9 6.1 6.3 6.3 92 152 187 198 175 165 161
L uxembourg . . . . . . . . . . . 6.2 6.0 6.2 59 53 45 37 1.0
Netherlands 687 706 731 760 760 756 757 764 776 740 755 752 699 668 631 561 539 509 484
New Zealand . . . . . . . . 706 639 572 518 498 505 486 458 430 424 416
Norway 325 409 339 330 330 295 278 324 408 372 348 314 279 266 278 293 271 268 260
Portugal 566 548 616 619 595 561 577 553 614 622 642 628 591 554 551 542 528 517 50.0
Spain 490 498 490 453 469 488 499 524 635 794 862 859 869 807 773 744 714 698 677
Sweden 647 641 570 512 465 427 515 690 737 779 769 745 736 726 679 621 562 525 506
United Kingdom 59.2 584 561 497 430 444 443 492 581 558 606 601 605 614 564 538 522 509 501
United States 590 626 641 647 650 666 714 741 758 /50 745 739 714 683 653 594 576 580 56.5
Euro area 532 549 569 573 578 603 604 643 688 716 755 782 785 771 753 731 719 714 700
Total of above European Union countries  57.1 582 59.2 584 570 588 589 636 698 723 763 769 766 756 731 707 692 684 671
Total of above OECD countries 590 616 625 613 605 614 630 666 70.7 722 746 755 751 752 748 727 725 736 734

Note: Gross debt measures are not always comparable across countries due to ditterent definition or treatment ot debt components by countries. Notably, the treatment ot government liabilities in respect of their employee
pension plans may differ depending on the degree to which the pension liahilities are explicit in the government’ s balance sheet. Such liabilities are included in government debt whereas unfunded liabilities are treated as a
memorandum item in the ESA95/SNA93. General government financial liabilities presented here are defined according to ESA95/SNA93 for all countries with the exception of Austria, Belgium, Finland, Greece, Ireland,
Luxembourg, Netherlands and Portugal where debt measures follow the definition of debts applied under the Maastricht Treaty as of 1996 . Maastricht debt for EU countries is shown in Annex Table 60. For more details
see "National Account Reporting Systems and Base-years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and M ethods (http://www.oecd.or g/eco/sour ces-and-methods).

a) Includes the debt of the Inherited Debt Fund from 1995 onwards

b) Includes the debt of the Japan Railway Settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD.
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Annex Table 35.

General government net financial liabilities
As a percentage of nominal GDP

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

2001 2002 2003
Australia .~ . . 154 114 107 116 162 222 267 27.3 217 219 166 139 124 118 117 106
Austria 301 333 363 384 381 375 374 387 435 458 505 502 47.8 477 483 475 461 450 429
Belgium 1082 1135 117.6 117.8 1143 1160 1174 1195 1260 1257 1249 1218 1175 1122 1075 1022 984 948 905
Cenada 525 575 570 557 585 6l2 692 784 838 862 830 87.5 827 802 739 650 597 561 510
Denmark 453 379 337 354 332 330 375 412 452 458 462 424 384 356 307 259 228 208 183
Finland 271 -280 -27.9 -292 -333 -355 -342 -258 -17.3 -174 -133 -155 -161 -27.1 -284 -329 -358 -367 -36.9
France 106 136 129 139 146 161 163 184 266 294 359 415 4l4 424 426 422 422 426 422
Germany? 187 190 204 207 180 178 202 244 279 291 394 422 430 454 436 415 415 432 434
lceland 60 89 81 98 17.7 191 199 266 347 377 397 396 375 313 237 237 273 258 249
Italy 796 840 883 906 935 837 886 97.3 1054 1107 1087 1088 1068 1050 1035 987 955 930 89.8
Japan® 350 337 279 237 194 124 64 73 101 121 169 216 27.9 380 444 511 587 668 740
Korea -65 -81 -102 -136 -163 -172 -159 -153 -155 -152 -180 -194 -225 -245 -256 -283 -329 -362 -30.2
Netherlands 406 437 271 309 345 354 362 396 406 419 [532 537 553 537 505 448 409 384 359
New Zedland W .. ... . . 480 420 355 3L2 289 268 246 222 194 188 181
Norway -369 -414 -428 -430 -422 -420 -383 -359 -327 -3L2 -329 -369 -434 -476 -538 -600 -70.8 -80.9 -B7.1
Spain 261 203 209 306 307 318 332 354 423 531 566 556 553 493 456 427 399 384 363
Sweden 139 125 64 02 -60 -78 50 46 107 210 227 195 181 152 129 83 42 25 05
United Kingdom 308 3L2 205 238 191 151 153 216 309 3L1 369 387 401 419 367 331 305 292 285
United States 419 454 474 485 487 499 536 57.1 591 597 592 588 567 530 486 434 411 414 400
Euro area 324 352 359 372 386 375 394 435 482 508 560 593 594 589 574 547 534 531 518
Total of above European Union countries 343 363 362 360 351 330 345 392 457 487 541 557 555 552 530 500 483 477 465
Total of above OECD countries 364 384 382 373 363 350 364 401 440 458 482 492 489 487 468 442 434 443 441

Note: Net debt measures are not always comparable across countries due to different definition or treatment of debt (and asset) components by countries. First, the treatment of government liabilities in respect of their
employee pension plans may be different (see footnote of Annex Table 34). Second while general government financial liabilities presented here for most countries are defined by ESA95/SNA93, for some EU countries, i.e.
Austria, Belgium, Finland, Greece, Ireland, Luxembourg, Netherlands and Portugal as of 1996, debt measures follow the definition of debts applied under the Maastricht Treaty. Third, arange of itemsincluded as general

government assets differs across countries. For example, equity participation is excluded from government assets in some countries, whereas foreign exchange, gold and SDR holdings are considered as assets of the
government in the United States and the United Kingdom. For details see * National Account Reporting Systems and Base-years” at the beginning of the Statistical Annex andOECD Economic Outlook Sources and Methods

(http://mww. 0ecd. or gleco/sour ces-and-methods) .

a) Includes the debt of the Inherited Debt Fund from 1995 onwards
b) Includes the debt of the Japan Railway Settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD.
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Annex Table 36. Short-term interest rates

Australia
Austria
Belgium
Canada

Czech Republic
Denmark
Finland

France

Germany
Greece

Hungary
Iceland

Ireland

Italy

Japan

Korea
Luxembourg

Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
122 162 164 135 129 177 144 102 6.5 52 57 7.7 7.2 54 5.0 5.0 6.2 5.0 4.0 5.0
6.5 6.2 53 4.3 4.6 7.5 9.0 9.5 9.5 7.0 51 4.6 34 35 3.6 3.0 4.4 4.2 3.0 3.8
11.4 9.5 8.1 7.1 6.7 8.8 9.6 9.4 9.4 8.2 57 4.8 3.2 34 3.6 3.0 4.4 4.2 3.0 3.8
10.0 8.6 8.1 7.8 95 121 127 8.8 6.6 5.0 55 7.1 4.4 35 5.0 49 5.8 4.0 2.6 3.8
. . . . . . . . . 131 91 109 120 159 143 6.9 54 53 5.6 6.4
11.7 102 91 101 85 9.8 108 9.7 115 103 6.2 6.0 3.9 3.7 4.1 33 5.0 4.5 3.3 4.1
165 135 127 100 100 126 140 131 133 7.8 54 5.8 3.6 32 3.6 3.0 4.4 4.2 3.0 3.8
11.7 9.9 7.7 8.3 7.9 94 103 96 103 8.6 5.8 6.6 3.9 35 3.6 3.0 4.4 4.2 3.0 3.8
6.0 54 4.6 4.0 4.3 7.1 85 9.2 9.5 7.3 54 4.5 3.3 33 35 3.0 4.4 4.2 3.0 3.8
178 184 185 190 192 190 230 233 217 213 193 155 128 104 116 8.9 6.1 4.2 3.0 3.8
. . . . . 172 269 320 240 201 180 147 110 110 102 9.7

310 279 148 146 105 8.8 4.9 7.0 7.0 7.1 7.4 86 112 112 105 9.5

132 119 125 108 80 100 113 104 143 9.1 5.9 6.2 54 6.1 54 3.0 4.4 4.2 3.0 3.8
173 152 134 113 108 126 122 122 140 102 85 105 8.8 6.9 5.0 3.0 4.4 4.2 3.0 3.8
6.5 6.6 5.2 4.2 4.5 54 7.7 74 4.5 3.0 2.2 12 0.6 0.6 0.7 0.2 0.2 0.1 0.0 0.0
. . . . . . . 183 164 130 133 141 127 134 152 6.8 7.1 52 4.1 4.6
11.4 9.5 8.1 7.1 6.7 8.8 9.6 9.4 9.4 8.2 5.7 4.8 3.2 34 3.6 3.0 4.4 4.2 3.0 3.8
. . . . . . 30 198 159 155 145 478 329 213 261 224 162 126 102 9.5
6.1 6.3 57 54 4.8 7.4 8.7 9.3 9.4 6.9 5.2 4.4 3.0 33 35 3.0 4.4 4.2 3.0 3.8
150 233 191 211 154 135 139 100 6.7 6.3 6.7 9.0 9.3 7.7 7.3 4.8 6.5 5.8 4.8 54
130 125 144 147 135 114 115 106 118 7.3 5.9 55 4.9 3.7 5.8 6.5 6.7 7.2 6.5 6.5
. . . . . . . . . 349 318 277 213 231 199 147 189 159 124 100
249 224 156 139 130 149 169 177 161 125 111 9.8 7.4 57 4.3 3.0 4.4 4.2 3.0 3.8
. . . . . . . . . . . . 118 217 211 157 8.6 8.1 7.7 7.3
149 122 117 158 117 150 152 132 133 117 8.0 9.4 75 54 4.2 3.0 4.4 4.2 3.0 3.8
119 142 9.8 94 101 115 137 116 129 8.4 7.4 8.7 5.8 4.1 4.2 31 4.0 4.2 4.2 4.6
4.3 49 4.2 3.8 31 7.3 8.9 8.2 7.9 49 4.2 2.9 2.0 16 15 14 3.2 2.9 15 2.3
. . . . . 407 519 1096 978 903 150.6 1363 143.6 1192 1157 966 370 910 560 351
99 122 109 97 103 139 148 115 9.6 59 55 6.7 6.0 6.8 7.3 54 6.1 5.0 3.8 4.6
10.8 8.3 6.8 7.1 7.9 9.2 8.2 59 3.8 32 4.7 6.0 54 57 55 54 6.5 3.8 21 31
111 9.9 85 8.2 77 100 107 106 111 8.6 6.3 6.6 4.9 4.2 3.8 3.0 4.4 4.2 3.0 3.8

Note: Three-month money market rates where available, or rates on proximately similar financia instruments. SeeOECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 37. Long-term interest rates

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany
Greece

Iceland
Ireland
Italy
Japan

Korea

Luxembourg
Mexico
Netherlands
New Zeaand

Norway
Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
135 140 134 132 121 134 132 107 9.2 73 9.0 9.2 8.2 6.9 55 6.1 6.3 5.6 51 55
8.0 7.8 7.3 6.9 6.7 7.1 8.7 8.5 81 6.7 7.0 7.1 6.3 57 4.7 4.7 5.6 51 4.9 5.3
122 110 8.6 8.2 8.0 86 101 9.3 8.7 7.2 7.7 74 6.3 5.6 4.7 4.7 5.6 51 49 53
127 111 9.5 99 102 99 108 9.8 8.8 79 8.6 8.4 75 6.5 55 57 59 5.6 51 53
145 116 101 113 9.6 9.8 106 9.3 8.9 7.2 7.9 8.3 7.1 6.2 4.9 50 5.6 52 50 54
111 107 8.9 79 103 121 132 119 121 8.8 9.0 8.8 7.1 6.0 4.8 4.7 55 5.0 4.8 5.2
134 119 91 102 9.2 92 103 9.0 8.6 6.8 7.2 75 6.3 5.6 4.7 4.6 54 5.0 4.8 52
8.1 7.2 6.3 6.4 6.6 7.1 8.7 8.5 7.9 6.5 6.9 6.9 6.2 57 4.6 4.5 53 4.8 4.6 5.0
9.8 85 6.3 6.1 53 5.0 54

. . . . . . . 131 134 7.0 9.7 9.2 8.7 7.7 85 112 105 100 9.5

. 128 112 113 9.4 92 103 9.4 9.3 7.6 8.0 8.2 7.2 6.3 4.7 4.8 55 5.0 4.8 5.2
156 137 115 106 109 128 135 133 133 112 105 122 9.4 6.9 49 4.7 5.6 5.2 49 53
7.3 6.5 51 5.0 4.8 51 7.0 6.3 53 4.3 4.4 34 31 24 15 17 17 13 14 15
143 139 119 124 130 142 151 165 151 121 123 124 109 118 128 8.7 85 6.4 59 6.4
. . . . 7.2 72 6.3 5.6 4.7 4.7 55 51 49 52

. . . . . . 348 197 161 155 138 398 344 225 248 241 169 143 122 115
8.1 7.3 6.3 6.4 6.4 7.2 8.9 8.7 8.1 6.4 6.9 6.9 6.2 5.6 4.6 4.6 54 4.9 4.7 51
126 177 164 157 131 128 124 101 8.4 6.9 7.6 7.8 79 7.2 6.3 6.4 6.9 6.4 6.0 6.0
122 126 133 133 129 108 107 100 9.6 6.9 74 74 6.8 59 54 55 6.3 6.2 59 6.3
104 115 8.6 6.4 49 4.8 5.6 5.2 5.0 54

. . . . . . . . . . . 104 9.7 94 217 159 85 7.9 75 7.1
165 134 114 128 117 138 146 128 117 102 100 113 8.7 6.4 4.8 4.7 55 51 4.9 5.3
125 132 105 117 114 112 132 107 100 85 95 102 8.0 6.6 5.0 5.0 54 52 54 5.8
4.6 4.7 4.2 4.0 4.0 52 6.4 6.2 6.4 4.6 5.0 4.5 4.0 34 3.0 3.0 3.9 34 3.2 3.6
. . 550 470 624 583 519 719 796 866 1385 1115 1249 1060 1136 1066 358 951 616 364
111 110 101 9.6 97 102 118 101 9.1 75 8.2 8.2 7.8 7.0 55 51 53 4.9 4.7 51
124 106 7.7 8.4 8.8 85 8.6 79 7.0 5.9 7.1 6.6 6.4 6.4 53 5.6 6.0 4.9 4.5 5.0
10.8 9.0 9.1 8.9 98 112 105 100 8.3 8.2 8.6 7.1 6.0 4.8 4.7 54 5.0 4.8 5.2

Note: 10-year benchmark government bond yields where available or yield on proximately similar financial instruments (for Korea a 5-year bond is used). See alsoOECD Economic Outlook Sources and Methods

(http://www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 38. Nominal exchangerates (vis-a-vis the US doallar)
Average of daily rates

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland

Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

Estimates and assumpti ons”

Monetary unit 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Dollar 1265 1282 1284 1362 1473 1369 1350 1277 1348 1592 1550 1.727 1.941 1.972 1.972
Schilling 1323 1137 1167 1099 1163 1142 1008 1058 1220 1238 1291  14.93 15.33 15.24 15.24
Franc 3940 3342 3416 3215 3455 3346 2950 3098 3576 3630 3786 43.77 44.94 44.67 44.67
Dollar 1184 1167 1146 1209 1290 1366 1372 1364 1385 1483 1486 1485 1.550 1.592 1.592
Koruny 2015 2879 2654 2715 3170 3228 3459 3864 38.06 37.18 37.18
Krone 7310 618 6393 6038 6482 6360 5604 5798 6604 6699 6980 8.088 8.299 8.226 8.226
Markka 4288 3.823 4043 4486 5721 5223 4367 4592 5187 5345 5580 6.452 6.624 6.584 6.584
Franc 6380 5446 5641 5294 5662 5552 4991 5116 5837 5899 6157 7.118 7.308 7.264 7.264
Deutschemark 1880 1616 1659 1562 1653 1623 1433 1505 1734 1759 1836 2122 2.179 2.166 2.166
Drachma 1621 1582 1821 1905 2291 2422 2316 2407 2729 2953 3057 3655 379.6 3774 377.4
Forint . . . . 919 1051 1257 1526 1866 2143 2371 2823 286.8 282.1 282.1
Krona 5711 5838 5910 5762 6764 6999 6477 66.69 7097 7117 7243 7884 97.38 10422  104.22
Pound 0.706 0605 0622 0588 0683 0670 0624 0625 0660 0703 0739 0.855 0.877 0.872 0.872
Lira 1372 1198 1241 1232 1572 1613 1629 1543 1703 1736 1817 2101 2157 2144 2144
Yen 1380 1448 1345 1267 1112 1022 941 1088 121.0 1309 1139 1078 121.0 121.9 121.9
Won 669.2 7080 7332 780.0 8024 8043 7714 8044 9505 14005 11867 11306 12924 12966 1296.6
Franc 3940 3342 3416 3215 3455 3346 2950 3098 3576 3630 3786 43.77 44.94 44.67 44.67
Peso 2495 2841 3022 309 3115 3389 6421 7601 7924 9153 9553 9453 9.362 9.295 9.295
Guilder 2121 1821 1870 1759 1857 1820 1605 1686 1951 1983 2068 2391 2.455 2.440 2.440
Dollar 1674 1678 1729 1860 1851 1687 1524 1454 1513 1869 1892 2205 2.384 2.420 2.420
Krone 6903 6258 6484 6214 7.094 7057 6337 6457 7072 7545 7797 8797 8.965 8.800 8.800
Zloty . . . . 1814 2273 2425 2695 3277 3492 3964 4346 4.104 4.100 4.100
Escudo 1571 1423 1444 1348 160.7 1660 1499 1542 1752 1801 1882 2175 223.4 222.0 222.0
Koruna . . . . 30.8 32.0 29.7 30.7 33.6 35.2 41.4 46.2 48.3 48.2 48.2
Peseta 1184 1019 1039 1024 1272 1340 1247 1267 1464 1494 1562 1805 185.4 184.3 184.3
Krona 6.446 5918 6.045 5823 778 7716 7134 6707 7635 7947 8262 9161 10.337 10.582  10.582
Franc 1635 1389 1434 1406 1477 1367 1182 1236 1450 1450 1503 1.688 1.683 1.630 1.630
Lira 2120 2606 4169 6861 10964 29778 45738 81281 151595 260473 418984 624325 1250126 1797 192 1946 622
Pound 0611 0563 0567 0570 0.666 0653 0634 0641 0611 0604 0618 0.661 0.692 0.684 0.684
Dollar 1.000 1.000 1000 1.000 1000 1.000 1.000 1000 1.000 1.000 1000  1.000 1.000 1.000 1.000
Euro . . . . . . . . . 0939  1.085 1114 1.107 1.107
DR 0780 0738 0731 0710 0716 0699 0659 0689 0726 0737 0731 0.759 0.784 0.781 0.781

Note: Greece became amember of the euro area on the 1st of January 2001. In order to ensure comparability of the euro data over time, Greece has been included in the calculation of the euro data throughout.
a) On the technical assumption that exchange rates remain at their levels of 12 April 2001, except for Hungary and Turkey, where exchange rates vary according to officia exchange rate policy.

Source: OECD.
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Annex Table 39. Effective exchangerates®

Indices 1995 = 100, average of daily rates

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom

United States

Euro area

Estimates and astsumptionstJ

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
2001 2002 2003
994 1067 1069 1077  100.9 957 1031 1000 109.7 1110 1035 103.6 96.2 89.9 88.8 88.8
84.5 84.5 88.0 88.2 90.3 93.3 955  100.0 99.1 97.2 99.1 99.8 97.6 98.0 98.2 98.2
79.4 79.6 85.1 86.0 88.7 90.6 94.7  100.0 98.4 94.4 96.7 96.3 92.4 93.4 93.8 93.8
1025 1097 1132 1165 1107 1056 1008 1000 1019 1022 97.4 97.0 98.0 95.0 92.5 925
95.9 99.3 1000 1016 986 1003 1000 1014 106.0 108.1 108.1
81.3 80.0 86.4 86.0 88.7 92.9 951  100.0 99.1 96.8 99.3 98.7 94.6 96.4 97.3 97.3
91.9 96.1 99.9 97.0 85.2 76.7 87.0  100.0 97.6 95.4 982 101.2 96.6 98.6 99.4 99.4
80.6 80.5 86.4 85.9 89.5 93.2 96.1 1000 100.4 97.6  100.0 99.3 95.6 96.4 96.8 96.8
72.7 73.2 79.4 80.0 83.9 88.6 929  100.0 98.6 95.2 98.7 98.6 94.3 95.4 96.0 96.1
1514 1419 1334 1204 1133 1057 1011  100.0 98.4 96.7 94.0 94.9 88.6 89.3 90.0 90.1
. . . . . 1378 1251  100.0 85.2 78.9 715 69.0 65.5 66.5 67.4 67.4
1429 1219 1104 1109 1105 1040 99.6  100.0 995 1016 1044 1062 1074 91.2 84.7 84.7
91.4 90.8 98.6 975 1017 96.6 982 1000 1026 1024 99.4 96.4 89.6 90.7 90.9 90.9
1145 1186 1261 1273 1262 1087 1086  100.0 1100 1115 1139 1136 1094 1107 1113 1114
55.3 53.9 53.2 59.9 64.9 80.4 934  100.0 87.2 83.3 86.6 99.4 1082 100.2 99.8 99.8
994 1149 1115 1076 1003 98.7 99.7 1000 1016 94.1 68.1 77.9 83.4 76.8 77.0 77.0
79.4 79.6 85.1 86.0 88.7 90.6 94.7  100.0 98.4 94.4 96.7 96.3 92.4 93.4 93.8 93.8
2204 2124 1935 1868 1871 1965 1903  100.0 84.9 83.3 74.0 70.6 72.1 73.9 74.6 74.6
75.4 75.7 81.4 81.9 85.2 89.3 93.6  100.0 98.6 93.9 97.2 97.1 92.1 93.4 93.9 94.0
96.8 91.9 92.0 89.5 83.3 87.3 936 100.0 1063  108.9 97.8 94.4 85.6 84.6 84.0 84.0
93.8 94.5 95.9 95.0 96.8 95.7 964 1000 100.1 1010 98.0 97.8 95.7 99.0 101.0 1011
. . . . . 1390 1135 100.0 93.2 86.6 84.8 79.1 81.5 89.7 89.6 89.6
92.3 91.8 93.3 958 1013 97.7 969  100.0 99.6 98.3 98.2 97.7 95.3 96.2 96.5 96.5
. . . . .. 1033 99.7 1000 1006 1052 1049 97.4 99.2 96.5 95.9 95.9
1036 1096 1168 1182 1170 1045 99.6 1000 101.0 96.9 98.1 97.3 94.3 95.2 95.6 95.6
1133 1152 1157 1167 1195 98.4 99.6 1000 1101 106.6 1063 1060  106.2 97.4 94.8 94.9
77.3 74.3 80.5 80.2 79.7 83.5 91.9  100.0 98.7 93.1 97.1 97.9 96.1 100.0 103.1 103.1
28189 20101 15485 10247 6115 4280 1735 100.0 58.6 34.9 211 141 10.3 5.7 3.7 3.4
1103 1081 1091 1112 1084 1003 1034 100.0 1023 1192 1270 1274 130.7 1295 1313 1314
73.7 79.1 83.3 85.4 87.0 92.6 980 1000 1056 1131 1248 1243 1274 1341 135.3 135.3
67.3 69.4 82.4 82.9 88.3 87.2 926 1000 1019 956 1012  100.0 91.1 93.4 94.5 94.6

Note: Greece became a member of the euro area on the 1st of January 2001. In order to ensure comparability of the euro data over time, Greece has been included in the calculation of the euro data throughout.
a) For details on the method of calculation, see the section on exchange rates and competitiveness indicators in OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

b) On the technical assumption that exchange rates remain at their levels of 12 April 2001, except for Hungary and Turkey, where exchange rates vary according to official exchange rate policy.

Source: OECD.
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Annex Table 40. Export volumes

Total goods, customs basis, percentage changes from previous year

Australia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
France®
Germany
Hungary

Iceland®
Ireland
Italy
Japan

Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States”

Total OECD

1987

1988

1989

1990

1991

1992

1993

1994

1995

2000

Estimates and projections

2001 2002 2003

17.7 9.0 31 8.1 0.1 4.8 72 162 6.3 6.2 6.3 30 123 7.9 0.1 4.8 9.7 12 2.8 7.1
9.5 9.5 12 2.0 76 150 107 7.1 37 -28 107 93 120 200 121 150 164 7.9 3.7 7.5
5.0 4.1 7.9 6.9 4.6 8.1 31 4.0 0.0 75 9.0 6.2 2.2 74 5.6 5.0 9.3 11 25 74
18.6 6.4 5.8 3.6 9.7 12 4.7 2.6 79 113 132 9.5 5.6 9.8 85 110 87 -34 0.6 7.6
. 57 150 26 150 133 77 160 136 7.2 9.7

55 4.6 14 24 7.6 7.4 6.5 7.1 5.3 0.1 75 55 3.7 6.1 0.9 6.9 6.6 0.9 32 6.9
9.7 1.0 0.6 14 32 -02 28 -87 90 186 139 7.0 6.0 120 7.0 6.1 9.1 -40 13 6.4
7.3 2.6 0.0 42 9.6 10.2 51 52 4.8 0.0 9.9 9.6 23 121 9.2 40 140 21 1.6 7.9
9.1 59 13 2.9 6.6 8.1 14 14 08 -6.3 9.0 6.7 7.1 107 5.7 6.2 125 3.9 31 7.3
16.7 99 242 297 219 163 257 57 3.9 6.8

-36 127 345 252 08 -21 135 -12 -28 -47 108 117 53 -02 -31 5.8 22 20 -21 75
18.4 6.5 40 142 71 112 8.5 56 137 111 148 201 99 149 244 149 201 3.0 0.8 8.7
6.7 74 18 24 5.7 8.6 32 0.2 3.8 9.0 117 132 12 3.8 2.6 18 102 2.9 2.2 74
15.8 50 -05 0.4 4.4 4.5 55 25 15 -21 17 4.4 08 118 -12 21 94 -100 -13 8.8
181 107 245 232 193 -01 82 111 87 121 137 219 196 153 220 105 198 14 30 111
. . . . . 128 2.2 37 -05 -02 6.6 3.6 13 125 161 54 169 13 14 108
104 -32 180 117 168 59 81 143 81 166 86 239 184 163 133 114 136 -30 0.6 7.6
7.4 5.9 21 45 9.2 6.4 52 4.8 2.6 11 6.5 7.2 54 6.5 8.4 56 107 2.3 35 75
49 107 -20 29 39 27 57 104 2.6 42 101 29 4.8 56 -10 16 6.1 18 17 8.1
9.1 35 18 139 44 150 6.7 6.7 8.0 53 124 55 129 4.6 0.2 3.0 4.1 21 2.4 3.3
. . . . . . . . . . 196 171 99 138 8.8 28 251 136 84 113
145 106 78 117 93 205 127 0.6 75 -42 144 142 9.6 100 6.6 51 6.7 3.6 2.7 8.1
. . . . . . . . . . 57 150 6.6 39 164 6.2 158 102 7.6 9.6
175 28 -37 7.6 6.0 48 119 113 49 117 212 9.7 120 145 6.6 6.4 122 2.7 3.2 7.8
8.2 34 2.9 2.7 3.7 21 02 -22 1.0 98 169 108 6.1 107 85 61 113 -45 0.8 8.6
7.9 78 -0.0 18 7.2 7.7 34 -28 35 1.0 3.4 2.2 2.6 7.9 4.0 4.7 9.4 -11 0.7 55
205 145 -208 219 88 -16 11 6.4 6.5 76 220 58 128 185 6.7 58 199 21 84 117
8.6 57 4.0 55 25 54 6.5 0.5 22 01 130 106 8.2 7.6 15 3.7 9.4 2.9 31 74
7.9 3.6 51 114 188 126 8.3 7.1 6.8 3.0 9.7 119 87 145 21 39 113 -52 -30 8.4
10.3 52 25 4.9 79 74 5.0 3.7 3.8 2.0 9.4 9.3 65 111 57 56 119 -03 14 8.0

Note: Regional aggregates are calculated inclusive of intra-regional trade. Data are on a national account basis for the United States and France, otherwise from international trade statistics. See also OECD Economic Outlook
Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Including Luxembourg until 1994.

b) Volume data use hedonic price deflators for certain components.

c) OECD estimates.

Source: OECD.
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Annex Table41. Import volumes

Total goods, customs basis, percentage changes from previous year

Australia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
France”
Germany
Hungary

Iceland®
Ireland
Italy
Japan

Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States”

Total OECD

1987

1988

1989

1990

1991

1992

1993

1994

1995

1997

2000

Estimates and projections

2001 2002 2003

18.9 79 -13 15 132 228 -73 -13 6.7 43 118 101 7.0 6.2 7.1 7.2 56 -32 55 7.1
8.3 54 52 53 77 106 110 3.3 28 -13 129 67 124 158 124 133 113 7.3 3.6 6.7
4.9 38 10.6 8.3 4.9 6.8 52 4.1 10 11 7.7 5.0 43 4.5 81 33 8.1 17 29 75
19.7 104 9.1 54 135 52 0.6 31 7.6 8.7 106 7.5 60 171 6.2 8.7 95 -44 2.3 8.2
. . . 188 266 109 88 111 25 145 149 75 9.4

34 7.9 70 -17 0.0 24 4.5 4.7 47 -36 123 7.0 12 9.1 3.3 18 60 -21 2.7 6.3
-0.4 6.0 57 8.9 87 107 -40 -167 -21 -37 204 8.1 77 101 8.9 21 44 -26 12 3.9
2.2 55 6.5 89 112 9.7 53 29 10 -43 105 86 -00 75 126 52 167 12 11 85
52 4.9 5.4 5.3 6.4 73 114 132 13 -98 7.9 6.9 55 6.1 109 6.4 102 18 3.9 7.3
. . 149 -31 179 262 246 142 246 35 33 6.8

0.7 101 234 418 06 -123 186 51 -33 -163 46 194 162 85 240 5.6 62 -47 -56 4.5
10.5 3.3 3.0 6.2 47 130 6.8 0.8 4.8 70 132 144 100 149 181 65 174 21  -00 9.3
9.1 8.8 45 101 7.0 83 4.4 4.6 33 -101 124 9.8 -30 8.9 85 79 8.3 0.5 2.8 6.7
10.6 0.7 9.7 9.0 169 7.7 55 39 -07 37 134 138 5.0 17 -53 96 109 -37 -104 2.8
18.6 5.6 16 178 200 158 152 230 3.3 46 235 244 161 23 -222 281 168 -35 21 9.6
. . . . . 5.8 49 105 -29 25 4.9 29 -05 129 104 142 50 106 5.7 8.0
301 146 -69 89 411 188 174 197 232 38 185 -132 227 220 153 138 195 -34 21 8.5
55 72 3.7 4.7 8.0 6.8 4.7 43 13 27 7.1 7.8 6.1 7.6 7.9 65 10.2 2.6 38 83
201 -00 -14 104 -78 217 73 -96 107 43 163 6.5 3.4 3.6 24 134 -27 15 16 7.7
135 117 144 -20 -95 57 103 2.6 3.3 0.7 161 81 104 79 105 -18 51 55 -02 3.9
. . . . . . . . . . 1562 208 282 222 151 42 108 4.4 6.7 9.1
-5.7 66 192 280 222 84 158 59 130 -95 122 9.4 51 128 150 6.8 51 21 3.2 7.0
. . . . . . . . . . 188 266 5.4 19 186 -55 108 114 83 103
-1.0 84 203 277 192 168 99 115 68 -57 152 110 75 124 131 139 8.3 53 35 75
6.7 9.2 3.7 8.9 54 7.1 02 -64 -08 25 149 9.0 24 105 103 29 122 -49 -00 8.2
85 3.8 85 6.0 4.5 7.0 19 -15 -49 -08 8.3 4.1 24 85 9.1 58 100 0.4 0.4 55
24.0 79 -50 141 -05 57 342 -20 106 372 -211 298 308 219 -18 -59 335 -191 92 134
111 3.8 7.2 69 138 8.0 05 -52 6.2 0.4 6.3 6.0 9.8 8.7 9.4 7.3 9.7 3.2 32 6.9
24.2 63 103 4.8 4.1 4.2 30 -01 93 101 133 9.0 94 142 117 124 135 -37 -19 7.6
10.9 5.8 7.3 7.1 85 7.7 5.4 3.8 4.1 04 110 8.8 7.0 9.7 8.3 87 119 -05 10 7.4

Note: Regional aggregates are calculated inclusive of intra-regional trade. Data are on anational account basis for the United States and France, otherwise from international trade statistics. See also OECD Economic Outlook
Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Including Luxembourg until 1994.

b) Volume data use hedonic price deflators for certain components.

¢) OECD estimates.

Source: OECD.

€V¢ - Xeuuy [ealishels



Annex Table 42. Export prices (average unit values)
Total goods, percentage changes from previous year, national currency terms

Australia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
Franc
Germany
Hungary

Iceland®
Ireland
Italy
Japan

Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Total OECD

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
03 125 12 40 118 55 12 -91 21 13 -28 74  -41 18 49 -70 157 7.9 31 32
3.7 26 -43 -19 40 -26 -19 -41 -18 -14 -10 37 -61 -26 -33 -81 -08 31 15 21
7.8 17 -99 -61 4.7 79 -31 -19 -14 -15 11 18 2.7 54 -01 -06 9.7 2.3 11 2.2
3.7 05 -24 14 -05 12 -12 -53 25 4.6 6.0 62 -00 -13 -09 0.9 6.4 6.0 -12 11

4.7 7.2 1.0 55 40 -09 6.3 11 0.6 2.6
6.2 34 -45 -10 -01 56 -16 -04 -17 -30 19 0.6 0.8 22 -03 0.4 8.6 45 -03 15
5.9 28 -24 22 52 76 -12 0.5 6.1 53 0.8 69 -01 17 16 -49 134 -10 -24 12
8.7 38 -45 -13 21 37 -19 -15 -23 -32 -06 0.4 17 21 -19 -12 13 09 -01 1.0
34 39 -33 -27 0.9 45 -11 -06 0.7 0.0 1.0 17 0.2 16 01 -17 4.0 3.7 0.2 15
180 312 189 151 131 35 9.8 3.7 15 2.0

277 309 -10 -59 113 325 2.2 14 -25 176 31 -73 3.0 3.9 7.4 0.3 09 241 5.2 2.3
85 28 -72 -01 7.0 67 -94 -09 -26 6.8 1.0 13 -07 12 2.6 16 4.4 25 -12 16
9.5 80 -47 1.2 5.0 6.3 21 2.9 08 113 37 9.2 0.8 0.5 09 -01 5.7 3.2 05 15

-02 -07 -154 -60 -25 6.9 36 -03 -01 -46 -10 -18 6.9 1.9 07 -80 -08 58 -15 -00
13 -60 -84 105 86 -53 21 31 43 -15 2.8 24  -93 79 171 -170 -45 -05 -04 0.8

. . . . . 157 51 -10 84 114 -110 27 -710 08 -71 161 -7.7 51 -46 4.7

259 60.7 356 1522 533 184 222 -25 25 -30 179 1000 203 31 8.7 8.2 6.5 0.3 4.4 4.6
5.9 13 -170 -57 0.4 51 -12 -06 -29 -34 2.0 15 0.7 30 -23 -06 9.5 4.6 0.4 2.2

13.1 93 -26 6.0 62 131 -12 -42 8.1 27 -41 -17 -35 -26 4.8 14 170 102 -33 11
9.4 49 -248 -34 -01 123 41 -37 -84 06 -37 3.7 7.4 22 -113 126 458 03 -82 7.8

. . . . . . . . . . 290 208 80 127 6.5 80 -73 6.1 9.7 6.1

30.7 157 3.3 84 104 5.8 2.9 02 -22 4.3 51 30 -11 04 -03 -09 7.3 55 1.0 2.9

. . . . . . . . . . 4.7 7.2 3.0 12 3.0 54 108 5.8 51 4.7

12.4 69 -39 2.5 5.4 46 -18 -09 11 51 4.2 6.3 1.0 3.2 01 -08 6.1 24 -00 2.0
6.6 38 -12 35 4.5 6.9 21 02 -30 8.4 3.9 54 -43 04 -25 -18 2.0 2.2 19 16
4.7 2.0 05 -10 22 5.7 13 25 12 02 -06 -18 -01 38 -07 11 3.0 10 -17 13

516 359 257 456 595 503 358 582 669 554 1637 721 696 776 640 502 227 1069 444 34
6.9 52 -10.6 3.8 0.4 83 39 0.6 12 9.7 0.4 3.7 11 -51 -56 -22 18 16 0.7 21
09 -50 -33 2.2 6.5 14 -09 -01 -15 -05 11 24 26 -27 -31 -14 11 -08 -07 0.7
53 29 -59 18 3.8 5.0 08 -03 0.2 10 23 4.5 12 12 -01 -20 3.8 31 0.1 14

Note: Regional aggregates are calculated inclusive of intra-regional trade. Data are national accounts price deflatorsin the case of the United States and France.

a) Including Luxembourg until 1994.

b) Certain components are estimated on a hedonic basis.

¢) OECD estimates.
Source: OECD.
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Annex Table43. Import prices (average unit values)
Total goods, percentage changes from previous year, national currency terms

Australia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
Franc
Germany
Hungary

Iceland®
Ireland
Italy
Japan

Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United Stat

Total OECD

1985

1986

1987

1988

1989

1990

1991

1992

1993 1994

1995

1998

2000

Estimates and projections

2001 2002 2003

25 187 9.3 61 -24 -10 3.9 1.0 4.6 81 -24 36 -54 -01 84 -23 9.2 7.3 3.6 2.8
4.1 38 -99 -41 18 30 -26 3L -25 35 -12 -12 52 -38 -53 -67 11 25 -04 19
83 -00 -162 -70 5.7 71 -18 -13 -32 -56 2.0 31 3.3 6.1 -16 12 120 21 -01 22
4.6 17 01 -18 -20 -03 07 -33 2.0 55 6.1 30 -25 -02 29 -09 15 29 -00 13
. . . -0.9 56 13 51 -28 19 120 -10 -11 2.7

8.7 24 -96 -41 18 71 -29 00 -29 -29 25 32 0.9 3.2 04 -04 8.1 35 0.3 2.6
4.8 30 -100 -19 2.2 3.6 17 22 105 128 -29 -13 2.6 24 00 -14 149 -05 0.3 13
11.3 09 -149 -23 0.7 60 -21 -06 -37 -41 0.1 0.4 25 16 -31 -08 4.9 10 -10 18
5.9 25 -159 -61 0.9 74 -25 19 -24 -15 0.8 0.5 0.5 32 -31 -13 110 15 -17 15
. . . . 152 306 213 136 113 55 129 2.3 0.0 18
2r7 309 -10 -59 113 324 24 12 -25 174 33 -73 30 -29 -05 -20 52 203 5.6 15
9.5 26 -11.2 -01 6.4 65 -49 21 -19 54 2.4 45 -10 0.4 2.2 4.8 6.3 52 -39 1.0
113 74 -176 -15 4.0 77 -07 -08 -05 117 41 122 -13 14 -27 -09 141 30 -23 22
-26 -44 -365 -80 -54 119 107 -91 -69 -123 -7.7 -14 146 60 -54 -122 4.6 71 -15 14
-14  -36 -02 101 31 59 44  -17 3.2 08 -09 17 02 108 226 -154 9.5 56 -05 0.5
. . . . . 61 -26 -35 4.7 8.6 30 -39 25 -14 -48 4.2 04 -63 -39 16
284 707 921 1298 69.7 143 162 6.6 3.3 20 117 99.7 189 48 147 3.3 1.9 24 3.8 4.0
57 09 -180 -31 -06 52 -17 -03 -27 -32 2.0 0.2 0.7 26 -25 0.4 9.3 09 -05 2.2
13.7 105 -25 -43 -08 7.9 0.7 1.0 67 -06 -34 -01 -27 -09 3.8 23 165 2.3 0.3 2.4
31 6.5 0.0 2.8 2.9 6.0 09 -17 -21 1.0 0.7 09 -09 -10 14 -19 47 -06 -24 12
. . . . . . . . . . 283 186 112 133 21 72 -35 5.2 7.6 6.5
353 73 -86 6.1 7.1 7.8 3.2 02 51 5.0 3.6 18 2.7 03 -21 2.6 9.7 24 -03 21
. . . . . . . . . . -0.9 56 55 26 -34 7.7 149 108 4.4 4.5
118 12 -191 -44 -21 21 34 27 -12 52 5.8 4.4 0.3 36 -24 00 129 -16 -08 2.0
2.3 24 -83 17 34 5.2 22 -06 -27 120 4.2 08 -38 09 -33 15 5.0 4.8 3.9 20
4.2 44 -93 -37 4.9 80 -04 -01 21 -19 -49 -20 -01 50 -36 -21 54 -17 -30 15
56.2 443 83 375 646 552 206 546 616 500 1714 822 652 715 629 532 448 696 462 7.1
8.0 39 -58 27 -05 59 30 -05 -03 7.8 3.6 67 -00 -66 -72 -30 13 18 0.8 2.0
-0.7  -40 -22 6.9 4.8 2.8 18 -14 -04 -11 0.8 27 24 -41 -60 0.1 48 -19 -22 11
55 20 -107 12 2.9 57 14 -07 -09 0.1 21 4.3 17 15 -18 -16 7.0 20 -06 17

Note: Regional aggregates are calculated inclusive of intra-regional trade. Data are national accounts price deflators in the case of the United States and France.

a) Including Luxembourg until 1994.

b) Certain components are estimated on a hedonic basis.

¢) OECD estimates.
Source: OECD.
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Annex Table 44. Competitive positions: relative unit labour costs
Indices, 1995 = 100

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Austrdia 2846 2902 2242 1807 1643 1612 1632 1491 1323 1153 1015 1029 100.0 1033 105.0 93.0 96.9 93.6
Austria 92.8 92.3 917 1062 1145 1085 1026 101.7 100.7 1026 106.1 99.4 1000 1017 92.1 81.6 79.0 73.7
Belgium-Luxembourg 86.7 87.4 88.7 92.6 95.9 93.2 91.1 96.6 96.6 96.7 96.5 96.9 100.0 94.6 87.9 89.2 88.4 85.8
Canada 1184 1102 105.1 99.1 1052 1152 1195 1219 1269 1163 104.9 978 1000 1045 1056 1016 1033 1074
Czech Republic . . . . . . . . . . 90.3 98.2 1000 1070 1048 1153 1170 1181
Denmark 77.9 7.1 78.6 82.5 90.1 95.3 89.3 97.3 935 959 1013 969 1000 104.0 985 1019 1038 1041
Finland 126.6 1317 1338 1289 1275 1315 1378 1445 1385 107.6 82.3 87.2 100.0 93.7 87.9 89.6 88.1 80.2
France 1071 1070 1072 1082 107.1 102.6 983 1041 99.3 97.7 1016 1005 100.0 99.7 90.9 87.2 86.5 82.3
Germany 74.2 718 70.1 715 83.4 82.8 79.8 81.7 825 88.8 91.5 925 100.0 97.3 92.8 95.3 96.0 90.1
Greece 99.2 1048 103.0 87.8 84.6 93.1 983 103.7 95.8 92.7 88.3 921 1000 1026 1060 1015 1034 99.3
Hungary . . . . . . . . . . 1226 121.3 100.0 92.2 92.0 85.3 85.4 80.2
Iceland 85.9 90.4 97.3 944 1156 1257 1111 1091 1129 1105 1013 99.4 100.0 98.7 1040 1133 1247 1357
Ireland 1708 1584 1535 1641 1515 1389 1276 1329 1271 1225 1130 1089 100.0 99.1 92.0 85.4 81.5 75.0
Italy 1386 1368 1354 1380 1388 1375 1431 1503 1520 1456 1200 1141 1000 1118 1139 119.7 1211 1148
Japan 48.8 48.2 49.4 65.4 69.1 714 64.6 60.4 65.7 72.9 89.0 98,5 100.0 84.5 80.7 8r.7 98.3 102.2
Korea 90.0 92.9 86.0 68.6 72.6 889 104.0 99.6 100.1 91.6 87.4 90.0 100.0 106.5 91.3 63.8 65.0 69.2
Mexico 1104 1415 1344 1034 1049 1089 1206 1226 1371 1527 1647 160.6 1000 1017 1119 1083 1135 1245
Netherlands 1104 100.5 991 106.7 1124 108.7 1008 101.9 98.9 1020 101.6 975 100.0 96.8 94.3 97.5 97.4 93.2
New Zealand 93.3 794 78.3 80.5 90.4 100.4 93.7 93.4 93.0 83.0 85.8 934 1000 1116 1166 1051 1029 93.3
Norway 93.6 93.0 93.5 94.1 953 100.4 98.5 97.2 95.3 93.2 90.6 944 1000 101.0 1071 1090 1158 1194
Poland . - . . . . . . . . 87.4 933 100.0 1027 1024 1083 1015 1024
Portugal 98.2 86.3 89.3 87.0 83.3 86.4 93.7 88.4 90.5 99.5 91.5 95.0 100.0 91.3 93.0 94.6 96.7 98.2
Slovak Republic . . . . . . . . . . 82.5 895 1000 109.0 1275 1352 1315 1490
Spain 7.2 79.4 79.2 82.6 83.7 89.0 955 1066 1080 1111 1023 991 1000 1043 1038 1074 1075 1083
Sweden 1175 1215 1279 1288 129.7 1344 1407 1448 1475 1448 1039 972 1000 1131 1087 1059 1043 1034
Switzerland 714 70.0 69.5 76.5 81.7 83.1 78.2 83.7 84.3 82.7 82.7 91.2 100.0 96.5 92.8 96.3 96.4 96.7
Turkey 1348 1181 1219 96.7 88.0 80.2 1208 1705 1879 1700 1715 1115 1000 100.2 1125 1266 1488 1733
United Kingdom 111.3 1078 1108 1046 1076 1147 1107 113.7 1165 1104 98.1 1009 1000 1029 1248 136.8 1375 1410
United States 1595 1650 169.6 1495 1264 1167 1175 1143 1117 1077 106.7 1056 1000 1011 1065 1148 111.8 1144
Euro area 92.1 87.4 85.0 965 104.1 99.8 953 1057 1030 106.6 100.2 97.3 1000 100.6 91.0 93.2 92.9 83.7

Note: Competitiveness-weighted relative unit labour costsin the manufactoring sector in dollar terms. Competitiveness weights take into account the structure of competition in both export and import markets of the
manufacturing sector of 41 countries. An increase in the index indicates areal effective appreciation and a corresponding deterioration of the competitive position. For details on the method of calculation see Durand, M.,
C. Madaschi and F. Terribile (1998), “Trendsin OECD Countries' International Competitiveness: The Influence of Emerging Market Economies’, OECD Economics Department Working Papers, No. 195.

Source: OECD.
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Annex Table 45. Competitive positions: relative export prices
Indices, 1995 = 100

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Austraia 1212 1215 108.6 981 101.0 1183 1235 1163 1057 96.9 91.1 96.1 100.0 1004 1022 95.6 974 102.7
Austria 106.5 1044 1037 1079 1098 1126 1027 104.6 99.3 98.6 99.4 96.0 100.0 92.3 86.1 83.6 7.4 724
Belgium-Luxembourg 90.0 89.6 89.8 93.5 93.0 92.8 95.2 97.3 95.0 96.0 94.3 959 1000 1001 1001 1023 1018 104.2
Canada 100.7 100.8 100.1 97.4 99.3 1028 1056 103.1 100.4 96.3 95.3 95.6 1000 1013 1023 995 1000 1018
Czech Republic . . . . . . . . . . 94.3 984 1000 1027 1032 1086 1072 108.7
Denmark 88.0 86.1 88.9 95.5 98.0 94.9 92.6 98.0 96.5 98.1 98.0 99.2  100.0 99.4 97.8 1020 103.7 1015
Finland 86.0 8r7.1 88.6 88.7 91.3 94.7 99.5 99.4 98.0 90.1 79.5 85.2 100.0 95.3 94.5 98.4 94.2 99.8
France 1045 1041 1059 1091 1094 1079 1044 1069 1025 103.0 100.5 99.8 100.0 1017 99.5 99.1 97.9 91.8
Germany 82.6 79.4 80.8 90.0 93.1 90.7 89.2 93.0 91.4 94.9 96.5 96.7  100.0 97.7 93.3 95.0 93.8 90.5
Hungary . . . . . . . . . . 1032 1024 1000 1012 1057 1079 107.0 107.6
Iceland 169.7 1763 1755 1441 1276 1202 1214 1101 1111 1078 1154 1118 1000 1026 1170 1262 1279 1139
Ireland 106.7 106.0 1088 111.1 1038 1085 1089 1039 1020 1046 100.9 995 1000 1024 106.2 1066 1075 100.3
Italy 101.3 1018 1023 1044 1048 101.0 1078 1131 1141 1126 100.7 985 1000 1058 1052 1088 1094 108.3
Japan 70.3 70.2 71.8 80.8 79.4 81.6 79.5 74.8 80.4 84.1 946 1008 100.0 92.7 89.7 90.1 98.1 1045
Korea 1085 111.0 100.8 87.0 995 1125 1239 1166 1101 1035 1013 99.0 1000 1041 1052 84.4 81.2 83.9
Mexico 96,6 1009 1035 1010 97.6 97.6 95.8 93.8 94.0 91.7 92.3 995 1000 1036 1100 1138 1145 1181
Netherlands 99.4 94.6 91.4 92.0 98.6 98.8 9.1 96.7 9.1 95.3 95.0 96.2 100.0 98.7 95.0 94.7 93.9 88.3
New Zealand 97.3 96.6 92.7 88.5 946 106.0 104.0 98.7 92.1 89.2 93.0 974 1000 1021 1017 92.8 91.5 95.1
Norway 98.3 103.2 99.7 95.7 964 1121 1164 1059 100.3 94.8 90.6 89.3 100.0 95.8 95.4 95.1 94.2 97.1
Poland . . . . . . . . . .. 100.8 994 100.0 100.2 1024 106.2 107.7 107.1
Portugal 10r6 1100 1110 1085 1063 1065 1017 1022 103.7 1056 1011 99.9 100.0 98.5 95.2 94.3 93.4 92.3
Slovak Republic . . . . . . . . . . 1031 99.7 100.0 1023 1049 106.6 103.0 110.7
Spain 825 84.9 87.8 95.9 982 1020 1021 1077 1122 1119 1025 985 100.0 100.9 99.8 1014 100.2 99.5
Sweden 1005 1027 1050 1076 1091 1108 1127 1133 1145 1131 98.3 99.0 1000 1056 100.8 97.6 95.9 93.3
Switzerland 78.3 77.0 747 84.6 88.6 88.1 84.1 90.8 92.5 91.8 93.7 99.6  100.0 99.3 97.0 999 1028 101.6
Turkey 1624 1571 1428 1129 1201 1090 106.6 105.0 1047 1023 1010 98.6  100.0 97.2 99.2 96.5 95.5 82.9
United Kingdom 101.0 98.3 1011 97.1 98.0 1029 1015 1034 1049 1028 1025 1041 1000 1015 1104 111.3 1090 107.0
United States 1539 1538 1515 1342 1236 1193 1196 1149 1145 1113 1126 108.7 100.0 989 1014 1052 1054 106.5
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Note: Competitiveness-weighted relative unit labour costsin the manufactoring sector in dollar terms. Competitiveness weights take into account the structure of competition in both export and import markets of the
manufacturing sector of 41 countries. An increase in the index indicates areal effective appreciation and a corresponding deterioration of the competitive position. For details on the method of calculation see Durand, M.,
C. Madaschi and F. Terribile (1998), “Trendsin OECD Countries International Competitiveness: The Influence of Emerging Market Economies’, OECD Economics Department Working Papers, No. 195.

Source: OECD.
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Annex Table 46. Export performance for total goods
Total goods, percentage changes from previous year

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Australia 6.9 71 23 -19 -89 -20 20 110 05 28 -46 -55 8.1 32 -02 -01 -23 2.4 19 -17
Austria 3.1 51 -47 -37 0.7 6.8 4.1 0.5 25 -03 03 -01 54 9.9 1.3 7.9 31 54 04 -03
Belgium? -0.1 05 -09 03 -10 05 -27 -14 -25 104 01 -25 -28 -13 -35 -10 -25 -12 -04 -05
Canada -0.7 -08 -28 -13 25 -40 4.0 15 -09 14 0.6 12 -23 -29 -08 -02 -47 0.8 15 -01
Czech Republic . .. . . . . .. . . . 5.1 27 -46 5.9 1.0 3.4 55 9.8 2.7 14
Denmark -04 -00 -34 -27 2.3 13 21 25 24 13 -20 -14 -36 -13 -6.2 23 -39 -11 05 -04
Finland 16 -27 50 -38 -27 -62 -02 -121 76 198 84 -105 -30 20 -01 02 -29 -58 -13 -16
France 0.6 20 -45 -09 11 12 -08 -12 1.0 15 -16 06 -35 19 01 -19 1.7 -07 -14 0.0
Germany 19 15 -45 -33 -19 03 -26 -11 -25 -80 -18 -28 0.0 04 -28 -04 -03 21 07 -08
Hungary . .. . . . . .. . . . 8.2 01 163 198 122 132 134 10 -04 -07
Iceland -87 104 274 185 02 -64 97 35 -60 -44 4.1 7.6 05 -48 -69 23 45 -12 -49 1.0
Ireland 9.4 23  -13 92 -32 3.7 4.0 2.9 84 110 6.8 10.8 2.6 41 144 7.9 7.9 13 -13 11
Italy 0.2 40 -49 -18 08 -18 -34 -44 01 119 22 -14 21 -48 66 -41 -26 09 -06 -09
Japan 20 -05 60 63 59 -37 -03 53 -64 -96 -105 -66 -73 07 31 -75 66 -92 -26 -14
Korea 2.7 38 108 119 6.8 -129 2.8 5.8 17 0.6 2.8 77 -30 15 251 25 -06 2.4 2.3 11
L uxembourg . .. . . . -32 -98 -28 -139 -115 118 51 29 19 163 -1563 139 -08 -13 2.7
Mexico 58 -74 13 5.1 9.4 3.2 76 103 -22 37 -39 166 8.3 05 -04 2.2 15 0.9 16 0.0
Netherlands 31 24 20 -11 28 -02 -01 -03 -02 36 -23 02 -02 -07 0.2 11 0.8 0.1 0.3 0.0
New Zealand -4.8 90 -17 51 -45 -116 4.3 87 -37 -03 0.7 -54 02 -01 -14 -35 -36 16 -03 0.4
Norway 24 02 -51 63 -08 9.1 29 33 3.6 5.2 45 -0.2 66 -18 -44 -09 -47 -02 -08 -36
Poland . .. . . .. . .. . . .. 8.0 7.2 3.6 55 -02 -08 122 104 43 34
Portugal 8.7 6.5 15 40 -03 115 6.9 -4.0 40 -0.9 4.1 57 4.7 09 -32 -21 -42 1.3 -01 0.4
Slovak Republic . . . . . . . . . . 71 05 -27 59 3.9 4.8 14 1.7 20 11
Spain 136 -21 -130 -02 -03 -01 25 1.0 0.7 145 108 1.2 6.8 45 27 15 05 0.9 04 -01
Sweden 02 -19 -37 -21 -27 -43 -42 51 -24 9.7 5.2 16 -12 13 0.2 0.6 01 -56 -13 0.9
Switzerland -2.6 62 -42 -48 -06 -01 -20 -91 0.9 17 -64 55 -48 -33 -30 -29 52 -20 -13 -25
Turkey 255 159 -228 187 40 -48 -23 31 59 115 119 -42 70 118 -06 2.8 80 -22 43 35
United Kingdom 18 32 -09 13 -29 -12 11 -38 -20 0.9 25 11 24 -16 -66 -25 -25 21 11 -07
United States -1.3 0.8 0.8 85 5.2 4.0 33 -00 -06 -21 -23 3.2 1.2 36 -10 -20 -13 -46 -47 -02
Total OECD 16 15 -33 -07 -04 -04 01 -14 -12 -04 -15 -04 -08 o8 -11 -13 -12 -09 -06 -04
Memorandum items
China 22 145 6.2 2.0 07 -30 0.6 81 100 28 193 -6.7 59 170 9.3 16 120 120 9.2 9.2
Dynamic Asi & 20 -42 152 100 4.6 2.3 4.7 5.1 3.4 3.7 2.4 03 -13 -02 16 -03 16 -47 -15 1.0
Other Asia 30 -31 5.2 38 -18 5.7 55 0.9 7.3 7.8 11 6.6 55 -42 21 17 1.6 2.4 17 -01
Non-OECD Asia 14 -10 124 8.0 33 17 41 5.3 49 3.9 52 -06 0.6 2.8 31 0.2 39 -03 13 3.0
Latin America 29 06 -86 -20 6.5 24 29 -16 -41 34 -42 -6.8 1.3 -00 2.8 15 -04 18 26 0.5
Africaand Middle-East -80 -07 211 -89 -13 -07 -60 04 -08 17 53 -70 8.7 1.6 14 -10 -7.3 0.5 11 -03
Central and Eastern Europe 22 -83 21 -11 -38 -41 -34 -132 -134 -10 119 02 -45 -119 -69 6.0 -43 2.3 1.8 -34
Total of non-OECD countries -7 -32 85 -04 03 -02 -09 -01 -01 2.7 24 24 15 0.6 1.7 0.9 0.9 0.1 13 1.7
World 0.8 03 -04 -06 -02 -03 -01 -11 -10 04 -05 -09 -02 07 -03 -07 -06 -06 -01 0.2

Note: Regional aggregates are calculated inclusive of intra-regional trade. Export performance is the ratio between export volumes and export markets for total goods. The export volume concept employed is the sum of the
exports of non-manufactured goods and manufactures. The calculation of export marketsis based on aweighted average of import volumes in each exporting country’s markets, with weights based on trade flowsin 1995.
The export markets for total goods facing each country is calculated as the weighted sum of the individual export markets for non-manufactured goods and manufactures, where the weights correspond to the commodity

export structure of the exporting country in 1995.
a) Including Luxembourg until 1994.

b) Dynamic Asiaincludes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand.

Source: OECD.
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Annex Table47. Sharesin World exportsand imports
Percentage, values for total goods, customs basis

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

Estimates and projections

2001 2002 2003
A. Exports
Canada 4.8 4.8 45 4.2 4.3 4.2 3.9 3.8 3.7 4.1 4.0 3.9 3.9 4.0 4.1 45 4.6 4.6 4.4 4.3
France 53 5.4 6.1 6.1 6.0 5.9 6.3 6.2 6.3 5.8 5.6 5.7 55 54 5.8 55 4.9 5.0 5.0 5.0
Germany 97 102 123 127 122 118 122 117 118 105 102 105 102 9.7 102 9.9 8.9 9.6 9.8 9.6
Italy 4.0 4.2 4.8 4.8 4.7 4.7 5.0 4.9 4.8 4.6 4.5 4.6 4.7 4.3 45 4.2 3.8 4.0 4.1 4.0
Japan 9.4 9.7 105 9.8 9.8 9.4 8.7 9.3 9.4 100 9.6 8.9 79 7.8 73 7.6 7.8 6.8 6.4 6.3
United Kingdom 51 5.4 5.2 54 5.3 51 5.4 5.3 51 4.8 4.9 4.8 5.0 51 5.1 4.8 4.5 4.6 4.7 4.7
United States 117 114 106 102 113 119 112 117 116 119 115 110 111 120 120 119 119 114 109 107
Other OECD countries 193 195 204 214 217 213 222 219 219 214 225 234 236 232 243 243 235 240 246 246
Total OECD 693 706 745 747 753 744 750 748 747 731 727 728 719 716 734 727 698 699 700 693
Non-OECD Asia 10.2 9.9 98 106 113 118 118 131 142 157 163 164 165 168 162 166 178 173 173 179
Latin America 4.8 45 3.7 33 34 34 32 3.0 29 3.0 3.0 29 3.0 32 31 29 32 33 34 34
Other non-OECD countries 158 150 121 114 101 104 101 9.0 8.3 8.2 8.0 7.9 8.6 8.4 73 7.7 9.2 9.5 9.2 9.4
Total of non-OECD countries 307 294 255 253 247 256 250 252 253 269 273 272 281 284 266 273 302 301 300 307
B. Imports
Canada 35 3.7 3.7 34 3.6 3.6 33 3.2 31 35 3.3 31 31 34 35 3.6 3.6 34 34 33
France 55 5.6 6.0 6.4 6.3 6.3 6.7 6.4 6.3 55 5.4 55 5.2 4.8 53 51 4.8 4.8 4.8 4.8
Germany 8.1 8.3 9.1 9.4 9.0 8.9 99 109 107 9.2 8.9 9.0 8.7 8.0 8.6 8.3 7.8 7.9 8.0 7.9
Italy 41 4.4 4.4 4.7 45 4.7 4.9 4.8 4.6 3.7 3.7 3.8 3.6 35 3.7 3.6 34 35 35 34
Japan 6.4 6.1 55 55 6.0 6.2 6.1 6.0 55 5.9 5.8 59 5.9 56 4.6 4.9 53 5.0 4.3 4.1
United Kingdom 54 5.6 5.9 6.2 6.7 6.5 6.4 5.9 5.8 55 53 52 54 5.6 5.8 57 52 53 55 55
United States 179 181 178 171 163 161 149 143 146 163 161 151 154 164 174 188 198 190 180 177
Other OECD countries 198 204 216 229 231 234 245 242 239 225 239 244 249 242 248 249 239 240 246 246
Total OECD 707 721 740 755 753 756 767 756 746 720 724 720 722 716 736 750 738 729 721 713
Non-OECD Asia 9.8 102 9.6 99 112 116 114 126 138 161 162 165 161 161 141 144 159 155 157 165
Latin America 3.9 3.7 3.8 35 31 3.0 2.8 3.0 33 3.7 3.8 3.8 3.9 4.4 4.5 3.7 3.6 4.0 4.1 4.1
Other non-OECD countries 156 139 126 111 104 9.8 9.1 8.8 8.2 8.2 7.6 7.7 7.8 7.9 1.7 6.8 6.6 7.6 8.1 8.2
Total of non-OECD countries 293 279 260 245 247 244 233 244 254 280 276 280 278 284 264 250 262 271 279 287

Note: Regional aggregates are calculated inclusive of intra-regional trade.

Source: OECD.
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Annex Table 48. Trade balances
Billions US dollars

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Australia -08 -10 -19 05 -07 -34 0.4 35 16 -01 -33 -42 -06 18 -54 97 -47 -15 -37 -38
Austria -32 -31 -40 -48 -48 56 -70 -86 -77 -65 -79 67 -73 -43 37 -36 -27 -21 -08 -01
Belgium? 0.4 11 3.0 2.2 3.7 3.6 3.2 3.6 54 7.4 87 118 105 9.4 9.3 8.9 5.0 4.3 5.8 6.2
Canada 156 119 7.2 9.2 8.8 6.5 9.5 6.1 74 102 148 258 311 186 153 259 399 483 404 421
Czech Republic . . . . . . . . -05 -14 -37 59 -46 -26 -19 -31 -33 -30 -34
Denmark -02 -07 -10 0.8 24 2.7 5.0 51 7.4 7.8 7.6 6.7 7.7 5.8 3.8 6.7 7.7 9.3 9.6 102
Finland 15 0.9 17 15 12 -02 0.7 2.2 4.0 6.4 77 124 113 116 125 122 137 122 113 129
France -44 -50 -14 -78 -76 -103 -133 -97 24 7.2 72 110 151 266 254 186 15 3.4 7.6 3.9
Germany 214 283 546 676 763 749 684 195 282 412 509 651 706 713 778 709 583 773 865 941
Greece -49 -59 53 -64 -72 -84 -117 -116 -133 -121 -130 -166 -178 -17.3 -16.7 -180 -206 -20.6 -21.4 -236
Hungary . . . . . . . . . -33 -36 -24 -27 -20 -24 -22 -21 -16 -11 -11
Iceland -0.0 -0.0 01 -01 -00 0.1 01 -01 0.0 0.2 0.3 0.2 0.0 00 -03 -03 -05 -03 -02 -01
Ireland 0.2 0.6 11 2.6 3.8 4.0 3.9 4.3 7.0 8.1 93 135 157 186 233 243 258 251 269 298
Italy -51 -54 4.8 01 -06 -29 -16 -23 -04 289 314 387 540 400 364 236 122 181 240 261
Japan 443 549 907 913 923 803 692 962 1247 1394 1441 1321 837 1016 1225 1233 1166 738 989 120.1
Korea -1 -00 4.3 75 113 44 -25 -68 -18 23 -29 -44 -150 -32 416 284 166 138 155 200
Luxembourg . . . . . . . . . . . -8 -20 -20 -19 -25 -22 -22 -26 -24
Mexico 13.2 8.4 5.0 8.8 2.6 04 -09 -73 -159 -135 -185 7.1 6.5 06 -79 -56 -80 -98 -120 -140
Netherlands 6.6 6.8 7.4 63 101 98 120 120 123 169 187 238 228 209 210 179 186 257 283 293
New Zealand -05 -0.0 0.1 0.6 2.2 1.0 0.9 21 16 17 14 0.9 05 0.8 09 -04 0.6 17 12 12
Norway 35 30 -38 -26 -21 11 4.6 6.0 8.3 6.9 7.5 86 129 115 18 101 255 268 245 293
Poland . . . . . . . . . -25 -06 -16 -73 -98 -128 -151 -144 -147 -151 -16.6
Portugal -20 -14 -15 -34 52 -46 65 -75 -92 -78 -81 -87 -90 -99 -122 -138 -140 -13.0 -133 -140
Slovak Republic . . . . . . . . . -0.9 o1 -02 -23 -21 -24 -11 -09 -19 -21 -25
Spain -46 -47 -7.2 -137 -187 -254 -291 -304 -304 -151 -148 -184 -163 -135 -20.7 -304 -328 -309 -31.3 -34.0
Sweden 34 24 51 4.5 4.8 4.0 3.4 6.3 6.2 7.2 94 169 187 190 175 169 152 122 116 128
Switzerland 42 -39 -43 -60 -63 -74 -71 -60 -10 17 16 0.9 09 -03 -17 -03 -28 -13 01 -01
Turkey -29 -30 -31 -32 -18 -42 -96 -73 -82 -142 -42 -132 -106 -154 -142 -104 -223 -47 -53 -79
United Kingdom -71 -42 -141 -194 -383 -406 -328 -182 -228 -196 -170 -190 -21.4 -202 -36.2 -446 -46.0 -50.2 -535 -56.4
United States -112.5 -122.2 -1451 -159.6 -127.0 -117.7 -111.0 -76.9 -969 -1325 -165.8 -174.2 -191.0 -198.1 -246.7 -345.4 -452.2 -429.4 -409.2 -443.0
Euro area 59 121 533 442 510 349 192 -285 -17 747 901 1243 1477 1515 1505 1081 628 973 121.0 1281
European Union 2.0 96 432 302 199 11 -52 -352 -109 701 901 1289 1528 156.1 1356 871 39.7 687 887 94.6
Total OECD -434 -424 -76 -234 -08 -379 -515 -256 90 651 59.6 1004 531 556 215 -117.7 -272.0 -235.2 -182.4 -185.2

a) Including Luxembourg until 1994.
Source: OECD.
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Annex Table 49. Non-factor services, net
Billions US dollars

T00Z @230 ©

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Australia 37 35 -29 -26 -24 -43 -36 -25 -26 -15 -13 -10 -00 -04 -11 -09 03 17 14 13
Austria 34 33 50 55 54 68 91 101 94 75 73 46 46 10 24 18 09 08 08 09
Belgium® 03 02 05 11 07 -08 00 02 05 11 12 01 04 14 11 18 25 23 28 28
Canada -39 41 41 -46 -54 -69 -91 -100 -101 -105 -85 -74 -67 -64 -45 -43 -45 -47 52 -54
Czech Republic - . . . . . . . . 10 05 18 19 18 18 11 13 11 10 11
Denmark 08 07 03 05 08 07 18 28 23 16 05 07 13 01 -03 17 22 27 28 31
Finland 02 05 -07 -12 -17 -21 -30 -32 -29 -22 -18 -22 -17 -16 -11 -14 -23 -19 -19 -20
France 89 96 100 104 107 136 149 166 195 173 178 143 151 165 176 180 192 176 180 20.0
Germany 54 -45 70 -107 -144 -137 -186 -226 -316 -338 -411 -470 -454 -425 -470 -547 -510 -555 -502 -632
Greece 23 22 26 36 41 37 51 55 65 61 69 71 68 65 68 73 79 89 91 104
Hungary e . . . . . . . 02 02 06 15 23 18 14 18 19 16 17
lceland 00 00 01 00 -00 00 00 -00 -00 00 00 00 00 00 -00 -01 -01 -00 01 01
Ireland 03 -03 06 -09 -14 -18 -17 -20 -31 -30 -41 63 -7.7 -90 -133 -111 -123 -119 -127 -145
Italy 33 34 34 35 15 25 36 33 07 33 52 63 72 78 48 12 01 -15 -08 -1
Japan 120 96 -129 -204 -303 -367 -429 -419 -440 -430 -480 -57.3 -623 541 -495 541 -47.6 -466 -44.4 -47.2
Korea 04 05 14 23 23 04 06 -22 -29 -21 -18 -30 -62 -32 10 -07 -40 -35 -46 -71
Luxembourg - e . . . . . . . . . 24 25 28 30 34 33 30 33 35
Mexico 03 06 -04 03 00 -05 -19 -18 -23 -21 -20 07 05 -05 -09 -18 -23 -37 -51 -66
Netherlands 06 -12 -13 -15 -23 -14 -04 -08 -01 -01 02 11 20 32 25 25 -02 -18 -33 -32
New Zedland 03 03 -05 -05 -06 -08 -08 -08 -09 -06 -03 -02 -03 -06 -08 -03 -02 00 -00 01
Norway 20 18 12 06 16 26 32 35 04 08 02 02 06 02 -05 -08 05 04 00 -03
Poland - e . . . . . . . 04 28 35 34 32 42 14 08 16 24 29
Portugal 04 06 08 09 06 08 09 06 05 12 10 13 14 15 19 18 18 19 21 22
Slovak Republic -« . . . . . . . 03 07 05 00 01 02 02 04 04 04 05
Spain 79 81 118 134 139 127 119 121 124 117 149 186 204 200 219 230 223 243 272 296
Sweden 00 -06 -18 -17 -22 -30 -33 -26 -23 01 02 -06 -13 -18 -26 -23 -32 -16 -24 -25
Switzerland 44 48 66 83 83 80 94 103 107 114 115 129 124 131 135 132 134 140 142 149
Turkey 09 15 16 21 37 39 49 52 58 67 70 96 66 109 135 74 113 96 106 139
United Kingdom 58 86 95 111 79 60 77 72 96 99 98 134 150 205 210 189 222 222 246 258
United States 34 03 65 79 124 246 302 458 604 637 692 77.8 892 904 799 836 765 889 850 OL2
Euro area 200 210 244 243 173 203 218 194 117 91 76 04 57 76 06 -67 -79 -139 -147 -146
European Union 265 298 324 343 238 239 279 268 213 207 181 139 207 264 186 115 133 94 102 118
Total OECD 175 206 290 277 134 144 167 325 360 452 482 528 616 829 772 568 609 704 677 727

Note: The classification of non-factor services and investment income is affected by the change in reporting system to the International Monetary Fund, Fifth Balance of Payments Manual.
a) Including Luxembourg until 1994.
Source: OECD.
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Annex Table 50. Investment income, net
Billions US dollars

Austraia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1998

2000

Estimates and projections

2001 2002 2003

-41 -45 -49 58 -86 -104 -132 -122 -101 -81 -124 -140 -152 -138 -11.3 -123 -109 -108 -11.1 -120
-3 -02 -06 -08 -09 -09 -09 -14 -14 -15 -17 -24 -09 -15 -20 -29 -23 -21 -23 -24
0.2 0.2 0.3 0.5 0.6 34 4.0 4.9 54 6.0 6.4 6.4 6.0 5.7 6.5 6.6 7.3 4.6 5.0 51
124 -128 -140 -171 -175 -205 -194 -174 -175 -208 -189 -227 -215 -209 -19.7 -211 -183 -19.0 -189 -19.3
. . . . . . -2 -00 -01 -07 -08 -10 -13 -08 -09 -11 -15
-23 -26 -35 -41 37 -38 51 51 -49 -38 -38 -38 -37 -34 -28 -24 -30 -38 -40 -43
-1 -10 -13 -16 -1.7 -27 -38 -47 54 -49 -44 -44 36 -24 -31 -20 -19 -22 -21 -22
-24 -23 -17 -17v -10 -03 -16 -33 -60 -66 -60 -84 -19 7.4 91 120 133 117 123 125
4.7 4.7 5.3 52 94 143 206 203 218 16.6 2.9 0.1 10 -14 -72 -88 -11 -83 -80 -82
-10 -12 -14 -15 -16 -17 -18 -18 -21 -15 -13 -16 -19 -16 -16 -07 -09 -17 -21 -23
. . . . . . . . . -2 -14 -18 -15 -14 -19 -17 -16 -22 -23 -24
-2 -01 -02 -02 -02 -02 -02 -02 -02 -01 -02 -02 -02 -02 -02 -02 -02 -03 -04 -04
-18 -21 -26 31 -39 -43 50 -46 56 -53 -54 -73 -82 -97 -107 -140 -150 -161 -172 -183
-25 -27 -42 -49 55 -73 -147 -176 -220 -173 -167 -159 -152 -103 -111 -11.1 -119 -143 -143 -143
42 6.8 93 163 206 229 227 260 357 407 404 441 534 557 568 500 575 672 711 775
-3 -21 -23 -16 -13 06 -01 -02 -04 -04 -05 -13 -18 -25 -56 -52 -22 -11 -07 -03
. . . . . . . . . . . 22 2.0 14 10 0.6 0.3 0.1 00 -00
01 -90 -75 68 -72 -83 -86 -86 -96 -114 -130 -133 -139 -128 -133 -133 -151 -138 -143 -149
14 -02 -02 14 12 29 -06 04 -10 0.9 3.7 73 35 71 -30 11 16 -32 -23 -18
-1 -13 -15 -20 -21 -19 -16 -25 -25 -29 -34 40 -47 -49 -26 -31 -34 -34 -33 -34
-7 -12 -13 -14 -25 -28 -34 -40 -28 -28 -22 -19 -18 -16 -11 -17 -15 -15 -07 -05
. . . . . . . . . -34 -26 -20 -11 -11 -12 -10 -11 -16 -21 -24
-2 -11 -10 -08 -08 -06 -01 0.2 0.6 02 -06 -00 -10 -15 -16 -16 -20 -23 -29 -29
. . . . . . . . . -0 01 -00 -00 -01 -02 -03 -04 -03 -03 -03
-23 -17 -18 -26 -33 -28 -35 -43 58 36 -78 -41 61 -68 -75 -95 -83 -98 -109 -115
-19 -20 -20 -16 -18 -23 -45 -64 -100 -88 -59 55 63 -49 -32 -20 -20 -26 -22 -19
5.0 5.0 5.8 6.8 8.9 8.1 8.8 8.9 8.4 9.1 79 118 126 162 175 211 238 217 212 217
-5 -16 -19 -21 -25 -23 -25 -27 -26 -27 -33 -32 -29 30 -30 -35 -40 -56 -58 -55
31 -00 4.2 14 13 -12 -51 -59 02 -03 51 3.3 18 6.4 208 6.5 93 169 124 102
351 257 155 143 187 198 285 241 230 239 167 205 210 88 -62 -136 -148 -223 -281 -329
63 -77 -93 -98 -74 01 -74 -119 -215 -170 -309 -281 -264 -136 -31.2 -301 -209 -43.7 -447 -46.1
-74 -123 -106 -141 -116 -73 -220 -293 -362 -298 -354 -341 -345 -156 -163 -280 -16.7 -33.3 -386 -421
45 -74 -135 -137 -54 -35 -111 -180 -148 -101 -284 -221 -130 20 -92 -32 -96 -27.3 -354 -386

Note: The classification of non-factor services and investment income is affected by the change in reporting system to the International Monetary Fund, Fifth Balance of Payments Manual.

a) Including Luxembourg until 1994.

Source: OECD.
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Annex Table 51. Current account balances
Billions US dollars

Australia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland

Italy

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal b
Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
-89 -92 -98 -80 -116 -179 -159 -110 -111 -97 -171 -193 -158 -124 -181 -230 -153 -106 -133 -14.4
02 01 03 02 -03 03 12 -00 -07 -14 -33 61 -54 65 -52 -67 -53 -48 -37 -31
02 09 30 26 34 44 53 63 88 120 131 143 130 129 128 130 108 77 99 104
13 57 -112 -135 -149 -218 -198 -224 -211 -2.7 -130 -44 34 -82 -83 12 181 261 17.7 188
e 05 08 -l4 -43 -33 -14 -16 -22 -28 -29 -35

17 27 -45 30 -16 -17 06 12 32 39 23 12 27 07 -15 30 37 53 54 59
-00 -08 -07 -17 27 58 -70 67 51 -11 11 54 51 68 73 77 90 80 73 85
-08 -02 24 -45 -46 -46 98 57 48 96 74 110 208 378 393 356 206 205 243 225
100 183 402 458 527 571 486 -184 -145 97 -243 -207 -7.9 -31 -67 -201 -188 -129 -80 51
20 -32 -17 -12 -10 -24 36 -16 -25 -10 -04 -31 -48 50 -38 52 -80 61 -65 -69
W e e ... . . . 35 40 25 -17 -10 -23 21 -15 -15 -14 -l4

01 -01 00 -02 -02 01 01 03 02 00 01 01 -01 -01 -06 -06 -08 -06 -05 -04
-0 -08 -09 -01 -00 -06 04 03 05 18 15 17 20 19 08 04 -05 -20 -20 -20
31 -42 22 -25 -68 -116 -167 -240 -296 7.6 128 249 394 334 227 83 -46 10 74 84
350 507 854 841 792 633 442 683 1126 1319 1303 1112 658 943 1210 107.0 1167 868 117.7 1405
-13 -08 47 101 145 54 20 83 -39 10 -39 -85 -230 -82 404 245 110 93 101 123
W e e ... ... . . 23 20 17 17 11 11 08 06 10

42 08 -l4 42 -24 -58 75 -146 -244 -234 297 -16 -23 -74 -161 -145 -184 -182 -220 -256
63 44 43 42 71 94 81 75 68 132 173 258 214 251 133 151 136 138 156 17.1
19 -16 -18 -17 -04 -16 -14 -12 -17 -17 -21 -31 -40 -44 -22 -36 -28 -L5 -19 -20
33 30 47 44 -40 -01 31 43 44 36 38 49 102 87 -13 60 230 240 218 264
W e e . . . . . . 48 10 09 -33 -57 -69 -125 -118 -110 -109 -118

06 04 12 04 -10 02 02 07 -03 03 -23 -02 -42 -61 -78 -97 -108 -101 -105 -1L0
W e . . . . . . . 06 07 04 -21 -20 -20 -10 -07 -16 -17 -20

18 28 39 -02 -37 -109 -181 -199 -216 -57 -64 08 04 25 -30 -139 -174 -139 -123 -129
07 -10 00 -00 -06 -31 63 -47 75 26 25 81 85 90 82 89 66 48 38 52
44 51 69 76 91 70 87 106 152 195 175 214 219 255 258 209 311 305 315 320
14 -10 -15 -08 16 09 26 03 -10 -64 26 -23 -24 -26 20 -14 98 33 33 42
-06 05 -35 -127 -354 -431 -391 -190 -229 -179 -103 -143 -135 -29 -80 -3L0 -27.8 -255 -303 -35.1
-943 -1182 -147.2 -160.7 -121.2 -995 -790 37 -485 -825 -1182 -100.9 -120.9 -139.8 -217.5 -324.4 -444.7 -4136 -404.1 -438.0
105 175 542 425 431 354 74 -630 -532 256 165 561 8L9 1016 713 257 -104 19 221 271
90 142 462 268 55 -124 -373 -855 -805 90 110 5L2 795 1083 700 67 -278 -136 10 30
-535 -628 -342 -565 -44.7 -826 -1096 -560 -602 112 -218 368 08 416 -17.4 -2094 -3359 -2950 -2555 -261.8

Note: The balance-of-payments data in this table are based on the concepts and definition of the International Monetary Fund, Fifth Balance of Payments Manual.
a) Including Luxembourg until 1994.

b) Break between 1995 and 1996, reflecting change in methodol ogy to the International Monetary Fund, Fifth Balance of Payments Manual (capital transfers from European Union are excluded from the current account as

from 1996).
Source: OECD.
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Annex Table 52. Current account balances as a per centage of GDP

Australia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland

Italy

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland
Portugalb
Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

2000

Estimates and projections

2001 2002 2003

48 56 -57 -39 -45 61 52 35 37 33 51 -54 -39 -31 50 59 -40 -30 -36 -37
03 01 03 02 02 02 07 00 -04 -08 -16 -26 -23 -32 -25 -32 -28 -25 -19 -15
02 11 26 18 21 28 27 31 39 55 56 52 48 53 51 52 47 33 41 41
04 -16 -30 -32 -30 -39 -34 37 36 -39 -23 08 05 -13 -13 02 25 37 25 25
- 13 -19 26 -74 61 -24 -29 -45 -51 -48 -54

31 -46 53 29 -14 -16 04 09 22 28 15 07 14 04 09 17 23 32 31 33
01 -15 -10 -19 -25 50 51 54 47 -13 11 41 40 56 56 60 74 66 59 65
01 01 03 -05 05 -05 08 -05 04 08 05 07 13 27 27 25 16 16 18 16
16 28 44 40 43 47 32 -10 -07 -05 -11 -08 -03 -01 -03 -10 -10 -07 -04 -03
49 79 34 22 -15 36 43 -17 25 -11 05 27 -39 -41 31 -41 -71 52 51 -50
e . . . . . . . 90 95 55 -38 -21 -49 -44 -33 -29 -24 -23

46 -38 05 -33 -36 -19 21 -40 23 08 19 08 -18 -17 -69 -69 99 80 61 -48
53 -37 -31 -02 -00 -15 -08 07 10 37 27 26 28 24 09 04 -07 -20 -18 -16
08 -10 03 -03 -08 -13 -15 -21 24 08 12 23 32 29 19 07 04 01 06 07
27 37 42 34 27 21 15 20 30 30 27 21 14 22 31 24 25 21 29 35
14 08 43 74 79 24 08 -28 -12 03 -10 -17 -44 -15 128 60 24 22 23 26
W e e w .. ... . . 126 110 97 92 58 57 41 31 45

25 08 -08 28 -13 -27 -29 -47 67 -58 -71 05 -07 -19 -38 -30 -32 -30 -33 -35
48 32 24 18 29 40 27 25 20 41 49 62 52 67 34 38 37 36 38 40
84 72 -62 -49 -10 -38 -32 -28 42 -40 -40 51 60 -67 -40 -67 55 -31 -39 -38
54 48 62 -48 -41 -01 26 37 35 30 30 33 65 56 -09 39 143 142 125 140
W e e e ... . . 2 10 07 -23 -40 -44 81 -75 62 57 57

26 15 33 10 -20 03 -03 -08 02 04 -24 01 -37 -57 -70 -86 -103 92 -90 -88
W e .. . . . . . -49 45 21 -106 95 93 50 -38 -78 -80 -84

11 16 16 00 -10 -28 -35 -36 -36 -11 -13 01 01 04 -05 -23 -31 -24 -20 -20
07 -10 00 -00 -03 -16 -26 -19 -30 -13 12 34 32 38 34 37 29 23 18 23
46 52 50 44 49 39 38 46 62 82 67 69 74 100 98 116 130 122 120 118
24 -15 -19 09 20 09 -L7 01 06 -36 22 -15 -13 -13 11 -09 -49 24 21 22
01 01 -06 -18 -43 51 -40 -18 -21 -19 -10 -13 -11 -02 -06 -21 -19 -18 -20 -22
24 -28 -33 -34 -24 -18 -14 01 08 -12 -17 -15 -15 -17 25 -35 -45 -41 -39 -40
05 08 17 11 10 08 01 -11 -08 04 03 08 11 16 11 04 -02 00 03 04
03 05 12 06 01 -02 06 -12 -10 01 01 06 09 13 08 01 -04 -02 00 00
06 -07 -03 -04 -03 -05 -06 03 03 01 01 02 00 02 -01 -08 -13 -12 -10 -10

a) Including Luxembourg until 1994.

b) Break between 1995 and 1996, reflecting change in methodology to the International Monetary Fund, Fifth Balance of Payments Manual (capital transfers from European Union are excluded from the current account as

from 1996).
Source: OECD.
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Annex Table 53. Structure of current account balances of major world regions
Billions US dollars

Estimates and projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Trade balance
OECD -43 42 -8 -23 -1 38 52 -26 9 65 60 100 53 56 22 -118 -272 -235 -182 -185
Non-OECD of which: 63 53 16 51 33 48 69 54 29 -0 31 11 41 53 47 155 276 194 142 161
Non-OECD Asia of which: 0 -9 -1 13 2 3 8 10 4 -13 -4 -15 -11 27 96 105 94 78 73 73
China 0 -13 -9 -2 -5 -6 9 9 5 -11 7 18 20 46 47 36 34 26 18 19
Dynamic Asia® 12 18 22 28 21 22 11 11 8 8 3 -13 -6 1 69 85 82 76 79 80
Other Asia -2 13 -14 13 -14  -13 -12 9 10 -11 -4 -20 -24 -22 -20 -16 -23 -24 -25 -26
Latin America 26 25 12 12 22 28 31 19 10 2 3 -7 6 -19 -33 -6 12 -0 -2 2
Africaand Middle-East 24 31 -4 15 4 22 53 23 14 11 23 25 54 48 -11 33 118 74 35 49
Central and Eastern Europe 13 5 8 12 6 -6 -23 1 2 -0 10 8 4 -3 -4 23 52 42 36 37
world® 20 10 9 28 32 11 17 28 38 65 90 111 94 109 69 37 4 41 -4 24
Services and private transfers
OECD 17 9 9 2 -6 -4 -12 -1 1 17 -2 5 22 58 42 13 17 9 -2 -5
Non-OECD of which: -89 -8 67 68 -74 -83 -8 -102 -9 -91 -8 -110 -105 -110 -125 -113 -127 -116 -128 -143
Non-OECD Asia of which: -5 -5 -1 -2 -4 -4 -3 -1 -0 -2 3 -16 -6 1 -20 -18 -10 -6 -8 -12
China 2 2 2 2 2 1 3 4 1 -1 o -17 -3 =-10 -15 -22 -14 -16 -16 -17
Dynamic Asia® -11 -9 -5 -6 -6 -5 -4 -4 -1 -1 -1 -2 1 1 -13 -6 -8 -0 -2 -5
Other Asia 4 3 3 2 0 -0 -1 -1 -0 1 4 3 6 10 8 9 11 10 10 10
Latin America 33 -3 -3 -8 -31 -3 -27 -24 21 -27 -27 -30 -33 -43 45 38 43 42 44 46
Africaand Middle-East 56 49 -38 40 -39 47 57 -73 58 56 54 54 61 58 -48 48 63 54 59 -64
Central and Eastern Europe 5 1 1 1 1 1 1 -4 -10 -6 -5 -10 -5 -10 -12 9 12 -14 17 -20
world® 72 -74 59 66 -79 -87 -97 -103 -89 -74 -84 -105 -82 -52 -83 -126 -110 -107 -130 -147
Official transfers
OECD 27 29 3% -3 -3 40 46 -29 -71 -7 8O 69 -5 -72 -8 -78 -81 -68 -71 -72
Non-OECD of which: 6 10 12 10 13 12 4 -9 18 18 14 15 14 13 12 12 11 13 13 13
Non-OECD Asia of which: 2 2 3 3 3 2 2 3 3 3 3 4 3 3 2 1 1 2 3 2
China 0 0 0 -0 0 0 0 0 0 0 -1 1 0 0 0 0 0 0 0 0
Dynamic Asia® 0 0 0 0 0 0 1 0 1 0 1 1 0 0 1 1 1 1 1 1
Other Asia 2 2 2 2 2 2 2 2 2 2 3 3 3 2 2 0 0 1 2 2
Latin America 1 2 2 2 2 2 2 2 2 2 2 2 2 1 1 2 2 2 2 2
Africaand Middle-East 3 6 7 6 8 8 -1 -20 10 10 8 7 7 6 6 6 6 7 7 7
Central and Eastern Europe 0 0 0 0 0 0 1 6 4 4 2 2 2 2 2 3 2 2 2 2
world® 20 -19 -24 -5 25 -28 42 -3 52 52 65 54 61 -59 69 -67 -70 -56 -58 -59
Current account balance
OECD 53 63 -3 56 45 -83 -110 -56 -60 1 22 37 1 42 -17 -209 -336 -295 -255 -262
Non-OECD of which: 19 -20  -40 6 -28 -2 -12 58 -43 -73 37 -85 -51 -4  -65 54 160 91 27 32
Non-OECD Asia of which: -2 -11 1 14 0 2 8 12 6 -12 2 -27 -14 31 78 89 85 74 67 63
China 2 -1 -7 0 -4 -4 12 13 6 -12 7 2 7 37 31 16 21 10 3 2
Dynamic Asia® 2 8 17 22 16 17 7 7 8 7 3 -14 -5 3 57 80 75 7 78 75
Other Asia -6 -8 -9 -9 -11 -11 -12 -8 -8 -8 -8 -15 -16 -9 -11 -7 -11 -12 -14 -14
Latin America -6 4 16 -14 -8 -3 6 -3 9 23 -2 3B -3y -60 -76 -43 -29 40 -44 43
Africaand Middle-East 29 12 -3 -19 27 17 -4 70 -3 -3 -23 -2 -0 -4 -53 -9 62 21 17 -8
Central and Eastern Europe 18 6 10 13 7 -4 21 3 -4 -3 6 -0 0 -11 -14 17 43 30 22 19
world® -73 -83 -74 63 -73 -105 -122 -114 -103 -62 59 48 -50 -3 -83 -155 -176 -204 -228 -230

T00Z @230 ©

Note: Historical datafor the OECD area are aggregates of reported bal ance-of -payments data of each individual country. Because of various statistical problems as well as alarge number of non-reporters among non-OECD
countries, trade and current account balances estimated on the basis of these countries’ own balance-of -payments records may differ from corresponding estimates shown in this table.
a) Dynamic Asiaincludes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand.
b) gﬁl ects ?tati stical errors and asymmetries. Given the very large gross flows of world balance-of-payments transactions, statistical errors and asymmetries easily give rise to world total's (balances) that are significantly
ifferent from zero.

Source: OECD.
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Annex Table 54. Semiannual demand and output projections

Percentage changes from previous period, seasonally adjusted at annual rates, volume

Private consumption
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Public consumption
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Investment
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Total domestic demand
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Export of goods and services
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Total OECD?

2001 2002 2003
2001 2002 2003
| 1 | I | 1

23 20 32 22 1.0 20 3.0 32 34
25 17 24 3.0 17 13 25 24 2.3
15 14 24 25 12 12 2.0 25 2.6
12 14 2.7 11 0.6 13 25 2.8 2.8
0.0 -0.2 0.8 11 -1.7 0.2 0.5 0.8 1.0
37 20 25 4.1 3.0 15 21 26 2.8
27 11 33 29 12 0.1 29 33 35
1.9 17 2.7 24 14 15 24 2.7 2.8
21 18 2.6 2.6 16 16 2.3 2.7 2.7
1.9 13 2.8 2.3 0.8 1.0 25 2.8 3.0
2.6 20 20 32 20 20 20 20 2.0
22 1.9 20 21 21 1.9 18 20 22
13 12 12 28 0.0 16 16 1.0 1.0
0.6 0.6 0.6 0.5 05 0.6 0.6 0.6 0.6
2.3 2.3 14 17 2.7 2.2 21 12 1.0
21 34 3.6 2.0 2.6 35 3.9 35 33
29 39 22 35 31 3.8 4.9 14 11
16 15 15 20 11 1.6 16 15 15
16 17 18 1.9 14 1.9 1.9 17 17
19 25 19 19 2.2 25 3.0 16 14
0.6 17 6.2 0.2 0.1 11 4.4 6.5 7.2
29 0.8 4.1 3.0 -0.7 0.1 3.7 4.2 4.1
-2.6 -0.7 31 -4.4 -2.4 -0.9 17 33 4.0
15 13 4.1 12 0.5 0.5 35 4.2 4.5
-2.0 -6.7 -2.2 0.2 -6.7 -7.7 -4.8 -1.6 -0.6
14 -0.7 24 -1.0 -2.0 -1.0 13 2.6 32
-14 -4.2 4.5 0.4 -8.6 -5.9 4.0 4.4 51
0.6 0.7 3.8 0.2 -0.3 0.2 2.8 4.0 4.4
0.7 0.5 3.6 -0.1 -0.6 0.0 2.6 38 4.2
-11 -1.9 3.6 -0.5 -4.7 -2.7 2.8 37 4.2
1.0 18 3.8 0.6 0.5 17 3.6 3.9 3.9
17 16 3.0 11 1.0 13 3.0 31 29
-0.1 11 2.7 -1.0 0.1 11 2.2 2.9 29
1.0 13 2.6 25 05 11 24 2.6 2.7
-0.2 -1.6 0.2 1.0 -2.5 -1.6 -0.5 0.4 0.6
2.8 18 27 2.6 20 14 23 28 3.0
11 0.7 3.9 1.0 -0.8 -0.1 4.0 3.8 3.8
12 15 2.9 1.0 0.9 13 25 3.0 3.0
14 16 2.8 13 11 1.3 25 2.9 29
0.7 1.0 3.0 0.8 -04 0.7 3.0 3.0 31
-2.7 0.7 75 -3.1 -5.9 12 6.5 7.8 7.9
2.6 16 7.6 0.7 -2.7 13 6.8 7.9 7.8
51 3.0 7.0 3.8 0.6 2.6 6.0 7.0 7.8
59 2.2 6.9 3.0 -04 1.8 6.0 7.3 7.3
-5.8 -0.8 8.2 -9.0 -10.0 1.0 55 9.0 9.4
3.6 34 7.3 2.6 18 2.7 6.5 75 7.5
-3.9 -21 7.8 -4.7 -12.9 -0.1 6.0 8.3 8.7
-0.5 0.6 7.8 -2.2 -6.1 15 6.1 8.3 8.6

Note: The adoption of new national account systems, SNA93 or ESA 95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years' at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Includesintra-regional trade.
Source: OECD.
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Annex Table54. (cont’d) Semiannual demand and output projections
Percentage changes from previous period, seasonally adjusted at annual rates, volume

2001 2002 2003
2001 2002 2003
| 1] | Il I Il

Import of goods and services
Canada -4.4 2.3 8.0 -6.7 -35 27 75 8.1 8.2
France 16 17 8.0 -25 -2.0 1.0 6.8 85 8.0
Germany 29 3.6 6.7 -1.9 2.2 3.2 5.8 6.8 75
Italy 3.6 2.7 6.5 2.8 12 1.8 5.9 6.8 6.8
Japan -1.8 -7.9 35 -1.9 -14.0 -7.8 -15 4.8 6.0
United Kingdom 4.8 33 7.1 32 24 2.3 6.3 7.3 7.3
United States -2.9 -15 7.4 -4.8 -11.1 -0.6 7.2 7.4 7.7
Total OECD” -0.7 0.0 7.0 -2.7 -6.2 0.5 59 7.2 7.6

GDP
Canada 13 12 38 15 -0.8 11 34 39 4.0
France 20 16 3.0 2.0 0.8 14 31 31 29
Germany 0.7 1.0 29 0.9 -0.4 0.9 24 31 31
Italy 18 12 28 25 0.0 11 25 29 3.0
Japan -0.7 -1.0 0.8 0.1 -2.3 -0.9 0.2 0.9 11
United Kingdom 2.3 17 25 2.3 18 15 21 2.6 2.8
United States 11 0.7 3.8 1.2 -0.6 -01 3.8 3.8 3.8
Euro area 16 14 3.0 18 0.4 14 2.7 31 32
European Union 17 15 29 1.9 0.7 14 25 3.0 31
Total OECD 1.0 1.0 32 11 -0.3 0.7 29 32 33

Per cent of GDP

Current account balance
Canada 3.7 25 25 4.3 31 2.6 24 25 2.6
France 1.6 18 16 15 16 18 1.8 16 16
Germany -0.7 -0.4 -0.3 -0.7 -0.7 -05 -0.3 -0.3 -0.2
Italy 0.1 0.6 0.7 0.0 0.2 0.5 0.8 0.7 0.7
Japan 21 29 35 2.0 2.2 2.8 31 34 3.7
United Kingdom -1.8 -20 22 -11 -24 -2.0 -2.0 -2.2 -2.2
United States -4.1 -3.9 -4.0 -4.3 -3.8 -3.8 -3.9 -3.9 -4.1
Euro area 0.0 0.3 0.4 0.0 0.1 0.3 0.4 0.4 0.4
European Union -0.2 0.0 0.0 -0.1 -0.3 0.0 0.1 0.0 0.1
Total OECD -1.2 -1.0 -1.0 -1.2 -1.0 -0.9 -0.9 -0.9 -0.9

$hillions

Current account balance
Canada 26.1 18 19 30.5 21.8 18 17 18 19
France 20.5 24 23 19.5 215 24 25 23 22
Germany -12.9 -8 -5 -13.0 -12.8 -10 -6 -6 -4
Italy 1.0 7 8 0.2 18 6 9 8 9
Japan 86.8 118 141 84.3 89.3 111 124 136 145
United Kingdom -25.5 -30 -35 -15.7 -35.3 -29 -31 -34 -36
United States -413.6 -404 -438 -436.6 -390.6 -394 -414 -425 -451
Euro area 19 22 27 0.3 34 18 27 25 29
European Union -13.6 1 3 -5.0 -22.1 -2 4 1 5
Total OECD -295.0 -255 -262 -313.1 -276.8 -253 -258 -258 -265

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http://mwww.oecd.or g/eco/sour ces-and-methods).

a) Includesintra-regional trade.

Source: OECD.

© OECD 2001
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Annex Table 55. Semiannual price, cost and unemployment pr oj ections

Percentage changes from previous period, seasonally adjusted at annual rates

2001 2002 2003 2001 2002 2003
| 1l | Il | Il
Private consumption deflator
Canada 2.2 19 16 21 2.2 19 17 16 16
France 1.7 1.4 1.7 18 17 1.3 15 1.7 1.9
Germany 1.9 1.0 1.1 2.1 14 0.9 0.9 1.1 1.3
Italy 2.8 1.7 1.8 2.9 25 15 15 1.8 1.9
Japan -1.3 -15 -15 -0.2 21 -1.2 -14 -15 -14
United Kingdom 1.6 23 2.3 13 2.3 24 2.3 2.3 2.3
United States 18 1.0 14 2.4 0.3 11 14 15 13
Euro area 25 1.6 1.7 2.7 2.3 14 15 1.7 1.8
European Union 2.4 18 18 25 2.3 16 17 18 19
Total OECD 2.8 21 1.8 33 2.2 2.2 1.9 1.8 17
Total OECD less high inflation countries? 1.7 1.1 1.2 22 1.0 1.1 1.2 1.3 1.2
GDP deflator
Canada 2.6 1.3 1.7 33 1.0 14 1.7 1.8 1.8
France 1.7 18 14 1.8 22 1.7 14 13 15
Germany 14 1.1 0.8 2.1 14 1.1 0.9 0.7 0.8
Italy 3.0 2.8 19 3.3 35 2.6 2.3 17 2.0
Japan -1.6 -14 -1.6 -0.7 -2.6 -0.9 -14 -1.8 -1.5
United Kingdom 2.4 25 25 2.4 2.6 2.4 2.6 25 25
United States 21 1.2 1.3 2.6 13 0.9 14 1.3 11
Euro area 25 21 16 29 2.6 20 18 16 1.7
European Union 25 22 18 2.8 26 21 1.9 17 1.8
Total OECD 29 23 17 34 25 23 2.1 16 15
Total OECD less high inflation countries” 1.8 1.2 1.1 23 13 1.2 1.3 1.1 1.1
Unit labour cost (total economy)
Canada 34 34 0.6 33 5.6 35 11 0.5 05
France 21 15 0.3 2.2 24 1.8 0.1 0.3 0.6
Germany 14 11 0.2 1.7 1.7 1.2 0.3 0.0 0.3
Italy 23 2.0 1.3 21 3.6 1.8 0.7 16 15
Japan 0.3 -0.6 -11 1.0 -0.7 -0.4 -1.0 -1.2 -1.2
United Kingdom 3.3 3.1 2.1 3.8 3.3 3.3 2.6 20 18
United States 4.2 2.1 1.0 4.6 31 2.4 0.4 11 11
European Union 2.6 2.1 1.2 2.9 2.9 2.1 12 11 12
Total OECD 4.0 26 1.2 43 38 27 1.2 1.3 1.2
Total OECD less high inflation countries® 3.0 1.8 0.8 3.3 2.6 1.9 0.6 0.8 0.8
Per cent of labour force
Unemployment
Canada 7.3 7.8 74 7.0 7.5 7.8 7.7 7.6 7.3
France 8.9 9.4 9.3 8.8 9.1 9.4 9.5 9.4 9.2
Germany 7.5 8.1 8.0 74 7.7 8.0 8.1 8.1 7.9
Italy 10.0 10.2 10.0 10.0 10.0 10.1 10.3 10.1 9.9
Japan 5.0 55 5.4 4.8 5.2 5.4 5.6 55 54
United Kingdom 5.1 53 55 51 5.1 5.2 5.4 55 55
United States 48 6.2 6.0 44 52 6.2 6.3 6.1 59
Euro area 85 8.9 8.8 8.3 8.7 8.8 9.0 8.9 8.6
European Union 7.8 8.1 8.0 7.6 7.9 8.1 8.2 8.1 8.0
Total OECD 6.5 7.2 7.0 6.3 6.7 7.1 7.2 7.1 6.9

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace anmong OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years' at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http: //wmw.oecd.or g/eco/sour ces-and-methods).

a) High inflation countries are defined as countries which have had, on average, 10 per cent or more inflation in terms of the GDP deflator during the last 10 years, based
on historical data. Consequently, Hungary, Mexico, Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table56. Contributionsto changesin real GDP in OECD countries

Asaper cent of real GDP in the previous period, seasonally adjusted at annual rates

Australia
Final domestic demand
Stockbuilding
Net exports
GDP
Austria
Final domestic demand
Stockbuilding
Net exports
GDP
Belgium
Final domestic demand
Stockbuilding
Net exports
GDP
Canada
Final domestic demand
Stockbuilding
Net exports
GDP
Czech Republic
Final domestic demand
Stockbuilding
Net exports
GDP
Denmark
Final domestic demand
Stockbuilding
Net exports
GDP
Finland
Final domestic demand
Stockbuilding
Net exports
GDP
France
Final domestic demand
Stockbuilding
Net exports
GDP

2000 2001 2002 2003
2.7 20 35 38
05  -03 03 02
05 1.0 05 -01
34 2.0 32 40
2.8 06 12 23
-0.3 0.1 00 00
05 04 03 04
30 1.2 15 27
31 14 14 23
05  -02 00 00
05  -01 00 02
40 11 14 26
38 1.9 18 34
05 -10 -01 02
02 05 06 01
44 13 12 38
22 41 35 46
2.0 09 01 01
13 <19 -09 09
2.9 30 27 37
2.3 0.1 10 17
02 0.1 00 00
07 11 03 06
32 13 13 23
2.7 15 11 20
09  -01 01 00
27  -10 00 15
5.7 04 12 34
32 24 15 26
03  -08 01 04
-0.1 03 00 01
34 20 16 30

Germany
Final domestic demand
Stockbuilding
Net exports
GDP
Greece
Final domestic demand
Stockbuilding
Net exports
GDP
Hungary
Final domestic demand
Stockbuilding
Net exports
GDP
Iceland
Final domestic demand
Stockbuilding
Net exports
GDP
Ireland
Final domestic demand
Stockbuilding
Net exports
GDP
Italy
Final domestic demand
Stockbuilding
Net exports
GDP
Japan
Final domestic demand
Stockbuilding
Net exports
GDP
Korea
Final domestic demand
Stockbuilding
Net exports
GDP

2000 2001 2002 2003
16 0.5 0.9 2.3
0.4 -0.6 0.2 0.4
11 0.8 -0.1 0.3
3.0 0.7 1.0 29
4.4 4.3 4.4 4.6
0.4 0.0 0.0 0.0

-0.4 -0.3 -0.4 -0.3
43 3.9 4.0 43
3.8 3.9 35 43
15 -0.4 0.0 0.0

-0.1 0.3 0.0 -0.3
52 3.8 35 4.1
6.5 -14 -2.9 2.2
0.3 -04 0.1 0.0

-1.7 3.4 2.2 0.9
5.0 15 -0.6 3.0
7.3 43 3.3 52
0.6 0.1 -0.1 0.1
3.6 12 0.4 11

115 5.6 3.7 6.4
3.2 11 12 2.6

-1.0 -0.1 0.0 0.0
0.6 0.8 -0.1 0.3
29 18 12 2.8
1.0 -0.2 -1.5 0.1
0.1 0.0 0.0 0.1
0.4 -0.5 0.6 0.6
15 -0.7 -1.0 0.8
6.7 0.2 2.2 4.0

-0.9 -0.2 0.2 0.0
35 19 0.8 2.2
8.8 2.0 3.2 6.2

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaksin many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

and/or statistical discrepancy.
Source: OECD.

© OECD 2001
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Annex Table56. (cont’'d) Contributionsto changesin real GDP in OECD countries
Asaper cent of real GDP in the previous period

Luxembourg
Final domestic demand
Stockbuilding
Net exports
GDP
Mexico
Final domestic demand
Stockbuilding
Net exports
GDP
Netherlands
Final domestic demand
Stockbuilding
Net exports
GDP
New Zealand
Final domestic demand
Stockbuilding
Net exports
GDP
Norway
Final domestic demand
Stockbuilding
Net exports
GDP
Poland
Final domestic demand
Stockbuilding
Net exports
GDP
Portugal
Final domestic demand
Stockbuilding
Net exports
GDP
Slovak Republic
Final domestic demand
Stockbuilding
Net exports
GDP
Spain
Final domestic demand
Stockbuilding
Net exports
GDP

2000 2001 2002 2003
14 32 3.0 34
0.2 0.0 0.0 0.0
54 0.6 0.3 2.7
75 4.0 34 5.9
8.8 0.7 19 43
0.1 -0.5 0.2 0.3

-1.9 -0.2 -0.6 -0.7
6.9 0.0 15 4.0
31 11 16 25

-0.2 0.2 0.0 0.0
0.6 0.1 0.0 0.1
35 14 16 2.6
16 0.6 17 34

-0.6 0.0 0.0 0.0
2.0 15 0.1 0.4
3.0 1.9 18 38
12 13 17 23
0.8 -0.1 0.0 0.0
0.2 0.5 0.4 -0.1
2.3 17 21 2.2
13 0.4 17 3.8
0.5 -0.4 0.0 0.0
16 18 0.6 0.7
4.0 15 18 4.0
3.7 2.0 2.2 3.2

-0.3 -0.1 0.0 0.0

-0.1 0.0 -0.4 -0.5
33 19 18 2.8

-2.1 3.6 3.7 5.0
0.8 -0.1 -0.1 -0.4
3.6 -0.8 -0.5 -0.5
22 2.7 31 4.1
45 2.8 21 33

-0.1 0.0 0.0 0.0

-0.2 0.0 -0.1 -0.1
4.1 2.7 2.0 32

Sweden
Final domestic demand
Stockbuilding
Net exports
GDP
Switzerland
Final domestic demand
Stockbuilding
Net exports
GDP
Turkey
Final domestic demand
Stockbuilding
Net exports
GDP
United Kingdom
Final domestic demand
Stockbuilding
Net exports
GDP
United States
Final domestic demand
Stockbuilding
Net exports
GDP

Euroarea
Final domestic demand
Stockbuilding
Net exports
GDP
European Union
Final domestic demand
Stockbuilding
Net exports
GDP
Total OECD
Final domestic demand
Stockbuilding
Net exports
GDP

2000 2001 2002 2003
24 1.0 15 21
0.6 -0.1 -0.1 0.0
0.9 0.4 0.2 1.0
3.6 14 16 2.8
2.7 16 11 23
0.1 0.2 0.1 0.0
0.3 -0.2 -0.1 -0.2
3.0 17 11 21
9.2 -11.6 12 55
0.8 -3.7 2.0 0.1

-2.9 9.3 -0.5 -0.1
7.2 -7.3 2.6 54
3.9 31 19 2.8

-0.3 -0.2 0.0 0.0

-0.7 -0.7 -0.2 -0.3
29 23 17 25
51 20 0.5 35

-0.1 -1.0 0.3 0.6

-0.9 0.0 0.0 -0.3
4.1 11 0.7 3.8
2.8 15 14 26
0.0 -0.4 0.1 0.2
0.6 0.4 0.0 0.2
35 16 14 3.0
3.0 17 15 2.6

-0.1 -0.3 0.1 0.1
0.4 0.3 -0.1 0.1
33 17 15 29
3.8 13 0.8 2.8
0.0 -0.6 0.1 0.3

-0.1 0.3 0.0 0.1
3.7 1.0 1.0 32

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "Nationa Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

and/or statistical discrepancy.
Source: OECD.
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Annex Table 57. Household wealth and indebtedness™

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Canada
Net wealth 4260 4264 4204 4317 4463 4587 4764 4785 4909 5022 5056 507.3 5035
Net financial wealth 1849 1846 1844 1937 2033 209.0 2173 2244 2340 2420 2431 2428 2403
Non-financial assets 2411 2418 2360 2381 2429 2497 2591 2541 2569 2602 2625 2645 2633
Financial assets 2735 2747 2769 2868 2990 3074 3193 3268 3394 3497 3528 3540 350.8
of which: Equities 560 545 540 567 585 653 694 725 794 877 942 957 957
Liabilities 887 901 925 931 957 984 1020 1024 1053 1077 109.7 1112 1105
of which: Mortgages 55.7 57.3 58.9 61.2 64.2 66.0 68.3 68.5 70.3 70.8 71.2 70.9 70.1
France
Net wealth 4391 4477 4179 4397 4379 4669 4525| 4782 5023 5244 5434 6146 6193
Net financial wealth 1380 1556 1306 1506 1564 189.8 1782| 1825 2059 2260 2451 2981 2925
Non-financial assets 3012 2921 2873 289.1 2816 2772 2743| 2958 2964 2984 2983 3166 326.8
Financial assets 2235 2434 2189 2342 2385 267.1 2542| 2462 2704 2909 3140 3683 3633
of which: Equities 90.1 1087 873 1030 1023 1219 1018 835 971 1088 1281 1717 1658
Lighilities 855 878 833 836 81 774 760| 637 645 649 689 702 708
of which: Long-term loans 521 516 519 507 484 519 506/ 508 516 520 516 540 547
Germany
Net wealth .. .. 535.6| 4728 5311 5471 5538 5637 5717 5808 58.8 59.3 585.8
Net financial wealth 1821 1854 | 130.8| 1233 1242 1336 1304 1360 141.3 1507 157.2 169.3 165.0
Non-financial assets .. .. 404.8| 3495 4069 4135 4234 4277 4304 4301 4296 427.0 4208
Financial assets 199.2 2031| 200.7| 2082 2101 2245 2275 2367 2461 2583 2681 2843 280.2
of which: Equities 129 151| 11.6| 304 308 377 408 425 468 558 620 774 755
Liabilities 1714 178| 700| 849 8.8 909 971 1006 1048 1076 1109 1149 1151
of which: Mortgages 116 1211 5361 457 492 526 573 605 637 665 686 706 713
Italy
Net wealth 355.7| 417.1 4309 4355 4474 4875 4686| 4965 5023 5170 531.6 5538 .
Net financial wealth 1625| 1956 1963 2024 207.0 2292 2241| 2240 2313 2450 2645 2866 2865
Non-financial assets 1932 | 2215 2346 2332 2403 2583 2445| 2725 2710 2721 2671 2673 .
Financial assets 1743 | 2239 2254 2322 2377 2610 256.0| 2546 2633 2788 3015 3273 3294
of which: Equities 170| 487 460 479 479 544 493| 465 509 737 1083 1478 1418
Lighilities 11.7| 283 291 298 306 318 319| 306 320 338 37.0 407 429
of which: Medium and long-term loans 85| 130 137 143 144 149 152| 186 191 200 217 245 256
Japan
Net wealth 8323 901.0| 9375 8532 7830 7559 7612 7494 7549 7528 7388 7529 ..
Net financial wealth 2324 2617| 2603 2569 2495 2550 2746 2838 2962 3068 3035 3354 3368
Non-financial assets 5999 639.4| 677.2 5963 5335 5009 4866 4657 4584 4460 4380 419.7 ..
Financial assets 3446 377.6| 3909 3866 377.3 3862 407.6 4214 4282 4427 4378 4682 469.0
of which: Equities 732 935| 514 479 343 356 435 432 395 376 281 473 394
Liahilities 1122 1160| 1307 1297 1277 1312 1330 1376 1320 1358 1343 1328 1322
of which: Mortgages 445  476| 504 503 513 530 559 583 594 542 547 570 581
United Kingdom
Net wealth 6735 6828 6110 5798 5517 5869 5484 5556 5708 6283 6759 7502 7253
Net financial wealth 2175 2403 2095 220.0 2344 2785 2549 2823 2936 3384 3517 3950 3384
Non-financial assets 4585 4451 3969 3599 3172 3082 2911 2743 2839 2861 319.8 3456 347.4
Financial assets 3281 3548 3252 3333 3437 3847 3622 38386 3987 4434 4610 507.8 4555
of which: Equities 487 547 563 589 611 735 701 756 801 956 919 1159 1058
Liabilities 1106 1145 1157 1133 1092 1062 1073 1064 1051 1050 1093 1128 117.2
of which: Mortgages 99.2 1032 1047 1022 987 92 977 966 957 955 996 1031 107.6
United States
Net wedlth 4875 4999 4758 4887 477.7 4837 4746 5020 5233 560.2 5806 6321 5826
Net financial wealth 2629 2728 2586 2776 2740 2829 2766 3047 3262 3604 379.2 4236 3653
Non-financial assets 2246 2272 2172 2111 2037 2008 1980 1973 1971 199.8 2014 2086 217.3
Financial assets 3471 3592 3458 3661 3617 3729 3688 399.0 4220 4577 4782 5275 4713
of which: Equities 529 600 521 697 752 83 793 985 1122 1366 1503 186.6 1435
Liabilities 842 864 873 835 877 90 921 943 958 973 990 1040 106.0
of which: Mortgages 567 590 609 627 628 639 643 641 647 654 670 703 716

a) Assetsand liabilities are amounts outstanding at the end of the period, in per cent of nominal disposable income. Vertical lines between columns indicate breaks in the series due to
changes in the definitions or accounting systems. Figures after the most recent breaks in the series are based mainly on the UN System of National Accounts 1993 (SNA 93) (for
Japan 1990-99 only) and, more specifically, for European Union countries, on the corresponding European System of Accounts 1995 (ESA 95). Definitions apply to those most
recent data.

Households include non-profit institutions serving households (according to SNA 93 and ESA 95, households also include self-employed persons and sole proprietors). Net wedlth is
defined as non-financial and financial assets minus liabilities; net financial wealth isfinancial assets minus liabilities. Non-financial assets include stock of durable goods and
dwellings, at replacement cost and at market value, respectively. Financial assets comprise currency and deposits, securities other than shares, loans, shares and other equity,
insurance technical reserves; and other accounts receivable/payable. Not included are assets with regard to social security pension insurance schemes. Equities comprise shares and
other equity, including quoted, unquoted and mutual fund shares.

Sources: Canada: Statistics Canada, National Balance Sheet Accounts. France: INSEE, Rapport sur les Comptes de la Nation and 25 ans de Comptes de Patrimoine (1969-1993);
Banque de France, Flow of Funds Accounts. Germany: Deutsche Bundesbank, Monthly Report and Financial accounts for Germany 1991 to 1999, Special Statistical Publication,
2000. Italy: Bancad'Italia, Supplements to the Satistical Bulletin; Ando, A., L.Guiso, |.Visco (eds.), Saving and the Accumulation of Wealth, Cambridge University Press, 1994;
OECD, Financial Accounts of OECD countries. Japan: Economic Planning Agency, Government of Japan, Annual Report on National Accounts. United Kingdom: Office for
National Statistics, United Kingdom National Accounts, and Financial Satistics. United States: Federal Reserve Statistical Release, Flow of Funds Accounts of the United States.
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Annex Table 59. Central government financial balances

Surplus (+) or deficit (-) as a percentage of nominal GDP

Canada
France
Germany
Italy
Japan?
United Kingdom
United States
excluding social security

Tota of above countries

Estimates and projections

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
-5.4 -4.5 -3.9 -2.0 0.7 1.0 0.9 18 16 11 12
-4.9 -4.9 -4.2 -3.7 -2.8 -3.0 -2.5 -2.4 -2.3 -2.8 -24
-1.9 -1.2 -1.4 -2.2 -1.6 -1.8 -1.6 13 -2.0 -2.1 -1.6
-9.8 -9.2 -1.7 -6.9 -2.7 -2.6 -1.6 -1.0 -1.9 -11 -11
-2.8 -35 -3.9 -4.2 -3.7 -5.2 -6.8 -6.1 -5.9 -6.4 -6.3
-8.2 -6.7 -55 -4.7 -2.0 0.6 13 21 13 0.2 -05
-4.4 -3.2 -2.6 -1.9 -0.6 0.5 12 21 11 -0.5 0.1
-51 -4.0 -34 -2.8 -1.7 -0.7 -0.3 0.6 -0.5 -2.3 -1.7
-4.6 -3.9 -35 -3.0 -1.6 -1.2 -1.0 0.0 -0.9 -1.9 -15

Note: Central government financial balances include one-off revenues from the sale of the mobile telephone licenses.
a) For thefiscal years beginning April 1 of the year shown. The 1998 deficit would have risen by 5.4 percentage points of GDP if account were taken of the assumption
by the central government of the debt of the Japan Railway Settlement Corporation and the National Forest Special Account.

Source: OECD.
Annex Table 60. Maastricht definition of general government gross public debt
As a percentage of nominal GDP
Estimates and projections
1993 1994 1995 1996 1997 1998 1999 2000

2001 2002 2003
Austria 61.9 64.8 69.2 69.2 64.7 63.9 64.9 63.5 61.5 59.9 57.4
Belgium 130.1 124.7 119.3 115.0 109.3 105.4 101.8 97.5
Denmark . . . 65.1 61.2 55.6 52.0 46.1 43.1 41.2 38.8
Finland 56.0 58.0 57.2 57.1 54.1 48.8 47.3 44.0 42.1 42.0 41.7
France . . 54.6 57.0 59.3 59.5 58.6 575 58.5 59.3 59.1
Germany 47.1 494 57.1 59.8 61.0 60.9 61.3 60.3 60.4 62.0 62.3
Greece 108.7 111.3 108.2 105.0 104.0 102.7 99.8 97.6 94.5
Ireland . . . 74.2 65.1 54.8 49.3 38.6 321 274 229
Italy 118.1 123.8 123.2 122.1 120.2 116.4 114.6 110.5 107.4 104.9 101.7
Luxembourg 6.2 6.0 6.2 59 53 4.5 3.7 1.0
Netherlands 75.2 69.9 66.8 63.1 56.1 53.9 50.9 48.4
Portugal 62.8 59.1 55.4 55.1 54.2 52.8 51.7 50.0
Spain 68.1 66.6 64.5 63.1 60.4 58.3 57.3 55.9
Sweden . . . 76.0 73.1 70.5 65.3 55.7 50.0 46.5 449
United Kingdom 454 48.5 51.8 52.3 50.8 47.6 45.2 42.4 41.3 40.5 40.2

Note: Debt figures are based on ESA95 definitions. For the period 1996-2000, they are provided by Eurostat, the Statistical Office of the European Communities.

Where available, debt figures for years prior to 1996 as well as GDP figures for the whole period are provided by National Authorities. The 2001 to 2003 debt ratios
are projected forward in line with the OECD projections for general government gross financial liabilities and GDP.

Source: OECD.
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Annex Table 61. Monetary and credit aggregates: recent trends
Annualised percentage change, seasonally adjusted

Annual change (to 4th quarter) Latest

twelve

months

1996 1997 1998 1999 2000
Canada M2 24 -1.2 1.3 38 6.1 5.0 (Sep. 2001)
BL* 5.4 9.3 75 5.7 6.8 49 (Aug. 2001)
Japan M2+CD 3.3 33 4.5 3.0 21 3.6 (Oct. 2001)
BL® 04 12 -1.0 -0.6 25 0.1 (Aug. 2001)
United Kingdom MO 6.9 6.6 5.2 9.2 7.8 6.3 (Sep. 2001)
M4 10.3 54 8.7 3.6 8.8 7.8 (Sep. 2001)
BL® 11.7 12.6 54 84 135 11.0 (Aug. 2001)
United States M2 45 5.6 8.5 6.3 6.2 10.8 (Oct. 2001)
M3a 7.1 9.1 11.0 7.7 9.3 12.2 (Oct. 2001)
BL 6.1 8.6 9.8 45 12.0 2.3 (Oct. 2001)
Euro area M2 51 39 57 6.6 4.0 53 (Sep. 2001)
M3 45 4.7 5.0 6.7 54 7.6 (Sep. 2001)
a

BL . . . 6.6 59 7.1 (Sep. 2001)

a) Commercial bank lending.
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Annex Table 62. Export market growth and performance in manufactured goods
Percentage changes from previous year

Import volume Export market growth Export volume Export performance®

2000 2001 2002 2003| 2000 2001 2002 2003 2000 2001 2002 2003| 2000 2001 2002 2003
Australia 67 -27 58 73| 157 -18 -05 98| 38 08 15 80(-103 27 19 -16
Austria 1009 79 37 68| 136 24 32 79| 160 78 36 77/ 22 53 04 -03
Belgium 85 07 23 81 129 19 26 83 94 03 20 77( -31 -16 -05 -05
Canada 99 -57 21 83| 156 -48 -20 81| 94 58 -10 79| -54 -10 10 -01
Czech Republic 226 175 74 94| 124 39 43 83| 195 155 71 92| 63 112 26 09
Denmark 65 -34 26 64| 122 10 20 77| 78 -01 27 72 -39 -11 07 -05
Finland 58 -50 04 36| 129 12 23 83| 96 -42 13 67 -29 -53 -10 -15
France 181 07 07 94| 116 18 27 81| 146 22 15 83| 27 04 -12 02
Germany 129 17 36 76| 131 16 23 83| 132 39 30 73] 01 23 07 -09
Hungary 266 47 32 68| 123 37 37 79| 286 52 33 64| 145 14 -04 -14
Iceland 60 -66 -75 44| 119 06 10 70| 29 156 53 94| -81 149 43 23
Ireland 188 06 -17 97| 124 06 16 77| 203 21 04 89| 70 15 -12 12
Italy 105 14 27 66| 134 16 26 85| 104 29 20 75 -27 13 -05 -09
Japan 169 -53 -159 12| 168 -18 13 103| 93 -111 -14 88| -64 -94 -27 -13
Korea 298 -14 23 98| 162 -07 05 99| 159 18 29 111| -02 25 23 11
Luxembourg 85 172 63 94| 131 13 25 83| 293 07 10 119| 143 -05 -14 34
Mexico 206 -33 20 85| 150 -49 -19 78| 164 -32 -03 79| 13 17 16 00
Netherlands 102 24 33 92| 124 13 25 80| 120 15 32 81 -04 02 07 01
New Zealand -41 11 17 79| 127 -25 -00 74| 55 -29 22 76| -64 -04 22 02
Norway 58 55 -11 37| 125 -02 18 81 36 01 -16 46 -79 03 -34 -33
Poland 119 44 67 92| 128 26 35 79| 291 134 80 11.7| 144 106 44 34
Portugal 45 11 26 72119 18 25 79| 67 35 24 83| -47 17 -01 04
Slovak Republic 96 120 88 10.7| 166 88 54 85| 167 108 75 97 00 18 20 11
Spain 85 46 31 75| 127 15 25 83| 1830 23 30 82 02 09 05 -01
Sweden 135 -60 -09 85| 120 08 19 77| 119 -50 08 91| -01 -58 -11 13
Switzerland 68 -01 -03 56| 136 08 20 83| 75 -12 05 54| -53 -20 -15 -26
Turkey 36.2 -194 86 129| 121 34 36 83| 225 -02 81 123| 93 -35 43 36
United Kingdom 1004 30 31 69| 132 04 16 85| 106 36 27 77| -22 32 12 -07
United States 157 -56 -26 79| 140 -14 14 87| 126 -63 -38 87| -1.3 -50 -51 00
Total OECD 138 -12 05 76| 139 00 17 86| 124 -09 10 82 -1.3 -09 -07 -04
Memorandum items
China 334 142 126 194| 160 -29 -17 88| 295 93 7.7 191| 116 125 96 95
Dynamic Asid 191 -57 -00 138| 176 -05 12 108| 195 -54 -03 118 16 -50 -15 09
Other Asia 152 53 32 74| 138 -05 09 86| 145 18 31 85/ 06 23 22 -00
Non-OECD Asia 229 04 39 148| 171 -09 0.7 103| 215 -14 21 137 38 -05 14 30
Latin America 74 45 50 70| 126 -03 12 79| 114 30 50 90| -112 33 37 10
Africaand Middle-East 52 117 70 104| 130 12 18 88| 86 18 34 89| -39 05 15 01
Central and Eastern Europe 109 156 89 85| 148 47 48 93| 100 108 99 49| 42 58 49 -40
Total of non-OECD countries 163 36 49 126| 163 -02 12 99| 193 -02 29 125| 26 -00 16 23
World 144 -00 16 89| 144 -00 16 89| 140 -07 14 92| -04 -07 -01 03

Note: Regional aggregates are calculated inclusive of intra-regional trade. The calculation of export markets is based on aweighted average of import volumesin each
exporting country’s market, with weights based on manufacturing trade flowsin 1995.

a) Export performance is calculated as the percentage change in the ratio of export volumes to export markets.

b) Dynamic Asiaincludes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand.

Sources: OECD; Direction of trade data - United Nations Statistical Office; OECD, International Trade by commodity Statistics.




Annex Table 63. Geographical structure of OECD trade
Percentage of nominal GDP
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Areaor country

Source/destination

Source of imports

Destination of exports

1962 1972 1982 1992 1999 2000| 1962 1972 1982 1992 1999 2000

OECD? OECD 592 790 1046 1123 1316 1388 561 773 9.9 11.02 1323 1391
of which:  EuropeanUnion 358 504 633 6.62 709 711 349 495 655 674 728 728

United States 090 085 122 166 220 238 057 092 113 18 280 317

Other 143 201 291 294 387 439 154 18 228 243 315 346

Non-OECD 227 239 470 308 398 491 227 224 418 298 322 356

of which:  DAEs+ Chind® 025 035 077 120 193 227 027 038 075 115 140 165

OPEC 058 080 218 071 064 097 028 041 143 054 039 042

United States OECD 180 345 494 576 748 818 222 293 422 509 556 587
of which:  EuropeanUnion 0.69 115 145 160 211 224 09 113 169 171 164 167

Other 111 230 349 416 537 594 126 18 253 338 392 419

Non-OECD 099 103 255 267 358 416 146 108 229 200 195 205

of which:  DAEs+ Chind® 014 030 072 145 209 230 012 018 054 083 089 100

OPEC 024 021 09 049 045 067 017 021 067 033 022 021

Japan OECD 535 415 466 330 348 367 412 559 659 542 567 5%
of which:  EuropeanUnion 0.88 072 078 089 095 099 097 140 179 176 166 166

United States 293 192 218 137 149 153| 227 291 328 252 28 299

Other 154 150 169 104 103 115/ 089 128 152 114 115 129

Non-OECD 378 356 727 283 344 433| 384 38 59% 351 365 416

of which:  DAEs+ Chind® 108 075 143 122 196 238 124 150 209 234 272 320

OPEC 109 148 439 102 091 132 051 060 195 049 029 033

European Union® OECD 1247 1359 1813 17.90 2092 2303| 11.50 13.64 1725 17.13 21.99 24.18
of which:  EuropeanUnion 848 10.32 1334 13.63 1527 16.43| 820 1029 1346 1361 1642 17.69

United States 196 144 206 153 210 243| 117 137 156 131 225 269

Other 202 183 274 273 355 417 213 198 222 221 332 380

Non-OECD 435 373 625 342 430 555| 343 308 552 320 375 435

of which:  DAEs+ Chind® 031 028 057 094 159 196 030 025 044 065 090 1.09

OPEC 111 137 282 071 060 097 046 058 206 070 054 063

a) OECD includes Korea from 1988. Trade data for Greece in 2000 are partially OECD estimates.

b) DAEs are the Dynamic Asian Economies (Chinese Taipei; Hong Kong, China; Malaysia; Philippines; Singapore and Thailand).
¢) Trade datafor Greece in 2000 are partially OECD estimates.

Source: OECD.
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