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Summary of projections?
2002 2003 2004 | 2002 ’ | 2003 y | 2004 y
Percentage changes from previous period

Real GDP
United States 2.3 26 3.6 35 2.2 22 37 3.6 35
Japan -0.7 0.8 0.9 -0.1 15 04 0.7 11 0.8
Euro area 0.8 18 2.7 0.8 14 19 2.2 29 3.0
European Union 0.9 19 2.7 0.9 15 19 22 28 29
Tota OECD 15 22 3.0 17 2.2 20 2.8 31 3.0

Real total domestic demand
United States 2.8 27 3.8 4.2 25 22 3.8 38 3.6
Japan -14 0.3 0.6 -15 13 -0.2 0.1 0.8 0.6
Euro area 04 18 2.6 0.3 14 20 21 27 2.7
European Union 0.7 20 26 0.6 16 21 22 27 2.8
Tota OECD 16 22 3.0 19 24 20 2.7 31 3.0

Per cent

Inflation®
United States 11 13 13 0.9 11 15 13 13 13
Japan -1.0 -16 -14 -1.0 -15 -1.7 -15 -14 -15
Euro area 2.2 19 18 24 19 20 19 18 18
European Union 24 20 19 27 20 20 19 19 19
OECD less Turkey 15 14 13 16 13 14 13 14 13
Tota OECD 2.2 18 16 26 18 19 16 16 15

Per cent of labour force

Unemployment
United States 5.8 6.0 5.7 5.8 5.8 6.1 6.0 5.8 5.6
Japan 55 5.6 5.6 53 5.6 5.6 5.6 5.6 5.6
Euro area 8.3 85 8.3 8.1 84 85 85 84 8.2
European Union 7.6 7.8 75 75 7.7 7.7 7.8 7.6 7.4
Tota OECD 6.8 6.9 6.7 6.8 6.9 6.9 6.9 6.8 6.6

Per cent of GDP

Current account balance
United States -4.9 -51 -5.3 -4.7 -51 -51 -51 -5.2 -53
Japan 32 38 4.2 31 34 36 4.0 4.2 4.3
Euro area 0.9 0.9 12 0.8 0.9 0.9 0.9 11 13
European Union 0.5 05 0.5 0.5 0.5 0.5 04 0.5 0.6
Tota OECD -1.2 -1.2 -1.2 -11 -11 -11 -11 -11 -1.2

Per cent

Short-term interest rate®
United States 18 16 34 19 17 14 19 31 37
Japan 0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0
Euro area 33 30 3.6 34 33 29 31 34 38

Percentage changes from previous period
World trade” 26 1.7 8.8 45 6.7 7.6 9.0 8.9 85

Note: Apart from unemployment rates and interest rates, half-yearly data are seasonnaly adjusted, annual rates.

a) Assumptions underlying the projections include:
- no change in actual and announced fiscal policies;

- unchanged exchange rates as from 4 November 2002; in particular 1$ = 122.50 yen and 1.003 euros;
- the cut-off date for other information used in the compilation of the projections is 8 November 2002.

b) GDP deflator, percentage changes from previous period.

¢) 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.

d) Growth rate of the arithmetic average of world merchandise import and export volumes.
Source: OECD.




EDITORIAL: A HESITANT RECOVERY

This OECD Economic Outlook is published at a time when the world recovery appears more hesitant and less
widespread than expected. Activity bounced back early in 2002 but then lost momentum, in a context of weakening
consumer and business confidence. This pattern of fits and starts is not unusual in the initial stages of a recovery but it
has been associated with a further deterioration of equity and financial markets, which marks a clear departure from
past business cycle experience.

The continuation of an already protracted phase of financial correction is not, however, a complete surprise. It
underscores the very singular nature of the cycle currently unfolding, with its large initial capital overhang and
financial imbalances. With hindsight, it appears, indeed, that developments over the course of 2002 featured both
normal and unique cyclical characteristics:

* The rebound at the beginning of the year was very much a technical recovery in the usual sense, signalling
the end of a period of abrupt destocking.

* The subsequent slowdown came as confirmation that sound economic and financial “fundamentals” had
not yet been completely restored. The capital overhang had not yet been fully worked through and equity
valuations were perhaps still too high.

Recent developments have also featured large growth differences between North America, Continental Europe
and Japan, prompting worries that stabilisation policies were not appropriately fine-tuning global demand in
certain OECD areas. A closer examination of available evidence does not point, however, to a marked “cyclical
divergence” across OECD countries. To the contrary, the recent cycle seems to have been highly synchronised.
What we are witnessing might rather be a phenomenon of “structural divergences”, with potential growth in North
America far exceeding what can be observed and expected in other OECD regions.

Looking forward, world economic prospects hinge on the answers to three fundamental questions:
* How far are OECD economies from the restoration of healthy financial fundamentals?

* Do stabilisation policies provide the appropriate cushion to prevent economic activity from undershooting
in the short run, in the form of a double-dip?

» Have sufficient structural reforms been undertaken for other parts of the OECD area to resume the catch-
up process with North America?

The recent spate of corporate scandals and the fears it raised among investors should not mask the progress already
realised towards sound stock market evaluations. Price/earnings ratios, for instance, have moved back closer to their histor-
ical “confidence band”. In the United States, net household wealth relative to income is now close to its historical average,
indicating a return to normality. However, economic agents, both businesses and households, are likely to adjust their
spending behaviour to these changing parameters with a lag. This is why the present Outlook incorporates a period of slug-
gish spending in most of the OECD until mid-2003, followed by a progressive strengthening at the 2004 horizon.

This scenario is not without downside risks. In the short run, economies can easily undershoot their medium-term path,
especially when confidence is weak. In countries, such as the United States, where strong personal consumption may run out
of steam, the recovery of investment may come too late to take over as the main engine of demand. In other countries, where
personal consumption remains sluggish, such as Germany or Japan, current problems have an important structural and there-
fore longer-lasting dimension, with negative consequences for confidence and the strength of the expected recovery.

In such a context, it is of course of utmost importance for macroeconomic policies to provide the appropriate
cushioning. In this respect, the scenario put forward in the Outlook takes into account the recent loosening of
US monetary policy as well as the Federal Reserve’s willingness to act again, if necessary. It also incorporates an

© OECD 2002
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early 50 basis points cut from the European Central Bank, in a context of weakening inflationary pressures and sub-
dued recovery. Hence, in the near term, monetary conditions are set to remain extremely supportive in the United
States and to be broadly accommodative in Europe.

Fiscal policy has been very supportive on both sides of the Atlantic, with Europe relying more on its large auto-
matic stabilisers and the United States on discretionary stimulation. Going forward, it is assumed that, as a general rule,
automatic stabilisers are allowed to operate, while discretionary policy errs on the side of caution to preserve the long-
term sustainability of public finance, following, in the case of large European countries, a period of ill-timed loosening
during the good years of the late 1990s. Indeed, policy-makers in a number of large OECD countries are currently facing
a dilemma: because past fiscal policies proved less than principled, there may be, at present, a conflict between the needs
of economic stabilisation and the pursuit of long-term sustainability. As a result the task of conjunctural stabilisation
may fall disproportionately on monetary policy.

This uneasy outcome presents a number of countries with the challenge of designing better fiscal rules or at least
improving their implementation and clarifying their interpretation. The challenge is, indeed, to formulate fiscal rules that
are well-designed, transparent, enforceable and likely to work both during upswings and downswings. The perfect rule
probably does not exist. But whatever the rule chosen, it should take account of cyclical influences on budget balances,
let built-in stabilisers play and focus on achieving long-term sustainability in light of demographic ageing. The present
issue of the Outlook pays particular attention to this very important question of fiscal rules.

A distinctive feature of the difficulties currently facing a number of large OECD countries is how entangled macro and
structural policies are at present. In Japan, decisive structural reform of the banking sector is now overdue in order to restore
at least some effectiveness to monetary policy. Deflation will not come to an end without economic reforms, while eco-
nomic reforms could worsen deflation in the short run if not accompanied by supportive macro policies. Without wholesale
implementation, the current plans of the Japanese authorities to restore the fitness of the banking sector will not succeed and
potential growth will remain less than modest. In Germany the search for better-functioning labour markets, drawing on the
recent successes of other European countries as well as on the findings of the Hartz Commission, will be crucial for lifting
potential growth in the medium term. It may also provide a decisive spark for the recovery by boosting household and busi-
ness confidence and improving the resilience of the economy in the face of future conjunctural shocks.

From a more general perspective, it seems increasingly likely that structural policies will become an integral part of
the policy mix, even in a very short-run sense. As the experience of successful countries amply shows, good structural
policies can provide a decisive contribution to short-term stabilisation, thus giving greater room for monetary and fiscal
policies to balance more effectively their short and long-run commitments.

Beyond the short run, economic reform remains an essential ingredient for long-term growth. There is, for instance,
a strong case for action to raise participation rates among older persons in a large number of European countries. This is
important not only for the sake of facing the public finance consequences of ageing but also with a view to raising long-
term growth and bringing it closer to the Lisbon objectives. In this area, the Outlook shows, in a very thorough way, that
much needs to be done to provide ageing workers with financial signals that do not discourage them from remaining
economically active. It also explores in some depth the consequences of increased product market competition on
OECD-wide growth and employment, drawing extensively on recent empirical OECD and outside research. Here again,
it appears that the importance of good structural policies should not be underestimated.

18 November 2002

A

Jean-Philippe Cotis
Chief Economist



|. GENERAL ASSESSMENT
OF THE MACROECONOMIC SITUATION

A hesitant recovery

The global recovery is slow and irregular, not unlike some earlier upturns. The
seemingly encouraging start early in 2002 was partly of atechnical nature, reflecting
slower destocking, and momentum weakened in the second quarter. However, consid-
erable monetary and fiscal stimulus had been rapidly put in place. It clearly boosted
public spending, consumption and housing investment in North America and some
European economies through to mid-2002. Reinforced by monetary loosening later in
the year, the effects of the stimulus will continue to feed through for some time. The
apparent bottoming out of the information-technology downturn is also helping, asis
the resilience of growth in most of Asia excluding Japan and in Russia. A fallback into
recession is therefore improbable, even though greater geopolitical uncertainty and a
further slide in world equity markets have been weighing on confidence in the second
half of thisyear. Overall, OECD GDP growth will not exceed 1% per cent in 2002 and
a broad-based recovery is unlikely to emerge until current uncertainties dissipate,
possibly well into 2003. Only in 2004 would the output gap start narrowing.

The 2002 recovery has met substantial headwinds

Following output declines during 2001, the recovery looked to be well on
track in the United States by the spring of 2002, while business surveys were sug-
gesting that it was getting underway in Europe and still uncertain in Japan. How-
ever, the global picture of activity in 2002 now appears to be one of relatively
weak and uneven recovery across OECD regions. In the United States, real GDP
growth slowed sharply in the second quarter, picked up in the third but has lost
momentum entering the final months of 2002. In Japan, activity also picked up
during the first half, but then slowed according to provisional estimates. In the euro
area, growth of output has remained very modest, with Germany and Italy particu-
larly sluggish. Elsewhere in Europe, growth held up reasonably well in the United
Kingdom and in several Nordic countries, as well asin most of the central European
countries, except for Poland. Economic activity expanded briskly in Australia,
Canada, Korea and New Zealand.

Growth has been sustained by government spending and buoyant personal con-
sumption in those countries where fiscal easing has reinforced monetary policy sup-
port for demand, the United States in particular (Figure |.1). There, in the United
Kingdom and in several smaller economies, the positive effects on household spend-
ing from lower interest rates, higher housing prices and generous refinancing oppor-
tunities (see Box |.1) have outweighed the negative effects from falling equity prices.
In Germany and Italy, by contrast, consumption has been weak and growth heavily
dependent on export demand. In Japan, deflation and a weak labour market have

Therecovery is slow
and irregular

Output growth isuneven...

... being dependent on public
and household spending...
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Figurel.l. Real total domestic demand and exports
Percentage change over 4 quarters
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Growing importance of wealth effects. Household spending
isinfluenced by current income but also by wealth, all the
more so when financial systems allow individuals to borrow
against expected future income. The fluctuations in wealth
associated with asset price movements thus affect household
consumption and investment, albeit to an extent and with lags
that vary across countries, asset classes and income groups.
Empirical research has documented this and suggests that the
importance of wealth effects has tended to increase over time,
as deregulation and intensifying competition among financial
institutions have eased the liquidity constraints facing house-
holds, leading them to hold more assets and liabilities relative
to income.! The development of private pension funds may
have worked in the same direction. In the United States, at
least every other household now has some form of exposure to
the equity market, be it through direct ownership of shares or
indirectly, via 401(k) plans, individual retirement accounts or
company pension schemes.

The equity price shock. In the late 1990s, equity and house
prices were on the rise in most OECD countries, helping to
buoy household consumption and investment. The subse-
quent steep equity prices falls are now damping household
spending. By mid-October 2002, broad equity price indices
in major markets had tumbled by some 40 (United Kingdom)
to over 60 per cent (Germany) compared with their
2000 peaks. Erosion at this speed and on this scale, even if
equity holders did not fully factor in paper gains at the height
of the boom, substantially dents aggregate demand and activ-
ity, with domestic effects compounded by the simultaneity of
drops across national borders.?

Box 1.1. Wealth effectson household spending

General assessment of the macroeconomic situation - 3

Housing market offsets. While the downturn was amplified
by the equity price fals, a powerful offset came from lower
interest rates, which have sustained demand via their impact
on the housing market and residential real estate prices. Unlike
in the downturns of the early 1980s and early 1990s, the latter
have held up well in most OECD countries. In the United
States, house prices rose by 19 per cent between early 2000
and mid-2002. In the United Kingdom, which witnessed the
biggest surge, the corresponding increase exceeded 25 per
cent. Housing is by far the single largest component of house-
hold wealth (excluding human capital), and house price fluctu-
ations may be perceived as less transient than equity price
movements. The resilience of house prices has therefore sig-
nificantly helped contain the drag exerted by equity price
developments, notably in the United States and most strikingly
in the United Kingdom.® The Federal Reserve estimates
that the $7 trillion equity wealth loss experienced by
US households in the two and a half years to September 2002
is partly offset by a $2 trillion housing wealth gain, trand ating
in net termsinto a drag of 1% percentage points on household
consumption in 2002 and a little less in 2003. In the United
Kingdom, changes in housing wealth come through relatively
more quickly than for equity wealth because equities are
largely held indirectly, and hence there is a strong impetus
coming from housing in 2002, while the effect of recent equity
weakness may show up only in 2003. In both countries, the
build-up of household debht, if it were to reach unsustainable
levels, could have much the same restraining effects on future
household demand as direct destruction of wealth via equity
price declines.

1. See for example Ludwig, A. and T. Slgk, “The impact of changes in stock prices and house prices on consumption in OECD countries”,

IMF Working Paper No. 02/1, 2002, Boone, L. and N. Girouard, “The stock market, the housing market, financial deregulation and con-
sumption”, OECD Economic Studies, No. 35, 2002 and Bertaut, C. “Equity prices, household wealth, and consumption growth in foreign
industrial countries: wealth effects in the 1990s’, Board of Governors of the Federal Reserve System, International Finance Discussion
Papers, No. 724, 2002.

. The long-run marginal propensity to consume out of equity wealth is typically estimated at between 0.03 and 0.07 for the United States. In
“Stock market fluctuations and consumption behaviour: some recent evidence”, OECD Economics Department Working Papers, No. 208,
1998, L. Boone, C. Giorno and P. Richardson find that a simultaneous 20 per cent decline in stock prices in the G7 countries would shave
0.7 per cent of GDP in the first year, on average, but afull 1.0 per cent in the United States.

. In “House prices and economic activity”, OECD Economics Department Working Papers, No. 279, 2001, N. Girouard and S. Blondal esti-
mate along-run marginal propensity to consume out of gross housing wealth of 0.05 for the United States and 0.06 for the United Kingdom.
In “Comparing wealth effects: the stock market versus the housing market”, NBER Working Paper, No. 8606, 2001, K. Case, R. Shiller, and
J. Quigley find the wealth effect stemming from the housing market to exceed that associated with equity holdings.

tended to weigh on household consumption, while business investment has been
lacklustre, leaving exports as the only really dynamic element of aggregate demand
during the first half of 2002.

business confidence is generally wesak. It is now projected that business fixed invest-

... while investment
has remained depressed

Meanwhile, financing conditions have deteriorated for many companies and

ment in the OECD as a whole will contract by 4%4 per cent in 2002, after a 2% per
cent decline in 2001 — cumulatively a much larger decline than in the recessions of
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Figurel.2. Capacity utilisation ratesin manufacturing
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the early 1980s and early 1990s. This reflects not only growing uncertainty about
near-term profit and sales prospects but also a considerable degree of unused capacity
in manufacturing (Figure 1.2). Part of the capital overhang resulting from previous
high investment has yet to be eliminated (notably in some sub-sectors of telecommu-
nications in the United States, and aso, more broadly perhaps, in Japan). Although
capital-output ratios have come down quite substantially, capacity utilisation ratesin
both the United States and Japan are still far below their long-term averages. In
Europe, where the cyclical declinein capacity utilisation is|ess pronounced, business
investment has nevertheless continued to contract reflecting subdued demand and an
uncertain profit outlook. Contrasting with the declinein fixed investment, destocking
has slowed, providing a temporary technical boost to GDP.

Forces shaping therecovery

Forward-looking indicators suggest that a solid recovery may be rather slow to  Forward-looking indicators

materialise. Purchasing manager surveys indicate that factory output is contracting in  point to near-term weakness
the United States, while auto production schedules are being cut back. In the euro
area, similar surveys show that manufacturing may be sliding back into recession.
Similarly, the Bank of Japan’s September Tankan survey of companies suggested
that Japan’s recovery may already be weakening. Business surveys more generally
paint asimilar picture (Figure 1.3). In the euro area, business expectations rosein the
first half of 2002, but have since deteriorated in line with those in the United States,
falling to levels normally associated with declining production. The deterioration in
prospects has been particularly noticeable in Germany.

Notwithstanding the large corrections witnessed since 2000, equity valuationsin  The global equity market slide

mid-2002 implied anticipation of double-digit earningsincreases. Asexpectationshave continued in 2002...

adjusted, broad indices have subsequently fallen to their lowest levels since the mid-

1990s in the United States and Europe, and since the early 1980s in the case of Japan.*

Equity market weakness of this magnitude is unusual in periods of well-established

economic recoveries, when equity prices normally tend to rise. In the United States for

example, the equity price dide that has taken place since the turn of the year isthefirst

declinein any of the 18 economic recoveries since 1912 (Figure |.4).2

The global investment climate is also suffering from fall-outs from the string of ... and theinvestment climate
corporate governance, accounting and investment bank scandals, which started inthe  worsened
United Statesin late 2001 with the bankruptcy of Enron and seem to have propagated
to other countries as well (see below). The effects are difficult to assess quantita-
tively, but are likely to reinforce the negative factors currently affecting private
consumption and investment decisions.

As a consequence of, or perhaps as a magjor factor behind global equity market Investors show greater risk
weakness, risk aversion has risen among institutional and individual investors alike. aversion
Investors seeking safe havens have moved from equity to government bond markets,
where yields have declined substantially, while corporate yield spreads have widened,

1. Inthethird quarter of 2002 the German Dax index lost 36 per cent, and the London FT SE 20 per cent.
The US Dow Jones industrials index experienced its worst quarterly performance since the
1987 crash, and the fall in September marked the sixth consecutive month of decline, the longest
period in 21 years. US and European equity markets indices recovered in recent weeks, however.

2. Since before the Great Depression, the Standard and Poor’s 500 index has posted median gains of
18% per cent in the first eight months of an economic recovery (the Business Cycle Dating Committee
of the National Bureau of Economic Research has not yet pronounced this a recovery, however).
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Figurel.3. Businesssurveys: current and future tendency

United States

—— Current conditions

-2

1993 94

Japan

—— Current conditions
= = = Prospects

-2

1993 94

95 96 97 98 29 2000 o1 02

Euroarea

—— Current conditions
= = = Future tendency

1993 94

95 9% 97 98 9 2000 01 02

Note: All series have been normalised at the average for the period for which data are available and are presented in units of standard deviation.
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Consumers are affected by
wealth losses

particularly for lower-investment-grade borrowers. For non-investment-grade bor-
rowers, in particular start-up firms and high-risk enterprises, venture capital and cap-
ital for initial public offerings have become scarce. At the same time, bank lending
attitudes have tightened not only because the outlook is generally more uncertain but
also because in some cases financial institutions have been forced to dispose of
assets to protect their own capital base.

Equity price declines directly affect household spending through wealth effects,
though these have to some extent been offset by continued buoyancy of housing mar-
kets, notably in the United States and the United Kingdom. On the European conti-
nent, where households’' direct equity holdings are comparatively smaller, consumer
behaviour has nevertheless been affected indirectly viathe substantial lossesincurred
by life insurance companies and pension funds on their asset holdings. In Japan,
lower share prices may have affected households indirectly, through a weakening of
corporate pension funds.
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Figurel.4. Equity pricesin US economic recoveries
Per cent change in the eight months after each recession trough
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The general government deficit for the OECD area as awhole has deteriorated The overall fiscal stance
rather abruptly in 2002, by 1%2 per cent of GDP. Thisis mostly a reflection of the shift hasloosened in 2002...
in fiscal stance in the United States, where the cyclically-adjusted budget balance has
declined by over 3%z per cent of GDP since 2000. In the United Kingdom and Canada,
too, the cyclically-adjusted shift is very pronounced. In the euro area, there has been a
significant non-cyclical weakening in Germany, but economic activity accounts for
most of the budget deterioration in 2002. Germany is expected to breach the 3 per cent
Stability and Growth Pact (SGP) deficit limit while France is approaching it. In Japan,
the deficit is projected to worsen from an already very high level.

Under announced policies (Box I.2), the overall OECD fiscal position would ... but should begin to tighten
not deteriorate further in 2003 and 2004. The fiscal stance would tighten somewhat moderately in 2003
in the United States, due to slower public spending growth, while being broadly neu-  and thereafter
tral in Japan (assuming no supplementary budget) and in the euro area at large.
Germany is set to respond to substantial slippage from the stability programme target
by significantly tightening its fiscal stance over the coming two years. However, a
number of euro area countries, notably France and Italy, would on current policies
maintain the recent fiscal easing. Budget deficits in OECD transition economies
would improve but remain high, ranging from 4 to over 6 per cent of GDP. Budgets
in Australia, Canada, New Zealand and Koreawould remain in surplus.

The US Federal Reserve maintained the federal funds rate at a historically Interest ratesarelow
low 1% per cent from late 2001 to early November 2002, when it was reduced
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Box I.2. Policy and other assumptions underlying the central projectionst

Fiscal policy assumptions are based on an as close to
unchanged policies or “current services’ basis as possible.
They embody only the effects of measures that are legis-
lated, or that are known in detail and are about to be legis-
lated. This means that governments are not given credit for
hopes, intentions or normative targets but only for actual
measures or for procedures that have stood the test of time
in delivering outcomes. Departure from this underlying
basis is allowed only in line with well-established practice
in respect of slippage.

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 fed-
eral funds target rate, which has recently been lowered to
1va per cent, is assumed to rise gradually, to 3% per cent
by late 2004, as activity firms and some withdrawal of
policy stimulus becomes appropriate in order to maintain
price stability. In the euro area, the main refinancing rate
is assumed to be lowered by % percentage point over the
coming months, and to start gradually moving up later
in 2003, to approach 4 per cent in late 2004. In Japan,
short-term interest rates are assumed to remain close to
zero throughout the projection period.

The projections assume unchanged exchange rates from
those prevailing on 4 November 2002; in particular, one
US dollar equals ¥ 122.5 and € 1.003. For Turkey, the
exchange rate is assumed to depreciate in line with
projected inflation.

Since early 2002, oil prices have responded to produc-
tion cutbacks and political tensions in the Middle East.
World energy demand should gradually gather momen-
tum, and as OPEC production cuts are likely to be main-
tained, this should by itself keep the oil market rather
tight. Moreover, there is considerable uncertainty about
oil prices in case of a military conflict in the region.
Against this background, a working hypothesis has been
adopted where the average OECD import price of oil
remains unchanged at $25.8 per barrel through 2002
and 2003 and eases to $24.8 per barrel in 2004. There has
been some rise in non-oil commodity prices since the
troughs observed in late 2001, but average annual
increases are likely to be modest, asindustrial raw materi-
als markets adjust to moderate activity globally this year
and next. Drought, however, has led to steep increases in
wheat and corn prices this year.

The cut-off date for information used in the projectionsis
8 November 2002.

1. Details of assumptionsfor individual countries are provided in the corresponding country notes.

further to 1% per cent. The Eurosystem has kept its policy-controlled rate
unchanged at 3% per cent over the same period, and the OECD projections
assume that in the euro area short-term interest rates will also decline by
Y5 percentage point in the near future. Money market rates would only start to
rise relatively late in the projection period, as the recovery gathers pace. The
yield curve has flattened (Figure 1.5), as inflation expectations (measured via
indexed bond yields) seemed to recede, and bond prices have benefited from the
flight from equity markets. Hence, bond yields may bounce back somewhat as
uncertainty beginsto dissipate, confidence returns and growth picks up.

The dollar is somewhat weaker
and oil pricesare volatile

By early November, and compared with early April, when the previous set
of OECD Economic Outlook projections were finalised, the dollar had depreci-
ated by close to 14 per cent against the euro and by close to 8 per cent against the
yen. In effective terms, however, it had depreciated by less than 3 per cent. Oil
prices increased by about $5 per barrel between June and September 2002. Part
of the rise reflected growing market concerns about geopolitical tensions in the
Middle East —with a premium evaluated by many observers at around $3 to
$5 per barrel. However, by early November, oil prices had reverted to their June
levels. It has been assumed as a working hypothesis that the average OECD
import price of oil will stay close to $26 through end-2003 and ease to just below
$25 per barrel in 2004 (Table 1.1).
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Figurel.5. International term spreads and credit conditionsin the United States
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Tablel.1. Oil and non-oil commaodity prices

2000 2001 2002 2003 2004
Percentage changes
OECD import oil price (cif) 62.1 -15.8 16 7.8 -4.1
Non-oil commodity prices® 31 -8.6 -15 5.6 31
$ per barrel
Memorandum item:
OECD import oil price (cif)® 28.0 23.6 239 25.8 24.8

a) Total Hambourg commodity price index, excluding energy. OECD estimates and projections for 2002-04.

b) The historical datafor the OECD crude oil import prices are average cif unit prices as calculated by the International
Energy Agency; that is, they include cost, insurance and freight but exclude import duties. OECD estimates and
projections for 2002-04.

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

© OECD 2002



10 - OECD Economic Outlook 72

Activity should gradually
firmin the United States...

...andin theeuro area...

L ooking ahead: a gradually strengthening but modest recovery

The global recovery is slow and fragile and its momentum is, in the initial
stages, heavily dependent on developments in the United States. In 2002, US
GDP should grow at some 2% per cent, and with the expansion remaining muted
into early 2003, average annual growth is projected to be only slightly faster next
year (Table1.2). However, by mid-2003 the support from monetary policy, in
conjunction with ongoing improvements in corporate balance sheets, should lead
to the more solid recovery in business fixed investment needed to underpin the
expansion.

Exports have been the main motor of output growth in the euro area
during 2002, but private consumption is expected to pick up in 2003 (Table 1.3), as
actual and perceived inflation slowly ease and confidence improves. Higher con-
sumer demand should be accompanied by renewed inventory accumulation, with
business investment benefiting, later in the projection period, from both higher
domestic spending and improving export demand. However, growth performance
within the euro area, asin Europe at large, is not projected to be uniform. Germany
and Italy in particular appear to have less domestically-led growth momentum than
other economies within and outside the euro area.

Tablel.2. Contributionsto changesin real GDP
Per cent of GDP in previous period

2001 2002 2003 2004
United States
Final domestic demand 1.7 2.4 2.4 3.7
of which: Business investment -0.8 -0.8 0.3 11
Stockbuilding -1.4 0.6 04 0.3
Net exports -0.2 -0.7 -0.3 -0.4
GDP 0.3 2.3 2.6 3.6
Japan
Final domestic demand 0.6 -0.7 0.1 05
of which: Business investment 0.0 -1.1 0.1 0.0
Stockbuilding -0.2 -0.7 0.1 0.0
Net exports -0.7 0.7 05 0.3
GDP -0.3 -0.7 0.8 0.9
Euroarea
Final domestic demand 14 0.3 15 23
of which: Business investment 0.0 -04 0.2 05
Stockbuilding -04 0.0 0.3 0.2
Net exports 0.5 0.4 0.0 0.3
GDP 15 0.8 18 2.7
OECD
Final domestic demand 12 14 20 2.8
of which: Business investment -0.3 -0.6 0.3 0.7
Stockbuilding -0.8 0.2 0.3 0.2
Net exports 0.3 -01 0.0 0.0
GDP 0.7 15 2.2 30

Source: OECD.
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Tablel.3. Euroarea: summary of projections
1999 ) 2001 2002 2003 2004
current prices
Billion Per cent of
Uros GDP Percentage changes, volume

Private consumption 3587.1 57.3 18 0.6 15 25
Government consumption 1247 .2 19.9 19 21 16 14
Gross fixed capital formation 1316.0 21.0 -0.3 -1.9 16 31
Residential 363.7 5.8 -2.7 -0.6 12 12
Business 794 .3 12.7 0.0 -2.7 13 43
Government 157 .9 25 3.6 -0.2 37 11
Final domestic demand 6150 .4 98.2 14 0.3 15 24
Stockbuilding® 19.3 0.3 -0.4 0.0 0.3 0.2
Total domestic demand 6169 .7 98.5 1.0 04 18 26
Net exports® 902 .4 15 05 0.4 0.0 0.3
GDP at constant prices 15 0.8 18 2.7
GDP at current prices 6262 .0 100.0 39 3.0 38 4.6

Memorandum items
Harmonised consumer price index 25 24 22 20
Private consumption deflator 24 22 2.0 18
Total employment 15 04 0.5 12
Unemployment rate 8.0 8.3 85 8.3
General government financial balance® -1.5 -2.2 21 -1.8
Current account balance® 01 0.9 0.9 1.2
Output gap® 0.0 -1.3 -15 -1.0

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

c) Asapercentage of potential GDP.

Source: OECD.

In Japan, growth has come out of negative territory, but this partly reflects
slower destocking and activity is projected to remain weak against the backdrop of
continued, if relatively stable, deflation. Growth remains heavily dependent on
exports, which expanded briskly during the first half of 2002 although they slowed
over the summer, while structural adjustment in the enterprise sector continues to
affect corporate investment and employment negatively. With high unemployment
and weak income growth, household spending increases will remain modest. Real
GDP growth is expected to average less than 1 per cent in 2003 and 2004.

The recovery in the United States has been associated with shrinking labour demand
(Table1.4). In the euro area, employment has been more resilient but ceased to expand,
on average, in the third quarter and is contracting in Germany. As economic activity gath-
ers momentum, employment growth should start strengthening again. However, unem-
ployment may not start to decline until 2004, as labour force growth is also projected to
rise. In Japan, employment in hours may continue to fall faster than employment in per-
sons, with job creation increasingly in the form of part-time contracts. In addition, the
decline in the labour force cushions unemployment. OECD area-wide unemployment is
projected to peak in late 2003 at 36Ymillion or closeto 7 per cent of the labour force.

The projected output gaps are not particularly large when compared with previ-
ous recessions and recoveries — except in Japan. Moreover, despite different output
growth rates, they are quite similar on both sides of the Atlantic. Growth in the two

... but deflation and sluggish
growth continue in Japan

Overall, modest employment
growth should resume

Area-wide inflation should
remain low...
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—— Tablel.4. Productivity, unemployment, output gaps and inflation

2001 2002 2003 2004
Percentage changes
Labour productivity
United States 0.2 3.8 17 17
Japan 0.0 0.5 11 11
Euro area -0.1 04 15 17
European Union 04 0.7 17 18
Total OECD 0.2 2.0 17 18
Employment
United States -0.1 -0.5 0.8 15
Japan -0.5 -14 -04 -0.2
Euro area 15 04 0.5 12
European Union 14 0.4 04 11
Total OECD 0.4 0.1 0.6 12

Percentage of labour force
Unemployment rate

United States 4.8 5.8 6.0 5.7
Japan 5.0 55 5.6 5.6
Euro area 8.0 8.3 85 8.3
European Union 7.3 7.6 7.8 75
Total OECD 6.4 6.8 6.9 6.7
Per cent
Output gaps®
United States -0.7 -14 -1.7 -11
Japan -14 -2.9 -2.9 -2.6
Euro area 0.0 -1.3 -15 -1.0
European Union 0.0 -1.2 -1.3 -0.8
Total OECD -0.5 -15 -1.7 -11
Inflation” GDP deflator
United States 24 11 13 13
Japan -1.2 -1.0 -1.6 -14
Euro area 24 2.2 19 18
European Union 23 24 20 19
Total OECD less Turkey 20 15 14 13
Total OECD 29 2.2 18 16
Consumer price index
United States 2.8 16 1.9 18
Japan -0.7 -1.1 -11 -1.1
Euro area® 25 24 22 20

a) Per cent of potential GDP.

b) Percentage change from previous period.
¢) Harmonised index of consumer prices.
Source: OECD.

major OECD regions eventually exceeds potential rates by a broadly similar margin
at the end of the projection period, so that output gaps in the United States and the
euro areatend to close in parallel. As aresult, cyclical positions by the end of the
projection period should not be very different. Since output gaps only start closing
late in the projection period and then only moderately, inflation will remain subdued
in the United States and deflation is likely to continue in Japan. In contrast, inflation
in the euro area seems likely to exhibit a higher degree of inertia, despite a continu-
ing negative output gap. Indeed, core inflation is stubbornly running at around
2% per cent at present, and while headline inflation is projected to come down to the
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2 per cent European Central Bank threshold in the second half of 2003, it would not
continue to ease thereafter.

Following steep declines area-wide in 2001-02, a strong pick-up of business ... with profit margins

investment is crucial for the projected recovery of economic activity in 2003-04 improving

to materialise. However, arise in business spending depends inter alia on an

improvement in future profits, since margins came under pressure in many coun-

tries over the final years of the past decade, as reflected in increasing wage

shares (Figure 1.6). Unit profits deteriorated most in the United States and in the

United Kingdom, where wage increases more than absorbed productivity gains.®

For the OECD as a whole, a significant increase in margins will be registered

in 2002 in a context of more subdued |abour markets and improving productivity.

Thereafter they are projected to stabilise.

World trade growth picked up sharply in early 2002, in part reflecting the World trade should regain
bottoming out of the trade-intensive information-technology cycle, with reduced momentum...
destocking (Table 1.5). However, as global economic activity lost some of its
momentum in late summer, the pace of world trade growth tapered off. For the
year as a whole the increase will be in the order of 2% per cent. Looking for-
ward, and in the context of a global recovery, world trade growth is projected to
pick up to around 8 per cent.

With the United States and Europe sharing the same pattern of recovery, and ... but current account

Japanese domestic demand remaining weak, current external imbalances are set imbalancesare building
to remain large, and could even widen further. The US current account deficitis upagain
likely to rise from just under 4 per cent of GDP in 2001 to 5% per cent in 2004.
As a counterpart, the Japanese surplus would double from 2 to 4 per cent of
GDP, reflecting stagnating domestic demand and imports. The European current
account surplus would increase somewhat, while remaining modest, at around
1 per cent of GDP.

Figurel.6. Wage sharesin the business sector
Per cent of business GDP
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3. For more evidence, see Citron, L. and R. Walton, “International comparisons of company profitability”,
Economic Trends, No. 587, 2002.
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Tablel.5. World trade and current account summary

2001 2002 2003 2004

Merchandise trade volume Percentage changes
World trade® 0.0 26 7.7 8.8

of which: Manufactures -0.8 2.3 7.9 9.2
OECD exports -04 1.6 6.1 8.0
OECD imports -0.6 15 6.2 8.0
Non-OECD exports -0.1 54 11.8 10.8
Non-OECD imports 29 5.6 12.0 11.3
Intra-OECD trade” -0.9 0.3 45 72
OECD exports to non-OECD 24 6.4 12.3 10.9
OECD imports from non-OECD 0.0 6.2 11.6 10.1
Tradeprices
OECD exports’ -26 2.0 46 14
OECD imports® -33 0.8 4.4 1.2
OECD terms-of-trade with rest of the world® 2.0 1.9 -0.1 0.6
Current account balances Per cent of GDP
United States -3.9 -4.9 -5.1 -5.3
Japan 21 3.2 38 4.2
Euro area 0.1 0.9 0.9 12
European Union -0.2 0.5 05 0.5
OECD -11 -1.2 -1.2 -1.2

$billion

United States -393.4 -509.8 -553.6 -599.7
Japan 87.7 128.3 153.2 169.7
Euro area 6.8 58.9 68.1 90.9
European Union -13.2 452 432 531
OECD -279.0 -304.3 -327.7 -348.9
Non-OECD 94.7 81.7 925 86.2
World -184.3 -2225 -235.2 -262.7

Note: Regional aggregates include 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.

Economic policy challenges

Policies are already As noted above, macroeconomic levers have been used in a number of OECD
expansionary with littleroom  countriesto limit the magnitude of the downturn, often quite actively so. In addition,
for further support some easing was already in train before the full extent of the downturn became
apparent, notably in the United States. Given the lags with which changes in policy
parameters affect activity, this loosening turned out to be welcome from a cyclical
perspective. Room for further support is now narrower everywhere, but generally
—and in the absence of new shocks that are not built into the baseline projection —
thereisstill considerable stimulus in the pipeline.
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Monetary policy isexpansionary against a background
of low inflation

Asillustrated in Figurel.7, policy-controlled rates in the four largest OECD  Monetary policy
currency areas (United States, euro area, Japan, United Kingdom) remained on hold  isaccommodating
at low levels following the series of cutsin 2001. This “wait-and-see” posture was
related to a weaker-than-expected upturn and mixed signals about the outlook. In
early November this year, however, and with risks to growth gaining prominence,
the policy rate was brought down by Y2 percentage point in the United States. The
Eurosystem did not follow, but did discuss arate cut. Reflecting disparate short-term
trends, interest rate movements have diverged elsewhere since late 2001. In a few
smaller countries, rates have been cut (Czech Republic, Denmark, Poland and, nota-
bly, Switzerland — where the central policy rateis now only % per cent). While tight-
ening started earlier in 2002 in some others (Australia, Canada, Hungary, Korea,

New Zealand, Norway, Sweden), monetary policy since has been on hold there, or
even on a path of renewed easing.

Compared with past downturns, lower inflation and enhanced credibility have The Federal Reserve
alowed the Federa Reserve to ease more substantially. By cutting rates aggressively  has cut rates aggressively...
in the course of 2001, the Federal Reserve moved faster and further than a traditional
Taylor rule would have prescribed.* The current level of 1¥4per cent for federal
funds is the lowest in over four decades.® Reflecting the mixed signals regarding the
strength of the recovery, the central bank’s risk assessment has shifted from “weak-
ness’ to “balanced” in March, reverting to “weakness’ in August and back again to
“balanced” at the time of the November cut.

Figurel.7. Interest rates
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Source: OECD, Main Economic Indicators.

4. The standard “Taylor rule” sets the interest rate as a function of the output gap and of the deviation of
actual or projected inflation from explicitly or implicitly targeted inflation.

5. In some ways, the current environment of low inflation and nomina interest rates is reminiscent of
the 1950s and early 1960s. At the trough of the four recessions that occurred between 1952 and 1965,
the three-month interest rate stood at 1.0, 0.8, 1.1 and 2.4 per cent, respectively.
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... asan insurance against
downside risks

The Eurosystem faces a
somewhat different dilemma

In the United Kingdom,
monetary policy needs to avoid
a housing price bubble

Even if deflation remains a remote risk in the United States, there is a desire to
draw the lessons from Japan’s experience.® Two stand out. The first is that the costs
associated with possible policy errors are asymmetric. They are far higher when erring
on the conservative side than when loosening too much: if deflation sets in, the cen-
tral bank’s control over real policy rates is undermined, while arise in inflation
expectations can be more easily headed off. This asymmetry then justifies a policy
posture biased towards expansion, involving decisive cuts early in the downturn and
a deferral of rate hikes until a recovery iswell under way, as “insurance” against
downside risks. Such a stance is also seen as helping meet the second concern — that
of preserving a sound financial system — thereby allowing monetary policy to operate
effectively. In that respect, the situation in the banking sector looks less worrisome now
than during the 1991-92 recession or in Japan a decade ago, so that the transmission
mechanism can indeed be relied upon.

The Eurosystem has also kept its minimum refinance rate at a relatively low
level in light of history —and a fairly accommodative one by Taylor-rule standards.”
Over the summer, the Eurosystem’s assessment of the balance of risks moved in the
same direction as at the US Federal Reserve. However, headline inflation in the euro
area (as measured by the harmonised consumer price index) has remained above
2 per cent most of the time during the last two and a half years, and perceived infla-
tion — as captured in household surveys — has been even higher following the
changeover to euro cash. Even if the Eurosystem is only aiming to keep inflation
below 2 per cent over the medium term, this protracted overshooting makes it more
difficult to cut interest rates, all the more so as some second-round effects have
become visible in the form of pressures on the part of wage-earners for wages to
catch up and an acceleration in hourly labour costs, which in mid-2002 were up by
3% per cent over ayear earlier. On the other hand, the substantial appreciation of the
euro since last Spring helps damp inflation. Broad money growth, at around 7 per
cent, has continued to run well above the Eurosystem'’s 42 per cent reference value,
but this partly reflects portfolio shifts towards liquid and safe assets and in any event
says little about inflation prospects in the short run. Growth in credit to the private
sector, which in this context is perhaps more relevant, has been on a downward trend,
with recent readings around 5 per cent. Against this background, a moderate cut in
the policy rate is embodied in the OECD baseline projection, but the Eurosystem
should stand ready to move further if prospects were to weaken substantially.

In some OECD economies, central banks face the dilemma of supporting activ-
ity while avoiding what could become a house price bubble.® House prices constitute
a particularly important transmission mechanism for monetary policy in the United
Kingdom and have been accelerating in the course of 2002, contrasting with trendsin
much of the euro area (Figure 1.8). In recent months, this has been akey consideration
underlying the decision by the Bank of England not to cut the repo rate further.

6. See Ahearne, A. et al., “Preventing deflation: |essons from Japan’s experience in the 1990s’, Federal
Reserve Board, International Finance Discussion Papers, No. 729, 2002.

7. This assessment would be less clear-cut if one used a Taylor rule embodying an inflation target of,
say, 25 per cent.

8. Any single money or credit indicator is nonetheless potentialy misleading on its own. The profile of the
M3 series changed twice in 2001, following redefinitions of its contours, and buoyant credit growth
in 1999-2000 partly reflected the financing of a merger and acquisitions wave and of third-generation
mobile phone licenses.

9. For a more general analysis of the importance of asset prices in monetary policy seefor instance
Borio, C. and P. Lowe, “Asset prices, financia and monetary stability: exploring the nexus’, BIS Work-
ing Paper, No. 114, 2002 and Bernanke, B., “Asset-price ‘bubbles’ and monetary policy”, remarks
before the New York Chapter of the National Association for Business Economics, 15 October 2002.
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Figurel.8. Housing and consumer priceinflation?
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Japanese monetary policy
remainsin a deflationary trap

Various measures aim at
repairing bank balance
shests...

... most recently in october ...

In the case of Japan, the nominal policy rate has essentially remained at the zero
bound for some time but deflation expectations remain entrenched. To ensure an
ample supply of liquidity and try to boost monetary growth, the Bank of Japan has
increased its target for banking system reserves in steps, most recently to ¥ 15 to
20 trillion. It has also increased its purchases of government bonds, which now
amount to ¥ 1.2 trillion per month, effectively underwriting over athird of the gen-
era government net borrowing requirement. Thus far, however, broad money has not
followed suit, and bank lending has continued to contract. M oreover, the yen has
actually been appreciating, notwithstanding the authorities' massive intervention on the
foreign exchange market in the second quarter of 2002. Meanwhile, real short-term
interest rates remain stuck at over 1 per cent.

While the anticipation of falling prices reduces the demand for credit, it also
exacerbates bank balance sheet problems. New estimates of bad loans published by
the Financial Services Agency have confirmed that the amount of non-performing
loans (NPLs) is far greater than hitherto acknowledged. And the actual scale of the
problem may still not yet be fully revealed, especially as regards regional banks.
Decisive measures to address the NPL problem are essential to support monetary
policy, and over the past year the authorities have moved towards a more robust
approach to NPLs. In an unorthodox move, the Bank of Japan recently announced
that it would directly buy some ¥ 2 trillion worth of listed equity held by banks, at
market prices — not to boost aready abundant liquidity, but to help them reduce their
holdings of shares to the level of their tier-I capital. This scheme isintended to help
clean up bank balance sheets without forcing them to sell the shares in the market,
which would push their prices down further and exacerbate financial instability. The
Bank of Japan’s initiative raises delicate questions as to whose and which shares
would be selected, and as to how the associated voting rights will be used.

This initiative was followed by a new government package unveiled in late
October 2002 and involving inter alia:

— Tightening loan quality assessments and enhancing provisioning through
another round of special inspections for large borrowers by March 2003; dis-
counted cash flow methods might be introduced to vaue loansto large borrowers
classified as“in need of special attention”.

— Reinforcing capital adequacy, possibly viaaceiling on the tax credits that can
be counted as part of banks' tier-1 capital,»> more generous tax treatment of
provisioning, and a new scheme making it easier to inject public funds (the
current one allows this only in a systemic crisis).

— Accelerating the resolution of NPLs and rehabilitation of distressed debtors, with
the creation of an Industrial Revitalisation Corporation and the securitisation of
distressed loans.

To cope with the worsening in the deflationary pressure and rise in unemploy-
ment that accelerated NPL resolution might entail, a strengthening of the social
safety net is under consideration (via an extension of employment subsidies and the
public employment programme).

10. A recent Bank of Japan report noted that deferred tax assets account for over 40 per cent of tier-1 capital.
These tax credits are genuine assets only if banks generate profitsin the future.
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How effective the latest initiatives will be remains to be seen, not least because ... but their effectiveness
of the persisting risk that fresh public money be channelled to moribund companies remainsto be seen
which are undercutting healthier competitors. Impediments to the efficient operation
of the banking system remain considerable. The authorities have recently decided
that the capping of deposit insurance scheduled for April 2003 would be postponed
by two years. Banks and depositors will therefore continue to face arisk of moral
hazard. It isthus all the more important that banks be pressed to improve loan classi-
fications and forced to restructure, even if it results in bank closures or requires the
injection of public funds. To stem the growth of new NPLSs, it is also necessary to
restore banks' profitability. Margins on bank Iending fail to cover the costs of
deposit-taking activities and credit risk, and the playing field remains tilted by the
presence of public financial institutions, notably the Post Office, which offers fully
guaranteed deposits without bearing the associated cost.

Fiscal policy: the need for spending restraint

Fiscal positions have sharply deteriorated during the downturn, both in headline Fiscal positions have turned
and in cyclically-adjusted terms (Table 1.6 and Figure 1.9), following the substantial  around sharply...
strides in fiscal consolidation made during the 1990s. As noted in earlier issues of the
OECD Economic Outlook, the momentum of fiscal adjustment weakened in the
late 1990s. In a number of countries the opportunity was lost during the relatively
buoyant growth years to bring budgets into surplus or at least close to balance, which
would have put governments in a better position to let the automatic stabilisers oper-
ate unimpeded during the downturn. Overconfidence about the permanence of tax
receipts coupled with overoptimistic growth projections (reminiscent of the
mid-1970s and late 1980s) served to justify tax-cutting and new spending initiatives.
Thisyear, US tax receipts are estimated to be falling more steeply, in rea terms, than
ever before during the last quarter century, and general government revenue in 2002
may be no higher than in 1992 in real terms. Elsewhere, there have been particularly
abrupt revenue declinesin 2002 in Canada and in many EU member states (including
Austria, France, Finland, Germany, Ireland, Sweden and the United Kingdom),
which aso illustrate how strongly tax revenues react when activity and equity mar-
kets go through boom and bust phases.** Automatic stabilisers have usefully played
their cushioning role, and should continue to operate. However, the room for new tax
cuts is now limited or non-existent, especially where spending is being allowed to
rise rapidly. In general, engineering tax reductions will require effective restraint on
the spending side, in terms of both ex ante budgetary planning and ex post execution.
Once the recovery is underway, it will be of utmost importance to consolidate swiftly
for structural balance and tax objectives to be met. Robust and effectively applied
fiscal rules can be of assistance in this respect (see Chapter IV below).

In the United States, the fiscal stimulus, measured as the cumulative change in ... in the United States...
the cyclically-adjusted balance in 2001 and 2002 combined, exceeded that for any
other recession period in the past four decades. It also dwarfed the loosening seen
elsewhere, so that the bulk of the global fiscal impulse in 2001-02 was imparted by

11. In many OECD countries, receipts from individua income taxes on exercised stock options, which are only
partly offset by their deduction from corporate taxable income, had increased considerably in the
late 1990s, and have most likely dwindled since. The same holds for capital gains tax receipts: they have
probably declined alot aready and taxpayers are carrying forward into future fiscal years a sizeable
amount of realised but not yet deducted capital losses, not to mention accrued but as yet unrealised losses.
In some countries, however, buoyant housing markets have generated positive tax revenue surprises.

© OECD 2002
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... where spending pressures
arestrong...

Tablel.6. General government financial balances
Per cent of GDP/potential GDP

2001 2002 2003 2004

United States

Actual balance -05 -31 -3.0 -2.7

Cyclically-adjusted balance -0.3 -2.7 -25 -24

Cyclically-adjusted primary balance 20 -0.7 -0.5 -0.5
Japan®

Actual balance -7.2 -7.9 -7.7 -7.8

Cyclically-adjusted balance -6.8 -7.1 -6.9 -7.1

Cyclically-adjusted primary balance -54 -5.9 -55 -5.6
Euro area

Actual balance -15 -2.2 -21 -1.8

Cyclically-adjusted balance -15 -1.6 -14 -14

Cyclically-adjusted primary balance 20 18 19 19
European Union

Actual balance -1.0 -20 -1.9 -1.6

Cyclically-adjusted balance -1.0 -14 -1.2 -1.2

Cyclically-adjusted primary balance 23 18 19 19
OECD"

Actual balance -14 -2.9 -2.9 -2.7

Cyclically-adjusted balance -15 -2.6 -25 -25

Cyclically-adjusted primary balance 1.0 -04 -0.2 -0.2

Note: Actual balances are as a per cent of nominal GDP. Cyclically-adjusted balances are as a per cent of potential GDP.
The cyclically-adjusted balance excludes one-off revenues from the sale of mobile telephone licences. The primary
cyclically-adjusted balance is the cyclically-adjusted balance less net debt interest payments.

a) Includes deferred tax payments on postal saving accounts amounting to 0.5, 0.6 and 0.2 per cent of GDP in 2000,
2001 and 2002, respectively, and capital transfers to the Deposit Insurance Company amounting to 0.9 per cent of
GDPin 2000.

b) Total OECD figures for the actual balance exclude Mexico, Switzerland and Turkey and those for the cyclically-
adjusted balance further exclude the Czech Republic, Hungary, Korea, Luxembourg, Poland and the Slovak Republic.

Source: OECD.

the United States (Figure 1.10).22 In cyclically-adjusted terms, the fall in revenue is
related to the tax cuts legisated in mid-2001 (which are coming into effect in steps,
with further relief yet to come), to the stimulus package passed in March 2002 and to
the unexpected decline in the elasticity of revenues. At the same time, outlays have
expanded, owing to cyclical but aso to longer-lasting factors.

There are some deeper-seated spending pressures in the medium term,
which will need to be controlled against the background of the legislated tax cuts
yet to come into effect and the possible removal of the sunset clauses applicable
to some of the 2001 tax reductions. Security spending, not least on the war
against global terrorism,*® is seeing the largest increase in two decades and is
slated to rise further in the foreseeabl e future. Spending on Medicaid (health care
for the low-income and the disabled) has accelerated. Over the longer run, and
under the existing rules, public spending on health more broadly defined (also

12. However, automatic stabilisers are much more powerful in the euro area (see Brunila, A., M. Buti and
J.in't Veld, “Fiscd policy in Europe: how effective are the automatic stabilisers?’, European Economy
Economic Papers, No. 177, 2002). Figure 1.10 therefore reflects impul ses more than fiscal offsets.

13. Seelenain, P, M. Bonturi and V. Koen, “The economic consequences of terrorism”, OECD Economics
Department Working Papers, No. 334, 2002.
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Figurel.9. Fiscal policy
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including Medicare, i.e. health care for the elderly) is projected to increase sub-
stantially.* So are social security outlays beyond the current decade.’®> Upward
pressures for other categories of outlays, notably farm spending, have also been
strong as of late. De facto, a fair degree of restraint is assumed in official
US projections and in the OECD'’s baseline projection as well. But even then, the
latter does not show areturn to a general government surplus over the medium
term, suggesting that there might be a need in future to raise taxes or to recon-
sider plans to render the 2001 cuts permanent. Consolidation during the 1990s
was helped by the rules enshrined in the 1990 Budget Enforcement Act, which

14. Specific projections are discussed in the OECD Economic Survey of the United States, 2002.
15. Like hedth care costs, this is an OECD-wide problem; see Chapter V, “Increasing employment: the
role of later retirement”.
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... aswell asin Europe...

Figure1.10. Contributions to the global fiscal impulse
GDP-weighted change in cyclically-adjusted balances
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adjusted baance is available.
Source: OECD.

has now expired. While no set of rules is watertight, it would be desirable to
reinstate some kind of overall medium-term framework (see Chapter IV below).

As noted above, in contrast with the United States, the deterioration in the
euro area appears to be predominantly cyclical. In Sweden and the United King-
dom, however, it also reflects a sizeable loosening of the fiscal stance.'® The fis-
cal situation in 2002 is thus much worse than projected in the previous OECD
Economic Outlook and a fortiori than suggested by governments in the stability
or convergence programmes submitted around late 2001 (Table1.7). As fore-
seen in the EU Treaty, the excessive deficit procedure has been activated for
Portugal, where the deficit turned out to have exceeded 4 per cent of GDP
in 2001, and for Germany, where it is projected to reach 3.7 per cent in 2002. In
France, the deficit is projected to reach 2.7 per cent of GDP in 2002 and 2.9 per
cent in 2003 and an early warning is being envisaged. This episode has, inter
alia, highlighted deficiencies in the production and reporting of public finance
datain several euro area countries.

16. Inthe case of Sweden, however, the cyclically-adjusted primary balance deteriorated by over 3 percentage
point of GDP between 2001 and 2002, reflecting not only large tax cuts but also swingsin capita gainstax
recei pts, which surged in 2001 and plummeted in 2002, but do not reflect discretionary policy. A similar
cavea gpplies to a number of other countries as the OECD cyclical adjustment methodology does not in
principle control for asset market cycles. For further anaysis, see Eschenbach, F. and L. Schuknecht,
“Asset prices and fiscal balances’, ECB Working Paper, No. 141, 2002.
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General government balance, in per cent of GDP

Tablel.7. Revisiting fiscal prospectsin the European Union

Memorandum item:

20012 2002 2003 2004 gross public debt in per
cent of GDP in 2001%
oy e TSI OO SR S Iy s
2002 2002 . . . . . 2002 2002
projections projections projections projections  projections
Austria 0.1 0.2 -0.3 -1.6 0.0 -14 -0.8 61.7 63.2
Belgium 0.2 0.4 0.0 0.0 0.0 0.0 0.5 107.5 107.6
Finland 49 49 3.2 3.2 33 2.9 3.6 43.6 434
France -14 -14 -2.0 -2.7 -1.8 -2.9 -25 57.2 57.3
Germany -2.7 -2.8 -2.8 -3.7 -2.1 -3.3 -2.6 50.8 59.5
Greece 0.1 -1.2° 04 -1.1 1.0 -1.0 -0.7 99.7 107.0°
Ireland 17 15 0.1 -0.5 -0.3 -1.3 -1.8 36.6 36.4
Italy -1.4 -2.2 -14 -2.3 -1.3 -2.1 -2.8 109.4 109.8 ¢
Luxembourg 5.0 6.1 2.2 1.8 18 0.3 0.5 55 5.6
Netherlands 0.2 0.1 0.1 -0.8 -0.3 -0.6 -0.3 53.2 52.8
Portugal -2.2 -4.1 -2.4 -34 -1.8 -3.0 -2.4 55.6 55.5
Spain 0.0 -0.1 -0.3 0.0 0.0 -0.1 0.1 57.2 57.1
Euro area -1.3 -1.4 -15 -2.2 -1.2 -2.1 -1.8 69.1 69.2
Denmark 25 3.1 2.2 2.2 2.3 2.4 2.9 44.5 4.7
Sweden 4.7 4.8 21 1.7 24 1.6 19 56.0 56.6
United Kingdom 0.9 0.8 -0.8 -14 -1.3 -14 -1.3 39.0 39.1

a) Notification by EU member countries to Eurostat.

b) November 2002 notification.

¢) Provisional, as Eurostat has not completed the examination of certain past securitisation operations.
Source: Eurostat, OECD.

Againgt this background, the Commission proposed to postpone the target year
for reaching close to balance or surplus positions from 2004 to 2006, with aview to
avoiding pro-cyclical fiscal decisionsin the midst of a spell of very subdued activity.
At the same time, the Commission put forward a requirement for member states that
are gtill far from a“safe” position to reduce their structural balance by half a percent-
age point per annum, starting in 2003. This approach was endorsed by euro area
Finance Ministers. OECD projections, however, suggest that on current policies con-
solidation in some of the countries displaying large cyclically-adjusted deficitsis set to
be slow — notably in France and in Italy. In both countries, announced measures to
restrain spending are being offset by tax cuts. Progress in Germany is projected to be
moretangible, reflecting inter alia cutsin government employment and subsidies and
indirect tax hikes. In addition, a package is being prepared — mainly involving reve-
nue-raising measures — which would provide for further consolidation, beyond what
is reflected in the OECD projection. Among the EU countries not in the euro area,
national fiscal rules generally allow for the operation of built-in stabilisers, including
that of the United Kingdom, which stipulates that over the business cycle the govern-
ment will borrow only for net investment purposes and not to fund current spending.

17. When multilateral budgetary surveillance under the aegis of the Stability and Growth Pact started, the
target date was 2002.

... Where consolidation
is set to be slow

© OECD 2002



24 - OECD Economic Outlook 72

Fiscal strains are showing in
EU accession countries

More than ever, restoring fiscal
sustainability isthe challenge
in Japan

However, once the recovery in Europe firms up, fiscal consolidation efforts will be
needed in order for cyclically-adjusted balances to improve to a point where auto-
matic stabilisers are free to operate in a future downturn and longer-term fiscal
sustainability is ensured.

The central European OECD member countries, which are moving towards
EU accession, are also experiencing public finance strains, as general government
deficits approach or exceed 6 per cent of GDP in 2002. The deterioration has a sub-
stantial cyclical component, but other factors are at play, such as the fiscal toll from
the floods in the Czech Republic and very large increases in public-sector wages in
Hungary. In addition, fiscal difficultiesin Poland and Hungary are compounded by
the obstacles encountered in implementing pension reform, while problems such as
systematic abuse of disability benefit regimes (in particular in Poland) become even
more evident in the context of a slowdown. Looking ahead, prioritisation of spending
will be very important, the more so as the co-financing requirements accompanying
EU funding of public investment and other projects paradoxically lessen the incen-
tives to moderate spending. Against this background, the temptation of window
dressing to accel erate the reduction of reported deficits should be strongly resisted.

While fiscal sustainability isincreasingly a medium or long-term concern in
many OECD countries (see Chapter 1V below), it is a more obvious and immediate
one in Japan (Figure 1.11). Current OECD estimates suggest that in order to stabilise
the gross debt-to-GDP ratio at the very high level of around 180 per cent by 2010, a
general government primary surplus of 1% per cent is needed, which leaves a gap of
over 8 percentage points of GDP as compared to the present primary deficit. Adjust-
ing for the business cycle and for one-off revenues, the general government primary
deficit has fluctuated between 52 and 6 per cent of GDP since 1999 and is not pro-
jected to decline substantially over the next two years.® The Government has man-
aged to keep new borrowing under the self-imposed limit of ¥ 30 trillion, abeit not
without some creative accounting. But for the 2003 fiscal year (FY), starting next
April, the Government has decided to replace this ceiling with a spending cap, and

Figurel.11. Ratio of gross public debt to government revenue

— Jgpan
[ United States
=== Itay

______

- mmadEE
LIS

1
1980 81 82 83 84 8 8 8 83 89 9 91 92 93 94 95 96 97 98 99 2000 01 02 03 04

Source: OECD.

18. The uncertainty surrounding potential output estimates is particularly acute in the case of Japan,
meaning that conventional measures to assess the evolution of the fiscal stance should be interpreted
with great caution.
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borrowing will exceed ¥ 30 trillion. Without a credible framework for consolidation,
there is areal and growing danger of an increase in long-term interest rates — as
under-subscription at a recent government bond auction illustrated — or of arise in
household saving as consumers cut spending in the expectation of increased taxes to
finance future debt payment. In this context, the Government’s medium-term consol-
idation plans as spelled out early in 2002 rest on optimistic assumptions and lack the
requisite ambition as well as substantive details on the measures that would be taken
to bring about fiscal adjustment.

Cutting and redirecting spending towards more productive usesisindeed of par-  Spending cuts should

amount importance. For FY 2003, the expenditure plans are set to involve some accompany tax reform
small savings and ministries would be given more autonomy to reshuffle resources
within their overall allocation. However, spending on public works is scheduled to
fall only marginally. Moreover, it remains very difficult to assess fiscal policy given
the poor quality of the data and the rapid succession of “emergency” packages.
Spending restraint is all the more important because the tax system in Japan suffers
from an overly narrow base and a number of serious incentive distortions. Pressure
has been building up for reform, but most of the proposals would involve severe
declines in tax revenue, at least in the short run. The Government has conceded that
tax breaks for FY 2003 will probably involve a net reduction of revenues by some
0.2 percentage point of GDP for several years, to be compensated later by revenue-
raising measures. It would be desirable to ensure that any tax reforms be accompa-
nied by substantial spending cuts or alternatively that they be as revenue-neutral as
possible even in the short run.

Financial headwinds

The effectiveness of the macroeconomic stimulus measures described aboveis Therecovery is being retarded
likely to have been diminished, and the investment recovery put back, because of by financial headwinds
financial developments. The most visible of these has been continued price falls in
equity markets. This has contributed to increases in the cost of capital for companies
and reduced household wealth. But financial institutions, which generally speaking
entered the downturn in good health, are also being affected, with negative implications
for credit availability.

The bursting of the equity price bubble was, to alarge extent, caused by wholesale  Profit reassessments have
reassessments of current and prospective profits, triggered in some cases by revelations led to a stock market slump
of accounting and governance failures. Equity-market-based profit indicators substan-
tially outpaced national accounts measures in the late 1990s, but have since been
adjusting downwards. By September 2002, broad equity price indices had fallen by
over 40 per cent from their 2000 peaksin the United States and the United Kingdom,
and by close to 50 per cent in the euro area and Japan (based on monthly averages).

Compared with the levels prevailing at the time of the previous OECD Economic
Outlook, this corresponds to declines of over 20 per cent in the United States and the
United Kingdom, 22 per cent in the euro areaand 15 per cent in Japan.

The negative impact of profit revisions has been exacerbated by accounting and  Aversion to corporate
governance problems visible in the proliferation of earnings restatements. Asa risk hasincreased...
result, awareness of corporate risk has increased (Figure 1.12). Rating agencies
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Source: http://pages.stern.nyu.edu/~mwul/; Standard and Poor’s Compustat database; d’ Avolio, G., E. Gildor, et A. Shleifer, “Technology, information production and market
efficiency”, in Economic policy for the information economy; Federal Reserve Bank of Kansas City, 2002.

... impeding investment...

engaged in wholesa e downgrading, resulting in record numbers of “fallen angels”,
whose outstanding bonds were reclassified from investment grade to junk status. Rating
agencies a so encouraged firms to replace “pro forma” by more reliable measures of
earnings. Credit and bond yield spreads widened considerably. Banks imposed
stricter underwriting standards and higher fees and spreads on backup lines for com-
mercial paper, pushing a number of firms towards alternative funding sources. While
significant misdemeanour has in al likelihood remained confined to a small minority
of firms, and despite |legislative and regulatory measures (Box 1.3), distrust has
spread, penalising healthy and properly managed firms as well.

On the corporate side, and notwithstanding the decline in Treasury bond yields,
interest rates on bank loans have not decreased in the course of 2002, especially for
sub-prime borrowers. At the same time, equity capital has become more costly, or in
some cases unavailable altogether. This clearly dampens investment. In addition, in a
context of starker legal and reputation risks, businesses are now likely to put more
emphasis on cleaning up balance sheets and generating cash rather than on expanding
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operations, which might also depress investment. A number of firms also need to
replenish their in-house pension schemes, which with the stock market collapse
turned out to be underfunded.

The general dlide in equity pricesis also restraining consumption, in accordance ... and affecting household
with the traditional wealth effects (see Box 1.1). The US household saving rate has  consumption and saving
bounced back from atrough of only 2 per cent of disposable income in the late 1990s
to about 4 per cent. Partly underlying this turnaround is the sudden evaporation of a
large share of their retirement assets hitting employees of failing corporations who
had concentrated much of their portfolio in their employer’s stock, as well as
stakeholders in pension funds more generally, including beyond US borders.

Meanwhile, in the United States and generally in Europe, the financia system Bank lending capacity
was healthier at the outset of the current downturn than at the start of the previous is healthy, with exceptions
recession. While the shock from the equity markets has been much larger, credit risk
transfer techniques have allowed banks, especially in the United States, to reduce
their exposure to the cycle. As bank commercid lending has fallen, bank profits are
often being sustained by consumer credit operations. There are, however, exceptions
to this picture, where lossesincurred on stock and bond-holdings, as well as on some
loans, could be inhibiting lending operations. This has long been a factor in Japan
and problems are now starting to surface among German banks, via deteriorating
prudential ratios and higher capital costs from recent downgrades by rating agen-
cies.’® While there is no broad-based evidence of a credit crunch, bank capital
adequacy ratios could now be more constraining.

Non-life insurance companies, which were still suffering from the lossesrelatedto  There are strains
the 11 September attacks, have endured portfolio losses both on the equity and on the in the insurance sector
corporate bond side. Reinsurers have also been hit hard by the 11 September shock and
by a series of natural catastrophes, including the recent floods in Europe. The situation is
even more difficult for lifeinsurers, especialy in Europe, where some have given guaran-
tees to investors based on what have now turned out to be imprudent assumptions about
equity returns. Somefirms have had to sell large volumes of sharesin order to satisfy pru-
dentia requirements, thus possibly exacerbating the ongoing market slump and further
raising the cost of corporate capital. Regulators have expressed concerns and measures
are being considered to improve supervision.? Meanwhile, the insurance premia charged
to households and firms have increased significantly.

Tensionsand risks

Whilerisks had become more balanced at the time of the previous OECD Economic  Downside risks dominate
Outlook, uncertainty has since increased, as reflected in the rise of implied volatilities on
equity and bond markets. Upside risks should not be ignored, given the sheer size of the
policy stimulus that is still working its way through, and in light of the precedent of

19. The problem is partly structural. German banks exhibit high cost-income ratios and low returns on
capital, partly due to under-pricing by state-subsidised banks.

20. In some countries (notably the United Kingdom), regulators are planning to tighten the way solvency ratios
are computed and to enhance the trangparency of company reporting, with aview inter alia to reducing the
scope for artificialy boosting prudential ratios through such means as the inclusion of future profits. At the
OECD level, efforts are also underway to enhance the prudential oversight of the reinsurance sector
through improved international exchange of information on the activities and solvency of companies.
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Corporate governance failures

To some extent, corporate failures are a cyclical phenom-
enon. As the economy slows and expectations are revised
downwards, overstretched or otherwise vulnerable firms
tend to go under. The relative mildness of the recent down-
turn, however, contrasts with the number and scale of the
reporting and corporate governance failures that have sur-
faced. In part, this constitutes the inevitable payback of the
financial market euphoria of the late 1990s, but it also
stems from serious incentive conflicts which intensified as
opportunities for a quick profit seemed to multiply. The
bursting of the equity market bubble and rising risk premia
have imparted welcome discipline on issuers, investors and
intermediaries. In addition, legislators and regulators are
moving ahead to try and realign incentives and discourage
corporate malfeasance, especialy in the United States. But
while accounting and governance rules are being rewritten,
the number of high-profile corporate scandals has
depressed confidence, acting as a drag in the context of an
already relatively subdued recovery.

In early December 2001, Enron, a US energy firm, filed
for Chapter 11, in what was at the time the largest-ever bank-
ruptcy. Revelations of massive, systematic and far-reaching
fraud surrounded this failure. Enron’s collapse was followed
by a number of others, and by a stream of reports on fraudu-
lent accounting practices, wilfully misleading disclosure and
other corporate wrongdoing. Although much of the attention
focussed on big US firms (such as Global Crossing, Tyco,
Adel phia Communications, Worldcom and Xerox), the prob-
lem is clearly a more global one. Similar excesses and
abuses have indeed come to light in several prominent Euro-
pean firms (such as Vivendi Universal or ABB), and it bears
reminding that long-standing weaknesses in corporate gover-
nance were among the key factors of the Asian crises in
the 1990s (including Japan’s dismal performance over the
last decade). They are also conspicuous in many other
emerging markets.

One of the symptoms foreshadowing the outbreak of
“enronitis” was the divergence between the national
accounts and the stock market measures of profits: in the
three years to 2000, the latter consistently outpaced the
former.® The equity market illusion was fuelled by inaccu-
rate or incomplete disclosure of financial information,
aimed at overstating sales and profits,? against the back-
ground of unevenly rigorous enforcement of existing rules.®
Market discipline broke down due to:

— Deficient boardroom oversight, with directors
allowing or even encouraging management to
engage in aggressive earnings management and in
some cases to hijack the company’s reputation and
resources for personal gain.

Box 1.3. Restoring confidencein the cor por ate sector

— Absence of checks, complacency or even complicity
on the part of auditors, not least because of their
insufficient independence from management (low
turnover, simultaneous involvement in consulting
activities with the same firm).

— Financial analysts becoming cheerleaders, particu-
larly in the case of initial public offerings: their rec-
ommendations were systematically too positive,
especially in relation to companies with which their
employers had an investment banking relationship.

— A structure of executive compensation that did not
properly align long-term managerial and sharehol der
interests. The asymmetric pay-off of stock options
provided managers with an incentive to take on
excessive risks and to favour initiatives boosting
companies’ reported earnings in the short run while
heavily discounting any longer-run costs. In addi-
tion, stock options were generally not counted as an
expensein companies’ financial statements.

Regulatory responses

The response in the United States. In the United States,
the Securities and Exchange Commission (SEC) has inten-
sified its scrutiny of corporate financial statements and has
stepped up the number of its investigations. A new Corpo-
rate Fraud Task Force was set up in mid-2002, based at the
Justice Department, to co-ordinate and oversee all investi-
gations into business wrongdoing. It has started to arrest
some executives. More importantly, legislators have acted
swiftly and forcefully: the comprehensive and far-reaching
Sarbanes/Oxley Act was signed into law in July 2002. It
aimed at deterring and punishing corporate and accounting
fraud and at improving the quality of financial accounting,
reporting and auditing. It created a Public Company
Accounting Oversight Board to enforce professional stan-
dards and strengthened the independence of auditors. It
increased corporate responsibility, as chief executive and
financial officers must personally vouch for the truth and
fairness of their company’s disclosures. In addition, during
the blackout periods when workers are prevented from buy-
ing and selling company stock in their pension plans, cor-
porate officials are also barred from any buying or selling.
Thelaw tried to protect the objectivity and independence of
securities analysts. It authorised new funding for investiga-
tors and technology at the SEC to uncover wrongdoing.*
The SEC now has the authority to bar dishonest directors
and officers from ever again serving in positions of corpo-
rate responsibility. The penalties for obstructing justice and
shredding documents have also been stiffened. Meanwhile,
the New York Stock Exchange and the Nasdaq have put
forward stricter listing requirements.




Responses in other OECD countries. Measures to improve
corporate governance have also been taken in other OECD
countries, albait in more limited fashion. In Canada, a new Pub-
lic Accountability Board is being set up to supervise auditors,
tougher auditor independence rules have been introduced, regu-
lar lead audit partner rotations are becoming compulsory and a
second partner review of all auditsis now required. In Japan, the
new corporate law enhances therole of outsiders: companies are
encouraged to henceforth have three committees composed
mainly of outsde directors and charged respectively with audit-
ing, appointing directors and deciding executive directors com-
pensation. As well, the accounting loophole that has thus far
alowed Japanese banks not to disclose the massive off-balance
sheet interest-rate swaps they have engaged in should be closed
in April 2003. Moreover, companies listed on the Tokyo Stock
Exchange will soon be required to publish quarterly statements.
In the United Kingdom, a wave of corporate scandals in the
early 1990s had already prompted serious reform, but additiona
measures are being taken, including new regulations giving
shareholders an annual vote on company directors’ salaries,
more rotation for audit partners, a stricter separation between
auditing and consulting activities, and a compulsory two-year
cooling-off period before audit partners are allowed to join their
client asan employee or director. In France, more emphasisisto
be put in practice on auditor rotation and the separation between
auditing and consulting, as well as on the requirement for com-
panies to have audit and remuneration committees. In Germany,
anew accounting task forceisto be empowered to conduct snap
audits at firms suspected of manipulating financial information,
and a draft law would boost shareholders’ rights to take action
against members of a company’s managing and supervisory
boards in cases of misreporting. Overall, the sense of urgency to
change accounting and corporate governance rulesisless preva
lent in Europe, partly because fewer abuses have been exposed
and because in some ways legislation was already better
protecting shareholders than in the United States®

Box I.3. Restoring confidencein the cor porate sector (cont.)
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Sock options. Additional measures are being discussed in
many OECD countries. The long-standing debate on stock
options has intensified. Many observers and severa govern-
ment agencies plead for them to be expensed and for rules on
exercising them to be toughened. Some suggest to make their
pay-off dependent on performance relative to the sector or
the market rather than in the absolute (which may call for
changes in the tax code), while others argue that stock grants
are a better way to align managerial and shareholder inter-
ests. The International Accounting Standards Board (IASB)
proposes that options be expensed from 2004, and in prac-
tice, a number of companies are starting to do so. In any
event, it would seem that the costs of any incentives should
be fully disclosed and that managers should not be allowed
for some time after they receive them to sell the stock or
exercise the stock options they are given.

Accounting principles. The corporate debacles have also
reignited the discussion on the relative merits of the rules-
based approach to accounting standards embodied in the US
Generally Accepted Accounting Principles (GAAP) and prin-
ciple-based approaches such as the International Accounting
Standards (IAS) promoted by the IASB and applicable in the
EU from 2005 (at a minimum for listed companies). Recent
developments have certainly shown that abiding by a set of
detailed rules does not necessarily mean that the spirit of fair
accounting is upheld. The US Financial Accounting Standards
Board and the IASB have recently agreed to narrow the gap
between the GAAP and the IASS

International consistency. An important consideration at
the international level is that corporate governance and
accounting reform should be carried out with cross-border
consistency as one of the overarching priorities. In this
regard, it would be desirable that in pinning down the specif-
ics of the implementation of the Sarbanes/Oxley Act during
the coming months, the SEC leave sufficient room for
national idiosyncrasies.

1. In addition, the July 2002 vintage of the US national accounts estimates pre-tax corporate profits (after inventory valuation and capital con-
sumption adjustment) to have been $138 billion, or 1.4 percentage points of GDP, lower in 2000 than first reported, implying that the wedge
between the national accounts and stock market measure was even wider than initially thought.

2. Box .2 in the previous OECD Economic Outl ook listed several window-dressing techniques.

3. Enforcement was tightened in some areas, however, e.g. the SEC in late 1998 embarked on an effort to force erring companies to restate

earnings.

4. In early 2002, the SEC had an investigative staff of about 35 accountants, as against tens of thousands in the large audit firms.

5. At the EU level, an action plan for company law is being considered which would draw on the work of a high-level group of company law
experts (A Modern Regulatory Framework for Company Law in Europe, Brussels, November 2002).

6. There may also be arole for technological innovation. Even in aworld where different standards continue to coexist, there may be ways to
reduce reporting and analysis costs, accelerate the dissemination of information and improve its comparability. The ongoing devel opment
of the so-called Extensible Business Reporting Language (XBRL) can help enhance the usability and transparency of financial information
reported under prevailing accounting standards, simplify disclosure, and facilitate the communication of financial information viathe Inter-
net. Thistool should in particular enable management, investors, regulators, analysts and other partiesto easily deconstruct company state-
mentsand to reconstruct them using their preferred conventions, e.g. asregards the expensing of options, the recognition of unrealised gains
or losses, or inventory accounting.

© OECD 2002
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Figurel.13. Current account balances
United States: Current account deficit and real exchangerate
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the 1987 equity market collapse, which was followed by an unexpectedly rapid and
strong rebound. But downside risks seem to dominate at this juncture, including new
financid market shocks, with afurther deferral of corporate investment; a possible further
cut in household wesalth stemming from falling property prices; adisorderly unwinding of
international imbalances, emerging market crises and/or a surgein oil prices. Thereis
also asubset of risks related to the possibility that the current downturn may be associated
with delaysin structural reformsin OECD economies.

A still significant risk is that there could be further equity market declines. The  Equity prices could fall further
bottom may not yet have been reached even if according to conventional benchmarks
most if not all of the earlier overvaluation has been worked off.?* Moreover, the
repercussions of the equity price declines experienced so far are still coming through.

As noted above, household net wealth has shrunk over the past two years, but  Household saving may rise
consumption has been relatively well maintained. Indeed, the projections rely on  if house pricesfall
consumer spending bridging the gap until investment recovers. There are, however,
risks here in addition to that applying to the equity market. House prices have been
rising very rapidly by historical standardsin some countries, far outpacing rents
(notably in the United Kingdom, Australia and the United States), and house-price-
to-earnings ratios are high. Whether or not there is a bubble is unclear,? but the risk
that house prices would decline or at least cease to rise cannot be dismissed,
especially considering the record indebtedness levels reached in several countries.

The constellation of current account balances across OECD countries is essen- | nternational imbalances have
tially bipolar (Figure 1.13). The United States has now been running a large current  barely corrected so far ...
account deficit for almost two decades and Japan alarge surplus, with most other coun-
tries recording relatively small net balances (even when they are large in per cent of
their GDP). The US economy has thus been absorbing a disproportionate share of
world saving (Figure1.14), lately at a pace of around $2 billion per working day, in
terms of net inflows. On baseline growth projections, the US current account deficit is
set to rise to over 5 per cent of GDP. Reflecting these persistent imbal ances, the
USinternational investment position has deteriorated rapidly in recent years, with
Japan again the main counterpart, and it is projected to move further into deficit.®

Thusfar, the US current account deficit has been easily financed, since net capi- ... and might unwind
tal inflows have been driven by expected risk-adjusted returns that looked more in disorderly fashion
attractive than elsewhere.?* The composition of inflows has changed recently, with

21. Where stock prices are or should be headed remains subject to intense debate: some see areversion to
an average price/earnings ratio (PER) of around 15in the long run in the United States
(Campbell, J. and R. Shiller, “Valuation ratios and the long-run stock market outlook: an update”,
NBER Working Paper, No. 8221, 2001), but others argue that an average PER in the low 20s is fully
warranted as long as inflation stays low and tax policy remains favourable (Siegel, J., “Therisein
stock valuations and future equity returns’, Journal of Investment Consulting, forthcoming).

22. Standing againgt the overheating worries are the following considerations: properly measured house
prices have risen less than most headline indices indicate (house price indices are often based on the
average price of sold properties, without properly adjusting for size and quaity improvements); finan-
cid liberalisation and competition have relaxed quantitative limits on mortgage lending; and in a low-
inflation environment, for any given duration and interest rate, mortgage payments are more back-
loaded in real terms, so that housing has become more affordable for liquidity-constrained households.

23. Owing to gtatistical recording problems, the US current account deficit as well as the net debtor posi-
tion may be overstated (Warnock, F. and C. Cleaver, “Financial centers and the geography of capital
flows", Board of Governors of the Federal Reserve System, International Finance Discussion Papers,
No. 722, 2002), but the implied distortions are unlikely to fundamentally alter the overall picture.

24. For a more comprehensive analysis, see Mann, C., “Perspectives on the US current account deficit
and sustainability”, Journal of Economic Perspectives, Vol. 16, No. 3, 2002.
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Figurel.14. Capital flowsand international investment position of the United States
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less equity and more bond finance, but there are no signs at present that market par-
ticipants would judge that a US deficit on the order of 5 per cent of GDP cannot be
sustained. Over the longer run, however, the accumulation of net debt has to slow
and perhaps to reverse, meaning that the current account will have to adjust. The
experience of the late 1980s shows that this can happen fairly smoothly. The implied
dollar depreciation — from what is at present a rather elevated level (Figurel.15) —
would be smaller the more robust growth and demand for US exports are else-
where.?® Currently, however, activity in the euro area and Japan is weak. With nomi-
nal interest rates already down to zero in Japan, a sharp depreciation of the dollar
could be highly disruptive, pushing a number of partner countries back into recession
and fuelling protectionist pressures.

The overall level of the emerging market risk premium as captured in aggregate
indices of bond spreads has risen since spring. The crisisin Argentina has dragged on
and has now spilled over to some extent to Uruguay and Paraguay, via trade, tourism and
financial channels. While Brazil has steered a rather commendable macroeconomic
policy course in recent years, it has seen the spread on its debt rise during the run-up

Some emerging markets
arehighly vulnerable

Figurel.15. Real effective exchangerates
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25. Dollar depreciation would improve the trade balance, with the usual J-curve lag, but would dso
immediately improve the US investment position via favourable valuation effects (and impart a
wealth loss on non-resident holders of dollar denominated assets).
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Using the OECD’s Interlink model, a simulation has been
run of atemporary increase in oil prices of $10 a barrel from
the first semester 2003 through to the end of the year (a jump
of about one third from recent levels). The ail priceis then
assumed to fall back to the trajectory assumed in the basdline,
i.e. to $25. As dtressed in the text, the size and timing of the
increase are by no means intended as a forecast of the likely
scale or duration of the effect of war in the Middle East on oil
prices. Rather, the smulation simply tries to illugtrate the possi-
ble effects of atemporary risein ail prices on the outlook.

It is further assumed that the monetary authorities in the
United States and the euro area raise short-term interest rates
by ¥4 percentage point in response to the temporary risein
inflation (thus partly accommodating the temporary increase
in inflation),! that discretionary fiscal policy is unchanged,
and that wage earners and businesses do not see through the
price increase. No autonomous confidence effects or
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1. No changeininterest rates is assumed for Japan.

Box 1.4. Oil price shock

Impact of atemporary $10 oil price shock

increases in uncertainty have been built into the simulation,
nor have any fiscal implications of an increase in military
expenditure been taken into account.

The impact of the increase in oil prices in the simulation
varies across countries, depending largely on the degree to
which they are net oil importers. In many ways, the economic
impacts are like those of an adverse terms-of-trade shock:
national income is reduced and the current account balance
deteriorates. Worst affected are the euro area and Japan.?

Unlike a terms-of-trade shock, however, the increase in ail
prices also represents an increase in supply prices, and hence
has a more uniform impact on consumer prices across coun-
tries (Panel A). Higher consumer prices reduce household dis-
posable income in the short term. The combination of lower
household income and reduced national income has its largest
effects on activity in Japan and the euro area (Panel B).

B. Output Gap
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2. In contrast, the United Kingdom, Canada, Norway and Australia experience a positive terms-of -trade effect and an improvement in the cur-
rent account balance (not shown).

to the presidential elections from around 8 percentage points in April to
23 percentage points in early October.?® Sound policy management has helped shield
Chile, where growth slowed but spreads rose by only one percentage point. In Asia,
growth has held up well in China and has recovered markedly in the other emerging

26. Asthe bulk of Brazil’slocal currency debt is short term, and with a highly variable risk premium, the
country is prone to multiple self-fulfilling expectations equilibria. See Razin, A. and E. Sadka, “A
Brazilian debt-crisis model”, NBER Working Paper, No. 9211, 2002.
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economies. But several countries continue to suffer from serious banking and
corporate debt problems, and from the large increases in government debt that
have been required to address them. In addition, the recent terrorist strike in
Indonesia has increased this country’s macroeconomic vulnerability. In this con-
text, if one or several of the larger emerging market economies were to fall prey
to a financial crisis, thereis arisk of contagion, including to banks and non-
financial firmsin OECD countries. A number of them have already had to absorb
the costs related to Argentina’s collapse, which has reduced their room to cope
with another major shock.

The price of Brent crude oil has fluctuated considerably since last Spring, against  Oil prices might shoot up given
the background of heightened geopolitical uncertainty and aggressive stockpiling.  geopolitical uncertainty
What would happen to the physical supply and to the price of oil if war broke out is
unclear. In the early 1990s, the invasion of Kuwait by Iraq triggered a spike in oil
prices, which surged to over $40 per barrel but fell back to below $30 even before the
start of Operation Desert Storm, and dropped to around $20 after it ended. This prece-
dent offers only limited guidance, however, as to what would happen to the price of oil
in the event of war. In addition, if an oil price shock were to occur, it would come at a
very different stage of the cycle, i.e. during a weak recovery rather than at the tail end
of aboom. For illustrative purposes, a simulation has been run using the OECD Inter-
link model which suggests that a temporary increase of the oil price by $10 per barrel,
lasting one year, would on average lead to atemporary increase in inflation of around
12 percentage point and a temporary reduction in output of around ¥4 percentage point,
abeit with significant differences across regions (see Box |.4). This simulation does
not factor in any fiscal impacts associated with the financing of a military conflict. The
latter may differ from what was observed during the Gulf War when the United States
received transfers from its allies of about 1 percentage point of GDP, which briefly
pushed the current account into modest surplus.

The above risks are not independent of the supply-side performance of OECD  Risks are affected by supply-
economies. In that respect, developments during the downturn have been relatively  side performance
encouraging in the United States, where productivity growth has remained strong, and structural reform
but mixed elsewhere. If efforts at reform were to be stepped up, the longer-run resil-
ience of national economies to shocks would be improved and the effects on business
confidence could be felt within the projection period. Such reforms would need to
include measures to promote both labour and product market competition.?”

27. See Chapter VI, “Product market competition and economic performance”.
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II. DEVELOPMENTSIN INDIVIDUAL
OECD COUNTRIES

United States

The recovery has proceeded somewhat unevenly. While low interest rates and disposable income gains have spurred
household spending, much of the bounce-back in GDP in the first half of the year was due to inventory adjustments.
Government purchases have also supported demand, but a turnaround in business fixed investment has not yet
materialised. Growth appears set to slow somewhat, as the impetus from household purchases wanes with lower equity
prices and a stagnant labour market. Later, strengthening export markets and a sharper pickup in investment should
underpin a more robust expansion. Inflation is likely to remain quiescent, reflecting persistent slack in product and
labour markets, but the current-account deficit may widen further.

Monetary policy has remained supportive. With recent signs that the labour market is weak and inflation subdued,
interest rates should be kept low for the time being. But once the expansion gathers pace, they will need to be raised,
moving steadily towards a neutral stance. Fiscal policy has loosened considerably as a result of new spending priorities
and tax measures, and renewed restraint will be needed to re-establish fiscal discipline.

The economy bounced back in the first half of 2002. The end of destocking com-  The recovery has been

bined with strong consumer purchases to lead the advance, and the decline in business modest...

fixed investment moderated. Moreover, resdential investment posted a strong gain in

response to low mortgage rates. Home purchases and demand for motor vehicles rose

further this summer, as the lowest long-term interest rates in 40 years spurred another

round of mortgage refinancing and was accompanied by further generous incentives

from automakers. With the recovery in demand and the passing of the lull induced by

last year’sterrorist attacks, trade volumes increased sharply.

The fragility of the recovery has been evident in manufacturing production and ... and may be weakening
the labour market, both of which have shown signs of weakening since mid-summer.

United States
GDP jumped early thisyear But business fixed investment continued to drop
Percentage change from previous period at annual rate Percentage change from previous period at annual rate
Per cent Per cent

6 20
15

4
10
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-10
1990 91 92 93 94 9 9% 97 98 99 2000 01 02 1990 91 92 93 94 9 9% 97 98 99 2000 01 02

Source: Bureau of Economic Analysis.
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Household debt hasrisen, as
hasthe current account

United States: Employment, income and inflation
Percentage changes from previous period

2000 2001 2002 2003 2004
Employment® 19 0.0 -0.9 1.0 19
Unemployment rate” 40 48 5.8 6.0 57
Employment cost index 4.6 4.1 39 3.7 3.6
Compensation per employee® 59 23 25 33 3.0
Labour productivity © 21 0.2 38 17 17
Unit labour cost © 38 21 -1.2 16 13
GDP deflator 21 24 11 13 13
Consumer price index 34 28 16 19 18
Private consumption deflator 25 2.0 14 14 12
Real household disposable income 4.8 18 4.2 31 3.6

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

b) Asa percentage of labour force.

¢) In the business sector.

Source: OECD.

The surge in motor vehicle sales probably borrowed from the future and the high
level of demand for housing is unlikely to pick up further. Business investment in
equipment and software has risen since mid-year, but the sharp decline in spending
on non-residential structures has not abated. The renewed weakness was accompa
nied by significant declines in equity markets and a drop in longer-term interest rates,
especialy for government bonds. While the low yields have contributed to the resil-
ience of household demand, they clearly indicate reduced appetite for risk and lower
confidence in the pace of the recovery.

Gains in private consumption and residential investment have spurred house-
hold debt accumulation, placing the debt service burden at the top end of its histori-

deficit... cal range. While these gains have sustained the recovery, the steep decline in equity
prices implies that households must rely increasingly on saving to increase net worth.
This suggests that savings ratios will rise over the next couple of years, possibly con-
siderably if confidence falters or equity markets fall once again. The sharp widening
of the current account deficit this year also highlights the dependence of domestic
United States
Equity markets have been very weak lately Consumer confidence and the business outlook
haveretreated
Index Index 1995 = 100 % balance
16000 1600 130 65
—— Wilshire 5000 (l€ft scale) = Consumer confidence index! (l&ft scale)
14000 """ S&PS500 (right scale) , -"\:'“.. 1400 120 === Purchasing managers index (right scal€) 60
12000 1200 55
110
10000 1000 50
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1. University of Michigan.

Source: Institute for Supply Management, Thomson Financial and OECD.
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United States: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 28 23 37 45 47
General government financial balance® 14 -0.5 -3.1 -3.0 -2.7
Current account balance® -4.2 -39 -4.9 5.1 -5.3
Short-term interest rate” 6.5 37 18 16 34
Long-term interest rated 6.0 5.0 4.6 4.2 49

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

¢) 3-month euro-dollar.

d) 10-year government bonds.

Source: OECD.

demand on foreign borrowing. While the persistent strength of productivity gains
and relatively rapid projected output growth should continue to make US assets
attractive, their share in foreign portfolios will ultimately stabilise. An already fragile
recovery could be endangered if this adjustment — accompanied by declines in the
dollar and equity prices and ajump in interest rates — were to occur before demand in
therest of the world picks up significantly.

The Federal Reserve has maintained a stimulative stance throughout the year. The ... monetary policy has
federal funds rate was held at 1% per cent for nearly a year, but with signs that the econ-  responded to the changing
omy had weakened, the target rate was cut to 1¥4 per cent on 6 November. It isassumed  outlook
that the current level is maintained through the middle of next year, with a gradual move
toward amore neutrd monetary stance beginning at around that time as demand picks up.

Federal government purchases of goods and services have expanded rapidly  Fiscal policy is supporting

while revenues have dropped off significantly, generating a federal budget deficit of  therecovery
1Y% per cent of GDP in fiscal year 2002. A similar result is likely in the 2003 fiscal

United States: Demand and output

1999 2000 2001 2002 2003 2004
Current prices

billion $ Percentage changes, volume
Private consumption 6246.5 4.3 25 31 23 34
Government consumption 1336.3 28 3.7 4.2 29 25
Gross fixed investment 18819 55 -2.6 -20 2.0 5.0
Public 304.7 24 33 42 19 21
Residential 403.7 11 0.3 34 19 -1.9
Non-residential 11735 7.8 -5.2 -5.8 2.0 8.8
Final domestic demand 9464.7 4.3 16 23 23 35
Stockbuilding® 59.5 0.0 -1.4 0.6 0.4 0.3
Total domestic demand 9524.3 44 04 2.8 2.7 38
Exports of goods and services 989.4 9.7 -54 -1.2 7.0 82
Imports of goods and services 1239.2 13.2 -2.9 34 6.5 81
Net exports? -249.9 -0.9 -0.2 -0.7 -0.3 -04
GDP at market prices 92744 38 0.3 23 2.6 36

Note: National accounts are based on official chain-linked data. Thisintroduces a discrepancy in the identity between
real demand components and GDP. For further details see OECD Economic Outlook Sources and Methods,
(http://wwmww.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.

Source: OECD.
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Growth should pick up slowly
over the course of 2003

However, the recovery remains
fragile

United States: External indicators

2000 2001 2002 2003 2004
$hillion
Merchandise exports 772.0 718.8 688.5 748 823
Merchandise imports 1224.4 11459 1166.0 1252 1365
Trade balance -452.4 -427.2 -4775 - 504 - 542
Invisibles, net 421 33.8 -32.3 -49 -57
Current account balance -410.3 - 3934 -509.8 - 554 - 600

Percentage changes

Merchandise export volumes® 113 -5.9 -30 6.7 8.8
Merchandise import volumes? 135 -33 34 6.4 81
Export performance® -1.2 -50 -56 -10 0.0
Terms of trade -35 23 13 0.9 0.3

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

year. The return to budget surpluses over the medium run as officially projected
assumes substantial spending discipline. An important component of the worsening
in government finances stems from discretionary measures aimed at strengthening
the recovery, particularly incentives for investment in equipment and software. This
boost provides some insurance that the recovery in such spending will take root.
State and local finances have also deteriorated, leading to slower spending increases
and bringing the projected general government deficit up to 3 per cent of GDP this
calendar year. A careful balancing of spending priorities and tax changes will be
necessary to improve government finances before pension and healthcare spending
associated with ageing become increasing burdens in the next decade.

The economy appears to be expanding only slightly in the final quarter of 2002,
and sluggish growth is likely to continue through the first half of 2003, with more
robust gains thereafter. Consumption expenditures should grow more slowly in com-
ing quarters, as vehicle purchases slow and households strive to raise savings in the
face of persistent labour market weakness and losses in wealth. Inventories remain
lean, and their rebuilding should provide some further lift to activity. Business fixed
investment in 2002 is estimated to have fallen even faster than in 2001. The sharp
contraction in structures should abate over the course of 2003. Moreover, the
improvement in corporate balance sheets and further, albeit modest, increasesin final
demand should lead to alabour-market turnaround next year, underpinning more
robust increases in capital spending. With domestic growth exceeding that of trading
partners and the dollar only modestly weaker, the current account deficit is expected
to remain over 5 per cent of GDP throughout the projection period.

The recent drop in manufacturing output and employment could signal a more
pronounced, imminent decline in activity, particularly if householdstrim their spend-
ing. Moreover, an investment recovery hinges on an improvement in business senti-
ment following the recent gains in productivity and profits. The benign inflation
outlook, and hence healthy real purchasing power, dependsin part on oil prices not
spiking higher. However, these downside risks should be set against the possibility
that positive surprises in household demand may not yet be over. The return to
record net corporate cash flow levels may al so lead to more aggressive capital spend-
ing plans, especially given the continued stimulus from fiscal and monetary policies.
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The economy recovered during the first half of 2002, underpinned by a low level of inventories and a sharp increase in
exports. However, these factors have already weakened and, with domestic demand likely to be constrained by flat
household incomes, real GDP growth is projected to ease to around 1 per cent during the rest of the year and to continue at
that rate in 2003 and 2004. Financial sector strains, the need to issue a large volume of public debt without pushing up
interest rates, and the possibility that deflationary forces could strengthen represent major downside risks to the projection.

The resolution of non-performing loans should be accelerated in line with the government’s new goal, accompanied by
further structural reforms and if necessary by the direct injection of public funds. Monetary policy should take thelead in
dealing with deflation by increasing liquidity further through the purchase of a wider range of financial assets. While the
fiscal stance should for the moment remain neutral, it will also need to be sensitive to the speed and scale of the
resolution of bad debts. Fiscal policy must now be placed in a medium-term consolidation framework going beyond the
government's present plan and incorporating relatively short-term targets for real expenditures.

A rapid increase in exports during the first half of 2002 was supported by the The underlying forces driving

weak yen, while production was also stimulated by alow level of inventories. Ledby therecovery have already
these factors, GDP growth reached 2Y2 per cent in the second quarter, while business  weakened
sentiment and expectations of profits rebounded, albeit from alow base. However,
these driving forces weakened in the second half with the nominal exchange rate
appreciating by 10 per cent from early 2002 and export growth slowing markedly.
Share prices have falen to levels not seen since the early 1980s, and the improve-
ment in profitability has been limited not only by the recent strength of the currency
but aso by deflation. Under these conditions and ongoing enterprise restructuring,
the forces driving investment have remained wesk.

A more robust approach by the authoritiesto classifying bank loans hasresulted Non-performing loans have
in the stock of non-performing loans (NPLS) increasing by ¥ 9% trillion (2 per cent  increased sharply
of GDP) to some ¥ 43 trillion (around 8 per cent of GDP) at the end of March 2002.
The banks thus recorded net operating losses for the eighth straight year. Neverthe-
less, there remain concerns that the NPLs could be even larger and that banks are
already under-provisioned. Their capital base could therefore be quite weak, making
them risk averse. Bank capital is also vulnerable to prices of bonds and shares, of

Japan
Export growth isslowing Business confidence is low but picking up
Annualised rates, volumest Tankan diffusion indices?
Per cent Per cent
20 20
— Exports —— Manufacturing
=== Imports === Non-manufacturing
10 /_\ 0
0 — — -20
-10 ‘. -40
-20 -60
1998 9 2000 o1 02 1998 9% 2000 o1 02

1. OECD projections for the second half of 2002.
2. Firm'sjudgement on present business conditions, showing the differencein per cent of firms answering “improving” and “getting worse”.
Source: Bank of Japan and OECD.
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Room has been created
for further monetary easing

Japan: Employment, income and inflation
Percentage changes from previous period

2000 2001 2002 2003 2004
Employment -0.2 -0.5 -14 -04 -0.2
Unemployment rate” 47 5.0 55 5.6 5.6
Compensation of employees 0.9 0.1 -20 -0.6 -0.3
Unit labour cost -1.6 0.4 -1.3 -13 -1.2
Household disposable income -0.6 -0.7 -15 -11 -0.6
GDP deflator 21 -12 -1.0 -16 -14
Consumer price index -0.7 -0.7 -11 -1.1 -11
Private consumption deflator -11 -15 -15 -1.6 -1.6
a) Asapercentage of labour force.
Source: OECD.

which the banks hold a significant amount. Concerns about the potential impact of
low share prices on banks’ capital arose again in September before the mid-year
financial results, and contributed to a subsequent decision by the Bank of Japan to
purchase some of the shares held by banks. Although it is not evident how such a
scheme will induce banks to deal with NPLs more rapidly and to reform their own
management, the move was followed by government proposals to halve the amount
of NPLs by the end of fiscal year (FY) 2004. Special bank inspections are to con-
tinue and loan classification criteria are to be tightened. However, many crucial
details remain to be decided so that the projection does not incorporate any economic
effects arising from the new programme.

In October, the Bank of Japan increased its quantitative target on the current
accounts held with it by banks from arange of ¥ 10 to 15 trillion to ¥ 15 to 20 billion
and affirmed that it would meet temporary demands for even higher liquidity. Prior
to this decision, it kept the volume at the top of the previous band so that base money
has grown by well over 20 per cent. To meet its liquidity objective, the Bank has
been purchasing outright ¥ 1 trillion of long-term public bonds per month, an amount
now increased to ¥ 1.2 trillion, effectively underwriting about athird of the general

Japan
Shar e prices have weakened Broad money supply has not picked up
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Japan: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 10.3 10.7 9.9 9.9 10.1
General government financial balance® -7.4 -7.2 -7.9 -7.7 -7.8
Current account balance® 25 21 32 38 4.2
Short-term interest rate’ 0.2 0.1 0.1 0.0 0.0
Long-term interest rate® 17 13 13 1.2 1.4

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

¢) 3 month CDs.

d) 10-year government bonds.

Source: OECD.

government net borrowing requirement. Nevertheless, it is hard to identify a marked
impact on monetary aggregates, with broad money continuing to grow by 3%z per
cent and bank lending declining at a steady 2% per cent rate. On the other hand, the
flat yield curve suggests that the markets do not expect the Bank of Japan to change
its monetary stance for some time to come, though this also implies that they expect
deflation to continue.

The government has met its goals both as regards its borrowing ceiling and for ~ Fiscal policy has been broadly
the reallocation of expenditures, leaving the underlying cyclically-adjusted balance neutral
at around 7 per cent of GDP. For the FY 2003 budget, the government has moved to
an expenditure target, allowing cyclical fluctuations in tax revenue. Based on the
government’s budget guideline and the assumption of no supplementary budget, the
fiscal stance is projected to remain broadly neutral in calendar year 2002 and 2003.
Beyond 2003, the government has adopted a medium-term goal to reduce the primary
deficit of central and local government to 2.2 per cent of GDP by FY 2006 with a
view to eliminating it by the early 2010s. The medium-term plan has adopted a cap

Japan: Demand and output

1999 2000 2001 2002 2003 2004

C it pri .
urrent prices Percentage changes, volume (1995 prices)

trillion ¥

Private consumption 288.8 0.5 14 0.8 0.5 0.8
Government consumption 82.9 44 29 24 19 17
Gross fixed investment 134.0 41 -2.3 -55 -2.1 -0.7
Public? 395 -10.5 -5.9 -30 -101 -35
Residential 20.2 19 -5.6 -4.0 -05 -05
Non-residential 74.3 12.2 -0.1 -6.8 0.8 0.2
Final domestic demand 505.7 21 0.6 -0.7 0.1 05
Stockbuilding -17 0.0 -0.2 -0.7 0.1 0.0
Total domestic demand 503.9 21 04 -14 0.3 0.6
Exports of goods and services 51.1 125 -7.0 55 7.6 6.2
Imports of goods and services 433 94 -0.8 -1.2 39 45
Net exports® 7.9 0.5 -0.7 0.7 0.5 0.3
GDP at market prices 511.8 2.6 -0.3 -0.7 0.8 0.9

a) Including public corporations.
b) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD.
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Growth is likely to remain
only moderate

Risks are skewed
to the downside

Japan: External indicators

2000 2001 2002 2003 2004
$billion
Merchandise exports 4590.3 383.8 393.1 434 462
Merchandise imports 342.6 3135 294.6 319 332
Trade balance 116.6 70.3 98.5 115 130
Invisibles, net 29 174 29.7 38 39
Current account balance 1195 87.7 128.3 153 170
Percentage changes
Merchandise export volumes® 9.4 -10.1 85 8.0 6.1
Merchandise import volumes?® 10.9 -13 0.1 37 45
Export performance® -6.8 -84 39 -16 -4.0
Terms of trade -5.2 0.5 0.5 -20 0.8

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

on total expenditure as a proportion to GDP, but it lacks specific policy measures.
Tax reforms are planned for FY 2003, which are assumed to involve a revenue
reduction of over ¥ 1 trillion (some ¥4 per cent of GDP).

After contracting by some % per cent in 2002 due in part to a strong negative
carry-over from 2001, growth should amount to around 1 per cent in 2003 and 2004.
Exports are projected to slow in line with world demand while private investment is
expected to remain only modest, constrained by continuing corporate restructuring
and low profitability. Moreover, the share of investment in GDP is high relative to
expected growth. With unemployment likely to remain high and with income pros-
pects poor due to downward pressure on nominal wages in the context of deflation,
private consumption might grow at only a very moderate rate. Deflation is expected
to continue throughout the projection period, owing to entrenched deflation expectations
which weak growth will not be able to offset.

Financia market risks remain significant. Although interest rates are currently
very low, public bond markets have become very sensitive to the expected path and
balance of economic policy. An accelerated resolution of non-performing loans is
crucial to engineer along-lasting and robust recovery, but it could strengthen defla
tion in the short-run and weaker confidence if policies are not carefully co-ordinated.
Any further fall in share prices would dampen business sentiment and amplify fragility
in the financial sector, which in turn could constrain business activities. Further
external weakness would also affect growth prospects.
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Output grew dlightly in the first half of 2002, as strengthening net exports more than offset a continuing fall in domestic
demand. The recession in equipment investment deepened and private consumption continued to contract. The stronger
external contribution to growth was due to a rise in exports but, more importantly, a marked fall in imports reflecting the
weakness in domestic demand. While destocking might have reached its trough, growth remains very weak and
unemployment is increasing. Growth should pick up in 2003, driven by strengthening exports. As activity broadens
in 2004, GDP is projected to grow above potential, at some 2Y2 per cent.

The general government deficit is projected to total 3.7 per cent of GDP in 2002 and remain above 3 per cent in 2003.
Further expenditure reforms are required to reduce the cyclically-adjusted deficit in a sustainable way, and measures
need to be taken to raise the growth path of the economy, notably with respect to improving the functioning of labour
markets and streamlining government transfers.

Real GDP grew dlightly in the first half of 2002. Private consumption continued  Output is hardly growing
to contract, as consumer confidence remained subdued and rising unemployment largely reflecting weak
reduced disposable income growth. Construction investment remained in deep recess  domestic demand
sion, on account both of ongoing downward adjustments in the new states and of
weak residential investment in the old Lander. Investment in machinery and equip-
ment, already in recession in 2001, declined further, reflecting weak domestic and
foreign demand and low levels of capacity utilisation. Destocking continued, but
might have reached its trough more recently. The weakness in domestic demand is
also reflected in a further reduction in imports, although more recent data point to
positive import growth. Exports are expanding only moderately but are serving to
stabilise output growth.

Forward-looking indicators signal that activity will remain weak over the com-  While the business climate
ing months. Business confidence improved temporarily in the spring, but expecta- hasdeteriorated anew...
tions deteriorated thereafter. Weakening export expectations, higher wage
settlements than foreseen, the steep decline in stock prices and the risk of further oil
price increases explain most of the deterioration. Consumer confidence is till low on
the back of high unemployment. Orders improved in the first part of the year but
appear to have stabilised over the last months.

Germany
Business expectations have weakened recently: Export orders have stabilised?
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1. Industry, western Germany.
2. Industry, volume.
Source: Ifo Institut fur Wirtschaftsforschung; Deutsche Bundesbank.
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... employment continues
to fall

Monetary conditions should
remain broadly consistent
with economic recovery

Germany: Employment, income and inflation
Percentage changes from previous period

2000 2001 2002 2003 2004
Employment 18 0.4 -05 -0.1 1.0
Unemployment rate” 7.3 7.3 7.8 8.1 7.7
Compensation of employees 39 19 15 25 34
Unit labour cost 1.0 13 12 0.9 0.9
Household disposable income 29 38 15 21 35
GDP deflator -0.3 14 16 12 11
Consumer price index 21 24 16 14 11
Private consumption deflator 15 1.9 1.6 14 11
a) Asapercentage of labour force.
Source: OECD.

Employment continues to decline and unemployment has significantly
increased despite weakening labour force growth. Wage settlementsin major parts of
the economy, notably the metal and engineering and the chemical sectors, imply
some pick-up in real wage growth in 2002. On the other hand, in the chemical indus-
try, an element of increased wage flexibility has been added by alowing some part
of compensation to depend on profits. New legislation came into force in the spring,
designed to improve the activation of the unemployed and increase the efficiency of
the public employment service, but the effects have still to be seen.

Headline inflation (harmonised index of consumer prices) has declined substan-
tidly from the temporary rebound at the beginning of the year, although the reduction
in core inflation has been less pronounced. Inflation is likely to come down further on
account of the euro appreciation, which more than offsets the effects on prices of
higher wages and the rise in oil prices. Stock prices have fallen, with the DAX stock
exchange index declining to its lowest level in six years in mid-October. While associ-
ated adverse wealth affects are smaller than in several other OECD countries, equity
financing conditions for enterprises have become more difficult. Real interest rates
have increased, although they remain below the long-term average.

Germany
Unemployment hasrisent Consumer confidenceis <till low
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1. Seasonally adjusted, registered unemployment.

Source: Deutsche Bundesbank; OECD.
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Germany: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 9.8 10.1 10.4 10.1 10.2
General government financial balance® 11° -2.8 -3.7 -33 -2.6
Current account balance® -1.1 0.1 20 23 2.8
Short-term interest rate® 44 42 33 30 36
Long-term interest rate® 5.3 4.8 4.8 4.6 5.1

a) Asapercentage of disposable income.

b) Asapercentage of GDP.

¢) Including proceeds of sales of mobile telephone licences (around 2.5 per cent of GDP).
d) 3-month interbank rate.

€) 10-year government bonds.

Source: OECD.

With the negative output gap opening up further, the general government deficit  The budget deficit will exceed
is projected to increase by 1 percentage point in 2002, to 3.7 per cent of GDP. While 3 per cent of GDP in 2002...
some consolidation measures have become effective, restraining spending and rais-
ing revenues, the budget is further burdened by continuing significant tax shortfalls
and extra emergency spending relating to the September floods.

Spending caps were agreed between the federal government and the states ... and will remain high
for 2003 and 2004, but most of the pertinent consolidation measures still need to be in the next couple of years
mandated. The 2003 federal budget is not yet available, and while the new government
is designing a consolidation package, this has not yet been fully enumerated and could
not be incorporated in these projections. Nevertheless, those consolidation measures
already mandated, notably further reductions in government employment and subsidies
and increases in indirect taxes, are taken into account. Additional significant flood
relief spending in 2003 is set to be fully compensated by a deferral of the income tax

Germany: Demand and output

1999 2000 2001 2002 2003 2004
Current prices .
billion euros Percentage changes, volume (1995 prices)

Private consumption 1156.5 14 15 -0.5 11 2.2
Government consumption 378.8 12 0.8 11 0.8 0.7
Gross fixed investment 426.1 25 -53 -4.7 0.6 13

Public 37.8 -2.9 -34 -3.2 16 -5.2

Residential 1435 -2.6 -71 -34 -0.1 -21

Non-residential 244.9 6.2 -4.5 -55 0.9 41
Final domestic demand 1961.4 16 -0.2 -11 0.9 17

Stockbuilding® 0.9 0.2 -0.6 0.0 0.4 0.4
Total domestic demand 1962.3 18 -0.8 -11 14 21
Exports of goods and services 587.0 13.7 5.0 18 53 8.0
Imports of goods and services 570.7 10.5 1.0 -25 54 7.7
Net exports® 16.3 1.0 14 14 0.2 05

GDP at market prices 1978.6 29 0.6 0.4 15 25
Memorandum items
Investment in machinery and equipment 181.0 9.3 -4.4 -6.0 0.9 5.7
Construction investment 245.2 -2.6 -6.0 -3.6 0.4 -2.3
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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GDP growth will remain
subdued thisyear
but accelerate in 2003

Risks to these projections
aresignificant

Germany: External indicators

2000 2001 2002 2003 2004
$billion
Merchandise exports 550.2 570.4 608.9 687 752
Merchandise imports 491.8 481.0 485.3 546 597
Trade balance 58.4 89.5 1236 141 155
Invisibles, net -788 -87.2 -84.1 -91 -92
Current account balance -204 23 395 50 62

Percentage changes

Merchandise export volumes® 12.8 47 1.9 5.4 8.1
Merchandise import volumes?® 9.9 24 -18 55 8.2
Export performance® -02 3.8 0.2 -16 -06
Terms of trade -57 20 32 0.3 03

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

reductions originally scheduled for 2003 and by temporary increases in the corporation
tax. On these assumptions, the OECD projection is that the cyclically-adjusted deficit
may fall by some ¥4 per cent of GDP in both 2003 and 2004. The overall deficit is pro-
jected to decline to 2% per cent in 2004, helped by strengthening economic activity.

With activity remaining weak in the second half of 2002, average growth for the
year as awholeislikely to be around ¥ per cent. Although higher wage growth and
lower inflation are supporting real disposable incomes, private consumption will
remain subdued well into 2003 as consumer confidence is low and unemployment is
projected to remain at high levels through next year. World trade is expected to
recover next year, and accelerating exports will be the main driving force for higher
growth in both 2003 and 2004. Construction investment will be temporarily boosted
in the first half of 2003 on account of the flood relief measures. The relief packageis
assumed to leave overall activity unaffected, however, because higher spending is to
be financed by the temporary tax hikes noted above. Consumption will strengthen as
employment ceases to fall, and the recovery will be supported by income tax reduc-
tions in 2004. Rising foreign and domestic demand and increasing capacity utilisa-
tion should lead to strengthening investment in machinery and equipment. All in al,
GDP is projected to grow by 1% per cent in 2003, around its potential. As the
upswing broadens in 2004, growth is projected to increase to some 2% per cent.

Risks to these projections largely arise from the uncertainty surrounding the pace
of the recovery of world trade and the time needed for consumer and investor confi-
dence to return. In this respect, monetary conditions should remain supportive for GDP
growth. However, the recent sharp fall in German inflation to among the lowest in the
euro area means that real interest rates risk exercising a negative effect on the strength
of the recovery of demand in Germany. On the other hand, if labour market reform
were to deliver significant results, confidence and activity might recover more strongly
than projected.



Developmentsin individual OECD countries - 49

After picking up sharply at the beginning of the year, GDP growth slowed to 1.6 per cent in the second quarter. Demand
was supported by relatively robust personal and government consumption expenditure, while investment spending and
stockbuilding remained weak. Growth has lost momentum during the second half of the year as consumer and business
confidence weakened markedly. The slowdown appears to have halted the trend rise in core inflation, while the
unemployment rate has remained broadly stable at a level close to its structural rate. Looking forward, growth is
projected to remain moderate before slower rates of destocking and a pick-up in external demand prompt a recovery;,
with output increasing by somewhat less than 2 and 3 per cent in each of 2003 and 2004.

In its execution, the 2002 budget represented a substantial easing of fiscal policy, with almost half of the slippage being
structural in nature. The draft budget for 2003 does not include well identified measures to redress these overruns, so
that the fiscal situation may deteriorate further if cyclical weakness persists. In order to prevent the overall debt from
exceeding 60 per cent of GDP and so as to ensure the future sustainability of public finances, especially in the face of
rising pension obligations, substantial budgetary savings will need to be found in the near future.

GDP rebounded in the first half of 2002, expanding by 2.4 and 1.6 per cent in  Economic activity strengthened

the first and second quarters. Government consumption was the fastest growing com-  in the first half of 2002
ponent of domestic demand, followed by private consumption, which has been

expanding rapidly for several years, reflecting robust gains in household incomes. In

contrast, investment growth was weak. The slowing trend observed in the second

quarter appears to have continued in the summer and autumn. In the third quarter

industrial production declined, while data suggest that household consumption

growth has slowed. Meanwhile, business surveys and industrial production data sug-

gest that investment activity continued to be weak. The same uncertainty that under-

lies these trends appears to have caused firms to meet a significant portion of demand

by running down inventories, adjustments in which have reduced GDP by more than

1 per cent since mid-2001. On the externa side, both exports and imports rebounded

in the first quarter before slowing in the second and third quarters, reflecting an

apparent reduction in intra-European trade. Notwithstanding an improvement in the

trade balance, the current account surplus fell by Y2 per cent of GDP as investment

income earnings weakened.

France

Business conditions ar e declining The output gap hasturned negative
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1. Year-on-year growth.
Source: National Institute for Statistics and Economic Studies (INSEE) and OECD.
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Coreinflation has stabilised
and labour market
has weakened

Activity remains at high levels
despite weakening confidence

France: Employment, income and inflation
Percentage changes from previous period

2000 2001 2002 2003 2004
Employment 24 16 -0.1 0.1 1.0
Unemployment rate” 9.4 8.7 9.0 9.4 9.1
Compensation of employees 49 4.9 31 2.7 35
Unit labour cost 0.7 3.0 20 0.8 0.6
Household disposable income 45 49 36 2.7 35
GDP deflator 05 14 19 16 1.6
Consumer price index 18 18 19 18 18
Private consumption deflator 12 14 1.6 16 1.6
a) Asapercentage of labour force.
Source: OECD.

Despite this weak environment and a significant appreciation of the currency,
core inflation continued rising during the first six months of 2002, but has recently
shown signs of stabilising at somewhat more than 2 per cent. Headline inflation has
been more volatile, being sharply influenced by changesin oil and food prices. Never-
theless, as of October, it too was around 2 per cent. The rise in core inflation did not
reflect labour market factors per se, as monthly wage growth slowed appreciably in
the first half year and unit labour costs actually fell. These devel opments reflected a
weakening but still tight labour market. Thus, even though employment stopped
growing in the first half of 2002 and unemployment increased by 50 thousand per-
sons, firms continue to report problems finding employees in some sectors. Taken
together, this suggests that the unemployment rate, which has been broadly stable at
around 9 per cent, is close to its structural level.

The slowdown in activity since 2000 has served to reduce the serious supply
constraints that were then apparent. Nevertheless, capacity utilisation rates remain
high, and this would normally be expected to spur increased investment activity.
However, expected demand and orders for investment goods such as machinery and
equipment are weak. Overall, order books suggest that sales will expand only slowly

France
Coreinflation has stabilised The labour market has weakened
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Source: National Institute for Statistics and Economic Studies (INSEE).
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France: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 10.8 114 11.9 11.3 105
Genera government financial balance® -1.3 -14 -2.7 -2.9 -25
Current account balance® 13 16 18 14 14
Short-term interest rate® 44 42 33 3.0 3.6
Long-term interest rate” 5.4 49 49 47 5.2

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

¢) 3-month interbank rate.

d) 10-year benchmark government bonds.
Source: OECD.

until the end of the year. As a consequence, managers indicate that they intend to cut
production levels further.

Considered alone, the appreciation of the euro would have tightened monetary  Monetary conditions
conditions in Europe. However, nominal and real short-term interest rates are are accommodating
lower than in 2001. As a result, when viewed as a whole, monetary conditions and fiscal policy easy
remain accommodative. Although access to |oans has been tightened somewhat for
firms, credit remains readily available and there are some signs of rising levels of
indebtedness among households. Meanwhile, despite a budget that called for a sta-
ble government deficit, fiscal policy turned sharply expansionary in 2002. The
general government deficit is expected to have almost doubled, reaching about
2.7 per cent of GDP, with almost half of the hike due to discretionary increases in
spending. Moreover, the draft budget for 2003 does not contain discernible mea-
sures to reverse these developments. Rather, it calls for an unchanged deficit
in 2003 and is based on relatively optimistic assumptions for GDP growth and
healthcare expenditures. As aresult, it is consistent with a further (albeit small)
widening of the cyclically-adjusted deficit. Such an event could be forestalled if

France: Demand and output

1999 2000 2001 2002 2003 2004
Current prices ’
billion euros Percentage changes, volume (1995 prices)

Private consumption 742.8 2.8 2.8 15 17 28
Government consumption 315.7 29 24 34 2.8 22
Gross fixed investment 259.9 8.3 2.7 0.0 0.3 31
Genera government 40.4 111 6.1 0.9 0.8 0.9
Household 64.4 41 -0.8 -0.1 0.0 20
Other 155.1 9.2 31 -0.2 0.3 41
Final domestic demand 13184 39 2.7 16 17 2.7
Stockbuilding?® 5.6 04 -1.0 -0.6 0.7 0.2
Total domestic demand 13241 4.3 16 1.0 24 29
Exports of goods and services 350.3 13.6 15 0.2 5.2 75
Imports of goods and services 320.1 15.0 0.8 0.1 7.4 7.9
Net exports® 30.2 -0.1 0.2 0.0 -0.5 0.0
GDP at market prices 13543 4.2 18 1.0 19 29

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

Source: OECD.
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Output should pick up
moderately in 2003...

... but the pace of recovery
will depend on external factors

France: External indicators

2000 2001 2002 2003 2004
$hillion
Merchandise exports 298.9 292.1 308.7 346 378
Merchandise imports 302.1 288.9 297.9 344 379
Trade balance -32 32 10.7 1 -1
Invisibles, net 20.4 17.9 15.3 20 24
Current account balance 17.2 21.2 26.0 22 23

Percentage changes

Merchandise export volumes® 13.3 15 1.0 49 7.7
Merchandise import volumes?® 155 0.3 0.5 82 8.6
Export performance® 0.9 -06 0.5 -14 -04
Terms of trade -35 0.8 11 -01 0.2

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

the authorities take steps under consideration to reduce discretionary expenditures
during the course of 2003.

GDP is projected to increase by only 1 per cent this year, before accelerating
towards the middle of next year, by 1.9 per cent in 2003 and 2.9 per cent in 2004.
Household incomes are likely to get a boost from tax reductions and the upward adjust-
ment of the multiple minimum wages created by the introduction of the 35 hour work
week. Nevertheless, rising unemployment and poor consumer confidence are expected
to restrain the growth of household demand in 2003. The initia recovery in activity is
expected to reflect a slowing of the destocking process and a pick up in external
demand. In line with current expectations, destocking is expected to continue apace for
the rest of this year. However, as stocks are already at historically low levels, the rate of
inventory decline should slow in 2003, making a significant positive contribution to
activity. This technical factor is projected to be reinforced by increased demand for
French exports, due to the recovery in North America and strong trade growth in Asia.
As output picks up, business sentiment and investment activity should improve, which
in combination with the recovery elsewhere in Europe should lead to stronger export
growth and a generalised expansion in 2004. Unemployment is projected to continue
increasing at a moderate rate well into 2003, before beginning to decline in 2004. This,
plus the weakness of the economy over the next six to nine months, should help to
reduce consumer price inflation somewhat.

A number of events could affect the timing and strength of the recovery by neg-
atively impacting investment activity and delaying or weakening the pick-up in
demand. These might include aworsening in the international environment, either as
aresult of a weaker North American economy or a further delay in the European
recovery; additional wealth losses, possibly arising from the stock market, or aworsen-
ing of business confidence. However, a more positive outcome might also be possible
if more reassuring news worldwide improves confidence.



Developmentsin individual OECD countries - 53

Growth in the first half of 2002 was minimal, and is expected to have recovered only slightly in the second half of the
year. The economy is projected to gather strength during 2003 and in 2004. A pick-up in world tradeis likely to boost to
exports, while low real interest rates should underpin a revival in domestic demand. Inflation is expected to decline to
below 2 per cent by 2004.

The budget deficit remains high, with the risk that progress on debt reduction will stall. Wage settlements geared to
targets and developments at the European level would yield beneficial effects on inflation, employment and
competitiveness. At the same time, there is a need to strengthen the underpinnings of growth through more decisive
action to liberalise product markets and to improve the functioning of the labour market.

GDP hardly grew in the first half of 2002, as higher than expected government  The economy stalled in 2002...

consumption and a positive contribution of stockbuilding were ailmost offset by
declining private consumption and investment and a negative contribution of net
exports. Available indicators for the second half are mixed, but on balance point to
modest growth. Industrial production strengthened in the third quarter, but services
activity remains weak and consumer confidence is declining. Exports are benefiting
from strengthening world demand, although euro appreciation may imply market
share losses. Overall, growth in 2002 islikely to end up at around %4 per cent.

Employment has been growing (at around 2¥2 per cent in the first half of 2002) ... but employment rose
thanks to past structural measures, continuing wage moderation and tax incentivesto  significantly
stimulate hiring. However, the pace of reform has lost its initial momentum, while
budgetary tightness has led to the imposition of restrictions on tax incentives. Slower
employment growth and stubbornly high unemployment are projected in the near
term. Tensions between trade unions and employers’ associations pose a risk to wage
moderation in the coming rounds (including in the public administration). Contrac-
tual wage rates are currently increasing in line with inflation but coupled with recent
declines in labour productivity, this has entailed a significant increase of unit labour
costsin 2002. Aslong as low productivity isthe result of the cyclical downturn com-
bined with an ongoing process of labour deepening due to past structural reforms, the
risein unit labour costs could be largely temporary.
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Contrasting forces are shaping
price devel opments

The fiscal outlook
isworsening in 2002...

Italy: Employment, income and inflation
Percentage changes from previous period

2000 2001 2002 2003 2004
Employment 1.9 2.0 17 1.0 13
Unemployment rate” 10.7 9.6 9.2 9.2 9.1
Compensation of employees 4.8 5.0 5.2 4.0 44
Unit labour cost 1.9 32 5.0 25 1.9
Household disposable income 3.7 6.0 54 4.1 39
GDP deflator 21 26 24 23 20
Consumer price index 2.6 23 25 23 19
Private consumption deflator 2.8 29 2.6 25 20
a) Asapercentage of labour force.
Source: OECD.

The rate of consumer price inflation hardly decelerated during the second half
of 2002 and is expected to be 2% per cent for the year as awhole. Price increases since
the end of 2001 partly reflect temporary effects, such as unfavourable weather and the
euro changeover. Faced with increasing protests from consumers, the government froze
many utilities prices from September until December 2002, mostly overruling decisons
taken by the regulatory authorities. Such interventions can have only temporary effects,
and the lifting of such measures towards end-year islikely to add to inflation tensons on
top of rising unit labour costs and the risk of higher oil prices. On the other hand, euro
appreciation and weak demand will help mitigate inflationary pressures.

In September 2002, the government approved measures to contain public
spending and enlarge the business tax base in order to limit both the slippage from
the Stability Programme’s targets and the rise in debt as a percentage of GDP. The
measures will help to reduce the deficit in 2002, while having their full effects only
in the following years. Despite this, the government revised up the 2002 target for
the general government deficit from 1.1 per cent to 2.1 per cent of GDP, with the
debt-to-GDP ratio decreasing only marginally. The deficit overshoot reflects mainly
cyclical influences on revenue developments and persistent difficulties in limiting

Italy
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Italy: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 12.3 13.2 15.8 16.3 16.1
General government financial balance®® -0.6 -2.2 -2.3 -21 -2.8
Current account balance” -0.5 0.0 -0.8 -05 -0.2
Short-term interest rate” 44 42 33 30 36
Long-term interest rate® 5.6 5.2 5.1 4.9 5.4

a) Asapercentage of disposable income.

b) As apercentage of GDP.

¢) Excludes the impact of swaps and forward rate transactions on interest payments. These operations are however
included in the financial balance reported to the European Commission for purposes of the excessive deficit
procedure. On this basis the deficit is -0.5 per cent of GDP for the year 2000

d) 3-month interbank rate.

€) 10-year government bonds.

Source: OECD.

spending, especially on health. Nevertheless, the deterioration in the cyclically-
adjusted primary balance evident in 2001 has been halted.

At the end of September, the government presented to Parliament the ... but the new budget should
2003 Budget, aimed at reducing the deficit to 1¥2 per cent of GDP while sustaining reduce the deficit and support
domestic demand through cuts in households' effective tax rates, reinforcing unem-  demand
ployment insurance protection and improving public infrastructure. The business tax
was cut by two percentage points, partly compensating for the previously-introduced
enlargement of the tax base. These cuts will be mainly financed through tax amnesties,
the use of institutions outside the general government such as the newly created
Infrastrutture S.p.A. to finance public investment, a streamlining of state aids to the
Mezzogiorno, a freeze on new hiring, and a greater use of centralised purchases for the
public administration. Transfers to decentralised public entities will also be reduced

Italy: Demand and output

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros
Private consumption® 666.8 27 11 -0.3 0.9 22
Government consumption 199.7 17 22 19 12 10
Gross fixed investment 2121 6.5 24 -2.7 18 2.6
Machinery and equipment 1249 7.1 15 -4.4 13 21
Construction 87.2 5.6 37 -0.2 25 3.2
Residential 47.9 52 3.0 1.0 20 3.0
Non-residential 39.3 6.0 45 -15 31 36
Final domestic demand 1078.6 33 16 -04 12 20
Stockbuilding ® 7.1 -11 0.0 11 0.0 0.0
Total domestic demand 1085.7 21 16 0.7 11 20
Exports of goods and services 283.1 11.7 0.8 -14 6.0 7.7
Imports of goods and services 260.3 9.4 0.2 -01 5.0 6.3
Net exports® 22.8 0.8 0.2 -04 0.4 05
GDP at market prices 1108.5 29 18 0.3 15 25

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

at the beginning of 2003

Risks attach to the fiscal
side and to theloss
of reform momentum

Italy: External indicators

2000 2001 2002 2003 2004
$billion
Merchandise exports 240.6 242.5 249.1 281 307
Merchandise imports 230.6 226.5 231.7 258 280
Trade balance 10.0 16.0 175 22 27
Invisibles, net -154 -16.1 -26.6 -29 -30
Current account balance -54 -01 -9.1 -7 -2
Percentage changes

Merchandise export volumes® 10.2 0.3 -0.2 6.1 7.8
Merchandise import volumes? 8.3 -0.7 -0.2 4.8 6.3
Export performance® -26 -0.8 -15 -11 -0.9
Terms of trade -74 2.0 12 -0.2 -0.3

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

without curtailing the amount of services they are mandated to provide. Overal, struc-
tural measures of tax reduction and higher spending are mainly being compensated by
savings measures which are either one-off or whose effectiveness is dependent on
highly uncertain factors. For example, there are questions about the ability of decentra-
lised entities to improve productivity in providing services like health, and the extent of
participation in the tax amnesty. Regardless of how these measures turn out, the task of
consolidation beyond 2003 will prove more challenging.

A mild recovery is expected to start at the beginning of 2003. Capital spending
should pick up as the contribution of net exports turns positive in the first half of next
year, reflecting accelerating world trade growth. Investment will be assisted aso by
low real interest rates and, by 2004, a declining tax burden on business. The rebound
in consumption will be less marked, as income from labour slows down, while
already emerging increases in the household saving ratio will mute the impact of tax
cuts for lower-income households. Overall, output is expected to grow by 1% per
cent in 2003 and 2% per cent in 2004. The unemployment rate should stabilise at just
above 9 per cent. Inflation is expected to decline to under 2 per cent by 2004, thanks
primarily to decelerating unit labour costs reflecting higher productivity.

The main risk surrounding these projections attaches to the fiscal side. A relax-
ation of the Stability Pact’s commitments beyond the planned easing of fisca poli-
cies both in Italy and in other European Union countries might lead to arisein real
interest rates, especialy in Italy because of the high level of the debt, braking the
expected recovery of the economy. To offset higher interest payments associated
with higher interest rates, fiscal policy would have to be tightened again. Another
risk is that current tensions in the labour market might preclude a satisfactory out-
come for incomes policy and structural reforms. Such risks would be aggravated if
the external environment were to deteriorate. On the other hand, if uncertainty world-
wide dissipates rapidly, a more forceful acceleration of world trade and a decrease in
oil prices would lead to higher output and lower inflation.
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The economy has weathered the downturn relatively well and the recovery should compare favourably with that of the
other major European countries. Strong household demand has been a key element, supported by low interest rates and
rising housing wealth. Rapidly growing public expenditure is providing additional support to activity and will continueto
do so, being gradually supplemented by growing external demand and a revival of investment.

Monetary and fiscal policy have provided a stable macroeconomic environment to date. However the current surge in
house prices creates a dilemma for monetary policy as to whether to act before any potential bubble becomes a risk to
macroeconomic stability. The large increases in public expenditure, needed to address deep-seated structural problems
in education, health and transport, are not expected to break the authorities’ fiscal rules. However the government faces

a challengein ensuring that the higher spending is fully translated into better public services.

Output growth picked up in the second quarter to 2%2 per cent on an annualised
basis, following a stint of growth well below potential since mid-2001. Furthermore,
growth for the second quarter is estimated to have been reduced by about a
Ya percentage point as production was affected by the Jubilee celebrations. The com-
position of growth continues to reflect a “two-speed” economy; private and public
consumption have strongly supported activity, but business investment has shrunk
and net exports have generally been adrag on activity. The fall in manufacturing out-
put associated with these devel opments has been accentuated by the information and
communication technology producing sector where, despite its small share, fallsin
production have been so large as to affect the total. The unemployment rate continues
to hover just above 5 per cent.

than elsewhere

Low mortgage interest rates and rising house prices are playing a key rolein
household borrowing and spending. On the one hand, interest rates on mortgages
have fallen to a 37-year low. On the other hand, with house pricesrising at a rate
of 20 to 25 per cent annually, the size of mortgages has been rapidly increasing. Growth
in credit extended to households and mortgage equity withdrawal as a proportion of dis-
posable income are at their highest in more than a decade and household debt as a
proportion of income has reached record levels. The ratio of house prices to earnings

consumption

Growth continues to be higher

Low interest rates and rising
housing wealth are supporting

United Kingdom
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United Kingdom: Employment, income and inflation
Percentage changes from previous period

2000 2001 2002 2003 2004
Employment 13 0.8 0.5 0.3 0.6
Unemployment rate” 5.4 5.1 5.2 5.2 49
Compensation of employees 6.5 5.9 41 51 53
Unit labour cost 34 39 25 2.8 2.7
Household disposable income 53 7.0 35 49 53
GDP deflator 22 19 32 24 26
Consumer price index” 2.1 21 20 18 21
Private consumption deflator 0.7 04 11 18 21

a) Asapercentage of labour force.
b) Retail priceindex excluding mortgage payments RPIX.
Source: OECD.

is well above the long-run average, although it still remains below the peaks of the
property boom at the end of the 1980s. Despite the illiquid nature of most housing
wealth, the large house price increases have undoubtedly helped to counter the
impact of the sharp reduction in equity wealth on consumption.

Monetary policy continues The Bank of England’s Monetary Policy Committee has kept the repo rate at
to achieve theinflation target 4 per cent since November 2001. The key measure of inflation targeted by the mone-
tary authorities, the retail price index excluding mortgage payments (RPIX), indi-

cates that in the second and third quarter inflation edged down below the target of

2% per cent. However, at its November meeting the Monetary Policy Committee

considered it likely that inflation would temporarily rise above the target in the near

term as aresult of higher oil prices and an unusually large contribution from housing

depreciation. Given their assessment that the balance of risks for inflation is slightly

skewed on the upside, acut in interest rates in the near future seems unlikely despite

aweakening global outlook. In any case acut in interest rates might risk further fuel-

ling house prices. While the low base rate has been a major influence in reducing the

United Kingdom
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United Kingdom: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 42 6.1 51 5.4 6.0
General government financial balance® 39 0.7 -14 -14 -1.3
Current account balance® -20 2.1 -1.7 23 -30
Short-term interest rate® 6.1 5.0 4.0 4.2 5.0
Long-term interest rate 53 49 49 47 5.1

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

¢) 3-month interbank rate.

d) 10-year government bonds.

Source: OECD.

cost of borrowing for households, it has had less influence on the conditions for cor-
porate financing, where solvency concerns have prompted arise in yield spreads on
corporate bonds. In addition increased uncertainty, particularly associated with the
international environment, has weighed on investment decisions.

Implementation of ambitious plans for the reform and modernisation of public  Public spending continues to
services, addressing previous under-investment, is now fully under way. Accordingto  increase
the 2002 Spending Review, real resources made available for health, education and
transport will continue to rise substantially faster than total government expenditure.

Most notably, real annua expenditure increases of over 7 per cent are planned for the
health sector between the fiscal years 2002/03 and 2005/06. One risk in such rapid
expenditureincreasesisthat thereisaleakage into cost increases. Indeed, growth in the
deflator for government expenditure has exceeded that of the GDP deflator by an
unusually wide margin over the last couple of years, athough this may partly reflect
the difficulties of measuring government output and adjusting for quaity and produc-
tivity improvements, issues which become more apparent when nominal expenditureis
growing quickly. Partly due to cyclical developments and partly dueto afall off in tax

United Kingdom: Demand and output

1999 2000 2001 2002 2003 2004
Current prices .

billion £ Percentage changes, volume (1995 prices)
Private consumption 591.6 5.2 41 3.6 29 25
Government consumption 166.6 21 31 45 28 30
Gross fixed investment 153.5 19 0.3 -4.4 24 39
Public? 115 53 35 115 6.9 10.0
Private residential 338 0.8 -4.0 10.5 31 2.8
Private non-residential 108.2 18 0.9 -9.3 16 33
Final domestic demand 911.7 4.0 33 24 2.8 28
Stockbuilding ® 6.3 -0.1 -0.6 -0.1 0.1 0.5
Total domestic demand 918.0 39 2.6 23 30 3.2
Exports of goods and services 236.6 10.1 12 -1.1 42 7.8
Imports of goods and services 252.2 11.7 2.8 15 59 8.6
Net exports® -15.6 -1.1 -0.7 -1.0 -1.0 -1.0
GDP at market prices 902.5 31 2.0 15 22 25

a) Including nationalised industries and public corporations.
b) Contributions to changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD.
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Growth is projected
to pick up...

... though there
areimportant risks

United Kingdom: External indicators

2000 2001 2002 2003 2004
$hillion
Merchandise exports 284.5 276.2 284.6 310 341
Merchandise imports 3304 3245 329.7 368 408
Trade balance -45.9 -48.3 -45.1 - 58 -67
Invisibles, net 16.9 18.0 18.1 19 13
Current account balance -28.9 -30.3 -27.0 -39 -54

Percentage changes

Merchandise export volumes® 11.4 2.0 -15 34 8.0
Merchandise import volumes? 118 39 0.6 5.8 8.8
Export performance® -0.8 18 -2.7 -31 -0.3
Terms of trade 0.9 04 32 -0.2 0.0

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

revenues related to weaker asset prices (especially capital gainstax and lower corporate
tax revenues from financial companies), the 2001/02 surplus was weaker than expected
and net borrowing could reach 1% per cent of GDP in the 2002/03 financial year. How-
ever, in view of the current balance surpluses that have aready been accumul ated since
the gtart of this cycle, the budget should continue to satisfy the “golden rule” that over
the course of the cycle the government should borrow only to invest, even if net bor-
rowing of around 1%z per cent of GDP persists over the coming two years. The second
rule, that public debt should be stable and bel ow 40 per cent of GDP over the cycle, is
also not likely to be breached under this scenario.

For 2003, growth is projected to increase to about 2% per cent, in line with poten-
tial growth, and to be slightly above that in the following year. The increased growth
comes from a gradual rise in exports and stronger investment, while the contribution
from private consumption is projected to weaken gradually as house prices leve off.
Faster growth in total expenditure compared to that of mgjor trading partnersis likely
to lead to a marked deterioration in the current account deficit, which may reach 3 per
cent of GDP by 2004, with net exports continuing to have a negative impact on growth.
Inflation is likely to rise, but should remain somewhat below the target rate if, as
projected, monetary policy tightens gradually as from the end of next year.

The most significant domestic uncertainty in the near term lies with household
spending. If house prices continue to rise strongly relative to average earnings, con-
cerns about a re-run of the property bubble of the late 1980s will heighten. A subse-
guent collapse in house prices combined with continuing weakness in equity prices
could be particularly damaging to the maintenance of stable demand. In any case, the
high levels of borrowing mean that households are unusually sensitive to interest rate
movements, making it more difficult to predict the effect of any change in monetary
policy. The main external risks for the near term lie in developments in international
financial markets and the possibility of a more delayed pick-up in the United
Kingdom'’s export markets.
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After recovering vigorously from last year’s mild downturn, economic activity in Canada seems to have maintained its
momentum, in contrast to the United States. Employment growth has remained strong and is set to continue so, albeit at
a slower pace. Although some signs of softening have recently appeared, partly connected to global uncertainties, the
sustained expansion of consumer demand and a further pick-up of business investment should ensure that any
moderation will be mild and short-lived, and growth should return to above potential rates some time next year.

The budget surplus has declined significantly and is expected to remain modest in coming years, leaving limited room for
new spending. The monetary stance is still expansionary. With the economy already close to full capacity and core
inflation near the top of the target range, a gradual but steady monetary tightening will be required to keep price
pressures under control.

The Canadian economy has been doing extremely well so far this year, with  Economic activity has been
GDP growth clearly outpacing its US counterpart. After averaging over 5 per cent at  robust thusfar in 2002...
annual rates in the first two quarters of 2002, the pace of output growth seems to
have eased slightly during the summer. Activity has been driven essentially by
domestic demand. Consumer spending has been expanding at a healthy rate, sup-
ported by rising employment levels and incomes. Residential investment and spend-
ing on consumer durables, stimulated by last year’s interest rate cuts, have been
buoyant. And arebound of business investment (including investment in information
and communication technology) started in the second quarter.

One of the features of the current economic expansion has been the very robust ... accompanied by strong

labour market performance. Again in contrast to the United States, job creation has employment growth

been exceptionally strong, running at an annual rate of amost 4 per cent in the first

three quarters of the year. Employment growth has been broadly based across sec-

tors. It has been reflected both in a declining unemployment rate and in a significant

rise in participation rates across all gender and age groups, itself a sign of rising con-

fidence. Growth of labour productivity per worker has resumed in line with its

medium-term trend, in spite of the fact that a fairly high proportion of jobs created

have been of a part-time nature.

Canada
Growth has outpaced that in the United States Employment trends ar e even more diver gent
Year-on-year GDP volume growth Year-on-year employment growth
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Canada: Employment, income and inflation
Percentage changes from previous period

2000 2001 2002 2003 2004
Employment 2.6 11 19 19 17
Unemployment rate” 6.8 7.2 76 7.3 6.9
Compensation of employees 8.4 44 4.6 55 5.6
Unit labour cost 3.7 2.8 12 24 2.0
Household disposable income 6.9 44 5.2 55 5.8
GDP deflator 39 10 1.0 2.6 22
Consumer price index 2.7 25 2.2 27 23
Private consumption deflator 21 19 20 27 24
a) Asapercentage of labour force.
Source: OECD.

A moderate slowdown is A number of indicators of consumer and business confidence point to somewhat

expected in the shortterm  weaker growth in the second half of the year. But there is reason to believe that, if
there is a slowdown, it will be moderate and relatively brief, and economic activity
should start gathering strength again over the course of 2003. The main factors likely
to slow the economy in the very short term are external. The slowing pace of the
USrecovery is expected to make for more subdued export demand growth than in
previous upswings, while the combination of global uncertainty and the fall in stock
prices could induce a temporary postponement of consumer and busines spending
plans. In addition, the boom in residential construction may have already peaked in
the first half of the year, although there is little sign thus far of any retrenchment.
Most other domestic spending components, however, should continue to provide
impetus to the current upswing. Business investment should recover further, given
that profit margins have already risen above historical averages, capacity utilisation
rates are high and demand is still robust. Moreover, having a smaller information and
communications technology sector than the United States, Canada is less likely to be
feeling the impact of a capital overhang. Meanwhile, employment is expected to con-
tinue to expand, albeit probably at a slower rate, and this will support consumer

Canada

Inflation isrising The budget surplus has declined substantially
Year-on-year change
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Source: Statistics Canada.
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Canada: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 48 4.6 53 53 5.7
General government financial balance® 31 18 0.6 05 0.6
Current account balance® 26 2.8 1.9 22 2.4
Short-term interest rate’® 5.8 40 26 35 45
Long-term interest rate® 59 55 52 5.4 6.0

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

¢) 3-month deposit rate.

d) 10-year government bonds.

Source: OECD.

spending. Finally, firms have already started to rebuild their inventories and are
expected to keep doing so in view of expanding demand.

The present macroeconomic policy settings are also still broadly supportive of Monetary policy is still
economic activity and are therefore helping to offset the impact of weaker external  expansionary, but will have
demand. Even though the Bank of Canada raised policy rates by atotal of 75 basis to betightened
points between April and July, the monetary stance is still rather expansionary, with
short-term market rates only slightly above core inflation. The headline consumer
price inflation rate rose significantly during the summer, although partly as a result
of temporary factors, and it appears poised to rise further in coming months as a
result of higher energy prices. Core inflation has also risen and is expected to remain
above the mid-point of the Bank of Canada’s target range throughout the projection
horizon. In light of the projection that output growth will again exceed its potential
rate of alittle more than 3 per cent per year and that unemployment will decline to

Canada: Demand and output

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion CAD

Private consumption 561.0 3.7 2.6 2.6 29 29
Government consumption 185.3 23 33 19 2.7 2.6
Gross fixed investment 195.3 6.5 17 34 39 53
Public® 26 30 115 104 5.7 49
Residential 459 35 4.7 12.7 -3.1 0.7
Non-residential 126.8 8.2 -1.1 -15 6.7 7.3
Final domestic demand 941.6 4.0 25 26 3.0 33
Stockbuilding® 5.3 0.4 -1.3 0.4 0.1 0.1
Total domestic demand 946.9 45 1.0 29 3.2 34
Exports of goods and services 421.8 8.0 -38 16 6.1 7.6
Imports of goods and services 388.2 8.2 -5.8 0.3 6.8 7.8
Net exports® 33.6 0.3 0.6 0.6 0.1 0.4
Error of estimate” 0.0 00 01 0.0 0.0 0.0
GDP at market prices 980.5 45 15 33 31 35

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

a) Excluding nationalized industries and public corporations.

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

Source: OECD.
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Budget surpluses have
declined, so that room for new
spending islimited

Growth is expected to
accelerate again sometime
in 2003

Canada: External indicators

2000 2001 2002 2003 2004
$hillion
Merchandise exports 286.5 268.0 263.3 290 318
Merchandise imports 244.7 226.5 2275 251 277
Trade balance 41.8 414 35.8 38 41
Invisibles, net -231 -21.9 -22.2 -22 -21
Current account balance 18.6 195 13.6 17 20

Percentage changes

Merchandise export volumes® 9.0 -43 1.4 6.0 7.8
Merchandise import volumes?® 9.5 -59 11 7.0 8.2
Export performance® -43 -06 -14 -06 -03
Terms of trade 4.8 -07 -25 05 0.0

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

around its estimated structural rate of 6% per cent by the end of 2004, monetary policy
is assumed to be progressively tightened over the next two years.

The general government budget surplus has declined substantially since 2000,
partly as aresult of last year's slowdown but also due to past tax cuts. The surplusis
expected to remain at relatively modest levelsin the coming two years, as favourable
cyclical effects will be largely offset by the impact of further, already scheduled tax
cuts (mostly for corporations) and by rising spending pressures. The federal govern-
ment has recently announced its intention to implement new spending initiatives for
health care, infrastructure investment in cities and increased child benefits: details
will probably be included in the next budget, expected in February. In addition, as
the health system comes under review, the government may face pressure to further
increase transfers to the provinces, which have also seen their budget positions dete-
riorate and are planning tax cuts of their own. However, the room to accommodate
spending increases will be limited if the government also wants to honour its
commitment to avoiding budget deficits.

Economic activity is projected to strengthen gradually again over the course of
the next year and in 2004 as the pace of the global recovery picks up. The current
account surplusis estimated at around 2 per cent of GDP in 2002 and is expected to
rise moderately over the next two years, benefiting from terms-of-trade gains. The
risks are relatively balanced. On the one hand, a more pronounced or protracted
US slowdown could lead to weaker exports. On the other hand, the Canadian econ-
omy, already close to full capacity, could easily overheat if the US recovery were to
pick up rapidly and a surge in exports were superimposed on the continuing vigorous
expansion of domestic demand.
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The economy continued to perform strongly in the first half of 2002, as buoyant domestic demand more than offset the
weakness of exports. With monetary conditions remaining supportive and the global environment expected to improve,
economic growth is projected to remain robust, despite the current farm drought and a likely downturn in the residential
property sector. The labour market may improve further, while the combination of wage moderation and sizeable
productivity gainswill help keep labour costs and inflation under control.

The favourable economic outlook should permit a more neutral setting of monetary and fiscal policies, to lock in price
stability and ensure budget balance over the economic cycle. Further decentralisation of wage bargaining should help to
lower the still high structural unemployment, while reform of the income support system should aim at strengthening the
incentives of welfare recipients to participate in gainful employment.

Total domestic demand grew at an annual rate of 5%z per cent in the first half Domestic demand is buoyant
of 2002, driven by buoyant private consumption growth, continued strong residential
congtruction and a marked pick-up in business investment. Domestic demand was under-
pinned by high levels of business and consumer confidence, historically low interest rates
and a generous subsidy to first-time home buyers. Net exports subtracted from GDP
growth in line with the wesk external environment and strong domestic demand.

Employment recovered in the first three quarters of 2002, mainly reflecting argpid  Employment is growing
increase in part-time jobs, wheress full-time employment growth was below itslong-run  and inflation low
average. At around 6% per cent, the unemployment rate still exceeded OECD’s estimates
of gtructural unemployment. Consumer priceinflation stayed just at the upper end of the
Reserve Bank's 2 to 3 per cent inflation target range in the first three quarters of 2002,
with underlying inflation measures being somewhat lower. Good inflation performance
was underpinned by wage moderation and very strong labour productivity growth.

With short-term interest rates at their lowest levelsin aimost 30 years and the  Monetary policy remains
economy remaining strong, the Bank decided to move to a less expansionary mone- accommodating...
tary policy setting and raised the cash rate in May and June 2002 by altogether
50 basis points to 4.75 per cent. This still |eft monetary conditions supportive of eco-
nomic activity, but in view of global uncertainties the Bank has kept the cash rate

Australia
Monetary conditions remain supportive Domestic demand has surged
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Source: OECD.
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Australia: Demand, output and prices

1999 2000 2001 2002 2003 2004

C it prices
urrent p Percentage changes, volume

billion AUD

Private consumption 365.3 29 34 4.3 3.7 35
Government consumption 111.0 54 17 3.0 24 21
Gross fixed capital formation 143.0 0.6 -25 9.3 45 5.6
Final domestic demand 619.3 2.8 18 51 37 37

Stockbuilding # 44 -0.6 -0.3 0.0 0.1 0.2
Total domestic demand 623.8 22 15 51 38 39
Exports of goods and services 113.8 10.7 11 23 75 7.7
Imports of goods and services 130.3 7.1 -4.1 9.8 7.8 8.1

Net exports ® -165 0.6 12 -16 -02 -02

Statistical discrepancy 2 0.0 0.3 0.1 0.1 0.1 0.1
GDP at market prices 607.2 32 2.8 35 37 38
GDP deflator _ 4.2 33 29 2.7 25
Memorandum items
Consumer price index _ 45 44 3.0 29 2.7
Private consumption deflator _ 32 35 25 25 2.6
Unemployment rate _ 6.3 6.7 6.3 6.1 6.0
Household saving ratio® _ 4.0 35 25 3.0 3.3
General government financial balance® _ 0.3 0.0 0.1 0.4 0.8
Current account balance® -34 -20 -3.0 -2.9 -2.8

Note: National accounts are based on official chain-linked data. Thisintroduces a discrepancy in the identity between
real demand components and GDP. For further details see OECD Economic Outlook Sources and Methods,
(http:// www.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) Asa percentage of disposable income.

c) Asapercentage of GDP.

Source: OECD.

unchanged since. A return to more neutral monetary conditions isincorporated in the
projections for 2003-04.

... whilefiscal policyis Following the counter-cyclical loosening of the fiscal stance in 2001, which
tightening entailed a federal deficit of 0.2 per cent of GDP in fiscal year (FY) 2001/02, the
Commonwealth budget projects areturn to a small surplusin FY 2002/03 and larger
ones thereafter. This is in line with the government’s objective of budget balance
over the economic cycle. It implies amildly contractionary fiscal policy stance over

the projection period.

Growth should be rapid with With leading indicators favourable and the policy environment conducive to
low inflation and  robust activity, the economy is projected to grow broadly in line with potential out-
employment gains  put. Improving labour markets, rising real-estate wealth and comparatively low debt-
servicing costs for households should support consumer confidence and private con-
sumption. Dwelling construction is likely to start falling in 2003-04, given reduced
subsidies to first-time home buyers, rising house prices, higher vacancy rates and
falling rental yields. But surveys suggest that business investment growth is rising,
underpinned by low financing cost, healthy company profitability and low corporate
debt. Exports are expected to recover in line with export markets. Together with fur-
ther terms-of-trade gains, this may keep the current externa deficit below 3 per cent
of GDP. Although the current drought will substantially curtail farm output, GDP
may nevertheless grow at arate of around 3% per cent over 2003 and 2004.



Developmentsin individual OECD countries - 67

Economic activity has been slowly picking up since the end of 2001. However, the expansion has mainly been supported
by firmer export growth, as domestic demand has remained weak and imports have fallen. Growth should firm from
mid-2003 as world trade recovers, but unemployment is unlikely to begin falling before 2004.

The general government budget, which was balanced in 2001, is likely to be in deficit this year by about 1% per cent of
GDP, and improve only marginally in 2003. A durable path towards a balanced budget requires both the full
implementation of planned fiscal consolidation measures at all levels of government and the replacing of one-off revenue

measures with lasting savings.

The economy has been slowly picking up since the end of 2001. Private con-
sumption growth has remained weak, with real income growth held back by lower
employment and modest real wage growth. Higher inventories and low capacity util-
isation have led to a contraction of investment in machinery and equipment, while
the growth of construction investment has remained slow. Consequently, imports
have been falling and this, together with amild pick-up in exports, has accounted for
positive output growth. Neither business nor consumer confidence point to a rapid
recovery in the remainder of 2002.

Employment continued to contract in 2002, as labour shedding spread to most
sectors, while the labour supply has been boosted both by the higher retirement age
and by the increased number of foreign seasonal workers. As aresult, the registered
unemployment rate has increased to nearly 7%aper cent or 1% percentage point
higher than its cyclical low at the end of 2000. Nevertheless, hourly wage growth has
remained at around 3 per cent. Consumer price inflation (measured by the harmon-
ised index of consumer prices) came down to 1%z per cent by mid-2002, as oil price
increases abated and tax effects disappeared, before increasing somewhat. Underly-
ing inflation (excluding energy and food items) has remained above 2 per cent.

The general government budget is deteriorating under the impact of slow eco-
nomic growth. In addition, recent data indicate some spending slippage, particularly
at the local government level, and revenue shortfalls for 2002. Moreover, extra

Economic activity has been
only slowly gathering pace...

... but growth has not been
sufficient to prevent further
increases in unemployment

A substantial general
government deficit has emerged
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Austria: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 112.3 25 14 0.7 16 22
Government consumption 38.7 0.9 -0.3 0.1 0.5 0.9
Gross fixed capital formation 45.8 5.1 -34 -2.8 29 4.2
Final domestic demand 196.8 2.8 -0.1 -0.2 17 24

Stockbuilding 15 -0.3 0.0 -0.1 0.0 0.0
Total domestic demand 198.3 24 -0.1 -0.3 17 24
Exports of goods and services 89.6 12.2 55 -0.9 6.1 7.4
Imports of goods and services 91.3 111 34 -2.7 5.8 7.2

Net exports® -17 0.5 11 09 0.3 0.3
GDP at market prices 196.7 3.0 10 0.7 19 26
GDP deflator _ 12 17 12 16 17
Memorandum items
Consumer price index _ 20 23 17 16 17
Private consumption deflator _ 15 23 13 1.6 17
Unemployment rateb _ 4.7 49 5.6 5.7 53
Household saving ratio ® _ 6.7 55 6.2 6.1 6.4
General government financial balance? _ -17 0.0 -1.6 -14 -0.8
Current account balance -2.6 -2.2 -0.8 -0.7 -0.6

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 disposable income.

d) Asapercentage of GDP.

Source: OECD.

spending to the amount of about % per cent of GDP —in both 2002 and 2003 —
results from this summer’s flooding and next year’s stimulus package. Overall, the
general government balance is likely to record a deficit of around 12 per cent of
GDP in 2002 and improve only marginally next year as aready legislated tightening
will be offset by additional spending. Automatic stabilisers and a resumption of the
medium-term fiscal consolidation strategy should bring the deficit to below 1 per
cent in 2004.

Economic activity isonly The pace of economic activity will remain modest until mid-2003, when it is
expected to gather pace after  projected to accelerate as the effects of supportive monetary conditions come
mid-2003... through and as world trade recovers. Private consumption growth should pick up as
real disposable income gathers pace. Higher demand and improving profits are
expected to stimulate the growth of investment in machinery and equipment. Activity
in the construction sector should be boosted until mid-2003 by flood-related spend-
ing, but subsequently come down as the sector continues its downsizing. In sum,
economic growth is projected to be less than 1 per cent in 2002 and about 2 per cent
in 2003, exceeding the economy’s potential growth rate only in 2004. Consequently,
unemployment will continue to increase in 2003 and only be reduced significantly
in 2004. The inflation outlook should remain subdued.

... although much depends on The recovery may be postponed if the expected acceleration of international
arecoveryinworldtrade activity is delayed. On the other hand, the tourism sector may benefit from a change
in travel behaviour in response to increased global security concerns.
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Economic growth islargely determined by inter national demand conditions and islikely to remain weak until early 2003.
Thereafter growth is projected to pick up to 2% per cent in 2004 in line with a recovery of export markets. Underlying
inflation is likely to fall to 1% per cent, reflecting lower increasesin unit labour costs.

Fiscal policy has sought to offset the cyclical deterioration in the budget position and sustained consolidation will be
reguired over the coming yearsto keep debt reduction on track.

Economic activity recovered slowly in the first half of 2002, from the trough  The economy is slowly

reached at the end of 2001. Destocking in the business sector became less severeand  recovering
exports and private consumption improved somewhat. Weak business investment,
however, has weighed on the recovery. Firms still appear to be working off past
over-investment and are adopting a cautious attitude to new capital spending.
Employment has continued to contract slowly, lifting the unemployment rate to
6.9 per cent in recent months, around the OECD estimate of its structural rate.
Underlying inflation has fallen to 2 per cent in recent months, reflecting the passing
of the indirect effects of the 2001 energy and food price shocks but also the abolition
of the television licence fee in Flanders and Brussels (reducing inflation by
0.3 percentage point in 2002 and 2003). Headline inflation has fallen more sharply, to
only 1% per cent. After steadily improving since late last year, business confidence has
been deteriorating since June, reflecting a correction to earlier over-optimism. Manu-
facturers' export orders have been declining since May, falling back almost to the
low levels recorded in late 2001. Consumer confidence has also been declining since
May to levels that point to weak growth in consumption expenditures in coming
months, although it remains more resilient than in neighbouring countries.

Unit labour cost increases in the business sector are likely to amount to 6% per cent  There hasbeen aloss
in 2001-02. Thisincrease is 1% percentage points greater than estimated for Belgium’s  of cost competitiveness
three main neighbours. It is assumed that wage increases for 2003-04, to be agreed by the
end of 2002, will maintain cost competitiveness against these three countries.

Belgium
Business confidence has weakened Underlying inflation has started to fall
Per cent % balance Per cent Per cent
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Belgium: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices .
Y P Percentage changes, volume (1995 prices)

billion euros

Private consumption 126.6 33 1.0 0.6 19 24
Government consumption 50.0 24 21 15 19 2.0
Gross fixed capital formation 49.6 32 0.5 -2.2 2.2 33
Final domestic demand 226.2 31 11 0.2 20 25

Stockbuilding * -05 0.2 -0.5 0.6 0.0 0.0
Total domestic demand 225.7 33 0.5 0.8 20 25
Exports of goods and services 178.4 85 12 -0.8 51 6.6
Imports of goods and services 168.3 8.3 0.8 -0.8 52 6.5

Net exports® 10.1 05 0.3 -0.1 0.2 05
GDP at market prices 235.8 3.7 0.8 0.7 21 28
GDP deflator _ 13 19 28 16 18
Memorandum items
Consumer price index _ 2.7 24 1.6 14 17
Private consumption deflator _ 23 25 19 17 17
Unemployment rate _ 6.9 6.6 6.9 6.9 6.8
Household saving ratio® _ 134 13.0 145 14.3 13.7
General government financial balance® _ 0.1 04 0.0 0.0 0.5
Current account balance® 338 3.8 5.8 5.8 6.0

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.

Source: OECD.

Much of the cyclical The government has taken steps, mainly on the expenditure side, to maintain the
deterioration in the budget budget near to balance in 2002, despite the cyclically weak economy. Thisis
balanceisbeing offset  intended to ensure that savings in debt interest payments from declining public debt
are fully available for further fiscal reform. Personal income tax reform, which is
being phased in over 2002-06, is expected to reduce tax revenue by 0.3 per cent of
GDP per year in 2002-03 and by 0.1 per cent of GDP in 2004. There have been small
reductions in employers’ social security contributions in 2002-03, following much
larger cuts over the 1999-2001 period. The corporate income tax rate is being cut
in 2003, but this has no effect on the budget balance as there is a compensating
widening of the corporate profits tax base.

Therecovery should strengthen Economic growth is projected to remain weak until early 2003 but to pick up
during 2003 subseguently as the international economy recovers, lifting growth to 2% per cent
in 2004. While this will reduce the output gap, it will remain negative. Employment
growth is likely to remain weak until mid-2003, holding the unemployment rate at
around 7 per cent in 2003, but should subsequently recover more strongly. Underly-
ing inflation is projected to fall to around 1% per cent in 2004. The main risk to this
outlook is the timing and strength of the international recovery. There is aso arisk
that households may not spend the proceeds of personal income tax cuts, which
would weaken the pick-up in consumption.
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Czech Republic

Growth has slowed to about 2% per cent in 2002, essentially reflecting a slowdown of external demand as private
consumption has remained robust and public consumption increased strongly. Falling food prices and an appreciating
currency have contributed to a marked decline in inflation. The big drop in tourism receipts in the aftermath of recent
floods can be expected to be reversed and the pace of expansion is projected to pick up in 2003 and 2004, following a
broadening recovery in western Europe.

The fiscal policy stance has loosened excessively this year and should be tightened. International competitiveness has
remained weak, despite strong disinflation and even though the authorities have managed to limit exchange-rate
appreciation in the face of massive foreign direct investment inflows. A determined pursuit of structural reformsis
needed to improve the performance of the domestically-owned corporate sector, increase trend productivity growth and
bolster international competitiveness.

Export growth has slowed steadily since the last quarter of 2001, due both to Foreign trade has decel erated
weakening external demand and deteriorating competitiveness. However, the mer-  strongly while inflation
chandise trade balance improved, as exports slowed less than imports, which were  has declined
curtailed by depressed investment of domestic companies. Massive foreign direct
investment (FDI) inflows continued, reflecting the privatisation of large utilities and
strong incentives for greenfield projects. Headline inflation fell below 1 per cent in
July and August while core inflation became negative, reflecting a strong currency
appreciation vis-a-vis the euro. Registered unemployment increased rapidly even
though unemployment as measured by labour force surveys declined, suggesting that
the Czech benefit system still provides incentives for voluntary unemployment.

Fiscal policy ison astrongly expansionary path, with the general government  Fiscal policy isexpansionary
deficit expected to double this year to almost 6 per cent of GDP (on an adjusted Gov-  and monetary conditions tight
ernment Finance Statistics basis), reflecting stagnant tax revenues and strong growth
of spending driven by the electoral cycle, but also due to the fiscal consequences of
massive floods. Buoyant FDI inflows and expectations of accession to the European
Union have pushed up the koruna and contributed to the tightening of monetary con-
ditions. The central bank prevented an even stronger appreciation by cutting policy

Czech Republic
Foreign direct investment hasremained strong Competitiveness has been eroded
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1. Current plus previous 3 quarters.

2. Unit labour costs in manufacturing in US dollars relative to aweighted average of those of trade partners. An increase in the index indicates a deterioration of the competitive
position.

Source: Czech Nationa Bank; Czech Statistical Office; OECD.
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GDP growth will accelerate
in 2003 and 2004

Eroding competitivenessis a
risk, asisa weaker European
recovery

Czech Republic: Demand, output and prices

1999 2000 2001 2002 2003 2004

C t pri .
urrent prices Percentage changes, volume (1995 prices)

billion CZK

Private consumption 1019.2 25 39 35 32 3.7
Government consumption 3733 -1.0 0.3 4.8 25 1.0
Gross fixed capital formation 528.3 53 7.2 33 3.7 41
Final domestic demand 1920.8 27 43 37 33 34

Stockbuilding # 5.8 13 0.7 -0.6 0.1 0.2
Total domestic demand 1926.6 4.0 49 3.0 33 36
Exports of goods and services 1152.6 17.0 12.3 37 7.0 9.9
Imports of goods and services 1176.9 17.0 13.6 4.1 6.6 9.3

Net exports® -243 -10 -20 -08 -03 -03
GDP at market prices 1902.3 33 33 25 33 36
GDP deflator _ 11 53 26 28 33
Memorandum items
Consumer price index _ 39 4.8 21 25 31
Private consumption deflator _ 2.8 3.7 12 18 25
Unemployment rate _ 8.9 8.2 7.4 7.4 7.4
Household saving ratio® _ 9.2 87 116 131 137
General government financial balance®d _ -3.3 -2.8 -5.7 -6.3 -5.7
Current account balance® -53 -4.6 -4.2 -43 -4.2

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

c) Asapercentage of GDP.

d) On the GFS basis; excluding privatisation revenues and expenditures on transformation institutions.

Source: OECD.

interest rates to all-time low levels, by intervening in the foreign exchange market and
by sterilising privatisation-related inflows in co-operation with the government.

GDP growth in 2002 is expected to slow to 2%z per cent in response to subdued
European demand and new market uncertainties. Due to sluggish external demand
and weakened competitiveness, exports are likely to have decelerated further in the
second half. In 2003, recovery in western Europe and improved production potential
resulting from ongoing industrial restructuring driven by FDI firms should result in
an export-driven rebound, with GDP growth picking up to 3% per cent in 2003 and
3% per cent in 2004.

The competitiveness of domestically-controlled firms has been hit especially
hard by the strength of the koruna, and there are risks to the economic expansion
from further competitiveness losses. These would be exacerbated by a delayed
recovery in western Europe. Domestic risks to the expansion are centred on the pos-
sible adverse reaction of confidence to the large public sector deficit, and possible
supply-side problems related to inadequate work incentives, continuing infrastruc-
ture bottlenecks and lagging productivity performance in domestically-owned com-
panies. Conversely, policies to effectively address these problems could lead to
stronger growth.
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Denmark is already enjoying a recovery in private consumption and stronger exports. The pace of activity is projected to
pick up gradually as the international situation improves and firms regain sufficient confidence to increase investment
and expand employment. But unemployment is already lower than its structural rate and labour shortages accompanied

by accelerating wages could re-emerge as the expansion quickens.

The authorities continue to steer a prudent fiscal course, and the “ tax freeze” should help to constrain public
consumption growth in the face of strong upward pressures. Recent initiatives to get more people into work and reduce

reliance on benefits are welcome, and further reformsto boost participation should be pursued.

Private consumption growth has at last picked up pace, reaching an annualised
rate of almost 3%z per cent in the first half of this year, with a surge in purchases of
new cars and other durable items. Exports have significantly outperformed market
growth, expanding by more than 7 per cent in the first semester. But business sector
indicators present a somewhat mixed picture for production in the second half
of 2002, which may lead to a postponement of some business investment plans. Nev-
ertheless, additions to capacity over the past year have boosted labour productivity,
while labour that was hoarded during the slowdown is now being used to respond to
higher demand. Private sector employment has remained stable this year, while job
creation has continued in the public sector, albeit at a reduced annua pace of around
% per cent, leaving the standardised unemployment rate at 4% per cent. Compensa-
tion per employee has decelerated slightly, but overall the labour market remains
relatively tight, with actual unemployment below estimated sustainable levels.

The government is expected to maintain the current neutral cyclically-adjusted
budget stance over the projection period, with the budget surplus rising to nearly
3 per cent of GDP by 2004 as output growth accelerates. However, new rules on tax-
ation of pension fund yields make public revenues more sensitive to movements in
stock prices than in the past, increasing their volatility. The government’s “tax
freeze” is designed to put downward pressure on public expenditure growth. How-
ever, this may prove quite difficult to achieve given only indirect mechanisms for
controlling the behaviour of individual local authorities and the government’s stated

Recovery is underway

Fiscal policy isneutral

Denmark
Consumption growth ispicking up Indicators of business climate are mixed
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1. 4-quarters moving average.
Source: Statistics Denmark; OECD.
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Denmark: Demand, output and prices

1999 2000 2001 2002 2003 2004

C it pri .
urrent prices Percentage changes, volume (1995 prices)

billion Dkk

Private consumption 597.5 -0.3 0.8 22 20 2.2
Government consumption 313.9 0.6 12 13 0.8 09
Gross fixed capital formation 248.1 10.7 -0.2 0.5 15 34
Final domestic demand 1159.5 24 0.7 16 15 22

Stockbuilding -32 0.2 04 -0.3 0.1 0.0
Total domestic demand 1156.3 2.6 11 13 16 22
Exports of goods and services 459.6 115 3.7 4.3 6.1 7.1
Imports of goods and services 402.3 11.2 43 4.1 5.7 6.9

Net exports® 57.3 0.6 -0.1 0.3 04 04
GDP at market prices 12136 3.0 10 15 20 25
GDP deflator _ 37 28 15 23 21
Memorandum items
Consumer price index _ 29 2.4 24 2.0 2.2
Private consumption deflator _ 3.0 21 24 21 2.2
Unemployment rate _ 44 4.3 4.3 42 41
Household saving ratio® _ 4.0 5.3 48 53 49
General government financial balance® _ 25 30 22 24 29
Current account balance® 1.6 25 24 238 29

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.

ambitionsin health and education. Recent policy initiatives to reduce reliance on var-
ious forms of income support by strengthening work incentives go in the right direc-
tion but are only expected to deliver a slight reduction in public expenditures within
the time horizon of the projections.

Monetary conditions will Monetary policy largely mirrors developments in the euro area, with the
support growth  National Bank making minor adjustments when necessary to keep the krone within
narrow bands around its central parity vis-a-vis the euro. Monetary conditions may
remain relatively easy over the projection period, given Denmark’s cyclical position
relative to the euro area.

The pace of activity is projected The economy is projected to expand at a gradually accelerating rate from
to pick up steadily around 1%z per cent in 2002 to about 2% per cent by 2004. Household finances are
projected to sustain private consumption growth of around 2 per cent each year,
while export prospects should brighten significantly with the projected pick-up in
world trade as Denmark consolidates its recent gains in export market share. These
factors are expected to provide a modest impetus to business investment. But housing
investment may remain relatively sluggish, despite some pressures in certain urban
areas and policy measures to boost construction of socia housing.

Labour shortages with The gathering momentum in activity is projected to feed through into modest
accelerating wages arethe  increases in employment. With unemployment expected to decline further below the
main risk structural rate, some wage acceleration is likely. Tight labour markets remain the
predominant risk to the outlook, and further policy initiatives to increase labour

supply would help.
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Output growth continues to be volatile, with a surge in the second quarter mainly due to exports. As international
demand picks up, GDP growth should reach 3 per cent next year, in line with potential, and may exceed it in 2004. If the
export recovery is delayed there is a risk of labour shedding and weakening domestic demand, which until now has held
up reasonably well.

The general government account has remained in surplus. However, slippage against fiscal targets needs to be
addressed, especially given a rapidly ageing population. In this context, the recent agreement on pension reform, which
increases incentives to work longer and provides adjustments to reflect increasing life expectancy, is welcome. Further
improvements in the labour market will require additional reform of the tax and benefit systems to raise work incentives
and increase demand for low-skilled workers.

Quarterly movements in output remain amongst the most volatile of any The economy grew strongly
euro-area country. After afall of 0.7 per cent in the first quarter of 2002 (quar- in the second quarter
ter-on-quarter), real GDP rose by 2.1 per cent in the second, mainly due to a pick-up
in exports but with private consumption aso strengthening. The rise in exports was
mainly due to electronic and paper products, with production by the electronic equip-
ment and forestry industries up 22 and 3%z per cent, respectively, over the previous
year. This recent surge in output follows growth in 2001 of only 0.7 per cent, well
below the euro-area average for the first time since 1993. Nevertheless, the unem-
ployment rate has remained broadly stable, partly reflecting labour hoarding in antic-
ipation of the upturn. Thisin turn has supported continued growth in real disposable
income and consumption. Inflation, as measured by the harmonised index of con-
sumer prices, has remained close to the euro-area average over the last year and
dipped in September to 1.4 per cent.

In 2002, the general government surplus is estimated to have fallen to 3¥aper  The government surplus
cent of GDP, half the level of 2000, due to the slowdown in economic activity, continuesto fall from
income tax cuts and a fall-off in exceptionally high revenues on capital gainsand therecord high in 2000
stock options. The central government surplusis likely to be below the target of 1%
to 2 per cent of GDP in 2002 and again in 2003, when the government budget pro-
posal foresees surpluses of only 1 per cent and ¥z per cent of GDP, respectively.

Finland
Industrial production and business confidence are up Sectoral differences persist1.2
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1. Seasonally adjusted data, growth over same period of previous year.
2. Electrical includes el ectronic and optical equipment.
Source: Statistics Finland and Confederation of Finnish Industry and Employers.
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Finland: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 61.1 2.6 11 25 21 24
Government consumption 26.1 -0.2 21 2.0 1.8 1.9
Gross fixed capital formation 22.8 39 4.0 -2.3 -0.1 29
Final domestic demand 110.1 2.2 19 14 16 24

Stockbuilding # -01 13 -0.8 -0.6 0.3 0.3
Tota domestic demand 110.0 3.7 1.0 0.6 19 2.8
Exports of goods and services 45.6 20.1 -2.2 26 7.0 8.7
Imports of goods and services 355 16.0 0.1 -0.9 6.7 8.2

Net exportsa 101 35 -1.1 1.6 11 14
GDP at market prices 120.5 6.1 0.7 16 32 38
GDP deflator _ 2.6 3.0 14 2.1 2.4
Memorandum items
Consumer price index _ 3.0 2.7 17 2.0 18
Private consumption deflator _ 39 29 17 2.0 18
Unemployment rate _ 9.8 9.2 9.3 9.5 9.4
General government financial balance® _ 7.0 4.9 32 29 36
Current account balance® 7.4 6.4 6.5 6.5 7.6

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.

There has also been slippage against expenditure targets. Although government
finances appear strong relative to most other euro-area countries, these slippages
will need to be addressed as population ageing in Finland is among the most rapid
in the OECD.

Therecovery should strengthen The volatility of output makes the strength and sustainability of the recovery
asforeign demand picksup going forward difficult to judge. Business confidence fell in the second quarter, but
remains much higher than in 2001. As the globa economy strengthens next year, the
associated boost to exports should ensure output growth rising to around 3 per cent
in line with potential growth. It could move above that in 2004 as business fixed
investment revives. Neverthel ess, the unemployment rate may not fall much. It could
remain above 9 per cent and would thus continue to exceed the euro-area average.
The persistence of slack should ensure a further fall in inflation in the short-term, but
further progress will depend on a moderate outcome of the centralised wage round
currently in progress.

The major uncertainty The major concern is whether the recent strength in export growth will be sus-
concernsthe strength of  tained. Much depends on the performance of information and communication tech-
international demand nology based exports, which have weathered the industry-wide downturn relatively
well. However, prospects for the industry in 2003 and beyond depend on a positive
international reaction of consumers to third-generation mobile telephony. If the pick-
up in international demand is delayed there is arisk that employment will suffer,

with knock on effects on domestic demand.
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Following a brief slowdown in 2002, growth is projected to recover to around 4 per cent in 2003 and 2004, reflecting
buoyant domestic demand and stronger export demand. This should lead to a further decline in the still-high
unemployment rate. Inflation is expected to decelerate over the projection period, influenced by lower food and energy
prices. Inflationary pressures remain, though, because of the strong cyclical position of the economy.

Further efforts to control primary government expenditure are required to reduce the still high debt-to-GDP ratio and
ensure fiscal sustainability. Recent reforms of the social security and tax systems are steps in that direction. More rapid
progress in addressing the remaining structural rigiditiesin the labour market, a faster opening of network industries to
competition and bold reforms in public administration would help towards the convergence of incomes to European
Union levels.

In the first half of 2002, weak export markets were more than offset by invest-  Growth has been strong but is
ment-led domestic demand, underpinned by low real interest rates, the inflows from  expected to ease somewhat...
the Third Community Support Framework and preparations for the 2004 Olympic
Games. Private consumption was further buoyed by still-rapid credit growth, as well
as by generous wage awards, tax cuts and income-supporting measures. Activity in
the second half of the year appears to have weakened, and for 2002 as a whole, real
output growth is expected to slow to 3%z per cent, still well above the euro-area aver-
age. The unemployment rate is expected to fall to around 10 per cent.

Adverse weather conditions and the euro change-over resulted in aspikeinthe har- ... and inflation has remained
monised consumer priceindex early in 2002 and inflation has averaged around 4 per cent  high
in the first nine months of the year. Underlying inflation has also remained stubbornly
high, at 3.7 per cent in September, with the average differential versus the euro area
standing at 14 percentage points. Service prices have risen particularly sharply.

Monetary conditions remained easy in the course of the year, with real short- Monetary conditionsremained
term interest rates estimated to average around zero in 2002. Consumer credit expan-  easy...
sion has shown signs of slowing, but the demand for mortgages has remained robust,
growing by around 40 per cent in August 2002 (year-on-year basis).

Greece
Theinflation differential persists Monetary conditionsremain easy
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1. Harmonised index of consumer price. Year-on-year percentage change.
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3. Year-on-year percentage change. Previsiona datafor August 2002.

4. Three-month interest rate. From January 2001, three month Euribor. Deflated using the harmonised index of consumer price.
Source: OECD; Bank of Greece.
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Greece: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 79.8 2.7 32 29 31 32
Government consumption 17.3 23 05 16 -0.3 0.2
Gross fixed capital formation @ 245 8.0 5.9 6.9 9.5 6.7
Final domestic demand 121.6 37 34 36 42 37

Stockbuilding ®° -04 0.3 0.1 0.0 0.0 0.0
Tota domestic demand 121.2 40 35 36 42 37
Exports of goods and services 231 19.7 -1.3 0.6 6.2 7.0
Imports of goods and services 315 145 -1.9 15 6.6 5.6

Net exports® -84 01 03 -03 -06 -01
GDP at market prices 112.8 4.2 41 36 39 38
GDP deflator _ 34 34 34 32 31
Memorandum items _
Consumer price index _ 29 37 38 33 32
Private consumption deflator _ 32 31 32 31 31
Unemployment rate _ 111 104 101 9.8 9.5
Genera government financia balance? _ -1.8 128 -1 -1.0 -0.7
Current account balance d9f -6.7 -6.2 -6.1 -5.9 -5.8

a) Excluding ships operating overseas.

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

d) Asapercentage of GDP.

€) Including proceeds of sales of mobile telephone licences (around 0.5 per cent of GDP).

f) On settlement data basis.

Source: OECD.

... while the fiscal balanceisin Following the recently released guidelines by Eurostat on the reclassification of
deficit certain operations, the general government budget balance is estimated to have
recorded a deficit of 1.1 per cent of GDP in 2002, compared with a budgeted deficit
of 0.7 per cent of GDP, on a similar basis. The undershooting mainly reflects an
overrun in primary current expenditure and higher-than expected interest payments
and tax refunds. The 2003 draft budget, which targets a deficit of 0.9 per cent of
GDP for the general government, embodies a new package of tax-reduction mea-
sures within the context of the current comprehensive reform of the tax system. It
further incorporates a substantial increase in public investment expenditure, and pro-
vides for financing of the social security reform. The OECD also expects a small
improvement in the general government budget over the next year, moving the
deficit to 0.7 per cent of GDP in 2004.

Output growth is expected to GDP growth is expected to recover to around 4 per cent in 2003 and 2004, with
strengthen, with arisk of  persistently low real interest rates, employment gains and tax cuts boosting private
inflationary pressures  consumption and business investment. Investment activity should be further stimu-
lated by the completion of the infrastructure for the 2004 Olympic Games, and con-
tinuing inflows of European structural funds. Exports are expected to pick up
strongly over the projection period, eliminating the drag from the external sector on
output growth by 2004. Inflation is expected to edge down, influenced by lower food
and energy prices, but still remain above 3 per cent at the end of the projection
period. Given the expected strength of the economy, a major uncertainty is whether
inflation pressures may not be rather stronger. A downward risk to the outlook is the
possibility of aweaker international economic environment.
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GDP islikely to expand by more than 3 per cent in 2002 led by strong domestic demand. Although competitiveness has
weakened and the net contribution from trade has become strongly negative, the growth impulse will carry over to 2003,
when international recovery will add further stimulus.

Ongoing fiscal loosening is putting pressure on monetary policy. Fiscal policy needsto be tightened substantially, both to
forestall overheating and to allow monetary policy to be more supportive of competitiveness so as to avoid undue
deterioration of the foreign balance and a negative impact on foreign direct investment inflows. Labour market reforms
should support employment adjustments in the government sector and encourage business sector demand for low-skilled
labour, in order to provide a boost to Hungary's low employment rate.

Strong government investment and private consumption have kept up the stimulus  Domestic demand has
to the economy after the deceleration of foreign direct investment (FDI) and supported growth...
export-driven growth since early 2001. The fiscal deficit is set to grow further this year,
approaching 7 per cent of GDP (on an ESA 95-compatible basis). At the sametime, very
strong wage increases (averaging 30 per cent in the public sector and 15 per cent in the
private sector in the first seven months, relative to a year ago) have fed consumer
demand. Competitiveness has suffered, even though Hungary has continued to gain mar-
ket share in shrinking export markets, and the contribution of trade has become negative
due to strong import growth. The current account deficit on a cash basis is projected to
pesk at over 5 per cent of GDP at the end of thisyear, up from 2 per cent in 2001.

Monetary policy effortsto cut theinflation rate from 10 per cent in December 2000 ... and disinflation objectives
to 5% per cent in December 2002 have been successful. Disinflation has come largely via  were achieved
the appreciation of the forint, which partly passed through to tradables prices
during 2002. Low international food and energy prices have also helped. Price increases
remain strong in market services, however, and regulated prices are tightly controlled,
masking persistent inflationary pressures. In response to wage growth and currency
appreciation, industrial producers have achieved strong productivity growth, though this
has not been enough to prevent an increase in unit labour costs. Exporters have cut the
wide profit margins that they had established in the past in order to limit price increases.

High-technology firms and multinational s appear to have been more successful in these
adjustments than less productive local firms. Industrial orders and investment fell below
their levels of the previous year in the summer, and demand for labour (notably

Hungary
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Policies are scheduled to
tighten...

... but private consumption will
remain buoyant

Growth will strengthen next
year, with inflation and current
account risks

Hungary: Demand, output and prices

1999 2000 2001 2002 2003 2004

C it pri )
urrent prices Percentage changes, volume (1998 prices)

billion HUF

Private consumption 5974.0 4.4 4.9 9.9 75 3.7
Government consumption 24548 19 0.1 39 1.8 19
Gross fixed capital formation 27245 7.7 31 53 35 5.8
Final domestic demand 111534 47 34 75 54 39

Stockbuilding 523.4 0.7 -1.2 -1.8 0.2 0.6
Total domestic demand 11676.8 51 21 54 54 43
Exports of goods and services 6038.3 21.8 9.1 7.8 7.3 10.1
Imports of goods and services 6321.6 211 6.3 11.2 9.1 10.3

Net exports® -283.3 0.0 1.7 -23 -15 -05
GDP at market prices 113935 5.2 3.8 31 4.1 4.0
GDP deflator _ 9.7 9.0 84 52 41
Memorandum items
Consumer price index _ 9.8 9.2 54 5.2 4.2
Private consumption deflator _ 9.9 8.6 54 5.2 42
Unemployment rate _ 6.5 5.8 55 53 53
General government financial balancebc _ -3.0 -5.2 -6.7 -5.0 -4.0
Current account balance® -2.9 -2.1 -5.3 -5.4 -5.5

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

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

Source: OECD.

low-skilled labour) shrank. The number of blue-collar workers in manufacturing
decreased by 10 000 between the first two quarters of the year.

After the April elections, the new government endorsed the ambitious objec-
tives of monetary policy — inflation targets of 4.5+1 per cent for end 2002 and of
3.5+1 per cent for end 2003 and end 2004, with average inflation of 3 per cent
by 2005. A pre-accession economic programme aiming at rapidly joining the euro
area was announced in August, with an objective of reducing the budget deficit by
4 percentage points of GDP by 2005, to below 3 per cent.

Exceptional wage growth in the past two years created an income shock for
households and their savings soared. Consumer confidence reached record highs
in 2002 and, as household loans are increasingly available, saving rates should rap-
idly revert to their declining trend, fuelling consumption further. The expected
decline in employment, including employment cuts planned in the public sector
for 2003, may not shake consumer confidence, as the labour force also keeps shrinking
and the unemployment rate is on the decline.

Activity is projected to strengthen next year, fuelled by strong domestic con-
sumption and the international recovery. Government investment is projected to fall,
but this will be partly offset by the growth of private business investment and hous-
ing construction. Inflationary pressures may thus revive, entailing policy tightening
and hence softer growth in 2004. There is arisk that if wages do not abate in line
with productivity, and rapid fiscal consolidation does not take place, still tighter
monetary policy will be required to stave off excessive expansion, bringing further
competitiveness losses and a widening current account deficit. This would cause
sharper GDP deceleration and a decline in FDI inflows with longer-term negative
effects on supply potential.
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Wth robust export growth largely offsetting the contraction in domestic demand, the economic downturn has been milder and
shorter than expected. It has, nevertheless sufficed to correct the sizeable external deficit and high inflation that had emergedin
recent years. Improved fundamental s have allowed some monetary easing and set the stage for a gradual recovery.

As inflation has moved well within the target band, further interest cuts might be warranted. However, steady monetary
tightening will probably be required later in the projection period when the output gap is expected to close and major
investment projects are likely to get underway. Public spending discipline will be crucial to offset the fiscal effect of both
tax cuts and infrastructure expenditure related to those projects.

The decline in domestic demand continued in the first half of 2002. Business The economy seems
investment, in particular, remained depressed despite improving profitability. The to beturning around...
contraction in household demand slowed, however, and leading indicators (such as
value-added tax collections and vehicle imports) point to arevival in consumer
spending more recently, possibly in response to lower interest rates and a disinfla-
tion-induced pick-up in real wage growth. Exports of marine products rose strongly
in the first half of 2002, and exports of manufactures also posted solid gains given a
favourable competitive position. Nonetheless, real GDP contracted (on a
seasonally-adjusted basis) before probably recovering somewhat in the third quarter.

The current account has been in broad balance in recent quarters, a dramatic ... as economic imbalances
turnaround from the deficit of 10 per cent of GDP recorded only two years ago. This  have unwound
reflects the strength in exports, a decline in imports associated with the contraction in
domestic demand and terms-of-trade gains owing to strongly rising prices for marine
products. Consumer price inflation has also receded rapidly, falling from 9%z per cent
at the beginning of the year to just below 3 per cent. This can be traced mainly to a
substantial strengthening in the exchange rate, which partly reversed the steep fall in
the krona last year. In addition, emerging slack in goods markets weighed on prices,
while easing labour-market conditions damped wage drift. Moreover, the govern-
ment withdrew or postponed increases in public service charges with a view to
avoiding a re-opening of wage negotiations (which would have been permitted had
inflation come down less rapidly).

Iceland
Economic imbalances have been corrected Thishas allowed some monetary easing
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I nterest rates have fallen and
the budget remained in slight
surplus

A gradual recovery is projected

Iceland: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1990 prices)

billion 1SK

Private consumption 358.7 4.0 -3.0 -1.0 12 2.3
Government consumption 142.1 37 32 3.0 2.0 31
Gross fixed capital formation 135.0 14.8 -42  -146 21 130
Final domestic demand 635.8 6.2 21 -33 15 4.6

Stockbuilding 0.1 05 -0.9 0.3 0.0 0.0
Tota domestic demand 635.9 6.7 -2.9 -3.0 15 47
Exports of goods and services 212.2 5.0 7.8 5.0 4.2 55
Imports of goods and services 2415 8.0 -9.0 -3.0 4.0 8.0

Net exports® -29.3 -1.6 6.8 30 0.2 -0.9
GDP at market prices 606.6 55 37 0.0 17 37
GDP deflator _ 29 9.0 6.6 36 3.0
Memorandum items
Consumer price index _ 5.2 6.4 5.2 2.8 2.8
Private consumption deflator _ 45 8.1 6.0 34 2.8
Unemployment rate _ 2.3 23 2.8 2.8 2.3
General government financial balance® _ 25 05 0.3 0.0 0.3
Current account balance® _ -10.3 -45 -0.1 -0.2 -1.2

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.

Given the rapid decline in inflation and inflation expectations to its 2%2 per cent
objective, the central bank has lowered its target interest rate by 3% percentage
points since April, to just below 7 per cent. The projections incorporate a further
reduction in the near term, followed by a gradual increase from late 2003 as eco-
nomic slack is taken up. Indeed, the authorities expect that a marked rise in interest
rates will be required to prevent the economy from overheating when planned major
investment projects get underway. The latest indicators suggest that a slight general
government surplus may be achieved in 2002, as extra spending (on wages and
health care) has been offset by the positive effect of better-than-projected activity on
revenues. Given the imminent reductionsin corporate and wealth taxes and the likely
need for higher infrastructure spending, maintaining budget balance will be challenging,
despite the economic upswing.

Following the recent slump, economic activity is expected to post a moderate
recovery in 2003. This reflects some rise in export market growth, combined with a
revival in domestic demand in response to monetary easing and arebound in real dis-
posable income. The projections assume that there will be a boost to demand in 2004
from the construction of an aluminium smelter, a hydropower station and related
public investments, athough afinal decision has not yet been made. This will bring
growth back above potential rates, leading to the re-emergence of a significant cur-
rent account deficit toward the end of projection period. Inflation is projected to
remain near to the official target, given the persistence of economic slack over the
next year or so. External developments would appear to pose the most important
near-term risk, while on the domestic side, the still-high level of household debt
could make for slower consumption growth. If it is decided to go ahead with the
major investment projects, monetary policy will need to tighten quickly lest a boom
mentality gains hold.



Developmentsin individual OECD countries - 83

Growth in the first half of this year was underpinned by an unanticipated surge in public consumption and strong
exports, both of which should fade. Nonetheless, output growth is projected to pick up gradually from 3%z per cent this
year to 4% per cent in 2004, supported by private consumption and a recovery of investment. Inflation is projected to
edge down, but if wage growth failsto decelerate there would be a further loss of competitiveness and slower growth.

The government needs to move quickly to bring the rapid growth of public employment and consumption under control so
as to maintain needed improvements to infrastructure without increasing the budget deficit. The recommended rise in
public sector wages should only be granted against commitments to improve work practices. There is no room for
another national wage agreement based on tax cuts.

The economy rebounded more rapidly than expected during the first half  Public sector demand

of 2002, with GDP growth reaching around 5% per cent year-on-year, driven by hasunderpinned activity
strongly rising exports and public consumption. However, export growth was nar-

rowly based on pharmaceuticals. The important information and communications

technology sector grew only modestly, so that the level of employment in industry

declined after a number of years of rapid growth. Public sector employment has

grown very rapidly in contrast to the private sector. Public consumption increased at

rates well above budget estimates and construction activity remained firm, under-

pinned by public infrastructure spending and residential construction.

Despite the slowdown in growth since 2000, prices for services have continued to  Inflationary pressures remain

grow at rates far above those in Europe, so that the price level is now above that of the strong

euro area. The current high rate of service priceinflation is due to continuing strong wage

growth in this sector, including unusually large increases in a number of regulated sec-

tors. Moreover, there is a danger that public sector wages could surge over the next two

years as aresult of a benchmarking exercise. Meanwhile, wage growth appears to have

slowed in the export sector as companies have reacted to reduced competitiveness. The

inflation process may thus now be driven less by a spill-over from productivity gainsin

the export sector and more by wage/priceinertiain the domestic sector.

Thefiscal position has swung rapidly from a surplus of some 2 per cent of GDPin  The budget appearsto have
recent years to a deficit of around 1 per cent of GDP this year, possibly rising to 2 per  shifted to cyclically-adjusted
cent in 2004 if corrective actions are not taken quickly to maintain commitments under  deficit
the Growth and Stability Pact. This swing reflects the cyclical slowdown only to a

Ireland

Wage pressur e has continued Service priceinflation has reached new highs
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1. Tradable goodsinclude food, clothing, durable goods and other goods (covering 40% of CP1). Non-tradable goods reflect only prices for services. The non-tradable index
is distorted downwards in November 2000 when the treatment of child services, health insurance and tuition fees was altered.
Source: Central Statistics Office and OECD.
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Growth should recover but not
to rates seen in recent years

Risks arerelated to any loss of
competitiveness

Ireland: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices .
! P Percentage changes, volume (1995 prices)

billion euros

Private consumption 42.9 10.0 4.8 38 4.0 45
Government consumption 125 54 53 85 4.2 4.0
Gross fixed capital formation 20.9 7.3 11 26 4.4 55
Final domestic demand 76.3 8.6 39 4.3 41 4.7

Stockbuilding 0.0 0.5 0.1 -0.2 0.2 0.0
Total domestic demand 76.3 9.2 4.0 4.0 44 4.7
Exports of goods and services 79.0 17.8 84 7.1 6.0 85
Imports of goods and services 66.6 16.6 7.7 8.1 7.1 9.4

Net exports® 124 37 2.0 04 0.0 05
GDP at market prices 89.0 115 6.0 36 3.6 4.4
GDF deflator _ 4.3 54 46 4.0 3.6
GNP at market prices 75.8 10.4 49 2.8 25 33
Memorandum items
Consumer price index _ 53 4.0 4.7 4.3 38
Private consumption deflator _ 4.6 59 4.8 4.0 35
Unemployment rate _ 4.3 39 4.4 51 53
General government financial balanceb _ 45 17 -0.5 -13 -18
Current account balance® 01 -03 -02 -12 -13

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

small extent. Rather, tax revenues have been weaker than budgeted due to weaker tax
elasticities as growth slowed and probably to an underestimate of the cost of recent
changes to the personal tax system. Expenditures have aso grown rapidly, the budget
authorising a nominal increase of some 14 per cent. The government will have to deal
with the consequences of the Benchmarking Agreement, which could add around
¥4 percentage point of GDP to the annual public sector wage bill. The projections
assume that payments begin next year, although nothing has yet been agreed.

With world trade and financial developments expected to remain subdued for
some time, net exports are likely to contribute little to GDP growth this year and
next, and business investment may therefore grow at much slower rates than in recent
years. Nevertheless, overall investment is projected to grow by some 2¥%2 per cent this
year, rising to 4 to 5 per cent in 2003 and 2004 due to momentum in the public
investment programme and continued high levels of residential construction. Public
consumption growth is projected to decline sharply, from some 8 per cent this year to
3% per cent by 2004. With employment expected to increase by some 1% to 2 per
cent, and real wages continuing to grow, private consumption might rise by around
4 per cent rate through the projection period. Unemployment is expected to increase
to around 5 per cent, so that wage increases should abate somewhat and inflation
gradually decelerate to under 4 per cent.

The greatest risks to the projection would arise if wage growth fails to decelerate
due to entrenched inflation expectations. Failure by the government to bring increasing
current expenditure down to levels more consistent with the growth of revenues might
also adversely affect expectations. The implications for competitiveness and invest-
ment prospects would become particularly acute if the euro should appreciate further.
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Buoyant private consumption has fuelled a recovery from the 2001 slowdown. Wth a pick-up in external demand, output
growth of around 6 per cent is projected to continue through to 2004. The unemployment rate is below 3 per cent and,
though inflation has stabilised at around 3 per cent, a double-digit hike in wages and a sharp increase in housing prices

are raising concerns about the outlook for inflation.

Given the pressures emerging in the labour and real estate markets, it will be necessary to reverse gradually the decline
in short-term interest rates that occurred in 2001 in order to achieve the medium-term inflation target of 2% per cent.
The privatisation of government-owned banks is important to promote corporate restructuring and to cover at least part
of the cost of financial-sector restructuring. A prudent fiscal policy will be needed to absorb the remainder of such costs.

The upturn in the first half of 2002, with output rising 6 per cent (year-on-year), was
led by private consumption and construction investment. The rebound in construction,
after three consecutive years of decline, resulted from a surge in housing investment. A
recovery in exports began in mid-2002, based on rising shipments to China. Exports of
information and communications technology products, notably semiconductors and por-
table phones, were particularly buoyant. Inflation, as measured by the core consumer
price index, is currently at around 3 per cent — the mid-point of the central bank’s target
zonefor 2002 — despite wage growth of 10 per centin thefirst haf of 2002.

In addition to favourable labour market conditions, private consumption has
been sustained by changes in the behaviour of financial institutions and by wealth
effects. The shift of bank lending growth from the corporate sector to households and
increased use of credit cards led to arise in household debt from 86 per cent of dis-
posable income in 1998 to an estimated 110 per cent in 2001. The change in bank
behaviour has also contributed to the upward trend in housing prices. Indeed, the
price of apartments has risen by athird since the beginning of 2001, with the largest
increases recorded in the Seoul region. The positive wealth effect from housing has
been only partialy offset by the 26 per cent fall in equity prices since April 2002.
The government has responded to the increase in housing costs with six packages of
measures since December 2001 to limit speculative demand and to expand the supply
of housing over the medium term. While the jump in real estate prices reflects, in
part, demand for higher quality housing, the easing of monetary policy was also a
major factor: during 2001, the Bank of Korea cut the overnight interest rate by

Growth isfuelled by domestic
demand and a rebound
in exports

Rising housing prices have led
to measuresto curb speculative
demand

Korea
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1. Information and communication technology products, including semi-conductors.
2. For apartments.
Source: National Statistical Office and Kookmin Bank.
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Fiscal policy should cope with
the costs of financial-sector
restructuring

Overseas demand should help
sustain the expansion
through 2004

Korea: Demand, output and prices

1999 2000 2001 2002 2003 2004

C it pri .
urrent prices Percentage changes, volume (1995 prices)

trillion KRW

Private consumption 271.1 7.9 4.2 7.2 4.4 41
Government consumption 50.1 0.1 0.2 35 2.0 2.0
Gross fixed capital formation 134.2 114 -1.7 6.5 58 6.3
Final domestic demand 4554 82 2.0 6.7 47 4.6

Stockbuilding -54 -0.2 0.0 0.0 0.0 0.0
Total domestic demand 450.0 8.1 19 6.8 47 47
Exports of goods and services 204.4 20.5 1.0 87 110 102
Imports of goods and services 171.3 20.0 -28 120 109 10.0

Net exports ? 33.1 31 15 0.3 18 18

Statistical discrepancy ? -04 -0.7 -0.1 0.0 0.0 0.0
GDP at market prices 482.7 9.3 3.0 6.1 58 5.7
GDP deflator _ -1.1 13 21 24 2.7
Memorandum items
Consumer price index _ 23 41 2.7 35 33
Private consumption deflator _ 22 4.0 2.8 36 34
Unemployment rate _ 4.1 37 29 28 27
Household saving ratio® _ 11.8 100 95 101 114
Consolidated central government balance © _ 12 13 22 0.4 0.7
Current account balance® _ 2.7 2.0 11 1.0 13

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.

125 basis points. This downward trend was reversed in May 2002, when the over-
night rate increased by 25 basis points to 4% per cent.

The stance of fiscal policy has been neutral, with the consolidated central gov-
ernment budget likely to record a surplus of around 2 per cent of GDP in 2002. Over
the medium term, fiscal policy will be constrained by the burden of covering the
costs already incurred for financial-sector restructuring. A total of KRW 156 trillion
(29 per cent of GDP), much of it financed by issues of government-guaranteed
bonds, was spent following the 1997 crisis. While the privatisation of state-owned
banks will bring in substantial revenue, a significant portion of the outlays for finan-
cial restructuring is not recoverable. Consequently, KRW 49 trillion (13 per cent of
GDP) of government-guaranteed debt isto be rolled over by the issue of government
bonds during the period 2003 to 2006.

Economic growth is likely to reach 6 per cent in 2002, primarily as a result of
buoyant private consumption. However, given the rise in household debt during the
past few years, sustaining the expansion through to 2004 will probably depend on a
pick-up in exports. The projected acceleration in demand in export markets in 2003
and 2004 should result in output growth in the 5% to 6 per cent range, with the cur-
rent account remaining in surplus, further boosting Korea's net creditor position. The
measures in the real estate market should help sustain construction investment, while
limiting the upward trend in real estate prices. However, failure to stabilise the hous-
ing market in the short run could necessitate a strong monetary policy response that
would slow economic activity. In addition to the risks related to external demand and
the real estate market, there is lingering concern about the significant number of
companies with weak bal ance sheets.
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L uxembouro

GDP isexpected to grow at well below potential in 2002 for the second consecutive year, as this small and open economy
specialised in financial services has been hard hit by the fall in asset prices and sluggish manufacturing activity in
Europe. These adverse external shocks are cushioned to some extent by relatively robust domestic demand, which has
been boosted by tax cuts and substantial increases in public investment. A pickup in external demand and stabilising
financial market conditions should lead to a marked acceleration in growth as from the end of 2003.

As economic conditions improve, the government should seek to raise the cyclically-adjusted budget balance to be
prepared for the fiscal impact of population ageing.

Having weakened during 2001, economic growth remained feeble in the first Weak financial markets and

half of 2002, reflecting slow expansion in Europe and weakness in the financial sec-  external demand hit growth...
tor. The value of goods exports contracted by almost 5 per cent (year-on-year).
Banks gross earnings declined, as interest rate margins became tighter and commis-
sions fell. Cost-saving efforts by firms resulted in lower demand for business ser-
vices and a cutback in investment in information and communications technol ogy,
bringing down imports considerably.

On the other hand, domestically-oriented sectors such as construction, hotels ... but domestically oriented
and restaurants, and public, socia and personal services posted healthy gains, bene-  activities hold up relatively well
fiting from resilient consumption and residential investment. Disposable incomes
were boosted by the second round of rate cuts from the 2001-02 income tax reform,
strong increases in real wages and pensions until spring 2002, and still positive
employment growth. Headline and core inflation continued their downward trend,
despite price pressures resulting from the introduction of euro coins and notes (add-
ing about one-third of a percentage point to the consumer price index according to
national estimates). In the course of 2002, wage increases decel erated, reflecting the
marked slowdown in labour demand. Employment growth has fallen to about half
the rate observed during the three previous years. The number of cross-border work-
ersin September 2002 was 4.9 per cent higher than a year before, and employment
of nationals 1.4 per cent higher. The unemployment rate has risen significantly since
its low one year ago and stood at 3 per cent in September 2002.

L uxembourg
Domestically-oriented activities are performing Thefinancial sector is strugglingt
relatively well1
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Fiscal policy is expansionary

Higher growth depends on
stronger foreign demand and
financial services

L uxembourg: Demand, output and prices

1999 2000 2001 2002 2003 2004

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

billion euros

Private consumption 8.1 33 3.6 20 25 32
Government consumption 31 4.3 75 6.0 75 45
Gross fixed capital formation 45 -6.3 5.9 -4.0 4.0 7.0
Final domestic demand 15.7 0.7 5.0 12 4.0 45

Stockbuilding # 0.1 -0.9 1.0 0.0 0.0 0.2
Total domestic demand 15.7 -0.3 6.3 12 4.0 4.6
Exports of goods and services 25.3 19.1 12 -2.0 3.0 6.2
Imports of goods and services 225 14.0 45 -21 4.2 6.6

Net exports® 2.8 83 -4.0 -0.2 -11 0.3
GDP at market prices 18.6 89 1.0 0.8 25 45
GDP deflator _ 2.8 23 0.1 1.0 2.3
Memorandum items
Consumer price index _ 38 24 21 17 15
Private consumption deflator _ 2.6 28 21 15 15
Unemployment rate _ 26 2.6 3.0 35 34
General government financial balance® _ 5.6 6.1 18 0.3 0.5

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

Source: OECD.

The stance of fiscal policy has been markedly expansionary since 2001. Both
income and corporate tax rates have been cut, and central government spending is set
to rise by 9.6 per cent this year, well above the medium-term average of hominal
GDP growth. In 2003 and 2004, fiscal policy will be less expansionary. Due to much
slower-than-expected growth, the 2002 general government surplus will fall short of
the 2.8 per cent of GDP objective laid down in the Stability and Growth Programme.
It may then fall to almost zero in 2003 but recover slightly in 2004.

Led by a pick-up in manufacturing exports in the first half and a progressive,
albeit modest recovery in financia servicesin the second half of 2003, growth is pro-
jected to accelerate. Despite this cyclical improvement, medium-term GDP growth is
unlikely to return to its average during the nineties (5% per cent). The unemployment
rate will peak at close to 4 per cent in the summer of 2003. With low capacity utilisa
tion leading to waning wage pressures in 2003 and a cyclical productivity improve-
ment in 2004, core inflation may come down to around 1%z per cent. The main risk
surrounding this forecast is a more persistent-than-expected slack in domestic
demand in Europe and a further fall in asset prices.
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Activity bottomed out in the first half of 2002, but the recovery is still hesitant and seems likely to become
well-established only in 2003, when private domestic demand is projected to pick up. Inflation is expected to slow further.
The current account deficit, which has narrowed in 2002, is expected to widen gradually as activity gains momentum.

Economic policies were tightened in 2002, in the context of a weaker peso and stalling disinflation. This stance needs to be
maintained to keep disinflation and fiscal consolidation on target and retain market confidence. Implementation of the
structural agenda, including the electricity and tax reforms, would reduce business uncertainty and improve growth prospects.

The Mexican downturn ended in the spring of 2002. Driven by a strong recov- The economy started to recover

ery in exports to the United States and a pick-up in investment, GDP growth is esti-  in 2002
mated to have recovered to 1% per cent. However, the recovery is still fragile:

business confidence is depressed and the upturn has not yet translated into a signifi-

cant increase in forma employment. Reflecting higher oil prices and alower non-ail

trade deficit, the current account deficit may have narrowed in 2002, to below

$17 billion (2% per cent of GDP). Net foreign direct investment could reach $13 to

14 billion, just above 2001 level excluding the purchase of Banamex by Citigroup.

The peso has depreciated significantly since its April 2002 peak, reflecting uncer-

tainties related to the US economy — with which the Mexican cycle is increasingly
synchronised — and other external and domestic factors. Disinflation cameto ahalt in
mid-2002, reflecting in particular a hike in administered prices (gas, electricity) and

the rigidity of service prices as contractual wages adjusted only slowly. The
passthrough from import prices being moderated by weak activity and a continuing
non-accommodating monetary stance, core inflation should remain below the central

bank target this year (4.5 per cent year-on-year in December). However, headline

inflation is expected to be dlightly higher.

The public sector deficit is expected to be close to the government target Fiscal and monetary policies
in 2002, at 0.65 per cent of GDP, after 0.73 per cent of GDP in 2001. The broader are assumed to remain tight
public sector borrowing requirement may approach 3 per cent of GDP. Asis the
norm in the Mexican fiscal framework, budget cuts were implemented in the first
half of 2002 in response to lower than budgeted tax revenues. However, higher oil

Mexico
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Mexico: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1993 prices)

billion MXN

Private consumption 3084.1 8.3 34 17 35 4.7
Government consumption 506.5 2.0 -1.4 -0.5 2.8 3.2
Gross fixed capital formation 973.8 11.4 -5.9 20 5.6 6.3
Final domestic demand 4564.4 83 1.0 15 38 49

Stockbuilding 109.3 0.4 -0.5 0.2 01 0.3
Total domestic demand 46737 8.4 0.4 17 3.8 5.0
Exports of goods and services 1414.3 16.4 -5.1 33 6.7 7.6
Imports of goods and services 1488.6 215 -2.9 39 7.7 9.8

Net exports® -74.2 -1.8 -0.7 -0.3 -0.6 -1.2
GDP at market prices 4599.4 6.6 -0.3 15 33 4.0
GDP deflator _ 12.0 5.4 4.0 39 37
Memorandum items
Consumer price index _ 95 6.4 47 40 35
Private consumption deflator _ 10.7 5.9 44 39 35
Unemployment rate® _ 22 25 2.8 2.7 2.4
Current account balance® -3.1 -2.9 -2.7 -3.3 -38

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.

revenues in the second half of the year will help to achieve the 2002 fiscal target
without the need for further expenditure cuts. A prudent fiscal stance is assumed to
be maintained over the projection period, in line with the official medium-term pro-
gramme to balance the public sector accounts by 2005. The central bank tightened its
policy stance in February and in September 2002. The last move aimed at bringing
inflation expectations down in line with the inflation target for 2003. The three-
month Cetes rate, which had come down to around 7 per cent —implying real interest
rates around 3%z per cent — moved back up in September. Real interest rates are
assumed to remain close to their recent levels in 2003, and to edge up slightly
in 2004 astherecovery strengthens.

The recovery would gain Uncertainties related to the implementation of the reform agenda and the
momentum in 2003...  strength of the US economy may be delaying the expansion of domestic investment
spending. Though recovering from its negative or sluggish performance in 2001
and 2002, GDP growth is therefore expected to remain below the 5 per cent rate of
the late 1990s. Nevertheless, the pace of activity may entail a widening of the current
account deficit to 3% per cent of GDP by 2004. With monetary policy remaining
tight, inflation should fall to within the central bank target range of 3 per cent, plus or
minus 1 per cent, by December 2003.

... and will depend on The main risks to the outlook concern external developments, including world
US growth and progresson  oil prices, financial markets and above all the timing and speed of the projected
structural reforms  recovery in the United States. The main domestic uncertainty relates to the agenda
for structural reforms. If the reforms in the areas of tax and electricity are approved,
the uncertainties weighing on investment, including foreign direct investment, would
dwindle, and GDP growth could reach a more rapid pace by 2004.
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NEQEEERS

After stagnating in 2002, real GDP growth is set to recover only slowly. The economy will receive positive impulses from
exports and stockbuilding in 2003 but growth will be limited by a loss in competitiveness and by fiscal tightening.
Unemployment is projected to rise, leading to somewhat lower wage increases, but the labour market will remain relatively
tight. Inflation is projected to fall to 2 per cent by 2004, reflecting lower import prices and a decline in unit labour costs.

Sustained wage moderation is essential to restore competitiveness, especially in view of the risk that pension fund losses
might necessitate a further increase in contribution rates. Incentives to work need to be strengthened, while higher
expenditure on education, which is relatively low in comparison with other OECD countries, as well as on innovation,
could contribute to better overall performance.

In the first half of 2002, output growth came to a halt and quarterly growth fig-  Economic growth has come

ures (year-on-year) turned negative, bringing the economy below trend. The ow- to a standstill...

down was driven by a contraction in total exports, which was partly attributable to a

loss in competitiveness, and a staghation of domestic demand. Business investment

also contracted, reflecting over-investment and a fall in profit margins in recent

years, and stocks were sharply reduced. Private consumption remained weak, in

response to the fall in equity prices and to price increases of certain goods and ser-

vices after the introduction of the euro. Consumer confidence fell to its lowest level

since 1993, but producer confidence weakened less.

Employment growth in the business sector showed a marked deceleration. At ... with the labour market

the beginning of 2002, this resulted in areversal in the trend in the unemployment  easing and inflation declining
rate, which had been downward for eight years. However, the labour market remains

tight and contractual wage increases, which had peaked at 5 per cent in 2001, have

not yet decelerated sufficiently to prevent a further loss in cost competitiveness. This

loss was also due to lower productivity growth, as aresult of labour hoarding and the

appreciation of the euro. Harmonised consumer price inflation decreased from over

5 per cent in the fourth quarter of 2001 to 3.7 per cent in September 2002. Underlying

inflation remained slightly lower.

Netherlands
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A strong fiscal tighteningisin
place

The economy is likely to return
to above trend growth in 2004

Netherlands: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion euros

Private consumption 187.6 3.6 12 0.9 17 2.7
Government consumption 85.5 19 31 25 0.2 0.8
Gross fixed capital formation 84.2 35 -0.8 -21 18 5.6
Final domestic demand 357.3 32 12 0.6 14 29

Stockbuilding 05 -0.3 0.2 -0.5 0.3 0.0
Total domestic demand 357.8 28 14 0.0 17 29
Exports of goods and services 2254 10.9 17 -20 4.9 8.0
Imports of goods and services 209.1 10.6 19 -2.3 53 9.0

Net exports® 16.2 0.8 0.0 0.1 0.0 -0.2
GDP at market prices 374.1 33 13 0.1 16 2.6
GDP deflator _ 4.2 53 38 32 26
Memorandum items
Consumer price index _ 23 51 40 2.7 2.0
Private consumption deflator _ 35 4.6 35 25 2.0
Unemployment rate _ 26 2.0 2.7 35 4.0
Household saving ratio® _ 6.7 11.2 13.1 134 13.0
General government financial balance® _ 22 0.1 -0.8 -0.6 -0.3
Current account balance® 2.0 0.6 31 36 4.0

Note: National accounts are based on official chain-linked data. This introduces a discrepancy in the identity between
real demand components and GDP. For further details seeOECD Economic Outlook Sources and Methods,
(http:// www.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.

¢) Asapercentage of GDP.

Source: OECD.

In the first half of 2002, government consumption remained strong, owing to
increased spending of windfallsin previous years on healthcare, infrastructure and edu-
cation. Fiscal policy had aready been eased in 2001 by a personal income tax reform
and additional tax cuts, although households put most of the considerable increase in
their disposable income into saving accounts. During its short-lived cabinet period,
from July 2002 to mid-October, the new government had announced tax increases and
expenditure cuts totalling more than 1 per cent of GDP, in order to limit the budget def-
icit in 2003 and beyond. It is assumed that, following the general elections in
January 2003, a new cabinet will adhere to this objective. A budget deficit of 0.6 per
cent of GDP is expected for 2003, declining further to 0.3 per cent in 2004.

Real GDP growth is likely to increase to 1%2 per cent in 2003 and 2¥%2 per cent
in 2004, but alarge output gap will remain. World trade is set to drive the recovery. Pri-
vate consumption should pick up, abeit dowly because of the fiscal tightening in 2003
and only modest growth in employment. Business investment will only increase in 2004,
when the international recovery is projected to gather pace. Unemployment is projected
to increase above its natural rate, contributing to a slowdown in wage increases. How-
ever, increases in persona income taxes and contributions to pension funds to compen-
sate for wealth losses, are ill likely to have an upward effect on labour costs in 2003.
Harmonised consumer price inflation is projected to ease to 2 per cent. The main risk to
the outlook isthat falling equity prices could lead to further increases in pension-fund
contribution rates. These are an important element of labour costs in a country with high
second-pillar pension savings, and could fuel wage demands, exacerbating
competitiveness problems and reducing growth in consumption expenditure.
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New Zealand

Activity in the first half of 2002 was exceptionally strong, as the flow-through effects of high export prices fuelled
domestic demand. But this stimulus has weakened markedly, and growth is likely to have fallen substantially in the
second half. The pace of expansion should pick up again next year and into 2004 in line with global recovery, though not
so much asto lead to overheating.

This mild slowdown, with the new less-aggressive inflation target, should stay the central bank’s hand until a robust recovery is
clearly in place. After that, interest rates would need to rise only slightly to return monetary conditions to neutral. The fiscal
stance remains appropriate but there are substantial challenges to maintaining surpluses over the medium term. Expenditure
dippage may also be harder to resist now that the government has not renewed its three-year spending cap.

Activity has been strong despite the global slowdown, with the economy growing The economy has cruised
by more than 4% per cent in the first half of this year (at an annual rate). Export vol-  through the global
umes have expanded by a third since their trough after the Asian crisis, driven by a turbulence...
weak currency and an excellent agricultural growing season. Export prices were aso
high in 2001, especially for dairy products, and the flow-through effects of high farm
incomes have continued to boost domestic demand and employment. The labour mar-
ket is very tight, with employment and participation rates at 15-year highs, athough
immigration is easing the pressure by adding around 2 per cent a year to the labour
force. It is also lifting consumer demand and triggering a surge in housing construction.
Inflation has picked up, with most measures of core inflation around 2¥2-3 per cent.

The key driving factor has weakened significantly, with export prices plunging ... but business conditions
in the first half of 2002. Dairy prices have been the hardest hit, but meat prices have areweakening
also fallen as aresult of higher European Union farm subsidies. While the impact has
been cushioned by an exchange rate that is below its long-run trend, confidence has
nevertheless been dented, leading to a softening of consumption and surprisingly
sluggish business investment considering the high capacity utilisation rates.

The Reserve Bank raised interest rates by 100 basis points in the first half of the The inflation target
year in response to the pickup in core inflation and to the exhaustion of spare capacity. has changed...
This tightening process has been put on hold until the global outlook becomes
clearer. With the appointment in August of a new Governor, the inflation target was
changed to “1 to 3 per cent inflation on average over the medium term”, rather than
“0 to 3 per cent annual increases’. Raising the floor is probably less significant than

New Zealand
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... and short-term fiscal
constraints have been loosened
alittle

While expected to slow in
late 2002, growth should pick
up in 2003

New Zeaand: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion NZD

Private consumption 65.1 24 19 31 19 2.6
Government consumption 20.1 -21 05 18 23 26
Gross fixed capital formation 20.2 7.6 -1.7 4.6 5.0 4.1
Final domestic demand 105.5 25 0.9 32 26 29

Stockbuilding 2 13 -0.7 03 -03 0.0 0.0
Total domestic demand 106.8 18 12 3.0 26 29
Exports of goods and services 322 6.8 21 9.0 6.9 6.9
Imports of goods and services 332 0.2 14 6.9 6.1 5.6

Net exports® -1.0 21 0.2 0.8 0.4 0.6
GDP (expenditure) at market prices 105.7 39 14 3.8 3.0 34
GDP deflator _ 24 4.7 04 19 2.6
Memorandum items
GDP (production) _ 39 25 4.0 3.0 34
Consumer price index _ 2.6 2.6 2.6 23 21
Private consumption deflator _ 22 2.0 16 2.3 21
Unemployment rate _ 6.0 5.3 5.1 55 5.4
Genera government financial balance® _ 0.9 17 16 12 11
Current account balance® _ 52 28 27 -36 -40

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

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

b) As apercentage of GDP.

Source: OECD.

extending the time frame, which is intended to make the Bank more patient instead
of continuously aiming for the mid-point.

The government was re-elected in July. While structural policies seem unlikely to
change, there have been adjustments to the fiscal management tools. The three-year
cap on new policy spending has been replaced by a more direct focus on the operating
balance and on long-term debt and expenditure ratios. This should not lead to spending
slippage in the short term, since the debt target is currently binding, but it increases the
likelihood that favourable fiscal shocks could lead to extra spending rather than further
debt reduction. The central government ran an operating surplus of 2% per cent of
GDP in the year to June 2002, and it should remain comfortably in surplus over the
medium term. These operating surpluses, however, will be more than absorbed by the
investment programme, which includes the pre-funding of pensions.

The decline in the terms of trade this year, worth 12 per cent of national income,
will be the main force driving the short-term outlook. Thisislikely to lower consumption
growth significantly, although strong migration and high employment levels should pro-
vide some offsetting support. Business investment is likely to rise noticeably only as
uncertainty fades, but residential investment should remain strong as immigration boosts
housing demand. Export volumes are expected to follow the globd trade cycle, slowing
over the second half of this year and picking up towards the middle of 2003, although
these external factors are the major uncertainty around the projections. GDP should fol-
low asimilar pattern, growing well short of its potentid rate in the third and fourth quar-
ters. That in turn should take some of the pressure off inflation, allowing the centra bank
to hold interest rates unchanged until robust growth isfirmly re-established next yesr.
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Despite some easing of activity, bottlenecks have persisted. Monetary conditions are tight and profits have been
sgueezed, but solid pay rises continue to boost consumption. Mainland output growth could strengthen from 1%z per cent
in 2002 and 2003 to 2% per cent in 2004. The unemployment rate is expected to stabilise at 4 per cent with inflation
remaining subdued.

The authorities should not ease fiscal policy beyond the room for manoeuvre provided by the new fiscal guideline and
should offset spending overruns by expenditure cuts el sewhere. Pension reforms are needed urgently to safeguard the
long-run sustainability of public finances.

Growth of Norway’s mainland (non-oil and gas) GDP is estimated to reach  Buoyant consumption
1Y% per cent in 2002. A 5Y%2 per cent wage hike amid subdued inflation has boosted  is offsetting weak external
household real disposable income and consumption. M eanwhile, mainland exports conditions
have been sluggish and business investment has declined due to weak growth in
world trade, rising cost pressures and currency appreciation. Asaresult, while public
job growth has remained robust, private employment has fallen and the unemploy-
ment rate has been broadly stable at almost 4 per cent during 2002, ¥ percentage
point above its 1998 low. Inflation has come down from 3 per cent in 2001 to just
over 1 per cent, but core inflation (excluding indirect taxes and energy) has remained
close to the official 2%z per cent target. Expanding activity on the continental shelf
lifted overall GDP growth to 2 per cent. With oil prices also soaring, the current
account surplus may reach 15 per cent of GDP — the same asin 2001.

The current policy guiddines allow the government to channel 4 per cent of assets  Fiscal stimulus contrasts
invested in the Government Petroleum Fund (exceeding 40 per cent of GDP) into the fis-  with tight monetary policy
ca budget. Accordingly, the cyclically-adjusted budget deficit excluding oil and gas pro-
ceeds and the return on the Fund would gradually rise to around 4 per cent of trend GDP
by 2010 from 1.9 per cent in 2001. The guidelines aso mandate the Bank of Norway to
gear monetary policy towards keeping inflation close to 2% per cent over the medium
term. These guidelines aim to provide fiscal and monetary policy with medium-term
anchors. Meanwhile the new fiscal room for manoeuvre is being used for areduction in
the heavy tax burden to bolster the mainland economy’s potential. The resulting fiscal
stimulusis officially estimated to be almost ¥z per cent of potential mainland GDP
in 2002. The Bank of Norway has kept monetary policy tight, raising its official deposit

Norway
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The policy mix is set to become
mor e balanced going forward

Growth should pick up while
inflation should remain in
check

A further appreciation of the
krone would be unwelcome

Norway: Demand, output and prices

1999 2000 2001 2002 2003 2004

C it pri )
urrent prices Percentage changes, volume (1999 prices)

billion NOK

Private consumption 584.3 35 25 2.7 32 29
Government consumption 263.7 12 2.0 17 0.5 1.0
Gross fixed capital formation 271.8 -15 -4.6 -25 22 47
Final domestic demand 1119.8 18 0.7 13 2.3 29

Stockbuilding ® 20.7 0.7 -0.8 -0.2 0.3 0.0
Total domestic demand 1140.6 25 -0.2 11 2.7 28
Exports of goods and services 486.2 29 4.2 22 0.6 238
Imports of goods and services 393.8 32 0.0 -0.3 34 4.2

Net eXportsa 925 0.1 1.7 10 -0.8 -0.2
GDP at market prices 12330 24 14 20 16 23
GDP deflator 16.0 1.7 0.0 2.3 2.7
Memorandum items
Mainland GDP at market prices® _ 2.0 16 16 14 23
Consumer price index _ 31 3.0 12 2.3 25
Private consumption deflator _ 33 1.8 1.2 23 25
Unemployment rate _ 34 35 39 4.0 39
Household saving ratio© _ 4.7 45 5.2 53 5.8
General government financial balance® _ 151 150 124 102 9.8
Current account balance® 150 154 164 164 158

a) Contributionsto 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 disposableincome.

d) Asapercentage of GDP.

Source: OECD.

rate by 50 basis pointsto 7 per cent in July reflecting heightened concerns over wage
inflation. While inflation concerns have receded owing to currency appreciation and an
up-tick in unemployment, this has so far not resulted in arate cut.

A recent drop in the market value of the capital in the Petroleum Fund — due to
the slump in stock markets and the currency appreciation — has acted to reduce the
government’s leeway to tap resources from the Fund. Accordingly, the draft budget
released in October suggests a less pronounced fiscal easing in 2003 than in 2002.
This should provide room for monetary policy to ease, with the official deposit rate
cut by 50 basis points by early 2003 and staying on hold for most of the projection
period. Barring areversal of the capital losses on the Fund, the guidelines will act to
contain fiscal stimulus aso in 2004.

A surge in investment in the continental shelf and buoyant consumption are
likely to be offset by continued weak mainland exports in 2003. Thereafter mainland
exports should benefit from the recovery in world trade as the adverse exchange rate
effect peters out, but business investment is likely to stay weak as profits remain
squeezed. Accordingly, the mainland economy is projected to continue to grow at a
moderate 1% per cent in 2003 but pick up to 2% per cent in 2004. The unemploy-
ment rate is projected to stabilise at around 4 per cent. With wage growth receding
somewhat to 5 per cent, inflation should stay on target.

The projections are built on the assumption of unchanged exchange rates. A fur-
ther appreciation of the krone could severely hit the mainland’s international competi-
tiveness and squeeze profits further. If so, the outlook might be considerably weaker,
especidly if concerns over wage inflation limit the scope for monetary easing.
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Output grew by only 0.6 per cent in the first half of this year. Although volatile, recent data suggest a recovery is under
way. As a result, GDP growth is projected to continue to firm, reaching about 3 per cent in 2004. With unemployment at
about 20 per cent of the labour force and a substantial output gap, inflation is expected to remain broadly stable in
both 2003 and 2004.

Substantial reductions of nominal interest rates and the decline in the currency have eased monetary conditions, but
policy remains tight and further cuts are required. In order to improve the policy mix, general government spending
needsto be reduced as compared with the levels proposed in the 2003 draft budget. Such a step also appears necessary to
prevent debt levels from breaching constitutional limits.

Real GDP grew by only 0.6 per cent (year-over-year) in the first half of 2002, a Economic activity has
bit more rapidly than in the previous half year. Personal and government consump- remained muted so far in 2002
tion were the main sources of demand, but were offset by a further sharp decline in
investment activity. On the external side, the depreciation of the currency allowed
external trade to pick up somewhat. Signals from the most recent data have been
mixed, with monthly trade and production data showing considerable volatility. Nev-
ertheless, a 3.3 per cent increase in industrial production in the third quarter and
improving business confidence suggest that a modest recovery in activity has begun.

Reflecting the large output gap, both headline and core measures of inflation con- I nflation and employment
tinued to decline in 2002, with the headline number currently well below the Polish  have continued to fall
National Bank’s official target for the end of 2003 of 3+1 per cent. This disinflation
was supported by the labour market, where real wages grew much less quickly than
labour productivity. Nevertheless, employment continued to fall sharply and the
unemployment rate reached almost 20 per cent on alabour force survey basis.

Looking forward, GDP is projected to pick up speed slowly during 2003 and to A mild, export-driven recovery
expand by about 3 per cent in 2004. Increased export demand and an end to destocking  is expected
are expected to lead the recovery, stimulating a return to positive rates of business
investment growth. Notwithstanding the projected turnaround, a substantial output gap
will persist and unemployment will remain disturbingly high. In this context, wage
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The strength of which will
depend on investment
picking up

Poland: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion PLZ

Private consumption 396.4 2.8 21 25 2.2 25
Government consumption 95.6 11 0.6 11 17 18
Gross fixed capital formation 156.7 2.7 -9.8 -55 4.0 7.1
Final domestic demand 648.6 2.6 -0.8 0.7 25 33

Stockbuilding 2 5.6 04 -12 -04 0.3 0.2
Total domestic demand 654.2 29 -1.9 0.4 29 35
Exports of goods and services 160.8 232 10.2 50 100 112
Imports of goods and services 199.9 15.6 -0.1 34 115 112

Net exports® -39.1 13 35 0.6 -0.6 -0.1

Statistical discrepancy ? 0.0 -0.1 -0.7 0.2 0.3 -05
GDP at market prices 615.1 4.0 1.0 12 25 29
GDP deflator _ 7.0 43 19 20 29
Memorandum items
Consumer price index _ 10.1 55 21 25 2.7
Private consumption deflator _ 9.8 53 21 21 24
Unemployment rate _ 161 182 197 204 200
Genera government financial balance® _ -31 -55 -6.0 -6.3 -5.9
Current account balance® 63 -30 -33 44 52

Note: National accounts are based on official chain-linked data. Thisintroduces a discrepancy in the identity between
real demand components and GDP. For further details see OECD Economic Outlook Sources and Methods,
(http:// www.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) As apercentage of GDP.

Source: OECD.

growth and consumer inflation are expected to be moderate, with the latter picking
up slightly towards the end of the period as the disinflationary influence of falling
food prices wears off. Meanwhile, the expansion in consumer and investment
demand, combined with the large fiscal deficit, is projected to push the current
account deficit above 5 per cent of GDP in 2004.

The volatility of recent dataincreases uncertainty for the near term. If the recov-
ery in the rest of Europe is slower than projected, exports will grow less quickly,
delaying the pick-up in investment spending and the overall recovery of the Polish
economy. In contrast, were the authorities to adopt a more prudent fiscal stance, the
central bank would be able to move more aggressively to lower interest rates. Asa
result, the recovery in investment and consumer durable spending would be stronger,
while lower levels of public-sector dissaving would reduce the risk that the current
account deficit reaches excessive levels.
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Real GDP growth decelerated further in 2002 to below Y2 per cent, reflecting weak exports, sluggish private demand and
cutbacks in government investment. A gradual export-led recovery is projected for 2003. By 2004, with private
investment reviving, GDP growth could approach potential, at around 2%z per cent, but still leaving a large output gap. In
this context, inflation is expected to ease, while remaining higher than the European Union average.

Fiscal consolidation will have to be pursued forcefully, despite the weak outlook, requiring strong measures to limit
government spending, including tight control of the public payroll and structural reformin social spending areas.

Activity continued to decelerate in 2002 and output is estimated to have grown  Activity almost stagnated

by less than ¥z per cent. Exports were negatively affected by weak activity in the in 2002
European Union, and domestic demand stagnated. Private investment expenditure

declined for the second consecutive year and there was a significant reduction in

public investment. Private consumption growth was depressed by deteriorating con-

ditionsin the labour market and afurther fall in consumer confidence, which resulted

in a higher household savings rate. The increase in the value-added tax (VAT) rate in

summer 2002 may have further damped consumption in the second half of the year,

and also pushed headline and core inflation up temporarily. However, the progres-

sive deceleration of wages (in both the public and the private sectors) is helping to

reduce inflationary pressures. Nominal wages implicit in wage agreements for the

private sector decelerated slightly in the first nine months of 2002, and, given weak

activity, wage drift should decline significantly. Reflecting flat domestic demand and

slightly favourable terms of trade, the trade deficit has continued to narrow, and the

current account deficit is estimated to fall to about 8 per cent of GDP in 2002.

Around mid-2002, it became clear that the budget deficit had reached 4.2 per  After the 2001 slippage,
cent of GDP in 2001, more than twice the target set in the Stability Programme, and  a tough fiscal consolidation
that the primary balance was negative for the first time since 1983. Budget revenues has started
were much lower than expected, reflecting both weaker growth and the low effi-
ciency of tax collection. There was also significant slippage in current spending
aheed of the parliamentary dectionsin March 2002, and capital expenditure co-financed
by the European Union increased sharply. In May 2002, the incoming government
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The recovery will be driven by
exports...

... but depends on how fast
Europe will grow aswell ason
wage trends

Portugal: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices !
! p Percentage changes, volume (1995 prices)

billion euros

Private consumption 67.4 2.6 12 0.8 1.0 18
Government consumption 21.3 4.0 2.8 11 -0.2 0.0
Gross fixed capital formation 295 4.4 0.0 -25 0.3 3.0
Final domestic demand 118.1 33 12 0.0 0.6 18

Stockbuilding® 11 -0.3 0.0 0.0 0.0 0.0
Total domestic demand 119.2 31 11 0.0 0.6 18
Exports of goods and services 321 8.0 14 11 5.7 8.0
Imports of goods and services 433 54 0.3 0.0 2.6 5.7

Net exports® -11.2 0.3 0.4 0.4 0.8 0.4
GDP at market prices 108.0 37 16 0.4 15 2.3
GDP deflator _ 32 4.7 37 29 2.6
Memorandum items
Consumer price index _ 2.8 4.4 35 28 24
Private consumption deflator _ 28 4.2 34 28 24
Unemployment rate _ 4.0 4.1 4.7 51 5.0
Household saving ratio® _ 10.1 110 112 114 113
General government financial balance® _ -3.0¢ 4.2 -34 -3.0 -24
Current account balance® -10.3 -9.4 -7.8 -6.9 -6.4

a) Contributions to changes in 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) Including proceeds of sales of mobile telephone licences (around 0.3 per cent of GDP).

Source: OECD.

approved measures to bring the deficit back below 3 per cent of GDP in 2002,
including a 2 percentage point increase in the standard VAT rate and expenditure cuts
over the coming two years. This stance has been confirmed in the 2003 budget pro-
posal. Given weaker-than-expected activity in 2002, the 2.8 per cent official target
appears difficult to achieve without additional measures. The current OECD projec-
tion thus incorporates some slippage in 2002. The deficit is projected to narrow grad-
ually over the projection period as the economy recovers and spending restraint is
forcefully implemented. For 2003, the projected narrowing of the deficit as a share of
GDP iscomparable to that foreseen in the budget. The close-to-balance budget target
for 2004 seems unachievable, however, without new measures or buoyant economic
growth, so that a cyclically-adjusted budget deficit at around 1% per cent of GDP is
projected for that year.

Against the background of confidence indicators at low levels and a tight fiscal
policy for the next two years, foreign demand seems likely to lead the recovery. The
economy is therefore expected to pick up gradually in 2003, following the recovery
in the rest of Europe. Private demand components may gather momentum in 2004 as
confidence returns and the labour market improves. With the output gap widening
over the next two years, inflation is expected to decel erate.

The main external uncertainty concerns the timing and strength of the recovery in
Europe. On the domestic front, if private wage increases do not moderate in the face of
wesk activity, competitiveness will erode further, putting export and employment growth
at risk. The government’s ability to limit public sector pay, which traditionaly servesasa
benchmark for private sector wage settlements, will play adecisiverolein thisregard.
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Slovak Republic

Strong domestic demand has enabled Slovakia to maintain buoyant growth during the past two years despite global
weakness. However, the current account deficit has been uncomfortably large. A pick-up in export demand is now
projected to sustain growth at around 4 per cent through 2004, resulting in a modest decline in unemployment, and a

narrowing of the current account deficit.

It is essential that the new government reform the social security and social welfare systemsin order to improve work
incentives and reduce the budget deficit. Fiscal consolidation would also increase the scope for the central bank to cut
interest rates further. Pushing ahead with privatisation will also be important in enhancing efficiency and in generating

capital inflows.

Economic output increased 4 per cent (year-on-year) in the first half of 2002,
thanks largely to buoyant private consumption. Consumer spending was fuelled by
double-digit growth in wages, due in part to a 15 per cent rise in the public sector. In
contrast, fixed investment, the main force driving growth in 2001, declined slightly.
Weak investment, in turn, contributed to a fall in imports. However, exports aso
stagnated in the first half of 2002, keeping the current account deficit at 8 per cent of
GDP. This is being more than financed by inflows of foreign direct investment. In
March 2002, the Government sold a 49 per cent share of the gas utility to foreign
investors for an amount equivalent to 12 per cent of GDP.

Despite the fastest output growth since 1998, there was no increase in employ-
ment in the first half of 2002. As a result, the unemployment rate has remained at
19 per cent. In this context, inflation slowed to a record low of 2% per cent in the
third quarter of the year. To some extent, the decel eration reflects a pause in the pro-
cess of price liberalisation that has aimed to bring regulated prices — particularly in
the area of energy — up to market levels. However, the core price index, which
excludes regulated prices, also decelerated to a record low of 1Y% per cent in the third
quarter. Both measures of inflation are likely to undershoot the central bank’s target
zones for the end of 2002, which are set at 3.5 to 4.9 per cent for headline inflation
and 3.2to 4.7 per cent for coreinflation.

Slovak Republic

Output growth has picked
up, underpinned by domestic
demand

Inflation has slowed
significantly with high
unemployment

Strong domestic demand has eased Thetwin deficitsremain large
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The macroeconomic policy mix

has been skewed

Structural reforms may
increase potential growth

Stronger external demand may

sustain the expansion
through 2004

Slovak Republic: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices .
billion SKK Percentage changes, volume (1995 prices)

Private consumption 470.6 -1.8 39 4.9 37 4.0
Government consumption 165.6 13 51 5.0 20 22
Gross fixed capital formation 2529 12 9.6 22 5.0 52
Final domestic demand 889.0 -04 5.7 4.1 38 4.0
Stockbuilding # -17.1 04 14 0.0 0.0 0.0
Total domestic demand 871.9 0.0 7.2 4.2 38 4.0
Exports of goods and services 510.0 13.8 6.5 31 6.6 81
Imports of goods and services 546.2 10.2 11.7 3.0 6.5 75
Net exports® -36.2 22  -40 00 -02 0.2
GDP at market prices 835.7 22 33 4.3 37 43
GDP deflator 6.4 5.4 3.0 5.9 5.8

Memorandum items
Consumer price index
Private consumption deflator
Unemployment rate

Current account balance”

12.0 74 35 8.8 85
105 5.6 34 6.0 55
18.8 193 19.0 18.7 18.2
-3.7 -8.6 -7.0 -6.4 -5.4
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.

The macroeconomic policy mix has been one of loose fiscal policy and tight
monetary policy. The original goal, to reduce the budget deficit from 3.9 per cent of
GDP (on a Government Financial Statistics basis) in 2001 to no more than 3% per
cent in 2002, will not be reached due to spending overruns, notably the large rise in
the public-sector wage bill. The new government has set a goal to reduce the deficit
from an estimated 5%z per cent of GDP (on an ESA 95 basis) in 2002 to 5 per cent
in 2003, through spending cuts and hikes in value-added and excise taxes. The cen-
tral bank, which has been understandably cautious in the face of the large deficitsin
the government budget and the external balance, cut the two-week repo rate by
25 basis pointsto 8 per cent in October 2002.

The government has implemented some mgjor reformsthat are likely to enhancethe
country’s growth potential. Perhaps most important is the privatisation of the banking
sector through sales to foreign investors, which insulates the banks from political pres-
sures. In addition, the privatisation of large government utilities, such asthose for gas and
electricity, offer the potentia for efficiency gains, while providing needed revenue.

These supply-side improvements, combined with a pick-up in export growth,
should sustain output growth of around 4 per cent in 2003 and 2004. Indeed, exports
have shown signs of rebounding since mid-2002. Output growth at such arate should
be sufficient to boost employment, leading to a gradual fall in the unemployment
rate. While the considerable slack in the economy should reduce pressure on prices,
inflation is likely to pick up significantly in 2003 as the price deregulation process
resumes. A rebound in export demand may help narrow the current account deficit.
However, the deficit, while currently financed by investment inflows, seemslikely to
remain large enough to pose a potential risk to a sustained expansion. A failure to
control fiscal policy would pose a second risk to the economic outlook. Yet success
in reducing the budget deficit would allow the central bank to lower interest rates
further, thus supporting faster growth.
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Economic growth slowed considerably in the first half of 2002, reflecting weaker household spending and duggish foreign
demand. Despite subdued activity, inflation has accelerated and the differential with the euro area remains high. Stronger
exports should revive domestic demand, lifting GDP growth to 22 per cent in 2003 and above potential in 2004.

From 2003 onwards, all levels of administration have to aim at a budget in balance or surplus. Given the uncertainty
about the final budgetary impact of the personal income tax cut planned for 2003, the government will have to control
expenditure tightly to avoid a deterioration in the cyclically-adjusted balance. Reforms of the wage bargaining system
should aim at establishing a closer link between wage and productivity growth, which should help in reducing the
inflation differential with the euro area.

GDP growth weakened substantially in the first half of 2002 as consumption The slowdown reflects weaker
growth faltered and equipment investment continued to fall, partly reflecting the consumption and sluggish
decline in exports. Construction growth remained strong, and even accelerated. Con-  exports
junctural indicators for the second half of the year do not point to a significant
rebound of activity, with falling car sales and industrial production and a weak tour-
ist season, though retail sales have fared better and public consumption is likely to
pick up at the end of the year. Weaker activity has lowered employment growth con-
siderably to only 1% per cent in the first semester and, with a strong pick-up in the
labour force, the unemployment rate has risen to above 11 per cent.

Partly reflecting the introduction of the cash euro, underlying inflation reached  Theinflation differential with
4 per cent in May, although it has fallen somewhat since then. Despite lower energy  the euro area has remained
prices and subdued growth, year-on-year headline inflation accelerated from 3to high
over 32 per cent in the first nine months of 2002, while the inflation differential with
the euro area has remained high at 1% percentage points. Labour cost pressures have
also remained strong. While agreed wages have risen by only 3 per cent, wages per
employee as recorded in the national accounts accelerated in the first half of the year
due to wage drift. In conjunction with modest productivity increases, unit labour cost
growth has remained above the euro-area average.

Spain
Real GDP has slowed lessthan in theeuro area But the inflation differential remainshigh
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1. Year-on-year percentage changes.
2. The break in 2001 of the Spanish harmonised consumer price index has been corrected using the national CPI data.
Source: OECD, Main Economic Indicators.
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The budget should remain
closeto balance over the
projection period

An export-led rebound is
expected for 2003

There area number of negative
risks

Spain: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices .
billion euros Percentage changes, volume (1995 prices)
Private consumption 335.2 39 25 1.8 2.6 31
Government consumption 98.6 50 31 21 27 1.9
Gross fixed capital formation 136.1 5.7 32 13 32 4.6
Final domestic demand 570.0 45 2.8 17 2.8 32
Stockbuilding ® 26 -0.1 0.0 0.1 0.0 0.0
Total domestic demand 572.6 4.4 2.7 18 28 33
Exports of goods and services 155.5 10.0 34 -0.2 55 7.9
Imports of goods and services 162.8 10.6 35 -0.4 6.1 8.3
Net exports® -74 -0.3 -0.1 0.0 -0.3 -0.3
GDP at market prices 565.2 4.2 27 1.8 25 30
GDP deflator _ 35 42 31 2.6 26
Memorandum items
Consumer price index _ 35 2.8 35 3.0 238
Private consumption deflator _ 32 33 34 3.0 28
Unemployment rate® _ 11.0 105 11.2 11.2 10.8
Household saving ratio© _ 10.0 10.3 10.6 10.7 10.6
General government financial balance® _ -0.6 -0.1 0.0 -0.1 0.1
Current account balance® -35 -2.6 -2.4 -2.6 2.7

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

b) Spanish data on labour force, employment and unemployment are revised since 1976 using the methodology applied by
the Labour Force Survey as from 2002. Revisions are made by the OECD based on information from the official Statis-
tical Officein Spain. They imply adownward revision of the unemployment rate by 2.5 pointsin 2001.

¢) Asapercentage of disposable income.

d) Asapercentage of GDP.

Source: OECD.

The 2002 budget is estimated to be in balance. While indirect tax revenues
could be lower than expected, personal and corporate income tax will be stronger
and capital expenditure weaker. Next year the new Budget Stability Law will enter
into force obliging all levels of administration to aim at a budget in balance or in sur-
plus. The government will again cut personal income taxes, with an estimated reve-
nue loss of ¥z per cent of GDP, but the continued strength of social security receipts
should help to maintain an almost balanced budget. The fiscal stance should remain
broadly neutral in 2003 and 2004.

Activity should start accelerating during 2003 mainly stimulated by external
demand. Equipment investment is projected to recover as demand prospects
improve, while construction growth should moderate slightly, but remain strong. Pri-
vate consumption should revive, with incomes bolstered by the income tax cut and
stronger employment growth. Overall, GDP is expected to grow by 2%z per cent
in 2003 and 3 per cent in 2004, above the euro area average. The unemployment rate
could fall to below 11 per cent by 2004. However, with a negative output gap over
the projection period, inflation should decline to below 3 per cent.

Therecovery hingeson arevival in externd demand. An international recovery that
is dower than expected would thus be an important downside risk. Equipment investment
could also be more sluggish if business sentiment does not recover, or if further turmoil in
Latin America trandates into lower profits for the Spanish companies that have invested
in this region. Over the medium term, the inflation differential with the euro area, if it
persists, would damage competitiveness and undermine export performance.
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Sweden

Arecovery iswell underway in Sveden, although output growth has remained below its potential rate in 2002. Growth of
around 2% to 2% per cent in the next two years could close the output gap and turn it positive by 2004. Prospects are
neverthel ess sensitive to developments in the information and communications technology sector and in the labour
supply, since an already tight labour market is generating inflation pressures.

Interest rates will need to be raised in 2003 as activity gains steam. Although the general government financial surplus
remains substantial, greater efforts are needed to rein in the surge in expenditure on sickness benefits and disability
pensions. Policies to increase effective labour supply would help to curb pressure on wages.

Output accelerated moderately in the first half of 2002 after last year’'s slow- A moderate recovery
down, driven by exports and private consumption. Renewed growth was mirrored in  is underway
asharp increase in consumer and business confidence indicators at the beginning of
the year. Both consumer and business confidence have falen back following stock
market turbulence and external weakness, thus leaving a less positive picture of
growth in the second half of 2002. The sharp downturn in new vacancies following a
sizeablerise in the early part of the year points in the same direction. However, the
unemployment rate has remained fairly constant since the beginning of 2001, indi-
cating that the labour market is till relatively tight. Consumer price inflation eased
by almost 1 percentage point in the spring, primarily due to base effects, but hasrisen
again to around 2% per cent in October.

Tax cuts and other discretionary measures of fiscal easing have boosted house-  An expansionary fiscal stance
hold disposable income significantly in 2002. The effect on private consumption will  is stimulating private
be seen gradually over the forecast horizon, as households react cautiously in arela  consumption...
tively uncertain economic environment. The general government financial surplusis
expected to drop from 4% per cent of GDP in 2001 to 1% per cent in 2002 as a result
of the fiscal stimulus and the disappearance of large and lagged payments of corpo-
rate and capital gainstaxes. An additional fiscal stimulus would not be helpful in the
current situation, and no further tax cuts are projected, allowing the surplus to move
back to amost 2 per cent of GDP in 2004.

Sweden

Private consumption and exports have picked up Confidence indicators have weakened again
At constant 1995 prices
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1. Thefiguresfor 2002 may not be fully comparable with those for earlier years due to a change of methodology.
Source: Statistics Sweden; NIER; OECD, Quarterly National Accounts.
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Sweden: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion SEK

Private consumption 1004.6 4.6 0.2 16 25 2.6
Government consumption 536.1 -0.9 14 17 0.8 0.8
Gross fixed capital formation 340.8 5.0 15 -15 38 4.2
Final domestic demand 1881.6 32 0.8 1.0 23 25

Stockbuilding # 35 05 -0.5 -0.5 0.3 0.2
Total domestic demand 1885.1 38 0.2 05 2.7 2.7
Exports of goods and services 8724 10.3 -14 29 6.0 7.1
Imports of goods and services 752.8 115 -39 0.3 6.8 7.3

Net exports® 119.6 0.4 1.0 13 0.3 0.7
GDP at market prices 2004.7 36 12 17 25 2.8
GDP deflator _ 1.0 2.0 21 20 2.6
Memorandum items
Consumer price index _ 0.9 24 23 2.2 2.3
Private consumption deflator _ 0.9 16 2.3 21 2.2
Unemployment rate® _ 4.7 4.0 4.0 41 4.0
Household saving ratio © _ 23 49 8.0 7.8 7.0
General government financial balance®® _ 37 4.8 17 16 19
Current account balance 33 3.0 39 35 37

Note: National accounts are based on official chain-linked data. Thisintroduces a discrepancy in the identity between
real demand components and GDP. For further details see OECD Economic Outlook Sources and Methods,
(http: //mmwv.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) Based on monthly Labour Force Surveys.

c) Asapercentage of disposable income.

d) Asapercentage of GDP.

€) Maastricht definition.

Source: OECD.

... and monetary conditions are Monetary conditions are likely to remain expansionary. With inflation expecta-
also supportive of growth  tions and core inflation rates currently in the 2 to 2% per cent range, the Riksbank is
not expected to raise interest ratesin the near future. However, some increase in rates
is projected in 2003 as domestic and external demand pick up. The krona has
regained strength after the marked depreciation in 2001, but Swedish exports should
still benefit from arelatively favourable exchange rate.

Economic prospects are Growth in real GDP is projected to rise from 1% per cent in 2002 to around
generally bright... 2% per cent in 2003 and 2% per cent in 2004. Domestic demand may gain momen-
tum in 2003, as private consumption continues the adjustment to the earlier increases
in household disposable income and investment picks up. Exports should accelerate
in 2003, and a sharp turnaround in imports will follow from the stronger demand
pressure. Employment is projected to increase as from 2003, with a minor up-tick in
unemployment in 2003 being reversed the following year. Higher increases in wages
and consumer prices are projected in 2004. Given a persistently tight labour market,
policies to reverse the upward trend in sickness absentees and increase effective
labour supply in other ways would help to curb inflationary pressure. Otherwise, a
stronger monetary response from the Riksbank than projected could be necessary.

... but ICT sector developments Growth prospects for investment and exports are particular sensitive to develop-
arerather uncertain  ments in the information and communications technology sector, with downside
risks currently dominating. A strong recovery in telecommunications is not likely
before 2004, as global investmentsin 3G networks currently seem to be on hold, but
it could eventually give a big contribution to Swedish exports.
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Switzerland

The dowdown in activity continued in conjunction with the dackening of the external environment and the appreciation of
the franc. GDP growth, which was close to zero in 2002, should however pick up and reach around 1% per cent in 2003,
thanks to the international recovery and to an expansionary monetary policy. The improvement in the economic situation is
unlikely to result in a fall in unemployment before mid-2003, while inflation could ease to less than ¥z per cent.

The very accommodating stance of monetary policy is appropriate and should be maintained until the recovery is firmly
established. But a more expansionary fiscal policy is hardly advisable, and would not be consistent with the new debt
containment rule, which implies a stable cyclically-adjusted balance. There is a need to boost potential growth and this
requires a more efficient factor utilisation, which should be stimulated by enhanced competition.

The mgjor national accounting revisions published during the summer revealedan  Activity remains depressed
unexpected fall in production in the first half of 2001 (—% per cent, at annual rate) and and unemployment isrising
in thefirst half of 2002 (—v4 per cent) relative to the previous semester. The weak inter-
national environment and the appreciation of the franc caused a sharp fall in exports
and investment, which was only partialy offset by a positive contribution of stocksand
resilient private and public consumption. The latest leading and conjunctural indicators
do not point to arapid pick-up in activity. Tourism was sluggish during the summer
and industrial orders continued to fall. Consumer confidence declined and unemploy-
ment, which reached 3.0 per cent in October 2002, is still growing. Asaresult, 2002 is
likely to see adlight fall of GDP. Against this background, the rise in consumer prices
has remained at %2 per cent on average up till October 2002.

The absence of inflationary pressures, coupled with the appreciation of the Monetary policy has eased

exchange rate and the sluggishness of activity, prompted the National Bank to ease whilethe franc

monetary policy as of the spring. The three-month LIBOR rate has been reduced in  has appreciated

two stages by 1 percentage point down to ¥ per cent, the lowest level for nearly

25 years. This easing of policy offset the restrictive impact of the rise of the franc,

which is being used as a safe haven and has appreciated in effective terms by 3 per

cent since the start of the year and by 10 per cent since 2000. In the projections, it is

assumed that the Bank will leave interest rates unchanged until the second half

of 2003, before gradually tightening monetary policy.

Switzerland
Interest rates were cut The economy remains weak
asthe exchangerate appreciated:
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1. The boundaries of the shaded “corridor” correspond to the National Bank’s intervention rate.

2. Year-on-year percentage changes.

3. The Purschasing Managers' Index (PMI) is an index based on the response of 200 managers at Swiss industrial companies about their performance in the current month
compared with the prior month. An index below 50 indicates that industrial production isfaling.

Source: National Swiss Bank; Credit Suisse; OECD, Quarterly National Accounts.
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A cyclical budget deficitis
probable in 2003

The upturn in growth will be
gradual in 2003-2004

Switzerland: Demand, output and prices

1999 2000 2001 2002 2003 2004

C it pri .
urrent prices Percentage changes, volume (1990 prices)

billion CHF

Private consumption 234.7 2.0 18 1.0 16 21
Government consumption 57.3 15 2.6 31 0.5 04
Gross fixed capital formation 78.1 58 -5.2 -6.1 2.8 39
Final domestic demand 370.1 29 0.1 -04 17 23

Stockbuilding -23 -0.3 0.7 0.2 -0.1 0.0
Total domestic demand 367.8 25 0.8 -0.2 17 23
Exports of goods and services 157.7 10.0 -0.1 -18 36 58
Imports of goods and services 136.9 85 -0.3 -18 4.2 6.0

Net exports® 20.8 0.6 0.1 00 -03 -01
GDP at market prices 388.5 32 0.9 -0.2 14 22
GDP deflator _ 12 14 21 0.6 0.6
Memorandum items
Consumer price index _ 16 1.0 0.6 05 0.3
Private consumption deflator _ 11 12 0.7 05 0.3
Unemployment rate _ 20 1.9 27 30 25
Current account balance® _ 12.9 82 100 99 104

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

The budget deficit target of CHF 950 million (Y4 per cent of GDP) for the gen-
eral government in 2002 seems out of reach. In particular, the forecast deficit of
CHF 300 million for the Confederation will be exceeded because of the sluggishness
of tax revenue and additional expenditure equivalent to 0.3 per cent of GDP. Another
deficit islikely in 2003, thefirst year of implementation of the debt containment rule,
which requires the Confederation to balance its accounts in cyclically-adjusted
terms. This target, which implies a neutral fiscal stance, should result in a deficit of
about CHF 300 million according to the revised official forecasts, which are based
on agrowth assumption of 1.3 per cent.

Production is likely to increase at a rate close to potential growth in 2003,
before picking up more sharply to 2% per cent in 2004. In 2003, the recovery in
exports and investment will be underpinned by the improving externa environment
and expansionary monetary policy, though exchange rate appreciation acts as an off-
set. Growth of private consumption is expected to remain moderate because of the
labour market situation. Due to the weakness of employment, the unemployment rate
could reach 3 per cent on average in 2003, before falling to 2% per cent in 2004,
while inflation would ease back to ¥ per cent. Therisk of deflation looks limited due
to the strength of the banking sector and the fairly generous wage increases awarded
in 2002 and under discussion for 2003. This recovery scenario could, however, be
jeopardised by the uncertainty surrounding the external environment and by the
exchange rate, which could appreciate further.
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The Turkish economy is recovering unexpectedly quickly, following the worst recession in decades. Real growth of close
to 4 per cent is likely in 2002, with inflation slowing to below its target of 35 per cent by year-end. Given renewed lira
weakness since mid-year, achieving next year's 20 per cent inflation target appears problematical, especially if the pace
of growth were to strengthen further. However, with real interest rates also higher and policies set to remain tight, growth
should be contained between 32 and 4%z per cent in 2003 and 2004.

A strong and credible government following the 3 November elections, able to carry through the current stabilisation
programme, is key to any lasting improvement in Turkey's creditworthiness. A decline in the sovereign risk premium to
reasonable levelsis critical to achieving fiscal sustainability and low-inflation growth.

After a sharp contraction last year, real GDP rose by more than 5 per centinthe  The economy isrecovering...
first half of 2002. Inventory accumulation provided theinitial impetus, though by the
second quarter, other domestic demand components stabilised or recovered. Rising
trends for industrial production, exports, and value added tax collections suggest a
continuation of growth, albeit at a slower pace, into the second half of the year. A
growth rate of nearly 4 per cent islikely for the year asawhole.

The favourable economic environment has nevertheless been clouded by political ... but financial market
tensions that started in May. Since then, average market interest rates have been 15-  turbulence has clouded
20 percentage points higher at around 65 to 70 per cent, dthough falling somewhat after  the picture
the 3 November dections. The nominal exchange rate has depreciated by around 20 per
cent, to 1.6 to 1.7 million lira per dollars, implying a 10 per cent cumulative real depreci-
ation since the start of floating in February 2001. The jump in interest rates, along with
ongoing disinflation, hasimplied arisein real interest rates to around 30 per cent.

Diginflation continued during the summer, as seasonal movementsin food prices I nflation remains
helped offset the weaker exchange rate. Moreover, despite the pass-through of lira on a downward trajectory...
weakness and other inflationary pressuresinto core inflation (as measured by the man-
ufacturing wholesale price index) in early autumn, the projections see ayear-end infla-
tion rate at a few percentage points below the official target of 35 per cent. However,
these factors stand as risks looking forward, as do oil prices, the likelihood of more
public price adjustments, and the inflation-indexed structure of public sector wages.

Turkey
Real interest ratesremain high Credit conditions aretight
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1. Year-on-year growth.

2. Calculated using 12-month ahead inflation or expected inflation.
3. Using wholesale prices index as deflator.

Source: OECD.
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... asmacroeconomic policies
remain very tight

Moderate growth is projected,
with continuing disinflation

Risksto both inflation and
growth outlooks are significant

Turkey: Demand, output and prices

1999 2000 2001 2002 2003 2004

C it pri .
urrent prices Percentage changes, volume (1987 prices)

trillion TRL

Private consumption 55928 6.2 -9.0 2.2 2.0 3.0
Government consumption 11748 7.1 -8.6 21 1.0 15
Gross fixed capital formation 16 931 169 -317 -4.5 88 100
Final domestic demand 84 606 89 -15.0 0.8 33 44

Stockbuilding 1149 11 -40 4.0 0.0 0.0
Total domestic demand 85755 98 -184 51 32 4.3
Exports of goods and services 17972 19.2 7.4 6.5 66 109
Imports of goods and services 20801 254 -248 115 65 115

Net exports ® -2829 30 124 -1.2 0.3 0.3

Statistical discrepancy ? -5510 0.1 0.0 0.1 0.2 0.0
GDP at market prices 77 415 7.4 -74 3.7 3.6 4.3
GDP deflator _ 49.9 61.7 47.9 27.6 151
Memorandum items
Consumer price index _ 549 544 453 317 162
Private consumption deflator _ 500 635 449 323 170
Unemployment rate _ 6.6 85 85 8.3 8.1
Current account balance® -4.9 23 -08 -16 -20

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

The central bank has reduced interest rates broadly in line with inflation trends but
is likely to maintain a cautious stance as long as markets remain unsettled, and &l so
because of the announced shift to inflation targeting by end-2002. Survey data suggest
that the Bank has succeeded in lowering inflation expectations, helped by demand
weskness and high unemployment. Fiscal policy is likewise very tight, with a primary
surplus of 6Y2 per cent of GDP now targeted for both 2003 and 2004 to prevent further
risesin the public debt. However, persistently high real levels of interest rates are mak-
ing the debt sustainability criterion difficult to meet, given the very large amount of
short-term debt that either has to be rolled over, or has been issued on afloating-rate
basis. The high proportion of the debt that is now denominated in or linked to foreign
currencies also leaves the debt burden susceptible to exchange rate changes.

The projections assume that current market uncertainty will progressively dissi-
pate following the recent elections and as the programme is steadily implemented.
Real interest rates are projected to decline gradually throughout the forecast horizon,
reaching 10 per cent by the end of 2004. The real exchange rate is assumed to stabi-
lise at current levels. With strong export growth benefiting from world recovery and
real depreciation, and gradually recovering domestic demand in response to declin-
ing real interest rates, real GDP is projected to grow in the range of 3% to 4% per
cent in 2003 and 2004. Inflation is projected to decline to 26 per cent by end-2003,
against atarget of 20 per cent, and then to 10 per cent by the end of 2004.

Risks are more numerous on the downside. The currently high country risk pre-
mium will become an obstacle to growth if it were to fail to decline as strongly as sup-
posed in the projections. Another source of downside risk is bank lending to the corporate
sector, as non-performing loans continue to rise and put pressure on banks' capitd. A sig-
nificant deterioration in the labour market, with adverse effects on income distribution,
remains amgor threat to consumption dynamics. Finally, growing internationa tensions
in the region would have direct effects on the Turkish economy and financial markets.



[I1. DEVELOPMENTSIN SELECTED
NON-MEMBER ECONOMIES

A marked pickup in real GDP growth in the Asian economies during the first half of 2002 was sparked by a recovery in
manufacturing exports to the United States, reinforced by strengthening regional domestic demand. Trade within the region
isalso being boosted by the ongoing shift of regional production facilities to China. Despite the recovery in 2002, domestic
demand in several economies is vulnerable to downside risks arising from continued internal financial strains and other
structural problems. In China, these problems are likely to lead to a progressive weakening in domestic demand and real
GDP growth in coming years unless further reforms beyond those now officially planned are undertaken.

Economic growth in South-East Europe and the Newly Independent States, whose trade is mainly linked to European
countries, has benefited little from the recovery in the United States but continues to be underpinned by a strong expansion
ininternal demand. Real growth is expected to remain robust in 2002, at around 4 per cent both for Russia and for the
region. For Russia, growth of this order may be sustainable in the medium-term, mainly as a result of better management of
Russia’s large private enterprises and improved macroeconomic policies. However, a stable macroeconomic environment
still depends critically on effective and prudent management of budgetary and foreign exchange windfalls stemming from
current high oil prices, so that major current account and fiscal imbalances are avoided if oil prices weaken.

The problems of Argentina and Brazl, and their spillover to neighbouring economies, have led to a weak economic
performance of South America in 2002. In Brazl, real GDP has been stagnant, due in part to the political uncertainty
surrounding the October elections. Argentina’s crisis may be bottoming out, although the signs of recovery are fragile.
Economic recovery is conditional on a smooth political transition and maintenance of prudent macroeconomic policies
in Brazl and progress on reforms in Argentina.

Economic activity in the Asian economies rebounded sharply in 2002 in  Asian economies have
response to strong export recoveries fuelled by the recovery of demand in the United recovered in 2002,
States. Real GDP in the Dynamic Asian Economies rose by 2.4 per cent, year-on- led by strong exports...
year, in the first half of 2002, after falling slightly in 2001. Real GDP growth in
Chinaalso rose further. Malaysia, Singapore and Chinese Taipel, which are relatively
specialised in electronic products and which as a result experienced especially severe
downturnsin 2001, have recorded the strongest recoveries thisyear. Growth in Asian
exports and imports is also being spurred by the impetus to intra-regional trade aris-
ing from the ongoing shift of assembly and other regional production facilities to
China. Asaresult, and provided that OECD economies recover as projected, exports
should continue to grow at arobust pace through 2004.

The rebound in exports has been accompanied by a recovery in private domestic ... and domestic demand
demand, supported in the Dynamic Asian Economies by stronger consumption spending  has also strengthened...
and arevival in investment, reinforced in several cases (particularly, Singapore and
Thailand) by fiscal stimulus. Domestic demand and real GDP growth should accelerate
further in 2003. However, continued domestic private debt strains pose significant
downside risksin anumber of economies, while deflation isarisk in Hong Kong, China

South-East Europe and the Newly Independent States experienced a slowdown ... asalso in South-East
of economic activity inthefirst half of 2002, due partly to weak external demand and Europe and the Newly
partly to persistent structural problems. Economic growth in the region is projected  Independent States
to be around 4 per cent in 2002, driven by continuing strong domestic demand
—especially in Russia. Growth has benefited from improved macroeconomic
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South America suffersfrom the
weak Brazlian economy and
thecrisisin Argentina

management and, in the Balkans, by the termination of armed conflict. For the
region, enhanced macroeconomic stability linked to further progress on structural
reforms, including improvements of the environment for foreign direct investment
(FDI), will be essential to sustaining real growth beyond 2002.

The crisis in Argentina may have touched bottom although signs of recovery are
wesk. After afall of 15 per cent in GDP in the first half, economic activity seems to be
picking up dowly. Inflation has been decelerating in the past few months and since July
the exchange rate has been stable. Political uncertaintiesin Brazil ahead of the presiden-
tia elections led to strong downward pressure on the exchange rate and bond prices.
These adverse financial conditions, and perhaps a more generd loss of confidence, have
caused weakness in both consumer and investment demand in 2002. Chile’s economic
performance was a so weakened by the region’s turbulence, with growth in domestic
demand and exports both stalling. The region as awhole has also suffered from a signifi-
cant drop in foreign direct investment. Economic recovery in Brazil is conditional on a
reasonably smooth transition of government and on the maintenance of prudent macro-
economic policies. In Argentina, the paralysed banking system and depressed consumer
demand handicap economic recovery in the short run. Necessary major reforms are
unlikely to be undertaken before the dections of March 2003.

Real GDP growth accelerated
in 2002

Export growth has been
bolstered by market share gains

Domestic demand has been
driven by government
investment

Real GDP growth in China rose to 8 per cent, year-on-year, in the second and
third quarters of 2002, compared with an average pace of 6.8 per cent in the second
half of 2001. Exports, driven by the recovery of demand in the US and in other Asian
economies, rose by 19.4 per cent during the January to September period on a year-
on-year basis and have led the upturn in real GDP growth. However, imports have
also surged and the net contribution of external demand is expected to be slightly
negative for 2002 as awhole. Internal demand has accelerated, due largely to a sharp
risein fixed investment, which was up by 24 per cent in the first nine months of 2002
compared with the same period in 2001.

In addition to the recovery in its external markets, China's strong export growth
reflects gains in market share in its major trading partners. These gains are attribut-
able to China's strong international competitive position and have been further bol-
stered by the rapid growth of foreign direct investment in its export sectors. The
transfer of production facilities to China from other Asian economies, notably Japan,
Korea, and Chinese Taipe, is transforming China into a mgor regional export plat-
form. Foreign investment in China’s businesses has been a major contributor to the
surge in exports, but it has also strongly boosted imports of capital equipment and
intermediate goods. China’s World Trade Organisation entry is expected to sustain
and even reinforce this process. Foreign direct investment inflows have surged fol-
lowing entry in the World Trade Organisation, registering 22.5 per cent year-on-year
growth for the first nine months of 2002.

Fixed investment has been the major driver of domestic demand during 2002,
spurred by government infrastructure spending that has been concentrated in the first
half of the year. Government infrastructure spending is likely to have eased over the
second half, so as to meet the year-end target for the overall fiscal deficit of no more
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Tablelll.1. Projectionsfor China?

2001 2002 2003 2004
Real GDP growth 7.3 7.9 75 6.9
Inflation 0.7 -0.7 -0.2 0.0
Fiscal balance (% of GDP) -2.6 -3.0 -3.2 -33
Current account balance ($ billion) 174 184 14.7 10.1
Current account balance (% of GDP) 15 15 11 0.7

a) The figures given for GDP and inflation are percentage changes from the previous year. Inflation refersto the
consumer price index.
Source: Figures for 2001 are from national sources. Figures for 2002-04 are OECD estimates and projections.

than 3 per cent of GDP. By contrast, capital spending by domestic enterprises has
been considerably weaker, reflecting low profits, limited access to external credit,
excess capacity and falling prices in much of the industrial sector.

Consumption growth, which has been a major support to domestic demand, is  Consumption growth

also slowing, despite the measures that have been taken in recent years to support  hasbeen slowing

it. Household spending has been supported by rising urban incomes, salary

increases for public workers, loan programmes to encourage expenditure on housing,

and by reduced tariffs on automobiles and other consumer durables. Nevertheless,

consumer confidence has been falling and household savings have been increasing

in response to rising unemployment levels. Unemployment is expected to increase

further as production facilities are closed to reduce excess capacity and domestic

firms continue to cut labour costs.

The ability of macroeconomic policies to offset the deflationary effects of these Macroeconomic policies can
structural problemsiis at best limited. Monetary policy has little room to ease further as  provide only limited support...
the one-year deposit rate is already at alow of 2 per cent. Despite thislow deposit rate,
lending rates are relatively high in redl terms, given falling prices and the large spread
between loan and deposit rates that authorities have maintained, in part to buttress bank
profits. Banks' priority on preventing new non-performing loans (NPLS) has made
them unwilling to lend to alarge portion of enterprises, particularly small and medium
sized firms. The scope for further fiscal stimulus is also receding, particularly in view
of the large future costs the government is likely to have to assume to restore capital
adequacy to financial ingtitutions and to carry out other economic reforms.

Given these conditions, and without further structural reforms beyond those ... and morestructural reforms
which are now officially planned, domestic demand and real GDP growth are likely —are needed to sustain adequate
to slow progressively over the next two years. To prevent this outcome, reformsneed  growth
urgently to address the present vicious circle between the financial problems of
China's banks and enterprises. This will require restoration of adequate capital to
the banks along with strengthened reforms to ensure that the banks operate as profit-
oriented commercial entities that observe prudential norms and can impose adequate
financia discipline on their enterprise customers. At the same time, further measures
need to be undertaken to strengthen corporate governance, in particular by reducing
government intervention in the management of state-owned enterprises, to bolster
competition in certain sectors, and to curtail regional protectionism.

1. For further discussion of priorities for economic reforms in China, see OECD, China in the World
Economy: the Domestic Policy Challenges, Paris, 2002.
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GDP growth has slowed to what
may beits potential rate

Russia’slarge trade surplus
continuesto shrink fast

Macroeconomic policies
remain sound

The short-term macroeconomic
outlook remains favourable...

The Russian Feder ation

The Russian economy continued to expand, albeit at a somewhat slower rate than
in 2001. Growth should be around 4 per cent in 2002, mainly driven by strong domes-
tic demand. Large wage increases and administrative adjustments in (still repressed)
domestic energy and transportation prices continued to weigh on the profitability of
many Russian industrial firms, significantly slowing investment growth. At the same
time, restructuring in parts of the private large-enterprises sector may have finally led
to increased efficiency, thus counteracting to some degree the labour and other cost
pressures on competitiveness. Some of these enterprises are now actively diversifying
operations in the region and are in the process of becoming multinationals.

In the context of still high dollarisation, the disinflation process has been sup-
ported by the continuing real appreciation of the rouble against the dollar. However,
overall external competitiveness has been little affected as, due to the roubl€’s depre-
ciation against the euro, Russia's effective (trade weighted) real exchange rate has
been almost unchanged in 2002. Nonethel ess, growing export volumes during 2002,
partly driven by higher output in the oil sector, has been outweighed by the contin-
ued strong increase in import volumes. As a result the large trade surplus has contin-
ued to shrink rapidly, and has been down almost 20 per cent during the first nine
months of 2002 compared to the corresponding period of the previous year.

Fiscal policy, while expansionary, has remained sound in 2002. The consoli-
dated budget showed a surplus of 3 per cent of GDP in the first half of the year. The
first draft for the 2003 federal budget plans for a decreasing surplus, but has some
built-in buffer asit is based on oil prices of around $20 per barrel. Substantial pur-
chases of foreign exchange by the central bank on the currency market continued to
generate some inflationary pressures, although the budget surplus has alleviated
these tensions somewhat. Consumer price inflation has continued its gradua decline
and is projected to be around 15 per cent (year-on-year) by the end of 2002. There
has, however, been abuild up in producer price inflation in recent months.

In 2003, further large wage increases in the public sector and repression of energy
and transport prices in the run up to Duma and presidentia elections should support
continuing strong domestic demand growth. Real GDP growth in 2003 would be fur-
ther boosted by recovery in the world economy. It is questionable, however, whether
domestic demand can sustain real GDP growth at its current pace beyond 2003.

Tablell11.2. Projectionsfor the Russian Federation?®

2001 2002 2003 2004
Real GDP growth 5.0 4.0 45 35
Inflation 18.6 15.0 12.0 10.0
Fiscal balance (% of GDP)" 2.9 16 0.6 05
Current account balance ($ billion) 34.6 275 185 10.0
Current account balance (% of GDP) 111 7.8 4.7 2.3
a) Thefigures given for GDP are percentage changes from previous year. Inflation refers to the end-of-year consumer

priceindex.

b) Includes federal, regional and local budgets.

Source: Figures for 2001 are final figures from national sources. Figures for 2002-04 are OECD estimates and
projections.
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High domestic demand and a stronger real exchange rate will continue to fuel ... but medium-term risks have

import growth, which, even if oil and gas prices stay at current high levels, will fur-  increased

ther reduce Russia’s (still large) current account surplus. While achieving the tar-

geted budget surplus will be more difficult in 2003 than in the past years, due to the

electoral cycle and an exceptionally high burden on the federal budget from foreign

debt obligations, macroeconomic policy is expected to remain reasonably sound. At

current levels, both the current account and the budget surplus still provide for a size-

able buffer if oil prices were to fall. In the medium term, however, thereis an

increased risk that alarge fall in oil prices could lead to serious fiscal and current

account imbal ances.

Brazil

The Brazilian economy continued to suffer from an unfavourable external envi-  Growth has stagnated
ronment and uncertainty surrounding the Presidentia elections during the first half — and the exchange rate
of 2002. GDP growth was flat with investment declining strongly (-7 per cent, over hasdepreciated...
the same period of the previous year) and to a lesser extent also private consumption
(=1 per cent). The ongoing crisis in Argentina and weak growth in some other major
trading partners caused exportsto fall by 5 per cent in volume terms. But imports fell
even more (18 per cent), mostly due to the stagnation of domestic demand and the
strong depreciation of the real by more than 30 per cent. As aresult, the trade balance
and the current account have shown a trend improvement. Despite government efforts
to bolster confidence and a $30 billion International Monetary Fund financial package
agreed in end-July (split into $6 billion this year and the rest next year), financial mar-
kets have remained very volatile. Overall, GDP growth for calendar 2002 year is
projected to be somewhat disappointing, at around 1.2 per cent.

Inflation for 2002 is projected a around 9 per cent, which means that the target rate ... leading the central bank
(5.5 per cent this year) will be overshot for the second consecutive year. Faced with a  to tighten monetary policy...
weak economy on the one hand, but a large depreciation of the exchange rate and its
potential inflationary pressures on the other, monetary policy, at first, was intended to be
moderately supportive of economic activity. However, further pressures on the exchange
rate and inflation led the central bank to reverse this stance and to limit liquidity by
increasing the short-term interest rate from 18 to 21 per cent in mid-October.

Public finances continue to be on track, as the primary fiscal surplus was 4 per ... which has been supported
cent of GDP for the first three quarters of 2002. Nonetheless, the rolling over of pub- by strict fiscal targets
lic debt has become more difficult, with the government being obliged to shorten the
average maturity again. The increase of the public debt-to-GDP ratio by 9 percentage
points to 62 per cent (end-July) is largely explained by the depreciation of therea in
the first half of 2002. It is noteworthy that around 30 per cent of the total net public
debt is either in foreign currency or indexed to the dollar.

The new government will take office on 1 January 2003. The transition of gov- A smooth government
ernment appears to be preceeding smoothly and some continuity of policies seemsto transition may stimulate
be assured. First, the newly elected President has announced his intention to pursue economic activity in 2003...
prudent fiscal policies, in particular to maintain the current level of the primary sur-
plus. Brazil's access to IMF funds of $24 billion in 2003, necessary for servicing the
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... but the dynamics of the
public debt needsto be
addressed

Tablelll.3. Projectionsfor Brazil?

2001 2002 2003 2004
Real GDP growth 15 12 2.0 35
Inflation 7.7 9.0 9.0 7.0
Fiscal balance (% of GDP)® 5.3 -35 3.2 -45
Primary fiscal balance (% of GDP) 3.8 39 3.8 35
Current account balance ($ billion) -23.2 -11.0 -9.0 -10.0
Current account balance (% of GDP) -4.6 -29 -2.2 -2.2

a) Thefigures given for GDP and inflation are average percentage changes from the previous period. Inflation refers
to the end-year consumer price index (IPCA).

b) Harmonised concept excluding revaluations of public debt due to changes in the exchange rate.

Source: Figuresfor 2001 are from nationa sources. Figures for 2002-04 are OECD estimates and projections.

external debt, is conditional on maintaining sound macroeconomic policies. Second,
the current administration has put in place a “Presidential Transition Project” that
creates the conditions for a relatively smooth and transparent change of government.
Other existing institutional arrangements, such as the Fiscal Responsibility Law, also
guarantee the cap on public spending at all levels of government. Another positive
sign is that the President elect has declared his commitment to undertake urgent
structural reforms of the pension and social security systems and the labour market.
Under these conditions, growth is expected to pick up somewhat in the second half
of 2002 and in 2003, driven in particular by private demand and exports.

A serious downside risk is related to the sustainability of the debt dynamics, in
case confidence about the continuation of sound macroeconomic policies is not
quickly re-established and financial markets continue to display high volatility. A
negative scenario would be for the government to keep real interest rates artificially
low by forcing the central bank to pursue a more expansionary monetary policy.
Lower real interest rates could reduce the burden of the debt linked to the short-term
interest rate temporarily, but such a policy would likely lead to avicious circle of ris-
ing inflation, declines in confidence, and depreciation of the currency. The real
depreciation would increase the domestic burden of servicing the debt linked to the
US dollar, thereby further eroding confidence, which ultimately would increase the
difficulty of rolling over the public debt. A more positive outcome would emerge if
the new government manages to re-establish market confidence quickly, thereby
reducing exchange rate pressures and the negative impact on the ratio of dollar-
denominated debt to GDP.



V. FISCAL SUSTAINABILITY:
THE CONTRIBUTION OF FISCAL RULES

I ntroduction

The 1990s saw considerable progress in fiscal consolidation, but fiscal positions
have recently deteriorated in most OECD countries, both in actual and cyclically-adjusted
terms. Public debt ratios, which except in Japan had been declining in the second hdf of
the 1990s, have stopped falling and even started to rise again in some cases. At the same
time, pension and other age-related spending pressures are intensifying. This chapter
begins by describing how the fiscal outlook has changed over time and asks whether, on
current policies, public financesin OECD countries are on a sustainable course.

The budgetary outlook hasworsened despite the operation of avariety of fiscal rules
in OECD countries. In the United States these have been based on nominal caps for dis-
cretionary spending and in the euro area on limits to the size of fiscal deficits. Rules or
norms based on deficits, debt and/or public spending have also been operationd in a
number of other countries, including Canada, Switzerland and the United Kingdom.
Rules have been an important factor behind the fiscal consolidation in the latter part of
the 1990s and have helped to create the room for aflexible fiscal response to the current
downturn. But they have not been proof againgt an unforeseen deterioration in budgetary
positions or political pressures, especially when budget positions are cyclically strong,
and may not guarantee medium-term fiscal sustainability. The chapter discusses the fac-
torsthat seem to have contributed to the imperfect effectiveness of existing rules and how
various possible fiscal targets (public spending, headline balance, structura position,
debt) can help attain and safeguard a sustainable fiscal position.

The recent fiscal deterioration should be seen in the context of the substantial
progress made, over the past two decades, in controlling adverse public debt dynamics
(Figure IV.1). There have been a number of ditinct phases in the chronology of sustain-
ability concerns. Originally, these were largely related to unstable debt dynamics, given
the interrelationships between deficits, debt and interest rates. But as governments moved
toward better borrowing discipline, the focus shifted towards expenditure and taxation
trends, under two major constraints: fulfilling public commitments to an ageing
population and avoiding the imposition of tax rates harmful to longer-term growth.

Prior to the second ail shock, the burden of public debt was reduced by large unan-
ticipated inflation-induced transfers of wealth from bond-holdersto the public sector (the
so-called “inflation tax”).* The unsustainable mix of loose fiscal and loose monetary
policy manifested itself in rising inflation and its del eterious consequences for growth.

1. For adescription of the dependence of governments on thisform of “seignorage”, see OECD (1989).

Changing per spectives on sustainability

Problems of fiscal
sustainability have
re-emerged...

... raising questions about
appropriate fiscal policy rules

Fiscal sustainability concerns
have evolved...

... from theinflationary
pressures stemming
from deficits...

© OECD 2002



118 - OECD Economic Outlook 72

FigurelV.1. Changing debt dynamics
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... to crowding out and adverse
debt dynamics...

During the 1980s, tight monetary policy coupled with il rather loose fiscal pol-
icy was associated with high real rates of interest and increasing debt/GDP ratios in
most OECD countries. In the OECD area at large, the debt/GDP ratio rose by over
16 percentage points of GDP. Sustainability issues during this period revolved around
the familiar debt dynamics of primary surpluses inadequate to offset spiralling debt
interest payments (Figure IV.1, panel B). The debt spiral can be exacerbated where an
actual or perceived lack of fiscal discipline leads to continuous upward pressure on
interest rates.? At the limit, the credibility of central bank inflation control can be
undermined if the rate of debt accumulation becomes unsustainable.

2. The precise links between public-sector deficits and interest rates are controversial but deficits and
interest rates do seem to be related (Ford and Laxton, 1995, Helbling and Wescott, 1995 and Orr
et al., 1995). A recent study suggests that in the United States, a one percentage point increase in the
Congressional Budget Office projection of the deficit ratio causes the spread between long and short-
term interest rates to widen by over 50 basis points, and documents that positive public spending
shocks push up interest rates, so that the stimulus to activity is partly neutralised by the reaction of
financial markets (Canzoneri et al., 2002).

3. Thisisthe contention of the so-called fiscal theory of the price level, which concludes that in order for
central banks to truly benefit from functional independence, an institutional mechanism imposing
fiscd discipline may be needed. This theory, however, is controversial (Buiter, 2002). Moreover, in a
context of high capital mobility, unsustainable fiscal policies would be sanctioned by financial
markets before reaching the point of threatening the control of central banks on inflation. Even so,
long-run inflation expectations are probably influenced by the strong political pressures on monetary
policy that high debt service usualy entails.
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By the early 1990s, the problem of unsustainability had been widely recognised ... which have been reduced
and prompted fiscal consolidation to bring debt dynamics under control (Figure V.2 by fiscal consolidation
and TableIV.1). Fiscal positions worsened during the recession of the early 1990s
but subsequently improved, as consolidation became a priority in Europe, the United
States and a number of other countries, Japan being a notable exception. Structural
reforms enhancing potential output growth also helped in a number of cases. In sev-
eral euro area countries, falling nominal interest rates were a potent factor, as they
converged to the levels prevailing in those countries that historically had low infla-
tion. By 2000, debt ratios had fallen substantially in the United States and somewhat
less so in Europe, although they were trending down. The rather slow turnaround
was at least partly due to the fact that fiscal retrenchment in highly indebted coun-
tries was being offset by the slower erosion of the real debt as inflation came down.

Indeed, in some cases, the effect of afalling inflation tax almost outweighed the
improvement in the cyclically-adjusted balance.

During the initial years of the current decade, there has been aslowing in, and  Progress has stalled...
in some cases reversal of, the consolidation process, but with the exception of Japan
the progress made towards sounder debt dynamics has been more or less preserved.
Fiscal positions have deteriorated during the downturn, in cyclically-adjusted as well
as actual terms. In 2002, the OECD-wide general government deficit is projected to
approach 3 per cent of GDP, and in cyclically-adjusted terms, it is set to exceed
2% per cent of potential GDP. On current policies, very modest fiscal adjustment is
to be expected over the next two years in the euro area or Japan. Some improvement

FigureIV.2. The process of fiscal consolidation
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TablelV.1. Fiscal consolidationsin selected OECD countries
Changes in general government, in per cent of GDP?

Net Cyclically- Cyclically- Cyclically- Net Gross
lending adjusted adjusted adjusted interest debt
net lending revenues expenditurmb payments

Major economies
United States (1993-2000) 7.3 6.2 3.0 -19 -1.0 -14.6
United Kingdom (1994-2000) 11.9 6.9 31 -2.0 -0.2 -6.6
Canada (1993-2000) 12.2 9.4 0.2 -6.9 -1.9 -7.6
Euro area (1994-2000) 5.9 32 0.5 -0.6 -1.6 4.1
Euro area countries
Austria (1996-2001) 53 51 30 -1.4 -1.2 -6.0
Belgium (1993-2001) 85 8.8 28 -1.0 -4.6 -24.2
Finland (1994-2000) 14.4 4.6 -09 -39 14 -5.4
France (1994-2000) 4.6 33 21 -0.6 -0.1 13.8
Germany (1997-2000) 45 10 0.5 -0.3 -0.3 0.2
Greece (1994-2001) 124 10.0 7.2 40 -6.3 -3.2
Ireland (1996-2000) 6.7 38 -1.3 -4.0 -3.0 -43.6
Italy (1991-2000) 11.2 10.8 3.0 -1.6 -3.9 13.2
Netherlands (1995-2000) 6.4 4.7 0.3 -4.3 -1.1 -19.9
Portugal (1994-2000) 30 1.0 04 39 -2.8 -6.0
Spain (1996-2001) 6.5 4.7 17 -04 -2.0 -5.4
Other OECD
Australia (1993-99) 7.1 54 45 0.6 -1.4 -05
Denmark (1994-99) 6.0 2.7 0.5 0.1 -12 -28.9
Iceland (1995-2000) 7.2 4.3 6.2 4.0 -0.6 -14.2
New Zealand (1991-94) 7.7 58 -1.2 -2.3 -2.9 .
Norway (1994-97) 9.9 7.2 17 -4.0 1.0 -12.6
Sweden (1994-98) 14.0 10.6 22 -4.5 18 2.6
Total OECD (1994-2000) 51 33 11 . -1.0 19

Note: Fiscal consolidation are defined between 1990 and 2001 as periods of protracted (more than three years) improvements in the annual general government’s net lending
position in per cent of GDP, as compared to the previous year, where such periods are allowed to be interrupted if the worsening of that balance does not exceed 0.5 per
cent of GDP and does not last for more than one year.

a) Vauein the last year of the consolidation minus the value in the year before the consolidation.

b) Excluding interest payments.

Source: OECD.

in the underlying balance would occur in the United States, but in the context of a
much sharper deterioration in the two years to 2002. Nevertheless, at the current
juncture, apart from Japan, no substantial imminent increase in debt/GDP ratiosisin
store (Figure 1V.1, panel B). Indeed, bond yields have fallen, and markets do not cur-
rently seem to be responding to the risk that higher structural deficits could durably
push up interest rates.

... and medium-term prospects Looking further out, the prospects are now less optimistic. Medium-run projec-
arenow bleaker tions published in early 2001 by the US Congressional Budget Office had the general

government surplus rise to 4.3 per cent of GDP by 2008. This has been revised down

several times since, to a surplus of only 0.6 per cent of GDP, largely reflecting the

2001 tax cuts, unexpectedly low tax elasticities and an acceleration in spending (see

Chapter 1). The most recent OECD medium-term baseline (Table 1V.2) —which is
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TablelV.2. Fiscal trendsin the medium-term baseline
Per cent of GDP or potential GDP

General government balance Cyclically-adjusted balance Gross public debt

2002 2004 2008 2002 2004 2008 2002 2004 2008
Australia 0.1 0.8 0.8 0.3 0.9 0.8 22 20 16
Austria -16 -0.8 -0.1 -1.1 -05 -0.1 63 60 54
Belgium 0.0 0.5 16 0.9 10 16 105 97 80
Canada 0.6 0.6 12 0.5 0.3 12 81 7 66
Denmark 22 29 37 28 32 37 43 36 22
Finland 3.2 3.6 3.7 43 44 3.7 43 46 41
France -2.7 -25 -19 -25 -24 -19 67 69 69
Germany -3.7 -2.6 -1.7 -2.7 -21 -1.7 62 64 66
Greece -11 -0.7 -04 -1.3 -11 -04 106 100 90
Iceland 0.3 0.3 0.3 0.0 0.0 0.3 44 41 32
Ireland -0.5 -1.8 -1.3 -1.4 -09 -1.3 34 32 35
Italy -2.3 -2.8 -1.9 -1.6 -2.3 -1.9 110 107 101
Japan -7.9 -7.8 -8.7 -7.1 -7.1 -8.7 143 159 193
Netherlands -0.8 -0.3 16 0.4 13 16 52 49 39
New Zealand 16 11 18 14 0.9 18 41 37 38
NorWaya 124 9.8 8.9 14 0.2 0.0 25 23 27
Portugal -34 -2.4 -0.7 -29 -1.5 -0.7 60 59 52
Spain 0.0 0.1 0.3 0.3 04 0.3 66 62 55
Sweden 17 1.9 15 1.9 17 15 63 61 55
United Kingdom -1.4 -1.3 -1.1 -1.0 -1.1 -1.1 51 51 51
United States -31 -2.7 -13 -2.7 -24 -13 61 63 61
Euro area -2.2 -1.8 -1.0 -1.6 -1.4 -1.0 73 72 69
European Union -2.0 -1.6 -09 -1.4 -1.2 -09 70 69 66
Total of above OECD countries -3.1 -2.8 -2.1 -2.6 -25 -2.2 7 80 83

a) Oil-related revenues are excluded form the cyclically-adjusted balance.
Source: OECD.

based on current tax legislation and spending trends, and which is less a projection
than a simulation assuming that output gaps close over the medium term — shows
that in the OECD as a whole, public debt as a share of GDP is on course to rise dur-
ing this decade. There could be aslight decline in the United States and the European
Union (EU) at large, but modest increases in several large European countries
(France and Germany) and snowballing debt dynamics in Japan.

L ong-term sustainability

The main concern about current budget positions is that they do not adequately ~ Age-related spending pressures
take account of future contingent liabilities tied to age-related spending. These com-  are building up
mitments, combined with existing tax and spending arrangements, may be saddling
future generations with an unmanageable bill. Indeed, pension, health care and other
relevant structural reforms have proceeded very unevenly across countries. Past con-
solidation has been achieved only partially through primary expenditure restraint and
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to a significant extent through tax increases and/or fallsin nominal interest rates
(Figure V.2 and Table IV.1). The demographic transition to older societies
(Figure 1V.3) is dready starting to affect public finances, or about to do so. Public
age-related spending (taking into account old-age pensions, health and education) is
projected to increase on average in OECD countries by 6 to 7 percentage points of
GDP by the middle of the century, putting heavy pressure on public finances
(Table1V.3).4

While quantification is While the magnitude of the above spending pressuresis unquestionably worrying,
difficult... quantification of the size of the fiscal adjustment required to restore sustainability is
fraught with difficulties:

— There are different ways to define a long-term condition that has to be satis-
fied in order to ensure sustainability, and different approaches to estimating
the needed fiscal adjustment for any given condition.®

— Once the methodol ogical approach to assessing sustainability is selected, the
long-run projections underpinning scenarios are bound to rest on the assump-
tions made about potential growth rates, real interest rates, labour market
trends and demographics. They are also very sensitive to uncertainty
surrounding the starting point.

— Inaproper sustainability assessment, net rather than gross public debt would be
the relevant concept. In some countries (e.g. Finland, Japan, Norway and

FigureIV.3. Old-age dependency ratiosin the major 7 countries
Population aged 65 and over as a percentage of the working age population (aged 20-64)
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Source: United Nations (2000); Eurostat.

4. See Dang et al. (2001), which compiles projections based on national models but using a commonly
agreed set of macroeconomic and demographic assumptions. This study was conducted in co-ordination
with an EU effort along similar lines (Economic Policy Committee of the European Union, 2001).

5. See Buiter (1985), Blanchard et al. (1990) and Auerbach (1994). For more detailed discussions of
how to go from the government’s intertemporal budget constraint in a theoretical infinite horizon
model to an operational sustainability benchmark, see Banca d' Italia (2000).
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TableIV.3. Age-related spending pressures

Levelsin per cent of GDP, changes in percentage points

Total age-related Old-age Early retirement Health care and Child/family benefits
spending pensions programmes long-term care and education
Level Change Level Change Level Change Level Change Level Change
2000 2000-50 2000 2000-50 2000 2000-50 2000 2000-50 2000  2000-50
Austraia 16.7 5.6 30 1.6 09 0.2 6.8 6.2 6.1 -2.3
Austria® 104 23 9.5 22 . . 519 31° . .
Belgium 22.1 52 8.8 33 11 0.1 6.2 30 6.0 -1.3
Canada 17.9 8.7 51 58 . " 6.3 4.2 6.4 -1.3
Czech Republic 231 6.9 7.8 6.8 18 -0.7 75 20 6.0 -1.2
Denmark® 29.3 57 6.1 27 4.0 0.2 6.6 27 6.3 0.0
Finland 194 8.5 8.1 4.8 31 -0.1 8.1 38
France® 18.0 6.4 121 39 . . 6.9 ¢ 259
Germany 175 8.1 118 5.0 . . 579  31°
Hungaryd 7.1 1.6 6.0 12 12 0.3
Italy 19.7 19 14.2 -0.3 . . 559 21 ¢
Japan 13.7 30 79 0.6 " . 58 24
Korea 31 8.5 21 8.0 0.3 0.0 0.7 0.5 . "
Netherlands® 191 9.9 52 4.8 12 04 7.2 4.8 54 0.0
New Zealand 18.7 8.4 4.8 5.7 . . 6.7 4.0 7.2 -1.3
Norway 17.9 134 4.9 8.0 24 1.6 52 32 55 0.5
Poland® 12.2 -2.6 10.8 -2.5 14 -0.1
Portugal 15.6 4.3 8.0 45 25 -0.4 . .
Spain 15.6 105 94 8.0 . " 6.29 25°¢ . .
Sweden 29.0 32 9.2 16 19 -0.4 81 32 9.8 -1.2
United Kingdom 15.6 0.2 4.3 -0.7 . . 5.6 17 5.7 -0.9
United States 11.2 55 44 18 0.2 0.3 2.6 44 39 -1.0
Average of countries above' 212 5.8 7.4 34 16 0.2 59 31 6.2 -0.9

Average of countries which
provide al or nearly all 18.7 6.9
spending components

a) Total pension spending includes other age-related spending which does not fall within the identified sub-components, represents 0.9 per cent of GDP in 2000 and rises
by 0.1 percentage point in the period to 2050.

b) Total includes other age-related spending not classifiable under the other headings, which represents 0.6 per cent of GDP in 2000 and increases by 0.2 percentage points
from 2000 to 2050.

c) The lastest available year is 2040.

d) Total includes old-age pension spending and "early retirement" programmes only.

e) "Early retirement" programmes only include spending on persons aged 55 and over.

f) Average excludes countries where information is not available and Portugal.

g) Estimate from Economic Policy Committee of the European Union (2001).

Source: Dang et al. (2001), Economic Policy Committee of the European Union (2001).

Sweden), the difference between gross and net debt isvery large. But the value of
publicly-held assets is uncertain and volatile (especially where, asin Finland,
they include large stakes in information and telecommunication companies).

A further complication isthat simulations often ignore some important feedback
effects, in particular the effects of taxation on incentivesto work and to save and invest
(which depend on the level and mix of taxes) and of the composition of spending (with
longer-run value-for-money varying considerably across outlays). Moreover, fiscal

© OECD 2002



124 - OECD Economic Outlook 72

... longer-run sustainability
isin doubt...

... most immediately in
Japan...

... but even in the United States

In the European Union there
arelarge disparities...

... While even where current
stocks and flows look sound,
action is needed

sustainability might be achieved on paper but at the cost of politicaly implausible
assumptions. For instance, it might imply pensions at poverty levels or an unsustainable
shift of the burden from the current to future generations (such as could be the case when
acountry decidesto go from a pay-as-you-go to a fully-funded pension system).

For many OECD countries, the uncertainty associated with these caveatsis an
extra reason to worry about how sustainable the projected long-term increase in
spending commitments is, although the severity of the problem varies considerably
across countries:

— In Japan, the debt dynamics are potentially explosive with the real interest
rate rather high relative to growth. The ratio of gross (as well as net) public
debt to GDP isindeed on a sharply rising trend, even under fairly favourable
assumptions. Given low potentia growth and the spending pressures implied
by an old and rapidly ageing society, substantial adjustment measures are
needed to restore fiscal sustainability (OECD, 20023a).

— Inthe United States, long-run imbalances in public pensions and health care
for the elderly are less severe than in most other OECD countries, thanks to
later retirement, immigration and relatively high fertility. Nonetheless, a sig-
nificant rise in tax rates would be required for future obligations to be
financed (OECD, 2002b).

— In the European Union, countries are on average somewhere in between Japan
and the United States, but with large disparities from one to the next. Even
before recent reappraisals of 2001 fiscal outcomes, the European Commission
judged that on unchanged policies and over the longer run, there was arisk of
significant budgetary imbalances, in breach of the requirements of the Stability
and Growth Pact, in seven member states (Austria, France, Germany, Greece,
Ireland, Portugal and Spain). In high-public-debt countries such as Belgium
and Italy, preserving the current large primary surpluses indefinitely would
ensure sustainability, but restraint may be difficult to maintain permanently. In
Italy and the United Kingdom, large falls in pension replacement rates may
appear to ensure budget sustai nability but will need to be accompanied by higher
private pension saving to be politically sustainable.

— In Australia, despite a comparatively low public debt ratio, a well-devel oped
system of private retirement saving, a targeted public pension and welfare
system, and a relatively efficient health system, current arrangements are
unsustainable in the long run (Australian Government, 2002). In New
Zealand aso, an increase in the primary surplus is estimated to be necessary
at some point if the public debt ratio isto be kept within reasonable bounds at
mid-century horizon (Janssen, 2002). Even in the case of Norway, where oil
receipts are being used to build up a sizeable reserve for future generations,
estimates suggest that in the absence of pension reform, public finances are
unsustainable (OECD, 2002c).

6. See European Commission (2002). The central simulation ran to 2050 and assumed that age-related
outlays would rise in line with commonly agreed projections, that the tax burden and other primary
spending would remain constant as a share of GDP and that interest rates would stay 2 percentage
points above GDP growth rates.
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— Public debt ratios in the four OECD Central European countries are below  Central European economies
60 per cent of GDP and demographic pressures are lower in Hungary and  face different challenges
Poland. But they face major fiscal challenges over the medium run, including
enterprise restructuring costs, public service reforms and, in the context of
EU accession, the adoption of the acquis communautaire (which for example
involves large environmental outlays), against the background of an already
fairly high tax burden, notably on labour. In Hungary, the recent widening of
the pay-as-you-go pillar of the old-age pension system has put public finance
sustainability at risk (OECD, 2002d).

Policy responses

Structural reform

Policy action to ensure long-term fiscal sustainability, and in particular to antici- Financial sustainability

pate ageing-related expenditure increases, includes labour and product market demands structural reforms...
reforms designed to boost the future resource base as well as reforms that affect
expenditure on pensions and health directly. A few countries have already set up
reserve funds, although in general limited contributions have as yet been channelled
into them (Ireland and Norway being exceptions). Pension system reform improving
the viability of the publicly-funded pillar has been particularly far-reaching in some
Nordic countries (Finland and Sweden), although it has run into problems in Central
Europe (Poland and Hungary). In a number of other countries, including several
large EU member states, the case for pension reform has been made recurrently and
some changes have been introduced but decisive action remains urgently needed.
Efforts have been made to control the growth of public spending on health, but in
many cases, public health outlays amost systematically overshoot projections or tar-
gets. Cost containment has apparently been more successful in a few countries
(Canada, Denmark, Finland), although it remains to be seen how durable restraint
will be. More broadly, the effectiveness of public spending at large has been
reconsidered in a number of countries.”

Introducing new fiscal rules

Effective budgetary rules can also help restore or safeguard fiscal sustainability. ... aswell as effective
Indeed, in many OECD countries, budget processes are subjected to rules with a fiscal rules
view to ensuring better discipline and efficiency (see Appendix).2 These rules may
apply to budget deficits and/or expenditures and may be expressed in actual or cycli-
cally-adjusted terms (see Box 1V.1). They always contain a normative element, the
most venerable rule in that regard being some variant of a balanced budget. How-
ever, in the absence of indisputable optimality criteria, any indebtedness target is

7. See Atkinson and van den Noord (2001) as well as the special public spending chapters publishedin a
number of recent OECD Economic Surveys. In some countries, enhancing the efficiency of budgetary
interaction between levels of government would also help (OECD, 2002f).

8. An dternative approach would be the set-up of new institutions: Wyplosz (2002) for instance argues that
given the limitations inherent to any set of rules, the creation of a Fisca Policy Committee, alongside and
and ogous to the Monetary Policy Committee existing in a number of countries, would be preferable.
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Rules involve choices. The diversity of rules that have been
put in place raises a number of questions. What should the
appropriate target be (the level of debt, deficit or expendi-
tures)? Should it be satisfied at al times or only over a defined
horizon (such as the business cycle)? Should specific items
(in particular public investment) be excluded from the target’'s
definition? In many cases, there are trade-offs between
economic efficiency and more practical considerations.

Targets. Targeting the debt level directly isin principle bet-
ter suited to addressing considerations of long-term sustain-
ability and inter-generational equity. But defining a desirable
debt level is bound to remain judgmental, and targets for the
budget balance or for expenditures may be more easily under-
stood by the wider public. A deficit target, however, while
useful during a period of fiscal consolidation, may not provide
adequate control on expenditures in times of budgetary sur-
pluses. A drawback shared by debt and deficit targets is that
they can always be satisfied through higher taxes with adverse
consequences for economic growth. This would then point
towards an expenditure target. But such targets are often cir-
cumvented and do not ensure that stability objectives will be
met. Jointly targeting the budget balance and adhering to an
expenditure norm may be an option, possibly with more lee-
way built in when the debt level is lower. Putting constraints
both on flows and on stocks can help reduce the incentive to
meet a deficit or an expenditure rule in pro formaterms only
by pushing some spending below theline.

Relevant horizon. The rule can be defined on a yearly
basis or over the business cycle. Defining a deficit target in
cyclically-adjusted terms allows for automatic stabilisers to
respond to cyclical fluctuations and to deal with exceptional
circumstances while avoiding pro-cyclical loosening in
upturns. It also discourages the use of excessively optimistic
growth projections, relative to longer-run potential, since
such optimism would entail ambitious targets for the unad-
justed fiscal balance (Bini Smaghi, 2002). These benefits,
however, come at the cost of reduced simplicity and clarity
given that the target is unobservable and subject to substan-
tial margins of interpretation. Targeting the actual balance
has, in this respect, the advantage of stronger credibility,
although the latter can be undermined by excessive use of
“escape’ clauses and/or creative accounting.

What to leave out of the target. As public investment con-
fers benefits to future generations, inter-generational equity
considerations may seem to favour targeting the current rather
than the overall fiscal balance (the so-called “golden rule’).?
Such arule can also help counteract the bias against public

Box IV.1. Designing effectiverules

investment observed in the past in several countries, where it
was an easy target for cutbacks. In practice, however, the dis-
tinction between current and capital outlays embedded in
accounting conventions is somewhat arbitrary: current educa-
tion and health spending for example can be viewed to some
extent as investment in human capital. In addition, current and
capital outlays are frequently linked such as in the case of
expenditures to maintain the existing capital stock. Where a
debt norm isin place, the question arises of whether to define
it in gross or in net terms. In principle, publicly-held assets
should be taken into account, but their future (and even
current) value may be highly uncertain.

Rules should be credible but not overly rigid. While the
nature and strength of the rules has varied across countries, in
all cases the aim has been to tighten the constraints on discre-
tionary interventions. In this respect, the rules should be credi-
ble, smple to understand, perceived as binding and backed by
sanctions. The rules embedded in the US Budget Enforcement
Act and in the European Stability and Growth Pact satisfy
these criteria. Both are set in terms of actual deficit or expendi-
tures and the legislated limits are underpinned with explicit
sanctions. However, they contain escape clauses providing
some flexibility so that fiscal policy can fulfil its stabilising
role or deal with special events. The spending caps imposed
under the Budget Enforcement Act are thus accompanied by a
clause allowing for “emergency appropriations’. Likewise,
European countries breaching the 3 per cent deficit ceiling can
avoid financial sanctions if the excessive deficit is due to
exceptional circumstances, temporary and close to the ceil-
ing.2 Taking another approach, Canada has anticipated special
events by establishing a contingency reserve.

Increased transparency helps. A way to alleviate the
trade-off between credibility and flexibility is by improving
transparency. Australia, New Zealand and the United Kingdom
have followed this route.* Numerical rules are set but they are
not necessarily legidated and they are defined in a way that
allows for a more flexible use of discretionary policy, at least
over the business cycle. It isargued that despite this extra flexi-
bility, credibility can be maintained by raising the trangparency
of the budgetary process (Kilpatrick, 2001).% In all three coun-
tries the change was introduced after much of the consolidation
effort was achieved, suggesting that such a framework may be
more useful once a position of budget balance has been estab-
lished. In the EU context, the requirement that member states
submit annual stability or convergence programmes and their
obligation to notify flow and stock outcomes twice a year is
meant, inter alia, to enhance transparency.

1. On the other hand, governments might be tempted to assume too-high estimates of potential growth.

2. Some have long advocated the shift to a golden rule in the euro area (Modigliani et al., 1998). The idea has been floated in France that
defence spending should be excluded from the targeted fiscal balance because it has beneficid EU-wide spillovers.

3. The exceptionality clause applies automatically if GDP falls by over 2 per cent the year the 3 per cent ceiling is breached. It can still be
granted if GDP falls by between 0.75 and 2.0 per cent, but subject to aforma approval by the EU Council.

4. Their approach has contributed to the development of international codes in the late 1990s (OECD Best Practices for Budget Transparency

and IMF Code on Good Practices on Fiscal Transparency).

5. Von Hagen and Harden (1995) present empirical evidence that transparency of budget procedures has a positive impact on fiscal discipline.
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bound to remain judgmental. Beyond their importance for ensuring sustainability,
rules also have arole to play in communicating with the public.

In the United States, the deficit targets set in the 1985 Balanced Budget and  In the United States,
Emergency Deficit Control Act (Gramm-Rudman Act) were vastly exceeded and  rules have been imposed
were subsequently relaxed. Against this backdrop, the 1990 Budget Enforcement Act  on the expenditure side
(BEA) introduced caps on discretionary spending (which encompasses almost all
defence outlays, salaries and other governmental operating expenses as well as many
grant programmes). These caps were set in nominal terms and with sub-limits for
specific spending categories. Caps could be exceeded, though, in the event of “emer-
gencies’. The BEA also stipulated that legislated changes affecting revenues or man-
datory spending programmes (such as health care, unemployment benefits and farm
price support) should be budget neutral. However, this did not apply to Socia Secu-
rity (i.e. pensions). Both provisions applied over five-year periods. The BEA was
enforced through sequestration procedures. Most of its provisions elapsed in
September 2002, without being extended or replaced.®

In the European Union, public debts and fiscal balances varied considerably The euro area has moved
across member states in the early 1990s, as did interest rates. The Maastricht Treaty towards a cyclically-adjusted
and the Stability and Growth Pact (SGP) put in place in 1997 set out conditions nec-  budget rule
essary to safeguard fiscal discipline in a common currency area. The Treaty set the
deficit hurdle for entry into monetary union at 3 per cent of GDP, allowing for long-
run debt convergence around 60 per cent of GDP (on the assumption of trend growth
around 3 per cent and trend inflation around 2 per cent). The SGP — which intro-
duced possible financia penalties for non-compliance with the deficit ceiling — also
calls for fiscal positions to be “close to balance” or in surplus over the medium run,
which would asymptotically lead to zero net debt. These conditions were probably
the minimum that would have been necessary in any case to achieve long-term fiscal
sustainability in the individual countries involved absent the Pact. In practice, the
emphasis has gradually shifted from the actual deficit measure to the cyclically-
adjusted one, to avoid pro-cyclical budgeting. This approach was made very explicit
in 2001 in the revised Code of Conduct on the format and content of the stability and
convergence programmes. Besides, some euro area member states have also put in
place domestic “stability pacts’ in order to promote fiscal discipline at sub-national
levels (Austria, Belgium, Germany and Spain).

In the United Kingdom, two fiscal rules were set out in 1997: the so-called Other types of rules

“golden rule”, which states that over the cycle current outlays, including the con- were put in place elsewhere
sumption of fixed capital, should not be financed by borrowing; and a debt rule, or
“sustainable investment rule’, stipulating that over the cycle the ratio of net debt to
GDP should not exceed a prudent level, defined for the time being as 40 per cent.
Several other OECD countries have adopted new rules since the 1990s. For example,
in New Zealand, the Government has been required, since the mid-1990s, to run
operating surpluses on average over the cycle so as to achieve “prudent” levels of
debt, currently defined as 30 per cent of GDP or less. In Switzerland, an expenditure
rule was recently introduced at the federal government level, effective from 2003. It
aims at keeping the cyclically-adjusted balance close to zero and sets a ceiling for
expenditure, which cannot exceed cyclically-adjusted revenue.

9. In mid-October 2002, some of the provisions of the BEA were extended, but only for six months,
applying only to the Senate and excluding any discretionary spending cap.
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How effective haverules been?

Some rules have |lost
their bite over time

Where they are absent, rules
should be (re)introduced

In the Japanese case, rules may
help retrenchment

The rules have come under
strain in Europe...

I mplementation of rulesin practice

The specific contribution of rules to good fiscal performance cannot be easily
established (Hemming and Kell, 2001). As long as political momentum and a mea-
sure of popular support for fiscal consolidation are present, rules based on numerical
targets asin the United States and the European Union can prove to be quite useful in
helping countries to focus on clear objectives. Some of the Nordic countries have led
the way, for example, by having an explicit budgetary objective of consistently run-
ning surpluses, backed by comprehensive pension system reforms. But elsewhere
recent developments have highlighted a number of drawbacks and weaknesses of
implementation. In the United States, the framework has been increasingly circum-
vented, and the rules have now expired without being renewed. In the euro area, the
framework is being questioned, and the issue of the optima design and implementation
of such rules has taken centre stage.

With surpluses being generated in the United States, the constraint of the spend-
ing caps was lifted through a series of emergency appropriations in 1999 and 2000
and an upward revision of the caps for 2001 and 2002. In a number of European
countries, the deficit ceiling did not prevent the relapse described above, nor did the
“close-to-balance or surplus’ requirement. Experience thus illustrates that the types
of rules that may be helpful during a phase of deficit reduction may no longer be suf-
ficient later on. In this regard, it is worth noting that both Canada and Switzerland
modified their rules after the initial balanced budget objective was achieved, with
Canada shifting the emphasis from deficit to debt reduction and Switzerland adopting
an expenditure rule.

Where medium or long-term oriented rules have elapsed or are missing, it is
desirable to consider their (re)introduction. In the United States, an improved version
of the BEA could serve to foster budget discipline and transparency. Proposalsto this
effect include enhancing flexibility within the discretionary spending caps and set-
ting more stringent criteria for what can be considered as emergency spending. They
also involve creating a contingency reserve for emergencies, introducing an explicit
link with the public debt ratio and reducing the leeway to score tax and spending
programmes in ways that understate their full impact.

In Japan, restoring fiscal sustainability reguires retrenchment but would aso be
assisted by a firm medium-term framework for anchoring policy decisions, which is
currently missing. The Government did assume a ceiling on the ratio of total expen-
diture to GDP in an indicative medium-term simulation exercise presented in
January 2002 and set out broad directions for controlling expenditure. More recently,
the draft FY 2003 budget replaced a ceiling on bond issuance by an expenditure cap
allowing cyclical fluctuation in tax revenue. But a firmer and more binding frame-
work, with short-run targets for the growth of real spending, would help in the process
of restoring sounder public finances.

In the euro area, the SGP did not prevent some member states from letting struc-
tural balances deteriorate during the latest upswing. Assumptions about underlying
growth were made which turned out to be overoptimistic. Unpleasant fiscal surprises
also occurred because the tax receipts stemming from booming equity markets were
not always recognised as transient.® As a result, and given the weakness of activity,

10. Asset market cycles are not perfectly correlated with cycles in economic activity and standard cyclical-
adjustment methodologies — including the OECD’s—treat the impact of capital gains or losses on thefiscal
balance as partly structural. For further discussion, see Eschenbach and Schuknecht (2002).
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Figure1V.4. Fiscal projection errors
2002 general government balance, in per cent of GDP, latest OECD projection minus official projection in late 2000-early 2001*
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1. For EU countries, projection in the |ate 2000-early 2001 stability or convergence programme. For the United States, the national projection is the one published by the
Congressional Budget Office in January 2001 (on current policy assumptions).
Source: National stability and convergence programmes, US Congressional Budget Office; OECD.

the batch of stability and convergence programmes submitted around late 2001
(fourth vintage) revealed widespread slippages of unadjusted fiscal balances com-
pared with the projections in previous vintages. For 2002, the deviation of current
OECD projections from these national projections amounts to some 2 percentage
points of GDP for the three largest euro area economies (Figure [V.4).

The fifth vintage of the programmes, insofar as they have been published, as ... because of a perceived
well as the 2003 budgets submitted to national parliaments, embody further slip- conflict with automatic
pages. Thus, the objective to reach balance or surplus by 2004 —which had been stabilisers...
reconfirmed by the EU Council in March 2002 — will be missed by a sizeable mar-
gin. Sticking to the earlier fiscal plans, however, would have required some member
states to tighten the fiscal stance before the recovery iswell underway, in some cases
substantially so.** As automatic stabilisers are generally recognised as a timely and
powerful mechanism damping business cycle volatility, at least in the case of
demand shocks and especially in the euro area (Brunila et al., 2002), the inability to
let them function freely imposes significant costs.'?

Against this background, the European Commission recently proposed to post- ... leading to greater emphasis
pone the target year for reaching close to balance or surplus positions from 2004  on cyclically-adjusted outcomes
t0 2006.13 At the same time, however, it called for member states that are still far from

11. In fact, even with slippages, some member states, including Germany, are set to tighten their fiscal
stance before the recovery isfirmly established.

12. Simulations based on the OECD’s Interlink model suggest that for most OECD countries, output gap
variance would have been ceterisparibus 10 to 50 per cent higher in the 1990s without the contribution from
automatic stabilisers, and that they reduced output voltility by a quarter on average (van den Noord, 2002).
Thisisin itsalf welfare-enhancing but aso has welcome indirect effects on trend GDP via stronger and/or
better quality investment and a reduced risk of adverse hysteresis effectsin labour or product markets.

13. This is not the first postponement. When multilateral budgetary surveillance under the aegis of the
SGP started, the target date was 2002.
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Concerns have arisen that rules
can be arbitrarily waived

such a position to reduce their structural deficits by at least half a percentage point
per annum, an effort at variance with what OECD estimates suggest isimplied in the
French and Italian 2003 draft budgets. The European Commission further suggested
that in future, any pro-cyclical loosening of the budget during high-growth years |ead-
ing to aviolation of the “close-to-balance or surplus’ rule should be treated as afailure
to comply with the SGP. While the 3 per cent of GDP threshold remains a binding con-
straint, more importance is thus to be given to the structural budget balances. This
approach should be facilitated by the agreement reached among EU finance ministers,
in July 2002, on a common methodol ogy for the calculation of output gaps.

These recent developments, following the refusal by the EU finance ministers
in February 2002 to endorse the early warning that the European Commission had
proposed for Germany and Portugal, has heightened two types of concerns. One is
that future political pressures to reinterpret, amend or waive existing rules might
prove irresistible once these rules start biting, thereby undermining the credibility
and effectiveness of the fiscal framework. It is sensed for example that if deficitsin
some member states were to exceed the 3 per cent mark, the wording of the escape
clause would provide room for judgement allowing the deferral of any financial
sanctions (OECD, 2002e). A second worry, expressed by several EU member
states with balanced or surplus budget positions, is that rules seem to impose less
discipline on the three largest countries than on themselves. These concerns
should, however, be aleviated by the initiation of the excessive deficit procedure
for Germany.

Safeguarding fiscal
sustainability requires
structural reform...

... but well-designed and
properly implemented rules can
help too...

L essons and challenges

Establishing longer-term fiscal sustainability remains a challenge, or at least
an issue, in many OECD countries, even where recorded budget stocks and flows
may look reassuring. At the root of sustainability problems lie future public spend-
ing commitments which outstrip what can be supported by the revenue base.
Restoring or safeguarding sustainability has thus to be achieved not just via further
budget balance adjustments but through reforms that reshape public spending
— especially the age-related components — and boost economic growth. Some
reforms can actually help on both scores, e.g. labour market initiatives aiming at
increasing the participation ratios of older workers, or product market reforms
enhancing competition.

At the same time, well-designed rules can help in setting and achieving fiscal con-
solidation objectives consistent with stable debt dynamics. Fiscal disciplineis espe-
cidly strong when there is a clear incentive to comply, aswas the case in the 1990s for
countries wishing to qualify for monetary union. The application of rulesin more
“steady-state” circumstances is often more difficult and requires careful consideration
of the appropriate target. Even so, and whatever the rule chosen, it usually rests on
some compromises and may have to be adapted or changed at some point. Most impor-
tantly, its effectiveness will depend heavily on how it isimplemented. Rules which are
specified in cyclically-adjusted form offer the greatest flexibility, through the oper-
ation of built-in stabilisers. But they need to be implemented symmetrically and
transparently. This calls for realistic growth assumptions and objectivity in assessing
cyclically-adjusted positions, based on output gap estimates produced in accordance
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with a commonly agreed methodol ogy. Following the large corrections to initial bud-
getary estimates that came to light this year for some countries, orthodoxy and open-
nessin scoring revenue and outlays are also indispensable.*

A potential problem is that the more economically-refined the fiscal rule, ... provided the political
the more vulnerable it may be politically, especialy at times when surpluses are  economy of enforcement
building up. Indeed, applying and enforcing rules is a political-economy as much isright
as a technical issue. The implementation process may be assisted by explicit
sanctions within an economic and monetary union, but even so the penalties may
be small relative to the interest-rate premia which would be imposed on individ-
ual countries by the market. To pre-empt pressures for rules to be inappropriately
modified or set aside, governments must thus be prepared to adopt a more peda-
gogic approach to their operation, generating both peer and public pressure for
their consistent enforcement.

14. The decision taken by Eurostat in July 2002 on the treatment of governments securitisation
operations —which in the case of Italy in particular had led to a substantial understatement of the
2001 deficit — constitutes one important step which should help improve the comparability of fiscal
positions across EU member states. The problem of statistical disclosure, coverage, timeliness and
reliability is even more acute in EU accession countries.

© OECD 2002
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Appendix TableIV.A.1. Changesin thefiscal frameworkssincethe 1990s

Country/region Year Summary of changes
Australia 1998 Charter for Budget Honesty
Rule
* No legidated numerical rules. The Charter requires the government to spell out objectives and targets
but places no constraints on their nature.
Enforcement/Sanctions
« No sanctions.
Transparency
» Requiresthe Government to prepare an annud fiscal strategy statement outlining long-term fiscal policy
objectivesand fiscal targets for the following three years. Externa auditors assess the statement and performance.
Austria 2000 Domestic Stability Pact
Rule
« Negotiated floors on the budget balance for each government level (0.75 per cent of GDP for the Lander,
zero for municipaities and the federal government balance should be such that the Stability Programme
target is met). The floors apply on average, over severa years.
Enforcement/Sanctions
« Possible fines (8 per cent of the floor plus 15 per cent of the shortfall, up to aceiling), subject toa
unanimous decision from al interested parties.
Escape clause
« In case of a serious economic slowdown for example, the sanctions do not apply.
Belgium 199610 1999  Intergovernmental treaties
1999t02002 Rule
« Permissible deficits are established for the federal government plus Social Security on the one hand,
and for the regions and the local governments on the other.
Enforcement/Sanctions
« The borrowing capacity of regions and communities may be restricted.
Transparency
« Permissible deficits for the different government levels and for Social Security are established on the
basis of recommendations of the High Council of Finance (awise men committee), which are published
in annual reports.
Canada 1991101996 Federal Spending Control Act
Rules
« Limitson dl programme spending except self-financing programmes.
« Overspending in one year permitted if offset in following two years.
Enforcement/Sanctions
« No explicit sanctions. Compliance with the Act was assessed by Auditor General.
1998 Debt Repayment Plan
Rules
« Therearenolegidated rules at the federal level but the government has a “balanced budget or better” policy.
« Most provinces have some form of balanced budget legislation, with sanctions that may include salary
cuts for cabinet members or forced elections.
« A Contingency Reserve and an economic prudence factor are built into the federal budget and may be
devoted to debt reduction if not needed.
Euro areg/ 1992 Maastricht Treaty; extended in 1997 under the Stability and Growth Pact
EU countries Rules

« 3 per cent of GDP ceiling on general government net borrowing.

« 60 per cent of gross government debt-to-GDP ratio norm.

« “Close to balance or surplus” target.

Enforcement/Sanctions

« Non-remunerated deposits with afixed component equal to 0.2 per cent of deficit and a variable component
rising with size of excessive deficit.

« Financial sanction gppliesonly in case of non-respect of deficit rule, although peer pressures can be exerted
in the form of policy recommendations on the basis of the Commission’s assessment.

Escape clause

« Exceptional circumstancesincluding if output falls by over 2 per cent during the year the deficit exceedsthe limit.

Transparency

* Member States are required to report twice ayear to the Commission their planned and actual deficits and
their debt levels under the excessive deficit procedure. Once ayear they must al so submit a stability
(euro area“ins") or convergence (“outs’) programme, which is subject to an opinion from the Council .
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Appendix Table IV.A.1. Changesin thefiscal frameworks sincethe 1990s (cont.)

Country/region Year Summary of changes
Germany 2002 Domestic Stability Pact
Rules

« Golden rule: the budgeted deficit of the federal government must not exceed federa investment spending
(by constitutional law; most Lander congtitutions have asimilar law).

« Both the government and the states (including the communities) should aim at balanced budgets.

Enforcement/Sanctions

« No explicit sanctions.

Transparency

« Theinter-governmental Financia Planning Council should make recommendations on how to achieve
fiscal discipline and monitor whether authorities spending and the budget evolvein line with the
requirements of the EU Stability and Growth Pact. It can also make recommendations on how
to restore fiscal discipline.

Japan 1997 to 1998 Fiscal Structural Reform Act
Rules
« Reduce fiscal deficits to 3 per cent of GDP by FY 2003.
« Terminate issuance of special deficit-financing bonds by FY 2003.
« Set numerica reduction targets for major expenditure areas over the subsequent three years.
Enforcement/Sanctions
« No explicit sanctions.
Escape clause
« Added in 1998 in response to the economic slowdown.

2002 Cabinet Decision on the M edium-Term Fiscal Per spective
Rules
« Maintain the size of government (measured by total general government outlays as a share of GDP)
at or below the current level until FY 2006.
« Achieve primary balance surplusin the early 2010s.
Enforcement/Sanctions
« No explicit sanctions.

Netherlands 1994 Multi-year expenditure agreements
Rules
« Usedeliberately cautious growth projections.
« Ceilings on central government, social security and health care spending.
« |If the balance exceeds —¥4 per cent of GDP, half of the revenue windfalls can go to tax cuts.

New Zealand 1994 Fiscal Responsibility Act

Rule

« Maintain debt and net worth at “prudent” levels and run operating surpluses on average over a“reasonable’
period of time. The government of the day setsits own numerical targets consistent with these principles.

Enforcement/Sanctions

« Given that the numerical targets are not legislated, no sanctions are specified.

Transparency

« The Act requires the Government to strengthen reporting requirements so as to provide parliamentary
assessments of fiscal policy, to spell out clearly the objectives and consequences of policy choices
and to take an aggregate and medium-term perspective.

Norway 2001 Fiscal Stability Guidelines

Rules

« Structural non-oil central-government budget deficit should equal 4 per cent of the Government Petroleum
Fund over the cycle. Discretionary easing or tightening during the cycle is allowed.

« Inthe event of non-compliance due to extraordinary circumstances (major reval uations of the Fund's
capital or statistical revisions of the structural deficit), corrective action should be spread over several years.

Enforcement/Sanctions

« No sanctions.

Transparency

« Budget documentation reports the structural fiscal balances including and excluding oil revenues.
Thisis complemented with an annual update of long-term projections.

© OECD 2002
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Country/region

Appendix TableIV.A.1. Changesin thefiscal frameworks since the 1990s (cont.)

Year

Summary of changes

Poland

1999

Act on Public Finance

Rule

« The Constitution sets alimit of 60 per cent of GDP for total public debt.

Enforcement/Sanctions

« Constraints are put on deficits, both at the national and at the sub-national level, once public debt exceeds
50 per cent of GDP.

Spain

2003

Fiscal Stability Law

Rules

« Accounts should balance or show a surplus at al levels of government (central, social, territorial and local)
aswell asfor public enterprises and corporations.

« A cap will be put on expenditure and a contingency fund (2 per cent of expenditure) will be set up to cover
unscheduled expenditure.

Escape clauses

« Possibility of running deficits restricted to temporary and exceptiona situations. Two-to-three-year plansto
restore the accounts to balance will have to be discussed in Parliament.

Sweden

1996

Fiscal budget Act

Rules

« Set nominal expenditure limits for the subsequent three years on 27 expenditure areas (including social security).
« Maintain ageneral government surplus of 2 per cent of GDP on average over the business cycle.
Enforcement/Sanctions

« No explicit sanctions.

Switzerland

1998

2001

Budget Objective 2001

Rule

« Capped the federal deficit at 2 per cent of revenues or 0.25 per cent of GDP by 2001.
Enforcement/Sanctions

« Expenditure excess to be financed by tax increase.

Debt Containment Rule

Rule

« Setsaceiling for expenditureswhich isequal to total revenues adjusted for the cycle and for ex post deviations of
out-turns from the norm laid out in the rule.

Enforcement/Sanctions

« No explicit sanctions, though deviations from the rule must be corrected within three years.

Escape clauses

« Exceptional circumstances require an absolute maority in both houses of Parliament.

United Kingdom

1997

Codefor Fiscal Stability

Rules

« Goldenrule: over the business cycle the Government will borrow only to invest and not to fund current spending.

« Sustainable investment rule: net debt as a proportion of GDP must be held stable over the business cycle at a
prudent level defined so far as net debt below 40 per cent of GDP.

Enforcement/Sanctions

« No explicit sanctions.

Transparency

« Annual reporting cycle, including a Pre-Budget Report, an Economic and Fiscal Strategy Report and a Debt
Management Report.

United States

1990
to 2002

Budget Enforcement Act

Rules

« Medium-term nominal caps for discretionary spending.

« Legidated changes to revenues or mandatory spending programmes should be budget neutral over afive-year
horizon.

Enforcement/Sanctions

« Sequestration procedures (cuts across-the-board).

Escape clause

« “Emergency appropriations’ could be passed.
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V. INCREASING EMPLOYMENT:
THE ROLE OF LATER RETIREMENT

I ntroduction

Over the past decades early retirement has become more widespread in many
OECD countries. If this trend reflected mainly increased income and higher prefer-
ences for leisure, it would not be a policy concern from a welfare point of view. But
thisis not the case. Earlier work by the OECD has shown that this development was
to agood part caused by the institutional set up of pension systems and other benefit
schemes which have encouraged people to withdraw from the labour market at a
relatively early age.* Such distortions of labour-leisure decisions are problematic as
they reduce labour supply, output and living standards. The problem will become
even larger with ageing populations, as there will be more people in the relevant age
groups affected by these distortions.

In light of the challenges arising from ageing populations, many OECD coun-
tries have recently changed their policies with respect to early retirement and they
are now aiming to increase labour participation of older workers. Other measures to
cope with ageing populations have been taken particularly in two areas: i) reducing
the generosity of public pensions and, at the same time, enhancing the role of private
pensions; ii) consolidating general government budgets and/or pre-funding of age-
related expenditure. Reducing government debt levels and interest payments is
intended to create “ space” for future age-related public spending.

Increasing the effective age of retirement would alleviate the burden of ageing
populations. Assuming that those who retire later are in employment, delayed retire-
ment raises the level of output, thereby increasing the resources available for con-
sumption; this is the case even if older people, on average, have alower productivity
than the young. People would aso pay more taxes (including social security contri-
butions) on income from work, thereby improving public finances. Some argue,
however, that with a shorter retirement period, people will save less as they need less
wealth and lower savings will reduce the capital-labour ratio, productivity and real
wages. Thus, delaying retirement would increase the wage base on which social
security contributions are assessed because of higher employment, but would reduce
it because of the decline in the real wage rate. The net long-run impact of delayed
retirement on the rise in payroll tax payments could therefore be very small.? But
such results of models depend heavily on the underlying life-cycle hypothesis of
saving, which implies large demographic effects on private savings. The empirical

1. See S.Blondal and S. Scarpetta, “The retirement decision in OECD countries’, OECD Economics
Department Working Papers, No. 202, Paris, 1998.

2. See L.J Kotlikoff, K. Smetters, J. Walliser, “Finding a way out of America’'s demographic
dilemma’, NBER Working Paper, No. 8258, 2001.

Pension systems and other
benefit schemes reduce
labour supply

There are benefits and costs
of retiring later

Delaying retirement increases
output and government
revenues...

© OECD 2002
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... and may reduce government
spending

Various benefit schemes
provide fiscal incentives to
retireearlier

Reforms are warranted to
increase supply and demand of
older workers

literature on the size of such effects is, however, inconclusive. Simple correlations
across countries between life expectancy at retirement age and private savings, or
between changes in both variables, do not reveal any relationship. While this does
not prove that saving is unaffected by the length of the retirement period, as other
factors which are omitted may have outweighed such effects, it neverthel ess suggests
that the length of retirement may not be as important for saving, productivity and real
wages as such model s suggests.

As people draw their pensions later, they benefit from them over a shorter
period of time. This could reduce pension expenditure, although this effect depends
on the degree to which pension levels are linked to contributions (or, technically
speaking, whether the system is actuarially neutral or not). For example sensitivity
analysis by the OECD Secretariat indicates that if labour participation of older work-
ers would increase by 10 percentage points between 2000 and 2050, relative to the
base-case scenario, total old-age pensions (as a per cent of GDP) could be reduced
(on average) by 0.6 percentage points.®

But retiring later may also involve costs, as older workers may have to be
retrained and jobs and workplaces may have to be adjusted to their needs and abili-
ties. It is, therefore, important to set an appropriate framework for labour market and
wage-setting policies. Given recent reforms in pension systems and other benefit
schemes, it is instructive to update the assessment of their possible effects on the
decisions of older workers to retire. The OECD has recently reviewed early retire-
ment incentives for 15 OECD countries. The new analysis includes the effects of
recent pension reforms and also considers the effects of taxes on pension benefits. In
the following, first the effective age of retirement is compared across countries and
over time. Then recent policy reforms are described which countries have adopted
towards delaying retirement. Finally, the chapter examines those incentives for
retirement that till exist in pension systems and in other benefit schemes.

A main finding is that ordinary public old-age pension systems now do not gen-
erally give strong incentives to retire before the statutory age. To some extent this
reflects policy measures to strengthen the link between the number of years of pen-
sion contributions and the eventual benefits so that pension systems are becoming
more actuarially neutral. However, there are other pathways to withdraw from the
labour market at arelatively early age, in particular by using special early retirement
schemes, unemployment-related transfer schemes, disability pensions and occupa-
tional pensions. While some of these schemes have also been tightened more
recently, they still provide important fiscal incentives to retire before the statutory
retirement age.

Hence, further reforms are warranted to eliminate the distortions that provide
for an early withdrawal from the labour market. But it is obviously not enough that
labour supply increases, demand should also be there. Labour market participation of
older people differs widely across countries and those with high participation rates
also have high employment rates (Figure V.1). This could suggest that supply factors
are the driving force for employment. However, the causal relationship between
labour participation and employment is not always clear. Furthermore, during the
transition to a “new equilibrium” with higher labour participation and higher

3. See T.T. Dang, P. Antolin and H. Oxley “Fiscal implications of ageing: projections of age-related
spending”, OECD Economics Deaprtment Working Papers, No. 305, Paris, 2001.
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FigureV.1. Participation rates and employment rate for older worker s (55-64), 2001*
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Source: OECD.

employment, which in any case will take several years, unemployment could rise if
the adjustment on the demand side is too slow. Therefore a number of specific issues
need to be addressed to ensure that demand meets supply.

Wages have to be sufficiently flexible to adjust to productivity; if productivity —Wages should better adjust
declines at a higher age and wages are not adjusted accordingly labour demand to productivity
declines. However, where pensions are closely linked to wages just prior to retire-
ment, there will be strong resistance to continue working for less, suggesting a need
for reform of such pension systems. Furthermore, overly tight employment protection
may be an obstacle to hiring of older workers and may have to be modified.

Finally, training of older workers is also important. As individuals move Improving life-long learning
towards retirement, investment in marketable skills tends to decline as the period
over which the benefits from the associated improvements in productivity can be
reaped becomes progressively shorter. In consequence, it is not surprising that the
incidence of training falls with age.* A corollary isthat if policy reforms manage to
raise retirement ages this is, in itself, likely to raise incentives for life-long learning.
Nonethel ess, additional measures to support training of older workers may be needed

4. See OECD Employment Outlook, Paris 1999 and OECD, Reforms for an Ageing Society: Social
Issues, Paris, 2000.
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Employment rate of older
people has fallen over the past
decades

L ow effective retirement age in many countries

and some countries have taken steps in this direction. Hence there are arange of
potential and pressing demand-side issues to be tackled if countries are to achieve the
goal of significantly lengthening the period older workers spend in the labour
market. But these are not examined in this chapter which focuses on supply-side
financial disincentives facing older workers.®

With afew exceptions, the standard age of retirement in public pension systems
is currently 65.5 However, in most OECD countries the effective average age of
retirement is between around 60 and 63 and in afew countries (as France and Italy) it
is below 60 (Table V.1). Only in the United States does the effective retirement age
broadly correspond to the standard age of retirement (65) and in Japan and Korea
workers retire on average only at the age of 69 and 67 respectively, which is four

TableV.1. Average effective retirement age (men)

1970to 1975 1980 to 1985 1990 to 1995 1994 to 1999
Augtralia 63.8 61.1 61.8 62.3
Canada . 62.6 61.4 62.2
Denmark . 64.7° 62.3 62.4
Finland 62.0 60.4 58.9 59.8
France 63.5 59.7 50.1 59.3
Greece . 62.0" 62.9 61.7%
Italy 62.3 60.8 57.9 59.3
Japan 70.1 68.4 70.2 69.1
Korea . . 704 67.1
Netherlands 61.5° 58.7 59.6 61.6%
Norway 67.6° 66.3 63.2 64.2
Poland . . . 60.6
Portugal 65.1° 62.7 64.7 65.3
Spain 64.7° 61.4 60.3 61.1
Sweden 64.7 63.6 62.5 63.3
Western Germany 62.8 62.2 60.1 60.5°
United Kingdom .. 62.3° 61.2 62.0
United States 64.2 63.7 63.6 65.1

a) 1993-1998.
b) 1983-1988.
c) 1971-1976.
d) 1972-1977.
€) 1984-1989.
f) 1974-1979.

Source: P. Scherer, "Age of withdrawal from the labour forcein OECD countries’, Labour Market and Social Policy
Occasional Papers, No.49, OECD, 2002.

5. The OECD has recently launched a review to assess the strength of such demand-side barriers and
possible policy responses.

6. The exceptionsare France, where the retirement age is 60, and Norway and Koreawhere it is 67. The
United States has begun in 2000 to move toward 67 until 2022.
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and seven years later than the standard age of retirement.” In a number of coun-
tries, particularly in Europe, less than half of the male population at age 55t0 64 is
currently working. Employment of older workers has fallen everywhere over the past
few decades, although this trend appears to have come to a halt in many countries
in the second half of the 1990s, but this could to some extent reflect favourable
cyclical conditions during this period (Table V.2).

TableV.2. Employment rates of older male workers?

1970° 1980° 1990° 1995 2000
Australia . 66.6 59.2 55.3 585
Austria . . . 42.9 40.2
Belgium . 47.7 34.3 34.5 351
Canada . 71.3 60.3 53.7 57.7
Czech Republic . . . 51.1 51.7
Denmark . 63.1 65.6 63.2 61.9
Finland 725 55.0 46.3 34.9 437
France 74.0 65.3 43.0 38.4 385
Germanye 789 64.1 52.0 48.2 48.2
Greece . . 58.4 58.9 55.3
Hungary . . 333 27.1 33.2
Iceland . . 92.6 88.8 94.2
Ireland 82.4 72.3 59.5 59.3 63.0
Italy 47.8 39.0 35.4 447 40.9
Japan 84.8 82.2 80.4 80.8 78.4
Korea . 775 76.3 78.8 68.2
Luxembourg . 37.9 429 35.1 37.9
Mexico . . 85.1 77.9 79.8
Netherlands . 60.9 44.2 411 50.0
New Zealand . . 539 62.9 68.3
Norway 829 79.5 70.7 70.0 73.1
Poland . . 44.3 42.5 36.7
Portugal . 74.2 65.0 57.7 62.5
Slovak Republic . . . 381 354
Spain 82.7 715 57.2 48.4 55.2
Sweden 84.1 77.5 744 64.4 67.8
Switzerland . . 85.2 79.0 77.0
Turkey . . 58.8 58.4 51.0
United Kingdom . 62.6 62.4 56.1 59.8
United States 80.7 69.7 65.2 63.6 65.6

a) Employment of male workers at age 55 to 64 as a percent of male populations of the same age, except for Italy:
60-64 instead of 55-64.

b) 1971 for Ireland, 1972 for Norway and Spain.

c) 1981 for Ireland, 1983 for Belgium, Denmark and Luxembourg, 1984 for United Kingdom.

d) 1991 for Canada, Iceland and Mexico, 1992 for Hungary and Poland.

€) Western Germany before 1991.

Source: OECD.

7. The average effective age of retirement as used here has been calculated as a weighted average of the
various retirement ages where the weights are the probability of (net) withdrawal from the labour
force at these particular ages. See P. Scherer, “ Age of withrawal from the labour force in OECD
countries”, Labour Market and Social Policy Occasional Papers, No. 49, 2002.
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FigureV.2. Lifeexpectancy at effectiveretirement agein 1970 and 1999
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People spend more
and more yearsin retirement

While the average effective age of retirement has declined, life expectancy has
increased. In consequence, people are now drawing on pensions for a much longer
period than before. In a number of OECD countries, life expectancy at the average
effective retirement age is now 18 to 20 years, about five to six yearslonger than it was
30vyears ago (Figure V.2). Aslife expectancy is projected to increase further, the length
of retirement would continue to riseif retirement is not delayed.

There are often important
disincentives to continue
working...

How policies affect retirement

People generally retire when they have the incentives to do so, i.e. when retire-
ment income is high enough and when the financial incentive to continue working is
matched by the disutility of continue working. The overall fiscal incentive to retire
can be separated into two components (see Box V.1). The first component is the
replacement rate —i.e. the pension a person receives as a percentage of the working
income prior to retirement. The higher the replacement rate, the higher the incentive
to retire. Replacement rates as calculated here consider only benefits from public
old-age pension schemes and the other benefit schemes as described below but no
other income which people may have in retirement and which is in some cases con-
siderable.? The second component is the change in net pension wealth from working

8. See OECD, Ageing and Income, Financial Resources and Retirement in Nine OECD Countries, Paris 2001.



The overall incentive from policies to retire can be sepa-
rated into two components. The first is the replacement rate
and the second is the change in net pension wealth. The
replacement rate is the income out of work as a proportion of
expected income in work. A relatively high replacement rate
ensures that people have enough resources to support an ade-
quate standard of living in retirement. A high replacement
rate available before the normal retirement age already pro-
vides a strong incentive to retire earlier. There are various
ways of calculating replacement rates for pension systems.
One approach is to compare directly current pensioners’
incomes with those of workers, or with general living stan-
dards (GDP per capita). This approach provides information
on the relative living standards of pensioners, although other
sources of income (capital income and — if pensioners con-
tinue working — labour income) should also be considered, in
order to obtain afuller picture.!

But, the replacement rate, as calculated by this approach,
may be incomplete as a measure of the work disincentive of
the current pension system faced by atypical older worker.
This is because current pension payments are affected to
some extent by past rules of pension systems, which may
have changed, and by individual characteristics of current
pensioners which may be different from those of a typical
older worker.

A second approach —which is adopted here—isto calculate
pension benefits for illustrative workers with particular char-
acteristics (such aslevel of income, number of working years
etc.). The parameters of the current pension system (in these
calculations including recent reform measures that have not
been fully implemented) such as accrua rates, minimum pen-
sions, indexation rules, eligibility requirements, etc.) are then
applied to calculate pension benefits. Benefits are calculated
net of tax so that special tax treatments often provided to pen-
sion benefits are considered. Pension benefits can be related to
theindividua net earnings just prior to retirement to arrive at a
replacement rate for an illustrative worker.

This second approach provides a better measure for the
impact of pension rules on the retirement decision of older
workers. With this approach it is also possible to assess the
combined effect of pension systems and other welfare sys-

Box V.1. How to measuretheincentivesfor early retirement
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tems such as unemployment programmes or disability pen-
sions. For example, one can examine how replacement rates
evolve if older workers use these benefits to bridge the time
until they receive old-age pensions.

A drawback of the replacement rate is that it ignores
dynamic effects. The decision to continue working and/or to
retire also depends — at a given replacement rate — on how
much is gained or lost by continuing to work. If the pension
accrual rate is positive (i.e. the would-be pensioner earns
more pension rights), working longer increases future pen-
sions. But working longer also entails costs of paying addi-
tional contributions and drawing pensions for a shorter
period of time. Net pension wealth is a summary measure for
these effects. It corresponds to the present value of the future
stream of pension payments that the person can expect to
receive from working an additional year, net of all future
contributions to the pension system. Pension wealth does not
change if the additional contributions by working another
year and the foregone pension due to this delayed retirement
are exactly matched by an increase in the value of the pen-
sion received over the remaining (shorter) retirement period.
In this case the discounted value of additional future pension
streams corresponds to the additional pension contributions
so that the pension system is actuarially fair. With such a
system, there is no incentive to retire earlier. But, if pension
wealth falls with an additional year of work, continuing
working carries an implicit tax so that there is an incentive
for the individual to retire. If, on the other hand, pension
wealth increases by working an additional year, there is a
subsidy to delay retirement.

In the particular cases shown here, the individual is assumed
to have afull work career before reaching the normal retire-
ment age and to be earning an average wage. Simulations for
lower and higher earnings (50 and 150 per cent of an Average
Production Worker wage) have also been carried out but are
not shown here. Incentives to retire early tend to be above-
average at 50 per cent of earnings, reflecting the effect of pen-
sion minima in many national pension systems which increase
replacement rates in the period of pre-retirement. At higher
income levelsthe incentives tend to be below average, reflecting
various ceilingsin the calculation of benefits.

1. Mean disposable income of pensioners is generaly around 75 to 85 per cent of income before retirement. See OECD, Ageing and Income, Finan-

cial Resourcesand Retirement in Nine OECD Countries, Paris, 2001.

an additional year. Working an extra year implies foregoing one year of pension and
paying additional contributions, with often little or no increase in future pensions
(depending on pension accrual rates). The difference in pension wealth between two
adjacent years of age indicates whether working an additional year is financialy
worthwhile with regard to future pensions. If net pension wealth remains constant,
the system is neutral but if it falls, the pension system poses an implicit tax on con-
tinuing working. An individual’s decision on whether to retire or not depends on
both the replacement rate and the change in net pension wealth. For example, even if

© OECD 2002
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... and they have increased
over time

Distortionsto labour-leisure
decisions should be removed

Official retirement ages should
beincreased...

Policiestowards delaying retirement

the implicit tax on continuing working is high, a low replacement rate may imply
that people cannot afford to retire and thereby acts to discourage retirement.

Previous OECD work using this basis for analysis found that policies were
causing marked disincentives to continue working after a certain age and that these
disincentives have increased significantly over the past three decades. This was
mainly due to the lowering of standard retirement ages and the increase in pension
replacement rates combined with alow “return” on additional pension contributions
paid when continuing working as this did not lead to correspondingly higher future
pension benefits (i.e. an implicit tax on continuing working). Furthermore, govern-
ments have provided various alternative pathways to withdraw from the labour mar-
ket such as special early retirement schemes, unemployment-related benefits and
disability schemes which increase overall replacement rates and implicit tax rates.
The negative impact of implicit tax rates on the effective retirement age is supported
by an econometric analysis that sought to take better account of the complexity of the
retirement decision process.’ By using pooled cross-country time-series regressions,
covering 15 countries over the period 1971-95, this earlier OECD study found that
these policies contributed significantly to the decline in employment of older male
workers, although the deterioration of labour market conditions in many countries
also played a significant role.’°

If, because of the effect of ageing, people should not be encouraged to leave the
labour market prematurely, governments should reduce distortions to labour-leisure
decisions which reduce labour supply.** Policies are now moving in this direction and
various measures have been legislated and phased in gradually — although sometimes
with along delay. The following only describes those policies targeted directly at pre-
mature withdrawal of older workers. Other measures, such as direct or indirect cutsin
pension replacement rates, may also increase the effective retirement age as with lower
pensions people may continue to work longer to sustain a higher living standard.*?
Policies to increase labour supply of older workers can be grouped under three catego-
ries: i) increasing the earliest and/or the standard age of retirement; ii) increasing the
link between contribution years and benefits; and iii) tightening non-pension transfer
programmes which permit an early withdrawal from the labour market.

Raising the earliest and/or the standard retirement age

Reforming normal old-age pension systems by raising the earliest age of
retirement or the standard age at which a full pension is paid could be an efficient
way to delay retirement, but only if at the same time the other pathways to early

9. See S. Blondal and S. Scarpetta, op. cit.

10. According to these estimates, the declinein the standard retirement ages in France (from 65 to 60), in
Ireland from (70 to 66) and in Sweden from (67 to 65), reduced labour force participation of older
workersin these countries by 5.5, 4.4 and 2.2 percentage points, respectively.

11. Asageneral rule, governments should reform policies that distort the decisions taken by private indi-
viduals. In this specific case, ageing makes the rule especially compelling.

12. Only afew countries have cut replacement rates directly (such as Germany) but a number of coun-
tries have changed indexation or increased the number of years of contributions to base pensions, al
of which are indirect ways to reduce replacement rates.
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retirement are blocked. A number of countries have changed retirement ages. New
Zealand has progressively increased the standard retirement age from 60 to 65.
Canada has introduced a flexible retirement age from 60 to 70. In the United
States, the standard age of retirement has been increased from 65 to 67, but this
change will be fully phased in only by 2022. Italy and Hungary have also raised
the standard age of retirement (from 60 to 65 and from 60 to 62, respectively).
Japan and Korea (where the retirement age for the state pension is 65 and 60,
respectively) have increased the retirement age for flat-rate benefits from 60 to 65
and in Japan the age for the income-related pension will also increase at a later
date. In Finland a flexible retirement age between 62 and 67 is planned. Iceland
has raised the retirement age of public sector workers. Belgium, Germany, United
Kingdom, Australia, Austria, Hungary and Italy (for new entrants) have increased
the retirement age of women so that it will be equal to that of men (sometimes after
along phasing-in period). But Denmark went in the other direction by lowering the
normal retirement age from 67 to 65, although conditions for early retirement were
tightened at the same time.

Reducing the implicit tax on continuing working

Measures have been taken to make pension systems more neutral (or actuari- ... and pension systems
ally fair), so that if people retire later (and contribute more), their pensions will be  should be more neutral
increased accordingly. This reduces or eliminates the implicit tax on continuing
working. The most radical reforms in this respect were implemented in Sweden,

Italy, Poland and Hungary where public pensions are being progressively trans-
formed from defined benefit systems to Notional Defined Contribution
systems (NDC). In these systems pension benefits depend on accumulated contri-
butions; these are registered in notional individual accounts which are transformed
into an annuity at retirement; the replacement rate declines with average longevity
and working longer increases the individual replacement rate. The level of benefits
also depends on the administratively fixed (i.e. the notional) rate of interest. If this
is set at the rate of growth of the contribution base (the wage bill), the replacement
rate is reduced to a level where pension expenditure is adjusted to revenues so that
the system is sustainable over the longer run (but not necessarily in the short-term).
But, in practice, the formulae used in NDC systems to calculate pensions do not
necessarily guarantee fiscal sustainability, so that further adjustments may be
needed in the future.® Other countries (as Germany, Finland, France and | celand)**
which are still running Defined Benefit (DB) systems have also reduced the
implicit tax rates by increasing pension accrual rates so that the replacement rate
increases more if people work longer. Australiais following a somewhat different

13. See D. Franco, “Italy: a never-ending pension reform”, paper presented at the NBER-Kiel Institute
Conference in March 2000; O. Settergren, “The automatic balance mechanism of the Swedish pen-
sion system — a non-technical introduction”, in: Wirtschaftspolitische Bléatter, 4/2001; H. Oksanen,
“Pension reforms: key issues illustrated with an actuarial model”, European Economy, Economic
Paper, No. 174, 2002. For Poland and Hungary there remains a “ pay-as-you-go” component to the
pension system. See A. Burns and J. Cekota, “ Coping with population ageing in Hungary”, OECD
Economics Department Working Papers, No. 338, Paris, 2002.

14. Germany has introduced benefit reductions for early retirement and benefit increases for late retire-
ment. Finland has raised the rate at which benefit rights are accrued for persons age 60-64 and
Iceland has raised the accrual rate for workers over 65. France has extended the contribution period
(in private sector markets only) for accessto afull pension (from 37% yearsto 40 years).

© OECD 2002
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Alternative pathways towards
early retirement should
be blocked

approach by granting a tax-free bonus for people working after the standard pen-
sion age. Spain also introduced tax incentives for workers above 65. The forthcom-
ing pension reform in Finland includes a significant increase in the accrua rate to
encourage work beyond 62 years.

Reducing early retirement incentivesin other schemes

Replacement rates and implicit tax rates on continuing working have also been
high where thereis relatively easy access to alternative pathways to withdraw from the
labour market. In the past specia early retirement pensions, unemployment-related
benefits and disability schemes have often been used to bridge the time until people are
entitled to receive the normal old-age pension.’> These schemes have offered relatively
high replacement rates and have at the same time imposed an implicit tax on continu-
ing working. Furthermore, generous private occupational pension schemesin combina-
tion with severance payments of firms have also stimulated early retirement. In order to
delay retirement a number of countries (such as Germany, Belgium, Italy, Finland,
Netherlands, Hungary, United Kingdom and Canada) have started to tighten access to
early retirement pension, disability benefits and/or unemployment-related schemes
and/or making these less generous and strengthening job-search requirements for older
unemployed workers. But, some countries went in the other direction by introducing an
early retirement scheme (Norway) or making the existing system more generous and
access ble to unemployed older workers (Spain).

Incentivesfor early retirement still exist, even after recent reforms

Policies are now moving in the
right direction but more
remainsto be done

Pension systems are not neutral

Both above-mentioned components of the overall fiscal incentive to retire, the
replacement rate and the implicit tax rates have been calculated including recent
reform measures. The new analysis includes measures which have been legislated
including those that have been not yet fully implemented. Calculations have been
carried out for all ages between 55 and 70 for a full-career worker with average
earnings (APW).16

Retirement under normal old-age pension system

The calculations show that before the age of 60 there are admost no incentives to
retire from the regular old-age pension system. The only exceptions are Italy, where the
earliest retirement age is57 and the replacement rate is above 50 per cent, and Austra
lia, where individuals can draw on their mandatory savings from 55 on. Figure V.3
shows the replacement rate and the change in pension wealth (relative to net-of-tax
earnings per year) for aworker (with average earnings and a full working career) at the

15. Such early withdrawal of older workers from the labour market was sometimes conditioned upon
their length of unemployment, their employer replacing them with an unemployed person, or their
location in regions of high unemployment.

16. Calculations have aso been carried out for workers with lower and higher earnings but are not presented
here. As the focusis on a single worker with afull working history the approach does not consider that
work/leisure decisions may be determined on a household basis taking into account income of other
family members.
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under regular retirement schemes by age
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Implicit tax of all welfare
programmes should
be reviewed

Unemployment
related-schemes interact with
pension schemes

ages of 61, 63, 65 and 67. Where replacement rates are low (for example below 50 per
cent) the incentive to retire at those agesis low. With higher replacement rates (above
50 per cent) the incentive to retire increases. Thisis reinforced if continuing working
leads to afall in net pension wealth (i.e. an implicit tax) which is the case in countries
which are located in the lower right hand side quadrant in Figure V.3. As can be seen
from this Figure as workers are approaching the age of 65 more countries are placed in
this quadrant where the incentives to retire are relatively strong; in some countries
significant incentives to retire exist aready at the age of 61 and 63.

Retirement under special provisions

As mentioned above, old-age pension systems are only one path for withdraw-
ing from the labour market. Other schemes, such as special early retirement schemes,
unemployment benefits, disability pensions and private occupational pensions are
other channels whereby individuas can withdraw from the labour market before the
regular retirement age is reached. Such programmes exist in most countries, but they
are more widely used in some than in others. Entitlement conditions play a critical
role in determining to what extent such programmes can be used to exit the labour
market. If these conditions are relatively lax high replacement rates and implicit tax
rates can provide strong disincentives to continue working. The results presented
here for illustrative purposes for selected countries suggest that these schemes still
provide relatively strong incentives to retire well before the statutory retirement ages.
This is the case because individuals receive a pension over alonger period. In addi-
tion, they often accumulate their old-age pension rights (although sometimes at
reduced rates) in many of these programmes even though they are not working,
i.e. they obtain a higher pension for free. When they switch onto full retirement
benefits their replacement rates are higher than they would be if only the years of
work were taken into account.

Unemployment and other early retirement programmes

Incentives arising from unemployment programmes for Finland, Germany, the
Netherlands and the United Kingdom are shown in Figure V.A.1 in the Appendix
along with separate early retirement arrangements that are available to older workers
following redundancy for France and Spain.'” For unemployment, Figure V.A.1
shows the replacement rate in the year that the person becomes unemployed as well
as the change in the pension wealth associated with working an additional year. It is
assumed that each individua will remain unemployed until retirement can be taken
and use all the available programmes over the pre-retirement period.’® These can dif-
fer from country to country but could include mixes of unemployment benefits,
unemployment pensions, unemployment assistance and social assistance.!® For each

17. For France, it includes the programme under the Fonds national de I’emploi. For Spain, this concerns
“jubilacion anticipada’.

18. The replacement rate averaged over the entire pre-retirement period should be lower than the rate in
the first year of unemployment as individua s move from unemployment benefits to social assistance.
But, this difference would tend to narrow with age: individuals falling unemployed at 55 are more
likely to fall onto social assistance than those falling unemployed at, say, age 59.

19. For example, in the case of Germany, the individua fdling unemployed at 55 would have firgt, an
unemployment benefit at 60 per cent (single person rate) for 26 months, and then the income-tested
unemployment benefit at 53 per cent before moving on to social assistance benefit. The unemployment
benefit increases to 32 months for those 57 and over.
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programme the benefit levels as well as the rules for accumulating old-age pension
rights are taken into account in cal culating pension wealth.

The results for unemployment benefits indicate that initial replacement rates ... and provide strong
are high, generally above 60 per cent with the exception of the United Kingdom incentivesto retire early
where it is only around 20 per cent.?° Changes in pension wealth are negative
although only marginally so in the case of the United Kingdom reflecting the low
level and flat rate nature of the benefits. Changes in pension wealth become more
sharply negative for those individuals falling unemployed after 59-60 as at this
stage early retirement arrangements under the old age benefit system become
available. The special early retirement arrangements for redundant workers are
available from 57 in the case of France and 60 in the case of Spain. For France
there are high and stable replacement rates from this age and the change in pen-
sion wealth from an additional year of work is strongly negative through the pre-
retirement period, indicating a clear incentive to retire. Replacement rates for
Spain are also high for workers falling unemployed at 60 but, in contrast to
France, replacement rates rise steeply for each additional year of work. As a
result, the change in pension wealth from an additional year of work is positive
and thereis an incentive to delay retirement on the basis of this measure.

Disability pensions

The impact of disability systems on retirement incentives was evaluated for Disability pensions are often
Finland, Germany, the Netherlands, Norway and the United Kingdom. The cal- used as a pathway towards
culations assume that the individual becomes disabled (or becomes classified as  early retirement
disabled) at the specified age and remains so until the earliest date when retire-
ment benefit can be obtained. Asin the case of unemployment, the replacement
rate is the rate at the time the individual is classified as disabled at the age speci-
fied. This rate is around 30 per cent for the United Kingdom. Replacement rates
are around 60 per cent for all other countries except the Netherlands where it is
above 80 per cent.?! The change in pension wealth is significantly negative in all
countries through the period, although, less so for the United Kingdom, reflect-
ing the lower level of benefit. As a consequence, disability schemes encourage
early retirement (Figure V.A.2 in the Appendix). The relatively high inflow of
older workers to disability pensions in some countries may therefore reflect such
incentives to retire rather than differences in health problems. For example, in
1999 inflows to disability programmes in both age-groups 55 to 59 and 60 to 64
were above-average in Norway, Sweden, Portugal and Germany and in the age-
group 55 to 59 in addition in Austria, the United Kingdom and Australia, three
countries in which women can retire regularly before age 65.22

20. However, as noted, the replacement rate averaged over the overall pre-retirement period would be
lower than this.

21. Disability benefits tend to be constant over time and are thus less likely to change than for unemploy-
ment benefits (which can be exhausted). In the Netherlands benefits do, however, change over time,
thus significantly reducing the replacement rate for those people whose disability occurred early in
life. For a person age 35 at the time a disability benefit is granted, the replacement rate can go down
to aslow as 55 per cent, although collective agreements sometimes would ensure a 70 per cent
replacement rate throughout the period until age 65.

22. See OECD, Transforming Disability into Ability, Policies to Promote Work and Income Security for
Disabled People, forthcoming.

© OECD 2002
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Occupational pensions
also helptoretire earlier...

... in particular when more
generousin case
of redundancies

Private occupational pensions

As mentioned above private employer-employee arrangements can also per-
mit earlier retirement, in the absence of access to public insurance and transfer pro-
grammes. These private arrangements exist in many countries under various forms
(lump sum redundancy payments or “bridge pensions” until the individual
becomes eligible for public pensions). They are particularly important in countries
with significant (but not mandatory) company and occupational pension schemes,
such as Canada, the United Kingdom and the United States. Calculations have thus
been made for these countries alone for “typical” pension arrangements and the
results are shown in Figure V.A.3 in the Appendix.Z This, however, can only give
very broad orders of magnitude of overall replacement rates and changes in pen-
sion wealth and masks considerable variation across enterprises or industries.
Taking 60 as the earliest retirement age, replacement rates vary considerably in the
examples chosen, ranging from around 45 per cent in the United States to over
70 per cent in the case of the United Kingdom. However, replacement rates
increase sharply to around 90 per cent in the United States at 62 when individuals
become eligible for the Social Security pension.?* There are substantial increases
in benefitsin all countries for those delaying retirement until 65. Changes in pen-
sion wealth for an additional year worked are generally positive through the early
retirement period but become sharply negative after 65.

However, in many cases firms offer improved conditions for early retirement in the
case of redundancies, for example by waiving the actuarial reduction in pensions for ear-
lier retirement such that pension benefits are closer to the levels the individual would
have had at 65.2° To assess the possible impact of such ameasure, the replacement rates
and changes in pension wealth have been calculated for the United Kingdom and
Canada on the basis of no actuarial adjustment for earlier retirement. A comparison
of the results with and without actuarial adjustment suggest, that waiving the actuar-
ial adjustment can provide a considerable incentive towards early retirement: the
replacement rate is higher and the changes in pension wealth become negative in the
United Kingdom, from about 60, and in Canada from 62.

A broad policy approach can
help...

Conclusions

Future demographic trends reinforce the need for governments to roll back exist-
ing incentives for early retirement. Measures to this end need to be integrated within a
broad policy approach aimed at reforms to both pension systems and other socia pro-
grammes, o as to reduce discouragement of labour market activity in later life. This
policy should ensure that the implicit tax on income from working an additional year is

23. These calculations are based on the assumption that early retirement is possible from 60 with full
retirement at 65.

24. Note that the values on a pre-tax basis are considerably smaller. This reflects the relatively generous
tax provisions for the retired in the United States.

25. For example, some companies in the United States have adjusted their benefit formulato increase the
incentive to retire early at specific ages. In some “early out” arrangements, al employees of a certain
class and number of years of service are offered an additional sum of money for retiring. While
employees are not obliged to take this offer they typically do so. See OECD, Reforms for an Ageing
Society, Paris, 2000.
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close to zero and that replacement rates are consistent with both adeguate income in
retirement (particularly at the bottom of the income scale), the maintenance of
appropriate work incentives and longer-term fiscal sustainability.

This analysis has shown that policies are now shifting in the direction of no ... to better cope with ageing
longer discouraging employment of older workers. However, important incentives
for an early withdrawal from the labour market are still in place, particularly in conti-
nental Europe, where employment of older workersis currently relatively low. Thus,
further measures are urgently needed to make pension systems neutral with respect
to the age of retirement and to tighten eligibility conditions for unemployment bene-
fits and disability pensions and to remove tax incentives for early occupational pen-
sions. Such policies need to be combined with improving framework conditions for
job creation in general and working conditions for older workers in particular. This
would help to better adjust the effective retirement age to rising life expectancy and
to aleviate the pressure from ageing populations on government budgets and on
living standards of both younger and older generations.

© OECD 2002
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Appendix Figure V.A.1. Replacement rates and changein pension wealth under
unemployment and other schemes by age, aver age production worker wage
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Note: For unemployment (Finland, Germany, the Netherlands and Norway) the replacement rate refers to the unemployment benefit at the time the person falls unemployed
relative to the preceding wage.Replacement rates and pension wealth are calculated for individuals falling unemployed at each age.
The estimate of pension wealth assumes that the individua continues on unemployment benefit until they are exhausted. If this occurs before earliest age for receipt of for
old-age retirement benefits is reached, the individual is assumed to fall back on unemployment assistance or socia assistance benefits (which are normally income tested)
at alower replacement rate for the intervening period.For the special early retirement schemes (France and Spain), the method follows that indicated under the regular
retirement schemes.

1. Changesin pension wealth as a per cent of net earnings.

Source: OECD.
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Appendix Figure V.A.2. Replacement rates and changein pension wealth under
disability schemes by age, aver age production worker wage
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Note: The replacement ratesis the rate assuming that the individual is classified as disabled at that age.

For pension wedlth, the individua is assumed to remain disabled until the earliest age at which ol d-age retirement benefits can be obtained and then switch to the old-age benefits.
1. Changesin pension wealth as aper cent of net earnings.
Source: OECD.
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Appendix Figure V.A.3. Replacement rates and changein pension wealth under

occupational pension schemes by age, average production wor ker wage
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Note: The replacement rates and pension wealth take into account both the benefits from the public ol d-age retirement schemes and occupationa pensions.
Individuals are assumed to have worked their entire careers for the same firm and obtain a defined benefit pension on the basis of a“standard” scheme.

1. Changes in pension wealth as a percent of net earnings.

2. For Canada and the United Kingdom, the cal culations have also been made allowing for no actuarial adjustment for retirement before the normal retirement age of 65.
This provides arough indication of theimpact of one kind of measure used by firms to ease the effects of redundancy on their staff.

Source: OECD.



VI. PRODUCT MARKET COMPETITION
AND ECONOMIC PERFORMANCE

I ntroduction

All OECD countries rely fundamentally on competition in product markets to
organise production. Indeed, the advantage of competitive markets over command-
and-control systems is generally recognised. Even so, it is often difficult to provide
empirical evidence of the effect of incrementa changes in the intensity of competi-
tion for aggregate economic performance. This is partly because product market
competition is only one among many factors influencing key aggregate performance
indicators, such as productivity and employment. OECD work,* however, has identi-
fied an empirical connection between strong competition in markets for goods and
services and better productivity and employment outcomes.

This chapter examines the main channels through which competition affects
aggregate economic performance. Bearing in mind the methodological difficulties, it
also provides some rough indications of the possible gains in performance that could
arise from reforms to intensify product market competition. The empirical evidence
suggests that differences in competitive pressures have played an important role in
explaining the variation in economic performance across OECD countries. It also
indicates that product-market reforms that enhance competition will have positive
effects on employment performance.

Product market reforms
can yield significant
economy-wide benefits

Competitive pressures
areimportant in explaining
economic performance

Competitive pressureisimportant for productivity and innovation

Increased competition can lead to both one-time and ongoing gains in
multi-factor productivity (MFP), i.e. the combined productivity of labour and capital.
One-off efficiency improvements (described as “static gains’) arise both from better
resource allocation and from less slack in the use of inputsin response to greater
pressures to perform.2 Ongoing (or “dynamic”) gains relate to enhanced efforts to
innovate and faster diffusion of innovations.® While there is general consensus that
stronger competition leads to static efficiency gains, there has been some controversy
about the link between competition and dynamic gains. The main issuesinvolved are
briefly examined below before some overall numerical results are provided.

See OECD (1997), Chapter 1V, in OECD (2000) and the sector-specific papers contained in OECD (2001).
Lessslack in the use of input is often referred to as reduced “ X-inefficiency”.

The distinction between static and dynamic gains is employed mainly to facilitate the presentation.
Factors that logically imply a shift in the level of output are by definition static, but where transition
processes are protracted growth rates may be affected over longer periods. Hence, the distinction is
not independent of the time horizon of the analysis.

W

Competition leads to both
one-time and ongoing gains
in productivity
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Static gains arise through more
efficient allocation
and less slack

I nefficiencies may berelated to
weak governance structures...

... and areamplified by
imperfectly competitive labour
markets

Dynamic gainsarise from
increased innovative activity

Innovation and diffusion of
new technologies are engines
of growth...

Encouraging efficient allocation and use of resour ces
—the static gains

Firms operating under imperfect competition may seek to depress output in cer-
tain activities to create scarcity rents, thereby forcing resources to move to other activi-
ties where they are not employed as productively. However, even if imperfect
competition iswidespread, the welfare costs associated with such static resource misal-
location are not by themselves likely to be very large (Harberger, 1954; Scherer and
Ross, 1990).* A different channel for imperfect competition to impair performance is
through weaker incentives for production efficiency. Indeed, productivity has often
been observed to improve markedly following regulatory reforms in previously shel-
tered industries,® indicating that the imperfect competition found in regul ated sectors
tends to be accompanied by excess use of labour or other forms of slack.

These inefficiencies appear to be related to weak governance structures, since
there is no other apparent reason why owners of monopoly firms should be more
prone to accept lower efforts from managers or staff than owners of fully competitive
firms (Nickell, 1996). Indeed, it may be difficult for owners of monopolistic compa
nies to enforce “maximum efforts’ even if they intend to, since in markets with little
competition there is alack of other firms to serve as a standard of reference and the
threat of corporate failure may be limited.

The distortionary effects of monopoly will be amplified when product market
rents are shared with workersin the form of supra-normal wages. The empirical find-
ing that wages differ across industries even after taking individuals' and employers
characteristics into account suggests that such rent sharing is widespread, especially
as the wage premia are correlated with measures of competition intensity. Such spill-
overs of product market distortions to labour markets will lead to inefficiently low
labour use in the rent-generating industries and, more generally, will adversely affect
the functioning of the labour market (see below).

Driving forth dynamic efficiency gains

While efficient use and allocation of resources at any moment in time is obvi-
ously important, in the medium and long run, it is dynamic efficiency that matters
most for growth in living standards. Indeed, increased input of capital and |abour
(hours worked) has contributed far less to per capita GDP growth in industrialised
countries than has the residual “technological change” through improved production
practices and equipment (OECD, forthcoming).

The role of innovation and diffusion of new technology as engines of growth
is empirically well established from firm and industry-level studies (e.g. see Ahn,
2002; Nadiri, 1993), while cross-country evidence of the aggregate magnitudes has
been more limited. However, recent empirical work at the OECD has found that
innovation activity, proxied by aggregate R& D intensities, has a clear positive

4. Thisresult rests on the assumption that production efficiency levels and input markets are unaffected
by monopoly. However, Browning (1997) finds that the welfare loss from imperfect competition that
is attributable to labour supply distortions is around ten times higher than the welfare losses arising
from the standard resource misall ocation costs estimated by Harberger (1954).

5. Seeeg. OECD (1997) and Goneng et al. (2001).
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effect on output.® Thus, the estimation results by Bassanini and Scarpetta (2001) sug-
gest that, a aminimum, a 0.1 percentage point increase in the share of business-sector
R& D spending in GDP boosts the level of GDP per capita by 1% per cent in the long
term. Considering that the variation in the business sector’s R& D intensity across
countriesis significant (the standard deviation is 0.6) thisis a sizeable effect.”

These results, however, need to be interpreted cautiously. While R& D spending
has the advantage of being quantifiable, it is an imperfect indicator of innovation if
only because it measures inputs to rather than outputs from the innovative process. In
addition, there are important aspects of the innovative process that are not captured by
R& D spending. For example, organisational change may also be very important. There
are also important complementary effects between innovation and human capital
development, which escape a crude indicator like R&D spending. Thus, while R& D
expenditure is often employed in empirical sudies, the results should be thought of in
this broader context, acknowledging interdependencies with other omitted factors.

The relationship between competition and innovation has been intensively ... andincreased competitive

debated with opposing claims as to whether monopoly or fierce competition in atom-  pressures enhance innovative
istic market structures is most conducive to the creation of new products and pro- efforts
cesses.® Using the extent of anti-competitive product market regulation (PMR) as a
proxy for the strength of product market competition, the cross-country pattern of
R& D intensity and the extent of product market competition suggests an inverserela
tionship (Figure VI1.1).° This is consistent with findings in recent OECD work that
accounts for other determinants of R&D intensity, notably the degree of intellectual
property rights protection (Nicoletti et al., 2001; Bassanini and Ernst, 2002). This
work also suggests that non-tariff trade barriers have a negative impact on R&D.
Other recent research, however, has found a hump-shaped relationship, i.e. indicating
that neither monopoly nor highly competitive atomistic market structures are the
most advantageous to innovation (Aghion et al., 2002). This evidence suggests that,
beyond a certain point, market power tends to reduce the incentive to adopt and
develop new technology and better production methods, but that some minimum
scale may be needed for having the resourcesto engage in R&D.

The overall effect of increased product market competition

Recent OECD analysis shows that a more pro-competitive regulatory frame-  Pro-competititve regulatory
work has a significant positive effect on the level of MFP in the long term (Scarpetta  frameworks increase
and Tressel, 2002). It indicates that, within individual industries, product market reg-  productivity...
ulation may determine the extent to which productivity growth closes the technol ogy
gap, i.e. the distance to the international technological frontier. According to the

6. This does not preclude the possibility that high levels of GDP per capitainduce high R& D spending.

7. The results reported in Bassanini and Scarpetta can be given a different interpretation, namely that a
0.1 percentage point increase in the share of business-sector R& D spending in GDP leads to an
increase in per capita output growth of 0.3 to 0.4 percentage points. Such a sustained growth effect
appears unrealistically high. The high-low difference in average MFP growth across countries over
the past two decades has been around 1% percentage points. At face value, an effect of this size would
imply that such growth differences could be fully accounted for by much smaller differencesin the
R&D intensity than its actua standard deviation of 0.6 per cent of GDP.

8. See Ahn (2002) for an overview.

9. Stronger product market regulations imply weaker product market competition. Detailed information
on the construction of the PMR indicator is provided in Nicoletti et al. (1999). Here it suffices to say
that it pertains to regulatory frameworks in 1998 and that it is based on a weighted aggregation of a
large number of sub-indicators pertaining to specific regulatory features.
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... and mark-ups can impact on
MFP growth rates

FigureVI.1. R&D intensity and product market regulation?
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1. The OECD summary index of product market regulation is from Nicoletti et al. (1999). R&D intensity is defined as
business enterprise expenditure on R& D as a percentage of value added in industry.
Source: OECD.

estimates, an alignment of the regulatory stance in OECD countries to that of the
countries with the most pro-competitive stance could reduce the technological gap by
as much as a half in Greece and a quarter in Norway and Portugal, all of which have
relatively heavy regulation.® The reductions in the gap would, however, be compara-
tively small in Canada, the Netherlands, Denmark and Sweden, partly due to their
somewhat more competitive stance initially.

The corresponding increases in the levels of MFP would depend on the absol ute
level of the technological gap. In most countries, including Japan and the large conti-
nental European countries, the increases in the level of MFP could range from 2 to
6 per cent. In Greece and Portugal, MFP could increase by 10 per cent or more,
reflecting comparatively strict regulations in product markets and relatively large dis-
tances from the technological frontier. To put these resultsinto context, the estimated
potential gainsin MFP would correspond to several years of growth at the average
rate of MFP growth over the 1981-2000 period (Table VI.1).

Using estimates of price-cost mark-ups as a proxy for the intensity of competi-
tion, other studies find a positive and significant long-term effect of product market
competition on MFP growth. For example, Nickell (1996) finds a negative relation-
ship between the size of price-cost margins and productivity growth. On a panel of
British manufacturing companies he found that an increase of 10 percentage points
in the mark-up was associated with aloss in MFP growth by between 1.3 and
1.6 percentage points.** These results suggests that product market competition may

10. Table 8 in Scarpetta and Tressel (2002) shows how a one standard deviation change in PMR would
affect the technological gap. The magnitudes referred to in the text are obtained by multiplying this
effect with the difference in PMR regulations vis-a-vis the least restrictive countries expressed as a
multiple of the standard deviation.

11. It is uncertain whether these results are transmittable to non-manufacturing industries (and hence the
economy at large). On the one hand, services are less traded internationally and less exposed to competi-
tion from abroad. This may facilitate higher average mark-upsin service industries and perhapsresult in
greater cross-country differences. On the other hand, the link between mark-ups and MFP growth may
be weaker in service industries as the potentia for technology-induced MFP gains are smaller.
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—— TableVI.1. Trendsin multi-factor productivity growth, 1981-2000 ——

1981-1990 1991-2000 1981-2000
Average MFP growth 14 14 14
Low? 0.3 0.5 0.6
High® 1.8 1.9 17

Note: Dueto limited data availability, it has not been possible to calculate figures for eight OECD countries:
Czech Republic, Hungary, Luxembourg, Mexico, Poland, Portugal, Slovakia and Turkey.
a) Average of the five countries with the lowest MFP growth between 1981 and 2000.
b) Average of the five countries with the highest MFP growth between 1981 and 2000. Excluding Koreaand Ireland.
Source: OECD.

have significant effects on growth, especially when compared with the observed
cross-country differences in overall MFP growth over the past two decades.

Product market refor mshavepositive spillover effects

on labour mar ket outcomes

Reforms to enhance product markets will boost real wages vialower pricesaris-  Stronger product market
ing from increased competition. However, the impact on aggregate real wages could competition will increase
be attenuated somewhat if wage premia are widespread prior to the reforms since  real wages...
stronger competition will lower product market rents and thereby reduce the scope
for rent-sharing. The effect of increased product market competition on employment
levelsis not as straightforward and, depending on the characteristics of the labour
market, can yield modest or larger gainsin employment. In the textbook case of fully
flexible labour markets, employment will only rise to the extent that the rise in real
wages stimulates labour supply. In practice, |abour markets in the OECD are charac-
terised by rigidities to various extents,? and under these circumstances an increase in
product market competition can have a significant impact on employment, especially
if it induces changes in the functioning of the labour market.

Indeed, there are reasons to believe that labour market institutions can interact ... and improve thefunctioning
with increased product market competition so as to diminish structural unemploy- of the labour market...
ment. Such interactions could take several forms. Greater competition in product
markets may harden the bargaining position of employers and increase the perceived
employment costs of pressing for higher real wages, thereby leading to lower unem-
ployment. A reduced incidence and extent of rent sharing will tend to make it less
attractive for workers to search intensively for employment opportunitiesin “high-
wage” sectors and instead more readily accept available jobs, thereby lowering
“wait” unemployment. As unemployment benefits are often related to past wages,
including any rent components, more product market competition might also reduce
unemployment benefits for workers displaced from previously less competitive
sectors, thereby aso enhancing job search incentives.

12. See OECD (1999).
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FigureV1.2. Product market liberalisation and labour market performance
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1. Reports changesin the regulatory stance in seven non-manufacturing industries (gas, electricity, post, telecommunications, passenger air transport, railways and road
freight) between 1978 and 1998. The regulatory stance is measured by a synthetic indicator ranging between O (least restrictive) and 6 (most restrictive).

2. Estimated contribution to the change in the non-agricultural business sector employment rate.

Source: Nicoletti et al. (2001).

.. though employeesin some While these effects will tend to reduce unemployment and boost employment in
industriesmay initially be  the long term, there could be significant short-term adjustment problems. Lack of
adversely affected  product market competition not only frequently spills over into wages but also to
productivity levels and increased competition may sometimes be associated with a
|abour shake-out from the sector in question. Since such effects are often an impor-
tant political barrier to product market reforms, it is essential to create a widespread
recognition that such reforms can also be the source of the potential welfare gains. To
facilitate the acceptance of the related adjustment, it is important that labour set free
as aresult of increased competition be re-employed as quickly as possible. It isthere-
fore a concern that countries with restrictive regulation of product markets, and a
corresponding need for reforms to boost competition, also tend to have relatively
highly regulated labour markets (Nicoletti et al., 1999).%3

13. Active labour market policies, such as job search assistance and training, can help to speed up the
adjustment to amore competitive environment.
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A recent study by Nicoletti et al. (2001) found a significant effect of regulatory ~ While past market reformshave

reforms on the employment rate in the business sector (excluding agriculture) even  increased employment...

after controlling for the impact of various labour market indicators and the pub-

lic-sector employment rate. The study applied atime-varying indicator of the regula

tory stance in seven network industries from 1978 to 1998 to represent the evolution

of the general regulatory framework in individual countries.’* Although the speed of

progress varied, substantial regulatory reforms were implemented in all OECD coun-

tries over this period, increasing individual countries’ employment rates by an aver-

age of 1% and up to around 2% percentage points where reforms have been pursued

most vigorously (Figure V1.2).

Nonetheless, there is significant scope for additional gains in employment via ... thereisstill significant
product market reforms. Indeed, the estimates of Nicoletti et al. (2001) suggest that  scope for additional gains
if countries with the most restrictive regulation moved towards the situation in the
least restrictive countries, they might envisage an average increase in their employ-
ment rate of 1% to 2 per cent.’> Smaller, but neverthel ess noticeable gains could also
be obtained in countries with more pro-competitive regulations of product markets.

14. See Nicoletti et al. (2001) for further detail on the construction of the indicator.

15. Thisfigureis obtained by applying the estimation result in Nicoletti et al. (2001) (Table 13, column 3)
to the observed variation in 1998 in the time-varying PMR indicator (Figure 1, panel A).

16. These figurestend to underestimate the potential employment gains from product market reforms because
they do not take into account the possible indirect effects of these reforms on labour market arrangements
(e.g. the effects of enhanced product market competition on the bargaining power of insiders).

© OECD 2002
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VII. INFLATION PERSISTENCE

IN THE EURO AREA

I ntroduction

Headline inflation in the euro area has, on average, remained stubbornly above
2 per cent —the upper limit of the European Central Bank’s definition of
medium-term price stability — for most of the period since mid-2000. This persis-
tence may seem puzzling in the light of weakness in activity and is only partly
explained by factors like oil and food prices, and exchange rates. Core inflation,
which excludes some of these elements, and the service component of the index, a
measure less sensitive to exchange rate developments, have both been rising since
late 1999 (Figure VII.1, top panel). At the same time, the inflation rates across
euro area economies have diverged (Figure VI1.1, middle panel). The policy issues that
arise concern both the appropriate rate of inflation that should be used to guide mone-
tary policy decisions and whether structural reforms could enhance the responsiveness
of inflation to weak economic activity.

Inflation divergencein theeuro are

Divergent inflation rates within a monetary union are not a bad thing per se. In
the euro area, where alternative mechanisms for adjustment to differing real econ-
omy developments are weak, a greater reliance on relative price and wage changes
among countries is needed. For example, aregional slowdown in the United Statesis
usually associated with sizeable migration flows to other areas whereas there is little
emigration from euro area countries experiencing weak activity towards those with a
more buoyant economy.

In thisregard, the recent persistence of aggregate euro areainflation may be due
to the fact that nationd inflation rates have not sufficiently reflected very different
activity developments. In particular, in some of the larger economies, where demand
has been weak relative to supply, core inflation rates did not move so as to offset
higher rates in the other countries where the opposite occurred (Figure V1.1, bottom
panel). In Germany and Italy for example, core inflation has either risen or remained
approximately stable despite fairly significant output gaps, a measure of the differ-
ence between demand and supply. Indeed, it appears to be a generalised phenomenon
that inflation has risen in countries with positive cumulative output gaps but has not
fallen in those with negative cumulative gaps. This feature of the data, apart from
possible mis-measurement of potential output and the corresponding output gaps,
could reflect the presence of nomind rigidities that are hampering inflation adjustment
in countries where activity is weak.

Euro area inflation stubbornly
above 2 per cent

Divergent inflation ratesreflect
part of the adjustment
mechanism...

... but nominal rigidities
may be hampering it
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FigureVII.1. Inflation developmentsin the euro area
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1. Based on harmonised CPI (HICP).

2. Measured by the standard deviation of year-on-year percentage changes of the respective regional price indices (semi-annual data). The number of regionsis 25 for the
United States and 12 for the euro area.

Source: Eurostat, New Cronos, US Bureau of Labor Statistics and OECD.
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Adjustment in alow inflation environment

Reasons behind nominal rigidities

While several factors related to price and wage determination in an imperfectly  Resistance to nominal wage
competitive environment could account for such effects, the presence of downward  cuts may reflect psychological
nominal wage rigidities has received the most attention. The strong resistance by  factors...
workers to money wage cuts when demand conditions weaken could reflect some
form of money illusion or, partly related, perceptions that worker salary reductions
are unfair. Employers, for their part, could be reluctant to enact them for fear of dam-
aging workers' morale and productivity. When inflation is low, the importance of
such nominal rigidities increases. In this context, inflation facilitates both relative
and aggregate wage adjustments, with benefits for employment.

The resistance to money wage cuts can be re-enforced by the regulatory envi- ... aswell asinstitutional
ronment framing the relationship between employers and employees, including the  arrangements
process of contract renegotiations. In some countries, labour market legislation sets
the terms of employment in permanent jobs as a legal contract that can only be
changed by mutual consent. While, in principle, the spectre of job losses could per-
suade workers to consent to a wage cut, the threat may not be that strong in places
where employees benefit from generous unemployment income support, stringent
employment protection legislation and/or union power. These features, which can
lower the response of inflation to activity, could be stronger in the euro area com-
pared with other monetary unions. Nonetheless, it is likely that all monetary unions
where financial contracts are fixed in nominal terms will experience some degree of
rigidity, as, for example, workers become less amenable to accepting nomina wage
restraint if their debt servicing obligations are fixed.

Rigidities may arise from the manner in which prices are adjusted. For instance, Prices can also be sticky
firms may not automatically change their prices every time they notice a shift in the in response to weak demand
demand for their products. Besides the administrative costs associated with such
changes, there are concerns that frequent price changes might hurt relations with cli-
ents.2 On the other hand, keeping prices unchanged incurs costs. These will rise the
more current prices deviate from desired ones. Hence, changes may take place only
after the desired price has deviated from its current level by a substantial margin,
leading to aggregate price rigidities in the short run.® In this context, the frequency
and size of price adjustments will rise with inflation so that the latter become more sen-
sitive to demand conditions at higher inflation rates.* An additional possible source of
downward nominal price rigidity is that firms operating in markets characterised by

See Bewley (1999).

These two sources of costs are lumped together in the economic literature under the label “menu costs’.
This is true only if, initidly (i.e before demand conditions change), the actua price coincides with the
desired price. Otherwise even asmall change in the desired price could trigger an adjustment by the firm.
4. Furthermore, with a positive inflation rate, prices will tend to become more flexible upwards than
downwards, causing a different reaction of inflation to positive and negative demand shocks. Thisis
because firms facing declines in the demand for their products are less willing to incur the costs of
changing their prices given that the desired relative price decline can be brought about automatically
by inflation. In contrast, firms confronted with an increase in their desired relative price will face a
proportionately larger revenue loss if they do not compensate for inflation and hence are more willing
to incur the menu costs and change prices more frequently (Ball and Mankiw, 1994).

wn e
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Some survey evidence supports
the existence of money illusion

Data on wage settlements show
downward nominal rigidities...

... which may be a factor in a
number of euro area countries

However, their macro impact
may not be that large

monopolistic competition may wait until at least one of the competitors first changes
pricesfor fear of getting into a price war.

Evidence from micro data

The type of money illusion required to generate downward nominal wage rigid-
ity has received some support from survey evidence in which a large mgjority of
respondents indicated they would prefer a 7 per cent money wage increase when
inflation was 12 per cent to a 5 per cent money wage cut when prices were stable.®
Thisis partly reinforced by more recent evidence showing that only a minority of
people would disagree with the suggestion that job satisfaction would improve were
the pay to go up, even if this was offset by an equivalent increase in prices. However,
some have questioned the relevance of such information, arguing that it relies on
hypothetical situations rather than how agents would respond to actual events.®

Several studies using micro data on wage settlements have provided some sup-
port for the hypothesis of downward nominal wage rigidity. In most cases, the evi-
dence is based on the distribution of nominal wage changes which tends to be
asymmetrical; that is, while nominal wage cuts are hot uncommon, negative wage
adjustments are significantly fewer than positive ones and there seems to be a dispro-
portionate percentage of wage contracts that does not change on an annual basis.
Furthermore, this percentage appears to be negatively correlated with inflation.”

Even though the majority of studies have focused on countries outside the euro
area (in particular the United States), there is some recent evidence concerning individ-
ual member countries. For instance, there are indications that wages might be less
likely to be cut in Germany and Italy than in France, Spain or Ireland.® Earlier evidence
also points to downward earnings rigidity in Germany, potentially implying that infla-
tion rates below 3 per cent are shown to lead to higher equilibrium unemployment.®
Nonetheless, it needs to be kept in mind that, to the extent earnings (and thus actual
labour cogts) contain flexible elements, such as overtime payments, bonuses, etc., wage
costs may be reduced without requiring cuts in negotiated wage rates. More flexible
elements have been put into German wage contracts since the mid-1990s.

While the main characteristics of the distribution of wage changes appear to be
well documented and relatively uncontroversial,*® the impact of these rigidities at an
aggregate level is considerably lesswell established. Altogether, the general conclusion

5. The two situations may not be that comparable. Taking account of taxes, real returns on bonds could actu-
aly be lower in the high inflation case. At the same time, however, most households have nominal debts,
the value of which would decline with inflation, as against real assets that would likely remain unchanged.

6. On these points, see Kahneman et al. (1986), Shiller (1997) and Yates (1998).

7. Seein paticular, Akerlof et al. (1996) for the United States. These results, however, have been dis-
puted on the ground that wage settlement data tend to exaggerate the extent of rigidities in the aggre-
gate economy (Crawford, 2001, Card and Hyslop, 1997, and Smith, 2000).

8. In the European Community Household Panel, roughly 27 per cent of the Germans who did not
switch jobs between 1995 and 1996 had no changes in their nominal wages. The equivalent figure
was 27 per cent for Italy, 9 per cent for France, 5 per cent for Spain and 3 per cent for Ireland. In the
United Kingdom 6 per cent of the sampled workers sustained no changes in their wages. While these
figures vary significantly over time, the relative performances appear to be reasonably well defined
(Dessy, 2002). There may, as well, be timing issues that could be affecting these results.

9. SeeKnoppik and Beissinger (2001). Thisrefers to the period 1975-95.

10. There are, however, differences in the interpretation of what these stylised facts actualy mean. For
example, the bunching of wage changes at zero can be the outcome of “symmetric” causes such as
long-term contracts, measurement error and rounding (Smith, 2000).
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of the studies that have considered this question is that the overall impact of nominal
wage rigidities on economic activity is too modest to have a significant impact on
aggregate inflation.t

As regards price rigidity, some survey evidence has provided support for the Cost increases are passed
notion that firms have more of an aversion to price cuts than to price increasesin  on more quickly to prices
response to changes in costs of comparable size.’? In short, it appears that while than reductions
increases in costs are quickly passed on into higher prices, declines tend to be
absorbed, at least initialy, by widening margins.® Furthermore, there is little evidence
of the first-mover problem, i.e. that firms will delay price cuts to avoid being the
first to do so.* However, the latter evidence concerns mainly the United States
where competitive pressures may be stronger than in a number of European countries.

Evidence from macro data

As an dternative to the evidence based on micro information, several studies At the macro level,
have turned to aggregate data on inflation and output (or wages and unemployment)  excess demand and supply
to test whether significant and systematic differences in the relationship can be have different effects...
uncovered when economic conditions vary. The most common approach used in
these studies is to test whether the response of price (wage) inflation to excess
demand in the product (labour) market is significantly higher than the response to
excess supply.®® Using this approach, evidence of asymmetric effects between excess
supply and demand situations has been found for all EU countries except Spain, the
Netherlands and Finland.'® This corroborates earlier findings based on wage and
price adjustment to unemployment gaps that found some indications of different hys-
teresist’ effects in labour markets in the cases of Germany, France and Italy. Evi-
dence using pooled data for the seven major industrial countries also provided
support for the assumption of a different relationship between inflation and output
depending on whether or not there are conditions of excess demand or supply.'®

These results have not gone unchallenged. One study found empirical evidence ... although the evidence
of asymmetric effects of output gaps in the cases of the United States, Japan and ismixed
Canada but not for the major European countries.'® More recently, signs of these
effects in European countries were found in the relationship between the output and

11. See Card and Hyslop (1997), Yates (1998) and Nickell and Quintini (2001). However, none of these
studies covers euro area data.

12. SeeHall et al. (1996).

13. While empirical support to the menu costs argument is found in Belgium, the evidence presented sug-
gests that theimplied downward rigidity isafunction of the level of inflation and, hence, would likely
disappear under price stability. See Aucremanne et al. (2002).

14. SeeBlinder (1995).

15. Technically, thisis done by entering positive and negative output gaps separately in a Phillips curve
type regression. Thisis equivalent to treating the asymmetry as being piece-wise linear, meaning that
the sensitivity of inflation to the output gap depends on the sign of the latter but it is independent of
the absolute size of the gap or the prevailing level of inflation.

16. See Mayes and Virén (2000).

17. Different hysteresis effects imply that, while negative demand shocks tend to generate a persistent
increase in unemployment, with little downward pressures on wages, positive shocks are accompa-
nied by a transitory decline in unemployment and stronger increases in wages. This could be due to
the fact that the human capital of workers who lose their job may deteriorate to the point where they
become de facto unemployable and hence no longer put effective downward pressures on the wage
demand of workers (Giorno et al., 1997).

18. SeeLaxton et al. (1995).

19. See Turner (1995).

© OECD 2002



168 - OECD Economic Outlook 72

Given that further significant
cyclical convergenceis
unlikely...

... it has been argued that
higher inflation helpsto
“grease” adjustment...

... although it isnot likely to be
as effective as structural reform

Figure V11.2.
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Therole of policy in facilitating adjustment

the unemployment gaps, but not between the output gap and inflation.?® Overall, even
though the empirical findings based on macro data appear to point to the existence of
such effects, the evidence remains mixed.

An increase in the degree of business cycle synchronisation within the
euro area would lessen, although not eliminate, the need for relative price adjust-
ments. However, considering the steady increase in the degree of convergence
already observed (Figure V11.2), it is not clear how much further progress can be
achieved. Hence reliance on relative price changes is likely to remain a key
adjustment mechanism for the area.

Although the evidence reported above is not uncontroversial, some have argued
that downward nominal wage or price rigidity could be sufficiently important to jus-
tify higher than existing inflation rates, on the grounds that it would provide a benefi-
cia “grease” effect on the wheels of economic activity. For instance, on the basis of
US evidence, it has been suggested that an inflation rate of around 3 to 4 per cent
could eliminate the main source of these adjustment problems.?* Assuming that
cross-country divergences in output performance continue to occur in the euro area,
this raises the question of whether the objective of keeping inflation below 2 per cent
is too stringent to allow for smooth relative price adjustments between regions in
different cyclical positions.

There are also arguments against such a policy change. For instance, a move to
increase the inflation rate above the level consistent with price stability may make it
more difficult for the European Central Bank to credibly commit that it will not toler-
ate further increases. While other central banks have set inflation targets at, or just

Bilateral output gap correlationsfor different country groups

—— OECD area
------ Euro area

76 78 80 82 84 86 88 90 92 94 96 98 2000

Note: The figure shows for the OECD area and the Euro area the average of bilateral correlations between output gaps in ten-year moving windows. The output gaps are

caculated using an HP 1600 filter.
Source: OECD.

20. See Aguiar and Martins (2002).
21. See Akerlof et al. (1996).
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above, arate of 2 per cent,?? and have achieved stable inflation outcomes, none has
changed its initial target, with the exception of New Zealand.?® Furthermore, it is not
clear that allowing somewhat higher inflation rates would necessarily alleviate
adjustment rigidities. In fact, the evidence of these types of adjustment problems
from macro datais largely based on episodes prevailing at a time when average infla-
tion was significantly higher than currently. Conversely, it could be argued that once
inflation has been low for along time, the extent of money illusion uncovered in
some studies is likely to diminish along with the reluctance to accept money wage
cuts. This process could be further aided by structural reforms, particularly to the
extent that such reforms enhanced productivity growth. In a situation where adjust-
ment is required, strong productivity growth would allow the nominal wage of work-
ers to be maintained, or even increased by less than the growth of productivity. This,
in turn, would provide firms with more scope to respond to changesin demand.

22. Animportant difference is that the inflation target set in these countries represents a mid-point rather
than aceiling.
23. Recently, the authorities have redefined their target range of 0 to 3 per cent to 1 to 3 per cent.
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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 developments in the OECD area described in the main body of this report. Data for 2002-2004 are OECD esti-
mates and projections. The data on some of the tables have been adjusted to internationally agreed concepts and defini-
tions in order to make them more comparable as 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 below), 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.

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 Methods (www.oecd.org/eco/sources-and-methods).
— OECD Economic Outlook Database Inventory (www.oecd.org/eco/data/eoiny.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 special
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 the previ-
ous 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 comparability

of the euro area data over time, Greece has been included in the calculation of the
euro area throughout.
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Seven major OECD countries

European Union

Euro area

Africa and the Middle East
Dynamic Asian Economies (DAEs)

Other Asia
Latin America

Central and Eastern Europe

Country classification

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

Africa and 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 Asia and Oceania, excluding China, the DAEs and the Middle East.
Central and South America.

Albania, Bulgaria, Romania, the Newly Independent States of the former Soviet Union, and the
Baltic States.

Weighting scheme for aggregate measures

Per cent

Australia ........cooeevrieeeeieneeieeenenn 1.80 MEXICO vvvenveeeieieeiieieeeeie e 2.96
AUSHIA oo 0.82 Netherlands ... 1.56
Belgitm ... 1.06 New Zealand...... 0.30
Canada................ 3.26 Norway ......... 0.50
Czech Republic 0.61 Poland .........cccocvvenieniiniiiiiinnns 1.29
Denmark ............. 0.57 Portugal.......ccceceverieniniciieinns 0.65

0.46 Slovak Republic... 0.23

571 SPAIN e 2.84

831 Sweden......cooevereneeeeeneneennns 0.84

0.64 Switzerland ... 0.86

0.44 Tu(key s 1.65

0.03 United Kingdom .....c..ccccceeeenene 5.23

’ United States..........ccceeeeveenineene 35.18

0.31

5.48 Total OECD ......cccocvevveveirernens 100.00
Japan.......coccvvievinienieeeee 13.92 Memorandum items.:
Korea .......co...... 2.46 European Union.................... 34.53
Luxembourg ... 0.07 Euro area......cccooecveevieeiinen. 27.89
Note: Based on 1995 GDP and purchasing power parities (PPPs).

Irrevocable euro conversion rates
National currency unit per euro

AUSHIA e 13.7603 Ireland ......ooooveieiiiiiiiiiiiieieee 0.787564
Belgium .....ccoccooeinciiiiiiiee 40.3399 Italy ..oooviiiiii 1936.27
Finland...... 5.94573 Luxembourg.........ccccccevveencunne 40.3399
France....... 6.55957 Netherlands ........ccccceevvevveneeennen. 2.20371
Germany ... ... 1.95583 Portugal ..., 200.482
GIEECE. ..ttt 340.750 SPaIN .o 166.386

Source: European Central Bank.
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National accounts reporting systems and base-years

Many countries are changing from the SNA68/ESA79 methodology for the national accounts data.
In the present edition of the OECD Economic Outlook, the status of national accounts in the OECD countries is as follows:

Use of

Expenditure accounts Household accounts Government accounts cl[l)a:.iilcl;v;';iigilclzzd Bﬁg‘s’i‘;‘e‘;rr k/

Australia SNA93 (1959) SNA93 (1959) SNA93 (1959) YES 2000/2001¢
Austria ESA95 (1988) ESA95 (1995) ESA95 (1976) NO 1995
Belgium ESA95 (1970) ESA95 (1995) ESA95 (1970) NO 1995
Canada SNA93 (1955) SNA93 (1955) SNA93 (1955) YES 1997
Czech Republic  SNA93 (1994) SNA93 (1994) GFS (adjusted by OECD) NO 1995
Denmark ESA95 (1988) ESA95 (1988) ESA95 (1988) NO 1995
Finland ESA95 (1975) ESA95 (1975) ESA95 (1975) NO 1995
France ESA95 (1978) ESA95 (1978) ESA95 (1978) NO 1995
Germany? ESA95 (1960) ESA95 (1970) ESA95 (1980) NO 1995
Greece ESA95 (1960) Not available ESA95 (1960) NO 1995
Hungary SNAO93 (1995) Not available Not available NO 1998
Iceland SNA93 (1970) Not available SNA93 (1970)¢ NO 1990
Ireland ESA95 (1990) ESA95 (1990) ESA95 (1990) NO 1995
Italy ESA95 (1982) ESA79 ESA95 (1995) NO 1995
Japan SNA93 (1980q1)% ¢ SNA93 (1990)4 SNA93 (1990)¢ NO 1995
Korea SNA93 (1970) SNA93 (1975) SNA93 (1975) NO 1995
Luxembourg ESA95 (1970) Not available SNA9S (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) SNA68 SNA93 YES 1995/96
Norway SNA93 (1978) SNA93 (1978) SNA93 (1978) NO 19994
Poland SNA93 (1991) SNA93 (1991) SNA93 (1991) YES 1995
Portugal ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 1995
Slovak Republic SNA93 (1993) SNA93 (1996) SNA93 (1994)¢ NO 1995
Spain ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 1995
Sweden ESA95 (1980) ESA95 (1993) ESA95 (1980) YES 1995
Switzerland SNAG68 SNA68 Not available NO 1990
Turkey SNA68 SNA68 SNA68 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.
The numbers in brackets indicate the starting year for the time series.

a) Change in benchmark/base year since the last edition of OECD Economic Outlook.
b) Data prior to 1991 refer to western Germany and refer to the new SNA93/ESA95 accounts.

¢) Estimated.

d) Spliced to SNAG6S.
e) New definitions from 2001.
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Annex Tables

Demand and Output
Lo REAI GDIP ...ttt et et et e e e st bbb e et eat bt eae et ebeeuesae 181
2. NOMINAL GDP...c.oiiiiiie et ettt ettt et e e et e st she et e s bt eat et e es e sbeebe et eebeemteeseenbeaneesaeenean 182
3. Real private cONSUMPLION EXPEINAILUIE. ......eeuvirtirtieiieie st ettt et et et este st et e sbe et eseeesbeseesteeae et seeeseenseseeseeenees 183
4. Real public cOnSUMPLION EXPENAILUTE.......ccvtirtiirieiiiiiie ettt ettt sttee st sbeeeebee sttt st beesbe e sttt essteeseesbeesaenaeen 184
5. Real total gross fixed capital fOrmMAation ............cccoouieiiiiiiiiiiiiiiie ettt st e 185
6. Real gross private non-residential fixed capital fOrmation ............cccocevieiiiniiiininiiiine e 186
7. Real gross private residential fixed capital fOrmation.............eecueiriiiriiiiiiiiriin i 187
8. Real total dOmMEstic dEMANM........c.eevuiiiiiiiriiieiie ittt ea et e st e ea bt sae e ea e ebeebaesabeebbesbeeneee 188
9. Real exports Of ZOOAS ANA SETVICES ....cccueiruiirriiriieieiiesie ettt ettt sttt bttt e st et esaeesabe e saeesabee s sbeassbesbeesbbesseesee 189

10. Real imports Of S00AS AN SETVICES ...ccuveerierieriieeriieisieeriieeste st estte e st stbe e st e sttt eabeesaeeeabeesateeabeesteesaessteensaenasesnses 190

L1, OULPUL ZAPS .veeeureeurieeiteeieeete et teiteettete st tesatestesattesteeastenstesateansbenateenssessseentaesseaseansstesastenseesasesnsaensseansaanasesnses 191

Wages, Costs, Unemployment and Inflation

12. Compensation per employee in the DUSINESS SECLOT......c.eeruirriirrieriie ettt sttt st ete st eee e sbeeseae s e s 192
13. Labour productivity in the DUSTNESS SECLOT......ccueitiirieeriierie et ettt et ete et stbe et estbe e sbeesabe s sbeesbeessbeesaenaseenses 193
14. Unemployment rates: commonly USed definitioNS........couerrueerierieriiiriie ettt sttt st teteeteesaee e esbbeseeeneee 194
15. Standardised UNEMPIOYMENE TALES ....eevveirreerirreieieereeeieeeeeeteeeieesteessbeesteeesseesseesseeesseesseaessesssseenssesssessssenssesnses 195
16. Labour force, employment and UNEMPIOYIMENT .......ccvueeruerreerieerieesieesieeseeetteeteeseeeereesseeesseesseesssessseeesssessseensns 196
17, GDP AEflALOTS. .c..eetiiieie ettt sttt et ettt et sbe et she e bt et e eb et e e she e st e sheeae e eb b et et she et she et e b e en e ieen 197
18. Private conSuUMPHON deflatorS. ... ...co.iiiiiiiiiiit ittt sttt sttt st ettt e bt ae sbeeneesbeeabenseens 198
19. CONSUMET PIICE TNAICES ... veueieieeititiitieieete ettt st ettt ettt bt bttt eb e beeb et et sbeeattesbesae et benbee it sheeneenseenee 199
20. Oil and other primary cOMMOMItY MATKELS ........ccceerueiuieriirtieiintieienee ettt ettt sttt et ees e be e saeenees 200
Key supply-side data

21. Employment rates, participation rates and 1abour fOrCe ............ooerviiiiiieniiiiiiniiie e 201
22. Potential GDP, employment and capital STOCK ........c.coueriirriireriirie ittt s et 202
23. Structural unemployment, wage shares and unit 1abour COSES .........ccoeeeriiriiiiiriiniiiee e 203
Saving

24, HOUSECROIA SAVINZ TALES .....uevveeutiriienie ittt ettt st ettt et eb et s st sbe et e sbeebe et eb et e e eat et bebeemseestenseetesueenees 204
25. GIOSS NAIONAL SAVIIIZ .. c.vveutitieniiiie st ettt et sttt eet b ea bt et tesb e tesaeeae e bt ebbens e et ben bt e tesheeate et beneeebeenbenaeesaeenseenee 205

Fiscal Balances and Public Indebtedness

26. General 2overnment tOTAl OULLAYS ......civuieriierieiiie ettt ettt ette ettt ste et esbbeesae e st beesbeessbes ssbeesaennseansaenasesnses 206
27. General government current tax and NON-tAX TECEIPLS ..e.veverrueruieniereertirtieiertestereeste et entesteesbentsenbesieeseeereeneenees 207
28. General government financial DalanCes .........co.ueveireiieriiniieiinieieeee ettt st e et s 208
29. Cyclically-adjusted general gOVernment balanCes..........c.ccoevueuieuieieiiriiriintiriene sttt st ese e eaenes 209
30. General government primary DALANCES .........cceueriirieiiertiriieiert ettt et ettt et es et e e sbe et e sae et es e bt et saeenees 210
31. Cyclically-adjusted general government primary Dalances ...........coccoveeveeriiiieriiniieienie et e 211
32. General government net debt INtEIreSt PAYIMENLS ......cocueereuerreiriiriirieieieeeteet et sttt et eeieeste e te st enbeeseeennee 212
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Annex Table 1. Real GDP

Percentage change from previous period

Average Estimates and projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 3.0 1.5 5.0 4.5 4.5 1.4 -0.7 24 3.8 4.7 4.0 4.0 3.6 55 44 32 2.8 3.5 3.7 3.8
Austria 24 2.1 1.6 34 42 4.7 33 23 0.4 2.6 1.6 2.0 1.6 35 2.8 3.0 1.0 0.7 1.9 2.6
Belgium 2.1 1.8 2.4 4.6 3.6 3.0 1.8 1.3 -0.7 33 2.3 0.8 39 2.1 32 3.7 0.8 0.7 2.1 2.8
Canada 32 2.4 4.3 5.0 2.6 0.2 -2.1 0.9 23 4.8 2.8 1.6 4.2 4.1 54 4.5 1.5 33 3.1 3.5
Czech Republic . . . . . . . . . 2.6 5.9 4.3 -0.8 -1.0 0.5 33 33 2.5 33 3.6
Denmark 2.6 3.6 0.3 1.2 0.2 1.0 1.1 0.6 0.0 5.5 2.8 2.5 3.0 2.5 23 3.0 1.0 1.5 2.0 2.5
Finland 2.9 2.5 4.2 4.7 5.1 0.0 -6.3 -3.3 -1.1 4.0 3.8 4.0 6.3 53 4.1 6.1 0.7 1.6 32 3.8
France 23 23 2.5 4.2 43 2.6 1.0 1.3 -0.9 1.9 1.8 1.1 1.9 35 32 4.2 1.8 1.0 1.9 2.9
Germany 22 24 1.5 3.7 39 5.7 5.1 2.2 -1.1 2.3 1.7 0.8 1.4 2.0 2.0 2.9 0.6 0.4 1.5 25
Greece 2.1 0.5 -2.3 4.3 3.8 0.0 3.1 0.7 -1.6 2.0 2.1 2.4 3.6 34 3.6 4.2 4.1 3.6 39 3.8
Hungary . . . . . . . . . 2.9 1.5 1.3 4.6 4.9 4.2 5.2 3.8 3.1 4.1 4.0
Iceland 4.3 6.3 8.5 -0.1 0.3 1.2 -0.3 -3.3 0.9 4.1 0.1 5.1 35 5.5 3.9 5.5 3.7 0.0 1.7 3.7
Ireland 35 -0.4 4.7 5.2 5.8 8.5 1.9 33 2.7 5.8 10.0 7.8 10.8 8.6 10.8 115 6.0 3.6 3.6 44
Italy 3.0 25 3.0 39 2.9 2.0 1.4 0.8 -0.9 2.2 2.9 1.1 2.0 1.8 1.6 29 1.8 0.3 1.5 25
Japan 3.8 3.0 4.5 6.5 53 53 3.1 0.9 0.4 1.0 1.6 3.5 1.8 -1.1 0.7 2.6 -0.3 -0.7 0.8 0.9
Korea 7.6 11.6  11.5 11.3 6.4 7.8 9.2 54 55 8.3 8.9 6.8 5.0 -6.7 109 9.3 3.0 6.1 5.8 5.7
Luxembourg 2.4 10.0 4.0 8.5 9.8 53 8.6 1.8 4.2 3.8 1.3 3.7 7.7 7.5 6.0 8.9 1.0 0.8 2.5 4.5
Mexico 4.3 -3.6 1.8 1.3 4.2 5.1 4.2 3.6 2.0 4.5 -6.2 5.1 6.8 4.9 3.7 6.6 -0.3 1.5 33 4.0
Netherlands 1.9 2.8 1.4 2.6 4.7 4.1 2.3 2.0 0.8 32 23 3.0 3.8 43 4.0 33 1.3 0.1 1.6 2.6
New Zealand 1.7 0.6 0.8 2.6 0.6 0.5 -1.9 0.8 4.7 6.2 3.9 34 3.2 -0.6 4.8 39 1.4 3.8 3.0 34
Norway 4.0 3.6 2.0 -0.1 0.9 2.0 3.1 33 2.7 5.5 3.8 49 4.7 24 1.1 24 1.4 2.0 1.6 23
Poland . . . . . . . . . 5.2 7.0 6.0 6.8 4.8 4.1 4.0 1.0 1.2 2.5 29
Portugal 3.0 4.1 6.4 7.5 6.4 4.0 4.4 1.1 -2.0 1.0 4.3 3.5 4.0 4.6 3.8 3.7 1.6 0.4 1.5 2.3
Slovak Republic . . . . . . . . . 5.2 6.5 5.8 5.6 4.0 1.3 2.2 33 4.3 3.7 43
Spain 1.6 33 5.5 5.1 4.8 3.8 2.5 0.9 -1.0 2.4 2.8 24 4.0 43 4.2 4.2 2.7 1.8 2.5 3.0
Sweden 1.6 2.7 33 2.6 2.7 1.1 -1.1 -1.7 -1.8 4.1 3.7 1.1 2.1 3.6 4.5 3.6 1.2 1.7 2.5 2.8
Switzerland 1.6 1.6 0.7 3.1 43 3.7 -0.8 -0.1 -0.5 0.5 0.5 0.3 1.7 24 1.5 32 0.9 -0.2 1.4 22
Turkey 3.6 7.0 9.5 2.1 0.3 9.3 0.9 6.0 8.0 -5.5 72 7.0 7.5 3.1 -4.7 7.4 -7.4 3.7 3.6 43
United Kingdom 1.9 4.2 4.2 5.2 22 0.8 -1.4 0.2 2.5 4.7 29 2.6 34 29 2.4 3.1 2.0 1.5 2.2 2.5
United States 34 34 34 4.2 35 1.8 -0.5 3.1 2.7 4.0 2.7 3.6 44 43 4.1 3.8 0.3 2.3 2.6 3.6
Euro area 2.3 24 2.5 4.1 4.0 3.6 2.5 1.4 -0.8 2.3 2.2 14 2.3 29 2.8 3.6 1.5 0.8 1.8 2.7
European Union 23 2.8 2.8 4.2 3.6 3.1 1.9 1.2 -0.3 2.8 2.5 1.7 2.6 2.9 2.8 35 1.6 0.9 1.9 2.7
Total OECD 32 3.1 3.6 4.6 3.8 3.1 1.2 2.1 1.4 3.2 25 3.0 35 2.7 32 3.8 0.7 1.5 2.2 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 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).

Source: OECD.
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Annex Table 2. Nominal GDP

Percentage change from previous period

Average Estimates and projections

1975-85 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Australia 12.5 82 132 135 119 6.4 1.6 3.7 5.1 5.6 5.5 6.5 53 5.7 5.4 7.6 6.2 6.5 6.6 6.4
Austria 7.4 5.1 3.8 4.7 7.3 8.2 72 6.0 34 5.4 42 33 2.5 4.1 35 42 2.7 2.0 3.6 4.4
Belgium 7.8 4.7 4.1 7.0 8.5 59 4.7 4.8 33 55 3.6 2.1 5.1 3.7 4.6 5.0 2.7 35 3.7 4.6
Canada 10.8 5.5 9.1 9.7 7.3 34 0.8 2.2 3.8 6.0 5.1 33 5.5 3.7 7.2 8.6 2.6 4.4 5.8 5.8
Czech Republic . . . . . . . . . 139 168 135 72 9.5 34 43 8.7 5.1 6.2 7.1
Denmark 11.0 8.4 5.0 4.6 54 4.7 39 3.5 1.4 7.3 4.6 5.1 5.2 3.5 5.0 6.8 3.7 3.0 43 4.6
Finland 12.3 6.9 8.6 13.2 11.6 5.5 -4.5 -2.5 1.2 6.0 8.1 3.8 8.5 8.5 39 8.8 3.7 3.1 54 6.3
France 12.2 75 5.5 7.6 7.6 5.6 4.0 33 1.5 3.7 35 2.5 3.1 44 3.7 4.7 33 29 35 45
Germany 59 5.7 33 53 6.4 9.1 8.8 7.4 2.5 49 3.8 1.8 2.1 3.1 2.6 2.6 2.0 2.0 2.8 3.6
Greece 21.9 19.5 126 21.7 188 20.7 235 15.6 12.6 13.4 12.1 9.9 10.7 8.8 6.7 7.8 7.6 7.1 7.2 7.0
Hungary . . . . . . . . . 230 274 228 239 181 129 154 131 11.7 9.5 8.2
Iceland 49.6 333 297 227 20.1 18.2 8.2 -0.1 3.1 6.2 3.0 7.3 7.0 10.7 6.9 8.5 13.1 6.6 53 6.8
Treland 16.7 6.1 7.0 8.6 11.7 7.7 3.8 6.2 8.0 7.5 13.3 10.2 15.4 15.1 15.5 16.2 11.7 8.4 7.8 8.2
Italy 19.3 10.6 9.4 110 95 104 9.1 53 3.0 5.8 8.1 6.4 4.5 4.6 33 5.1 45 2.6 3.8 4.6
Japan 8.0 4.7 4.4 72 7.3 79 6.2 2.6 1.0 1.1 1.2 2.6 22 -12  -08 04 -15 -1.7 -0.8 05
Korea 23.1 167 17.1 187 120 197 21.1 135 129 165 167 109 83 -20 8.6 8.1 44 8.3 8.3 8.6
Luxembourg 9.0 9.9 40 115 142 8.0 10.6 56 104 75 3.8 54 112 9.8 93 120 33 0.9 3.6 6.9
Mexico 45.0 67.0 1452 103.8 31.8 346 285 18.6 11.6 133 293 375 257 210 19.5 19.4 5.1 5.5 74 7.9
Netherlands 6.7 29 0.7 3.8 6.0 6.5 5.0 4.3 2.7 5.6 4.1 4.2 5.9 6.1 5.6 7.6 6.6 39 4.9 52
New Zealand 15.7 160 141 103 5.7 38 -14 2.3 7.8 73 6.4 6.1 35 1.0 4.6 6.5 6.1 4.2 49 6.1
Norway 12.5 2.6 9.1 4.8 6.7 5.9 5.6 2.8 4.9 5.3 7.1 9.5 7.8 1.7 7.4 18.8 3.1 2.0 39 5.1
Poland . . . . . . . . . 445 369 259 218 172 111 114 53 3.1 4.6 59
Portugal 25.0 254 171 195 176 176 149 127 52 8.3 79 6.7 79 8.5 7.0 7.0 6.4 4.1 4.5 5.0
Slovak Republic . . . . . . . . . 196 170 105 127 9.4 7.8 8.7 8.9 7.4 99 104
Spain 16.6 14.5 11.8 11.3 12.1 11.4 9.7 7.7 3.5 6.4 7.8 6.0 6.4 6.8 7.0 7.8 6.9 5.0 5.2 5.7
Sweden 11.6 9.5 8.3 9.1 109 10.0 6.1 -0.8 0.8 6.6 7.3 2.5 3.8 45 52 4.7 33 3.8 4.6 55
Switzerland 4.8 4.8 3.5 6.0 7.5 8.2 5.2 2.6 2.2 2.2 1.6 0.7 1.5 2.3 2.2 4.4 2.3 1.9 2.0 2.8
Turkey 48.5 455 463 729 759 729 603 735 813 952 1007 903 952 81.1 482 609 49.7 53.4 32.2 20.0
United Kingdom 12.9 75 99 116 9.8 8.4 52 42 52 6.1 5.6 6.0 6.4 6.0 5.0 53 39 4.8 4.7 5.1
United States 9.9 5.7 6.5 7.7 7.5 5.7 32 5.6 5.1 6.2 49 5.6 6.5 5.6 5.6 59 2.6 35 3.9 49
Euro area 11.4 8.1 6.0 8.0 8.4 8.7 7.4 5.8 2.8 52 52 3.6 4.0 4.7 4.0 49 39 3.0 3.8 4.6
European Union 12.4 8.5 7.0 8.9 8.9 8.9 7.2 5.5 3.2 5.6 5.5 4.2 4.5 4.9 4.2 5.0 3.9 33 4.0 4.7
Total OECD 12.8 9.5 11.8 12.7 10.1 9.4 7.1 6.6 54 7.9 7.8 7.4 7.4 6.0 5.6 6.5 3.7 3.8 4.1 4.6

Memorandum item
OECD less high inflation
countries 2 11.0 6.9 6.9 8.5 8.2 7.5 55 5.1 3.9 55 5.0 4.8 5.1 4.0 4.2 5.0 2.7 2.8 35 4.2

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. See Table “National Account Reporting Systems and Base-years™ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http://ww.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

Average Estimates and projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 2.9 1.8 2.0 3.8 5.5 2.7 0.5 2.5 1.6 3.7 4.6 29 3.9 4.7 5.0 29 34 43 3.7 3.5
Austria 2.5 1.9 2.6 3.1 4.3 4.5 2.5 3.0 0.8 24 2.6 3.2 1.7 2.8 2.7 2.5 14 0.7 1.6 2.2
Belgium 2.4 2.7 1.7 33 34 3.1 3.0 1.8 -0.3 2.4 1.6 0.9 23 3.0 2.2 33 1.0 0.6 1.9 2.4
Canada 2.7 3.7 4.2 4.3 34 1.2 -1.6 1.5 1.8 3.0 2.1 2.6 4.6 2.8 39 3.7 2.6 2.6 2.9 29
Czech Republic . . . . . . . . . 5.3 5.9 7.9 24 -1.6 1.7 2.5 39 3.5 3.2 3.7
Denmark 1.7 5.7 -1.5 -1.0 -0.1 0.1 1.6 1.9 0.5 6.5 1.2 2.5 29 2.3 0.2 -0.3 0.8 2.2 2.0 2.2
Finland 2.6 4.0 5.1 53 4.6 -0.6 -3.8 -4.4 -3.1 2.6 4.4 4.2 3.5 5.1 4.0 2.6 1.1 2.5 2.1 2.4
France 2.1 3.5 2.6 24 32 2.7 0.7 0.8 -0.2 0.9 1.3 1.3 0.1 3.6 3.5 2.8 2.8 1.5 1.7 2.8
Germany 2.0 3.9 3.7 2.6 32 4.1 4.6 2.7 0.1 1.1 2.1 1.0 0.6 1.8 3.7 1.4 1.5 -0.5 1.1 2.2
Greece 34 -1.5 2.7 6.1 6.3 2.6 2.9 23 -0.8 1.9 2.5 2.4 2.7 3.5 29 2.7 32 2.9 3.1 3.2
Hungary . . . . . . . . . 0.2 -7.1 -4.3 1.9 4.8 5.4 4.4 4.9 9.9 7.5 3.7
Iceland 4.6 69 162 -3.8 -4.2 0.5 2.9 -3.1 -4.7 2.9 2.2 54 33 10.1 7.3 4.0 -3.0 -1.0 1.2 23
Ireland 2.5 2.0 33 4.5 6.5 1.4 1.8 2.9 2.9 44 4.1 6.4 7.4 7.3 83 10.0 4.8 3.8 4.0 4.5
Italy 33 4.0 3.8 4.0 3.7 2.1 29 1.9 -3.7 1.5 1.7 1.2 32 32 24 2.7 1.1 -0.3 0.9 2.2
Japan 34 3.2 4.1 5.1 4.7 44 2.7 2.6 1.8 2.6 1.4 2.4 0.8 0.1 1.2 0.5 1.4 0.8 0.5 0.8
Korea 6.4 8.1 8.1 9.0 10.8 8.0 8.0 5.5 5.6 8.2 9.6 7.1 35 -11.7  11.0 7.9 42 7.2 44 4.1
Luxembourg 2.1 3.5 4.6 6.0 4.8 3.8 7.0 -2.3 2.1 4.0 2.1 4.0 4.0 7.8 2.6 33 3.6 2.0 2.5 32
Mexico 3.6 -2.6 -0.1 1.8 7.3 6.4 4.7 4.7 1.5 4.6 -9.5 22 6.5 54 43 8.3 34 1.7 3.5 4.7
Netherlands 1.7 2.6 2.7 0.8 3.5 4.2 3.1 2.5 1.0 2.2 1.8 4.0 3.0 4.8 4.7 3.6 1.2 0.9 1.7 2.7
New Zealand 0.7 4.0 24 2.7 1.1 0.1 -1.3 0.1 2.8 5.8 3.9 5.0 24 1.9 4.2 24 1.9 3.1 1.9 2.6
Norway 33 5.0 -0.8 -2.0 -0.6 0.7 1.5 22 2.2 4.0 34 53 3.6 34 22 35 2.5 2.7 3.2 2.9
Poland . . . . . . . . . 4.5 32 8.6 6.9 4.8 52 2.8 2.1 2.5 22 2.5
Portugal 0.7 5.6 53 6.8 29 6.4 42 4.7 1.1 1.0 0.6 3.0 33 5.0 5.1 2.6 1.2 0.8 1.0 1.8
Slovak Republic . . . . . . . . . 1.5 4.0 8.8 5.7 6.3 33 -1.8 39 4.9 3.7 4.0
Spain 1.1 34 6.0 4.9 54 3.5 2.9 22 -1.9 1.1 1.7 2.2 32 44 4.7 3.9 2.5 1.8 2.6 3.1
Sweden 0.7 52 53 2.6 1.2 -0.4 1.0 -1.3 -3.0 1.8 0.6 1.4 2.0 2.7 39 4.6 0.2 1.6 2.5 2.6
Switzerland 1.5 2.3 2.2 1.7 2.3 1.2 1.6 0.1 -0.9 1.0 0.6 0.7 1.4 2.3 22 2.0 1.8 1.0 1.6 2.1
Turkey 4.7 5.8 -0.3 1.2 -1.0  13.1 2.7 32 8.6 -5.4 4.8 8.5 8.4 0.6 -2.6 6.2 -9.0 2.2 2.0 3.0
United Kingdom 2.1 6.6 5.0 7.5 33 1.0 -1.5 0.6 32 33 1.9 3.8 3.8 3.8 4.5 52 4.1 3.6 2.9 2.5
United States 3.5 4.2 33 4.0 2.7 1.8 -0.2 29 34 3.8 3.0 3.2 3.6 4.8 49 43 25 3.1 2.3 34
Euro area 2.2 3.5 3.5 32 3.7 32 2.8 1.9 -0.9 1.3 1.8 1.6 1.6 3.1 3.6 2.6 1.8 0.6 1.5 2.5
European Union 2.2 4.1 3.8 3.9 3.5 2.7 2.1 1.7 -0.3 1.7 1.8 2.0 2.1 3.2 3.7 3.0 2.1 1.1 1.8 2.5
Total OECD 3.1 39 3.5 4.1 3.6 3.0 1.4 24 1.8 2.8 2.1 2.9 29 3.0 39 3.5 2.1 2.1 2.0 2.7

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://mww.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
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 3.7 42 2.1 24 34 3.5 3.1 0.4 0.3 3.1 4.0 3.0 2.6 34 4.2 54 1.7 3.0 24 2.1
Austria 2.3 1.8 0.1 1.1 1.7 2.3 32 3.5 3.7 3.0 1.3 1.2 -1.5 2.8 2.2 0.9 -0.3 0.1 0.5 0.9
Belgium 2.3 14 2.7 -0.8 1.1 -0.4 3.6 1.4 -0.1 1.6 1.3 2.2 0.3 1.1 35 24 2.1 1.5 1.9 2.0
Canada 23 1.8 1.3 4.6 2. 3.5 2.9 1.0 0.0 -1.2 -0.6 -1.2 -1.0 32 1.9 23 33 1.9 2.7 2.6
Czech Republic . . . . -2.4 -4.3 3.6 -4.4 -4.4 2.3 -1.0 0.3 4.8 2.5 1.0
Denmark 3.1 0.5 2.5 0.9 -0.8 -0.2 0.6 0.8 4.1 3.0 2.1 3.4 0.8 3.1 1.8 0.6 1.2 1.3 0.8 0.9
Finland 3.6 34 4.4 1.9 2.2 4.0 2.1 -2.4 -4.2 0.3 2.0 2.5 4.1 1.7 1.9 -0.2 2.1 2.0 1.8 1.9
France 33 24 2.2 3.0 1.8 2.5 2.6 3.6 4.3 0.5 0.0 2.2 2.1 0.0 1.5 2.9 24 34 2.8 22
Germany 2.0 2.4 1.8 2.4 -1.1 3.1 1.9 5.0 0.1 2.4 1.5 1.8 0.3 1.9 1.0 1.2 0.8 1.1 0.8 0.7
Greece 3.6 -1.1 0.2 -5.5 54 0.6 -1.5 -3.0 2.6 -1.1 5.6 0.9 3.0 1.7 1.4 23 0.5 1.6 -0.3 0.2
Hungary . . . . . . . . . -1.4 -5.7 -1.9 3.1 2.8 1.5 1.9 0.1 39 1.8 1.9
Iceland 4.7 7.3 6.5 4.7 3.0 4.4 3.1 -0.7 2.3 4.0 1.8 1.2 2.5 34 4.4 3.7 3.2 3.0 2.0 3.1
Ireland 2.8 2.6 -4.8 -5.0 -1.3 54 2.7 3.0 0.1 4.1 3.9 33 5.3 5.7 6.3 54 53 8.5 4.2 4.0
Italy 3.0 2.6 4.8 4.0 0.2 2.5 1.7 0.6 -0.2 -0.9 -2.2 1.0 0.2 0.2 1.3 1.7 22 1.9 1.2 1.0
Japan 4.1 4.8 3.5 34 2.9 2.5 32 2.7 32 29 43 2.8 1.3 1.9 4.5 44 2.9 2.4 1.9 1.7
Korea 4.0 8.4 6.1 8.0 8.5 3.6 7.2 59 4.6 1.9 0.8 8.2 1.5 -0.4 1.3 0.1 0.2 35 2.0 2.0
Luxembourg 22 6.4 9.6 43 8.2 6.7 4.0 32 52 1.0 4.8 5.6 3.1 1.3 7.1 43 7.5 6.0 7.5 4.5
Mexico 5.6 1.4 -1.2 -0.5 22 33 54 1.9 2.4 2.9 -1.3 -0.7 2.9 2.3 4.7 2.0 -1.4 -0.5 2.8 32
Netherlands 2.6 3.6 2.6 1.4 1.5 1.6 1.5 1.7 1.5 0.6 0.6 -0.4 32 3.6 2.5 1.9 3.1 2.5 0.2 0.8
New Zealand 1.6 2.1 0.5 0.1 3.6 1.6 -0.6 1.1 1.2 0.8 4.8 2.3 7.7 -1.8 7.4 -2.1 0.5 1.8 23 2.6
Norway 4.0 1.9 4.6 -0.1 1.9 4.9 43 53 2.2 1.4 0.3 2.8 1.9 3.8 33 1.2 2.0 1.7 0.5 1.0
Poland . . . . . . . . . 23 3.7 2.0 3.1 1.4 1.0 1.1 0.6 1.1 1.7 1.8
Portugal 5.7 7.2 3.8 8.6 6.4 4.2 9.6 -0.9 -0.2 4.3 1.0 34 22 4.1 5.6 4.0 2.8 1.1 -0.2 0.0
Slovak Republic . . . . . . . . .. -10.1 2.1 17.4 -4.5 11.5 -1.7 1.3 5.1 5.0 2.0 22
Spain 43 4.6 9.2 3.6 8.3 6.3 6.0 3.5 2.7 0.5 24 1.3 2.9 3.7 4.2 5.0 3.1 2.1 2.7 1.9
Sweden 24 1.8 1.2 1.1 3.0 2.5 34 0.2 -0.1 -0.9 -0.6 0.9 -1.2 3.2 1.7 -0.9 14 1.7 0.8 0.8
Switzerland 2.0 34 1.7 4.5 54 54 35 0.7 -0.1 2.0 -0.1 2.0 0.0 1.3 1.2 1.5 2.6 3.1 0.5 0.4
Turkey 53 9.2 9.4 -1.1 0.8 8.0 3.7 3.6 8.6 -5.5 6.8 8.6 4.1 7.8 6.5 7.1 -8.6 2.1 1.0 1.5
United Kingdom 0.9 1.6 -0.4 0.2 1.0 2.2 3.0 0.7 -0.7 1.0 1.7 1.2 0.1 1.5 3.1 2.1 3.1 4.5 2.8 3.0
United States 2.0 4.6 2.4 1.6 2.5 2.6 1.4 0.4 -0.3 0.2 0.0 0.5 1.8 14 2.9 2.8 3.7 4.2 2.9 2.5
Euro area 2.8 2.6 3.0 2.6 1.1 2.8 25 2.9 1.4 1.1 0.6 1.6 1.3 1.4 1.8 2.2 1.9 2.1 1.6 14
European Union 2.6 2.5 2.7 2.2 14 2.8 2.7 24 1.0 1.0 0.8 1.5 1.0 1.6 2.1 2.1 2.1 2.4 1.7 1.5
Total OECD 2.8 3.8 2.7 2.2 24 2.8 2.5 1.7 1.1 0.9 1.0 1.6 1.4 1.7 2.8 2.7 24 3.0 22 2.0

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 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).

Source: OECD.
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Annex Table 5. Real total grossfixed capital formation

Percentage change from previous period

Average Estimates and projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 4.7 -0.7 3.6 9.3 100 -75 -8.4 1.5 52 117 24 4.0 9.7 7.7 6.5 0.6 -2.5 9.3 4.5 5.6
Austria 1.1 1.3 3.8 7.4 4.1 6.2 6.6 0.6 -09 4.6 1.3 2.2 2.0 34 1.5 5.1 -3.4 -2.8 2.9 4.2
Belgium -0.4 34 5.1 156 122 7.8 -3.9 0.8 -1.7 -0.1 3.7 -0.5 8.5 32 4.5 3.2 0.5 2.2 2.2 33
Canada 3.7 46 105 9.3 56 -39 540 27 -2.0 7.5 -2.1 44 152 24 7.8 6.5 1.7 34 39 53
Czech Republic . . . . . . . . . 171 198 82 29 0.7 -1.0 53 7.2 33 3.7 4.1
Denmark 1.2 17.1 -3.8 -6.6 -0.8 -2.1 -3.3 20 -4.0 76 11.6 4.0 109 10.1 1.0 107 -0.2 0.5 1.5 34
Finland 0.3 1.0 49 11.0 13.0 -46 -18.6 -16.7 -16.6 -2.7  10.6 84 120 9.3 3.0 39 4.0 -2.3 -0.1 2.9
France 0.6 4.6 5.7 9.0 7.6 33 -1.5 -1.8 -6.6 1.5 22 0.1 -0.2 7.3 8.3 8.3 2.7 0.0 0.3 3.1
Germany 1.1 29 1.8 4.6 6.7 7.7 5.2 4.5 -4.4 40 -06 -0.8 0.6 3.0 4.1 2.5 -5.3 -4.7 0.6 1.3
Greece 0.1 0.1 -5.6 2.6 6.1 4.5 4.2 -3.5 -4.0 -3.1 4.1 8.4 6.8 10.6 6.2 8.0 59 6.9 9.5 6.7
Hungary . . . . . . . . . 125 -4.3 6.7 9.2 133 59 7.7 3.1 53 35 5.8
Iceland 1.1 -1.6 188 -0.2 -71.9 3.0 .5 -11.1 -10.7 0.6 -1.1 257 9.3 329 -3.7 148 42  -14.6 2.1 13.0
Ireland 2.8 -2.8 -1.1 52 101 134 -7.0 0.0 -5.1 11.8 134 166 17.8 157 135 7.3 1.1 2.6 4.4 55
Italy 1.0 23 4.2 6.7 42 4.0 1.0 -14 -109 0.1 6.0 3.6 2.1 4.0 5.7 6.5 24 2.7 1.8 2.6
Japan 2.8 5.1 94 120 8.6 8.8 2.2 -2.5 -3.1 -1.4 0.3 6.8 1.0 -40 -08 4.1 -2.3 -5.5 2.1 -0.7
Korea 11.4 10.6 170 137 159 282 133 -0.7 63 107 119 7.3 22 212 37 114 -1.7 6.5 5.8 6.3
Luxembourg -1.8 37.1 17.7  11.5 6.9 34 158 -15.1 20.6 00 -15 39 126 11.8 140 -6.3 59 -4.0 4.0 7.0
Mexico 1.7 -11.8 -0.1 5.8 58 13.1 11.0 108 -2.5 84 -290 164 21.0 103 77 114 -5.9 2.0 5.6 6.3
Netherlands 0.8 6.9 0.9 4.5 4.9 1.6 0.2 0.6 -2.8 2.2 5.0 6.3 6.6 4.2 7.8 35 -0.8 -2.1 1.8 5.6
New Zealand 0.7 -1.8 -0.2 0.2 4.5 -0.8 -18.3 02 145 153 123 7.7 0.7 -5.0 4.0 7.6 -1.7 4.6 5.0 4.1
Norway 0.8 7.6 0.3 -1.8 -6.9 -10.8 -04 3.1 4.3 4.5 34 99 139 106 -8.2 -1.5 -4.6 -2.5 2.2 4.7
Poland . . . . . . . . . 92 165 197 217 142 6.8 2.7 -9.8 -5.5 4.0 7.1
Portugal 0.3 109 18.0 148 3.7 7.6 33 4.5 -5.5 2.7 6.6 57 139 115 6.4 4.4 0.0 -2.5 0.3 3.0
Slovak Republic . . . . . . . . . -2.5 1.8 309 143 11.0 -185 1.2 9.6 22 5.0 52
Spain -0.9 10.5 122 13.6 120 6.5 1.7 -4.1 -8.9 1.8 1.7 2.1 5.0 10.0 8.7 5.7 32 1.3 32 4.6
Sweden 1.1 1.1 8.0 64 121 0.2 -8.6 -11.6 -15.0 6.1 9.4 5.0 -1.1 8.5 9.6 5.0 1.5 -1.5 3.8 42
Switzerland 1.9 54 4.0 8.1 53 3.8 -2.9 -6.6 2.7 6.5 1.8 2.4 1.5 4.5 2.7 5.8 -5.2 -6.1 2.8 3.9
Turkey -0.5 84 45.1 -1.0 22 159 0.4 64 264 -16.0 9.1 14.1 14.8 -39 -157 169 -31.7 -4.5 8.8 10.0
United Kingdom 1.5 2.1 9.0 149 6.0 -2.6 82 -09 0.3 4.7 3.1 4.7 69 128 0.6 1.9 0.3 -4.4 24 3.9
United States 54 2.7 1.1 2.9 29 -0.2 -5.4 53 5.9 7.4 5.5 8.4 89 103 7.9 5.5 -2.6 -2.0 2.0 5.0
Euro area 0.7 4.0 4.3 7.6 7.1 5.0 1.1 00 -64 23 2.6 1.3 25 53 6.0 50 -03 -1.9 1.6 3.1
European Union 0.9 4.1 52 8.6 6.9 3.8 -04 -04 -56 2.6 3.5 2.3 34 6.8 53 4.8 0.0 -2.3 1.7 3.1
Total OECD 34 34 52 6.8 5.7 3.6 -1.5 1.7 0.3 44 3.1 6.3 6.3 5.7 5.0 54 21 -1.9 1.8 3.7

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://www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 6. Real grossprivate non-residential fixed capital formation
Percentage change from previous period

Average Estimates and projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 5.9 0.7 7.2 9.1 10.0 <75 -11.5 -2.0 22 122 8.1 10.1 8.3 6.5 6.0 -1.9 -0.3 8.4 8.1 8.9
Austria 2.4 -0.6 8.5 9.4 6.3 13.2 6.1 -3.1 -4.4 3.7 -2.2 40 107 6.9 3.6 109 -2.0 -3.5 33 5.5
Belgium 1.4 6.6 70 139 170 9.3 -3.3 -1.2 -4.7 -2.5 53 35 8.6 4.8 2.5 4.2 2.9 -2.8 2.0 4.0
Canada 54 24 100 147 5.5 -2.6 -3.3 -7.8 -1.4 9.4 4.8 44 226 5.3 7.8 8.2 -1.1 -1.5 6.7 7.3
Denmark 44 18.1 -4.8 -1.3 3.6 22 -1.4 -4.2 -8.3 76 139 27 137 135 04 111 3.0 1.5 1.6 3.8
Finland 0.3 4.7 53 107 163 -7.4 -23.1 -188 -17.5 -29 209 9.8 8.1 13.0 1.0 6.3 10.2 -3.4 -0.8 4.0
France 2.2 6.7 7.6 9.6 8.2 5.7 -1.1 -2.6 -8.0 0.7 33 0.0 09 102 9.1 9.2 3.1 -0.2 0.3 4.1
Germany 1.5 0.2 1.9 5.6 7.1 9.0 6.0 0.7 -9.0 0.7 1.0 -0.8 22 4.9 52 6.2 -4.5 -5.5 0.9 4.1
Greece 0.9 -10.5 0.6 28 153 6.5 53 0.7 1.1 0.9 29 147 54 120 74 127 6.6 9.9 11.4 7.9
Iceland 1.9 45 223 -103 -14.6 6.5 25 -17.3 237 1.3 105 495 179 454 -5.6 151 -8.9  -20.6 3.5 18.0
Ireland 4.0 -4.4 64 194 9.5 189 -11.7 -2.5 -5.7 82 140 179 205 209 133 1.4 -2.4 1.7 4.1 5.7
Italy 1.2 5.0 7.5 102 54 4.8 0.3 -1.3  -147 44 104 5.0 4.0 4.6 7.3 8.1 1.2 -39 0.2 2.4
Japan 5.5 4.9 6.2 155 150 115 4.4 <73 -11.6 -6.5 2.4 42 132 -2.3 42 122 -0.1 -6.8 0.8 0.2
Korea 134 13.0 205 127 156 189 134 0.1 53 151 14.1 7.3 3.0 -292 114 180 -6.1 6.4 6.3 6.5
Mexico . -17.1 87 203 7.1 196 226 228 -5.6 -04 -389 458 340 183 8.8 10.6 -5.3 1.8 6.1 6.8
Netherlands 2.1 12.0 0.3 1.2 8.1 2.5 22 -3.4 -4.3 0.1 7.7 7.0 9.7 5.2 9.9 3.7 -3.0 -3.0 1.0 7.0
New Zealand 44 -5.3 12.1 0.2 6.0 -5.1 -189 82 23.1 170 15.1 9.0 -6.1 1.8 09 114 5.5 0.5 4.1 4.0
Norway 0.9 6.5 -3.0 -0.8 -6.7 9.3 4.7 -3.0 105 1.0 1.7 144 147 152 -11.1 29 -1.2 -4.4 2.6 59
Spain -1.2 173 19.6 140 12.1 39 3.7 -1.0 -135 3.5 12.4 3.6 6.4 9.1 9.5 5.9 3.7 -0.5 3.0 5.2
Sweden 1.9 3.1 8.6 53 145 23 -146 -152 -109 185 200 8.0 2.6 9.6 10.1 7.0 0.6 -3.7 33 4.2
Switzerland 1.6 8.7 4.6 9.7 4.7 6.3 -2.6 -10.6 -5.9 2.0 49 2.3 4.3 6.8 34 7.6 -7.0 -104 3.1 4.7
United Kingdom 32 1.1 104 16.1 12.6 0.1 -7.9 -3.5 -3.5 4.8 7.8 9.1 102 184 1.6 1.8 0.9 9.3 1.6 33
United States 6.3 -2.7 -0.1 54 5.5 0.7 -4.9 34 8.4 8.9 9.8 100 122 125 8.1 7.8 -5.2 -5.8 2.0 8.8
Euro area 1.2 4.6 6.2 8.6 8.2 6.0 1.3 -1.3 -9.7 1.5 4.9 22 4.3 7.0 7.0 7.0 0.0 -2.7 1.3 4.3
European Union 1.8 4.7 7.0 9.5 9.1 5.1 -0.3 2.1 -8.8 2.7 6.4 3.7 5.1 8.9 6.2 6.4 0.3 -3.7 1.3 4.1
Total OECD 4.6 1.4 4.7 9.4 8.5 4.6 -0.6 -0.3 -1.7 4.3 5.8 7.7 103 7.7 55 8.1 23 -4.3 2.1 5.6

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 price indices to 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://www.oecd.org/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 7. Real gross privateresidential fixed capital formation

Percentage change from previous period

Average Estimates and projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 5.1 =77 22 201 88 -10.8 -57 114 128 121 -7.6  -10.6 153 147 52 34 -10.7 18.6 -1.3 -2.0
Austria 0.9 1.8 1.3 92 -06 -82 94 107 43 7.7 131 24 -17 25 25 -62 32 0.5 2.0 0.5
Belgium -4.4 -0.3 90 252 173 83 -9.0 4.9 1.8 5.5 43 -83 104 0.1 5.7 0.8 -2.0 -0.1 0.6 1.5
Canada 2.4 124 14.7 2.1 41 -105 -14.8 7.1 -34 4.1 -14.8 9.6 8.2 -3.5 54 35 4.7 12.7 -3.1 0.7
Denmark -2.1 213 32 94 -84 -11.3 -10.1 0.1 6.3 8.9 8.5 5.8 7.1 4.2 25 11.0 -135 -4.9 0.6 2.2
Finland -0.6 -7.8 0.9 15.8 17.4 5.6 -16.6 -20.6 -14.3 -4.5 -2.7 2.7 215 7.8 12.7 3.6 -10.7 -1.2 2.4 1.4
France -1.2 1.6 2.9 5.6 7.4 -1.7 -6.9 -3.7 -5.2 4.4 2.1 0.4 0.9 3.8 7.1 4.1 -0.8 -0.1 0.0 2.0
Germany 3.6 8.3 3.1 4.7 7.7 7.6 74 108 47 120 04 -02 0.4 0.3 1.6 -26 -7.1 -3.4 -0.1 -2.1
Greece -1.9 209 -58 -06 -1.8 55 -03 -156 -105 -11.3 26 -12 6.6 8.8 39 43 4.4 2.5 2.7 24
Iceland 0.6 -139 142 149 28 -06 41 34 52 4.1 -8.7 7.1 -9.7 1.3 03 104 129 0.0 -1.0 5.0
Ireland 2.5 8.1 6.2 03 132 -0.6 1.1 8.1 -11.7 236 149 184 16.1 58 113 135 -09 35 4.2 4.0
Italy -0.4 3.0 21 2.2 3.0 3.7 33 1.3 -15 23  -0.1 -14 28 -06 1.8 52 3.0 1.0 2.0 3.0
Japan -0.6 81 224 114 0.9 48 6.7 -58 1.7 74  -6.1 137 -157 -13.7 1.2 19 -56 -4.0 -0.5 -0.5
Korea 6.0 16.2 9.0 227 19.7 62.1 10.8 -7.3 11.2 -1.7 8.3 1.5 -6.3 -79 -16.5 -10.0 13.3 8.0 5.0 7.3
Mexico 2.8 -1.6 4.4 -1.2 5.8 4.4 7.6 2.9 5.2 4.0 -7.9 2.5 4.5 3.4 2.9 5.2 -4.8 1.7 4.4 5.2
Netherlands 0.5 42 1.6 113 07 -25 -54 64 -0.3 6.2 0.9 39 53 1.4 42 04 -12 -1.0 35 4.5
New Zealand -2.1 -3.1 -3.9 4.7 15.5 24 -155 3.8 17.1 13.2 3.0 8.1 64 -16.2 11.0 -0.3 -9.6 9.0 5.7 3.0
Norway 0.9 7.8 32 -69 -125 -17.8 -21.7 -10.6 -3.7 246 9.1 -0.1 74  -1.8 25 110 5.1 -2.5 2.5 39
Spain -2.6 2.1 63 114 33 64 37 40 -4.1 0.4 7.1 9.3 3.0 102 10.0 7.4 0.8 35 34 34
Sweden -0.1 -2.2 8.8 8.4 4.8 72 24 -11.6 -335 -34.1 -239 89 -11.5 32 121 9.3 8.3 7.2 6.8 6.4
Switzerland 4.6 -1.6 2.7 4.9 58 34 77  -16 58 193 0.0 -102 40 -0.6 0.8 25 47 1.2 24 2.7
United Kingdom 1.6 10.2 9.8 19.0 -11.6 -17.5 -15.1 0.2 8.1 2.5 -3.0 6.9 5.1 -2.0 -2.8 0.8 -4.0 10.5 3.1 2.8
United States 4.1 12.0 0.2 -0.5 -4.1 -8.6 -12.8 16.3 7.3 9.7 -3.6 7.4 2.0 8.0 6.7 1.1 0.3 34 1.9 -1.9
Euro area 0.2 3.0 2.1 6.3 5.8 3.0 0.0 2.8 -0.1 6.2 1.8 0.8 1.4 2.1 4.0 1.2 2.7 -0.6 1.2 1.2
European Union 0.6 4.4 3.5 8.2 2.8 -0.2 2.4 1.8 -0.1 3.6 0.8 2.1 1.8 1.6 33 2.0 2.2 1.3 1.6 1.6
Total OECD 2.5 7.9 5.5 5.4 0.6 -1.5 -7.0 6.2 3.6 6.8 -2.6 5.7 -0.4 1.5 3.8 1.6 -1.4 2.2 1.4 0.2

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 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).

Source: OECD.
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Annex Table 8. Real total domestic demand

Percentage change from previous period

Average Estimates and projections
a 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 33 1.0 2.8 5.6 6.7 -0.7 -2.1 2.5 2.9 5.0 44 2.8 32 6.9 5.6 2.2 1.5 5.1 3.8 39
Austria 2.2 1.8 24 3.2 3.8 4.5 3.2 2.1 0.7 3.2 3.0 1.9 14 3.0 2.5 2.4 -0.1 -0.3 1.7 2.4
Belgium 1.6 2.6 34 4.6 4.1 3.1 1.7 1.7 -0.9 2.0 1.6 0.8 29 3.2 24 33 0.5 0.8 2.0 2.5
Canada 2.9 32 4.9 6.1 39 -0.5 -1.9 0.3 1.4 34 1.8 1.3 6.2 2.5 44 4.5 1.0 2.9 32 34
Czech Republic . . . . . . . . . 6.3 8.4 7.3 -0.7 -2.4 0.3 4.0 4.9 3.0 33 3.6
Denmark 2.1 5.6 -1.7 -0.7 -0.1 -0.7 -0.1 0.9 -0.3 7.0 4.2 2.2 4.9 4.0 -0.5 2.6 1.1 1.3 1.6 2.2
Finland 2.0 2.8 5.1 6.5 6.9 -1.5 -8.5 -5.8 -5.7 3.7 44 2.9 6.0 5.8 2.0 3.7 1.0 0.6 1.9 2.8
France 2.2 35 33 43 39 2.7 0.5 0.6 -1.6 1.8 1.7 0.7 0.6 4.1 3.7 43 1.6 1.0 24 2.9
Germany 1.8 3.7 24 3.7 32 4.7 4.4 2.8 -1.1 2.3 1.7 0.3 0.6 2.4 2.8 1.8 -0.8 -1.1 14 2.1
Greece 2.1 0.4 -2.7 59 53 22 3.5 -0.5 -1.0 1.1 35 33 3.5 4.6 2.8 4.0 35 3.6 4.2 3.7
Hungary . . . . . . . . . 2.0 -2.8 0.6 3.9 7.6 4.0 5.1 2.1 54 54 43
Iceland 33 46 157 -0.7 -4.4 1.5 3.5 -4.5 -3.7 2.2 2.2 7.0 43 134 4.0 6.7 -2.9 -3.0 1.5 4.7
Ireland 2.7 1.2 -0.4 1.9 6.9 6.3 0.1 -0.3 1.1 5.6 7.3 7.7 9.8 9.4 7.0 9.2 4.0 4.0 4.4 4.7
Italy 2.9 3.1 43 4.1 3.1 2.7 2.1 0.9 -5.1 1.7 2.0 0.9 2.7 3.1 3.0 2.1 1.6 0.7 1.1 2.0
Japan 34 3.8 53 7.3 5.6 53 2.7 0.6 0.3 1.2 2.1 4.0 0.9 -1.5 0.8 2.1 0.4 -1.4 0.3 0.6
Korea 7.1 82 106 114 126 11.6 104 32 4.6 9.6 9.3 7.8 -0.8 -19.8 147 8.1 1.9 6.8 4.7 4.7
Luxembourg 1.8 9.1 8.2 7.7 6.2 4.7 8.5 -4.2 4.8 24 2.3 42 6.0 7.3 6.1 -0.3 6.3 1.2 4.0 4.6
Mexico 35 -4.9 1.1 3.9 5.6 7.0 5.7 6.0 1.1 56 -14.0 5.6 9.6 6.1 43 8.4 04 1.7 3.8 5.0
Netherlands 1.8 39 1.4 1.9 4.4 32 1.7 1.5 -1.1 2.9 1.9 2.8 3.9 4.8 4.3 2.8 1.4 0.0 1.7 2.9
New Zealand 1.0 1.4 1.5 0.8 43 0.3 -6.0 2.0 4.9 6.9 5.4 4.6 2.7 -0.6 59 1.8 1.2 3.0 2.6 29
Norway 2.6 7.0 -0.6 2.9 -1.9 -0.3 0.9 1.7 3.1 3.9 39 43 6.2 54 -0.6 2.5 -0.2 1.1 2.7 2.8
Poland . . . . . . . . . 4.6 7.3 9.0 104 6.4 4.9 2.9 -1.9 0.4 29 35
Portugal 2.1 6.0 8.8 9.9 49 53 6.1 34 -2.1 1.5 4.1 3.0 5.1 6.7 59 3.1 1.1 0.0 0.6 1.8
Slovak Republic . . . . . . . . . -45 103 179 3.8 6.9 -6.2 0.0 7.2 42 3.8 4.0
Spain 0.9 53 7.9 6.8 7.3 4.6 3.0 1.0 -3.3 1.5 3.1 1.9 3.5 5.7 5.6 44 2.7 1.8 2.8 33
Sweden 0.9 3.0 4.3 3.0 3.7 0.7 -1.6 -1.9 -4.6 3.0 1.9 0.7 0.9 4.3 3.6 3.8 0.2 0.5 2.7 2.7
Switzerland 1.8 4.0 2.0 3.0 4.2 39 -1.0 2.4 -1.0 2.5 1.9 0.1 0.8 3.5 25 2.5 0.8 -0.2 1.7 2.3
Turkey 33 7.0 8.9 -1.3 1.5 14.6 -0.6 56 142 -125 11.4 7.6 9.0 0.6 -3.7 9.8 -184 5.1 32 43
United Kingdom 1.9 4.7 4.6 8.1 2.9 -0.3 -2.5 0.9 2.3 3.8 2.0 3.1 3.9 5.0 3.6 3.9 2.6 23 3.0 32
United States 3.7 3.6 3.1 3.2 2.9 1.4 -1.1 3.1 32 4.4 2.5 3.7 4.7 5.4 5.0 4.4 0.4 2.8 2.7 3.8
Euro area 2.1 34 34 4.3 4.0 35 23 1.4 -2.1 2.1 2.0 1.1 1.8 3.6 34 3.0 1.0 0.4 1.8 2.6
European Union 2.0 3.7 3.7 4.8 3.8 2.8 1.5 1.2 -1.6 24 2.1 1.4 2.3 39 34 3.1 1.2 0.7 2.0 2.6
Total OECD 3.1 35 39 4.6 4.0 3.0 0.8 2.1 1.2 3.1 2.3 32 34 3.1 3.8 3.8 0.5 1.6 22 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 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) Average 1975-84 in the case of Australia.

Source: OECD.
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Annex Table 9. Real exports of goods and services
Percentage change from previous period

Average Estimates and projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 4.9 43 122 3.5 2.9 85 13.1 54 8.0 9.0 50 106 115 -0.2 46 107 1.1 23 7.5 7.7
Austria 6.1 -4.8 2.3 9.8 9.7 7.8 5.2 1.5 -1.4 5.6 3.0 52 124 7.9 8.7 122 5.5 -0.9 6.1 7.4
Belgium 4.0 2.3 46 102 8.9 4.5 29 2.4 0.8 9.1 5.0 22 6.3 5.6 53 8.5 1.2 -0.8 5.1 6.6
Canada 6.5 43 2.9 8.9 1.0 4.7 1.8 72 108 127 8.5 5.6 8.3 9.1 10.0 8.0 -3.8 1.6 6.1 7.6
Czech Republic . . . . . . . . . 02 167 8.2 9.2 10.0 6.1 170 123 3.7 7.0 9.9
Denmark 4.7 0.0 5.1 7.8 4.2 6.2 6.1 -0.9 -1.5 7.0 2.9 4.3 4.1 43 108 115 3.7 4.3 6.1 7.1
Finland 6.8 0.7 2.9 3.5 1.6 1.2 -7.3 103 16.7 13.1 8.6 5.8 14.1 8.9 6.8 20.1 2.2 2.6 7.0 8.7
France 4.7 -0.8 2.7 85 10.6 4.9 5.5 5.1 -0.1 8.1 7.7 32 120 8.3 42 136 1.5 0.2 52 7.5
Germany 5.3 -1.3 0.7 55 103 132 129 -0.8 -5.5 7.6 5.7 5.1 11.2 7.0 56 137 5.0 1.8 53 8.0
Greece 5.6 16.8 59 -2.1 1.9 -3.5 4.1 10.0 -2.6 7.4 3.0 35 200 53 8.0 19.7 -1.3 0.6 6.2 7.0
Hungary . . . . . . . . . 137 134 84 264 167 131 218 9.1 7.8 7.3 10.1
Iceland 6.3 5.9 33 -3.6 2.9 0.0 -6.7 -2.0 7.0 9.9 -2.1 9.8 53 2.0 4.0 5.0 7.8 5.0 4.2 5.5
Ireland 8.8 29 137 9.0 103 8.7 57 139 9.7 151 200 122 174 214 157 178 8.4 7.1 6.0 8.5
Italy 5.0 0.8 4.5 5.1 7.8 7.5 -1.4 7.3 9.0 9.8 12.6 0.6 6.4 34 0.3 11.7 0.8 -1.4 6.0 7.7
Japan 8.5 -5.5 -0.5 59 9.1 7.0 4.1 39 -0.1 3.5 4.1 65 112 2.3 14 125 -7.0 5.5 7.6 6.2
Korea 13.0 26,5 21.7 125 -4.1 3.8 112 113 113 161 246 112 214 141 15.8 205 1.0 8.7 11.0 10.2
Luxembourg 4.2 2.8 33 11.1 12.6 5.6 9.2 2.7 4.8 7.7 34 56 13.6 143 120 19.1 1.2 -2.0 3.0 6.2
Mexico 10.8 4.5 9.5 5.8 5.7 53 5.1 5.0 8.1 17.8 302 182 10.7 121 124 164 -5.1 33 6.7 7.6
Netherlands 3.7 1.8 4.0 9.0 6.6 53 4.7 2.9 1.5 6.7 7.1 4.6 8.8 7.4 5.1 10.9 1.7 -2.0 4.9 8.0
New Zealand 5.7 -0.4 5.6 6.1 -1.4 49 108 3.7 4.6 10.0 3.8 3.7 39 1.5 8.2 6.8 2.1 9.0 6.9 6.9
Norway 54 2.2 1.1 64 11.0 8.6 6.1 52 32 8.7 43 9.3 6.1 0.3 2.8 29 4.2 22 0.6 2.8
Poland . . . . . . . . . 131 228 120 122 143 26 232 102 5.0 10.0 11.2
Portugal 7.8 6.8 112 82 122 9.5 1.2 32 -3.3 8.4 8.8 7.1 7.1 9.1 29 8.0 1.4 1.1 5.7 8.0
Slovak Republic . . . . . . . . .o 122 4.8 -1.3 190 132 52 138 6.5 3.1 6.6 8.1
Spain 7.4 0.2 53 3.8 1.4 4.7 8.3 7.5 7.8 16.7 94 104 153 8.2 7.7 10.0 34 -0.2 5.5 7.9
Sweden 4.6 34 4.3 2.8 32 1.8 -1.9 2.2 83 14.1 11.3 35 137 8.4 6.5 103 -1.4 29 6.0 7.1
Switzerland 4.7 0.2 2.0 5.7 53 2.6 -0.7 3.1 1.0 2.7 2.8 24 8.4 54 5.1 10.0 -0.1 -1.8 3.6 5.8
Turkey 11.3 5.1 264 184 -0.3 2.6 3.7 11.0 77 152 8.0 220 19.1 12.0 -7.0  19.2 74 6.5 6.6 10.9
United Kingdom 35 4.5 6.0 0.6 4.5 54 -0.1 43 4.4 9.2 9.0 8.2 8.3 3.0 53 10.1 1.2 -1.1 4.2 7.8
United States 4.0 74 112 16.1 11.8 8.7 6.5 6.2 33 89 103 82 123 2.1 34 9.7 -5.4 -1.2 7.0 8.2
Total OECD 5.9 32 7.0 9.8 8.5 74 5.5 5.2 3.1 8.9 9.5 7.3 11.6 4.2 43 11.8 -1.9 1.1 6.6 7.8

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 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).

Source: OECD.
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Annex Table 10. Real imports of goods and services
Percentage change from previous period

Average Estimates and projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 5.1 -3.3 27 171 20.6 -4.0 2.4 7.1 42 143 7.9 83 105 6.0 9.2 7.1 -4.1 9.8 7.8 8.1
Austria 54 -6.0 4.8 9.3 8.0 6.9 5.8 1.4 -1.1 8.2 5.6 49 120 5.9 8.8 11.1 34 -2.7 5.8 7.2
Belgium 32 3.8 6.8 10.5 10.1 4.8 2.9 3.1 0.6 7.3 4.1 2.2 5.0 7.4 43 8.3 0.8 -0.8 52 6.5
Canada 54 7.2 53 135 59 2.0 2.5 4.7 7.4 8.0 5.7 5.1 14.2 5.1 7.8 8.2 -5.8 0.3 6.8 7.8
Czech Republic . . . . . . . . . 7.6 212 134 8.1 6.6 54 17.0 13.6 4.1 6.6 9.3
Denmark 3.0 6.8 -2.0 1.5 4.1 1.2 3.0 -0.4 27 123 7.3 3.5 10.0 8.9 33 112 43 4.1 5.7 6.9
Finland 3.0 1.5 9.2 109 9.0 -0.8 -13.5 0.6 1.3 12.8 7.8 64 113 8.5 40 16.0 0.1 -0.9 6.7 8.2
France 4.5 6.4 7.5 8.5 8.4 55 2.5 1.6 -3.6 8.3 7.7 1.7 73 11.6 62 15.0 0.8 0.1 74 7.9
Germany 3.9 3.1 4.7 5.7 85 107 122 1.5 -5.5 7.4 5.6 3.1 8.3 9.1 85 105 1.0 -2.5 54 7.7
Greece 5.1 13.9 2.1 7.3 10.5 8.4 5.8 1.1 0.6 1.5 8.9 70 142 9.2 38 145 -1.9 1.5 6.6 5.6
Hungary . . . . . . . . . 8.8 -0.7 62 246 228 123 21.1 6.3 11.2 9.1 10.3
Iceland 3.9 09 233 -4.6 -10.3 1.0 4.7 -5.9 =17 4.2 40 167 7.8 234 4.2 8.0 -9.0 -3.0 4.0 8.0
Ireland 6.7 5.6 6.2 49 135 5.1 2.4 8.2 7.5 155 164 125 168 258 119 16.6 7.7 8.1 7.1 9.4
Italy 4.8 40 122 5.9 89 115 23 74 -109 8.1 9.7 -0.3 10.1 8.9 53 9.4 0.2 -0.1 5.0 6.3
Japan 24 32 113 195 15.7 7.0 -1.1 -0.7 -1.4 7.8 128 132 1.2 -6.8 3.0 9.4 -0.8 -1.2 3.9 4.5
Korea 10.2 179 19.6 129 163 13.0 19.2 5.3 6.2 216 224 142 32 221 28.8 20.0 -2.8 12.0 10.9 10.0
Luxembourg 3.6 1.7 7.3 10.5 9.1 5.0 9.1 -3.1 5.2 6.7 4.7 6.3 126 149 129 140 4.5 -2.1 42 6.6
Mexico 1.8 -7.6 5.1 367 180 197 152 19.6 19 213 -150 229 227 166 141 215 -2.9 39 7.7 9.8
Netherlands 33 3.5 4.2 7.6 6.7 4.2 4.1 2.1 -2.1 6.7 7.2 4.4 9.5 8.5 5.8 10.6 1.9 -2.3 53 9.0
New Zealand 2.6 2.8 8.6 -09 135 3.6 -5.2 8.3 53 131 9.0 7.7 2.2 1.3 118 0.2 1.4 6.9 6.1 5.6
Norway 22 11.8 -6.5 2.4 2.2 2.5 0.2 0.7 44 49 5.6 80 113 8.0 -1.6 32 0.0 -0.3 34 4.2
Poland . . . . . . . . . 112 243 28.0 214 185 1.0 156 -0.1 34 11.5 11.2
Portugal 3.0 169 23.1 18.0 59 145 72 107 -3.3 8.8 7.4 49 100 142 8.5 54 0.3 0.0 2.6 5.7
Slovak Republic . . . . . . . . . 54 115 198 13.8 169 -6.3 102 11.7 3.0 6.5 7.5
Spain 2.3 172 248 16.1 17.7 9.6 103 6.8 52 114 111 80 132 132 127 106 35 -0.4 6.1 8.3
Sweden 2.4 3.8 7.6 4.5 7.7 0.7 -4.9 1.5 220 122 7.2 30 125 112 44 115 -3.9 0.3 6.8 7.3
Switzerland 6.1 7.9 5.9 5.5 4.8 3.0 -1.4 -3.7 -0.5 8.9 6.9 1.9 6.1 8.3 74 8.5 -0.3 -1.8 42 6.0
Turkey 6.8 -3.5 230 -4.5 69 33.0 52 109 358 -219 296 205 224 2.3 -3.7 254 -248 11.5 6.5 11.5
United Kingdom 3.7 6.9 79 128 7.4 0.5 -4.5 6.8 33 5.7 54 9.6 9.7 9.6 87 11.7 2.8 1.5 5.9 8.6
United States 7.5 8.4 6.1 3.8 3.9 3.8 -0.5 6.6 9.1 12.0 8.2 8.6 13.7 11.8 109 132 -2.9 34 6.5 8.1
Total OECD 5.5 6.1 8.3 9.4 8.6 6.4 2.0 4.9 29 9.7 8.7 8.5 10.6 7.5 8.5 12.3 -1.3 1.8 6.1 7.6

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 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.org/eco/sour ces-and-methods).

Source: OECD.
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Deviations of actual GDP from potential GDP as a per cent of potential GDP

Annex Table 11. Output gaps

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

Euro area
European Union

Total OECD

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
07 -13 -01 06 10 -L1 -46 47 35 -7 -12 05 -06 07 11 04 -04 05 -04 -04
25 23 26 -12 08 22 24 23 07 -04 08 08 -08 04 08 1.1 -02 -6 -16 -12
29 28 20 06 19 26 18 07 23 -15 -2 24 07 07 03 17 01 -15 -1.6 -09
03 01 16 38 36 13 29 40 37 -14 -1 22 -15 09 10 20 01 02 03 08
21 38 23 13 00 07 -1l -19 34 02 00 02 08 09 08 12 -01 -07 -08 -03
09 -10 06 27 51 32 -44 -85 -108 88 -70 -56 28 -2 -06 23 02 -18 -1.8 -1.3
42 38 32 12 09 15 07 03 23 21 22 32 34 20 -0 09 05 -06 -08 -0l
23 14 16 01 03 24 27 15 -8 -2 -1 -18 -19 -6 -1 02 -08 -19 -18 -10
20 20 48 -5 11 01 07 -06 -38 36 35 35 21 29 23 -11 01 04 07 08
16 16 66 31 10 04 22 70 71 43 52 22 07 10 15 31 34 07 -02 09
13 44 35 <19 01 35 02 -1.9 44 45 19 -5 12 09 35 77 60 26 -06 -28
25 20 -12 06 15 14 07 -05 30 22 -0 -15 -lI -0 -12 02 -02 -1.6 -18 -LI
17 28 24 01 11 31 27 08 08 -3 -6 05 13 -0 -15 00 -l4 29 29 26
05 02 -0 -0 10 26 20 13 02 06 03 04 08 15 23 23 05 -19 26 -25
28 25 16 04 07 25 -54 54 23 09 15 17 05 23 09 03 -03 03 00 04
25 32 25 05 37 -39 41 37 -19 05 02 00 14 27 14 12 07 06 02 05
97 79 46 05 28 41 54 33 -15 30 -13 02 07 20 24 26 11 -13 24 25
46 49 27 04 10 18 16 -03 38 39 40 -44 32 -7 -04 06 02 -07 -1.0 -08
10 20 34 42 46 34 03 32 58 41 27 34 31 -7 05 15 01 -03 02 04
15 10 03 06 29 44 11 -08 21 25 24 30 20 -06 -1 02 -08 -22 21 -14
28 03 18 47 44 26 -17 39 40 20 -4 -12 02 02 01 07 00 -08 -08 -05
08 08 04 09 16 05 -25 -19 -18 06 -07 -02 06 14 20 22 07 -4 -17 -11
28 23 19 01 12 21 15 05 24 -19 -6 22 -19 -2 06 07 00 -13 -15 -10
28 20 -13 06 16 20 10 -03 28 20 -6 -21 -6 -0 -05 07 00 -12 -13 -08
16 -15 -10 07 16 15 04 -0 21 -3 -2 09 02 00 04 12 05 -15 -17 -LI

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
Studies, No. 24, 1995/1. Using this methodology, two broad changes have been made to the calculation of potential output since the last OECD Economic Outlook. First, the "smoothing parameters" applied in the calcu
lations have been standardised across the OECD countries. Second, as was previously the case for the major seven economies only, the calculations 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. See also 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

Average Estimates and projections
a 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 8.9 6.7 5.5 6.5 7.7 8.3 2.4 3.8 34 0.9 3.1 6.4 33 2.7 24 3.6 3.6 3.8 39 39
Austria 7.0 5.7 4.1 4.2 4.5 52 6.0 5.5 4.3 3.7 3.5 0.9 2.8 2.4 1.8 2.8 4.0 22 2.1 2.5
Belgium 8.6 43 2.5 2.8 3.0 8.2 6.9 5.5 2.8 33 2.3 1.5 2.7 1.0 3.7 2.0 2.8 3.7 2.5 3.0
Canada 8.4 2.3 6.4 7.6 5.6 4.3 4.9 32 2.3 0.5 2.3 29 5.9 2.9 3.2 4.8 2.3 2.7 3.5 3.8
Czech Republic . . . . . . . . . 1710 173 173 79 5.0 5.0 72 8.1 6.7 59 6.5
Denmark 9.4 5.1 74 113 4.7 4.1 4.0 4.4 2.5 32 3.4 2.9 3.8 4.1 3.0 4.1 4.4 39 4.1 4.2
Finland 11.2 7.7 8.1 9.6 108 8.9 4.9 1.8 1.3 4.6 4.1 2.1 2.8 44 2.3 4.1 49 4.0 39 3.8
France 11.8 4.1 4.7 4.2 4.0 3.5 4.2 3.8 1.9 0.8 0.9 1.8 1.7 0.7 1.9 2.0 33 3.0 2.7 2.5
Germany 53 33 3.0 2.8 2.8 4.7 57 104 3.7 3.0 33 1.0 0.7 1.0 1.0 22 1.8 2.1 2.8 2.6
Greece 21.8 129 107 173 226 163 163 127 87 11.7 124 106 113 4.7 42 5.5 52 5.8 5.6 5.7
Hungary . . . . . . . . . . 242 210 195 12.3 1.8 21.6 14.8 13.7 8.5 6.6
Iceland 45.0 292 443 280 136 149 9.3 04 42 3.7 4.7 8.8 6.2 6.3 5.6 72 5.8 8.2 5.0 5.0
Ireland 15.1 6.2 6.1 53 6.8 33 32 7.8 49 1.7 29 1.8 6.0 0.3 5.6 8.5 79 6.5 6.8 5.7
Italy 17.2 7.0 7.3 7.3 8.8 8.3 9.0 6.2 5.2 3.1 4.8 4.8 32 -0.8 24 2.7 24 3.0 2.9 2.9
Japan 6.0 2.5 2.0 3.0 3.8 4.1 4.4 0.8 0.6 1.3 1.1 0.2 1.6 -0.7 -1.2 0.5 -0.1 -1.2 -0.6 -0.4
Korea 18.1 105 102 175 100 163 191 11.1 108 11.2 150 112 3.4 2.0 1.9 4.0 5.7 8.9 73 7.4
Luxembourg 6.2 4.5 2.1 3.8 8.5 3.0 5.1 6.4 49 4.9 14 1.1 1.9 22 4.1 6.0 53 32 1.8 32
Mexico . . . . 270 277 299 241 15.2 11.4 177 229 21.0 18.0 13.5 11.5 9.3 5.0 6.0 6.0
Netherlands 55 2.7 1.5 1.3 0.9 33 4.5 42 3.0 2.8 1.3 1.7 2.1 3.6 2.4 4.7 5.0 4.8 4.1 3.0
New Zealand 11.9 188 142 112 6.9 1.8 0.6 1.4 2.3 1.5 -0.6 1.3 2.4 1.4 1.6 1.6 32 22 3.6 3.9
Norway 8.8 9.9 9.1 8.5 4.5 5.0 54 4.6 3.8 3.1 3.1 1.9 2.5 74 6.3 4.2 7.1 5.5 5.0 5.0
Poland . . . . . . . . . 451 30.8 294 205 15.3 14.1 9.7 8.5 35 3.5 4.0
Portugal 20.0 21.1 138 98 131 173 18.6 16.1 6.9 59 6.5 9.7 4.4 33 4.2 4.9 6.1 4.0 3.6 3.4
Spain 17.8 11.1 6.5 72 73 100 104 104 8.3 39 35 5.5 33 2.6 2.6 4.1 4.7 4.1 3.8 3.8
Sweden 10.6 8.3 7.5 8.1 12.3 9.8 6.3 32 8.5 5.8 2.0 6.2 3.5 4.1 1.0 7.1 34 4.4 4.0 4.3
Switzerland 4.9 4.2 33 3.6 4.6 52 6.5 4.6 2.0 2.4 2.8 0.7 39 1.0 1.9 3.1 3.1 2.2 1.8 1.7
Turkey 355 300 444 628 1594 946 1346 612 727 729 875 655 685 729 59.1 402 416 334 266 177
United Kingdom 11.7 8.4 4.8 6.6 9.1 10.1 8.6 5.1 3.6 43 3.0 29 3.9 5.5 3.6 7.5 2.5 34 4.7 4.6
United States 7.2 39 4.5 4.8 3.2 4.9 3.9 5.7 2.8 23 19 2.5 32 5.0 4.3 59 2.3 2.5 33 3.0
Euro area 11.0 6.0 5.1 45 4.8 6.8 6.6 8.0 55 3.1 3.6 1.8 1.7 0.8 1.2 2.3 2.6 2.7 29 2.8
European Union 11.5 6.3 5.1 5.5 6.3 7.0 72 7.0 42 32 32 3.0 2.6 1.9 2.3 3.7 3.0 32 3.4 33
Total OECD 9.5 53 53 6.3 8.1 8.1 8.6 7.0 4.7 4.7 5.1 4.8 4.8 4.6 4.0 5.1 34 3.1 3.4 32

Memorandum item
OECD less high inflation
countries ° 9.0 4.8 4.6 53 4.8 5.9 5.6 54 32 2.7 2.8 2.7 2.9 2.8 2.6 4.1 24 2.5 2.9 2.8

Note: The business sector is in 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://www.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.
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Annex Table 13. Labour productivity in the business sector
Percentage change from previous period

Average Estimates and projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

197585 2002 2003 2004
Australia 1.9 -2.6 3.2 0.8 -0.4 -0.1 1.5 3.6 4.0 1.5 -0.2 3.0 29 4.2 2.1 0.2 1.8 2.2 2.3 2.3
Austria 2.7 2.0 1.9 33 3.5 3.6 2.2 2.5 1.2 32 2.0 3.0 1.9 32 1.8 2.9 0.7 1.5 2.0 2.1
Belgium 2.9 1.5 2.0 34 2.3 2.2 1.3 1.6 -0.2 3.7 1.7 0.4 33 0.5 2.2 1.9 -1.0 1.3 1.5 2.1
Canada 1.0 -0.9 1.6 2.0 0.5 -0.4 -0.2 2.1 1.8 3.1 0.8 0.7 1.8 1.5 2.9 2.1 0.4 1.8 1.3 2.0
Czech Republic . . . . . . . . . 1.5 54 4.4 -0.5 0.4 3.0 4.4 2.8 2.3 3.6 3.9
Denmark 2.3 0.1 0.7 -0.5 2.0 0.5 2.1 1.3 3.2 7.7 0.5 1.8 1.7 2.8 1.6 33 0.7 1.6 2.1 2.6
Finland 2.9 3.6 4.6 4.6 5.1 0.6 -0.3 5.5 6.6 6.5 2.6 3.0 34 32 1.2 4.3 -0.5 2.3 2.6 2.2
France 2.7 2.3 2.7 3.6 3.2 2.0 1.3 2.8 0.7 1.9 0.8 0.8 1.3 1.9 1.1 1.7 0.2 1.5 2.1 2.0
Germany 2.0 0.6 0.2 2.6 2.3 0.9 2.4 4.3 0.2 2.7 1.5 1.1 1.6 0.8 0.8 1.0 0.0 0.8 1.7 1.6
Greece 1.1 0.2 2.4 2.9 3.9 -1.5 6.4 -0.9 2.7 0.1 1.2 3.1 4.8 -0.9 4.0 4.9 4.9 3.7 33 3.1
Hungary . . . . . . . . . . 3.7 1.4 4.3 2.8 0.3 4.4 3.6 4.4 4.1 4.1
Iceland 2.3 3.6 3.1 3.8 2.3 1.4 9.9 -3.8 0.9 39 -33 6.1 4.6 1.3 0.1 39 2.1 -0.1 0.9 2.3
Ireland 3.8 0.1 4.8 6.5 6.9 4.4 2.5 33 1.3 2.7 5.4 4.0 7.6 -1.8 4.7 6.9 32 3.1 2.6 2.9
Italy 2.4 1.9 2.9 33 3.0 1.1 0.7 1.6 2.5 3.8 33 0.8 1.7 0.7 0.8 1.2 0.1 -1.2 1.0 1.7
Japan 2.8 2.1 3.7 5.0 3.5 3.8 1.3 -0.2 0.2 0.9 1.4 3.0 0.8 -0.7 1.2 29 0.0 0.5 1.1 1.1
Korea 5.7 8.8 6.4 8.8 2.4 52 6.4 3.8 4.2 5.5 6.5 5.1 3.9 -1.5 10.2 5.6 1.6 3.5 4.3 4.2
Luxembourg . . . . . . 50 -09 2.7 14 -15 1.0 5.0 35 0.8 35 48 24 0.4 1.7
Mexico . . . . 1.3 2.3 1.5 -0.3 -2.0 1.2 -6.5 0.9 0.5 1.5 2.6 7.6 -0.8 -0.1 0.8 1.3
Netherlands 2.2 0.6 -0.5 0.9 2.9 1.8 0.8 0.8 0.7 39 0.9 0.4 0.5 1.5 1.9 1.5 -0.7 -0.3 1.8 2.2
New Zealand 0.7 2.0 0.1 34 4.2 -1.4 -0.9 -0.2 2.9 1.1 -1.5 0.2 1.5 0.4 2.7 24 -0.1 1.0 2.5 2.8
Norway 2.1 -1.3 -0.5 -0.6 1.5 2.6 3.5 3.1 5.6 2.6 0.2 0.0 1.0 1.9 0.9 1.7 1.5 1.4 1.3 2.0
Poland . . . . . . . . . 8.8 7.1 5.5 6.1 4.0 9.3 6.4 3.8 4.8 4.0 2.6
Portugal 2.2 4.6 4.2 5.5 4.8 2.3 -0.5 1.4 -3.2 2.6 6.1 3.6 24 2.4 2.2 2.1 0.1 -0.4 1.0 1.1
Spain 33 1.2 0.8 1.7 14 0.0 1.7 2.8 2.3 33 1.0 1.5 0.9 0.3 0.6 0.9 0.4 0.6 1.0 1.0
Sweden 1.5 2.5 2.7 1.4 1.4 0.1 0.5 3.5 6.3 5.6 2.2 1.7 3.5 2.6 2.5 0.6 -0.9 2.3 2.8 2.8
Switzerland 0.9 -0.9 -1.7 0.7 2.6 -1.9 -3.6 1.0 0.1 2.3 0.1 -0.2 24 1.4 0.6 2.2 -0.9 0.4 1.5 1.6
United Kingdom 2.5 5.1 1.0 0.1 -1.0 0.3 1.5 2.8 2.2 32 1.0 0.8 0.7 1.6 0.5 1.9 1.4 0.9 2.1 2.0
United States 1.2 1.7 0.7 1.1 1.2 0.6 0.4 3.7 0.9 1.3 0.4 1.8 2.2 2.2 2.4 2.1 0.2 3.8 1.7 1.7
Euro area 2.5 1.6 1.6 3.0 2.9 1.8 . 2.8 1.0 3.1 1.7 1.0 1.7 0.9 0.7 1.3 -0.1 0.4 1.5 1.7
European Union 2.4 2.0 1.5 24 2.2 1.1 1.6 2.7 1.3 3.1 1.7 1.1 1.6 1.2 1.1 1.6 0.4 0.7 1.7 1.8
Total OECD 2.0 1.9 1.8 2.4 1.8 14 1.1 2.6 1.3 1.9 1.1 1.9 1.9 1.3 1.9 2.6 0.2 2.0 1.7 1.8

Memorandum item
OECD less high inflation
countries ° 2.0 1.9 1.7 24 1.9 1.3 1.1 2.7 1.2 2.1 1.2 1.8 1.8 1.3 2.0 2.1 0.3 2.0 1.7 1.8

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 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) 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.
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Annex Table 14. Unemployment rates. commonly used definitions

Per cent of labour force

1999 Estimates and projections
Unemployment 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
(thousands)

Australia 656 7.9 7.9 6.9 5.9 6.8 92 104 10.6 9.4 8.2 8.1 8.3 7.7 6.9 6.3 6.7 6.3 6.1 6.0
Austria 226 4.0 4.3 4.1 3.8 4.1 4.5 4.7 54 53 53 5.6 5.7 5.7 5.3 4.7 4.9 5.6 5.7 53
Belgium 382 10.0 9.8 8.8 7.4 6.6 6.4 7.1 8.6 9.8 9.7 9.5 9.2 9.3 8.6 6.9 6.6 6.9 6.9 6.8
Canada 1188 9.7 8.8 7.8 7.5 8.1 10.3 11.2 11.4 10.3 9.4 9.6 9.1 8.3 7.6 6.8 7.2 7.6 7.3 6.9
Czech Republic 454 . . . . . . . 43 4.4 4.1 39 4.8 6.5 8.8 8.9 8.2 74 74 7.4
Denmark 137 5.0 5.0 5.7 6.8 7.2 7.9 8.6 9.6 7.7 6.8 6.3 53 4.9 4.8 4.4 4.3 43 4.2 4.1
Finland 261 54 5.1 4.6 3.1 32 6.6 11.7 16.4 16.6 15.4 14.6 12.7 114 103 9.8 9.2 9.3 9.5 9.4
France 2 834 10.4 10.5 10.0 9.3 8.9 9.4 10.4 11.7 12.0 11.4 12.0 12.1 11.5 10.7 9.4 8.7 9.0 9.4 9.1
Germany 3333 6.1 5.8 5.8 5.2 4.5 53 6.2 7.5 8.0 7.7 8.4 9.2 8.7 8.0 7.3 7.3 7.8 8.1 7.7
Greece 533 74 74 7.7 7.5 7.0 7.7 8.7 9.7 9.6 10,0 I 9.8 9.8 1.1 119 11.1 10.4 10.1 9.8 9.5
Hungary 285 . . . . . . . 12.1 11.0 10.4 10.1 8.9 79 7.1 6.5 5.8 5.5 53 53
Iceland 3 0.6 0.5 0.6 1.6 1.8 1 25 4.2 5.0 5.1 4.7 3.7 39 2.7 2.0 2.3 2.3 2.8 2.8 2.3
Ireland 95 17.0  16.7 16.2 149 12.8 14.4 15.1 15.7 14.7 12.2 11.7 10.4 7.6 5.6 4.3 3.9 44 5.1 53
Italy 2 669 99 102 10.5 10.2 9.1 8.6 8.8 10.2 11.2 11.7 11.7 11.8 119 115 10.7 9.6 9.2 9.2 9.1
Japan 3174 2.8 2.8 2.5 2.3 2.1 2.1 2.2 2.5 2.9 3.1 34 34 4.1 4.7 4.7 5.0 5.5 5.6 5.6
Korea 1353 3.8 3.1 2.5 2.6 2.4 2.3 2.4 2.8 2.4 2.0 2.0 2.6 6.8 6.3 4.1 3.7 2.9 2.8 2.7
Luxembourg 5 1.5 1.7 1.6 1.4 1.3 1.4 1.6 2.1 2.7 3.0 33 3.6 3.1 29 2.6 2.6 3.0 3.5 34
Mexico? 493 . 3.8 34 2.9 2.7 2.6 2.9 3.5 3.7 6.4 5.7 3.7 32 2.6 2.2 2.5 2.8 2.7 2.4
Netherlands 222 8.4 8.0 7.7 6.9 6.0 54 54 6.6 7.6 7.1 6.6 5.5 4.2 32 2.6 2.0 2.7 3.5 4.0
New Zealand 128 4.0 4.1 5.6 7.1 7.8 10.3 10.3 9.5 8.1 6.3 6.1 6.6 7.5 6.8 6.0 53 5.1 5.5 54
Norway 75 2.0 2.1 32 4.9 52 5.5 5.9 6.0 54 4.9 4.8 4.0 3.1 32 34 35 39 4.0 3.9
Poland 2391 . . . . . . . 14.0 14.4 13.3 12.3 11.2 10.6 139 16.1 18.2 19.7 20.4 20.0
Portugal 222 8.8 7.3 6.0 5.2 4.9 43 1 4.1 5.5 6.9 7.2 7.3 6.8 5.0 44 4.0 4.1 4.7 5.1 5.0
Slovak Republic 417 . . . . . . . . 13.6 13.1 11.3 11.9 126 164 18.8 19.3 19.0 18.7 18.2
Spain® 2147 16.7 15.9 140 121 11.6 11.8 13.0 16.6 18.4 18.1 17.5 16.6 15.0 128 11.0 10.5 11.2 11.2 10.8
Sweden 241 2.5 2.1 1.7 1.5 1.7 3.0 5.3 8.2 8.0 7.7 8.0 8.0 6.5 5.6 4.7 4.0 4.0 4.1 4.0
Switzerland 99 0.8 0.8 0.7 0.6 0.5 1.1 2.5 4.5 4.7 4.2 4.7 52 39 2.7 2.0 1.9 2.7 3.0 2.5
Turkey © 1774 7.7 8.1 8.2 8.4 7.8 7.9 8.1 8.5 8.2 7.3 6.4 6.6 6.7 7.5 6.6 8.5 8.5 8.3 8.1
United Kingdom 1752 11.7 10.2 7.8 6.1 5.9 8.2 10.2 10.3 94 8.5 7.9 6.5 6.3 59 54 5.1 5.2 5.2 4.9
United States 5881 7.0 6.2 5.5 53 5.6 6.8 7.5 69 1 6.1 5.6 54 4.9 4.5 42 4.0 4.8 5.8 6.0 5.7
Euro area 12 930 9.4 9.2 8.8 8.1 7.4 7.6 8.4 10.0 10.7 10.5 10.7 10.8 10.2 9.4 8.4 8.0 8.3 8.5 8.3
European Union 15 060 9.5 9.1 8.4 7.5 7.0 7.6 8.6 10.0 10.3 10.0 10.1 9.9 9.4 8.7 7.7 7.3 7.6 7.8 7.5
Total OECD 33430 7.2 6.8 6.1 5.6 5.5 6.2 6.9 7.6 7.5 7.2 7.1 6.8 6.7 6.6 6.1 6.4 6.8 6.9 6.7

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. For information about definitions, sources, data coverage, break in
series and rebasings, see OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sour ces-and-methods).

a) Data based on the National Survey of Urban Employment; see OECD Economic Outlook Sources and Methods.

b) Spanish data on unemployment are revised since 1976 using the methodology to be applied by the LFS as from 2002. Revisions are OECD calculations based on information from INE in Spain.

) The figures incorporate important revisions to Turkish data; see OECD Economic Outlook Sources and Methods.

Source: OECD.
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Annex Table 15. Standardised unemployment rates’

Per cent of civilian labour force

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany®
Hungary

Ireland

Italy

Japan
Luxembourg
Netherlands

New Zealand
Norway

Poland

Portugal

Slovak Republic

Spain

Sweden
Switzerland
United Kingdom
United States

Euro area
European Union

Total OECD

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
10.0 9.0 8.3 79 79 7.0 6.0 6.7 9.3 105  10.6 9.5 8.2 8.2 8.3 7.7 7.0 6.3 6.7
. . . . . . . . . . 4.0 3.8 39 4.4 4.4 4.5 4.0 3.7 3.6
10.7 10.8 10.1 10.0 9.8 8.8 7.4 6.6 6.4 7.1 8.6 9.8 9.7 9.5 9.2 9.3 8.6 6.9 6.6
119 113 10.7 9.6 8.8 7.8 75 8.1 103 112 114 104 9.4 9.6 9.1 8.3 7.6 6.8 72
4.4 4.4 4.1 39 4.8 6.5 8.8 8.9 8.2

8.4 79 6.6 5.0 5.0 5.7 6.8 72 79 8.6 9.6 7.7 6.8 6.3 53 49 4.8 4.4 4.3
. 59 6.0 6.7 49 42 3.1 32 66 116 164 168 152 146 126 114 102 9.7 9.1
79 9.4 9.8 9.9 10. 9.6 9.1 8.6 9.1 100 113 11.8 14 119 11.8 114 107 9.3 8.5
6.9 7.1 72 6.5 6.3 6.2 5.6 4.8 42 6.4 7.7 8.2 8.0 8.7 9.7 9.1 8.4 7.7 7.7
99 121 11.0 104 10.1 8.9 79 7.1 6.5 5.8

139 155 16.8 16.8 16.6 162 147 134 147 154 156 143 12.3 11.7 9.9 75 5.6 4.3 3.9
7.4 79 8.1 8.9 9.6 9.7 9.7 8.9 8.5 8.7 10.1 11.0 115 115 11.6 1.7 113 10.4 9.4
2.7 2.7 2.6 2.8 2.8 25 23 2.1 2.1 22 2.5 2.9 3.1 3.4 3.4 4.1 4.7 4.7 5.0
3.4 3.0 29 2.5 2.5 2.0 1.8 1.6 1.6 2.1 2.6 32 29 2.9 2.7 2.7 2.4 2.3 2.0
9.2 8.9 79 7.8 7.7 72 6.6 59 5.5 53 6.2 6.8 6.6 6.0 49 3.8 32 29 2.5
5.7 5.7 4.2 4.0 4.1 5.6 7.1 7.8 103 10.3 9.5 8.1 6.3 6.1 6.6 7.5 6.8 6.0 53
35 32 2.6 2.0 2.1 33 5.4 5.7 6.0 6.5 6.5 59 5.4 4.8 4.0 32 32 34 3.6
. . . . . . . . . . 140 144 133 123 112 106 . 16.1 18.2
8.2 8.9 9.2 8.8 72 5.8 52 4.8 42 43 5.6 6.9 73 73 6.8 52 4.5 4.1 4.1
136 13.1 11.3 119 126 164 188 19.3

14.1 165 177 174 167 158 139 13.1 132 149 186 19.8 188 18.1 170 152 128 11.3 10.6
3.7 33 29 2.7 2.2 1.8 1.5 1.7 3.1 5.6 9.1 9.4 8.8 9.6 9.9 8.3 7.1 5.8 49
. . . . . . . . 1.9 29 3.8 3.7 33 3.8 4.0 3.4 29 2.5 .
108 109 112 112 103 8.5 7.1 6.9 8.6 9.7 9.9 9.2 8.5 8.0 6.9 6.2 59 5.4 5.0
9.6 7.5 72 7.0 6.2 5.5 53 | 56 6.8 75 69 | 6.1 5.6 5.4 49 45 42 4.0 4.8
79 86 102 108 106 108 10.8 102 9.4 8.5 8.0

79 8.8 10.1 105 10.1 102 10.0 9.4 8.7 7.8 7.4

7.7 7.3 72 7.0 6.9 6.7 6.3 6.5

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 annual surveys, monthly estimates are obtained by interpolation/extrapolation and by incorporating trends in 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) See technical notes in OECD Quarterly Labour Force Satistics.
b) Prior to 1993 data refers to Western Germany.

Source: OECD.
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Annex Table 16. Labour force, employment and unemployment

Millions
198 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 oumatesand projections
2002 2003 2004

Labour force

Major seven countries 2964 3000 3041 3082 3124 3231 3253 3265 329.0 330.7 333.6 3377 3404 3434 346.1 3478 3489 3510 3537
Total of smaller countries® 969 1125 1147 117.1 1191 121.5 1226 149.1 1540 1560 1584 1602 1622 1645 1652 167.1 1688 170.6 1727
European Union 151.8 1532 1549 1560 1575 1668 1666 1663 1668 167.5 168.6 1699 1719 1740 1758 1774 1786 1798 181.2
Euro area 1168 1179 1190 1199 1213 1308 1307 1306 1312 131.8 1328 1340 1357 1373 1389 1403 1413 1423 1436
Total OECD? 3933 412.6 418.8 4253 4315 4446 4479 4756 483.0 4868 4920 4979 502.6 5079 5113 5149 5177 5217 5264
Employment

Major seven countries 2753 280.1 2859 2912 2954 302.8 302.6 303.1 306.1 3087 3113 3158 3190 3225 3265 327.3 3263 327.7 3310
Total of smaller countries® 89.5 1047 1073 110.1 1123 1142 1144 1363 1406 1429 1458 1481 1498 1519 153.6 1548 156.1 157.8 160.1
European Union 1373 1392 1419 1443 1465 1542 1523 1497 1495 1507 151.6 153.1 1558 1589 1622 1644 1651 1658 167.6
Euro area 1058 107.0 1085 1102 1123 1209 1197 1175 1172 1180 1185 1195 1219 1244 1272 129.1 1296 1302 131.8
Total OECD? 364.8 3848 3932 4013 407.6 4169 417.0 4394 4467 451.6 4571 4639 4688 4744 480.1 4821 4824 4855 491.1
Unemployment

Major seven countries 211 199 182 170 170 203 227 235 229 220 223 219 214 208 196 205 226 233 226
Total of smaller countries® 74 78 74 70 68 74 82 127 134 132 126 121 124 126 116 123 127 129 127
European Union 145 140 130 117 110 126 143 166 173 168 170 168 161 151 136 130 135 139 13.6
Euro area 1.0 109 105 97 90 99 109 130 140 138 142 145 139 129 117 112 117 121 119
Total OECD? 285 277 256 240 238 277 309 362 363 352 350 339 338 334 312 328 353 362 353

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 17. GDP deflators

Percentage change from previous period

Average Estimates and projections

1975.85 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Australia 9.2 6.5 7.9 8.5 7.1 4.9 23 1.3 1.2 0.9 1.5 24 1.7 0.1 1.0 4.2 33 2.9 2.7 2.5
Austria 4.9 2.9 22 1.2 29 33 3.8 3.6 29 2.7 2.5 1.3 0.9 0.5 0.7 1.2 1.7 1.2 1.6 1.7
Belgium 5.6 2.8 1.6 2.3 4.8 2.8 2.9 35 4.0 2.1 1.3 1.2 1.2 1.6 14 1.3 1.9 2.8 1.6 1.8
Canada 7.4 3.0 4.6 4.5 4.5 32 3.0 1.3 1.4 1.1 23 1.6 1.2 -0.4 1.7 39 1.0 1.0 2.6 2.2
Czech Republic 11.0 102 8.8 8.0 10.6 3.0 1.1 53 2.6 2.8 33
Denmark 8.2 4.6 4.7 34 52 3.7 2.8 2.9 14 1.7 1.8 2.5 2.2 1.0 2.7 3.7 2.8 1.5 2.3 2.1
Finland 9.1 4.3 4.2 8.1 6.1 54 1.8 0.9 2.3 2.0 4.1 -0.2 2.1 3.0 -0.2 2.6 3.0 1.4 2.1 2.4
France 9.7 5.1 2.9 32 32 2.9 3.0 2.0 24 1.8 1.7 1.4 1.3 0.9 0.5 0.5 1.4 1.9 1.6 1.6
Germany 3.6 33 1.8 1.5 23 3.2 35 5.0 3.7 2.5 2.0 1.0 0.7 1.1 0.5 -0.3 1.4 1.6 1.2 1.1
Greece 19.3 189 153 1677 145 207 198 148 144 112 9.8 7.4 6.8 5.2 3.0 34 34 34 32 3.1
Hungary . . . . . . . . 195 256 212 185 12.6 8.4 9.7 9.0 8.4 52 4.1
Iceland 43.4 25.5 19.5 228 198 169 8.6 33 2.1 2.0 2.8 2.1 34 5.0 2.9 2.9 9.0 6.6 3.6 3.0
Ireland 12.7 6.5 22 32 55 -0.7 1.8 2.8 52 1.7 3.0 2.2 4.1 5.9 4.2 43 54 4.6 4.0 3.6
Italy 15.8 7.9 6.2 6.8 6.5 8.2 7.6 4.5 3.9 3.5 5.0 5.3 24 2.7 1.7 2.1 2.6 2.4 2.3 2.0
Japan 4.0 1.6 -0.1 0.7 2.0 24 3.0 1.7 0.6 0.1 -0.4 -0.8 0.4 -0.1 -1.4 -2.1 -1.2 -1.0 -1.6 -1.4
Korea 14.4 4.6 5.0 6.7 53 11.0 109 7.6 7.1 7.7 7.1 3.9 3.1 5.1 -2.0 -1.1 1.3 2.1 2.4 2.7
Luxembourg 6.5 -0.1 0.1 2.8 4.0 2.5 1.8 3.7 6.0 35 24 1.6 33 2.1 3.1 2.8 2.3 0.1 1.0 2.3
Mexico 39.0 734 1407 101.2 265 281 23.3 14.4 9.5 85 379 307 177 154 152 120 54 4.0 39 3.7
Netherlands 4.6 0.1 -0.7 1.2 1.2 2.3 2.7 2.3 1.9 2.3 1.8 1.2 2.0 1.7 1.6 4.2 53 3.8 3.2 2.6
New Zealand 13.7 153 132 7.5 5.1 33 0.5 1.4 3.0 1.1 24 2.6 0.3 1.6 -0.2 2.4 4.7 0.4 1.9 2.6
Norway 8.2 -0.9 6.9 5.0 5.7 3.9 2.4 -0.4 2.1 -0.2 3.1 4.3 3.0 -0.7 6.3 16.0 1.7 0.0 2.3 2.7
Poland . . . . . . . . . 373 279 187 140 118 6.8 7.0 43 1.9 2.0 2.9
Portugal 21.4 20.5 10.1 11.2 105 13.1 10.1 114 7.4 7.3 34 3.0 3.8 3.8 3.1 32 4.7 3.7 29 2.6
Slovak Republic . . . . . . . . . 137 9.9 4.4 6.7 5.2 6.4 6.4 54 3.0 59 5.8
Spain 14.7 10.9 5.9 59 6.9 7.3 6.9 6.7 4.5 39 49 35 2.3 24 2.7 35 4.2 3.1 2.6 2.6
Sweden 9.9 6.5 4.8 6.4 8.0 8.8 7.3 1.0 2.7 2.4 3.5 1.4 1.7 0.9 0.7 1.0 2.0 2.1 2.0 2.6
Switzerland 32 3.1 2.7 2.8 3.1 43 6.0 2.7 2.7 1.6 1.1 0.4 -0.2 0.0 0.7 1.2 1.4 2.1 0.6 0.6
Turkey 43.3 360 336 693 755 583 588 637 678 1065 872 778 815 757 556 499 617 479 276 15.1
United Kingdom 10.8 3.1 5.5 6.1 7.5 7.5 6.6 4.0 2.6 1.4 2.6 33 29 2.9 2.5 2.2 1.9 32 24 2.6
United States 6.3 2.2 3.0 34 3.8 39 3.6 2.4 2.4 2.1 2.2 1.9 1.9 1.2 1.4 2.1 2.4 1.1 1.3 1.3
Euro area 8.9 5.5 35 3.8 42 4.9 4.8 4.3 3.7 2.8 2.9 2.1 1.6 1.7 1.1 1.3 24 2.2 1.9 1.8
European Union 9.9 5.5 4.1 4.5 5.0 5.6 53 4.3 3.5 2.7 3.0 2.5 1.9 1.9 1.4 1.5 23 2.4 2.0 1.9
Total OECD 9.3 6.2 7.9 7.7 6.0 6.1 5.8 4.5 39 4.6 52 4.3 3.7 32 24 2.6 2.9 2.2 1.8 1.6
Memorandum item
OECD less high inflation

countries @ 7.6 3.6 32 3.6 4.1 4.5 4.3 3.1 2.6 2.2 2.3 1.8 1.7 1.4 1.0 1.4 1.8 1.3 1.3 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 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) 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 18. Private consumption deflators
Percentage change from previous period

Average Estimates and projections

1975.85 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Australia 9.4 8.0 8.6 7.6 5.7 6.4 4.5 2.3 22 1.1 2.4 2.2 1.7 1.3 0.9 32 35 2.5 2.5 2.6
Austria 5.1 1.7 1.2 1. 2.6 33 35 39 3.5 2.8 2.0 1.9 1.5 0.5 0.7 1.5 2.3 1.3 1.6 1.7
Belgium 6.2 0.4 1.6 1.1 3.8 2.8 2.8 1.8 2.5 2.3 1.5 2.2 1.7 1.1 1.2 2.3 2.5 1.9 1.7 1.7
Canada 7.9 4.3 3.9 39 4.4 4.2 5.0 1.7 2.3 1.1 1.3 1.6 1.6 1.2 1.7 2.1 1.9 2.0 2.7 2.4
Czech Republic . . . . . . . . . 107 9.2 8.1 74 9.1 3.7 2.8 3.7 1.2 1.8 2.5
Denmark 9.0 2.9 4.6 4.0 4.7 29 2.8 1.9 2.0 3.0 1.9 2.1 2.2 1.3 2.6 3.0 2.1 2.4 2.1 2.2
Finland 9.3 2.8 32 4.8 53 5.5 5.9 4.1 39 0.9 0.4 1.4 1.3 1.7 1.0 3.9 2.9 1.7 2.0 1.8
France 10.1 29 33 2.9 3.8 3.1 35 2.5 2.5 22 2.0 1.9 14 0.6 0.2 1.2 14 1.6 1.6 1.6
Germany 3.9 -0.5 0.5 1.3 2.8 2.6 3.8 4.4 39 2.6 1.9 1.7 2.0 1.1 0.4 1.5 1.9 1.6 14 1.1
Greece 18.1 224 173 15.1 135 198 197 157 14.1 11.0 9.0 8.2 5.6 4.5 2.2 3.2 3.1 3.2 3.1 3.1
Hungary . . . . . . . . . 197 270 237 18.0 13.7 10.7 9.9 8.6 54 52 4.2
Iceland 44.4 20.1 159 254 233 167 6.7 3.5 3.6 1.4 1.9 2.4 1.8 0.9 2.6 4.5 8.1 6.0 34 2.8
Ireland 13.1 4.6 24 3.8 4.1 2.1 2.7 3.0 2.2 2.7 2.8 2.6 2.7 3.5 34 4.6 5.9 4.8 4.0 3.5
Italy 15.4 6.4 52 5.9 6.7 6.4 7.0 5.5 5.5 4.9 6.0 44 22 2.1 2.1 2.8 2.9 2.6 2.5 2.0
Japan 4.7 0.7 0.4 0.6 2.1 2.6 2.7 1.6 1.0 0.5 -0.3 -0.1 1.0 -0.1 -0.5 -1.1 -1.5 -1.5 -1.6 -1.6
Korea 13.5 1.7 33 5.6 5.5 924 121 8.9 8.0 9.7 7.0 5.7 54 7.9 0.6 22 4.0 2.8 3.6 34
Luxembourg 6.9 0.3 0.9 2.3 32 3.6 34 4.2 4.0 2.6 2.2 1.7 1.5 1.2 1.4 2.6 2.8 2.1 1.5 1.5
Mexico 38.4 82.0 1351 109.1 251 278 243 154 10.1 76 340 306 165 206 140 10.7 5.9 4.4 3.9 35
Netherlands 5.0 0.3 0.2 0.5 1.2 2.2 32 3.1 2.1 2.8 1.6 1.9 2.0 1.7 1.8 3.5 4.6 3.5 2.5 2.0
New Zealand 14.0 12.8 130 6.3 6.2 5.6 22 1.1 1.2 1.1 2.7 2.3 1.9 2.2 0.2 22 2.0 1.6 23 2.1
Norway 8.5 6.7 7.8 6.1 4.8 4.7 39 2.7 2.0 1.2 2.4 1.5 2.5 2.6 2.0 33 1.8 1.2 2.3 2.5
Poland . . . . . . . . . 371 279 200 147 115 7.0 9.8 53 2.1 2.1 2.4
Portugal 22.6 13.8 99 115 12.8 11.6 118 9.2 6.9 5.6 43 3.7 2.9 2.8 2.1 2.8 4.2 34 2.8 2.4
Slovak Republic . . . . . . . . . 141 9.2 4.9 6.2 5.8 8.7 10.5 5.6 34 6.0 5.5
Spain 15.0 9.3 5.5 4.8 6.7 6.6 6.4 6.6 53 4.9 4.8 3.5 2.6 2.2 2.4 3.2 33 34 3.0 2.8
Sweden 10.3 4.6 52 5.9 6.9 9.8 10.5 2.1 5.8 2.8 2.9 1.4 23 1.0 1.0 0.9 1.6 23 2.1 2.2
Switzerland 34 1.3 1.5 1.9 2.9 5.2 6.0 4.2 34 1.1 1.7 1.1 0.6 -0.2 0.3 1.1 1.2 0.7 0.5 0.3
Turkey 41.5 304 488 589 837 598 607 656 659 1089 924 67.8 821 830 590 500 635 449 323 17.0
United Kingdom 10.4 4.0 4.7 52 6.3 7.5 7.9 4.7 32 1.9 3.1 3.1 23 2.7 1.6 0.7 04 1.1 1.8 2.1
United States 6.4 24 3.8 39 4.4 4.6 3.8 3.1 24 2.0 2.3 2.1 1.9 1.1 1.6 2.5 2.0 14 1.4 1.2
Euro area 9.3 34 3.1 34 4.6 4.5 5.1 4.6 4.1 33 3.0 2.5 2.0 14 1.1 2.1 24 2.2 2.0 1.8
European Union 9.9 3.8 3.6 39 5.0 5.1 5.7 4.5 4.0 32 3.1 2.7 2.1 1.7 1.2 1.9 2.1 2.0 2.0 1.8
Total OECD 9.4 5.8 8.1 7.7 6.3 6.3 6.2 4.9 4.2 4.9 5.2 4.4 4.0 3.5 2.6 3.0 2.8 2.1 1.9 1.5

Memorandum item
OECD less high inflation
countries 2 7.8 2.9 33 35 43 4.7 4.6 35 2.9 2.5 2.4 2.1 2.0 1.4 1.1 1.8 1.6 1.3 1.3 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 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.org/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 19. Consumer pricesindices
Percentage change from previous period

Average Estimates and projections

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1975-85 2002 2003 2004
Australia 9.4 9.1 8.5 73 7.5 7.3 3 1.0 1.8 1.9 4.6 2.6 0.3 0.9 1.5 45 4.4 3.0 29 2.7
Austria 5.0 1.7 1.5 1.9 2.6 33 3.1 35 32 2.7 1.6 1.8 12 0.8 0.5 2.0 2.3 1.7 1.6 1.7
Belgium 6.7 1.3 1.6 1.2 3.1 3.4 39 2.2 2.5 2.4 1.3 1.8 1.5 0.9 1.1 2.7 2.4 1.6 1.4 1.7
Canada 8.1 42 43 4.0 5.0 4.8 5.6 1.5 1.9 0.2 22 1.6 1.6 1.0 1.7 2.7 2.5 22 2.7 2.3
Czech Republic . . . . . . . . .. 10.0 9.1 8.8 85 10.7 2.1 39 4.8 2.1 2.5 3.1
Denmark 9.2 3.7 4.0 45 4.8 2.6 2.4 2.1 1.3 2.0 2.1 2.1 22 1.8 2.5 29 2.4 2.4 2.0 22
Finland 9.4 29 4.1 5.1 6.6 6.1 4.6 32 33 1.6 0.4 1.1 1.2 1.4 1.3 3.0 2.7 1.7 2.0 1.8
France 10.1 2.5 33 2.7 35 3.6 3.4 2.4 22 1.7 1.8 2.1 1.3 0.7 0.6 1.8 1.8 1.9 1.8 1.8
Germany 3.9 -0.1 0.2 1.3 2.8 2.7 4.0 5.1 4.4 2.8 1.7 1.2 1.5 0.6 0.6 2.1 2.4 1.6 1.4 1.1
Greece 18.4 230 164 135 137 204 195 159 144 109 8.9 7.9 54 45 2.1 29 3.7 3.8 33 32
Hungary . . . . . . . . . 189 283 235 183 142 100 9.8 9.2 5.4 52 42
Iceland? . 22.1 183 257 208 155 6.8 4.0 4.0 1.6 1.7 2.3 1.8 1.7 32 5.2 6.4 5.2 2.8 2.8
Ireland 13.2 3.8 3.1 22 4.0 33 32 3.1 1.4 2.3 2.5 22 12 2.1 2.5 53 4.0 4.7 43 38
Italy 15.0 5.8 4.7 5.1 6.3 6.5 6.2 5.0 45 4.2 5.4 4.0 1.9 2.0 1.7 2.6 2.3 2.5 2.3 1.9
Japan 4.7 0.6 0.1 0.7 2.3 3.1 32 1.7 1.3 07 -0.1 0.1 1.7 07 -03 -07 -07 -1.1 -1 -1
Korea 12.0 2.3 35 7.1 5.7 8.5 9.3 6.2 4.8 6.3 4.5 4.9 4.4 7.5 0.8 2.3 4.1 2.7 35 33
Luxembourg 6.7 03 -0.1 1.4 3.4 33 3.1 32 3.6 22 1.9 1.2 1.4 1.0 1.0 3.8 2.4 2.1 1.7 1.5
Mexico 39.6 86.2 131.8 1142 200 267 227 155 9.8 70 350 344 206 159 166 9.5 6.4 4.7 4.0 35
Netherlands 5.1 0.1  -0.7 0.7 1.1 2.5 3.1 2.8 1.7 2.2 1.6 1.4 1.9 1.8 2.0 23 5.1 4.0 2.7 2.0
New Zealand 13.4 132 157 6.4 5.7 6.1 2.6 1.0 1.3 1.7 3.8 2.3 12 1.3 -0.1 2.6 2.6 2.6 2.3 2.1
Norway 8.7 72 8.7 6.7 45 4.1 3.4 2.3 2.3 1.4 2.4 1.2 2.6 2.3 2.3 3.1 3.0 1.2 2.3 2.5
Poland . . . . . . . . . 332 283 199 149 116 7.3  10.1 55 2.1 2.5 2.7
Portugal 233 11.8 9.4 9.7 126 134 114 8.9 59 5.0 4.0 29 1.9 22 22 2.8 44 35 2.8 2.4
Slovak Republic . . . . . . . . . 134 9.9 5.8 6.1 6.7 106 12.0 7.4 35 8.8 8.5
Spain 15.4 8.8 52 4.8 6.8 6.7 59 59 4.9 4.6 4.6 3.6 1.9 1.8 22 35 2.8 35 3.0 2.8
Sweden 9.7 42 4.2 5.8 64 104 9.4 2.4 4.7 22 25 0.5 07 -03 0.5 0.9 2.4 23 22 2.3
Switzerland 33 0.8 1.4 1.9 32 5.4 59 4.0 33 0.9 1.8 0.8 0.5 0.0 0.8 1.6 1.0 0.6 0.5 0.3
Turkey® 44.0 346 389 688 633 603 660 70.1 66.1 1052 89.1 804 857 846 649 549 544 453 31.7 162
United Kingdom 10.6 3.6 3.7 4.6 59 8.1 6.8 4.7 3.0 2.4 2.8 29 2.8 2.7 2.3 2.1 2.1 2.0 1.8 2.1
United States® 72 1.9 3.6 4.1 4.8 5.4 4.2 3.0 3.0 2.6 2.8 29 2.3 1.5 2.2 3.4 2.8 1.6 1.9 1.8
Euro area 73 2.5 2.6 2.7 3.8 5.8 43 3.8 3.4 2.8 2.6 2.3 1.7 1.2 1.1 2.4 2.5 2.4 2.2 2.0

Note: Consumer price index. For the euro area countries and the euro area aggregate: harmonised index of consumer prices (HICP) and United Kingdom: retail price index excluding mortgage payments (RPIX).
a) Excluding rent, but including imputed rent.

b) 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.

Source: OECD.
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Annex Table 20. Oil and other primary commodity markets

Estimates and projections

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Oil market conditions®
(in million barrels per day)
Demand
OECD® 393 40.6 412 415 419 429 432 444 449 459 4677 468 4777 477 477 476 482
of which: North America 20.1 208 21.0 207 205 208 21.1 21.7 216 222 227 231 238 240 239 240 243
Europe® 13.2 134 135 13,6 140 142 142 143 146 149 150 153 152 151 153 152 154
Pacific 5.9 6.4 6.7 7.2 7.5 7.9 8.0 8.4 8.7 8.8 9.0 8.4 8.7 8.6 8.6 8.4 8.5
Non-OECD* 235 242 245 245 248 244 246 240 247 256 268 270 277 284 288 29.1 29.6
Total 62.8 648 658 660 667 672 678 684 696 715 735 738 754 762 765 767 718
Supply
OECD" 198 196 189 190 195 198 200 208 21.1 21.7 221 219 214 219 219 220 221
OPEC total 19.7 21.8 238 251 253 265 269 274 276 284 299 308 294 308 30.2 . .
Former USSR 125 125 122 115 104 8.9 7.9 7.2 7.1 7.1 7.2 7.3 7.5 7.9 8.6 9.3 9.8
Other non-OECD® 104 108 112 114 116 121 126 134 145 151 154 158 160 162 163
Total 624 648 66.1 669 668 672 675 688 704 723 746 757 743 768 769
Trade
OECD net importsb 19.8 208 225 228 224 231 235 238 234 242 249 253 255 260 261 257 26.0
Former USSR net exports 3.6 3.6 3.5 3.1 2.2 2.0 2.0 2.7 2.8 3.1 34 3.6 39 4.3 49 5.5 6.0
Other non-OECD net exportsd 162 172 190 197 202 21.1 214 21.1 206 21.1 215 217 216 21.7 212 202 20.1
Prices’®
OECD crude oil import price
(cif, $ per bl) 179 149 175 223 193 184 164 156 172 205 19.1 126 173 280 23.6 239 258 248
Prices of other primary commodities®
($ indices)
Food and tropical beverages 80 93 88 79 74 72 73 98 100 99 104 91 74 67 61 63 66 68
of which: Food 71 99 96 85 83 87 88 95 100 118 104 91 77 73 70 72 74 76
Tropical beverages 86 90 82 75 68 62 63 100 100 86 103 91 72 62 55 56 60 63
Agricultural raw materials 72 80 82 90 78 79 75 86 100 86 83 71 71 74 67 64 67 69
Minerals, ores and metals 78 112 107 99 88 85 74 85 100 90 91 78 74 84 77 76 81 83
Total 76 94 92 90 80 79 74 89 100 90 91 78 73 75 69 68 71 73
Memorandum item
Export prices of OECD
manufactures (dollar index) 79 84 84 91 90 93 89 91 100 97 89 86 83 79 77 79 83 84

a) Based on data published in in varoius issues of IEA, Oil Market Report and Annual Statistical Supplement, August 2002.
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 2001 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 2002 to 2004.

Source: OECD.
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Annex Table 21. Employment rates, participation rates and labour force

Employment rates Labour force participation rates Labour force
Average  Average Average  Average Average  Average
2001 2002 2003 2004 2001 2002 2003 2004 2001 2002 2003 2004
1981-83  1991-93 1981-83  1991-93 1981-90  1991-00

Per cent Per cent Per centage change
Australia 64.8 66.3 70.5 706 70.8 709 70.1 73.7 75.6 754 754 755 24 1.4 1.5 1.2 1.6 1.6
Austria 76.2 74.1 73.1 725 725 728 78.2 71.9 769 769 769 769 0.4 0.2 0.4 0.3 0.3 0.3
Belgium 57.5 58.5 624 622 627 632 63.7 63.1 66.8 669 673 679 0.1 0.6 1.1 0.1 0.7 0.8
Canada 65.9 68.2 719 724 73.0 734 73.3 76.6 775 784 787 789 1.7 1.2 1.5 2.4 1.5 1.3
Czech Republic . 69.2 656 658 657 657 . 72.3 715 71.1  71.0 709 . 0.1 0.0 -05 0.0 0.0
Denmark 71.6 74.8 765 766 768 769 71.7 81.9 80.0 80.1 80.1 80.2 1.1 -0.1 0.3 0.2 0.2 0.2
Finland 72.1 65.3 68.0 678 68.1 689 76.1 73.8 748 748 752 76.1 0.5 0.2 0.7 0.2 0.7 1.3
France 62.2 59.8 63.6 633 63.1 63.5 67.6 66.9 69.6 69.6 69.7 699 0.5 0.7 0.7 0.3 0.5 0.7
Germany 64.8 68.5 69.8 696 696 704 68.0 73.1 753 755 757 762 1.3 0.3 0.4 0.0 0.2 0.6
Greece 57.9 552 572 573 577 58.1 61.5 60.5 63.8 637 639 64.1 0.9 1.3 -1.1 -0.1 04 0.6
Hungary . 54.3 54.6 . . . . 61.8 58.0 . . . . -0.2 -0.3 -1.0 -0.2 0.2
Iceland 76.6 | 81.6 855 842 839 843 772 | 849 87.5 867 863 863 1.6 | 15 1.7 0.6 0.8 1.0
Ireland 55.4 52.9 67.3 669 66.8 66.9 63.3 62.3 70.0 70.0 703 70.7 0.4 3.0 2.5 1.5 2.0 2.0
Italy 56.3 53.8 549 560 56.6 574 60.5 59.2 60.8 61.6 623 63.1 0.6 0.1 0.8 1.2 1.0 1.2
Japan 70.6 73.9 742 734 734 735 72.3 75.6 782 776 717 718 1.3 0.4 0.2 -09 -0.3 -0.2
Korea 57.5 62.1 63.0 640 644 648 60.0 63.7 654 659 662 66.6 2.6 1.5 1.1 1.7 1.5 1.5
Luxembourg 60.0 60.7 639 644 642 644 60.8 61.8 65.6 663 66.5 66.6 0.8 1.4 2.5 2.0 1.2 1.1
Mexico . 52.4 544 540 542 546 . 54.1 557 556 557 559 . 2.8 1.0 1.7 2.3 24
Netherlands 52.5 562 652 653 654 65.6 57.4 59.7 66.5 67.1 67.7 684 1.1 1.7 1.5 1.1 1.1 1.2
New Zealand 71.9 644 724 . . . 75.0 71.5 76.5 . . . 0.7 1.7 1.8 3.0 1.2 0.8
Norway 74.3 724 717 717 776 778 76.3 76.8 80.5 80.8 80.9 809 0.9 1.1 0.5 0.9 0.6 0.6
Poland . 59.1 532 515 507 50.7 . 68.8 65.1 64.1 638 634 . 0.2 0.4 -1.0 -0.1 -0.1
Portugal 61.5 68.2 71.0 712 712 718 66.9 71.6 74.1 747 751 75.5 1.1 0.7 1.7 1.3 0.9 1.0
Slovak Republic . . 56.1 563 56.6 57.0 . . 69.5 695 69.6 69.7 . 0.9 1.7 0.0 0.2 0.2
Spain 49.7 49.8 59.1 598 604 614 56.7 57.8 66.0 673 68.0 68.8 1.3 1.7 3.1 2.7 1.6 1.7
Sweden 78.7 75.6 737 733 73.0 728 81.1 79.9 76.8 763 76.1 759 0.6 -0.4 1.3 0.0 0.3 0.4
Switzerland 75.4 81.6 804 793 787 788 75.7 83.6 81.8 812 809 80.6 1.8 0.1 1.6 0.1 0.3 0.4
Turkey 62.4 53.5 458 453 449 446 67.1 583 50.1 495 489 48.6 1.8 0.4 1.1 1.4 1.3 1.7
United Kingdom 66.0 68.6 720 720 719 720 73.5 75.9 758 760 758 758 0.8 0.4 0.5 0.7 0.3 0.3
United States 65.1 71.0 71.3 . . . 71.5 76.5 74.9 . . . 1.6 1.2 0.7 0.5 1.1 1.2
Euro area 59.6 60.1 63.5 637 639 645 64.2 65.7 69.0 694 69.8 703 0.9 0.7 1.0 0.7 0.7 0.9
European Union 61.3 61.9 653 654 655 66.1 66.4 67.8 704 707 71.0 714 0.9 0.6 0.9 0.7 0.6 0.8
Total OECD 64.0 65.2 66.0 640 640 642 68.9 70.1 704 689 69.0 69.1 1.3 0.9 0.7 0.5 0.8 0.9

Note: Employment rates are calculated as the ratio of total employment to the population of working age. The working age population concept used here and in the labour force participation rate is defined as all persons of the
age 15 to 64 years (16 to 65 years for Spain). This definition does not correspond to the commonly-used working age population concepts for the United States (16 years and above), Hungary and New Zealand (15 years
and above). Hence for these countries no projections are available. For information about sources and definitions, see OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 22. Potential GDP, employment and capital stock

Percentage change from previous period

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
European Union

Total OECD

Potential GDP Employment Capital stock
Average  Average Average Average Average Average
198190 1991-00 2001 2002 2003 2004 1981-90  1991-00 2001 2002 2003 2004 1981-90  1991-00 2001 2002 2003 2004
35 34 3.6 3.6 3.6 39 2.3 1.8 1.1 1.7 1.8 1.8 4.6 4.1 34 3.8 4.1 4.7
2.3 2.3 2.3 22 1.9 22 0.2 0.2 02 -05 0.2 0.7 39 4.1 42 35 33 32
2.0 2.2 2.6 2.2 2.1 2.1 0.4 0.6 1.4 -0.2 0.7 0.9 3.0 2.8 2.9 2.6 2.6 2.7
2.6 2.8 3.6 3.1 3.0 3.1 1.6 1.7 1.1 1.9 1.9 1.7 2.9 2.2 3.0 25 29 34

. . . . . . . -0.7 0.7 0.3 0.0 0.0 . . . . . .
1.9 22 2.3 2.1 2.0 2.0 1.1 0.3 0.5 0.2 0.3 0.4 3.1 2.8 33 2.9 2.5 22
2.8 24 33 32 32 33 0.7 -0.2 1.4 0.0 0.5 1.4 3.1 0.5 1.7 1.3 1.1 1.3
2.2 1.9 2.2 2.2 2.0 2.2 0.4 0.7 1.6 -0.1 0.1 1.0 3.5 2.9 3.1 29 2.7 2.8
23 1.8 1.5 1.5 14 1.6 1.1 0.1 04 05 -0.1 1.0 3.0 2.3 1.1 0.5 0.3 0.3
1.1 2.4 2.9 32 35 3.7 0.6 0.9 -0.3 0.2 0.8 0.9 .

. . . . . . 0.6 05 -0.8 0.1 0.2 . . . . . .
3.1 22 34 2.7 2.5 2.7 1.4 1.5 1.7 0.0 0.8 1.6 3.0 2.4 4.7 2.0 2.1 34
3.6 7.0 7.6 7.1 6.9 6.9 0.2 4.3 29 1.0 1.2 1.7 2.6 3.7 5.0 4.7 4.6 4.7
2.5 1.7 1.8 1.7 1.7 1.8 0.2 -0.2 2.0 1.7 1.0 1.3 3.0 29 35 3.0 29 29
39 1.5 1.1 0.8 0.7 0.6 1.3 0.1 05 -14 04 -02 6.1 4.0 35 2.8 2.6 2.5

2.9 1.3 1.4 2.6 1.6 1.6
0.8 1.2 2.6 1.6 0.6 1.2

. . . . . . 1.9 2.8 0.7 1.3 2.5 2.7 . . . . . .
2.0 2.9 3.1 2.6 2.4 2.4 1.1 2.0 2.1 0.4 0.3 0.6 1.8 2.6 3.1 2.7 2.6 29
1.7 2.6 3.0 34 32 3.0 0.2 22 2.5 3.2 0.8 0.9 3.5 2.5 3.8 3.5 3.5 3.6
2.1 2.3 1.7 1.8 1.9 0.5 1.4 0.4 0.5 0.4 0.8 1.8 1.7 2.5 1.5 1.0 1.0

. . . . . . . -0.2 -2.2 -2.8 -1.0 0.5
2.8 2.9 32 2.8 2.6 2.5 1.5 0.7 1.6 0.6 0.5 1.2

. . . . -0.4 1.0 0.4 0.5 0.8 . . . . . .
2.3 2.8 2.8 1.2 1.8 3.7 1.9 1.7 22 3.5 39 39 34 3.2 3.1
1.9 2.0 2.6 2.2 2.3 2.3 0.7 -0.6 2.0 0.0 0.2 0.4 2.6 2.2 3.0 2.5 2.6 2.6
1.9 1.2 1.5 1.3 1.3 14 1.7 0.0 1.8 -0.7 0.1 0.8 2.7 2.3 2.3 1.7 1.8 2.0

. . . . . . 1.7 0.6 -1.0 1.5 1.5 1.9 . . . . . .
2.1 2.5 2.7 2.4 22 22 1.1 0.8 0.8 0.5 0.3 0.6 2.0 2.7 33 2.5 2.5 2.5
3.0 3.1 32 3.0 2.9 3.0 1.9 1.6 -0.1 -0.5 0.8 1.5 2.8 3.0 2.7 1.3 0.9 1.3
2.3 2.1 22 2.1 2.0 2.2 0.7 0.6 1.5 0.4 0.5 1.2 . . . . . .
22 22 23 2.1 2.0 2.1 0.8 0.6 1.4 0.4 0.4 1.1 29 2.8 2.8 23 2.1 2.2
2.8 2.5 2.5 2.3 2.3 2.3 1.4 1.0 0.4 0.1 0.6 1.2 34 3.0 2.9 2.0 1.8 1.9

Note: Potential output is estimated using a Cobb-Douglas production function approach. For information about definitions, sources and data coverage, see OECD Economic Outlook Sources and Methods
(http://mmww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 23. Structural unemployment, wage shares and unit labor costs

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
European Union

Total OECD

Structural unemployment rate

Wage shares in the business sector

Unit labour costs in the business sector

Average  Average Average  Average Average  Average
2001 2002 2003 2004 2001 2002 2003 2004 2001 2002 2003 2004

1981-83  1991-93 1981-83  1991-93 1981-90  1991-00

Per cent Per cent of business GDP Percentage change

59 7.0 6.2 5.8 5.6 5.5 46.4 44.7 45.6 451 449 448 6.8 0.9 1.7 1.5 1.6 1.6
2.5 5.0 4.9 49 52 5.1 58.1 54.8 540 538 53.1 526 2.1 0.6 33 0.8 0.0 0.4
6.6 8.7 7.2 6.9 6.9 6.9 51.4 51.9 50.0 497 495 492 3.1 1.1 39 23 0.9 0.8
8.7 8.9 6.9 6.8 6.8 6.8 45.4 47.4 49.8 499 498 497 4.6 1.2 1.9 0.9 2.2 1.8
. . . . . . 434 43.8 441 435 432 . 6.8 52 43 2.2 2.5
5.8 7.7 49 49 49 4.9 . 41.7 39.8 402 402 402 5.6 0.8 3.7 22 2.0 1.5
4.0 8.1 8.6 8.4 8.3 83 48.1 43.1 40.0 40.1 399 397 5.7 -0.9 5.4 1.7 1.3 1.5
5.7 10.0 9.3 9.2 9.1 9.0 52.4 45.1 427 425 422 420 3.7 0.3 3.1 1.5 0.5 0.4
43 6.6 73 7.2 72 72 53.6 523 527 526 529 533 1.9 1.3 1.8 1.3 1.0 1.0
5.0 85 9.8 9.7 9.6 9.4 56.5 46.2 428 423 421 420 . - . . .
. . . . . . . . . . . . . 12.0 10.9 9.0 42 2.4
0.6 1.7 35 35 3.4 3.4 46.5 52.5 48.8 494 496 49.6 319 | 27 35 8.2 4.1 2.7
13.0 14.1 6.4 59 5.7 55 56.9 51.0 415 409 41.0 408 3.4 0.6 4.6 33 4.1 2.8
7.0 9.4 9.2 9.0 8.9 8.8 55.2 51.0 47.0 479 477 475 8.1 1.6 2.3 43 1.9 1.2
2.0 2.4 39 3.9 39 3.9 66.2 59.9 579 573 571 570 0.2 -0.6 -0.2 -1.7 -1.7 -1.5
79.1 72.3 69.6 721 728 733 4.3 2.8 4.0 52 2.9 3.1
46.8 48.0 504 504 499 . . . . .
. . . . . . . . . . . . 24.8 16.5 10.2 5.1 5.1 4.6
5.7 6.8 4.0 3.7 3.6 3.5 46.9 47.0 46.7 470 46.8 46.1 0.7 1.5 5.8 52 2.3 0.8
22 7.5 5.4 5.4 5.4 5.4 46.8 44.2 416 418 415 409 7.7 0.4 33 1.2 1.1 1.1
22 5.1 3.6 3.6 3.6 3.6 39.7 36.5 332 340 341 342 6.8 2.2 5.5 4.1 3.6 2.9
. . . . . . 51.3 48.8 475 464 458 . 12.5 4.6 -1.2 -0.5 1.3
6.1 4.6 3.8 3.8 3.8 3.8 49.1 496 494 495 14.2 4.6 59 4.4 2.6 22
. . . . . . 355 355 369 374 . 49 59 2.6 8.4 6.4
8.8 13.4 1.5 114 111 108 . . 492 494 496 498 7.7 33 4.2 35 2.7 2.8
. . . . . . 41.3 40.9 452 453 452 449 6.4 1.4 43 2.0 1.2 1.5
1.0 1.7 1.8 1.8 1.8 1.8 . . . . 4.2 1.4 4.1 1.8 0.3 0.1
. . . . . . . . . . . . 49.5 60.8 527 299 242 150
5.3 7.6 5.5 53 5.2 5.1 50.4 54.8 60.1 59.6 59.8 598 5.4 2.7 1.1 2.5 2.5 2.5
5.8 5.3 5.1 5.1 5.1 5.1 50.9 49.7 509 497 499 499 32 1.8 2.1 -1.2 1.6 1.3
6.0 8.6 8.2 8.1 8.0 79 54.1 50.7 489 489 488 487 4.6 1.5 2.7 2.3 1.3 1.0
5.8 8.5 7.8 7.6 7.5 7.4 52.5 50.2 497 49.8 497 497 4.8 1.6 2.7 2.5 1.6 1.4
52 6.2 6.0 59 5.9 5.8 54.3 51.8 516 512 512 512 5.0 3.0 32 1.1 1.7 1.4

Note: The structural unemployment rate corresponds to "NAIRU". For more information about sources and definitions, see OECD Economic Outlook Sources and Methods (http://mww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 24. Household saving rates
Per cent of disposable household income

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Australia 10.7  10.1 8.0 6.7 8.4 9.1 6.0 55 4.3 5.6 4.5 5.5 3.7 23 2.1 4.0 35 2.5 3.0 33
Austria 103 121 137 1.7 126 138 147 11.8 107 11.6 115 9.6 7.1 8.0 7.7 6.7 5.5 6.2 6.1 6.4
Belgium 159 185 169 170 153 180 179 190 194 193 188 17.0 157 145 141 134 130 145 143 137
Canada 158 134 119 123 130 130 133 130 119 9.5 9.2 7.0 4.9 49 4.1 4.8 4.6 53 53 5.7
Czech Republic . . . . . . . . 32 07 157 166 155 147 145 9.2 87 116 131 137
Denmark . . . 74 84 112 108 9.7 8.3 42 6.9 5.6 3.6 5.0 1.7 4.0 53 4.8 53 4.9
Finland 4.3 2.9 44 0.2 0.5 2.9 7.8 10.0 7.6 2.6 6.0 2.0 4.4 3.1 3.8 0.3 2.4 2.8 3.0 2.6
France 9.0 8.1 6.4 6.9 7.2 7.8 8.7 9.7 104 98 112 100 113 108 104 108 114 119 113 105
Germany 12.1 129 129 132 127 139 130 130 123 116 112 108 104 103 9.8 9.8 10.1 104 10.1 10.2
Italy 288 271 266 259 255 259 250 234 232 218 200 212 181 150 139 123 132 158 163 16.1
Japan 185 185 160 150 153 134 148 141 143 121 119 109 102 116 106 103 107 9.9 99 10.1
Korea 151 21.0 239 265 255 234 255 244 219 213 180 169 165 231 175 11.8 100 95 101 114
Netherlands 5.6 8.2 8.3 8.1 9.8 11.6 72 8.3 6.8 7.1 149 136 134 129 9.6 6.7 112 131 134 130
New Zealand 5.7 4.4 7.2 5.8 5.5 33 55 34 33 0.4 0.6 06 -07 -15 03  -08 2.4 35 23 2.0
Norway -3.3 62  -62 28 04 0.8 2.9 5.0 6.1 52 4.6 2.2 2.8 5.8 5.5 4.7 4.5 52 53 5.8
Portugal . . . . . . . . . . 120 112 9.8 8.9 85 10.1 11.0 112 114 113
Spain 1.1 121 106 11.0 102 123 134 119 143 119 144 142 134 122 108 100 103 106 10.7 106
Sweden 2.8 1.6 -29 -49 48 -0.3 3.1 77 115 113 8.6 7.1 4.5 32 3.4 2.3 4.9 8.0 7.8 7.0
Switzerland . . . . . 8.7 99 101 108 9.1 9.4 8.7 101 8.6 8.9 8.3 8.7 8.9 9.0 8.9
United Kingdom 9.8 8.2 6.4 4.9 6.6 80 100 114 108 9.3  10.0 9.1 9.5 6.0 5.1 4.2 6.1 5.1 54 6.0
United States 9.2 8.2 73 7.8 7.5 7.8 83 8.7 7.1 6.1 5.6 4.8 4.2 4.7 2.6 2.8 2.3 3.7 4.5 4.7

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://mww.oecd.or g/eco/sour ces-and-methods). Countries differ in the way household disposable income is 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 a net basis (i.e. excluding consumption of fixed capital by households and unincorpo-
rated businesses). Five countries, Belgium, Denmark, Italy, Spain and the United Kingdom are reporting gross household saving. In most countries the households saving include saving by non-profit institutions (in some
cases referred to as personal saving). Other countries (Czech Republic, Finland, France, Japan and New Zealand) report saving of households only.

Source: OECD.
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Annex Table 25. Grossnational saving
Per cent of nominal GDP

Australia
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

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
20.2 20.1 18.9 19.4 21.3 22.7 21.7 18.2 16.2 17.2 18.6 17.5 17.8 18.9 19.0 18.5 18.6 18.3 .
22.2 23.2 23.1 23.2 233 23.9 24.4 25.0 24.8 23.9 22.4 22.3 21.6 21.4 21.3 21.8 21.3 22.0 21.3
16.4 17.8 17.9 19.0 19.8 22.5 23.6 23.9 23.1 235 24.6 25.9 25.8 24.6 25.7 25.7 26.0 25.9 24.8
20.0 20.8 20.2 18.8 20.0 20.8 20.1 17.6 14.9 13.6 14.2 16.5 18.6 19.1 19.9 19.4 21.3 24.2 22.7
27.9 28.1 27.3 29.9 27.4 26.1 27.9 254
15.5 17.1 17.4 18.3 18.6 19.2 19.5 20.7 20.0 20.3 19.2 19.1 20.4 20.4 21.2 20.8 21.8 23.3 23.7
24.2 25.4 24.4 23.8 23.7 26.1 26.1 24.5 16.8 14.0 14.9 18.4 21.6 20.7 24.1 24.9 25.1 27.8 27.5
18.6 18.3 18.1 19.4 19.6 20.8 21.6 21.5 20.9 20.5 19.0 19.2 19.5 19.2 20.4 214 22.3 22.1 21.4
. .. .. . . . . . 23.3 23.1 21.9 21.9 21.8 21.3 21.4 21.5 20.8 20.8 19.8
21.9 23.0 22.6 22.4 18.9 21.3 19.0 19.1 20.7 20.0 18.5 19.4 18.0 17.4 17.9 17.8 18.1 18.6 18.2
19.6 17.5 15.7 18.7 16.3 16.1 16.0 17.1 16.6 16.5 18.0 18.2 17.5 17.6 18.3 17.4 15.0 13.7 17.1
14.3 14.1 13.5 13.4 14.5 14.7 15.0 18.0 17.7 15.6 17.7 18.0 20.8 22.3 24.2 25.7 24.6 25.0 234
23.1 23.1 22.6 22.4 21.9 21.8 21.0 20.7 19.6 18.3 19.2 19.7 21.6 21.9 21.6 21.2 20.8 20.2 20.4
30.3 31.2 32.0 32.2 32.7 33.6 33.6 33.5 34.4 33.6 32.0 30.1 29.6 29.9 30.2 29.1 27.6 27.7
28.8 30.6 30.6 34.6 38.4 40.7 37.6 37.6 37.4 36.5 36.2 35.6 354 33.7 33.3 33.7 32.6 322 29.8
284 25.7 25.8 19.1 24.5 21.3 20.3 20.3 18.7 16.6 15.1 14.8 19.3 22.5 24.0 20.5 20.5 20.4 .
24.0 25.2 25.7 25.8 23.8 25.6 27.2 26.0 254 24.5 24.6 26.3 27.4 26.7 27.9 25.2 26.6 27.6 25.3
18.8 19.1 18.6 18.9 18.0 18.6 17.8 16.2 13.0 13.9 16.6 17.3 17.2 16.4 15.7 154 14.2 15.6
28.5 30.6 29.8 25.0 253 24.9 25.8 253 24.7 23.7 23.8 24.8 26.4 284 30.1 27.3 29.1 36.4 35.1
. . .. . . . . . 15.9 154 15.8 20.0 21.2 20.7 20.9 22.0 20.9 19.7 .
8.2 7.5 8.7 10.6 11.9 11.6 12.4 11.1 8.6 8.0 5.0 4.1 4.7 3.8 3.6 4.3 3.2 2.7 2.6
19.5 21.2 21.9 22.9 22.6 234 22.9 22.9 22.3 20.5 20.5 19.9 22.3 22.1 22.6 22.6 22.2 22.3
18.3 20.5 19.9 20.6 20.7 21.2 21.7 20.0 17.9 15.2 13.4 17.1 20.3 19.4 19.9 20.6 21.2 21.6 20.9
27.4 30.0 30.4 30.0 29.8 31.8 32.5 32.3 30.2 28.4 28.9 27.9 28.5 27.9 30.3 30.7 31.4 34.2 .
15.5 16.3 20.7 239 24.3 28.9 26.4 21.5 17.7 18.5 18.7 18.9 20.1 22.6 21.6 20.6 13.7 152 124
17.7 18.2 18.2 17.3 17.3 17.2 17.1 16.2 15.3 14.0 13.9 15.5 15.7 15.6 16.9 17.6 15.5 15.3 14.5
16.3 18.5 17.2 154 15.9 17.2 16.7 15.9 16.1 15.1 15.0 15.8 16.4 16.7 17.6 18.3 17.9 18.0 16.1
19.6 20.1 20.1 20.3 20.1 20.8 20.9 20.5 20.5 19.6 19.1 19.7 20.4 20.1 20.7 20.9 20.5 20.5 19.6
20.6 21.8 21.4 20.7 21.3 22.2 21.9 21.2 21.0 20.1 19.7 20.0 20.7 20.8 21.5 21.5 20.9 21.1 18.4

Note: Based on SNA93 or ESA95 except for Switzerland and Turkey that report on SNA68 basis.

Source: OECD.
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Annex Table 26. General government total outlays

Per cent of nominal GDP

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany ?
Greece

Hungary
Iceland
Ireland
Italy
Japan®

Korea
Luxembourg
Netherlands °©
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden

United Kingdom
United States ¢

Euro area
European Union
Total OECD

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
2002 2003 2004
376 375 360 332 321 329 345 362 363 355 357 349 337 332 329 326 327 325 322 318
503 512 51.6 508 493 488 499 505 533 526 525 521 499 503 500 49.0 501 505 50.1 493
57.1 563 543 524 509 508 51.8 521 530 507 50.1 503 486 480 472 4677 465 46.1 457 448
453 446 432 425 430 458 490 499 488 464 450 4311 406 406 386 375 380 375 371 367
. . 43.1 448 439 417 410 406 423 434 429 462 462 456
. . . 542 543 536 545 555 581 580 566 563 544 540 525 506 506 508 50.1 49.1
426 435 440 426 409 444 527 577 591 575 543 540 513 481 471 436 443 448 439 426
49.8 492 482 478 469 475 479 497 518 516 514 515 505 499 495 487 488 494 494 488
434 426 430 426 414 418 442 450 462 459 463 473 465 460 461 433 457 461 461 451
43.8 429 431 414 431 474 438 459 481 46.0 465 443 427 427 432 447 429 428 426 422
. . . . . . . . 598 634 562 532 522 531 500 472 49.1 488 464 46.6
355 376 345 393 418 393 404 409 408 404 396 390 380 384 393 390 396 402 402 398
50.7 506 481 454 392 399 413 417 413 411 380 364 342 322 319 292 299 311 322 329
495 500 494 501 514 529 540 532 554 527 511 513 485 476 467 448 464 463 454 461
294 296 300 294 289 305 303 310 328 333 344 349 338 348 361 368 367 376 37.6 38.1
176 169 160 162 173 183 194 206 20.1 197 193 207 215 242 233 230 233 231 247 247
. . . . . 412 424 437 434 424 428 433 41.6 400 396 38.0 38.6 425 444 439
519 520 533 513 489 494 495 500 499 476 477 456 444 434 430 414 420 429 428 424
. 51.8 481 49.1 475 481 453 448 414 393 386 375 382 390 381 374 365 370 372 369
40.8 447 468 486 481 486 495 509 503 492 469 444 428 452 447 403 412 430 435 435
. . . . . . . . 543 494 47.0 46.1 456 438 434 423 441 446 448 442
393 398 384 37.0 363 393 41.6 422 440 427 411 416 402 402 409 412 420 415 413 407
. 542 530 569 579 569 528 509 514 519 515 512
. . . . . . . . . . 425 412 397 392 383 379 375 376 374 371
604 586 548 552 551 559 589 643 675 648 619 599 580 555 550 526 522 526 525 521
429 422 404 380 372 390 41.1 43.0 432 426 422 407 388 376 369 347 383 389 392 394
338 342 339 329 328 33.6 342 348 341 331 329 324 314 305 303 301 312 319 321 319
463 462 462 457 453 464 474 482 497 487 483 485 470 463 459 441 452 455 452 447
472 468 462 456 449 459 473 484 498 488 478 475 460 452 447 430 445 448 446 443
378 379 375 368 365 376 385 394 401 393 392 389 377 373 371 364 374 379 379 378

Note: Total outlays are defined as current outlays plus net capital outlays. Data refer to the general government sector, which is a consolidation of accounts for the central, state and local governments plus social security. One-

off revenues from the sale of mobile telephone licenses are recorded as negative capital outlays for countries listed in the note to Table 28. See 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 5.2 percentage points of GDP higher 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. 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) These data include outlays net of operating surpluses of public enterprises.

Source: OECD.
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Annex Table 27. General government current tax and non-tax receipts

Per cent of nominal GDP

Estimates and projections
2002 2003 2004

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Australia 325 333 339 328 321 317 308 303 307 310 319 328 332 339 340 329 327 327 326 326
Austria 477 474 472 473 462 464 469 485 490 476 473 481 479 478 476 473 501 490 488 485
Belgium 46.8 461 464 450 432 440 444 440 456 457 458 465 466 472 467 468 469 461 457 453
Canada 367 375 37.8 382 384 400 40.6 408 40.1 397 397 403 407 407 404 405 398 381 375 373
Czech Republic . . . . ; . . . 397 396 388 372 363 353 359 40. 40.1 405 398 399
Denmark . . . 557 546 525 521 533 552 556 543 553 548 552 556 531 536 531 525 520
Finland 459 473 454 477 476 496 S1.6 520 S1.8 518 S0.6 509 498 493  49.0 507 492 480 467 462
France 46.8 460 462 453 451 454 455 455 459 461 459 475 474 413 478 474 474 467 465 463
Germany 423 415 412 406 415 399 412 425 431 435 430 439 438 438 446 444 430 424 428 425
Greece 322 333 335 300 289 315 325 333 345 361 364 368 387 402 413 429 417 417 416 415
Hungary . ; . . ; . . . 532 523 487 473 450 449 448 442 439 422 414 427
Iceland 338 335 336 372 373 360 375 381 363 356 366 374 380 389 417 414 401 405 403 402
Ireland 403 404 399 411 375 371 385 388 386 390 359 362 354 345 342 338 317 306 309 31
Ttaly 36.8 377 377 388 39.6 412 423 426 452 434 435 442 458 445 449 442 442 439 433 434
Japan® 288 289 303 305 307 324 321 318 304 305 302 300 300 293 29.1 294 296 297 299 302
Korea 18.8 184 186 197 208 218 213 220 225 228 235 245 252 261 263 29.1 288 289 295 297
Luxembourg . . . . . 463 438 437 453 451 454 453 444 431 431 437 447 444 447 445
Netherlands 479 463 467 462 436 437 463 456 463 434 436 438 433 426 436 436 421 420 422 422
New Zealand . 454 460 445 441 435 417 417 410 424 415 404 398 394 384 382 382 386 384 381
Norway 503 502 SL1 510 498 SI.I  49.6 490 48.1 488 496 50.8 506 488 508 554 561 S54 537 534
Poland . . . . - . . . 498 459 445 433 428 415 414 392 386 386 385 383
Portugal 322 336 330 336 340 344 358 394 380 368 367 376 373 376 385 382 378 382 383 383
Slovak Republic . . ; . . . . . . 489 489 49.1 524 522 464 450 453 461 465 467
Spain . - . . - . . - . . 359 363 365 366 371 373 374 377 373 3712
Sweden 565 573 587 581 600 597 570 565 555 540 542 568 564 576 564 563 570 543 541 540
United Kingdom 400 397 386 385 380 374 380 366 353 359 364 362 366 378 381 387 390 374 378 381
United States® 287 289 296 293 295 293 292 289 292 294 298 302 305 308 310 316 307 289 29.1 292
Euro area 414 412 413 410 411 414 422 428 439 436 432 442 444 440 446 443 437 432 431 429
European Union 423 421 419 419 419 418 426 428 434 432 424 432 435 435 439 438 435 428 428 427
Total OECD 337 338 342 342 343 346 348 348 352 352 352 357 359 359 361 364 359 350 350 35.1

Note: Current receipts exclude capital receipts. Non-tax current receipts include operating surpluses of public enterprises, property income, fines, etc. Data refer to the general government sector, which is a consolidation of
accounts for central, state and local governments plus social security. See OECD Economic Outlook Sources and Methods (http://www.oecd.org/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 28. General government financial balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

Estimates and projections
2002 2003 2004

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Australia 5.1 42 22 04 00 -12 38 -59 55 46 37 22 -05 0.6 1.1 0.3 0.0 0.1 0.4 0.8
Austria 26 -38 44 35 31 24 30 -20 -42 50 -53 40 -20 -25 24 -17 00 -16 -14 -08
Belgium -102 -10.1  -79 -73 -77 -68 -5 81 -73 50 -43 -38 -20 -07 -05 0.1 0.4 0.0 0.0 0.5
Canada 86 -7.1 -54 43 46 -58 -84 91 87 -67 -53 -28 0.2 0.1 1.7 3.1 1.8 0.6 0.5 0.6
Czech Republic . . . " . . " . 34 51 51 45 47 53 -63 33 28 57 -63 57
Denmark . . . 1.5 03 -10 -24 22 29 24 23 -10 0.4 1.1 3.1 25 3.0 2.2 24 2.9
Finland 33 3.8 14 5.1 6.7 53 -11 56 -73 57 37 32 -15 1.3 1.9 7.0 49 3.2 2.9 3.6
France 30 32 20 -25 -18 -21 -24 42 60 55 55 41 -30 -27 -l6 -13 -14 27 -29 -25
Germany -1 1.1 1.8 20 0r -20 -29 -26 -31 -24 33 34 27 22 -15 T 28 37 33 26
Greece -116 96 9.6 -114 -142 -159 -114 -126 -136 -99 -102 -74 40 -25 -19 -18 ~-12 -1.1 -1.0 -07
Hungary . . . . . . . . -66 -110 -76 -59 -72 83 -52 -30 -52 -67 -50 -40
Iceland -1l6 40 -08 -20 45 -33 -29 -28 45 48 30 -16 0.0 0.5 24 2.5 0.5 0.3 0.0 0.3
Ireland -103 -102 -82 42 -17 -28 -29 30 -27 -20 -22 -02 1.2 2.3 2.3 45 17 -05 -13 -18
Italy -127 -122 -11.8 -11.3 -11.7 -11.8 -11.7 -107 -103 -93 -76 -7.1 -27 -31 -18 -06 -22 -23 -21 -28
Japan? -06  -0.7 0.3 1.1 1.8 1.9 1.8 08 -24 -28 42 49 37 55 71 74 72 719 17 18
Korea 1.1 1.6 2.6 35 34 35 1.8 1.4 2.5 3.1 42 3.8 3.6 1.9 3.1 6.2 5.5 5.8 4.7 5.0
Luxembourg . . . . . 5.1 1.4 0.1 1.9 2.7 2.6 2.0 2.8 3.1 3.6 5.6 6.1 1.8 0.3 0.5
Netherlands 41 57 -66 51 -53 57 -32 -44 36 42 -42 -18 -1.1 -08 0.7 22 01 -08 -06 -03
New Zealand . -64 21 46 34 46 35 -31 -04 3.1 2.9 2.8 1.6 0.4 0.2 0.9 1.7 1.6 1.2 1.1
Norway 9.5 5.5 4.4 2.4 1.7 24 01 -1.8 -2 03 2.7 6.4 7.8 3.6 6.1 151 150 124 102 9.8
Poland . . . . . . . . 45 35 25 29 28 23 20 -31 -55 -60 -63 -59
Portugal -72 62 54 34 23 49 58 -29 59 59 45 40 -30 -26 -24 30 42 34 30 -24
Slovak Republic . . . . . . . . . 53 40 -78 55 47 64 59 -62 58 50 45
Spain . . . . . . . . . . 66 -49 32 27 -1.1 -06 -0l 0.0 -0.1 0.1
Sweden -39 -14 39 3.0 4.9 38 -20 -78 -119 -108 -7.7 -31 -16 2.1 1.3 3.7 4.8 1.7 1.6 1.9
United Kingdom 29 26  -18 0.5 08 -16 -31 -64 -79 -67 -58 -44 22 0.2 1.1 3.9 07 -14 -14 -13
United States® 50 53 43 36 32 43 50 -59 50 36 31 -22 -09 0.3 0.7 14 -05 -31 -30 -27
Euro area 49 50 -49 48 42 49 52 54 58 51 50 -43 -26 -23 -13 0r -15 22 21 -18
European Union 48 47 43 36 30 -41 47 55 -64 56 -53 -43 25 -18 -08 08 -10 -20 -19 -1.6
Total OECD 41 41 -33 26 -21 -30 -37 -46 -50 -41 -39 -32 -18 -14 -10 00 -14 29 29 27

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 -07 -01 -21 -46 -47 45
Japan © -3.1 -3.5 -2.5 20 -14 -1.5 -0.7 -1.6 -4.5 -4.7 -6.0 -6.5 -5.3 -6.7 -8.1 -7.9 -7.6 -8.2 -1.7 -7.8

Note: Financial balances include one-off revenues from the sale of the mobile telephone licenses where reported revenues are substantial: i.e. Australia (2000-2001), Austria (2000), Belgium (2001), Denmark (2001), France
(2001), Germany (2000), Greece (2001), Ireland (2002), Italy (2000), Netherlands (2000), New Zealand (2001), Portugal (2000), the United Kingdom (2000) and Spain (2000). Moreover, being on a national account basis,
the government financial balance may differ from the numbers reported to the European Commission under the Excessive Deficit Procedure for some EU countries and for some years. See OECD Economic Outlook Sources
and Methods (http://mww.oecd.or g/eco/sour ces-and-methods) .

a) 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.

b) The general government sector includes public enterprises.

¢) From 1991 onwards data are based on SNA93 and thus exclude private pension funds.

Source: OECD.
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Annex Table 29. Cyclically-adjusted general government balances
Surplus (+) or deficit (-) as a per cent of potential GDP

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 200

2002 2003 2004
Australia 53 -3.8 -2l 05 -03 -09 25 45 45 -4l 34 20 -04 0.5 0.8 0.0 0.0 0.3 0.5 0.9
Austria -1 -31 36 31 -34 31 37 -26 -40 -48 -50 -37 -18 -26 -26 -24 0.1 -1.1 -09  -05
Belgium -82 -8.1 65 -77 -89 85 86 B85 -58 40 -35 23 -15 -03 -07 -09 0.3 0.9 1.0 1.0
Canada -85 -7 -6.1 -59 6.1 -64  -69 -71 -69  -6.1 -4.8  -1.9 0.8 0.5 1.4 2.3 1.8 0.5 0.4 0.3
Denmark . . . 0.5 03 -05 -16 -08 -02 -22 22 -12 -03 0.5 2.6 1.6 29 2.8 3.0 32
Finland 39 4.4 1.1 35 3.8 33 2.0 0.8 1.1 1.2 1.4 0.9 0.4 2.0 23 5.7 5.1 43 39 4.4
France -3 -16  -07 20 -21 27 27 -43 50 46 46 27 -16 -19 -12 -17 -17 25 -26 -24
Germany -0.1 -05 -1.0 20 00 -3.1 -3 -33  -22 -18 -28 -25 -1.7 -14 -09 -15 -24 27 -23 -21
Greece -107 88 -75 -107 -147 -157 -11.7 -123 -11.8 -82 -85 -59 -31 -12 -08 -13 -1.7 -13 -13 -1.1
Iceland -1.1 46 -31 32 49 34 20 00 -16 -30 -09 -08 0.2 0.1 1.8 1.2 -09 0.0 0.1 0.0
Ireland 9.7 -8.1 -65 -34  -17 41 29 22 -10 -02 -14 0.3 0.8 2.0 1.2 24 0.1 -4 -1.1 -09
Italy -11.5 -11.3 -11.2 -11.6 -125 -125 -120 -104 -8.7 -8.1 -7.1 -64 22 26 -12 -1.7 -21 -16 -12 23
Japan?® -0.2 0.0 0.9 1.1 1.5 1.3 1.5 06 -22 25 -38 -51 41 -53 -67 -74 -68 -71 -69 -7.1
Netherlands 37 55 59 -44 60 -7.7 -48 54 35 47 43 21 -16 -17 -08 0.1 -0.2 0.4 1.0 1.3
New Zealand . -80 30 -44 31 -3.1 -0.5 0.0 0.8 2.7 22 2.0 1.3 1.6 0.7 0.7 1.8 1.4 1.2 0.9
Norway® -1.2 06 -02 0.5 02 -14 43 -65 -85 -72 -35 -19 -1l 27 -07 1.0 2.1 1.4 0.9 0.2
Portugal -38 35 -39 32 32 -1 -78 -40 -54 -47 -40 -39 32 -33 33 43 46 -29 -21 -15
Spain . . . . . . . . . . 49 31 -19 20 -10 -09 -02 0.3 0.3 0.4
Sweden -45  -28 1.6 0.2 1.8 15 22 -54 -713 17 57 -06 0.6 32 1.0 2.7 4.7 1.9 1.7 1.7
United Kingdom -14 24 28 -19 -13 -29 22 42 56 -56 -50 -38 -21 0.1 1.1 1.2 06 -1.0 -10 -11
United States -48 -50 -42 -39 37 45 43 53 44 35 29 21 -11  -01 0.2 09 -03 27 -25 -24
Euro area -36 -38 40 47 -48 -59 -60 -57 45 41 42 32 -17 -17 -10 -13 -15 -16 -14 -14
European Union 36 -39 38 40 -38 -5.1 50 53 49 46 45 33 -18 -13 -06 -08 -10 -14 -12 -12
Total OECD 37 -38 32 31 -29 37 37 -44 -44 -39 37 -30 -17 -13 -11 -10 -15 -26 -25 -25

Note: Cyclically-adjusted balances exclude one-off revenues from the sale of mobile telephone licenses for those countries listed in the note to Table 28.

nent of government balances see OECD Economic Outlook Sources and Methods (http://mww.oecd.or g/eco/sour ces-and-methods) .
a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit Insurance Company.
b) As a percentage of mainland potential GDP. The financial balances shown exclude revenues from oil production.

Source: OECD.

For details on the methodology used for estimating the cyclical compo-
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Annex Table 30. General government primary balances
Surplus (+) or deficit (-) as a per cent of nominal GDP

Estimates and projections
2002 2003 2004

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Australia -3 01 18 33 36 21 09 25 26 06 01 11 21 27 31 22 17 18 21 25
Austria 02 09 -13 03 00 08 03 14 07 -5 -17 01 15 08 08 17 24 08 09 14
Belgium 00 06 22 26 32 44 33 27 33 42 45 47 57 65 62 66 66 57 52 51
Canada 46 30 13 01 01 06 32 41 37 -7 03 25 49 48 59 62 46 33 29 30
Denmark ; . .58 43 28 16 10 06 09 09 19 33 36 55 44 47 35 34 36
Finland 24 27 05 42 55 36 31 76 17 46 28 17 04 30 35 81 56 39 34 39
France 09 -0 02 03 04 03 01 -4 30 24 22 06 02 05 13 16 14 01 01 03
Germany 15 14 07 04 24 03 06 01 -03 04 01 02 05 LI 16 41 02 -06 -01 07
Greece 66 42 28 40 67 59 21 L1 -0 40 10 31 42 53 53 52 51 46 44 44
Ieeland 15 34 .05 08 31 -1 08 06 21 22 01 10 25 29 47 44 23 25 22 24
Ireland 33 34 05 21 43 34 28 22 21 26 18 30 41 46 37 55 18 08 -15 21
Italy 46 39 42 33 27 18 04 15 23 17 33 38 61 47 43 54 36 31 31 26
Japan 18 16 25 29 35 32 29 19 13 26 35 38 26 42 58 60 57 66 62 -63
Korea 12 17 27 35 32 32 14 10 21 27 38 32 28 06 20 51 45 49 38 41
Luxembourg ; . ; ; .29 07 19 04 15 15 L1 20 21 28 47 52 11 05 03
Netherlands 03 -12 -9 05 -2 -16 L1 00 08 02 06 29 33 34 45 54 28 18 19 21
New Zealand .21 19 13 04 05 07 02 19 44 44 35 22 00 02 11 17 12 06 05
Norway 83 38 26 01 05 03 20 36 46 21 09 48 64 23 44 132 128 96 74 70
Portugal 09 22 21 33 37 29 18 41 01 02 18 14 13 09 08 03 -L1 03 04 09
Slovak Republic - . ; - . ; - . . -l8 17 53 33 23 30 31 31 26 18  -12
Spain - . - ; . ; ; . ; . -l8 00 12 13 22 25 28 29 26 27
Sweden 09 08 56 39 54 39 18 76 -110 -89 51 01 16 49 40 58 70 34 32 34
United Kingdom 07 09 15 34 35 11 08 41 55 -41 28 -15 10 32 35 61 27 04 04 05
United States 18 20 -10 03 02 08 -13 22 14 02 06 13 24 35 36 41 19 -0 -0 -07
Euro area A1 09 10 08 00 -04 05 -03 05 02 00 09 20 21 25 38 20 12 12 15
European Union 06 05 02 04 11 03 02 -07 -14 08 -04 06 20 24 28 42 23 12 12 15
Total OECD 08 08 00 06 12 04 02 -0 -4 07 03 04 16 18 19 27 11 06 06 -04

Note: The primary balance is the difference between the financial balance and net interest payments. For more details see footnotes of Annex Tables 28 and 32 and OECD Economic Outlook Sources and Methods
(http://Ammww.oecd.or g/eco/sour ces-and-methods) .
Source: OECD.
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Annex Table 31. Cyclically-adjusted general government primary balances
Surplus (+) or deficit (-) as a per cent 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
European Union
Total OECD

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
2002 2003 2004
15 02 18 32 34 24 03 -13 -7 -02 04 12 23 26 29 19 17 19 22 26
09 03 06 01 -02 02 -03 08 -05 -14 -14 01 17 07 06 10 25 12 13 17
18 22 34 22 22 31 24 23 45 50 52 60 61 69 60 57 64 65 61 56
45 30 -19 15 -2 -1 20 22 21 -1 07 33 54 51 56 55 46 32 28 27
. . .49 43 32 23 24 32 10 09 17 26 30 49 35 45 40 40 39
30 34 02 26 26 15 01 -1.0 07 22 22 23 23 38 39 68 58 49 44 47
07 05 14 01 01 02 01 -5 21 -6 -14 06 15 13 17 12 12 03 02 04
22 18 12 03 22 08 -14 06 06 10 04 07 15 18 22 15 06 03 08 1.1
58 35 -10 35 71 -58 23 09 04 52 23 43 50 64 62 56 45 44 41 41
1.0 40 27 19 35 -2 00 21 06 -06 19 18 28 25 42 32 10 22 23 21
28 15 08 28 42 22 27 29 36 42 25 35 38 43 26 34 00 -17 -13 -LI
36 32 37 35 33 24 07 17 35 26 37 43 65 51 48 43 37 38 38 30
21 21 29 29 33 25 26 17 -12 23 31 -39 29 40 55 -60 -54 59 55 56
06 -1 -2 02 -18 34 04 -0 10 02 04 26 29 25 31 34 25 30 34 36
. 35 11 -1 08 09 22 27 31 39 36 27 20 12 03 10 18 L1 06 02
30 -1.6 25 25 26 -41 71 88 -11.7 96 -58 41 31 -44 31 20 -12 29 35 41
34 41 32 34 30 19 02 32 06 12 22 15 10 02 00 -0 -14 02 12 17
. . . . . . . . . .02 16 24 19 24 22 27 31 30 30
16 06 34 1.1 24 17 20 51 -64 -58 32 22 37 60 37 49 69 37 33 31
21 10 06 12 15 02 01 20 33 30 21 -09 11 31 35 34 26 09 08 08
.16 -18 09 06 -02 -09 06 -7 -09 00 07 14 22 31 31 36 20 -07 -05 -05
02 01 01 07 05 -14 12 05 06 07 08 19 29 27 28 24 20 18 19 19
04 02 02 00 03 07 05 -05 00 01 03 15 27 28 30 27 23 18 19 19
04 05 01 02 06 -02 -01 07 07 -04 01 06 17 19 18 17 10 -04 -02 -02

Note: The cyclically-adjusted primary balance is the difference between the cyclically adjusted balance and net interest payments. It excludes one-off revenues from the sale of mobile telephone licenses. See OECD

Economic Outlook Sources and Methods (http://mww.oecd.or g/eco/sour ces-and-methods) for details on the methodology used for estimating the cyclical component of government balances.
a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit Insurance Company.
b) As a percentage of mainland potential GDP. The financial balances shown exclude revenues from oil production.

Source: OECD.
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Annex Table 32. General government net debt interest payments

Per cent of nominal GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany 2

Greece
Iceland
Ireland
Ttaly

Japan®
Korea
Luxembourg
Netherlands

New Zealand
Norway
Portugal

Slovak Republic
Spain

Sweden

United Kingdom
United States

Euro area
European Union
Total OECD

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
2002 2003 2004
37 41 39 37 37 33 29 34 29 40 39 32 26 21 20 18 17 17 17 16
28 29 31 32 31 32 33 34 36 34 36 38 35 33 32 33 24 23 23 22
103 107 101 99 109 113 108 108 106 92 89 85 77 73 66 65 62 57 52 46
40 41 42 43 47 52 51 51 50 50 56 53 47 47 42 31 28 27 25 24
. . . 43 40 38 40 32 35 33 31 29 29 25 23 19 17 13 10 07
09 1.0 09 09 -12 -7 -19 -19 03 1.1 09 15 19 17 16 10 07 06 05 03
21 22 22 21 22 24 26 27 30 31 33 34 33 32 30 29 29 28 28 28
26 25 25 25 23 22 23 27 28 28 32 32 32 33 31 29 30 31 32 32
50 54 68 74 75 100 93 115 126 139 112 105 82 78 72 69 63 56 54 5.1
01 06 04 12 14 22 21 22 24 25 29 27 25 24 23 19 18 22 22 21
70 69 76 64 60 62 57 52 48 45 40 32 30 23 13 10 00 -03 -03 -02
81 83 76 81 90 99 113 122 126 110 109 109 88 78 62 60 59 55 51 54
24 22 21 18 17 12 10 11 L1 02 07 L1 12 13 13 14 14 12 15 16
01 01 01 00 -02 04 05 05 04 04 04 06 09 -13 -1 -1 -1.0 09 09 -09
. . . . .22 20 -19 -6 -13 -1 09 08 09 -07 -09 -09 08 -08 -08
44 44 47 46 41 41 43 44 44 44 AT AT 44 42 38 32 27 26 25 23
. 43 40 33 39 41 29 29 23 13 14 07 06 -04 04 03 00 -03 -06 -07
12 17 17 23 22 21 21 -17 24 -8 -17 -15 -4 -3 -17 -9 22 28 28 28
80 83 75 67 60 718 76 70 60 61 63 54 42 35 32 33 31 31 33 33
. . . 35 24 25 22 24 34 29 31 32 32 33
. . . . . . . . . . 49 50 44 40 33 31 29 28 27 26
20 22 17 09 05 01 01 02 10 19 26 30 33 28 27 22 21 17 16 15
35 34 33 29 27 26 23 22 24 26 29 29 32 30 24 22 20 19 18 18
32 33 33 33 34 35 37 37 35 35 36 35 33 32 28 26 23 20 20 20
38 40 40 40 42 45 48 52 53 49 50 52 47 44 38 37 35 34 33 33
42 42 41 40 41 43 45 48 50 48 49 49 45 42 36 34 33 32 31 3.1
34 34 33 32 33 34 35 36 36 34 36 36 33 31 28 26 24 22 22 22

Note: In the case of Ireland, Japan and New Zealand where net interest payments are not available, net property income paid is used as a proxy. For Denmark, net interest payments include dividends received. See OECD

Economic Outlook Sources and Methods (http://www.oecd.org/eco/sour ces-and-methods).

a) Includes interest payments on the debt of the Inherited Debt Funds from 1995 onwards.
b) Includes interest 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 33. General government grossfinancial liabilities

Per cent of nominal GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany *

Greece
Iceland
Ireland

Italy

J apanb
Korea
Luxembourg
Netherlands

New Zealand
Norway
Portugal

Slovak Republic

Spain

Sweden

United Kingdom
United States

Euro area
European Union
Total OECD

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
2002 2003 2004
. . 258 238 226 238 281 315 413 432 403 385 332 277 241 209 218 213 204
49.1 536 575 589 581 572 575 572 618 647 692 690 647 639 649 636 632 633 622 602
118.1 1233 1278 127.9 1246 129.1 1309 1328 138.1 1358 1339 130.5 1248 1195 1148 1096 108.6 1054 1019 973
669 710 715 711 723 751 828 909 962 972 999 992 975 943 925 833 832 812 789 766
749 718 686 667 651 658 667 706 838 717 739 68.1 644 597 548 500 461 432 400 363
185 197 202 191 168 166 252 452 585 610 660 666 649 613 559 531 S15 476 470 460
380 388 40.1 400 399 395 403 447 516 553 629 665 682 704 662 654 650 667 684 69.1
408 407 418 423 409 415 388 418 474 479 S7.1 603 618 632 612 605 602 624 637 641
471 477 530 627 657 796 822 878 110.1 1079 1087 1113 1082 1058 105.1 1062 107.0 1064 103.6 99.7
329 304 280 313 370 367 389 469 539 565 599 573 545 494 449 423 472 437 424 409
995 1106 111.8 1082 989 1014 102.8 100.1 962 904 82.6 742 651 551 496 390 364 341 329 323
768 80.8 848 868 894 972 100.6 1077 1181 1238 1232 1221 1202 1163 1145 1105 109.8 109.6 108.1 106.6
677 712 716 696 667 646 6L1 635 69.0 739 804 865 920 103.0 1158 1234 132.6 1427 151.0 159.2
163 144 126 98 91 82 72 69 59 61 63 63 92 152 187 193 172 162 168 176
. . B . . 44 38 47 57 54 56 62 61 63 60 56 56 60 60 60
687 706 731 760 760 767 769 716 788 7157 712 152 699 668 631 558 528 SL7 506 490
. . . . . . ; . 706 639 572 516 495 499 474 448 428 413 395 375
316 398 329 321 320 286 270 315 396 361 337 301 271 258 268 30.1 257 247 231 234
558 540 608 610 590 583 607 544 591 621 643 629 591 S50 543 531 554 598 597 589
. . B - B} 270 239 219 264 288 294 294 320 356 389 404 411
738 814 808 8l4 756 724 684 664 646 625
.. . . . ; ; ; ; . . 849 876 857 841 742 672 670 628 617 605
592 584 561 497 430 444 443 492 581 558 60.6 60.1 605 615 563 515 507 508 509 508
590 626 641 647 650 666 Tl4 741 758 IS0 745 7139 714 683 653 595 597 607 620 625
521 537 558 562 564 5901 593 628 69.0 710 758 789 790 784 755 732 722 728 728 721
557 569 584 580 567 588 588 629 704 716 763 718 713 768 733 705 696 699 698 69.1
582 60.8 619 609 60.1 611 627 661 704 715 741 752 749 752 746 721 130 750 766 717

Note: Gross debt data are not always comparable across countries due to a different definition or treatment of debt components. Notably, they include the funded portion of government employee pension liabilities for some
OECD countries, including Australia and the United States. The debt position of these countries is thus overstated relative to countries that have large unfunded liabilities for such pensions which according to ESA95/SNA93
are not counted in the debt figures, but rather as a memorandum item to the debt. For Canada, the unfunded component of government employee pension liabilities was previously included in the OECD debt data. It is now

excluded to improve international comparability. General government financial liabilities presented here are defined according to ESA95/SNA93 for all countries with the exception of Austria, Belgium, Greece, Ireland, Italy,

Luxembourg, Netherlands and Portugal where debt measures follow the definition of debt applied under the Maastricht Treaty. Maastricht debt for European Union countries is shown in Annex Table 58. For more details see
OECD Economic Outlook Sources and Methods (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 34. General government net financial liabilities

Per cent of nominal GDP

Estimates and projections
2002 2003 2004

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Australia . ; . 153 113 107 116 161 221 266 273 217 219 166 155 95 51 66 61 5.1
Austria 300 333 362 384 381 375 374 387 435 457 505 501 478 488 50 494 503 509 505 492
Belgium 1082 1135 1177 1181 1151 1168 1181 1193 1239 1231 1232 1206 1159 1104 1056 1007 98.1 952 918 872
Canada 353 397 393 382 410 434 501 596 640 667 680 666 643 608 555 466 436 411 384 358
Denmark 453 379 337 354 332 330 375 412 452 458 462 424 384 360 311 266 227 198 165 129
Finland 271 280 279 292 -333 355 -342 250 -162 -164 -125 -151 -156 -258 -617 -414 -420 -439 -445 -455
France 97 125 133 151 157 175 188 204 27.1 283 389 426 433 417 336 349 377 394 410 417
Germany® 199 201 201 220 205 210 202 244 279 291 39.6 424 434 460 448 419 443 472 492  50.1
Iceland 60 89 81 98 178 192 200 269 351 382 402 400 383 31.8 242 241 272 245 232 222
Ttaly 804 848 892 915 944 845 894 982 1064 111.8 1098 1113 1074 1085 1039 995 975 973 958 944
Japan® 350 337 279 237 194 124 64 73 101 121 169 21.6 279 380 452 504 584 672 755 837
Korea 65 81 -102 -13.6 -163 -172 -159 -153 -I155 -152 -18.0 -194 -225 245 -256 -284 -32.7 -360 -380 -39.9
Netherlands 406 437 271 309 345 354 362 396 406 419 532 537 553 537 502 445 416 408 396 379
New Zealand . . . . . . . . 480 420 355 311 287 265 240 213 201 196 175 154
Norway 358 403 -41.6 -417 -409 -408 -372 -348 -31.8 -303 -319 -358 -422 463 -527 -60.3 -734 -844 914 -96.8
Spain . . . . . . . . . . 492 534 524 519 460 429 415 395 376 355
Sweden 139 125 64 02 -60 -79 51 46 106 210 261 266 239 206 100 18 -1.0 27 -42 -59
United Kingdom 308 312 295 238 190 151 153 216 309 311 369 387 401 419 367 309 290 292 293 292
United States 419 454 474 485 487 499 536 571 590 597 592 588 567 53.0 487 437 429 443 456 462
Euro area 327 354 364 380 386 387 399 439 484 498 561 598 597 598 551 532 539 547 550 545
European Union 353 370 370 371 364 343 352 402 462 482 542 563 559 562 513 484 484 490 49.1 486
Total OECD 363 383 381 373 364 351 363 400 436 451 479 490 488 487 460 432 438 457 473 484

Note: Net debt measures are not always comparable across countries due to a different definition or treatment of debt (and asset) components. First, the treatment of government liabilities in respect of their employee pension
plans may be different (see footnote to Annex Table 33). Second while general government financial liabilities presented here for most countries are defined by ESA95/SNA93, for some EU countries, i.e.Austria, Belgium,
Greece, Ireland, Italy, Luxembourg, Netherlands and Portugal, debt measures follow the definition of debt applied under the Maastricht Treaty. Third, a range ot items included as general government assets ditters 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 OECD Economic Outlook Sources and Methods (http://www.oecd.org/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. Short-term interest rates

Per cent, per annum

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

1992

1993

1994

Estimates and projections

2002 2003 2004

16.0  16.5 13.8 128 176 145 10.2 6.5 52 5.7 7.7 72 5.4 5.0 5.0 6.2 49 4.8 5.4 5.5
6.2 53 43 4.6 7.5 9.0 9.5 9.5 7.0 5.1 4.6 3.4 35 3.6 3.0 4.4 42 33 3.0 3.6
9.5 8.1 7.1 6.7 8.8 9.6 9.4 9.4 8.2 5.7 4.8 32 3.4 3.6 3.0 4.4 4.2 33 3.0 3.6
8.6 8.1 7.8 95 121 12.7 8.8 6.6 5.0 5.5 7.1 44 35 5.0 49 5.8 4.0 2.6 35 4.5
. . . . . . . . 13.1 9.1 109 120 159 14.3 6.9 5.4 52 3.6 3.8 4.4
10.3 9.1 10.1 8.5 9.6 109 9.7 11.0 104 6.1 6.1 39 3.7 4.1 33 49 4.6 35 32 3.8
13.5 127 100 100 126 140 13.1 13.3 7.8 5.4 5.8 3.6 32 3.6 3.0 44 42 33 3.0 3.6
9.9 7.7 8.3 79 9.4 103 9.6 103 8.6 5.8 6.6 3.9 35 3.6 3.0 4.4 42 33 3.0 3.6
5.4 4.6 4.0 43 7.1 8.5 9.2 9.5 7.3 5.4 4.5 33 33 3.5 3.0 44 42 33 3.0 3.6
18.4 18.5 190 192 190 230 233 21.7 213 19.3 15.5 12.8 104 11.6 8.9 6.1 4.2 33 3.0 3.6
. . . . . 172 269 320 240 201 18.0 147 11.0 108 9.2 9.9 10.1

3.0 279 148 146 105 8.8 4.9 7.0 7.0 7.1 7.4 86 112 110 8.6 6.8 8.0

11.9 125 10.8 80 100 113 104 143 9.1 59 6.2 5.4 6.1 5.4 3.0 4.4 4.2 33 3.0 3.6
152 134 113 10.8 126 122 122 140 102 8.5 10.5 8.8 6.9 5.0 3.0 44 42 33 3.0 3.6
6.6 5.2 42 45 5.4 7.7 7.4 45 3.0 22 1.2 0.6 0.6 0.7 0.2 0.2 0.1 0.1 0.0 0.0
. . . . . . 18.3 164 13.0 133 14.1 12.7 134 152 6.8 7.1 53 4.8 5.4 5.8
9.5 8.1 7.1 6.7 8.8 9.6 9.4 9.4 8.2 5.7 4.8 32 3.4 3.6 3.0 4.4 4.2 33 3.0 3.6
. . . . . 350 19.8 15.9 15.5 145 478 329 213  26.1 224 16.2 12.2 7.6 7.7 8.0
6.3 5.7 5.4 4.8 7.4 8.7 9.3 9.4 6.9 52 4.4 3.0 33 35 3.0 4.4 4.2 33 3.0 3.6
233 19.1 211 154 135 139 10.0 6.7 6.3 6.7 9.0 9.3 7.7 7.3 4.8 6.5 5.7 5.7 59 6.5
12.5 144 147 135 11.4 115 106 11.8 73 59 5.5 49 3.7 5.8 6.5 6.7 72 6.9 6.5 6.6
. . . . . . . . 349 318 277 213 231 199 147 189 157 8.8 7.4 7.6
224 156 139 130 149 169 177 16.1 12.5 11.1 9.8 7.4 5.7 43 3.0 4.4 42 33 3.0 3.6
. . . . . . . . . . . 1.5 202 18.1 14.8 8.2 7.5 7.8 79 73
122 117 158 117 15.0 152 132 133 11.7 8.0 9.4 75 5.4 4.2 3.0 44 42 33 3.0 3.6
14.2 9.8 9.4 10.1 115 13.7 11.6 129 8.4 7.4 8.7 5.8 4.1 4.2 3.1 4.0 4.0 42 44 4.7
49 42 3.8 3.1 7.3 8.9 8.2 7.9 4.9 4.2 2.9 2.0 1.6 1.5 1.4 32 29 1.1 1.0 2.0
. . . . . 519 1096 978 903 1506 1363 143.6 1192 1157 96.6 370 702 642 37.1 16.1
122 109 9.7 103 139 148 11.5 9.6 59 5.5 6.7 6.0 6.8 73 5.4 6.1 5.0 4.0 4.2 5.0
83 6.8 7.1 79 9.3 8.2 5.9 3.8 32 4.7 6.0 5.4 5.7 5.5 5.4 6.5 3.7 1.8 1.6 3.4
9.9 8.5 8.2 7.7 100 109 106 11.1 8.6 6.3 6.5 4.8 43 39 3.0 44 42 33 3.0 3.6

Note: Three-month money market rates where available, or rates on proximately similar financial instruments. See OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 36. Long-term interest rates

Per cent, per annum

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany
Greece

Iceland
Ireland
Italy
Japan
Korea

Luxembourg
Mexico
Netherlands
New Zealand

Norway
Portugal

Slovak Republic
Spain

Sweden

Switzerland
Turkey

United Kingdom
United States

Euro area

1985

1988

1989

1990

1991

1992

1993

1994

1995

Estimates and projections

2002 2003 2004

140 134 132 121 134 132 107 9.2 7.3 9.0 9.2 8.2 6.9 5.5 6.1 6.3 5.6 6.0 6.2 6.3
7.8 73 6.9 6.7 7.1 8.7 8.5 8.1 6.7 7.0 7.1 6.3 5.7 4.7 4.7 5.6 5.1 5.0 4.8 52
11.0 8.6 8.2 8.0 8.6 10.1 9.3 8.7 72 7.7 7.4 6.3 5.6 4.7 4.7 5.6 5.1 4.9 4.8 52
10.8 9.1 9.5 9.8 9.8 10.8 9.4 8.1 72 8.4 8.1 72 6.1 53 5.6 59 55 52 5.4 6.0
11.6  10.1 11.3 9.9 9.7 10.6 9.3 9.0 73 7.8 83 72 6.3 5.0 4.9 5.7 5.1 5.1 5.0 5.4
10.7 8.9 79 103 12.1 132 119 121 8.8 9.0 8.8 7.1 6.0 4.8 4.7 55 5.0 5.0 4.7 5.0
11.9 9.1 9.5 9.1 8.8 9.9 9.0 8.6 6.8 72 75 6.3 5.6 4.6 4.6 5.4 49 49 4.7 52
72 6.3 6.4 6.6 7.1 8.7 8.5 7.9 6.5 6.9 6.9 6.2 5.7 4.6 4.5 53 4.8 4.8 4.6 5.1
9.8 8.5 6.3 6.1 53 5.1 4.9 53

. . . . . . . 13.1 13.4 7.0 9.7 9.2 8.7 7.7 8.5 11.2 10.4 9.6 7.0 7.5
12.8 1.2 113 9.4 9.2 103 9.4 9.3 7.6 8.0 8.2 72 6.3 4.7 4.8 55 5.0 5.0 4.8 53
13.7 11.5 106 109 128 13.5 13.3 13.3 112 105 12.2 9.4 6.9 4.9 4.7 5.6 52 5.1 4.9 5.4
6.5 5.1 5.0 4.8 5.1 7.0 6.3 53 43 4.4 34 3.1 2.4 1.5 1.7 1.7 1.3 1.3 1.2 1.4
139 11.9 124 13.0 142 151 16.5 15.1 12.1 12.3 12.4 10.9 11.8 12.8 8.7 8.5 6.7 6.4 6.6 7.6
. . . . 72 72 6.3 5.6 4.7 4.7 5.5 49 4.8 4.7 4.9

. . . . . 348 19.7 16.1 15.5 138 398 344 225 248 241 16.9 13.8 8.5 8.5 9.3
73 6.3 6.4 6.4 72 8.9 8.7 8.1 6.4 6.9 6.9 6.2 5.6 4.6 4.6 5.4 4.9 4.9 4.6 49
17.7 164 157 131 12.8 124 10.1 8.4 6.9 7.6 7.8 79 72 6.3 6.4 6.9 6.4 6.5 6.3 6.3
126 133 13.3 12.9 10.8 10.7 10.0 9.6 6.9 7.4 7.4 6.8 59 5.4 5.5 6.3 6.2 6.1 6.2 6.5
104 115 8.6 6.4 4.9 4.8 5.6 52 49 4.8 52

. . . . . . . . . . 10.4 9.7 9.4  21.7 159 8.5 7.8 7.8 8.0 8.0
134 114 12.8 11.7 13.8 146 128 11.7 102 100 113 8.7 6.4 4.8 4.7 5.5 5.1 5.0 4.7 5.1
132 105 1.7 114 112 132 107 100 8.5 9.5 10.2 8.0 6.6 5.0 5.0 5.4 5.1 5.4 52 5.5
4.7 42 4.0 4.0 52 6.4 6.2 6.4 4.6 5.0 4.5 4.0 3.4 3.0 3.0 3.9 3.4 3.1 29 33
. 550 470 624 583 519 719 796 86.6 1385 111.5 1249 1060 113.6 106.6 358 874 624 389 15.5
11.0  10.1 9.6 9.7 102 118 10.1 9.1 7.5 8.2 8.2 7.8 7.1 5.5 5.1 53 49 49 4.7 5.1
10.6 7.7 8.4 8.8 8.5 8.6 79 7.0 59 7.1 6.6 6.4 6.4 53 5.6 6.0 5.0 4.6 4.2 49
11.1 10.5 10.0 8.3 8.2 8.6 7.1 6.0 4.8 4.7 5.4 5.0 4.9 4.7 52

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://Ammwvw.oecd.or g/eco/sour ces-and-methods).

Source: OECD.

¢/ X00INQO J1Wouod3 dO30 - 91¢



<00C dDHO0 ©

Annex Table 37. Nominal exchangerates (vis-a-vis the US dollar)

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

. . a
Estimates and assumptions

Monetary unit 1992 1993 1994 1995 1996 1997 1998 1999 1999 2000 2001
2002 2003 2004
Dollar 1362 1473 1369 1350 1277 1348 1592  1.550 1.550 1.727 1.935 1.842 1.784 1.784
Schilling 10.99 11.63 11.42 10.08 10.58 12.20 12.38 1291
Franc 32.15 34.55 33.46 29.50 30.98 35.76 36.30 37.86
Dollar 1209 1290 1366 1372 1364 1385 1483  1.486 1.486 1.485 1.548 1.568 1.555 1.555
Koruny 29.15 28.79 26.54 27.15 31.70 32.28 34.59 34.59 38.64 38.02 32.77 30.89 30.890
Krone 6.038  6.482 6360 5604 5798 6604 6.699  6.980 6.980 8.088 8.321 7.902 7.457 7.457
Markka 4.486 5.721 5.223 4.367 4.592 5.187 5.345 5.580
Franc 5.294 5.662 5.552 4,991 5.116 5.837 5.899 6.157
Deutschemark 1.562 1.653 1.623 1.433 1.505 1.734 1.759 1.836
Drachma 190.5 229.1 2422 2316 2407 2729 2953 3057
Forint . 91.9 1051 1257 1526 1866 2143  237.1 237.1 282.3 286.5 258.6 241.9 2419
Krona 57.62 67.64 6999 6477  66.69 7097 7117 7243 72.43 78.84  97.67 91.95 86.93 86.93
Pound 0.588 0.683 0.670 0.624 0.625 0.660 0.703 0.739
Lira 1232 1572 1613 1629 1543 1703 1736 1817
Yen 1267 1112 1022 941 108.8 121.0 1309 1139 113.9 107.8 121.5 125.4 1225 122.5
Won 780.0 802.4 804.3 771.4 804.4 950.5 1400.5 1186.7 1186.7 11306 12904 1252.5 1218.8 1218.8
Franc 32.15 34.55 33.46 29.50 30.98 35.76 36.30 37.86
Peso 3.095 3115 3389 6421 7.601  7.924  9.153  9.553 9.553 9.453 9.344 9.655  10.168  10.168
Guilder 1.759 1.857 1.820 1.605 1.686 1.951 1.983 2.068
Dollar 1.860 1.851 1.687 1.524 1.454 1.513 1.869 1.892 1.892 2.205 2.382 2.169 2.021 2.021
Krone 6.214 7.094 7.057 6.337 6.457 7.072 7.545 7.797 7.797 8.797 8.993 8.014 7.412 7.412
Zloty .. 1.814 2.273 2.425 2.695 3.277 3.492 3.964 3.964 4.346 4.097 4.088 3.980 3.980
Escudo 1348  160.7 1660 1499 1542 1752  180.1 1882
Koruna . 3077 3204 2974 3065 33.62 3523 41.36 4136  46.23 48.35 45.35 4158  41.580
Peseta 102.4 127.2 134.0 124.7 126.7 146.4 149.4 156.2
Krona 5823 7785 71716  7.134 6707  7.635 7947 8262 8.262 9.161  10.338 9.742 9.132 9.132
Franc 1.406 1.477 1.367 1.182 1.236 1.450 1.450 1.503 1.503 1.688 1.687 1.559 1.467 1.467
Lira 6861 10964 29778 45738 81281 151595 260473 418984 418984 624325 1228269 1538691 2060686 2406876
Pound 0.570  0.666  0.653 0634 0641 0611 0.604 0.618 0.618 0.661 0.694 0.668 0.642 0.642
Dollar 1.000  1.000 1.000 1.000 1.000 1.000 1.000  1.000 1.000 1.000 1.000 1.000 1.000 1.000
Euro . . . . . . . 0939 0.939 1.085 1.117 1.063 1.003 1.003
DR 0.710 0.716 0.699 0.659 0.689 0.726 0.737 0.731 0.731 0.758 0.785 0.774 0.754 0.754

Note: No rate are shown for individual euro area countries after 1999.
a) On the technical assumption that exchange rates remain at their levels of 4 November 2002, except for Turkey, where exchange rates vary according to official exchange rate policy.

Source: OECD.
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Annex Table 38. 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

. . a
Estimates and assumptions

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
2002 2003 2004

106.7 106.9 107.7 100.9 95.7 103.1 100.0 109.7 111.0 103.5 103.6 96.3 90.3 93.7 94.9 95.1
84.4 87.9 88.1 90.2 93.2 954 100.0 99.1 97.2 99.2 99.9 97.7 98.1 98.7 100.5 101.2
79.7 85.2 86.1 88.7 90.7 94.7 100.0 98.4 94.5 96.8 96.3 92.5 93.6 95.2 96.9 97.1
109.7 113.2 116.5 110.7 105.6 100.8 100.0 101.9 102.2 97.4 97.1 98.0 95.1 93.7 94.2 94.2
95.9 99.3 100.0 101.6 98.6 100.3 99.9 101.2 106.2 118.3 1194 119.8

80.0 86.5 86.0 88.7 92.9 95.1 100.0 99.1 96.8 99.3 98.7 94.8 96.4 97.6 98.8 99.1
96.1 99.9 97.0 85.2 76.7 87.0 100.0 97.6 954 98.2 101.1 96.6 98.6 100.3 102.1 102.4
80.5 86.4 85.9 89.6 93.3 96.1 100.0 100.4 97.7 100.0 99.3 95.7 96.6 98.0 100.0 100.5
73.2 794 80.1 84.0 88.6 93.0 100.0 98.6 95.2 98.7 98.6 94.3 95.5 97.1 99.8 100.6
142.4 133.8 120.8 113.7 106.0 101.2 100.0 98.4 96.6 939 94.6 88.4 89.1 90.7 92.4 92.7
. . . . 140.1 126.0 100.0 85.2 78.9 71.5 69.0 65.5 66.7 71.0 72.6 72.8
121.9 110.4 110.9 110.5 104.0 99.6 100.0 99.5 101.7 104.5 106.3 107.4 91.0 929 94.1 94.3
90.8 98.6 97.5 101.7 96.6 98.2 100.0 102.6 102.4 994 96.5 89.5 90.7 92.8 95.3 954
118.7 126.1 127.3 126.2 108.7 108.6 100.0 110.0 111.5 113.9 113.5 109.4 110.7 112.7 115.5 116.2
54.0 53.2 59.9 65.0 80.4 934 100.0 87.2 83.3 86.6 99.3 108.1 99.7 95.5 96.9 97.1
114.6 111.3 107.4 100.1 98.6 99.7 100.0 101.6 94.1 68.1 77.9 83.4 77.1 79.7 80.8 80.9
86.8 91.0 91.6 93.5 94.1 96.8 100.0 98.9 96.7 97.7 97.5 94.9 954 96.4 97.8 97.9
212.5 193.5 186.9 187.1 196.5 190.3 100.0 84.9 83.3 74.0 70.6 72.1 74.1 71.9 67.9 67.9
75.8 81.4 82.0 85.2 89.3 93.6 100.0 98.6 939 97.2 97.1 92.2 93.5 95.5 97.8 98.1
91.9 92.0 89.5 83.3 87.3 93.6 100.0 106.3 108.9 97.8 94.4 85.6 84.7 91.3 95.6 95.7
94.4 95.8 95.0 96.7 95.7 96.4 100.0 100.1 101.1 98.0 97.9 95.8 99.0 107.1 110.4 110.6
.. . . . 139.0 113.5 100.0 93.2 86.6 84.8 79.2 81.6 90.0 86.1 84.4 84.6
91.8 93.3 95.8 101.3 97.8 96.9 100.0 99.6 98.3 98.2 97.7 95.4 96.3 97.2 98.4 98.6
. . . . 97.9 96.7 100.0 100.9 105.6 106.6 100.6 102.3 99.8 100.2 104.1 104.3
109.7 117.0 118.4 117.1 104.6 99.7 100.0 101.0 96.9 98.1 97.3 94.3 954 96.8 98.3 98.6
1152 1157 1167 1196 98.4 99.6 1000 1101 1066 1063  106.1  106.3 97.8 1002 1026 1029
74.3 80.5 80.2 79.7 83.5 91.9 100.0 98.7 93.1 97.2 97.8 96.1 100.0 105.0 107.1 107.1
2008.1 1546.9 1023.7 610.9 427.8 173.5 100.0 58.6 34.9 21.1 14.1 10.3 5.8 4.2 3.0 2.6
108.0 109.0 111.1 108.4 100.2 103.4 100.0 102.3 119.2 127.0 127.5 130.9 129.6 131.0 131.6 132.0
79.2 83.3 85.4 87.1 92.6 98.0 100.0 105.6 113.1 124.8 124.4 127.5 1343 134.8 133.6 133.8
68.3 81.1 81.6 86.9 86.0 92.0 100.0 102.0 95.5 100.7 99.0 90.1 92.4 95.5 100.4 101.6

Note: 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).

a) On the technical assumption that exchange rates remain at their levels of 4 November 2002, except for Turkey, where exchange rates vary according to official exchange rate policy.

Source: OECD.
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Annex Table 39. Export volumes

Total goods, customs basis, percentage changes from previous year

Australia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
France
Germany
Hungary

Iceland®
Treland
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

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
9.0 3.1 8.1 0.1 4.8 72 162 6.3 6.2 6.3 3.0 123 8.0 0.1 49 9.7 1.4 2.8 7.8 7.8
9.5 1.2 2.0 76 150 107 7.1 37 28 107 93 120 200 121 150 155 53 3.6 6.2 7.7
4.1 7.9 6.9 4.6 8.1 3.1 4.0 0.0 7.5 9.0 6.2 2.2 75 5.6 51 102 1.7 -0.5 4.8 6.6
6.4 5.8 3.6 9.7 1.2 4.7 2.6 79 113 132 9.5 5.6 9.8 85 107 9.0 -43 1.4 6.0 7.8

57 150 26 150 153 78 160 128 5.4 7.1 105
4.6 1.4 2.4 7.6 7.4 6.5 7.1 53 0.1 7.5 6.0 3.4 6.3 1.5 6.7 108 2.4 6.6 5.8 7.4
1.0 0.6 1.4 32 02 28 87 9.0 186 139 7.0 6.0 12.0 7.0 6.1 9.1 -0.6 1.0 7.1 9.0
25 0.1 4.2 9.7 10.1 5.1 5.2 48 -00 10.0 9.5 23 121 9.2 48 133 1.5 1.0 4.9 7.7
59 1.3 29 6.6 8.1 1.4 1.4 0.8 -6.3 9.0 6.7 7.1 10.7 5.7 62 128 4.7 1.9 54 8.1
16.7 99 242 297 219 163 217 7.7 7.4 74 11.0

127 345 252 05 -21 135 -12 -28 47 108 11.7 53 03 -34 76  -1.5 72 79 2.9 4.8
6.5 40 142 7.1 112 8.5 56 137 11.1 148 20.1 99 149 244 149 205 5.1 6.2 59 8.5
7.4 1.8 2.5 5.6 8.6 33 0.2 3.7 88 119 132 1.2 3.8 2.6 1.8 10.2 03 -02 6.1 7.8
50 -05 0.4 4.4 4.5 55 2.5 1.5 21 1.7 4.4 08 11.8 -1.2 2.1 94 -10.1 8.5 8.0 6.1

107 245 232 193 -0.1 82 111 87 121 137 219 196 153 220 105 1938 0.4 81 115 108

. . . . 12.8 2.2 37 05 -02 6.6 3.6 1.3 125 16.1 54 169 39 52 24 -10

-32 180 11.7 168 5.9 80 143 8.1 16.6 86 239 184 163 133 114 136 -27 -00 6.6 7.6
59 2.1 4.5 9.2 6.4 5.2 4.8 2.6 1.1 6.5 72 54 6.5 8.4 6.2 10.1 60 -24 5.1 8.3

10.7  -2.0 2.9 39 27 57 104 2.6 42 10.1 2.9 4.8 59 -0.6 2.7 5.5 33 59 7.2 72
3.5 1.8 139 44 150 6.7 6.7 8.0 53 124 55 129 4.6 0.2 3.0 4.1 44 08 -04 1.5

. . . . . . . . . 19.6 17.1 99 138 8.8 28 251 18.0 52 104 11.1
10.6 78 11.7 93 205 127 0.6 75 42 144 142 9.6 10.0 6.6 5.1 9.5 1.5 1.7 5.7 8.1
. . . . . . . . . 57 150 6.6 39 164 6.2 16.1 6.6 23 6.7 8.5
28 3.7 7.6 6.0 48 119 113 49 117 212 9.7 120 141 6.9 6.4 122 20 -05 5.0 8.2
34 2.9 2.7 3.7 2.1 02 22 1.0 9.8 169 108 6.1 10.7 8.5 6.1 113 -44 45 6.2 73
9.0 0.9 1.5 6.2 6.0 42  -1.0 3.8 0.4 4.8 3.8 25 7.6 35 3.6 7.0 1.2 1.3 34 59

145 -208 219 88 -1.6 1.1 6.4 6.5 76 220 57 128 185 6.7 58 194 55 7.3 6.0 121
5.7 4.0 5.5 2.5 5.4 6.5 0.5 22 0.1 13.0 10.6 8.2 7.6 1.6 45 114 20  -15 34 8.0
3.6 5.1 114 188 12.6 8.3 7.1 6.8 3.0 9.7 119 87 145 2.1 38 113 -59 -30 6.7 8.8
52 2.6 4.9 7.8 7.3 5.1 3.7 3.8 2.0 9.4 9.4 65 11.1 5.7 57 120 -04 1.6 6.1 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.org/eco/sour ces-and-methods).

a) Including Luxembourg until 1994.

b) Volume data use hedonic price deflators for certain components.

¢) OECD estimates.

Source: OECD.
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Annex Table 40. Import volumes
Total goods, customs basis, percentage changes from previous year

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Australia 79  -13 1.5 132 228 -73 -13 6.7 43 11.8 10.1 7.0 6.2 7.1 7.2 56 47 117 8.1 8.7
Austria 54 52 53 7.7 106 11.0 33 28  -1.3 129 6.7 124 158 124 133 9.4 23 -1.0 5.9 7.5
Belgium? 3.8 10.6 8.3 4.9 6.8 5.2 4.1 1.0 1.2 7.8 4.9 4.3 4.6 8.1 33 103 02 0.7 5.0 6.6
Canada 10.4 9.1 54 135 52 0.6 3.1 7.6 8.7 10.6 7.5 6.0 17.1 6.2 8.8 95 59 1.1 7.0 8.2
Czech Republic . . . . . . . . . 18.8 267 109 88 11.1 24 141 139 3.6 6.9 9.8
Denmark 79 70  -1.7 0.0 2.4 4.5 4.7 47 36 123 7.8 0.1 8.5 33 1.1 6.4 1.4 6.1 6.1 72
Finland 6.0 5.7 8.9 87 107 -40 -167 -21 -37 204 8.1 7.7 10.1 8.9 2.1 44 27 0.5 7.5 9.4
France® 5.7 6.6 88 11.1 9.6 5.4 2.8 09 -41 10.1 8.5 0.2 76 123 74 155 0.3 0.5 8.2 8.6
Germany 4.9 54 53 6.4 73 127 119 1.3 -98 7.9 6.9 55 6.1 11.0 6.6 9.9 24 -18 5.5 8.2
Hungary . . . . . . . . . 149 31 179 262 246 142 2038 3.9 7.6 95 11.0
Iceland® 10.1 234 418 06 -123 18.6 51 33 -163 46 194 162 6.8 244 3.1 38 94 47 4.5 9.7
Ireland 33 3.0 6.2 47 130 6.8 0.8 4.8 70 132 144 100 149 181 65 174 -00 59 55 8.4
Ttaly 8.8 46 102 7.0 8.3 4.5 4.6 32 -102 125 9.8 -3.1 8.9 8.5 7.9 83 07 -02 4.8 6.3
Japan 0.7 9.7 9.0 169 7.7 55 39  -07 37 134 138 5.0 1.7 -53 96 109 -13 0.1 3.7 4.5
Korea 5.6 1.6 178 200 158 152 23.1 33 46 235 244 161 23 222 282 168 -34 122 107 9.4
Luxembourg . . . . 5.8 49 105 29 2.5 4.9 29 05 129 104 142 5.0 34 -18 1.9 4.3
Mexico 146  -69 89 411 188 174 197 232 38 185 -132 227 220 153 138 195 -4.1 1.8 7.7 9.9
Netherlands 72 3.7 4.7 8.0 6.8 4.7 43 1.3 27 7.1 7.8 6.1 7.6 8.1 57 121 47 -1.1 5.1 9.3
New Zealand -00 -14 104 -78 217 73 9.6 107 43 163 6.5 34 3.6 24 134 27 1.9 7.0 6.0 5.6
Norway 117 144 20 95 -57 103 2.6 33 0.7 16.1 81 104 79 105 -1.8 5.1 06 -0.6 3.6 4.1
Poland . . . . . . . . . 152 208 282 222 15.1 42 108 2.0 40 119 114
Portugal 6.6 192 280 222 84 158 59 13.0 95 122 9.4 51 128 15.0 9.8 5.6 1.5 -1.0 2.6 5.6
Slovak Republic . . . . . . . . . 18.8  26.6 54 19 186 -55 128 124 22 6.2 7.3
Spain 84 203 277 192 1638 99 115 68 -57 152 110 75 11.8 137 139 8.3 41 -03 6.2 8.8
Sweden 9.2 3.7 8.9 54 7.1 02 -64 -08 25 149 9.0 24 105 103 29 122 -60 -0.8 6.9 7.5
Switzerland 55 8.2 5.7 4.7 5.8 23 -12 -43 -16 9.5 6.1 1.4 6.8 6.1 8.2 7.4 1.0  -1.0 42 59
Turkey 79 50 141 -05 57 342 -20 106 372 -21.1 298 308 219 -18 -60 333 -256 11.6 58 122
United Kingdom 3.8 72 69 138 8.0 05 -52 6.2 0.4 6.3 6.0 10.1 9.4 9.6 76 118 3.9 0.6 5.8 8.8
United States® 6.3 103 4.8 4.1 4.2 30 -0.1 93 101 133 9.0 94 142 117 122 135 -33 3.4 6.4 8.1
Total OECD 5.9 7.3 7.1 8.6 7.7 5.6 3.6 4.1 04 110 8.9 7.0 9.7 8.2 9.0 119 -06 1.5 6.2 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://mww.oecd.org/eco/sour ces-and-methods).

a) Including Luxembourg until 1994.

b) Volume data use hedonic price deflators for certain components.

¢) OECD estimates.

Source: OECD.
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Total goods, percentage changes from previous year, national currency terms

Annex Table 41. Export prices (average unit values)

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Australia 12.5 1.2 40 118 5.5 1.2 9.1 2.1 1.3 28 74 4.1 1.8 49 70 157 9.8 34 43 5.3
Austria 26 43  -19 40 -26 -19 41 -18 -14 -10 37 -61 -26 -33 -80 -02 1.1 1.0 0.8 1.6
Belgium? 1.7 99 -6.1 4.7 79 31 -19 -14 -16 1.2 1.8 2.8 53 -00 -0.6 8.7 2.2 1.0 -0.0 2.2
Canada 05 24 14 -05 12 -12 -53 2.5 4.6 6.0 62 -00 -13 -06 1.4 6.3 1.8 -19 3.0 1.8
Czech Republic 4.7 72 1.0 55 36 09 6.3 03 -80 -38 0.3
Denmark 34 45 -10 -0.1 56 -15 04 -1.7 -30 1.9 0.1 1.2 20 -0.8 0.4 6.7 24  -15 0.9 1.3
Finland 28 24 2.2 52 76 -1.2 0.5 6.1 53 0.8 69 -0.1 1.7 1.6 -49 134 -19 -14 1.2 32
France 37 45 -13 2.1 37 -18 -15 23 32 -06 0.4 1.7 21 -19 -1.8 1.6 04 -09 0.9 1.5
Germany 39 33 27 0.9 45 -1.1  -06 0.7 0.0 1.0 1.7 0.2 1.6 00 -1.7 3.9 1.8  -0.7 1.2 1.3
Hungary 180 312 189 151 131 35 9.9 21 42 1.1 4.0
Iceland® 309 -1.0 -59 113 327 2.0 14 25 176 31 73 3.0 4.8 77  -14 47 229 4.4 1.3 1.9
Ireland 28 -68 07 7.1 67 94 08 -26 7.8 0.2 12 -08 1.3 2.6 1.5 3.4 52 -1.7 -03 1.8
Italy 8.0 -47 1.2 5.0 6.3 2.1 2.9 0.8 113 3.7 9.2 0.8 0.5 09 -0.1 5.7 40 25 0.4 1.6
Japan -0.7 -154 -60 -25 7.0 36 -03 -01 -46 -10 -1.8 6.9 1.9 07 -80 -07 56 26 0.0 0.5
Korea -6.0 -84 105 86 -53 2.1 3.1 43  -15 2.8 24 94 80 171 -170 -46 -08 -02 00 -0.2
Luxembourg . . . . 15.7 52 -1.0 83 113 -109 27  -710 07 -71 161 -78 5.6 54 59 02
Mexico 60.7 356 1522 533 184 222 -26 25  -3.0 179 1000 203 3.1 8.7 8.2 65 -33 4.8 7.1 2.8
Netherlands 1.3 -17.1 5.7 0.4 50 -12 -06 -29 -34 2.0 1.5 0.7 30 23  -1.0 8.1 0.5 3.4 0.1 2.1
New Zealand 93 26 6.0 62 133 -14 -42 8.1 27 41 -17 35 28 4.6 14 177 9.0 -72 0.5 3.0
Norway 49 -248 -34 -01 123 41 37 -84 06 -3.7 3.7 7.4 22 -113 126 458 -6.1 -1.7 2.8 1.8
Poland . . . . . . . . . 290 208 8.0 127 6.5 8.0 .1 -60 26 -12 1.6
Portugal 15.7 33 84 104 5.8 2.9 02 22 43 5.1 30 -1.1 04 -03 -06 4.8 0.5 0.2 0.5 1.8
Slovak Republic . . . . . . . . . 4.7 72 3.0 1.2 3.0 54 111 46 -03 0.7 4.9
Spain 69 -39 25 5.4 46 -1.8 -09 1.1 5.1 4.2 6.3 1.0 35 02 -08 6.1 25 -03 0.7 1.9
Sweden 38  -1.2 35 4.5 6.9 2.1 02 -3.0 8.4 39 54 43 04 25 -18 2.0 33 -19 -10 2.0
Switzerland 2.0 05 -1.0 2.2 5.7 1.3 2.4 1.2 02 -06 -18 -02 3.8 0.3 1.2 3.4 29 22 0.1 0.2
Turkey 359 257 456 595 504 358 582 669 554 1637 721 696 776 640 502 246 1050 123 277 16.0
United Kingdom 52 -10.6 3.8 0.4 8.3 4.0 0.6 1.2 9.7 0.4 3.7 .r -51 57  -30 12 -02 -0.1 1.4 1.8
United States® 50 -33 22 6.5 14 -10 -01 -15 -05 1.1 24 26 27 -31 -14 1.2 07 -03 1.8 1.2
Total OECD 29 59 1.8 3.8 5.0 0.8 -03 0.2 1.0 23 4.5 1.2 1.2 01 -21 3.7 20 -0.8 1.1 1.5

<00C dDHO0 ©

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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Total goods, percentage changes from previous year, national currency terms

Annex Table 42. Import prices (average unit values)

Australia
Austria
Belgium?®
Canada

Czech Republic

Denmark
Finland
France
Germany
Hungary

Iceland®
Treland
Italy
Japan
Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States?

Total OECD

1985

1986

1987

1988

1989

1990

1991

1992

1993 1994

1995

1996

1998

2001

Estimates and projections

2002 2003 2004

18.7 9.3 6.1 24 -1.0 39 1.0 4.6 81 -24 36 -54 -0.1 84 23 9.2 58 -89 -74 4.8
38 99 41 1.8 3.0 -26 31 25 -35 -12 -12 -52 -38 -53 -6.7 43 1.8 -04 0.9 1.6
-00 -162 -7.0 5.7 71 -18 -13 32 -58 2.1 32 33 60 -1.6 1.1 9.7 4.0 0.8 0.9 2.6
1.7 01 -1.8 -20 -03 07 -33 2.0 55 6.1 30 25 02 29 09 1.5 2.5 0.6 2.4 1.8
-0.9 5.6 1.3 51 20 20 119 -1.7 94 33 0.9

24 96 41 1.8 71 29 00 -29 29 2.5 2.4 2.1 3.4 0.9 0.4 7.8 08 -1.6 0.4 2.0
3.0 -100 -19 2.2 3.6 1.7 22 105 128 29 -13 2.6 24 00 -14 149 07 25 02 1.4
08 -149 -23 0.7 60 -21 -07 -37 -41 0.2 0.4 25 1.6 -31 -19 52 04 -20 1.0 1.3
25 -159  -6.1 0.9 74 25 1.9 24 -15 0.8 0.5 0.5 32 32 -14 102 02 -38 0.9 1.0
152 306 213 136 113 55 13.0 24 54 0.6 4.1

309 -1.0 -59 113 327 2.1 12 25 174 33 73 30 -1.5  -08 0.4 75 204 3.8 0.4 1.3
26 -107 0.6 6.6 6.5 -5.0 22 20 6.4 1.6 45 -11 0.5 2.2 4.7 6.7 22 -15  -19 1.0
74 -176  -1.5 4.0 77 07 -08 -05 117 41 122  -1.3 14 27 -09 142 20 -37 0.6 1.9
-44 -365 -80 -54 119 108 91 -69 -123 -7.7 -14 147 60 -55 -122 4.7 50 -3.1 20 -03
36 -02 101 32 58 42 -17 32 08 -09 1.7 02 108 226 -155 9.5 38  -1.8 1.5 21
. . . . 6.1 -26 -35 4.7 8.5 31 -39 25 -1.5 47 42 03 -04 06 -58 0.1
70.7 921 1298 69.7 142 162 6.6 33 20 117 997 189 4.8 147 33 1.9 -0.6 3.0 79 2.3
09 -181 -3.0 -0.6 52 -1.7 -03 27 -32 2.0 0.2 0.7 26 23 1.0 75 -14  -17 -16 0.4
105 25 -43 -08 7.9 0.7 1.0 67 -06 -34 -01 -27 -09 3.8 23 165 1.2 31 3.0 2.7
6.5 0.0 2.8 2.9 6.0 09 -1.7 21 1.0 0.7 09 -09 -1.0 14 -19 4.7 1.5 -58 02 22
. . . . . . . . . 283 186 112 133 2.1 72 52 79 0.3 1.4 1.9
73 -86 6.1 7.1 7.8 33 02 -5.1 5.0 3.6 1.8 2.7 03 -21 -13 8.5 1.8  -1.0 0.7 2.0
. . . . . . . . . -0.9 5.6 55 26 -34 7.7 140 77 34 0.9 4.0
12 -191 -44 21 21 34 27 -12 52 5.8 4.4 0.3 41 29 00 129 -07 -26 0.8 1.7
24 83 1.7 34 52 22 06 27 120 42 08 -3.8 09 -33 L5 5.0 5.7 04 -03 2.1
44 93 -36 4.8 81 -04 -0.1 22 -19 49 20 -0.1 50 -23 -19 5.6 0.1 -35 0.7 0.6
44.3 83 375 646 547 300 546 616 500 1715 822 652 715 629 532 47.1 883 299 353 229
39 58 27 05 5.9 30 05 -03 7.8 3.6 67 -03 -71 -74 33 04 -06 -32 1.6 1.8
40 22 6.9 4.8 2.8 1.8 -14 -04 -1.1 0.8 27 24 41 -60 0.1 48 29 -16 0.9 0.9
20 -10.7 1.2 2.9 5.7 14 07 -09 0.1 2.1 43 1.7 1.5 -19 -1.7 6.8 1.0 -1.9 1.1 1.3

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 43. Competitive positions: relative unit labour costs
Indices, 1995 = 100

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Ttaly
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
2243 181.0 1647 161.6 163.8 1499 1329 1158 101L5 1029 100.0 1033 104.8 92.8 90.1 85.6 80.6 85.3
943 1092 1156 1098 103.9 1042 102.1 103.6 1058 98.9 100.0 102.0 92.0 81.9 78.9 72.0 70.4 69.9
88.6 92.5 95.9 93.4 91.5 97.4 97.2 97.3 96.4 96.9 100.0 94.6 87.9 89.0 89.1 85.4 87.0 89.2
105.1 99.1 1053 1153 119.7 1222 127.1 1165 1049 97.8 100.0 1045 1056 101.4 1033 1057 1082 107.0
90.2 98.2 100.0 107.1 1049 1152 1166 1158 1189 131.0

78.4 82.4 90.2 95.4 89.6 97.8 93.8 96.3 101.2 969 100.0 104.0 985 101.8 103.5 102.8 1048 107.1
133.6 1289 127.6 131.7 1383 1455 1392 108.2 82.3 87.2  100.0 93.8 88.1 88.9 87.0 71.3 80.7 81.6
106.7 108.1 107.1 103.0 99.4 105.6 100.9 99.0 101.5 1004 100.0 99.6 90.8 87.1 84.3 77.8 71.8 78.4
69.8 774 83.5 83.1 80.4 82.9 83.6 89.8 91.5 92.6  100.0 97.3 929 94.7 95.9 93.1 92.6 93.7
102.7 88.0 85.0 93.8 99.7 106.3 97.8 94.3 88.2 92.1 100.0 102.6 1059 101.1 102.7 98.2 98.3  100.7
. . . . . . . . 1227 1222 100.0 92.5 92.5 85.4 85.4 78.1 86.0 97.7
92.9 90.3 1107 1203 106.6 102.8 1122 1129 1012 99.4  100.0 98.7 104.0 113.0 1240 1340 1157 1208
1529 163.7 151.1 138.6 127.6 133.0 1268 123.0 113.0 109.0 100.0 99.0 91.9 85.2 80.8 73.7 715 74.3
1355 1339 1335 1309 1307 1299 1331 1313 1200 1141 1000 111.8 1141 1202 1209 1134 1149 1185
49.6 65.9 69.6 72.0 65.2 60.9 66.2 73.4 89.1 98.6  100.0 84.5 80.6 87.5 98.1 101.2 97.4 92.7
82.6 65.2 68.4 84.0 99.2 96.6 98.0 90.6 87.3 89.9 100.0 106.9 93.7 64.8 67.4 70.1 65.7 68.9
1104 1192 1207 1095 103.5 1044 102.1 102.0 100.9 99.4  100.0 94.8 94.1 92.5 88.0 87.1 88.7 89.7
1345 103.6 105.0 109.1 1209 123.0 1374 153.0 1647 160.7 100.0 101.7 111.8 1082 113.6 1226 131.4 1334
989 106.7 1125 1089 101.2 102.6 99.4 102.6 101.6 97.6  100.0 96.6 93.9 97.8 96.7 93.2 96.8 101.4
71.7 80.0 89.9  100.0 92.8 93.0 91.9 82.4 85.4 934 100.0 1109 1166 1074 107.0 96.3 944 102.8
93.4 94.1 95.4 100.6 98.9 97.7 95.7 93.7 90.6 944 1000 101.0 107.1 1088 1153 118.1 1235 1372
. . . . . . . . 89.4 955 100.0 102.7 1024 108.0 100.9 1003 104.5 95.9
89.3 87.3 83.7 86.9 94.6 89.8 91.8 100.7 91.5 95.0 100.0 91.3 92.9 94.6 96.9 97.8 1003  102.3
. . . . . . . . 83.3 89.3 100.0 107.7 1258 1339 132.1 1465 1532 155.0
79.3 82.9 84.2 89.5 96.6 108.7 109.7 112.6 1024 99.2 100.0 1043 103.8 1064 1063 1069 1104 112.6
127.8 1289 1299 1347 1413 1458 1483 1455 1039 97.2 100.0 113.1 108.7 105.8 104.0 102.1 93.7 95.2
69.4 76.6 82.0 83.5 79.0 84.9 85.3 83.6 82.7 91.3  100.0 96.5 92.8 96.0 96.0 95.8 100.6 106.0
122.0 97.1 88.5 80.8 1222 1734 190.7 1721 1713 1115 1000 1002 112.6 1256 146.7 168.0 120.7 115.5
1120 1059 109.1 116.6 112.6 1167 1200 111.2 98.3 100.6 100.0 103.1 1254 137.8 1422 1444 1426 1479
169.8 1498 1268 117.1 118.0 1150 1123 1082 106.6 1056 100.0 101.1 1065 1148 111.1 1155 1180 1168
83.8 94.6 1019 97.3 924 101.1 98.7 103.2 99.3 96.8 100.0 100.3 90.7 92.1 90.5 81.5 83.2 86.8

Note: Competitiveness-weighted relative unit labour costs in 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 42 countries. An increase in the index indicates a real 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), “Trends in OECD Countries’ International Competitiveness: The Influence of Emerging Market Economies”, OECD Economics Department Working Papers, No. 195. See also
OECD Economic Outlook Sources and Methods (http://mww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 44. Competitive positions: relative export prices
Indices, 1995 = 100

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

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
108.6 98.0 101.0 1183 1235 1163 105.7 96.9 91.1 96.1 100.0 1004 102.2 95.6 97.5 103.0 97.2 95.4
103.6 107.8 109.7 1125 1027 104.6 99.3 98.5 99.4 96.0 100.0 92.3 86.1 83.6 715 723 71.8 735

89.8 93.5 93.1 92.8 95.2 97.3 95.0 95.9 94.0 959 1000 1002 100.1 1024 102.1 103.8 105.0 108.2
100.0 97.3 99.2 102.8 1056 103.1 100.4 96.3 95.3 95.6 100.0 1013 1023 100.1 100.8 102.4 100.3 98.9

94.2 98.3 100.0 102.7 1032 1083 1069 108.7 1114 1144

89.3 96.0 98.6 95.5 93.2 98.7 97.2 98.7 98.7 99.9  100.0 99.6 97.9 100.7 102.5 98.9 99.6  102.0

88.4 88.6 91.2 94.6 99.3 99.3 98.0 90.1 79.5 85.1 100.0 95.3 94.6 98.6 944 1004 98.3 97.6
1052 108.7 109.1 107.4 1040 106.8 1025 103.0 100.3 99.8 100.0 101.7 99.5 99.2 97.5 91.8 90.5 90.9

80.6 89.9 93.0 90.5 89.1 92.9 91.5 94.9 96.4 96.6  100.0 97.8 93.3 95.2 94.1 91.0 91.1 91.6

. . . . . . . . 1033 1024 1000 101.2 1057 1079 107.2 108.1 1094 112.0
175.1 1439 1274 1200 121.2 1099 111.0 107.6 1153 111.7 100.0 102.6 1227 137.8 1243 1305 123.0 1444
108.5 1109 1037 1083 108.7 1039 102.0 104.6 100.9 99.5 100.0 1024 1063 1069 108.0 99.8 106.4 107.7
101.8 104.1 1046 100.6 1074 113.0 1141 112.6 100.4 98.5 100.0 1058 1051 109.0 109.8 1089 111.6 109.8

71.7 80.7 79.4 81.5 79.4 74.8 80.4 84.1 945 100.7 100.0 92.7 89.7 90.2 98.1 1044 100.8 93.2
100.7 87.1 99.6 1124 1239 1166 1101 103.5 1013 99.0 100.0 104.1 105.2 84.4 81.2 83.9 80.0 85.2

71.8 73.9 73.9 74.0 81.0 89.2 88.6 97.6 108.2 96.9 100.0 91.1 87.8 82.2 96.0 84.0 87.0 91.6
103.2  100.8 97.4 97.5 95.7 93.8 94.0 91.7 922 994 1000 103.6 110.0 113.8 1145 1181 119.7 118.0

91.2 91.9 98.6 98.7 95.0 96.6 95.2 95.3 94.9 96.2  100.0 98.7 95.0 95.0 93.7 86.6 87.7 96.1

92.6 88.5 94.6 106.0 104.0 98.7 92.1 89.2 93.0 974 100.0 102.1 101.7 92.9 91.7 95.2 99.1 99.7

99.5 95.6 963 1119 1163 1058 100.2 94.8 90.4 89.2  100.0 95.8 95.3 95.3 94.5 97.8 97.8  102.7

. . . . . . . . 100.8 99.3 100.0 1002 1024 1063 108.0 107.6 106.6 98.8
108.7 1069 1049 1049 1004 101.7 103.6 105.5 100.5 99.6  100.0 98.6 95.0 94.4 94.5 93.9 92.6 93.3
. . . . . . . . 1027 99.7 1000 101.9 1041 106.6 103.6 111.5 1145 1187
1040 106.7 107.0 1133 1114 1115 1129 1124 106.1 100.1 100.0 100.8 101.0 101.5 1004 1002 1059 110.7
104.8 1074 109.0 1107 1125 1132 1144 113.1 98.1 98.9 1000 1056 100.8 97.8 96.3 93.9 87.6 88.3

74.5 84.5 88.4 88.0 83.9 90.7 92.5 91.7 93.7 99.5 100.0 99.4 97.0 101.8 1046 1039 1105 1145
1422 1127 1199 108.8 106.5 1049 1047 1023 101.0 98.6  100.0 97.2 99.2 96.7 95.8 85.0 93.6 76.6
100.8 96.8 97.8 1027 101.3 1033 1049 102.8 1024 1041 1000 1015 1104 111.2 1080 1056 1024 103.0
1514 1341 1235 1193 1195 1149 1145 1113 1126 108.7 100.0 989 1014 1051 1054 106.6 1099 109.8

Note: Competitiveness-weighted relative export prices in 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 42 countries. An increase in the index indicates a real 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), “Trends in OECD Countries’ International Competitiveness: The Influence of Emerging Market Economies”, OECD Economics Department Working Papers, No. 195. See also
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 45. Export performance for total goods
Total goods, percentage changes from previous year

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Australia 7.1 23 -19 -89 -19 20 11.0 0.5 27 46 -55 8.3 30 -14 0.0 -1.7 2.9 03 -07 -08
Austria 50 47 37 0.7 6.8 32 0.9 25  -0.1 04 0.0 5.2 9.2 1.5 7.6 2.7 2.5 27 06 -09
Belgium? 05 -1.0 03 -1.0 05 -33 -1.2 25 106 02 23 -29 -14 36 -16 -16 -04 -08 -15 -1.6
Canada 09 -28 -13 25 4.0 4.0 1.5 -09 14 0.6 12 23 -29 -08 -04 43 06 -14 -06 -03
Czech Republic . . . . . . . . . -5.1 27 4.8 4.9 2.6 33 5.5 9.0 43 0.1 1.8
Denmark 0.0 -35 27 2.3 1.3 1.6 2.7 24 14 -19 -09 -39 -14 56 1.9 -09 2.7 46 -07 -04
Finland 27 -50 -38 26 -62 -07 -120 7.6 200 84 -104 -32 09 -00 00 -34 23 -09 -03 0.2
France 1.7 44 -1.0 1.2 1.2 -19 -13 1.1 2.1 -14 0.7 -3.6 1.6 -01 -19 09 -06 05 -14 -04
Germany 1.5 45 -33 -19 03 -31 -13 25 -77 -17 27 -01 -01 -28 -09 -02 3.8 02 -1.6 -06
Hungary . . . . . . . . . 8.3 0.1 168 181 128 129 104 4.0 5.5 04 24
Iceland 105 274 185 02 -64 97 34 6.1 43 4.0 7.6 04 -50 -73 40 -8.0 4.2 69 27 -1.8
Ireland 22  -0.8 8.6 -3.1 3.7 3.6 32 83 122 6.0 108 2.6 39 144 74 7.8 34 56 0.3 0.3
Ttaly 39 50 -1.8 0.8 -1.8 -43 -43 0.1 124 24 -12 23 -53 66 -48 26 -08 -15 -1.1 -09
Japan 05 -60 63 -58 37 -05 -53 -63 97 -105 -66 -62 06 -38 -7.7 -68 -84 39 -1.6 -40
Korea 39 107 119 6.8 -12.9 2.6 5.9 1.8 0.5 2.8 77 2.1 1.2 244 23 08 -42 2.0 2.1 0.8
Luxembourg . . . . -3.3 -103 25 -139 -114 119 -50 2.9 1.7 162 -158 13.6 -0.1 -11.0 -84 -8.6
Mexico -7.3 1.3 5.0 94 32 7.5 102 22 38 -39 167 8.3 04 -05 22 1.5 02 1.1 02 -04
Netherlands 24 20 -1.1 28 02 -08 -0.1 -0.2 37 22 03 -02 -1.0 0.1 1.1 -0.3 48 31 -13 04
New Zealand 90 -16 -51 -45 -11.6 44 87 37 -03 07 -54 -0.1 00 20 -26 -33 33 1.6 -0.1 -03
Norway 02 -5.1 63 -08 9.1 2.6 34 3.6 53 45 -02 6.8 -19 45 -12 -50 32 22 -65 -55
Poland . . . . . . . . . 8.0 7.2 3.8 4.4 0.1 -1.1 126 143 4.2 35 2.5
Portugal 6.4 1.5 40 -03 115 48 4.1 39 0.2 44 6.3 44 09 36 -33 -13 -05 20 -06 -02
Slovak Republic . . . . . . . . . 70 -04 30 -7.0 4.2 4.8 21 09 -05 -07 -08
Spain 2.1 -130 -02 -03 -0.1 -13 35 1.8 116 12.1 29 7.2 29 -15 0.9 0.1 28 -40 -14 0.1
Sweden -19 37 21 27 43 46 50 -24 9.9 5.2 1.6 -12 1.0 0.1 04 -03 52 29 -05 -1.0
Switzerland 60 42 47 08 -22 23 -1 0.5 25 63 -48 34 35 49 31 -6.1 09 -06 -34 26
Turkey 158 -22.8 188 39 48 27 33 59 116 119 41 69 101 -0.3 2.6 7.3 1.3 5.1 -1.3 34
United Kingdom 32 -09 1.3 30 -1.1 05 -37 20 1.1 2.6 1.3 25 -1.7 -67 20 -0.8 1.8 27 -31 -03
United States 0.7 0.8 8.5 52 4.0 3.1 00 -06 -21 22 33 1.5 34 -14 25 -12 -50 -56 -1.0 -00
Total OECD 14 33 -07 -04 -04 -04 -13 -12 -02 -14 -02 -05 05 -12 -15 -12 -08 -06 -13 -08
Memorandum items
China 14.5 6.2 2.0 07 29 0.4 82 10.1 27 193  -6.7 69 16.7 8.2 1.5 124 131 113 4.1 2.3
Dynamic Asia® -4.1 151 10.0 4.5 2.3 43 5.1 3.5 3.6 24 04 -1.3 -08 06 41 -09 -63 -1.7 55 2.8
Other Asia -3.1 5.2 38  -1.8 5.7 52 1.0 7.3 7.9 1.1 6.6 56 45 1.6 1.6 2.0 2.6 1.0 0.9 0.6
Non-OECD Asia -1.0 124 8.0 33 1.7 3.7 5.3 5.0 39 52  -05 0.7 2.3 22 -25 23  -09 2.0 4.6 24
Latin America 06 -86 -20 6.5 24 29 -16 4.1 35 -43 -6.8 14 -0.1 20 -04 0.3 2.9 1.2 -01 -02
Africa and Middle-East 07 210 -89 -12 -07 -6.0 04 -09 1.7  -53 -69 8.3 1.4 07 -12 -68 -02 0.3 0.7 0.5
Central and Eastern Europe -8.4 21 -1.1 -38 -41 -35 -13.1 -134 -1.0 119 02 -36 -124 -25 48 -62 -03 0.1 -1.8 -25
Total of non-OECD countries -3.2 84 -04 03 -02 -1.1  -01 -0.1 2.7 24 24 1.6 0.2 14 -12 -02 -04 14 2.9 1.5
World 03 -04 -06 -02 -04 -06 -1.0 -09 05 -04 -08 0.0 04 -05 -14 -09 -07 -00 -01 -0.1

Note: Regional aggregates are calculated inclusive of intra-regional trade.

export structure of the exporting country in 1995.
a) Including Luxembourg until 1994.

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 markets is based on a weighted average of import volumes in each exporting country’s markets, with weights based on trade flows in 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

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

Source: OECD.
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Annex Table 46. Sharesin World exportsand imports
Percentage, values for total goods, customs basis

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
A. Exports
Canada 4.8 4.5 42 4.3 42 3.9 3.8 3.7 4.0 4.0 3.9 3.9 4.1 42 4.5 4.6 4.5 42 42 4.1
France 5.4 6.1 6.1 6.1 5.9 6.4 6.2 6.3 5.7 5.6 5.7 5.5 5.4 5.8 5.5 49 5.0 5.1 5.1 5.0
Germany 102 123 127 122 11.8 122 1.7 11.8 104 102 105 103 9.7 103 9.9 8.9 9.6 9.8 9.9 9.8
Italy 42 4.8 4.8 4.7 4.7 5.0 49 4.8 4.5 4.5 4.6 4.7 4.3 4.5 42 3.8 4.0 39 3.9 3.9
Japan 9.7 105 9.8 9.8 9.4 8.7 9.3 9.4 9.9 9.6 8.9 79 79 73 7.6 7.8 6.8 6.7 6.6 6.4
United Kingdom 5.4 52 5.4 5.3 5.1 5.4 53 5.1 4.8 49 4.8 5.0 5.1 5.1 4.8 4.6 4.6 45 4.4 44
United States 114 106 102 113 119 113 117 116 11.8 115 11.0 11.1 120 121 119 119 11.6 108 104 104
Other OECD countries 195 204 214 217 213 221 219 219 222 225 234 236 232 243 243 235 242 249 247 247
Total OECD 706 744 747 753 744 750 748 747 734 727 728 721 716 735 728 700 703 699 69.1 687
Non-OECD Asia 9.9 98 106 113 11.8 11.8 131 141 155 163 163 164 168 162 166 177 173 179 188 195
Latin America 4.5 3.7 33 34 34 32 3.0 2.9 3.0 3.0 2.9 3.0 32 3.1 2.9 3.1 3.1 3.0 3.0 3.0
Other non-OECD countries 150 121 114 101 104 10.1 9.0 83 8.1 8.0 7.9 8.5 8.4 7.3 7.7 9.2 9.3 9.1 9.1 8.8
Total of non-OECD countries 294 256 253 247 256 250 252 253 266 273 272 279 284 265 272 300 297 301 309 313
B. Imports
Canada 3.7 3.7 34 3.6 3.6 33 32 3.1 34 33 3.1 3.1 34 35 3.6 3.6 34 33 33 33
France 5.6 6.1 6.4 6.3 6.3 6.7 6.4 6.3 5.4 5.4 55 52 49 53 5.1 4.8 4.8 4.8 5.0 5.0
Germany 8.3 9.1 9.4 9.0 89 101 109 107 9.1 8.9 9.0 8.7 8.1 8.6 8.3 7.7 79 7.6 7.7 7.6
Italy 4.4 44 4.7 45 4.7 49 4.8 4.6 3.7 3.7 3.8 3.6 35 3.7 3.6 34 35 34 34 33
Japan 6.1 55 5.5 6.0 6.2 6.1 6.0 55 5.8 5.8 5.9 5.9 5.6 4.6 4.9 5.4 5.1 4.6 4.5 42
United Kingdom 5.6 5.9 6.2 6.7 6.5 6.4 5.9 5.8 5.4 5.3 52 5.4 5.6 5.8 5.7 53 5.4 53 53 5.3
United States 181 178 171 163 161 149 143 146 161 161 151 154 165 174 188 198 192 189 181 18.0
Other OECD countries 203 21.6 228 23.1 233 244 241 239 236 238 244 249 243 248 249 240 241 246 245 245
Total OECD 721 740 755 753 756 767 756 746 724 724 720 723 718 738 751 740 734 726 717 712
Non-OECD Asia 10.2 9.6 99 112 116 114 126 138 159 162 165 161 160 141 145 159 155 163 171 178
Latin America 3.7 3.8 35 3.1 3.0 2.8 3.0 33 3.6 3.8 3.8 3.9 4.4 4.5 3.7 3.6 3.7 35 3.4 34
Other non-OECD countries 139 126 11.1 104 9.8 9.1 8.8 8.3 8.1 7.6 7.7 7.8 7.8 7.6 6.7 6.5 7.4 7.6 7.7 7.7
Total of non-OECD countries 279 260 245 247 244 233 244 254 276 276 280 277 282 262 249 260 266 274 283 288

Note: Regional aggregates are calculated inclusive of intra-regional trade.

Source: OECD.
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Annex Table 47. Trade balances

$ billion

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Australia -1.0 -19 0.5 -0.7  -34 0.4 35 1.6 -0.1 -3.3 42 -0.6 1.8 54 97 -4.7 1.9 0.2 2.3 2.3
Austria -3.1 -40 -48 48 56 7.0 -86 -7.7 -6.5 79 -67  -713 -4.3 -3.7 3.6 27 -1.3 29 34 39
Belgiumﬁl 1.2 32 2.4 39 3.6 32 3.6 54 7.4 87 11.8 105 9.4 9.3 9.5 4.9 6.0 8.0 7.0 7.0
Canada 11.9 7.2 9.2 8.8 6.5 9.5 6.1 74 102 148 258 31.1 18.6 160 27.1 418 414 358 383 412
Czech Republic -0.5 -14 37 57 50 -26 -19 -31 -3.1 22 26 29
Denmark -0.7  -1.0 0.8 24 2.7 5.0 5.1 74 7.8 7.6 6.7 7.7 5.8 3.8 6.7 6.8 6.8 8.1 9.2 9.8
Finland 1.0 1.8 1.6 1.3 -0.1 0.9 24 4.0 6.4 77 124 113 11.6 125 122 137 127 142 166 193
France -50 -14 78 -7.6 -103 -133 -9.7 24 7.2 72 110 151 266 254 176 -32 32 107 1.2 -14
Germany 283 546 676 763 749 684 195 282 412 509 651 706 713 778 709 584 89.5 123.6 140.6 154.7
Greece -66 -59 -72 -80 96 -132 -13.1 -150 -13.6 -147 -187 -200 ~-19.1 -17.1 -188 -20.5 -19.1 -20.8 -242 -259
Hungary . . . . . . . . -3.3 36 24 27 20 24 22 -18 20 35 -4.5 -5.3
Iceland -0.0 0.1 -0.1 -0.0 0.1 0.1 -0.0 0.0 0.2 0.3 0.2 0.0 00 -04 -03 -0.5 -0.1 0.2 0.2 0.1
Ireland 0.6 1.1 2.6 3.8 4.0 39 4.3 7.0 8.1 93 135 157 186 200 243 259 30.7 328 378 424
Italy -5.4 4.8 0.1 -0.8 -2.7 -1.8 -2.5 -1.0 295 314 388 540 400 365 235 100 160 175 221 273
Japan 549 907 913 923 803 692 962 1247 1394 1441 1321 837 101.6 1225 1233 1166 703 985 1151 130.3
Korea -0.0 4.3 75 113 44 25 -6.8 -1.8 2.3 -2.9 44 -150 -32 416 284 169 134 108 110 18.6
Luxembourg . . . . . . . . . . -7 -19 20 23 26 24 24 -19 32 48
Mexico 8.4 5.0 8.8 2.6 04 -09 -7.3 -159 -135 -185 7.1 6.5 06 -79 -56 -80 -99 97 -138 -185
Netherlands 6.8 7.4 6.3 10.1 9.8 120 12.0 123 169 187 238 228 21.0 204 16.1 17.6 195 30.7 37.7 434
New Zealand -0.0 0.1 0.6 22 1.0 0.9 2.1 1.6 1.7 1.4 0.8 0.5 0.9 09 -04 0.7 1.5 1.0 1.0 14
Norway 30 -38 26 -21 1.1 4.6 6.0 8.3 6.9 7.5 87 13.0 11.7 2.1 10.7 260 260 29.8 323 323
Poland . . . . . . . . -2.5 06 -16 -73 9.8 -12.8 -15.1 -123 -1.7 -8.8 -122 -14.1
Portugal -14  -16  -35 -5.3 -4.7 -6.6 -76 93 80 82 -89 92 99 -122 -138 -140 -134 -124 -128 -13.0
Slovak Republic . . . . . . . . -0.9 0.1 02 23 -2.1 24 -1.1 -09 21 -1.8 2.1 -1.9
Spain -47 -72 -137 -187 -254 -29.1 -304 -304 -15.1 -148 -184 -163 -135 -20.7 -304 -350 -31.6 -30.3 -359 -40.2
Sweden 2.4 5.1 4.5 4.8 4.0 34 6.3 6.2 7.2 94 169 187 190 175 167 150 13,6 155 163 17.6
Switzerland -39 43 -6.0 -6.3 74 -7.1 -6.0 -1.0 1.7 1.6 0.9 09 -03 -1.6 02 25 2.7 2.8 1.8 1.5
Turkey 3.0 3.1 32 -1.8 42 96 73 82 -142 42 -132 -106 -154 -142 -104 -224 45 -11.1 -141 -189
United Kingdom -42 -141 -194 -383 -40.6 -32.8 -182 -228 -19.6 -17.0 -19.0 -214 -202 -36.2 -443 -459 -483 -45.1 -583 -67.2
United States -122.2 -145.1 -159.6 -127.0 -117.7 -111.0 -76.9 -96.9 -132.5 -165.8 -174.2 -191.0 -198.1 -246.7 -346.0 -452.4 -427.2 -477.5 -504.4 -542.2
Euro area 11,5 529 436 503 341 17.6  -302 -4.1 73,5 883 122.1 1453 149.8 1458 104.8 52.7 109.8 1749 190.3 2125
European Union 9.0 428 295 192 02 -6.8 -369 -133 69.0 882 1267 150.3 1543 131.0 83.8 28.6 819 1534 1575 1727
Total OECD -430 -80 -240 -1.5 -388 -532 -273 6.6 640 577 983 50.8 537 17.7 -119.6 -278.1 -223.0 -182.0 -194.1 -203.4

@) Including Luxembourg until 1994.

Source: OECD.

LZ¢ - Xouuy [ealishiels



Annex Table 48. Non-factor services, net

$ billion

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Australia -3.5 29 26 24 43 3.6 -25 26 -15 -1.3 -1.0 -00 -04 -1.1 -0.9 0.3 -0.5 -1.2 -15 -1.3
Austria 33 5.0 5.5 54 6.8 9.1 10.1 9.4 7.5 7.3 4.6 4.6 1.0 24 1.8 1.6 1.3 -0.1 0.1 0.2
Belgiuma 0.2 0.5 1.1 0.7 -0.8 0.0 -02 0.5 1.1 1.2 0.1 0.4 1.4 1.0 1.0 1.7 1.4 1.8 3.8 4.8
Canada -4.1 -4.1 46 -54 -69 91 -100 -10.1 -10.5 -8.5 74 -67 -64 -43 -4.8 50 54 43 -3.8 33
Czech Republic 1.0 0.5 1.8 1.9 1.8 1.9 1.2 1.4 1.5 1.4 1.8 2.2
Denmark 0.7 0.3 0.5 0.8 0.7 1.8 2.8 23 1.6 0.5 0.7 1.3 0.1 -0.3 1.6 23 3.4 2.6 3.5 3.9
Finland -0.5 -0.8  -1.3 -1.8 -2.3 32 36 29 22 -18 22 -1.7 -16 -1.1 -1.4 24 21 -2.3 24 24
France 96 100 104 107 136 149 166 195 173 178 143 151 165 17,6 185 199 17.7 205 258 29.7
Germany -4.5 -7.0 -10.7 -144 -137 -186 -22.6 -31.6 -338 -41.1 -47.0 -454 -425 -470 -530 -50.8 -52.0 -457 -514 -542
Greece 24 2.9 4.0 4.5 4.1 5.7 6.2 7.2 6.8 7.7 7.9 7.6 7.2 7.0 7.6 8.3 7.9 8.3 9.8 10.7
Hungary . . . . . . . . 0.2 0.2 0.6 1.5 2.3 1.8 14 1.8 2.2 1.2 1.5 1.7
Iceland 0.0 0.1 00 -0.0 0.0 00 -00 -0.0 0.0 0.0 0.0 0.0 00 -00 -0.1 -0.1 00 -0.0 0.0 0.0
Ireland -0.3 06 -1.0 -14 -18 -1.7 20 -3.1 3.0 41 -6.3 =77 -9.0 -10.1 -11.1 -129 -15.6 -165 -20.0 -23.5
Italy 34 34 3.5 1.6 2.5 3.6 33 0.6 32 5.2 6.4 7.2 79 4.8 1.2 0.9 02 -62 <72 -6.8
Japan 9.6 -129 -204 -303 -36.7 -429 -419 -440 -43.0 -48.0 -573 -623 -541 -495 -541 -47.6 -43.8 -395 -392 -41.0
Korea 0.5 14 2.3 2.3 04 -06 -22 29 -21 -1.8 3.0 62 32 1.0 -0.7 29 35 -4.7 -6.4 -11.0
Luxembourg . . . . . . . . . . 3.1 34 3.9 4.2 4.7 6.7 6.2 6.6 7.1 8.1
Mexico -0.6  -04 0.3 00 -05 -1.9  -1.8 -2.3 -2.1 -2.0 0.7 04 -07 -09 -18 -2.3 -3.6 -39 44 54
Netherlands -1.2 -13 -1.5 -2.3 -1.4 04 -08 -0.1 -0.1 0.2 1.1 2.0 32 2.5 2.5 -0.7 20 21 42 -6.2
New Zealand -0.3 -0.5 -0.5 0.6  -0.8 -0.8 -0.8 09 -06 -03 -02  -03 -0.7  -07 -02 -0.1 0.1 0.6 0.6 0.7
Norway 1.8 1.2 0.6 1.6 2.6 32 35 0.4 0.8 0.2 0.5 1.4 1.5 0.7 1.0 1.9 2.6 2.7 32 3.6
Poland . . . . . . . . 04 2.8 35 34 32 4.2 1.4 1.4 0.8 14 2.8 33
Portugal 0.6 0.8 1.0 0.7 0.9 1.0 0.8 0.6 1.3 1.2 1.5 1.4 1.5 1.9 1.9 1.9 2.6 2.9 3.7 4.3
Slovak Republic . . . . . . . . 0.3 0.7 0.5 0.0 0.1 0.2 0.2 0.4 0.5 0.4 0.6 0.6
Spain 81 11.8 134 139 127 119 121 124 117 149 186 204 200 219 23.0 223 243 251 288 314
Sweden -06 -1.8 -1.7 -22 30 -33 26 23 0.1 02 -06 -13 -1.8 26 23 -2.7 -0.9 -0.2 -0.5 -0.8
Switzerland 4.8 6.6 8.3 8.3 8.0 94 103 107 114 115 129 124 131 135 144 152 143 162 183 19.6
Turkey 1.5 1.6 2.1 3.7 3.9 49 52 5.8 6.7 7.0 9.6 6.6 109 135 74 113 9.1 104 107 13.1
United Kingdom 8.6 9.5 11.1 7.9 6.0 7.7 7.2 9.6 9.9 98 134 150 205 210 191 180 151 165 192 19.7
United States 0.3 6.5 79 124 246 302 458 604 637 692 778 892 904 798 838 737 689 412 376 342
Euro area 212 247 246 176 207 222 199 126 9.9 8.5 2.2 7.3 9.4 5.1 -3.3 -3.6 -100 -76 -62 -37
European Union 30.0 327 346 241 244 284 272 221 215 190 157 224 282 231 150 141 77 113 161  19.1
Total OECD 20.8 292 281 13.7 148 17.1 329 368 460 49.1 549 638 858 832 632 636 509 332 378 362

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 49. Investment income, net

$ billion

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Australia -4.5 49 -58 -86 -104 -132 -122 -10.1 -8.1 -124 -140 -152 -13.8 -114 -11.6 -10.8 -10.2 -11.7 -13.6 -14.1
Austria -02 -06 -08 -09 -09 -09 -14 -14 -15 -1.7 24 09 -15 20 29 25 -3.0 2.8 34 -39
Belgiuma 0.9 1.2 1.5 1.7 34 4.0 4.9 54 6.0 6.4 6.4 6.0 5.7 6.5 6.2 6.1 53 8.9 9.6 9.8
Canada 128 -140 -17.1 175 -205 -194 -174 -17.5 -208 -189 -22.7 -21.5 -209 -200 -21.6 -19.1 -17.8 -18.7 -184 -18.5
Czech Republic -0.1 -0.0  -0.1 -0.7  -0.8 -1.1 -14 -14  -15 -2.5 29 33
Denmark 26  -35 -4.1 -3.7  -38 -5.1 -5.1 -49  -38 -3.8 -3.8 37 34 28 23 3.6 -35 34 41 -4.4
Finland -1.0 -13 -6 -1.7 27 37 -4.7 54 49 44 44 36 24 31 20 -1.8 -2.1 -4 22 21
France -2.3 -7 -1.7  -10 -03 -1.6 -33 -60 -66 -60 -84 -19 7.4 9.1 189 138 148 101 11.0 119
Germany 4.7 53 52 94 143 206 203 21.8 16.6 29 0.1 1.0 -14 -72 95 -3.0 -11.3 -109 9.6 -85
Greece -1.3 -1.5 -1.6 -1.7  -1.8 -1.9  -19 23 -6 -14  -1.8 20 -17 -16 -07 -09 -18 -1.9  -1.8 -2.1
Hungary . . . . . . . . -2 -14  -18 -15 -4 -19  -17 1.6 -1.5 -1.5 -4 -13
Iceland -0.1 -02 -02 -02 -02 -02 -02 -02 -01 -02 -02 -02 -02 -02 -02 -03 -0.3 02  -02 -03
Ireland -2.1 26 -3.1 -39  -43 50 46 56 -53 54 -713 -82 97 -106 -140 -13.7 -158 -169 -198 -21.3
Italy 27 42 49 55 -72 -146 -175 -220 -174 -169 -159 -154 -10.1 -109 -11.2 -12.0 -103 -12.0 -12.7 -13.1
Japan 6.8 93 163 206 229 227 260 357 407 404 441 534 581 547 578 603 69.1 731 844 875
Korea 2.1 -2.3 -1.6 -13 -0.6  -0.1 02 -04 -04 -05 -1.3 -1.8 -25 56 52 24 09 -02 0.5 0.2
Luxembourg . . . . . . . . . . 1.6 1.3 0.5 02 -05 -1.3 -1.6 23 -19  -13
Mexico 9.0 -75 -6.8  -72 -83 -86 -86 96 -114 -13.0 -133 -139 -128 -133 -129 -148 -13.7 -132 -134 -132
Netherlands -02 -02 14 1.2 29  -0.6 04 -1.0 0.8 35 7.1 32 6.5 -2.8 33 32 -84  -78 -8.1 -8.6
New Zealand -1.3 -1.5 20 21 -19  -16 25 -2.5 29 34 40 47 49 26 -31 -3.5 -3.1 -3.3 -4.0 -49
Norway -1.2 -13 -14  -25 -2.8 34 40 28 -2.8 22 -19 -19 -17 -12 -19 -17 -0.9 14 2.5 2.6
Poland . . . . . . . . 34 26 20 -1.1 -1.1 -2 1.0 -1.5 -4 -1.8 24 30
Portugal -1.1 -1.0 -08 -08 -06 -0.1 0.2 0.6 02 -06 -00 -10 -15 1.6 -1.8 -2.3 -3.1 3.6 40 42
Slovak Republic . . . . . . . . -0.0  -0.1 -0.0  -0.0 -0.1 02 -03 -04  -03 -04  -05 -0.5
Spain -7 -1.8 26 -33 -2.8 -3.5 -4.3 -5.8 3.6 -7.8 -4.1 -6.1 -6.8 -75 -9.5 -8.3 9.6 -119 -132 -139
Sweden 20 20 -16 -18 -2.3 -4.5 -6.4 -10.0 -8.8 59 55 -6.3 49 32 20 -14 31 -2.9 34 34
Switzerland 5.0 5.8 6.8 8.9 8.1 8.8 8.9 8.4 9.1 79 11.8 126 162 17.8 202 212 127 133 145 158
Turkey -6 -19  -21 -2.5 =23 -2.5 -2.7 2.6 27 -33 32 29 30 -30 -35 4.0 50 41 -3.6 -3
United Kingdom -0.0 4.2 1.4 1.3 1.2 <51 -5.9 02 -03 5.1 33 1.8 64 208 4.1 141 132 181 179 132
United States 257 155 143 187 19.8 285 241 23.0 239 167 246 241 202 76 181 218 144 -144 -257 -27.7
Euro area -7.0 -85 9.0 -64 00 -74 -120 -21.7 -17.3 -313 -29.1 -27.8 -150 -31.5 -23.6 -290 -469 -524 -560 -57.3
European Union 116 -98 -132 -106 -7.3 -22.1 -294 -364 -302 -359 -350 -359 -17.0 -16.7 -23.7 -199 -404 -40.6 -456 -51.8
Total OECD -6.7 -127 -129 -44 36 -11.2 -181 -151 -105 -289 -19.1 -11.3 144 1.9 8.1 221 -09 -247 -299 -355

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. Current account balances
$ billion

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Australia -7.8 -84 -67 -100 -163 -140 -92 95 -81 -152 -174 -140 -10.7 -165 -206 -132 -73 -11.9 -128 -13.0
Austria -0.1 03 -02 -03 0.3 12 -00 -07 -14 -33 -62 -54 -65 -52 -67 -50 -42 -16 -15 -14
Belgium? 1.7 4.0 3.6 4.7 4.4 53 6.2 88 119 13.0 142 129 128 12,6 122 8.8 86 143 158 17.1
Canada -57 -112 -135 -149 -21.8 -198 -224 -21.1 -21.7 -13.0 -44 34 82 717 1.3 186 195 136 168 20.1
Czech Republic . .. . . . . . . 05 -08 -14 -41 -36 -14 -l6 -27 -26 -29 -33 -35
Denmark 27 45 30 -16 -17 0.6 1.2 32 3.9 2.3 1.2 2.7 07 -1.6 32 25 4.1 42 5.4 5.9
Finland -08 -07 -17 -27 58 -70 -68 -51 -1l 1.1 54 5.1 6.8 73 7.7 8.9 7.8 8.6 9.6 119
France -0.2 24 45 46 46 98 57 4.8 9.6 74 11.0 208 37.8 393 413 172 212 260 215 230
Germany 183 402 458 527 571 486 -184 -145 97 -243 -207 -79 -31 -67 -191 -204 23 395 500 624
Greece 38 -21 -18 -16 33 47 27 36 -20 -14 45 -64 -53 37 53 -75 -72 -81 -88 -93
Hungary . . . . . . . . 35 40 -25 -17 -10 -23 21 -13 -1.1 -34 41 45
Iceland -0.1 00 -02 -02 -01 -0 -03 -02 0.0 0.1 01 -01 -01 -06 -06 -09 -04 -00 -00 -01
Ireland -08 -09 -01 -00 -06 -04 0.3 0.5 1.8 1.5 1.7 2.0 1.9 0.7 0.4 01 -03 -02 -17 -19
Italy 4.2 22 25 -70 -11.2 -168 -242 -30.2 80 126 250 39.1 337 230 82 54 -01 91 71 24
Japan 50.7 854 841 792 633 441 683 1126 1319 1304 111.1 658 96.8 119.0 1148 1195 87.7 1283 153.2 169.7
Korea -0.8 47 101 145 54 20 -83 -39 1.0 -39 -85 -230 -82 404 245 122 8.6 5.0 5.4 7.4
Luxembourg . . . . . . . . . . 24 2.2 1.8 1.6 1.1 2.5 1.7 1.8 1.3 1.2
Mexico 08 -14 42 24 58 715 -146 -244 -234 -297 -16 -25 -77 -161 -140 -181 -179 -169 -21.3 -265
Netherlands 4.4 43 42 7.1 9.4 8.1 75 6.8 131 171 256 212 246 129 155 7.4 24 129 17.0 199
New Zealand -16 -18 -17 -04 -16 -14 -12 -17 -17 21 -31 -39 -44 21 35 27 -14 -16 -24 27
Norway 30 47 44 40 -01 3.1 43 4.4 3.6 3.8 52 11.0 10.0 0.0 84 248 259 318 355 358
Poland .. . . . . . . . -4.6 1.0 09 -33 -57 -69 -125 -100 -54 -61 -87 -10.7
Portugalb 0.4 1.2 04 -1.0 02 -02 -07 -03 03 -23 -02 -44 -1 -78 -98 -11.0 -103 -94 9.1 -89
Slovak Republic . . . . . . . . -0.6 0.7 04 -21 -20 -20 -0 -07 -18 -16 -18 -17
Spain 2.8 39 -02 -37 -109 -181 -199 -216 -57 -64 0.8 0.4 25 -30 -139 -195 -151 -158 -188 -20.6
Sweden -1.0 00 -00 -06 -31 -63 -47 -75 -26 2.5 8.1 8.5 9.0 8.2 8.7 7.6 6.3 9.1 9.0 10.2
Switzerland 5.1 6.9 7.6 9.1 7.0 87 106 152 195 175 214 219 255 260 303 309 202 274 291 313
Turkey -1.0 -15  -0.8 1.6 09 -26 02 -10 -64 26 23 24 26 20 -14 98 34 -13 29 38
United Kingdom 05 -35 -127 -354 -43.1 -39.1 -190 -229 -179 -103 -143 -135 -29 -80 -319 -289 -303 -27.0 -394 -539
United States -118.2 -147.2 -160.7 -121.2 -99.5 -79.0 37 -485 -82.5 -118.2 -105.8 -117.8 -128.4 -203.8 -292.9 -410.3 -393.4 -509.8 -553.6 -599.7
Euro area 177 547 430 437 349 62 -644 -551 248 150 545 79.6 1009 710 31.6 -23.7 6.8 589 681 909
European Union 145 467 273 6.1 -13.0 -38.6 -87.0 -824 8.1 95 496 773 1077 69.6 115 -426 -132 452 432 531
Total OECD -61.2 -323 -547 -426 -81.6 -109.0 -55.7 -604 120 -214 415 42 574 24 -159.2 -306.2 -279.0 -304.3 -327.7 -348.9

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 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 51. 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

Estimates and projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
-47 49 33 -38 56 -46 -30 31 -27 -45 48 35 27 46 -53 -34 -20 30 -29 -28
-0.1 03 -02 -02 0.2 0.7 00 -04 -08 -16 -26 23 -32 25 32 -26 -22 -08 -07 -06
2.0 35 2.5 3.0 2.8 2.7 3.1 39 55 55 5.1 4.8 5.2 5.0 4.8 3.8 3.8 5.8 5.8 6.0
-6 -30 32 -30 -39 -34 37 36 -39 -23 -08 05 -13 -12 0.2 2.6 2.8 1.9 2.2 2.4
13 -19 -26 -71 -67 -24 28 53 46 -42 43 42

46 -53 29 -14 -16 0.4 0.9 22 2.8 1.5 0.7 1.4 04 -09 1.8 1.6 2.5 2.4 2.8 2.9
-4 -09 -19 -25 -50 -51 -54 47 -13 1.1 4.1 4.0 5.6 5.6 6.0 7.4 6.4 6.5 6.5 7.6
-0.1 03 05 -05 -05 -08 -05 0.4 0.8 0.5 0.7 1.3 2.7 2.7 2.9 1.3 1.6 1.8 1.4 1.4
2.8 4.4 4.0 43 4.7 32 -10 -07 -05 -11 -08 -03 -01 -03 -09 -I1 0.1 2.0 23 2.8
92 44 31 -23 49 56 -29 36 -21 -14 -39 52 44 31 42 -67 -62 -61 -59 -58
. . . . . . . . 90 -95 -55 -38 21 -49 44 29 -21 -53 -54 55
-3.8 05 -33 37 -19 -21 -40 -24 0.7 2.0 08 -18 -1.7 -70 -70 -103 45 -01 -02 -12
37  -31 -02 -01 -15 -08 0.7 1.0 3.7 2.7 2.6 2.8 2.4 0.9 0.4 01 -03 -02 -12 -13
-1.0 03 -03 -08 -13 -15 21 -25 0.8 1.2 23 32 2.9 1.9 07 -05 -00 -08 -05 -02
3.7 4.2 34 2.7 2.1 1.5 2.0 3.0 3.0 2.7 2.1 1.4 2.2 3.0 2.6 2.5 2.1 32 3.8 4.2
-0.8 4.3 7.4 7.9 24 08 -28 -12 03 -1.0 -1.7 -44 -15 128 6.0 2.7 2.0 1.1 1.0 1.3
. . . . . . . . . . 133 122 104 8.8 56 131 8.7 8.7 5.6 5.1
08 -0.8 28 -13 27 -29 47 67 -58 -7.1 05 -08 -19 -38 -29 -31 -29 -27 -33 -38
32 24 1.8 2.9 4.0 2.7 2.5 2.0 4.0 4.9 6.2 52 6.5 33 3.9 2.0 0.6 3.1 3.6 4.0
72 62 49 -10 -38 -32 -28 42 40 -40 -52 -59 -65 -39 -62 -52 -28 27 -36 -40
46 -60 47 -40 -0.1 2.5 3.6 3.4 3.0 3.0 3.5 6.8 6.3 0.0 53 150 154 164 164 158
. . . . . . . . -5.2 1.0 07 23 -40 -44 81 -63 -30 -33 -44 52
1.5 33 1.0 -2.0 03 -03 -08 -02 04 24 -01 -39 -57 -69 -85 -103 94 -78 -69 -64
. . . . . . . . -4.7 43 20 -102 92 90 49 37 -86 -70 -64 54
1.6 16 -00 -10 -28 -35 -36 -36 -11 ~-13 0.1 0.1 04 05 -23 -35 -26 -24 -26 -27
-1.0 00 -00 -03 -16 -26 -19 -30 -13 12 34 3.2 3.8 3.4 3.6 33 3.0 39 3.5 3.7
52 5.0 4.4 4.9 3.9 3.8 4.6 6.2 8.2 6.7 6.9 74 10.0 99 11.7 129 82 10.0 99 104
-5 -19  -09 2.0 09 -1.7 01 -06 -36 22 -15 -13  -13 .1 09 -49 23 08 -16 -20
01 -06 -18 43 -51 40 -18 -21 -19 -10 -13 -11 -02 -06 -22 -20 -21 -17 -23 -30
-28 33 34 24 -18 -14 0or -08 -12 -17 -14 -15 -15 -23 -32 42 -39 49 51 -53
0.8 1.8 1.1 1.0 0.8 01 -1 -09 0.4 0.2 0.8 1.1 1.6 1.1 05 -04 0.1 0.9 0.9 1.2
0.5 1.2 0.6 01 -02 -06 -12 -1.1 0.1 0.1 0.6 0.9 1.3 0.8 01 -05 -02 0.5 0.5 0.5
-07 -03 -04 -03 -05 -06 -03 -03 0.1 -0.1 0.2 0.0 02 -00 -06 -12 -11 -12 -12 -12

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 52. Structure of current account balances of major world regions

$ billion
Estimates and projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Trade balance
OECD -43 -8 -24 -1 -39 -53 -27 7 64 58 98 51 54 18 -120 -278 -223 -182 -194 -203
Non-OECD of which: 53 16 51 33 48 69 54 29 -0 30 10 40 52 40 148 263 194 183 206 206
Non-OECD Asia of which: -9 -1 13 2 3 8 10 4 -13 -4 -15 -11 27 88 98 84 78 80 93 95
China -13 -9 2 -5 -6 9 9 5 -11 7 18 20 46 47 36 34 34 34 29 25
Dynamic Asia® 18 22 28 21 22 11 11 8 8 3 -13 -6 1 62 78 73 68 72 90 95
Other Asia -13 -14 -13 -14 -13 -12 -9 -10 -11 -14 -20 -24 -21 -20 -16 -23 -24 -26 -26 -25
Latin America 25 12 12 22 28 31 19 10 2 2 -8 -6 -19 -33 -6 8 7 10 13 20
Africa and Middle-East 31 -4 15 4 22 53 23 14 11 23 25 54 48 -11 33 118 73 65 71 71
Central and Eastern Europe 5 8 12 6 -6 -23 1 2 -0 10 8 3 -3 -4 23 52 36 28 23 14
World 10 8 27 31 10 16 26 36 63 88 109 91 106 58 28 -15 -29 1 12 3
Services and private transfers
OECD 10 10 3 -5 -4 -11 -1 2 17 -1 11 26 73 59 38 51 12 -35 -38 -48
Non-OECD of which: -83 -67 -68 -74 -83 -85 -102 -90 91 -82  -110 -104 -109 -115 -109 -121 -112 -114 -127 ~-134
Non-OECD Asia of which: -5 -1 2 -4 -4 -3 -1 -0 -2 3 -16 -6 1 -11 -14 -8 -1 -0 -4 -7
China 2 2 2 2 1 3 4 1 -1 0 -17 -13 -10 -15 221 -14 -17 -15 -14 -15
Dynamic Asia® 9 -5 -6 -6 -5 -4 -4 -1 -1 -1 2 1 1 3 2 -5 5 6 0 3
Other Asia 3 3 2 0 -0 -1 -1 -0 1 4 3 6 10 8 9 11 10 10 10 11
Latin America -30 -30 -28 -31 -33 =27 -24 221 -26 -26 -30 -33 -42 -44 -39 -39 -44 -46 -47 -48
Africa and Middle-East -49 -38 -40 -39 -47 -57 =73 -58 -56 -54 -54 -61 -58 -48 -48 -63 -55 -55 -63 -65
Central and Eastern Europe 1 1 1 1 1 1 -4 -10 -6 -5 -10 -5 -10 -12 -9 -11 -11 -12 -13 -14
World® -73 -58 -65 =78 -87 -96 -103 -88 -74 -83 -99 -78 -36 -56 =71 =70 99 -149  -165 -182
Official transfers
OECD -28 -34 -34 -37 -39 -45 -28 -69 -69 -78 -67 =73 -69 =719 =11 =719 -68 -87 -95 -97
Non-OECD of which: 10 12 10 13 12 4 -9 18 18 14 15 14 13 12 12 11 12 12 13 14
Non-OECD Asia of which: 2 3 3 3 2 2 3 3 3 3 4 3 3 2 1 1 2 2 2 2
China 0 0 -0 0 0 0 0 0 0 -1 1 0 0 0 0 0 0 0 0 0
Dynamic Asia® 0 0 0 0 0 1 0 1 0 1 1 0 0 0 1 1 0 0 0 0
Other Asia 2 2 2 2 2 2 2 2 2 3 3 3 2 2 0 0 1 2 2 1
Latin America 2 2 2 2 2 2 2 2 2 2 2 2 1 1 2 2 1 1 2 2
Africa and Middle-East 6 7 6 8 8 -1 -20 10 10 8 7 7 6 6 6 6 7 7 7 7
Central and Eastern Europe 0 0 0 0 0 1 6 4 4 2 2 2 2 2 3 2 2 2 2 2
World -18 =22 -24 -24 =27 -41 -37 -51 -51 -63 -53 -60 -57 -67 -66 -68 -57 -75 -82 -84
Current account balance
OECD -61 -32 -55 -43 -82  -109 -56 -60 12 21 42 4 57 2 -159 306 -279  -304  -328  -349
Non-OECD of which: -20 -40 -6 -28 -22 -12 -58 -43 -73 -37 -85 -50 -44 -63 51 152 95 82 92 86
Non-OECD Asia of which: -11 1 14 0 2 8 12 6 -12 2 =27 -14 31 80 85 77 78 82 91 90
China -11 -7 0 -4 -4 12 13 6 -12 7 2 7 37 31 16 21 17 18 15 10
Dynamic Asia® 8 17 22 16 17 7 7 8 7 3 -14 -5 3 59 77 68 73 78 90 93
Other Asia -8 -9 -9 -11 -11 -12 -8 -8 -8 -8 -15 -16 -9 -11 -7 -11 -12 -14 -14 -13
Latin America -4 -16 -14 -8 -3 6 -3 -9 -23 22 -36 -37 -60 -76 -43 -29 -36 -35 -32 =27
Africa and Middle-East -12 -35 -19 =27 -17 -4 -70 -35 -35 -23 -22 -0 -4 -53 -9 62 25 17 20 19
Central and Eastern Europe 6 10 13 7 -4 -21 3 -4 -3 6 -0 0 -11 -14 17 43 28 18 13 3
World® -81 =72 -61 =70 -104  -121 -114 -103 -61 -59 -44 -46 14 -66  -108 -154 -184 223 -235 -263

Note: Historical data for the OECD area are aggregates of reported balance-of-payments data of each individual country. Because of various statistical problems as well as a large 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 Asia includes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand.
b) Reflects statistical errors and asymmetries. Given the very large gross flows of world balance-of-payments transactions, statistical errors and asymmetries easily give rise to world totals (balances) that are significantly

different from zero.
Source: OECD.
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Annex Table 53. Semi-annual demand and output projections

Percentage changes from previous period, seasonally adjusted at annual rates, volume

Satistical Annex - 233

Private consumption
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Public consumption
Canada
France
Germany
Ttaly
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 ?

2002 2003 2004

2002 2003 2004
1 I I 1T 1 I
2.6 29 2.9 32 2.8 2.8 2.9 29 2.8
1.5 1.7 2.8 1.2 1.2 1.7 22 2.9 3.0
-0.5 1.1 22 -1.5 1.0 1.0 1.5 2.3 2.5
-0.3 0.9 2.2 -0.4 0.3 0.8 1.7 22 2.4
0.8 0.5 0.8 1.3 0.6 0.5 0.6 0.8 0.8
3.6 29 2.5 34 3.6 2.8 2.6 2.4 2.4
3.1 2.3 34 35 2.7 1.7 32 35 34
0.6 1.5 2.5 0.1 1.1 1.5 2.0 2.6 2.7
1.1 1.8 2.5 0.7 1.5 1.7 2.1 2.5 2.6
2.1 2.0 2.7 2.1 22 1.8 2.5 2.8 2.8
1.9 2.7 2.6 1.2 2.7 2.7 2.6 2.6 2.6
3.4 2.8 22 3.1 4.5 22 2.2 2.2 2.2
1.1 0.8 0.7 1.7 1.0 0.7 0.7 0.7 0.7
1.9 1.2 1.0 2.1 1.6 1.2 1.0 1.0 1.0
2.4 1.9 1.7 1.9 3.0 1.4 1.7 1.7 1.7
4.5 2.8 3.0 49 2.2 3.0 3.0 3.0 3.0
4.2 29 2.5 4.7 2.7 29 29 2.5 2.2
2.1 1.6 1.4 2.3 2.3 1.3 1.3 1.4 1.4
24 1.7 1.5 2.6 2.1 1.5 1.5 1.5 1.5
3.0 2.2 2.0 2.3 3.8 1.7 2.1 2.0 1.9
3.4 39 53 33 4.8 32 4.4 5.6 5.8
0.0 0.3 3.1 0.3 -0.3 -0.1 1.9 3.4 3.7
-4.7 0.6 1.3 -5.6 -0.8 2.5 -1.7 2.0 3.1
-2.7 1.8 2.6 -5.8 0.6 2.1 2.6 2.6 2.6
-5.5 -2.1 -0.7 -6.3 0.3 -3.1 -2.3 0.1 -0.7
-4.4 24 3.9 -6.3 0.7 2.8 32 4.0 44
-2.0 2.0 5.0 -0.5 -0.3 1.7 4.8 4.9 5.1
-1.9 1.6 3.1 -2.7 0.2 2.1 1.9 33 3.8
-2.3 1.7 3.1 -33 0.1 23 2.0 33 3.7
-1.9 1.8 3.7 -1.9 0.9 1.7 3.0 3.9 4.1
29 32 34 4.3 33 3.0 3.4 35 32
1.0 2.4 29 0.9 1.6 2.6 2.7 3.0 3.0
-1.1 1.4 2.1 -1.5 1.1 1.6 1.1 2.5 2.5
0.7 1.1 2.0 1.1 0.6 1.1 1.7 2.1 2.2
-1.4 0.3 0.6 -1.5 1.3 -0.2 0.1 0.8 0.6
2.3 3.0 32 1.9 3.1 2.9 29 33 34
2.8 2.7 3.8 4.2 25 22 3.8 3.8 3.6
0.4 1.8 2.6 0.3 1.4 2.0 2.1 2.7 2.7
0.7 2.0 2.6 0.6 1.6 2.1 22 2.7 2.8
1.6 2.2 3.0 1.9 2.4 2.0 2.7 3.1 3.0
1.6 6.1 7.6 3.0 6.2 53 7.6 7.7 75
0.2 52 7.5 1.9 35 5.0 7.4 7.6 7.3
1.8 53 8.0 1.6 39 52 7.1 8.2 8.3
-1.4 6.0 7.7 2.4 42 6.2 72 7.7 7.8
55 7.6 6.2 14.2 7.6 7.8 7.4 6.1 5.2
-1.1 4.2 7.8 1.6 2.9 3.7 6.3 8.2 8.2
-1.2 7.0 8.2 2.6 6.1 6.8 8.4 8.1 8.0
1.1 6.6 7.8 3.8 5.8 6.3 7.8 7.8 7.6

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 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.org/eco/sour ces-and-methods).

a) Includes intra-regional trade.
Source: OECD.
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Annex Table 53. (cont'd) Semi-annual demand and output projections

Percentage changes from previous period, seasonally adjusted at annual rates, volume

2002 2003 2004 2002 2003 2004
1 11 1 11 1 11

Import of goods and services
Canada 0.3 6.8 7.8 1.4 7.2 6.1 7.7 7.9 7.6
France 0.1 7.4 7.9 1.5 3.6 8.4 94 7.5 7.2
Germany -2.5 5.4 7.7 -4.5 4.4 5.3 6.7 8.0 8.0
Italy -0.1 5.0 6.3 0.4 4.3 4.9 6.0 6.2 6.5
Japan -1.2 3.9 4.5 0.1 6.4 2.9 34 5.0 4.5
United Kingdom 1.5 5.9 8.6 3.7 4.8 5.7 7.2 9.1 9.1
United States 3.4 6.5 8.1 8.1 7.4 5.2 8.1 8.2 7.7
Total OECD” 1.8 6.1 7.6 4.1 6.4 5.5 7.2 7.8 7.5

GDP
Canada 33 3.1 3.5 4.9 3.1 2.8 3.6 3.6 34
Germany 0.4 1.5 2.5 0.6 1.1 1.7 1.5 2.8 2.9
Italy 0.3 1.5 2.5 0.2 0.6 1.6 2.2 2.6 2.7
Japan -0.7 0.8 0.9 -0.1 1.5 0.4 0.7 1.1 0.8
United States 2.3 2.6 3.6 3.5 2.2 2.2 3.7 3.6 3.5
Euro area 0.8 1.8 2.7 0.8 14 1.9 2.2 2.9 3.0
European Union 0.9 1.9 2.7 0.9 L5 1.9 22 2.8 29
Total OECD 1.5 2.2 3.0 1.7 2.2 2.0 2.8 3.1 3.0

Per cent of GDP

Current account balance
Canada 1.9 2.2 24 1.8 1.9 2.0 2.3 24 2.5
France 1.8 1.4 1.4 1.8 1.9 1.5 1.3 1.4 1.5
Germany 2.0 2.3 2.8 1.9 2.1 2.2 2.4 2.7 2.9
Italy -0.8 -0.5 -0.2 -0.9 -0.7 -0.6 -0.5 -0.3 -0.1
Japan 32 3.8 4.2 3.1 34 3.6 4.0 4.2 4.3
United Kingdom -1.7 -2.3 -3.0 -1.5 -1.9 2.2 2.5 -2.9 -3.2
United States -4.9 -5.1 -5.3 -4.7 -5.1 -5.1 -5.1 -5.2 5.3
Euro area 0.9 0.9 1.2 0.8 0.9 0.9 0.9 1.1 1.3
European Union 0.5 0.5 0.5 0.5 0.5 0.5 0.4 0.5 0.6
Total OECD -1.2 -1.2 -1.2 -1.1 -1.1 -1.1 -1.1 -1.1 -1.2

$ billions

Current account balance
Canada 13.6 17 20 12.9 14.2 16 18 19 21
France 26.0 22 23 23.9 28.1 23 20 22 24
Germany 39.5 50 62 35.8 433 47 53 59 66
Ttaly 9.1 -7 -2 -9.6 -8.6 -8 -6 -4 -1
Japan 128.3 153 170 118.7 137.8 146 160 168 171
United Kingdom -27.0 -39 -54 -22.6 -31.4 -36 -43 -51 -57
United States -509.8 -554 -600 -484.8 -534.7 -543 -564 -589 -611
Euro area 58.9 68 91 52.7 65.1 66 70 85 97
European Union 45.2 43 53 43.4 47.0 45 42 50 56
Total OECD -304.3 -328 -349 -289.5 -319.0 -323 -332 -342 -356

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://www.oecd.or g/eco/sour ces-and-methods).

a) Includes intra-regional trade.

Source: OECD.




Annex Table 54. Semi-annual price, cost and unemployment projections
Percentage changes from previous period, seasonally adjusted at annual rates
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Private consumption deflator
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area

European Union
Total OECD

Total OECD less high inflation countries?

GDP deflator
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area

European Union
Total OECD

Total OECD less high inflation countries’

Unit labour cost (total economy)

Canada

France

Germany

Italy

Japan

United Kingdom
United States
European Union
Total OECD

Total OECD less high inflation countries *

Unemployment
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

2002 2003 2004 2002 2003 2004
1 I 1 1| 1 1|
2.0 2.7 2.4 1.9 3.1 2.6 2.3 2.4 2.4
1.6 1.6 1.6 1.8 1.5 1.5 1.7 1.5 1.6
1.6 1.4 1.1 1.8 1.4 1.4 1.2 1.1 1.2
2.6 2.5 2.0 2.6 2.6 2.5 2.2 2.0 1.8
-1.5 -1.6 -1.6 -1.3 -1.6 -1.6 -1.6 -1.6 -1.5
1.1 1.8 2.1 1.0 1.8 1.8 1.9 2.1 2.2
1.4 14 1.2 14 1.9 1.1 1.3 1.2 1.3
2.2 2.0 1.8 2.3 2.1 2.0 1.9 1.7 1.7
2.0 2.0 1.8 2.2 2.0 2.0 1.9 1.8 1.8
2.1 1.9 1.5 2.1 2.3 1.9 1.7 1.5 1.5
1.3 1.3 1.2 14 1.5 1.2 1.2 1.2 1.2
1.0 2.6 2.2 2.3 3.1 2.6 2.3 2.1 2.1
1.9 1.6 1.6 2.0 1.6 1.6 1.5 1.6 1.6
1.6 1.2 1.1 1.8 1.4 1.2 1.1 1.1 1.1
2.4 2.3 2.0 2.2 2.6 2.2 2.2 2.0 1.9
-1.0 -1.6 -1.4 -1.0 -1.5 -1.7 -1.5 -1.4 -1.5
3.2 2.4 2.6 4.3 2.6 2.3 2.3 2.6 2.7
1.1 1.3 1.3 0.9 1.1 1.5 1.3 1.3 1.3
2.2 1.9 1.8 2.4 1.9 2.0 1.9 1.8 1.8
2.4 2.0 1.9 2.7 2.0 2.0 1.9 1.9 1.9
2.2 1.8 1.6 2.6 1.8 1.9 1.6 1.6 1.5
1.3 1.3 1.2 1.5 1.3 1.3 1.2 1.3 1.2
1.2 24 2.0 0.7 2.5 2.5 2.1 1.9 2.0
2.0 0.8 0.6 1.4 0.9 0.8 0.8 0.5 0.7
1.2 0.9 0.9 1.2 1.0 0.8 1.1 0.8 0.9
5.0 2.5 1.9 59 2.8 2.5 2.0 1.9 1.7
-1.3 -1.3 -1.2 2.0 -3.0 -0.7 -0.9 -1.4 -1.2
2.5 2.8 2.7 2.9 2.6 2.8 3.0 2.7 2.6
-0.3 1.8 1.5 -1.2 1.7 2.1 1.3 1.6 1.7
2.8 1.8 1.6 3.0 1.9 1.8 L7 1.6 1.6
1.7 2.0 1.6 1.9 1.6 2.3 L7 1.6 1.6
1.0 14 1.3 0.6 1.2 1.7 1.3 1.2 1.3
Per cent of labour force
7.6 7.3 6.9 7.7 7.5 7.4 7.2 7.0 6.8
9.0 9.4 9.1 8.9 9.2 9.4 9.5 9.3 9.0
7.8 8.1 7.7 7.6 7.9 8.0 8.1 7.9 7.5
9.2 9.2 9.1 9.1 9.2 9.2 9.2 9.1 9.1
5.5 5.6 5.6 5.3 5.6 5.6 5.6 5.6 5.6
5.2 5.2 4.9 5.2 52 52 5.1 5.0 4.8
5.8 6.0 5.7 5.8 5.8 6.1 6.0 58 56
8.3 8.5 8.3 8.1 8.4 8.5 8.5 8.4 8.2
7.6 7.8 7.5 7.5 7.7 1.1 7.8 7.6 7.4
6.8 6.9 6.7 6.8 6.9 6.9 6.9 6.8 6.6

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 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.org/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.

© OECD 2002
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Annex Table 55. Contributionsto changesin real GDP in OECD countries

As a per cent of real GDP in the previous period, seasonally adjusted at annual rates

2001 2002 2003 2004 2001 2002 2003 2004
Australia Germany
Final domestic demand 1.8 5.1 3.7 3.7 Final domestic demand -0.2 -1.1 0.9 1.6
Stockbuilding -0.3 0.0 0.1 0.2 Stockbuilding -0.6 0.0 04 04
Net exports 1.2 -1.6 -0.2 -0.2 Net exports 1.4 1.4 0.2 0.5
GDP 2.8 3.5 3.7 3.8 GDP 0.6 0.4 1.5 2.5
Austria Greece
Final domestic demand -0.1 -0.2 1.6 2.3 Final domestic demand 3.7 3.9 4.5 3.9
Stockbuilding 0.0 -0.1 0.0 0.0 Stockbuilding 0.1 0.0 0.0 0.0
Net exports 1.1 0.9 0.3 0.3 Net exports 0.3 -0.3 -0.6 -0.1
GDP 1.0 0.7 1.9 2.6 GDP 4.1 3.6 39 3.8
Belgium Hungary
Final domestic demand 1.1 0.2 1.9 2.4 Final domestic demand 3.3 7.2 5.3 3.9
Stockbuilding -0.5 0.6 0.0 0.0 Stockbuilding -1.2 -1.8 0.2 0.6
Net exports 0.3 -0.1 0.2 0.5 Net exports 1.7 -2.3 -1.5 -0.5
GDP 0.8 0.7 2.1 2.8 GDP 3.8 3.1 4.1 4.0
Canada Iceland
Final domestic demand 2.4 2.5 2.9 32 Final domestic demand 2.3 3.3 1.5 4.5
Stockbuilding -1.3 0.4 0.1 0.1 Stockbuilding -0.9 0.3 0.0 0.0
Net exports 0.6 0.6 0.1 0.4 Net exports 6.8 3.0 0.2 -0.9
GDP 1.5 33 3.1 35 GDP 3.7 0.0 1.7 3.7
Czech Republic Ireland
Final domestic demand 4.6 3.9 3.5 3.7 Final domestic demand 3.3 3.5 34 3.9
Stockbuilding 0.7 -0.6 0.1 0.2 Stockbuilding 0.1 -0.2 0.2 0.0
Net exports -2.0 -0.8 -0.3 -0.3 Net exports 2.0 0.4 0.0 0.5
GDP 33 2.5 33 3.6 GDP 6.0 3.6 3.6 4.4
Denmark Italy
Final domestic demand 0.6 1.5 1.5 2.1 Final domestic demand 1.6 -0.4 1.1 2.0
Stockbuilding 0.4 -0.3 0.1 0.0 Stockbuilding 0.0 1.1 0.0 0.0
Net exports -0.1 0.3 0.4 0.4 Net exports 0.2 -0.4 0.4 0.5
GDP 1.0 1.5 2.0 2.5 GDP 1.8 0.3 1.5 2.5
Finland Japan
Final domestic demand 1.7 1.2 1.4 2.0 Final domestic demand 0.6 -0.7 0.1 0.5
Stockbuilding -0.8 -0.6 0.3 0.3 Stockbuilding -0.2 -0.7 0.1 0.0
Net exports -1.1 1.6 1.1 1.4 Net exports -0.7 0.7 0.5 0.3
GDP 0.7 1.6 32 3.8 GDP -0.3 -0.7 0.8 0.9
France Korea
Final domestic demand 2.6 1.6 1.7 2.7 Final domestic demand 1.7 5.7 4.0 4.0
Stockbuilding -1.0 -0.6 0.7 0.2 Stockbuilding 0.0 0.0 0.0 0.0
Net exports 0.2 0.0 -0.5 0.0 Net exports 1.5 0.3 1.8 1.8
GDP 1.8 1.0 1.9 2.9 GDP 3.0 6.1 5.8 5.7

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://www.oecd.org/eco/sour ces-and-methods). Totals may not add up due to rounding and/or statistical discrepancy.

Source: OECD.




Annex Table 55. (cont’d) Contributionsto changesin real GDP in OECD countries

As a per cent of real GDP in the previous period
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L uxembourg
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

2001 2002 2003 2004
4.0 1.0 3.4 3.8
1.0 0.0 0.0 0.2

-4.0 -0.2 -1.1 0.3
1.0 0.8 2.5 4.5
1.0 1.6 39 49

-0.5 0.2 0.1 0.3

-0.7 -0.3 -0.6 -1.2

-0.3 1.5 33 4.0
1.1 0.6 1.3 2.7
0.2 -0.5 0.3 0.0
0.0 0.1 0.0 -0.2
1.3 0.1 1.6 2.6
0.9 3.1 2.5 2.8
0.3 -0.3 0.0 0.0
0.2 0.8 0.4 0.6
1.4 3.8 3.0 34
0.6 1.2 2.1 2.6

-0.8 -0.2 0.3 0.0
1.7 1.0 -0.8 -0.2
1.4 2.0 1.6 2.3

-0.8 0.7 2.5 34

-1.2 -0.4 0.3 0.2
35 0.6 -0.6 -0.1
1.0 1.2 2.5 29
1.3 0.0 0.7 2.0
0.0 0.0 0.0 0.0
0.4 0.4 0.8 0.4
1.6 0.4 L5 2.3
5.8 43 39 4.1
1.4 0.0 0.0 0.0

-4.0 0.0 -0.2 0.2
33 43 3.7 4.3
2.8 1.7 2.8 33
0.0 0.1 0.0 0.0

-0.1 0.0 -0.3 -0.3
2.7 1.8 2.5 3.0

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

2001 2002 2003 2004
0.7 0.9 2.0 2.2
-0.5 -0.5 0.3 0.2
1.0 1.3 0.3 0.7
1.2 1.7 2.5 2.8
0.1 -04 1.7 2.3
0.7 0.2 -0.1 0.0
0.1 0.0 -0.3 -0.1
0.9 -0.2 1.4 2.2
-15.7 0.8 3.1 4.1
-4.0 4.0 0.0 0.0
124 -1.2 0.3 0.3
-7.4 3.7 3.6 43
3.4 2.6 3.0 3.0
-0.6 -0.1 0.1 0.5
-0.7 -1.0 -1.0 -1.0
2.0 1.5 2.2 2.5
1.7 2.4 2.4 3.7
-1.4 0.6 0.4 0.3
-0.2 -0.7 -0.3 -0.4
0.3 2.3 2.6 3.6
1.4 0.3 1.5 2.3
-0.4 0.0 0.3 0.2
0.5 0.4 0.0 0.3
1.5 0.8 1.8 2.7
1.6 0.7 1.7 2.4
-0.4 0.0 0.3 0.2
0.3 0.2 -0.1 0.1
1.6 0.9 1.9 2.7
1.2 1.4 2.0 2.8
-0.8 0.2 0.3 0.2
0.3 -0.1 0.0 0.0
0.7 1.5 2.2 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 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.org/eco/sour ces-and-methods). Totals may not add up due to rounding and/or statistical discrepancy.

Source: OECD.

© OECD 2002
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Annex Table 56. Household wealth and indebtedness®

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Canada
Net wealth 4165 4275 4416 4551 4753 4808 4948 509.6 5112 5143 5069  503.2
Net financial wealth 1775 1862 1952 2015 2120 2222 2332 2451 2454 2465 2427 2365
Non-financial assets 239.0 2413 2464 253.6 2634 2586 2616 2646 2658 2678 2642 2667
Financial assets 2704 2795 2914 3004 3144 3250 3393 3538 3559 3583 3535 3482
of which: Equities 496 513 526 597 640 676 760 8.4 936 959 957 989
Liabilities 929 934 962 989 1024 1028 1061 1087 1104 111.8 1108 111.7
of which: Mortgages 592 614 647 664 686 688 709 715 717 714 698 700
France
Net wealth 5418 5272 5103 5159 4947 507.6 533.6 5575 5778 6560 6502 6312
Net financial wealth 169.6 1703 1731 1889 1665 1950 2202 2416 2622 3105 3024 2719
Non-financial assets 3722 3569 3372 327.0 3283 3126 3134 3159 3156 3455 3478 3593
Financial assets 2483 2513 2534 2714 2511 2629 2889 3108 3360 3858 3796 3479
of which: Equities 1141 1186 1155 1262 949 89.6 1045 117.1 137.6 1776 1742 1444
Liabilities 787 809 803 826 86 679 687 692 738 7153 772 761
of which: Long-term loans 534 534 530 547 537 516 522 526 529 550 554 553
Germany
Net wealth 5356 | 5323 530.8 5475 5533  563.1 5708 5793 5854 591.0 5839  568.5
Net financial wealth 130.8 | 1232 1241 1337 1303 1356 1405 1492 1552 1657 1629 1586
Non-financial assets 404.8 | 3448 3414 3474 3562 360.6 3538 360.8 3603 3555 351.0 3404
Financial assets 2007 | 208.1 209.9 2247 2273 2362 2452 2568 2662 280.0 2773 2705
of which: Equities 116 | 304 308 378 407 424 468 552 530 750 750 670
Liabilities 700 | 849 87 910 970 1006 1048 107.6 111.0 1142 1144 1120
of which: Mortgages 536 | 507 503 538 580 610 645 671 685 719 725 721
Italy
Net wealth 6369 6539 7238 7624 7082 6993 699.6 711.6 7323 7505 7693  725.6
Net financial wealth 1963 2024 207.0 2292 2241 2240 2313 2461 2735 2995 3029 2557
Non-financial assets 4405 4515 5167 5332 4842 4753 4683 4655 4588 4511 4665  469.9
Financial assets 2254 2322 2377 2610 2560 2546 2633 2750 3046 3339 3391 291.6
of which: Equities 46.0 479 479 544 493 465 509 741 1112 1558 1515 1042
Liabilities 29.1 298 306 318 319 306 320 290  3LI 344 363 359
of which: Medium and long-term loans 13.7 143 14.4 14.9 15.2 18.6 19.1 19.8 21.8 24.8 26.4 26.4
Japan
Net wealth 9432 8580 7873 759.8 765.1 753.0 7587 7557 7408 762.1 7495 .
Net financial wealth 2619 2584 2509 2563 2760 285.1 2980 3080 301.6 3351 3377 3415
Non-financial assets 6813 5997 5364 5035 489.1 4679 460.7 4478 4392 4270 4118 .
Financial assets 3933 388.8 379.3 3882 4097 4234 430.6 440.1 4335 4655 4684 4747
of which: Equities 517 481 34.5 358 438 434 397 36.7 256 449 386 332
Liabilities 1315 1305 1284 1319 1337 1383 1326 1322 1319 1304 1307 1332
of which: Mortgages 507 506 516 532 561 586 597 544 548 573 585  60.1
United Kingdom
Net wealth 611.0 579.8 5517 5847 546.1 5534 5687 6263 6725 7465 7480  667.1
Net financial wealth 2141 2200 2345 2787 2573 2813 2869 3422 3554 4025 3755 2933
Non-financial assets 3969 3599 3172 3060 2888 2721 281.8 2841 317.1 3440 3726 373.8
Financial assets 3299 3334 3439 3851 3647 387.8 3920 4472 4644 5142 4911 4123
of which: Equities 612 589 612 735 702 717 702 962 921 1202 1114 777
Liabilities 1158 1135 1094 1064 1075 1065 105.1 1050 109.1 1117 1156 1189
of which: Mortgages 813 806  79.1 782 795  78.1 776 764 79.1 81.0 836 862
United States
Net wealth 4745 4904  481.1 4885 4789 5087 5300 5672 587.6 639.5 590.1 555.8
Net financial wealth 259.0 2779 2744 2831 2766 3049 327.6 3637 3813 4255 3720 3295
Non-financial assets 2156 2124 2068 2054 2023 2037 2024 2035 2063 2140 2181 2263
Financial assets 3456 3659 3615 3725 3682 3987 4235 4613  480.6 529.5 4769 4383
of which: Equities 52.1 69.7 752 85.1 790 977 1123 137.6 1495 1846 1486 1222
Liabilities 86.6 879 871 895 916 937 959 976 993 1039 1048 108.8
of which: Mortgages 603  62.1 623 634 637 635 647 656 671 700 704 744

Assets and 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 on the UN System of National Accounts 1993 (SNA 93) and, more
specifically, for European Union countries, on the corresponding European System of Accounts 1995 (ESA 95).

Households include non-profit institutions serving households. Net wealth is defined as non-financial and financial assets minus liabilities; net financial wealth is financial 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. See also OECD Economic Outlook
Sources and Methods (http://www.oecd.org/eco/sour ces-and-methods).

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: Banca d’Italia, Supplements to the Statistical Bulletin; Ando, A., L.Guiso, LVisco (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 Statistics. United States: Federal Reserve Statistical Release, Flow of Funds
Accounts of the United States.
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Annex Table 57. Central government financial balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

Estimates and projections

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Canada 5.5 4.6 -39 2.0 0.7 0.8 0.8 1.7 1.0 0.3 0.4 0.5
France -4.9 -4.9 42 3.7 2.8 3.0 2.5 2.4 2.3 3.3 3.1 2.7
Germany -1.9 -1.2 -14 22 -1.6 -1.8 -1.6 1.3 -1.3 -1.9 -1.7 -14
Italy 9.8 9.2 7.7 -6.9 2.7 22 -1.5 -1.0 3.0 2.9 2.7 3.4
Japan® 2.8 3.5 -3.9 42 3.7 5.2 -7.6 -6.7 -6.3 -6.4 7.1 1.3
United Kingdom -8.1 -6.7 -5.5 -4.6 22 0.3 1.2 4.1 0.8 -14 -14 -13
United States 4.4 3.2 2.6 -1.9 -0.6 0.5 1.1 2.0 0.6 -1.9 -2.0 -1.8
excluding social security 5.1 -4.0 34 2.8 -1.7 -0.7 -0.3 0.5 -1.0 34 3.7 3.7
Total of above countries -4.6 3.9 35 -3.0 -1.6 -1.2 -1.2 0.0 -1.3 2.8 2.9 2.8

Note: Central government financial balances include one-off revenues from the sale of mobile telephone licenses.

a) Data are only available for fiscal years beginning April 1 of the year shown. The 1998 deficit would rise by 5.2 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 58. 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 2004
Austria 61.8 64.7 69.2 69.1 64.7 63.9 64.9 63.6 63.2 63.3 62.2 60.2
Belgium 138.1 135.8 133.9 130.5 124.8 119.5 114.8 109.6 108.6 1054 1019 97.3
Denmark 78.0 73.5 69.3 65.1 61.2 56.2 52.7 46.8 447 41.9 38.7 35.1
Finland 56.0 58.0 57.2 57.1 54.1 48.8 46.8 44.0 434 39.8 39.6 39.1
France 453 48.4 54.6 57.0 59.3 59.5 58.5 57.3 57.3 59.3 61.2 62.2
Germany 46.9 49.3 57.0 59.8 61.0 60.9 61.2 60.2 59.5 61.7 63.0 63.4
Greece 110.1 107.9 108.7 111.3 108.2 105.8 105.1 106.2 107.0 1064  103.6 99.7
Ireland 96.2 90.4 82.6 74.2 65.1 55.1 49.6 39.0 36.4 34.1 329 323
Italy 118.1 123.8 123.2 122.1 120.2 116.3 114.5 110.5 109.8 109.6  108.1 106.6
Luxembourg 5.7 54 5.6 6.2 6.1 6.3 6.0 5.6 5.6 6.0 6.0 6.0
Netherlands 78.8 75.7 77.2 75.2 69.9 66.8 63.1 55.8 52.8 51.7 50.6 49.0
Portugal 59.1 62.1 64.3 62.9 59.1 55.0 543 53.1 55.4 59.8 59.7 58.9
Spain . . 63.9 68.1 66.6 64.6 63.1 60.5 57.1 55.6 54.3 52.8
Sweden . 76.2 76.2 76.0 73.1 70.5 65.0 553 56.6 52.8 522 51.5
United Kingdom 454 48.5 51.8 52.3 50.8 47.7 45.1 42.1 39.1 39.7 404 40.7

Note: Debt figures are based on ESA95 definitions. For the period 1993-2001, they are provided by Eurostat, the Statistical Office of the European Communities, while GDP
figures are provided by National Authorities. The 2002 to 2004 debt ratios are projected forward in line with the OECD projections for general government gross financial
liabilities and GDP.

Source: OECD.

© OECD 2002
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Annex Table 59. Monetary and credit aggregates: recent trends
Annualised percentage change, seasonally adjusted

Canada

Japan

United Kingdom

United States

Euro area

M2
BL

M2+CD
BL®

MO
M4
BL?
M2

M3
BL

M2

M3
a

BL

Annual change (to 4th quarter)

Latest

twelve
months
1997 1998 1999 2000 2001

-1.0 0.7 3.8 7.3 5.8 6.9 (Sep. 2002)
9.5 7.4 5.9 7.0 4.7 4.4 (Sep. 2002)
33 4.5 3.1 2.0 32 33 (Sep. 2002)
1.2 -1.0 -0.6 2.5 -1.4 -1.3 (Aug. 2002)
6.6 5.2 9.3 9.0 7.7 8.2 (Oct. 2002)
54 8.8 3.6 8.8 7.4 5.7 (Sep. 2002)
15.1 6.2 8.0 13.8 10.0 13.1 (Sep. 2002)
5.6 8.5 6.3 6.1 10.3 6.2 (Sep. 2002)
9.5 10.8 7.7 9.3 12.8 6.5 (Sep. 2002)
8.6 9.8 4.5 12.1 2.6 8.2 (Oct. 2002)
5.1 3.9 5.7 6.6 4.0 6.4 (Sep. 2002)
4.5 4.7 5.1 5.0 4.6 7.1 (Sep. 2002)
6.4 6.6 5.9 7.2 4.3 (Sep. 2002)

a) Commercial bank lending.
Source: OECD.




Annex Table 60. Export market growth and performance in manufactured goods

Percentage changes from previous year
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Import volume Export market growth Export volume Export performance?

2001 2002 2003 2004| 2001 2002 2003 2004| 2001 2002 2003 2004 | 2001 2002 2003 2004
Australia -6.9 129 8.3 92| 22 49 9.8 9.9 5.5 10.0 8.4 7.6 7.9 49 -13 -21
Austria 22 -14 5.9 7.6 2.9 0.7 6.9 8.9 5.0 3.5 6.2 7.9 2.0 28 -06 -09
Belgium 04 -13 5.0 7.0 1.9 -0.1 6.6 8.8 20 -13 4.7 6.8 00 -12 -1.8 -1.8
Canada -7.0 1.4 7.1 84| -45 3.5 6.7 84| -6.0 0.8 5.8 84| -1.5 27 -0.8 0.1
Czech Republic 16.0 4.1 7.1 103 4.1 0.5 6.9 8.7] 145 5.6 7.1 10.8| 10.0 5.1 0.2 1.9
Denmark 1.0 6.8 6.6 7.8 0.5 0.0 6.6 84| 49 5.8 6.1 8.1 4.4 58 -05 -03
Finland 35 -25 8.2 10.7 1.0 1.9 7.6 9.0| -0.6 1.2 7.5 95| -1.6 -07 -0.1 0.5
France 0.0 04 8.9 9.4 1.3 0.4 6.4 8.4 1.8 0.8 5.0 8.0 0.4 04 -14 -04
Germany 3.7 23 54 8.4 0.7 1.5 7.2 8.9 5.3 1.8 5.4 82| 4.6 02 -1.7 -0.6
Hungary 4.2 7.6 9.8 11.5 3.5 0.8 7.1 8.7 8.0 7.9 7.6 113 4.4 7.0 0.5 2.3
Iceland -123  -6.1 4.5 10.6 1.5 0.3 5.7 79| 10.7 10.7 0.8 5.0 9.0 104 -46 -27
Ireland -2.1 5.9 4.8 8.4 0.9 0.3 6.2 8.6 4.7 6.8 5.6 8.5 3.8 6.5 -05 -0.1
Ttaly 02 -1.0 4.1 6.0 1.1 1.3 7.4 8.9 0.3 -0.3 6.1 79| -08 -15 -1.2 -1.0
Japan -1.6 2.1 3.2 3.6| -2.5 4.4 9.7 10.5|-11.2 8.7 8.0 6.1 -89 42 -1.6 -4.0
Korea -3.0 138 11.5 9.3| -0.9 4.1 93 10.0| -54 6.2 115 10.7| -45 2.1 2.1 0.7
Luxembourg 10.5 -85 0.4 39 1.3 -02 6.7 8.7 0.8 -13.6 -39 -22| -05 -134 -99 -10.1
Mexico -3.7 2.8 7.8 10.0| -4.7 3.0 6.5 82 -34 1.2 6.6 7.7 1.4 -1.7 0.1 -05
Netherlands 5.1 -32 48 105 1.0 0.2 6.6 8.5 6.7 -52 47 9.4 56 -54 -18 0.8
New Zealand 1.7 6.3 5.9 5.1 -3.7 6.9 7.7 8.4 0.2 7.6 7.8 7.0 4.1 0.6 0.0 -1.3
Norway 1.1 23 3.8 40| -0.2 0.7 6.9 8.8 57 -6.0 -5.0 0.0 59 -67 -11.1 -8.1
Poland -3.0 35 125 118 3.5 0.4 6.8 89| 19.5 47 105 11.2| 155 4.3 3.5 2.2
Portugal 1.3 -14 2.7 5.6 1.5 -0.8 6.3 8.6 1.2 1.3 5.5 8.1 -0.3 21 -07 -05
Slovak Republic 13.6 -03 4.9 6.6 7.9 2.8 7.6 9.7 6.3 1.1 6.3 86| -1.5 -16 -12 -1.0
Spain 0.8 -3.8 5.8 9.2 1.1 0.4 6.7 84| 24 -38 4.8 8.6| -34 43 -1.8 0.2
Sweden 7.1 20 7.0 79 0.5 1.3 6.9 87| -52 43 6.4 75| -5.7 29 -05 -1.1
Switzerland 1.2 -12 4.2 6.0 0.5 0.9 7.0 8.8 1.7 0.2 33 5.9 1.2 -06 -35 -26
Turkey -28.2 134 5.5 16.0 3.6 1.7 7.6 8.8 3.9 8.5 59 128 0.3 6.6 -1.6 3.6
United Kingdom 3.6 0.7 5.6 9.1 -0.1 1.2 6.8 8.6 24 -1.6 3.0 8.2 25 27 -36 -04
United States -5.2 3.5 6.4 82 -2.1 2.3 7.9 9.1| -7.5 45 7.1 94| -56 -67 -0.8 0.3
Total OECD -1.3 1.3 6.2 83| -04 1.9 7.5 9.1 -1.2 1.1 6.1 82| -0.8 -08 -13 -0.8
Memorandum items
China 159 17.7 16.6 143| -32 3.0 8.8 9.6| 10.0 147 132 12.0| 13.6 114 4.1 2.2
Dynamic Asia® -8.4 32 158 155 -0.6 52 10.0 10.6| -6.6 32 163 139 -6.1 -19 5.7 3.0
Other Asia 53 44 7.1 6.5 -0.6 2.6 7.5 8.8 1.8 3.6 8.7 9.1 2.5 1.0 1.1 0.3
Non-OECD Asia -1.0 7.5 151 142 -1.0 4.7 9.6 10.3| -1.8 6.6 149 13.1| -0.8 1.8 4.8 2.5
Latin America 1.5 -3.0 6.0 70 -1.1 0.9 6.8 8.2 3.0 2.5 6.9 8.1 4.1 1.6 0.1 -0.1
Africa and Middle-East 10.0 29 7.7 6.5 0.9 2.3 7.5 8.5 0.8 1.7 8.3 8.1 -0.1 -0.6 0.8 -04
Central and Eastern Europe 156 115 136 11.2 5.2 5.9 9.8 10.1 50 42 6.4 6.1 -02 -1.6 -31 -36
Total of non-OECD countries 2.3 5.8 12.8 12.0| -0.3 4.4 9.3 10.0| -09 59 134 12.1| -0.6 1.4 3.8 1.8
World -0.4 2.5 7.9 9.3| -04 2.5 7.9 93| -1.1 2.2 7.8 92| -07 -03 -0.1 -0.1

Note: Regional aggregates are calculated inclusive of intra-regional trade. The calculation of export markets is based on a weighted average of import volumes in each
exporting country’s market, with weights based on manufacturing trade flows in 1995.
a) Export performance is calculated as the percentage change in the ratio of export volumes to export markets.
b) Dynamic Asia includes 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.
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Annex Table 61. Geographical structure of OECD trade

Percentage of nominal GDP

Area or country

Source/destination

Source of imports

Destination of exports

1962 1972 1982 1992 2000 2001 1962 1972 1982 1992 2000 2001

OECD? OECD 6.17 820 1067 11.23 1385 1347 589 808 1032 1102 1393 1357
of which: ~ European Union  3.53 493 6.15 6.62 7.08 7.09| 348 485 638 674 729 1730

United States 125 127 165 166 239 220 088 138 1.67 184 3.18 3.0l

Other 140 200 286 294 439 4.18| 153 1.85 227 243 346 326

Non-OECD 224 235 459 308 493 480 224 222 413 298 35 358

of which:  DAEs + China® 025 034 076 120 228 220/ 027 038 075 115 165 152

OPEC 058 080 213 071 098 090 028 040 140 054 041 045

United States OECD 180 345 494 576 821 756 222 293 422 509 591 530
of which:  European Union  0.69 1.15 145 1.60 224 218 096 1.13 1.69 171 168 159

Other 1.11 230 349 416 597 539 126 180 253 338 423 3.71

Non-OECD 099 103 255 267 419 376 146 108 229 200 205 195

of which:  DAEs + China® 0.14 030 072 145 231 207, 012 0.8 054 083 101 092

OPEC 024 021 09 049 068 060 0.17 021 067 033 019 020

Japan OECD 53 416 466 330 364 377 413 560 659 542 591 568
of which:  European Union  0.88 0.73 0.78 0.89 098 106/ 097 140 179 176 1.64 155

United States 294 192 218 137 151 152 227 291 328 252 299 291

Other 154 151 169 104 1.14 119, 089 129 152 1.14 128 122

Non-OECD 379 357 727 283 433 461 385 383 59 351 414 400

of which:  DAEs + China® 1.08 075 143 122 238 259 124 150 209 234 319 3.00

OPEC 1.09 148 439 1.02 132 137 051 060 195 049 033 0.38

European Union® OECD 1250 13.63 1815 17.90 2292 2240| 11.54 1369 17.26 17.13 2418 23.84
of which:  European Union ~ 8.51 10.35 13.35 13.63 1630 16.03| 822 1032 1348 13.61 17.68 17.45

United States 197 145 206 153 244 232 118 138 156 131 270 266

Other 202 183 274 273 418 4.04 213 199 223 221 380 3.73

Non-OECD 436 374 626 342 560 559 344 309 553 320 432 471

of which:  DAEs + China® 031 028 057 094 196 190/ 030 025 044 065 109 1.13

OPEC 112 138 282 071 098 0.87| 047 059 206 070 062 0.70

a) OECD includes Korea from 1988. Trade data for Greece in 2001 are partially OECD estimates.

b) DAEs are the Dynamic Asian Economies (Chinese Taipei; Hong Kong, China; Malaysia; Philippines; Singapore and Thailand).
c) Trade data for Greece in 2001 are partially OECD estimates.

Source: OECD.
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