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Summary of projections

2004 2005 2006 Fourth quarter
2004 2005 2006
Q4 Q1 Q2 Q@ Q4 Q 2004 2005 2006

Per cent
Real GDP growth
United States 44 3.3 3.6 35 31 32 34 35 36 37 3.8 33 3.6
Japan 4.0 21 23 28 23 25 25 25 22 21 2.6 24 2.1
Euro area 18 19 25 17 19 21 25 25 25 25 19 2.3 25
Total OECD 3.6 2.9 31 29 29 30 32 32 31 31 31 31 31
Inflation
United States 2.0 18 17 15 21 1.7 17 17 19 16 2.2 1.8 17
Japan -2.3 -1.3 -0.3 -16 -15 -12 -10 -06 00 0.1 -1.6 -1.1 0.2
Euro area 19 1.7 18 14 19 19 17 1.7 18 18 17 1.8 1.8
Total OECD 18 1.7 1.7 14 18 15 17 18 1.8 16 19 17 1.7
Unemployment rate
United States 55 5.3 5.1 54 54 54 53 53 52 52 54 5.3 5.0
Japan 4.8 4.5 4.2 48 47 46 45 44 43 42 4.8 4.4 4.0
Euro area 8.8 8.6 8.3 88 87 87 86 86 84 84 8.8 8.6 8.2
Total OECD 6.6 6.5 6.3 65 65 65 65 64 64 63 6.5 6.4 6.2
World trade growth 9.5 9.0 9.5 \ 84 87 89 93 94 97 97 ‘ 94 9.1 9.6
Current account balance
United States -5.7 -6.2 -6.4
Japan 35 35 37
Euro area 0.7 0.6 0.9
Total OECD -1.2 -1.4 -1.3
Cyclically-adjusted fiscal balance
United States -4.2 -4.0 -4.2
Japan -6.3 -6.4 -6.6
Euro area 21 -1.8 -1.8
Total OECD -3.4 -3.3 -3.3
Short-term interest rate
United States 15 2.8 38 21 25 27 30 32 35 37 21 3.2 4.2
Japan 0.0 0.0 0.4 00 00 00 00 O00 02 02 0.0 0.0 0.5
Euro area 21 21 2.7 21 21 21 21 21 23 25 21 21 3.0

Note: Real GDP growth, inflation (measured by the increase in the GDP deflator) and world trade growth (the arithmetic average of world merchandise import and export
volumes) are seasonally and working-day-adjusted annual rates. The "fourth quarter" columns are expressed in year-on-year growth rates where appropriate and in
levels otherwise. The unemployment rate isin per cent of the labour force while the current account balance isin per cent of GDP. The cyclically-adjusted fiscal
balance is in per cent of potential GDP. Interest rates are for the United States: 3-month eurodollar deposit; Japan: 3-month certificate of deposits; euro area: 3-month
interbank rate.

Assumptions underlying the projections include:

- no change in actual and announced fiscal policies;

- unchanged exchange rates as from 5 November 2004; in particular 1$ = 105.70 yen and 0.771 euros;

The cut-off date for other information used in the compilation of the projections is 18 November 2004.
Source: OECD Economic Outlook 76 database.




EDITORIAL:
REGAINING MOMENTUM DESPITE
OIL TURBULENCE

Since the 2001 slowdown, the world economy has moved in fits and starts and economists as well as the general
public are now longing for a smooth and sustained recovery, undisturbed by chronic geopolitical risks or abrupt
gyrations in oil prices and financial markets.

Although economic fortunes have been contrasting over the past few quarters, with the United States forging ahead,
East Asia slowing but from a rapid pace, and Continental Europe plodding along, households seem to have been lacking
confidence OECD-wide. This pervasive sense of uncertainty has proved somewhat contagious since after a year of
record growth in world trade, business confidence has fallen back to just above the historical average in the United
States and Europe, dashing hopes that GDP would keep growing above trend over the next few months.

Compared to cautiously upbeat assessments that could be made even two months ago, this turnaround has been a
source of disappointment. It has been prompted in large part by a surge in oil prices that has depressed real incomes as
well as confidence in the OECD countries. There are nonetheless good reasons to believe that despite recent oil price
turbulence, the world economy will regain momentum in a not-too-distant future. Supported by strong balance sheets
and high profits, the recovery of business investment should continue in North America and start in earnest in Europe,
while consumer spending will benefit from the recent retreat of oil prices to less onerous levels, in a context where job
creation is progressively strengthening and monetary conditions remain very accommodative. All in all, there are still
some good grounds to expect OECD economies to grow again above trend in the course of 2005 and 2006.

From a geographical perspective, the momentum of this recovery will benefit from continued Asian dynamism, in
China, where activity accelerated in the third quarter, following a desirable slowdown during the first half of the year,
and Japan, which staged a noticeable comeback based on a renewed export drive, broadening into a recovery of
investment, employment and finally consumption, before marking a pause over the past few months. The strength of this
recovery will also be enhanced by positive developments in North America. But it remains to be seen whether
Continental Europe will play a strong supportive role through a marked upswing of final domestic demand.

On the latter issue, this Outlook takes a reasoned but positive bet on Europe. It tables on a significant pick-up of
final domestic demand in the euro area in 2005-06, while world trade and OECD output would not accelerate over the
period. Continental Europe, and more specifically, Germany, would thus have to find enough of an autonomous
momentum to achieve a higher relative growth path. For this scenario to materialise, a modicum of stability in oil prices
and exchange rates is required, which would allow a traditionally weakly resilient euro area to start catching up with the
fast growing economies of the OECD.

A strong appreciation of the euro, in a context of worsening external imbalances, or further rises in oil prices, may
thus bear disproportionately on Continental Europe, where growth is still over-reliant on exports and high oil prices do
not find their counterpart in high output growth and energy demand.

However, Europe might not be at such a disadvantage, compared with the rest of the OECD, in coping with higher
oil prices. Should an additional oil shock hit, the OECD countries, including euro area members, would be less
vulnerable than in the past. First, dependence on oil, expressed as a share of GDP, has been halved since the 1970s,
leading to a much lower income burden than in the past for households and businesses alike. Also, and more
importantly, inflation expectations are now low and well anchored, so that rising oil prices have only impacted so far on
headline inflation while nominal wages and core inflation barely budged. It would thus be very surprising if OECD
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countries were to suffer again, as they did in the 1970s, from a nightmarish situation where wages and prices are
spiralling out of control and central banks are forced to switch into severe “tightening mode”.

Nonetheless, when it comes to the impact of oil price shifts, economic agents’ perceptions and economists’
received wisdom do not seem to coincide. While estimates derived from econometric models signal a rather modest
impact on output and inflation, oil price fluctuations take centre stage in the public debate and strongly influence
economic confidence.

In this context, it was natural to devote a special chapter of this Outlook to the economics of oil. To better
understand why oil matters, it is necessary to go beyond the short run. In a world where people are more
“forward-looking”, uncertainty about future oil prospects may have more of an impact on the current economic situation
than, say, month-to-month changes in market prices.

Here OECD expertise suggests that recent oil prices were certainly well above long-term equilibrium levels, even
allowing for strong market power on the part of the OPEC cartel. There are still important resources available on the
supply side, especially among OPEC producers to match increasing demand for oil, and the efficiency of existing
facilities could be significantly improved. Furthermore, alternative sources of energy may already become profitable at
current prices.

This does not mean, however, that oil prices will quickly fall back to the low levels which prevailed three or four
years ago. First, the fall may not be rapid in a context where strong geopolitical uncertainty and high price volatility
inhibit investment in new oil facilities. Second, looking past the current situation, oil prices will retreat somewhat but are
likely to remain higher than during the 1990s.

In this world of durably more expensive oil, demand emanating from dynamic emerging economies will play a
strong role in shaping future prices. The importance of emerging economies stems not only from their increasing
contribution to world growth but also and more importantly from the fact that for a given increase in activity their
demand for oil is far larger than the OECD average. Indeed, future oil prices will crucially depend on further progress in
energy conservation in emerging economies as well as the United States.

Prudent management of non-renewable natural resources is not the only issue that matters for the long-run
sustainability of OECD societies. Putting public finances in order is also of vital importance for the well-being of future
generations. In line with previous editorials, it bears repeating that, given existing budgetary plans, most of the largest
OECD countries will see no substantial progress in bringing down structural deficits. This is regrettable in a context
where pension and health care reforms are generating painful debate, and thus progressing with difficulty.

It might be hoped, of course, that prudent private agents would react to public profligacy by stepping up their own
saving efforts and there certainly is evidence pointing in this direction. This is indeed the message delivered by the
special chapter devoted in this Economic Outlook to the long-term impact of fiscal policies. But, as a general rule,
private saving does not fully offset public dissaving and this precautionary reaction may be contingent on national and
historical circumstances. It is, for instance, hardly discernible in the case of the United States.

At the end of the day, the role of fiscal policy is not to add to the financial pressures arising from ageing
populations. It is rather to relieve them, and thus take advantage of the ongoing recovery to finally implement gradual
but far-reaching retrenchment.

25 November 2004
,f ~

Jean-Philippe Cotis
Chief Economist



I. GENERAL ASSESSMENT
OF THE MACROECONOMIC SITUATION

Overview: an expansion facing headwinds

The global expansion has slowed as the effects of the sharp increases in oil prices High oil prices have slowed
have set in. The deceleration has been particularly marked in Japan and, outside the but not derailed the global
OECD, in China. It has been less pronounced but still tangible in the United States. In  expansion
Europe, higher energy prices and weak confidence in some countries are reining in a
recovery that had strengthened beyond expectations early in the year. In most OECD
countries, headline inflation has been pushed up, but core inflation and wage demands
have remained subdued — a tribute to the credibility built up by central banks since the
oil shocks of the 1970s. Provided oil prices do not rise further, the global expansion
should regain momentum in the course of 2005, following a period of milder growth,
and much of the residual economic slack should be worked off by late 2006 (Table I.1).

If as assumed second-round effects are contained, headline inflation should ease back.
Unemployment should resume its decline once the bulk of the oil shock is absorbed,
but would on average remain above its structural level.

Over the near term, the risks surrounding this projection are dominated by oil  Uncertainties and tensions
price uncertainty. While there is some evidence that oil prices have overshot, they have increased
could stay high or even rise. If so, their detrimental impact on activity, inflation

Table I.1. The expansion continues

OECD area, unless noted otherwise
Average 2004 2005 2006

1992-2001 2002 2003 2004 2005 2006 g4 q4 q4

Per cent
Real GDP growth” 2.7 16 22 36 29 31 31 31 31
United States 34 19 30 44 33 36 38 33 36
Japan 1.2 03 25 40 21 23 26 24 21
Euro area 2.0 09 06 18 19 25 19 23 25
Output gap” 08 -14 -17 -08 -06 -02
Unemployment rate’ 6.8 67 69 66 65 63 65 64 62
Inflation” 39 26 20 18 17 17 19 17 17
Fiscal balance® -25 -32 37 -35 -32 -32

a) Year-on-year increase; last three columns show the increase over a year earlier.

b) Per cent of potential GDP.

¢) Per cent of labour force.

d) GDP deflator. Y ear-on-year increase; last three columns show the increase over ayear earlier.
e) Per cent of GDP.

Source: OECD Economic Outlook 76 database.
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Monetary stimulus can be
withdrawn gradually...

... but fiscal consolidation
should not be put off

Oil prices have risen
substantially...

Higher oil prices exert a drag on the global expansion

and unemployment might exceed what is suggested by standard model-based simu-
lations. Fiscal and external imbalances continue to be sources of potential tension.
They need not lead to any disruptions in the near term but could push up long-term
interest rates and will in any event require adjustments if they are to unwind
benignly over the longer run. One specific risk relates to the possibility of a large
fall in house prices, and hence lower consumption, where they are too richly val-
ued, though the fact that housing prices have started to weaken in some countries
can be seen as a natural counterpart to the resilience of the housing market as mone-
tary policy eased in response to the downturn. On the bright side, however, and
provided oil prices evolve favourably, strengthened business balance sheets and
profits make it possible that corporate fixed investment would exceed expecta-
tions, following several lean years.

The impulse to growth from monetary stimulus is fading as policies in most
OECD countries start reverting to a more neutral stance. The first-round price
increases stemming from the oil shock did not call for interest rate hikes and indeed
central banks have not invoked them to tighten their policy stance. However, over
the next two years, shrinking economic slack and exceptionally cheap money will
require a progressive withdrawal of central bank stimulus, albeit conditional on how
swiftly the oil shock’s adverse impact on activity is overcome. Accordingly, the US
and UK monetary authorities, as well as those in several smaller economies, have
already started to raise rates. Their counterparts in the euro area and Japan — who for
the moment still have reasons to wait and see — are expected to follow suit with a
substantial lag.

On the fiscal side, as noted above, the urgency to act is more general: in many
OECD countries, deficits are large and persistent, whilst debt ratios are rising. With
the pressures exerted by ageing populations either starting to be felt or approaching
rapidly, the consolidation of public finances ought to be stepped up.

Crude oil prices have risen rapidly, from around $32 for Brent at the time of the
previous OECD Economic Outlook to $50 in mid-October, although they eased back to
around $42 in mid-November.! Measured in constant prices, the increase has been
more limited than the oil shocks of the 1970s (Figure I.1). Moreover, OECD countries’
dependence on oil, measured by the quantity of oil used per unit of real GDP, has
almost halved since the 1970s, so the real income and terms-of-trade effects for most of
them are smaller. At the same time, the easing of long-term interest rates indicates that
inflation expectations are more firmly anchored than in the past, as the oil shock occurs
in a context of low and stable core inflation. Nevertheless, higher oil prices and the
associated uncertainty are contributing to the deceleration of activity observed in
United States, Japan and a number of other countries in the course of 2004, and are
impeding the euro area recovery (Figure 1.2).

1. Over the past year, the price of West Texas Intermediate crude on average exceeded the price of Brent
by some $2'%. During the past two years, oil prices have consistently exceeded the upper bound of the
$22-28 band set as a target by the Organisation of Petroleum Exporting Countries (OPEC) in 2000.
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Figure I.1.  Qil prices have soared
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1. Brent crude oil from May 1987 on. Earlier data are OECD estimates for crude oil of the same quality as Brent. In real terms, deflated by US consumer price index.
2. Difference between latest quarterly average spot price of Brent crude and highest quarterly average over the preceding three years, in real terms.
Source: OECD Economic Outlook 76 database and International Energy Agency.

Figure .2. The expansion has lost some momentum
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Source: OECD Economic Outlook 76 database.
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... with growth slowing In the United States, growth fell back to around its potential rate in the second
somewhat in the quarter but regained momentum in the third. Fixed business investment was buoyant,
United States... but household consumption of non-durables was dented by soaring energy prices. The
US recovery has eventually become more job-intensive (Figure 1.3), but it remains his-
torically lean in that respect. The unemployment rate, which by October 2004 stood at
5% per cent of the labour force, is lower than at the same stage of previous cycles but

still distinctly above its structural level and the participation rate has declined.

... and held back in the euro In the euro area, growth surprised on the upside in the first quarter of 2004 but
area... subsequently slowed, whilst unused capacity remains distinctly higher than across
the Atlantic. Growth has been pulled mainly by external demand. Household

Figure [.3. Labour markets perform unevenly
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the euro area. The shaded area shows the projection period for the current cycle.

Source: OECD Economic Outlook 76 database.
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consumption has remained lacklustre, reflecting mediocre employment and income
growth, with unemployment having drifted up to close to 9 per cent of the labour
force. Thus far, business investment has also failed to take off in earnest, despite a
brief spurt in late 2003. In sum, the recovery has not yet become self-sustained.

Within the euro area, some countries have tended to show more domestic ... where, however,
strength than others, and some have benefited more than others from the buoyancy of developments diverge
foreign demand.? Among the larger countries, France and Spain have stood out in
2004 with final domestic demand contributing most to real GDP growth, whereas in
Germany it has been very weak (Figure 1.4). There, the recovery was almost exclu-
sively pulled by exports. In Italy, the persistent deterioration in export performance
has been a drag on the recovery. In the smaller euro area countries — although not in
the Netherlands — domestic demand growth has been fairly robust.

Elsewhere in Europe and North America, growth has remained vigorous or picked In many other countries,
up despite higher energy prices. This is the case in many smaller OECD economies, growth has firmed up
including in the new members of the European Union and in Turkey. OECD (Mexico
and Norway) and non-OECD net energy exporters have received a boost from rising
oil and gas prices. In the United Kingdom, however, activity has recently slowed, albeit
following a remarkably resilient performance in the course of the global downturn.

In Japan, growth has weakened, following a couple of very strong quarters In Japan, activity has

around the turn of the year.’ The deceleration was led by business fixed investment, decelerated markedly,...
which in the third quarter was held back by an unusually high number of typhoons.
Exports also lost some of their momentum, partly reflecting a slowdown in Chinese
demand. Consumption, however, held up well, supported by incipient job creation,
even if most of the new hires have thus far been in the form of non-permanent con-
tracts, which has contributed to putting downward pressure on average worker com-
pensation and thereby on aggregate household income.

— Figure .4. Recovery in Germany and Italy has relied more on exports —

Contributions to growth of real total aggregate demand in 2004, percentage points
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Note: Contributions are calculated in terms of total aggregate demand defined as total domestic demand plus exports.
Source: OECD Economic Outlook 76 database.

2. For further analysis of the underlying factors, see Hoeller, P., C. Giorno and C. de la Maisonneuve,
“One money, one cycle? Making monetary union a smoother ride”, OECD Economics Department
Working Papers, No. 401, 2004.

3. The Japanese national accounts are to undergo a comprehensive revision in December 2004, with a
switch to chain-linking. This will substantially affect the profile of real GDP (and of the GDP defla-
tor) going back all the way to 1994.
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... paralleling a slowdown in
China

Core inflation remains subdued
in the United States...

... and did not increase
significantly in the euro area

In Japan, deflation persists

Meanwhile, in non-OECD Asia activity slowed markedly. In China, following
monetary and administrative measures to address overheating symptoms and reflecting
the adverse impact of higher oil prices,* credit growth slowed and investment
decelerated. Growth in Latin America gathered speed, however, on the back of main-
tained robust export performance and helped by terms-of-trade gains.

So far, core inflation has generally remained rather subdued, even though energy
price increases have pushed up headline inflation (Figure 1.5). This decoupling reflects
both the extent of cyclical slack and continuing competition and productivity gains in
internationally open sectors. The very limited size of the second-round effects observed
to date is also a result of greater central bank credibility than in past cycles. In the
United States, the buffer provided by a combination of healthy profit margins and spare
capacity has helped limit the pass-through of rising energy and commodity prices into
core consumer prices. Wage inflation has been moderate, although non-wage labour
costs — especially on account of health benefits — have continued to outpace wages.
Inflation expectations appear much better anchored than in previous episodes.

In the euro area, inflation expectations have remained low and well-anchored,
with various core inflation measures hovering somewhat below the 2 per cent mark.
This benign response to the inflationary consequences of an oil shock stands in stark
contrast with the rigidity and persistence displayed in the past by euro area inflation,
which failed to decline as the output gap was widening.> A number of temporary fac-
tors contributed to this persistence in the recent past, including higher-than-expected
energy and unprocessed food prices as well as rises in indirect taxes (in particular on
tobacco) and administered prices (notably in the health care sector). The stubborn-
ness of inflation was also due to the fact that while labour costs decelerated, so did
labour productivity, so that notwithstanding far greater slack, unit labour costs rose
more rapidly than in the United States. However, more fundamentally, the extent of
slack present in the euro area economy was probably more limited than estimated
earlier, implying less downward pressure on inflation. Indeed, the recent re-estima-
tion of output gaps for OECD countries — which is reflected in this OECD Economic
Outlook — suggests that this may well be the case for most euro area members.

In Japan, deflation lingers on, even according to the headline consumer price
measure, which directly incorporates the effect of higher energy prices, but most
strikingly as measured by the GDP deflator (which, however, suffers from downward
bias).® As a result, nominal GDP has expanded by no more than 1% per cent over the
first ten quarters of the recovery and still stands about 4 per cent below its
1997 peak. In addition, land prices have continued to decline rapidly for the thir-
teenth year in a row. For inflation and inflation expectations to rise and durably stay
positive, a sustained positive output gap may be required.’

4. The first-round impact of higher oil prices on Chinese real GDP growth is estimated to be far more
severe than in past oil shock episodes and possibly as much as five times larger than in the OECD
area as a whole, reflecting in particular China’s much greater, and increasing, dependence on oil.

5. As a result, euro area inflation was typically underpredicted by Phillips-curve equations, as docu-
mented in OECD Economic Outlook No. 74, Table 1.3.

6. The bias is partly due to the fact that the GDP deflator is a Paasche index based on fixed 1995
weights, in a context where the relative price of information technology goods falls rapidly, see
Koga, M., “Why is the rate of decline in the GDP deflator so large?”, Bank of Japan, Economic
Commentary, No. 2003-02, 2003.

7. The flatness of the Phillips curve in Japan is documented by Mourougane, A. and H. Ibaragi, “Is there
a change in the trade-off between output and inflation at low or stable inflation rates? Some evidence
in the case of Japan”, OECD Economics Department Working Papers, No. 379, 2004.
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Figure I.5. Core inflation generally remains subdued
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Note: Harmonised index of consumer prices (HICP) for the euro area. Core is measured as total less food and energy. The weighted median and the trimmed mean inflation
are both calculated from the monthly price changes of individual HICP components (at the 3-digit level). The weighted median price increase for each month is the value
such that HICP components for a cumulative weight of 50 per cent have a higher or equal monthly increase and the remaining 50 per cent a lower or equal one. The
bilateral 15 per cent trimmed mean is calculated by first taking the items that in each month have the highest and the lowest price changes, for a total 15 per cent (in weight
terms) on each side, and assigning them a zero weight; then, after re-normalising the weights to sum to 1, a weighted mean is calculated from the remaining items. In
each case, year-on-year inflation rates are obtained by compounding the aggregate monthly rates.

Source: OECD, Main Economic Indicators, US Bureau of Economic Analysis and Statistical Office of the European Communities (Eurostat).
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The expansion should regain
momentum in 2005

Confidence indicators...

... order books...

... and indices of the high-tech

Prospects to 2006: overcoming the oil shock

The adverse effects of the oil price shock are currently working their way
through. However, provided oil prices do not rise above their assumed path, the
expansion should firm during 2005, with the OECD-wide output gap closing towards
late 2006. At the same time, headline inflation should slow somewhat in the course
of the projection period, as the first-round impact of the shock fades and on the pre-
sumption that second-round effects remain limited. Unemployment will stay rela-
tively high and international imbalances are set to worsen.

Some of the near-term indicators suggest weakening
momentum

Partly reflecting the oil price shock and the related uncertainty, business confi-
dence has softened in the United States since early 2004, albeit from high levels
(Figure 1.6). In the euro area at large and Japan, it has improved, although it does not
much exceed long-run averages. Moreover, in the case of the euro area, more favour-
able perceptions of current conditions are accompanied by some scaling down of
expectations regarding future prospects. Consumers are generally less upbeat than
firms although their confidence slightly exceeds long-run averages in Japan. In the
euro area, confidence has slowly strengthened but remains sub-par, especially in
Germany, where household sentiment has barely improved in recent quarters.

Order books remain above average in the United States, despite a significant
decline since April, led by weakening export orders. In contrast, strengthening export
order books have underpinned a continued improvement in euro area orders in recent
quarters, and these are now also above average.

Growth in the high-tech sector seems to be peaking, at least as gauged by the

cycle... semi-conductor billings for manufacturers headquartered in North America or by the
so-called Tech-pulse index (Figure 1.7). This is a factor underlying the deceleration
Figure 1.6. Confidence is fragile
Business confidence! Consumer confidence2
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Note: All series have been normalised at the average for the period starting in 1985 and are presented in units of standard deviation. Monthly data, seasonally adjusted except

Japan (quarterly, s.a.).

1. Business surveys for manufacturing: current production tendency for the United States, and future production tendency for Japan and the euro area.

2. Consumer confidence: composite indicators.
Source: OECD, Main Economic Indicators.
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Figure I.7. High-tech sector activity is decelerating
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Source: Federal Reserve Bank of New York and the Semiconductor Industry Association.

of trade in Asia. It is also visible in the slowdown of Finland’s information-technology
exports. Insofar as the fortunes of the high tech sector constitute a leading indicator
of the overall cycle,? this would be consistent with only limited closing of the output
gap over the next few quarters.

The OECD’s indicator-based models, which incorporate most of the information ... point to continuing growth
contained in the above leading indicators as well as that embodied in a number of other  in the near term
high-frequency data, suggest that over the near term, the recovery should remain at or
revert to a pace close to potential in the larger OECD economies (Table 1.2).

Table I.2. Near-term estimates point to continued growth

Real GDP growth, per cent, quarter-on-quarter*

Outcomes Estimates”
2004 Q1 2004 Q2 2004 Q3 2004Q4 2005Q1
United States 11 0.8 0.9 0.9 (£ 0.4) 0.8 (+0.6)
Japan 16 0.3 0.1 0.7 (x 0.5) 0.6 (x0.7)
Euro area 0.7 05 0.3 0.5 (+0.3) 0.6 (+ 0.4)
Germany 0.4 0.4 0.1 0.3 (+0.5) 0.4 (+ 0.6)
France 0.7 0.6 0.1 0.8(x0.4) 0.6 (£ 0.5)
Italy 05 0.4 0.4 0.5 (+ 0.4) 0.5 (+0.4)
United Kingdom 0.7 0.9 0.4 0.6 (+ 0.3) 0.8 (+0.3)
6 largest OECD economies 1.0 0.6 05 0.7 (0.3 0.7 (£ 0.4)

a) Based on GDP releases and high-frequency indicators published by 19 November 2004. Seasonally and in some cases
also working-day adjusted. Aggregation for the six largest OECD economies uses 2000 purchasing-power-parity weights.
b) These estimates are indicative of near-term GDP developments but do not necessarily coincide with the OECD
projections. The one-standard-error range associated with the estimates is indicated in parentheses. Typically, OECD
projections lie within that range.
Source : OECD Economic Outlook 76 database and OECD estimates.

8. Evidence supporting this hypothesis for the US economy is provided by Hobijn, B., K. Stiroh and
A. Antoniades, “Taking the pulse of the tech sector: a coincident index of high-tech activity”, Federal
Reserve Bank of New York, Current Issues in Economics and Finance, Vol. 9, No. 10, 2003.

© OECD 2004
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Growth and inflation differentials will narrow

Policy stimulus is set to fade The forces behind the expansion are shifting. Overall, the macroeconomic
policy stance, while still very accommodative, is becoming less so. Limited fiscal
stimulus is being injected in 2004, and some tightening is in the pipeline for 2005
(Box I.1). Over the projection period, the monetary stance is set for some normalisa-
tion — the more so where output gaps are closing. Financial market forces partly
work in the same direction, with equity prices having moved sideways or even weak-

ened since the beginning of 2004. On the other hand, long-term benchmark interest

Box I.1.

Policy and other assumptions underlying the central projections'

Fiscal policy assumptions are based as closely as possible
on legislated tax and spending provisions (current policies or
“current services”). Where policy changes have been
announced but not legislated, they are incorporated if it is
deemed clear that they will be implemented in a shape close
to that announced. For the present projections, the implica-
tions are as follows:

— For the United States, the projection incorporates the
defence appropriations for fiscal year (FY) 2005
enacted in August 2004 and anticipates a further
$30 billion budget request in FY 2005 for military
operations and reconstruction in Iraq and Afghanistan;
thereafter funding requirements for these operations
are assumed to decline. The projection also embodies
the extension of the personal income tax provisions
originally scheduled to expire at the end of 2004 and
of the temporary indexation of the alternative mini-
mum tax, as well as the American Jobs Creation Act
passed in October 2004.

— For Japan, the projection takes into account the 2004
pension reform, which increases contributions by
individuals and employers in every year from
FY 2004 to FY 2017, as well as the recent broadening
of the direct and indirect tax bases. No supplementary
budgets are assumed to be implemented over the pro-
jection period.

— In the European Union, the projection for Germany
takes into account the cuts in income taxes, subsidies
and tax expenditures scheduled to take effect in 2005.
For France, it is assumed that public employment and
health care outlays are held in check. For Italy, it is
assumed that the caps on public spending announced
in the 2005 draft budget will be broadly adhered to in
2005-06. For the United Kingdom, the projection
rests on the premise that the government’s nominal
expenditure plans are broadly realised, but that the
elasticity of revenue will be somewhat weaker than
budgeted.

Policy-controlled interest rates are set in line with the
stated objectives of the relevant monetary authorities with
respect to inflation and activity:

— In the United States, the federal funds target rate,
which since mid-2004 has been raised in 25 basis
point steps from 1 to 2 per cent, is assumed to
increase gradually towards its neutral level (see
Box 1.4), and to reach 4 per cent towards the end of
the projection period.

— In the euro area, the main refinancing rate, which has
remained unchanged at 2 per cent since it was cut by
Y, percentage point in June 2003, is assumed to start
rising in early 2006, moving back to 3 per cent by the
end of the projection period, against the background
of persistent economic slack. Policy rates have
already been raised by 125 basis points in the United
Kingdom over the past year, and a further 100 basis
point increase is built into the projection.

— In Japan, short-term interest rates are assumed to
remain close to zero through the end of 2005 and to
inch up in 2006, to Y4 per cent by end-year, as con-
sumer price deflation ends.

The projections assume unchanged exchange rates from
those prevailing on 5 November 2004, at one US dollar
equals ¥ 105.7 and € 0.771. For Turkey, the exchange rate is
assumed to depreciate in line with the projected inflation dif-
ferential vis-a-vis the United States.

As a working hypothesis, the price of Brent crude is assumed
to decline linearly from $47 per barrel in late 2004 to $44 at the
end of 2006. This is in line with the assumption underpinning
the OECD’s medium-run baseline scenario that the price of oil
will gradually revert towards its long-term equilibrium level, as
risk premia and other temporary factors abate. The posited
decline is also broadly consistent with what recent far futures
quotes have suggested.? Commodity price inflation is assumed
to begin easing in the course of the projection period.

The cut-off date for information used in the projections is
18 November 2004.

1. Details of assumptions for individual countries are provided in Chapter II.
2. See Chapter IV, “Oil price developments: drivers, economic consequences and policy responses”.
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rates have eased significantly since the second quarter of 2004, while corporate bond
spreads have remained quite narrow, although this partly denotes more subdued ani-
mal spirits. Recent exchange rate movements are helping growth and external adjust-
ment in the United States but cutting into the contribution of the external sector to
the expansion in the euro area and Canada.

In the United States, the output gap is projected to close over the projection US growth will continue to be
period, with job creation picking up but the employment rate remaining some led by business investment...
3 percentage points below the peak of the late 1990s. Firms have taken advantage of
the prolonged spell of historically low interest rates to strengthen their balance sheets
and enjoy ample profits.” This should allow for robust business spending, despite the
expiration of temporary tax incentives favouring investment,!® and make for
increased hiring. Residential investment is projected to stabilise, as long-term interest
rates rise. Household consumption will no longer be boosted by tax refunds and
declining mortgage payments, and will therefore be more dependent on employment
growth. Given that the household saving ratio is already low by historical standards,
and on the premise that equity and housing wealth will not rise faster than income,
consumption is unlikely to receive a fillip from a further decline in the propensity to
save. The external sector is projected to become less of a drag on GDP growth as
export volumes continue to expand rapidly and imports decelerate somewhat. Pro-
ductivity gains, having recently declined markedly, should settle around rates closer
to long-run averages and core inflation should remain muted.

In the euro area as well, the expansion will be restrained by higher oil prices in ... whilst in the euro area
the short run. But beyond that the recovery should broaden. For the area as a whole, domestic demand will gradually
final domestic demand should accelerate, with real GDP growth in Germany and the strengthen
Netherlands gradually catching up. The conditions are favourable for business
investment to pick up, given improved profitability, low real long-term interest rates
and the restructuring of corporate balance sheets (although this has not proceeded as
far as in the United States). Overall, the output gap is projected to narrow in 2005-06,
but not fast enough for it to close. In the course of the upturn, hiring is projected to
pick up only slowly, with the acceleration in output translating more into productivity
gains and rising hours worked than job creation. Indeed, the resilience of employ-
ment during the slowdown — compared with both earlier slowdowns in the euro area
and labour market behaviour elsewhere — may have reflected greater labour hoarding
and reductions in hours worked per employee, as well as public subsidisation of cer-
tain types of jobs. Accordingly, the unemployment rate is not expected to decline
substantially before 2006. For the euro area as a whole, wage moderation should be
an enduring feature, but the structural competitiveness problems facing Italy in
export markets are expected to persist (Figure 1.8). Inflation should ease, as the
energy price shock falls out and on the assumption that food price, indirect tax and
other shocks witnessed in the recent past do not recur.

9. US non-financial corporations have brought down their debt-to-asset ratio to its lowest level in two
decades, whilst lengthening the average maturity of their debt. Moreover, firms with floating-rate debt
have used interest-rate derivatives to reduce their interest rate exposure, see Covitz, D. and S. Sharpe,
“Which firms use interest rate derivatives to hedge? An analysis of debt structure and derivative posi-
tions at nonfinancial corporations”, Federal Reserve Board, mimeo, September 2004.

10. The partial-expensing provision expiring at the end of 2004 provides an incentive to firms to invest in
new capital goods. However, evidence relating to the quantitative effect of this tax measure is not
clear-cut. If its impact is limited, its removal may not slow investment much.

© OECD 2004
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Box 1.2. Has there been a lasting shift in Japanese consumer behaviour?

The saving rate has been falling. The household saving
rate in Japan, which has traditionally been among the highest
in the OECD area,' declined sharply throughout the 1990s.
By 2002 the net household saving rate stood at around 5 per
cent of GDP and somewhat below the median for OECD
countries.? The declining saving rate has supported con-
sumption through the current expansion. While it is difficult
to forecast how the saving rates will evolve, several forces
influencing saving and consumption tend to suggest that the
risk of a backup in household saving may be limited.

Population ageing is pushing the household saving rate
down. The rapid ageing of the population is one important
factor pushing down saving rates. Consistent with the
life-cycle hypothesis, as the elderly enter retirement they
begin to dissave. Due to the fall in the fertility rate, the
cohort of workers entering the peak saving ages is too small
to offset the decline in aggregate saving rate driven by the
rising share of the elderly in the population. Expected demo-
graphic trends would suggest that there will be continued
downward pressure on the household saving rate.’

Labour market developments are less negative. Full-time
employment has fallen by over 5 million since the mid-1990s
while part-time employment has risen by almost 4 million
and now accounts for over 27 per cent of total employment.
These changes on the labour market have allowed firms to
reduce unit labour costs and, by driving down the labour
share, have put downward pressure on disposable income
growth, while also acting as an incentive to increase precau-
tionary saving. This influence may now be abating. For
full-time employees, labour market developments in 2004
point to a stabilisation, with posts expected to remain con-
stant for the first time since the beginning of the decade.
Insofar as this reduces employment uncertainty and increases
consumer confidence, it will encourage households to reduce
their precautionary savings.* The confidence of those cur-
rently on short-term contracts may also benefit from a con-
tinuing contraction in labour supply.

The corporate recovery is increasing retained profits and
creates positive wealth effects. The decade of the 1990s was

one of negative wealth effects from declining equity and
land prices, which would, ceteris paribus, have acted to push
the saving rate up. Now, as company profits rise, household
consumption expenditure may be spurred by more positive
— or less negative — wealth effects. However, equities have a
small weight in Japanese household portfolios, which remain
dominated by land and, to a lesser extent, housing wealth. So
far, land and house prices have continued to decline, thereby
offsetting the wealth effect stemming from households’
financial assets.

Real interest rates are falling and deflation is abating.
The impact on household saving of the deflation and high
real long-term interest rates that prevailed during the 1990s
is ambiguous. On the one hand, high real rates and the antici-
pation of lower prices would have created incentives to defer
consumption. But the spending power of savers would have
increased via positive “real balance” effects: the purchasing
power of money balances rises with deflation, so that house-
holds can save less and still attain a given level of future
consumption. These positive wealth effects would have off-
set the negative effects of falling equity and land prices. As
deflation ends, the situation will reverse, to a degree depen-
dent on how household portfolios adapt.

Fiscal consolidation would reduce upward pressure on
private saving. Government debt as a share of GDP
increased substantially over the 1990s and the anticipa-
tion of higher future taxes due to this trend would have
acted, other things being equal, to push up the private sav-
ing rate. The social security system has recently experi-
enced its first current deficits and there is, indeed,
evidence of younger cohorts saving earlier and at higher
rates than their predecessors, related to fears about
income adequacy on retirement and scepticism over the
financial sustainability of the public pension system.’
However, if the government sticks to or accelerates its
announced commitment to move gradually towards bud-
get balance over the next decade, the perception of house-
holds’ that the course of public finances is unsustainable
may lessen, reducing the perceived need to save.°

1. For a retrospective review of factors advanced to explain the “high” Japanese saving rate, see Horioka, C., “Are the Japanese unique? An
analysis of consumption and saving in Japan”, Osaka University, mimeo, 2004.

2. More recent evidence from flow-of-funds statistics suggests that the household saving rate fell further until the end of 2003.

3. Kozu, T, Y. Sato, and M. Inada, “Demographic changes in Japan and their macroeconomic effects”, Bank of Japan Working Papers, No. 04-E-6, 2004.

4. See Doi, T., “Precautionary saving and employment risk during the 1990s”, PRI Discussion Paper Series No.04A-03, Ministry of Finance, 2004,
who points to evidence that some households increased precautionary saving in response to uncertainty resulting from labour market adjustments.

5. According to survey evidence, 70 per cent of respondents were in favour of drastic reform to the national pension scheme (http://
globalag.igc.org/pension/world/2004/drastic.htm). On the saving rates of different cohorts, see Ishikawa, T., “Has the saving behaviour of
Japanese households changed? Distinguishing facts from fallacies”, NLI Research, 2004.

6. See Chapter V, “Saving behaviour and the effectiveness of fiscal policy”.
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Has there been a lasting shift in Japanese consumer behaviour? (cont.)

In sum, the ongoing effects of population ageing will  the risk of a backup in household saving. The end of defla-
maintain downward pressure on household saving at a time  tion could in principle curb the incentives for households to
labour market developments, wealth and fiscal consolidation ~ save, but the net impact of lower real interest rates and lower
effects are also beginning to move in a direction that reduces  real balance effects is uncertain.

A variety of forces influence household saving

Net saving rates! Over 65 as per cent of population
% of GDP %
15 40
13 35
11
30
9
5 25
5 20
3 15
1 e
—— Total private 10
-1 Houscholds ",
3 === Corporate K 5
I Government "
5 : 0
1980 85 90 95 2000 1980 90 2000 10 20 30 40 50
Employment Real long-term interest rate
Million Million %
66 18 7
65 Total (left\siale) 7 17 6
.: 5
64 e 16
i ¢ 4
63 - 15
3
62 I 14
61 ::"' 13 1 | I I | I I I
60 12 0
1990 92 94 96 98 2000 02  04Q1 1980 85 90 95 2000

1. Net of consumption of fixed capital.
Source: OECD Annual National Acounts, 1970-2002; Statistics Bureau, Ministry of Internal Affairs and Communications, Statistical Handbook of Japan, 2004;
OECD Labour Force Statistics, October 2004; OECD Economic Outlook 76 database.

© OECD 2004



14 - OECD Economic Outlook 76

In Japan, the expansion is set
to continue

Non-OECD countries should
see sustained growth...

... and world trade will
continue to expand rapidly

Figure 1.8. Export performance is diverging
among the larger euro area economies
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Source: OECD Economic Outlook 76 database.

In Japan, growth should settle at a rate somewhat above potential. As firms
have restored profit margins, the expansion should be supported by business
investment, whilst the role of exports should diminish. Indeed, foreign demand,
notably from China, has slowed and, as noted, the high-tech cycle seems to have
peaked. The household saving rate is projected to stabilise (Box 1.2), but consumer
spending will be sustained by employment creation and fading wage deflation.
Consumer price inflation should turn marginally positive in the course of the pro-
jection period, as unemployment gradually declines towards its estimated struc-
tural rate.

The impulse to global growth from the non-OECD area should continue to be
significant. In China, the projection for the next two years remains one of sustained
real GDP growth, even if most risks seem to be on the downside.!! In Russia, growth
is projected to moderate, in line with a slower expansion of the oil sector and not-
withstanding considerable terms-of-trade gains. In Brazil, where exports have led the
recovery so far, domestic demand is strengthening so that growth is becoming more
broadly based.

Following a slowdown in the course of 2004 — especially in Dynamic Asia and
China — world trade is projected to expand by around 9 per cent in 2005 and to main-
tain this pace in 2006 (Table 1.3), which would be distinctly above the long-run aver-
age. With a lag of a few quarters, a significant portion of the extra oil revenues
enjoyed by oil exporters should be spent on imports from OECD countries: Turkey
should benefit most in terms of export market growth, with a 2! percentage point
gain, whilst Australia, France, Greece, Italy and the United Kingdom would all
record a gain of over one percentage point. As discussed below, trade and current
account imbalances are projected to persist or worsen.

11. See Chapter 111, “Developments in selected non-member economies”.
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Table .3. World trade growth should be sustained

2003 2004 2005 2006

. Percentage change over previous period
Goods and services trade volume 0 9 P P

World trade’ 51 9.5 9.0 9.5
of which: OECD 3.0 84 7.7 8.1
NAFTA 25 9.6 8.3 8.0
OECD Asia-Pacific 8.7 13.6 9.0 9.9
OECD Europe 18 6.4 7.0 7.6
Non-OECD Asia 12.2 14.0 129 138
Other non-OECD 7.9 9.5 105 11.2
OECD exports 24 8.3 7.8 85
OECD imports 3.6 84 7.6 7.7
Trade prices”
OECD exports 11.5 8.4 4.7 0.9
OECD imports 10.6 8.6 5.3 1.0
Non-OECD exports 6.1 10.0 6.6 21
Non-OECD imports 6.6 8.0 4.9 2.6
Current account balances Per cent of GDP
United States -4.8 -5.7 -6.2 -6.4
Japan 31 35 35 37
Euro area 04 0.7 0.6 0.9
OECD -11 -1.2 -1.4 -1.3
$ billion
United States -531 -669 -761 -825
Japan 135 164 168 184
Euro area 32 67 61 96
OECD -338 -395 -483 -482
Non-OECD 250 308 361 316
World -88 -87 -122 -166

Note: Regional aggregates include intra-regional trade.

a) Growth rates of the arithmetic average of import volumes and export volumes.
b) Average unit values in dollars.

Source: OECD Economic Outlook 76 database.

In the near term, risks are dominated by oil price uncertainty

The single most prominent uncertainty surrounding the above projections pertains  Oil price uncertainty casts a

to the oil price. Others include those on the geopolitical front and concerning the emer-  shadow over the projections
gence of protectionist tensions, which would complicate Doha Round negotiations.
Some of the downside risks highlighted in earlier editions of the OECD Economic Out-
look have become more acute, notably as house prices have begun to stall. Where
house price rises have been related to speculation, the adjustments may still have fur-
ther to go than posited in the projection. Other risks have not crystallised, but nor have
they disappeared, in particular those related to a possible backup in long-term interest
rates or to a hard landing of the Chinese economy. On the upside, there is a possibility
that the balance sheet purge associated with the latest global slowdown has set the
stage for a more forceful investment performance than projected.

The oil price could fall back significantly, consistent with the fact that spot oil  Oil prices may surprise either
prices appear to have been boosted by a number of short-run factors (Box 1.3), but it  way
could also turn out to be higher and more persistent than expected. The low
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Will higher oil prices persist? Oil price volatility has
increased gradually over the past decade and in this context
substantial spikes to the oil price are not particularly unusual.
Over the same period, the persistence of oil price shocks has
diminished, though ex ante it is difficult to determine
whether an oil price shock is permanent or transitory. In this
context, with oil prices in 2004 reaching levels that have not
been seen since the oil price shocks in the 1970s and early
1980s, the question arises whether oil prices will remain this
high or revert towards their longer-term trend.

Short-term futures reflect temporary risk premia and specu-
lation. With respect to the short-term futures price, the oil mar-
ket has been in almost continuous strong backwardation since
1999, the spot price being significantly higher than the
six-month futures price. This is an unusually long period and
suggests that current uncertainties are adding a large risk pre-
mium to the spot price. During 2004, fears over the security of
supply have surfaced with regularity. Indeed, risk premia have
risen with fears of supply disruptions arising from the sabotage
of Iraq’s oil export infrastructure, attacks on oil workers in
Saudi Arabia, the uncertainty over the future of the Russian oil
company Yukos (which accounts for almost 2 per cent of world
production), and threats of supply disruptions in Nigeria and
Venezuela. The impact of speculation on oil prices is harder to
quantify, but may also account for some of the volatility.

Industry stocks have been low. With strong demand and
supply tight, even small perturbations to the oil market can
induce substantial price movements. In such a volatile market,
industry participants have higher desired levels of inventories,
and require a larger spot price increase, relative to the forward
price, to release stocks to the market. This is the case at the
moment. Oil industry stocks, having trended downwards over

Box 1.3. Have oil prices overshot?

the 1990s, have been low in relation to demand and have
reduced the flexibility of supply, but the demand for stocks has
built up over the year, putting pressure on the oil price.!

Demand for oil has been stronger than anticipated. As
uncertainty dissipates, the oil price will fall. However, some
influences appear likely to be long-lasting. Over the first half
of 2004, strong demand contributed to the strengthening of
oil prices. The composition of oil demand in early 2004
reflected stronger than anticipated output growth in dynamic
Asian economies, and particularly China. The dynamic
Asian economies and China accounted for almost one half of
the additional demand, with outturns somewhat higher than
industry projections made at the beginning of the year.
Pressures from the demand side are likely to continue,
though if high prices persist the higher long-term price elas-
ticity of demand will lead to lower demand in the future.

Low investment means production capacity is tight. Spare
capacity in OPEC countries — principally in Saudi Arabia —
has been reduced over the course of the year. As a result, it is
estimated that spare capacity in OPEC countries has nar-
rowed to around 1 million barrels per day.? At the same time,
there has been little spare capacity available outside the
OPEC producers to respond to surges in demand. More
recently, in the context of expectations of rising oil prices,
investment in exploration and development in non-OPEC
countries has picked up relative to activity in the 1990s. But
lead times in bringing additional supply to market mean that
such investment does little to alleviate pressure in the short
run, implying a comparatively inelastic short-run elasticity
of supply. In short, without the increased development of
OPEC producers’ substantial reserves, supply is likely to
remain tight for some time to come.

1. During the course of 2004 stocks attained levels that are similar for the same time of year in comparison with the recent past. But strong
backwardation persisted over this period and created incentives to run down stocks. In this light, a “normal” level of stocks is likely to be
higher than comparison with the recent past would suggest. Other temporary influences on stock levels include the impact of the hurricane
season, which by reducing offshore production and delaying shipments to the United States reduced stock levels.

2. As recently as 2002, OPEC spare capacity exceeded 6 million barrels per day.

short-term elasticity of demand implies that supply disruptions reducing daily output
by no more than one or two million barrels could lead to substantially higher oil
prices.!? The actual size of a possible further adverse oil price shock would, however,
depend on its source, oil reserves being relatively concentrated geographically. Stan-
dard simulations using the OECD’s Interlink model allow a rough quantification of
the first-round demand-side effects of an oil price shock of the current magnitude,
and the impact of policy responses, based on average behaviour during past episodes.
Under the assumption that nominal interest rates are unaffected, they suggest that a

12. For further details, including simulations of the macroeconomic impact of oil price shocks, see Chapter IV,
“Oil price developments: drivers, economic consequences and policy responses”.
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Far futures prices have risen. While price projections for
a volatile market are very uncertain, and near-futures prices
are poor predictors of the future spot price, several indicators
point to expectations that as the influence of short-term fac-
tors abates, oil prices will be permanently higher. Far futures
prices (six to seven years out) have risen, whereas, through-
out the 1990s, prices for the longest available futures
remained very stable at around $20 per barrel. Moreover, oil
company analysts have raised their longer-term price expec-

Have oil prices overshot? (cont.)
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tations by around $5 per barrel since the beginning of the
decade. Equity investors’ valuations of oil company assets
have also apparently risen, in line with expectations of
higher oil prices.? Taken together, these factors suggest that,
though prices will fall from current levels as the impact of
short-term factors dissipates, some elements behind the
recent rise will have a longer-lasting impact.* Most impor-
tantly, the longer-run elasticity of demand and supply for oil
is higher than the short-run elasticity.

Crude oil spot and far futures prices

West Texas intermediate (WTI), current dollars, and three-month moving average

$ per barrel of WTI
60
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40

Spot prii
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20
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Source: Datastream.

3. See, for example, Randall & Dewey, Global Acquisitions Review, Third Quarter, 2004.
4. See Chapter IV, “Oil price developments: drivers, economic consequences and policy responses”.

sustained $15 increase in oil prices — from the middle of the range targeted by OPEC
in the past to $40 — subtracts some 0.2 percentage point from OECD-wide real GDP
growth in the first full year. They also point to a concomitant rise in consumer price
inflation of a slightly greater magnitude. Such simulations do not capture possible
negative longer-run supply-side effects stemming from a lower return on capital, or
the non-linearities which come into play in the event of a large price shock having an
impact on confidence.'?

13. In particular, ready reckoners tend to mask possible asymmetries, insofar as a $10 oil price increase
may have stronger effects on output and inflation -- in absolute terms -- than a $10 decrease.
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Figure 1.9. Investment has been picking up slowly in some countries

Business sector investment, index, cyclical trough = 100
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Note: A cyclical through is usually defined as a trough in the level of real GDP. For the United States the NBER chronology is used. For the United Kingdom, the last cyclical
trough reflects a minimum in the output gap. The average of previous cycles includes major cycles from the 1960s to the 1980s (late 1970s to 1990s for Japan). The last
cyclical trough is 2001Q4 for the United States, 2002Q1 for Japan and 2003Q2 for the European countries. The shaded area shows the projection period for the current
cycle.

Source: OECD Economic Outlook 76 database.
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So far, investment has performed differently from past cycles, but not uniformly Investment could be stronger

so. In the United States and Germany, it has been slower to pick up than usual, unlike than expected...

in Japan, the United Kingdom and other members of the euro area (Figure 1.9). Pro-

vided oil prices evolve favourably, there is an upside risk that flush corporate balance

sheets and profits in the United States and several other large OECD economies may

translate into stronger investment and hiring than in the projection, not least in view of

the very large slump in investment during this downturn but also considering possible

increases in scrapping rates related to a larger proportion of high-tech equipment. The

upside risk to investment would be all the more significant if long-term interest rates

were to remain below their assumed path, or if equity prices were to bounce back.

However, long-term benchmark interest rates are currently very low, possibly ... but long-term interest rates
reflecting some flight to safety, which makes for a rather flat yield curve at this stage could back up more abruptly
of the cycle. At the same time, spreads on corporate bonds are far below recent his- than foreseen
torical averages. Hence, there is a risk of a more abrupt rise in interest rates than
foreseen in the projection.'* This risk is aggravated by a backdrop of persistent, large
fiscal imbalances, insofar as they may not have been fully priced in.

In recent years, many countries have seen house prices far outpace consumer Rapid house price inflation

prices (Figure 1.10). The associated wealth gains have helped to support household may have ended in several
spending, especially where institutional arrangements are conducive to housing countries
equity withdrawal in one form or another.!® In a number of cases — notably Australia,
Ireland, New Zealand, Spain and the United Kingdom — real estate prices have
reached very high levels compared with rents or incomes and house prices seem, in
fact, to have peaked in several of these countries. To the extent that this is a response
to moderate monetary tightening, it may be seen as the counterpart to the resilience
generated by the housing market during the cyclical downturn. Yet, even if they may
not decline in absolute terms, more stable house prices imply that an important driver
of household spending is no longer operative, or much less potently so, creating a
drag on growth, as evidenced in the Netherlands and, most recently, in the United
Kingdom.!® Concerns have mounted regarding the risk of an abrupt housing market
slowdown, in a context where house price rises may have been driven by speculative
behaviour, especially where households have taken on considerable debt.

The importance of the Chinese economy for OECD countries, particularly via A hard landing in China would
trade channels, has rapidly increased over time. In 2002-03, growth in Chinese mostly, but not only, affect Asia
imports accounted for one-fifth of export market growth in the United States,
one-quarter to one-third in Japan and Australia and two-fifths in Korea.!” While this

14. For further discussion, see Slak, T. and M. Kennedy, “Factors driving risk premia”, OECD Economics
Department Working Papers, No. 385, 2004.

15. See Catte, P., N. Girouard, R. Price and C. André, “The contribution of housing markets to cyclical
resilience”, OECD Economic Studies, No. 38, 2004/1. Only part of withdrawn equity, however, is
consumed in the near term: e.g. households selling a property without purchasing another one and
those who trade down are more likely to pay off debt or save the proceeds than to spend them (see
Benito, A. and J. Power, “Housing equity and consumption: insights from the Survey of English
Housing”, Bank of England Quarterly Bulletin, Vol. 44, No. 3).

16. It has been estimated that housing equity withdrawal has contributed about 1 percentage point to Dutch real
GDP growth both in 1999 and in 2000, but that as equity withdrawal subsequently halved, its contribution
turned negative, subtracting 2 percentage point from real GDP growth both in 2001 and in 2002, and exert-
ing a further drag in 2003 (“Financial behaviour of Dutch households”, De Nederlandsche Bank, Quarterly
Bulletin, September 2003). The potential negative contribution of a slowdown in house price inflation in the
United Kingdom is quantified in the latest OECD Economic Survey of the United Kingdom, Paris, 2004.

17. The impact on the market growth facing producers in the major European economies was smaller, at around
one-tenth, as they tend to trade less heavily with China, with Germany nonetheless relatively more exposed.
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Index, 1985 = 100, logarithmic scale
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Figure 1.10. Real house prices may be peaking in some countries
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Source: Australian Commonwealth Bank Housing Industry Association; Bank of Spain; Irish Department of the Environment; UK Office of the Deputy Prime Minister; US
Office of Federal Housing Enterprise Oversight; Reserve Bank of New Zealand; OECD, Main Economic Indicators.

External imbalances will
get larger

proportion is declining somewhat, reflecting a pick-up in trade in other parts of the
world, China’s contribution to world trade growth is likely to remain well above its
global export share. Thus, in the event of a hard landing in China — possibly precipi-
tated by a more abrupt than foreseen end to over-investment or by higher oil prices
(given China’s greater dependence on oil) — the associated slowdown in imports
would noticeably affect the export market growth of OECD economies. The direct
impact would depend not only on the extent to which they trade with China, but also
on the importance of external trade for the overall economy. More open economies
may be more affected than others, even if they trade less heavily with China. For
example, the drag on Canadian GDP of weaker growth in Chinese imports in
2004-05 would be approximately double that on US GDP, even though China
accounts for a larger proportion of US exports. At the same time, an abrupt decelera-
tion in China would reduce demand pressures in energy and raw materials markets,
which would entail terms-of-trade gains for many OECD countries.

Sizeable external imbalances are projected to persist in a number of OECD
countries, most notably in the United States, where the current account deficit is set
to worsen from 4% per cent of GDP in 2003 to 6% per cent by 2006, with as its main
domestic saving/investment counterpart persistent public dissaving (Figure I.11). In
stock terms, non-residents are estimated to currently own some $10.5 trillion in US
assets, implying that shifts in the US dollar exchange rate could have sizeable effects
on balance sheets abroad. In net terms, US foreign liabilities, which at end-2003
amounted to 23.5 per cent of GDP, are projected to double by the end of the decade
assuming unchanged policies and exchange rates.'® Current account deficits of this

18. See Brook, A-M., F. Sédillot and P. Ollivaud, “Channels for narrowing the US current account deficit
and implications for other economies”, Economics Department Working Papers, No. 390, 2004.
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Figure I.11. The US current account has entered uncharted territory
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Macroeconomic
policy stimulus should be
withdrawn gradually

Central banks have started to
raise interest rates...

... in the United States and the
United Kingdom...

At what pace should macro stimulus be removed?

order of magnitude can be sustained for some time. A case in point is Australia,
where the current account gap has averaged 4% per cent of GDP over the past two
decades. However, Australia’s economy is only one twentieth as large, so that the
share of claims on Australia in foreign investors’ portfolios is bound to remain mod-
est. Moreover, the domestic counterpart has been private investment rather than gov-
ernment dissaving. While the US external deficit was mostly financed by direct and
portfolio equity investment in 2000, it’s funding has shifted towards purchases of
bonds issued by the government or government-sponsored agencies, with a sizeable
share of these purchases emanating from central banks, mostly in Asia. How long such
a configuration can endure cannot be predicted, but debt accumulation at the current
pace cannot continue indefinitely. When it ceases, this could well involve potentially
disruptive downward pressure on the dollar and upward pressure on bond yields.

While, as noted, the impulse to growth from fiscal and monetary policies is
diminishing, the macroeconomic policy stance remains quite loose in most OECD
countries. As the recovery broadens, the degree of policy accommodation needs to be
reduced gradually, not just to avoid procyclical stimuli but also, on the fiscal side, to
address increasingly pressing medium-run challenges. However, while a movement
towards a more neutral interest rate setting is projected, on current fiscal plans little
consolidation is set to take place over the next two years (Figure 1.12).

Monetary policy: returning to neutrality

Most OECD central banks loosened the monetary policy stance following the
onset of the latest cyclical slowdown. As a result, ample liquidity was created, and
real interest rates were maintained at low levels for quite some time (Figure 1.13).
This helped support the recovery in the face of geopolitical and other headwinds.
However, in order for the resulting liquidity not to fuel an unwelcome upsurge in
inflation over the medium run, a gradual withdrawal of stimulus is called for, albeit
with different timing and speed across regions, taking into account continuing head-
winds, not least those stemming from oil prices. In general, the pace at which interest
rates should be normalised need not be influenced by the first-round impact of
energy price increases on headline inflation, insofar as longer-run inflation expecta-
tions have remained well-anchored around central banks’ desired levels. The move
toward a more neutral stance has already started in the United States, the United
Kingdom and some smaller economies (e.g. Canada, New Zealand, Poland and
Switzerland) where slack, if any, is limited and/or some inflationary pressures are
surfacing. In contrast, the need to steer interest rates upwards is less urgent in the
euro area and Japan.

Since the previous OECD Economic Outlook, the US Federal Reserve has
raised its key policy rate four times, in steps of 25 basis points each, to 2 per cent.
Even so, both nominal and real interest rates remain very low in historical perspec-
tive. In a context where the output gap is shrinking and unit labour costs are picking
up, further increases are warranted to bring rates closer to a neutral position
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—— Figure .12. Monetary stimulus is being withdrawn at an uneven pace and fiscal adjustment is wanting ——
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Source: OECD Economic Outlook 76 database.

(Box 1.4). As corporate balance sheets have been consolidated substantially in recent
years, and given comfortable profit levels, firms should be able to withstand the nor-
malisation of interest rates with relatively little stress (see Appendix). Policy rates
have also continued to be raised in small increments in the United Kingdom, but to a
much higher level of 4% per cent, in a context where the output gap is turning posi-
tive. The tightening of the monetary stance, which started a year ago, has contributed
to the slowing of house price inflation, but credit to households remains buoyant. In
all likelihood, the policy rate is nearing neutrality and with consumer price inflation
still surprisingly subdued, only limited further interest hikes seem warranted.

In contrast, the key policy rate has remained on hold in the euro area since ... but interest rates remain on
June 2003, at 2 per cent. Over the same period, however, monetary conditions —as  hold in the euro area...
measured by the weighted average of real short-term interest rates and the real effec-
tive exchange rate — have tightened somewhat. For reasons discussed above,
headline inflation has exceeded the Eurosystem’s 2 per cent threshold almost unin-
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The “neutral” rate is an important conceptual bench-
mark. As policy-controlled interest rates start to move up
from very low levels, the question arises of where their
“equilibrium”, “natural” or “neutral” level may lie. In its
contemporary form, this concept refers to the interest rate
consistent with output at potential and stable inflation. It
plays a key role in some models of central banks’ reaction
function, such as the so-called Taylor rule, or when comput-
ing indicators of future inflationary pressures such as the real
interest rate gap, understood as the difference between the
observed and the neutral rate.! Below, the term “neutral rate”
will be used as short-hand for the neutral short-term real
interest rate.

Long-term averages and univariate estimates of the neu-
tral rate can be misleading. Empirically, the neutral rate has
been derived in a variety of ways. The simplest approaches
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Box I1.4. Where does the “neutral’ interest rate lie?

are univariate and capture it as some long-run average of
observed values (possibly with a greater weight on recent
observations), or run a filter through the real interest rate
data to obtain it as a relatively smooth trend — for example a
Hodrick-Prescott (HP) filter. Such approaches do not incor-
porate the interactions between interest rates on the one hand
and inflation and output on the other, and can therefore be
misleading. They may make sense when applied over periods
when actual output and inflation are fairly stable. But they
do not adjust fast enough when output or inflation vary
significantly. This was the case, for example, during the late
1960s and much of the 1970s, when inflation took off in
many OECD countries, strongly suggesting that average real
short-term interest rates were in fact well below neutral.
Similarly, univariate filters mistake a large portion of the dis-
inflationary policy action of the late 1970s and early 1980s
for an upward shift in the neutral rate.

— Kalman-filter estimates of the US neutral real short-term interest rate —

Real fed funds rate
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Source: Update of Laubach and Williams (2003), see footnote 2 in this box.

1. See Neiss, K. and E. Nelson, “The real interest rate gap as an inflation indicator”, Macroeconomic Dynamics, Vol. 7, No. 2, 2003.

terruptedly since 2000, although not by much on average.!® Yet, against the back-
ground of substantial residual slack in the economy, both headline and core inflation
should ease over the next two years, suggesting that over the next few quarters, a
wait-and-see posture may remain appropriate.

19. The Eurosystem focuses on medium-run inflation developments rather than on transient ups and
downs, and since the launch of the euro annual headline inflation for the harmonised index of con-
sumer prices has averaged exactly 2.0 per cent.



Multivariate estimates are more informative. Approaches
designed to avoid this drawback therefore simultaneously
take into account the interest rate, inflation and output. One
such approach uses a technique called the Kalman filter to
adjust the estimated neutral rate for deviations between pre-
dicted and actual GDP. For instance, if actual GDP exceeds
predicted GDP, part of the unexpected strength in economic
activity is attributed to a more stimulative monetary policy,
and hence the estimate of the neutral rate is raised propor-
tionately.? In the US case, the Kalman-filter methodology
applied on four decades of data suggests that since the 1960s
the neutral short-term interest rate has fluctuated between 2
and 5 per cent, and that in the third quarter of 2004 it stood at
2.1 per cent.

The neutral rate varies over time, across countries and
across models. Studies on the euro area suggest that since
the mid-1990s, the neutral rate has come down, to around
2% per cent by 2000 and to about 1% to 2 per cent by the
Spring of 2002.3 For Canada, the neutral rate has been esti-
mated at 1% to 2 per cent in late 2002.* For New Zealand, a
comparison between 14 different models of the neutral rate
shows that while in all cases it declined during the 1990s, the
estimates as of early 2003 ranged from 3% to 4% per cent.’
Lastly, Kalman-filter estimates for Poland put the neutral

Box 1.4. Where does the “neutral’’ interest rate lie? (cont.)
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rate at around 4 per cent in 2003, down somewhat from its
average level in earlier years, but clearly above euro area
levels.®

Lack of precision makes it difficult to make the neutral
rate operational. The above examples illustrate that con-
siderable uncertainty surrounds any estimate of the neutral
rate. For policy purposes, this drawback is worsened by the
fact that future data can substantially alter the estimate of
today’s level of the neutral rate, as evidenced when compar-
ing the estimate based on the full sample (two-sided filter),
as above, with the one based on past data (one-sided filter),
which makes use of observations only through the date at
which the neutral rate is estimated.” For example, based on
past data only, the neutral rate in the United States was esti-
mated to exceed 3 per cent until mid-2002. When taking into
account the subsequent moderate recovery, notwithstanding
a real funds rate of around zero, the most recent neutral rate
estimate is reduced to just above 2 per cent, and the neutral
rate estimate for 2001-02 is revised to about the same level.
An additional, though less severe, problem is that the end-
period data entering the estimation are at times subject to
substantial revisions. Like other unobservable macroeco-
nomic variables, the neutral rate, while informative, should
be used with caution in policy making.?

2. For a more rigorous exposition, see Laubach, T. and J. Williams, “Measuring the natural rate of interest”, Review of Economics and Statis-
tics, Vol. 85, No. 4, 2003. The real interest they use is an ex ante one, with inflation expectations proxied by a forecast of the four-quarter-
ahead percentage change in the price index for personal consumption expenditures excluding food and energy, generated through a univari-
ate autoregressive process.

. See Giammarioli, N. and N. Valla, “The natural real rate of interest in the euro area”, ECB Working Paper, No. 233, 2003, which is based
on a stochastic dynamic general equilibrium model and ends in 2000, and Crespo-Cuaresma, J., E. Gnan and D. Ritzberger-Gruenwald,
“Searching for the natural rate of interest: a euro-area perspective”, Empirica, Vol. 31, No. 2-3, 2004, which is based on a multivariate
unobserved component model and runs through the spring of 2002.

. See Lam, J.-P. and G. Tkacz, “Estimating policy-neutral interest rates for Canada using a dynamic stochastic general-equilibrium frame-
work”, Bank of Canada Working Paper, No. 2004-9, 2004.

. See Basdevant, O., N. Bjérksten and O. Karagedikli, “Estimating a time varying neutral real interest rate for New Zealand”, Reserve Bank
of New Zealand Discussion Papers, No. 2004/01, 2004. The fact that the neutral rate seems to be higher in New Zealand than in the afore-
mentioned OECD economies may reflect greater GDP and exchange rate volatility, lower liquidity of the debt denominated in New
Zealand dollars and/or a high net foreign debt ratio.

. See Brzoza-Brzezina, M., “The information content of the natural rate of interest: the case of Poland”, mimeo, 2004.

. The one-sided estimate is not exclusively based on past information, as the model parameters are estimated using the entire sample. None-
theless, given that these parameters are fairly stable over large parts of the sample, the one-sided estimate is a good approximation of what
the neutral rate estimate would have been at that time, abstracting from later data revisions.

. See Clark, T. and S. Kozicki, “Estimating equilibrium real interest rates in real time”, Federal Reserve Bank of Kansas City Research
Working Papers, No. 04-08, 2004.

Monetary policy has also remained on hold for quite some time in Japan. The ... and in Japan

latest increase in the targeted level of bank current accounts at the Bank of Japan
took place in January 2004. Interventions on the foreign exchange market, which
were conducted on a massive scale until March 2004, have since ceased, and base
money has decelerated strongly. At the same time, the process of contraction in bank
lending, which started seven years ago, has continued, despite encouraging progress
in reducing the stock of non-performing loans, through ongoing disposals and via a
slowdown in the generation of new bad loans.?° In the near term, with consumer
price inflation still in negative territory, a continuation of the zero interest rate policy
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Fiscal adjustment should not be
deferred any longer

—— Figure [.13. Real interest rates remain relatively low

= United States === Euroarea v Japan = = United Kingdom

Per cent

10

1985 8 87 88 8 9% 91 92 93 94 95 96 97 98 99 2000 01 02 03 04

Per cent

1985 8 87 88 8 9 91 92 93 94 95 96 97 98 99 2000 01 02 03 04

Note: Short-term refers to 3-month money market rates and long-term to 10-year government bond yields. Real interest
rates have been deflated using the core inflation index (harmonised index for the euro area and the United Kingdom).
Source: OECD Economic Outlook 76 database.

is in order. While there is no evident need for further quantitative easing, the norma-
lisation of interest rates should not start before inflation turns clearly positive.

Fiscal policy: speeding up consolidation

Several OECD countries — including the United States, Canada, France and the
United Kingdom — have enjoyed higher-than-projected revenue growth thus far in
2004. But at the same time, spending also continues to rise rapidly, in these as well
as in a number of other OECD countries. More disquietingly, underlying fiscal posi-
tions generally are not improving and scant adjustment is in the pipeline (Table 1.4)
even though, as has been documented in earlier editions of the OECD Economic
Outlook, fiscal positions are in many cases unsustainable. The momentous chal-
lenges lying ahead are admittedly acknowledged in virtually all OECD countries and
are prompting a number of longer-run pension and health care reforms, but these
need to gather pace (Box L.5).

20. Other signs of structural adjustment in the financial sector include the significant unwinding of
cross-shareholdings amongst the big banks, which has halved since the late 1990s (see Nippon Life
Insurance Research Institute, Fiscal 2003 cross-shareholding survey, September 2004). In addition,
the Bank of Japan has recently announced that it would no longer purchase bank shares.
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Table 1.4. Fiscal deficits are large and persistent

2002 2003 2004 2005 2006

Per cent of GDP/ Potential GDP

United States
Actual balance -3.8 -4.6 -4.4 -4.1 -4.2
Cyclically-adjusted balance -3.2 -4.1 -4.2 -4.0 -4.2
Cyclically-adjusted primary balance -1.2 -2.3 -25 -2.1 -2.0
Japan’
Actual balance -7.9 -7.7 -6.5 -6.4 -6.3
Cyclically-adjusted balance -6.8 -6.8 -6.3 -6.4 -6.6
Cyclically-adjusted primary balance -54 -54 -4.8 -4.7 -4.5
Euro area
Actual balance -24 -2.8 -2.9 -2.6 24
Cyclically-adjusted balance -24 -2.0 -21 -1.8 -1.8
Cyclically-adjusted primary balance 0.9 1.0 0.8 11 11
OECD”
Actual balance -3.2 -3.7 -35 -3.2 -3.2
Cyclically-adjusted balance -3.1 -34 -3.4 -3.3 -3.3
Cyclically-adjusted primary balance -0.9 -1.4 -1.4 -1.2 -11

Note: Actual balances arein per cent of nominal GDP. Cyclically-adjusted balances are in per cent of potential GDP.
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 0.1 per cent of GDP in 2002.

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

Source: OECD Economic Outlook 76 database.

In the United States, tax receipts as a share of GDP essentially stopped falling Fiscal consolidation will
this year, mainly thanks to buoyant corporate profits. With the end of the 2004 tax require new measures in the
refunds, the expiration of accelerated depreciation allowances and the slowing of United States...
federal government purchases, the fiscal stance — as measured by the change in the
primary cyclically-adjusted balance — is shifting from slightly expansionary to mode-
rately restrictive. However, revenues are not set to improve endogenously as much as
they did during the second half of the 1990s, in a context of buoyant financial market
conditions and growth. At the same time, spending commitments — whether or not
already explicitly built into budgets — are growing rapidly. Among the larger uncer-
tainties are the fate of the sunset clauses associated with the tax cuts implemented in
recent years and the extent to which the alternative minimum tax (AMT), which if
left unchanged will affect a growing proportion of taxpayers, will be indexed or oth-
erwise altered.?! On the spending side, formal budget plans assume restraint, but dis-
cretionary spending has tended to systematically overshoot programmed amounts.

An additional uncertainty relates to the evolution of military spending.

In Europe, the 2004 headline general government deficit is set to approach or ... as well as in Europe...
exceed 3 per cent of GDP in eleven of the 19 European Union (EU) countries that
are OECD members. In the euro area, half of the countries are in this situation.
Moreover, in some cases, the magnitude of the fiscal gap has been understated in the

21. The AMT is intended to limit taxpayers’ ability to use certain tax breaks (it essentially boils down
to adding back some of the latter into adjusted gross income). Estimates prepared by the Congres-
sional Budget Office suggest that indexing the AMT for inflation would cost about ' per cent of
GDP each year.
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Box L.5.

How sustainable are public pension systems? Over recent
years, the progress across the OECD area in putting public
pension systems on a sustainable basis has been mixed, with
some countries still facing considerable increases in pension
expenditure. Even after reforms, estimates point to spending
increases of at least 2 per cent of GDP up to 2050 for half of
the countries listed. An inability to address pension chal-
lenges in a timely manner risks increasing the scale of
adjustment to benefit levels and contribution rates when they
are eventually put in place. Moreover, long lead times are
required to enable individuals to adapt their behaviour in
response to alterations in pension system rules, so that
actions to ensure the sustainability of public pensions have
become increasingly urgent.

Ensuring pressure from ageing is minimised. Those
countries where the projected increase in outlays is greatest
(given current demographic projections) generally operate
defined-benefit systems. Where defined-benefit public pen-
sion systems appear to be financially sustainable, a salient
feature is that an earnings-related defined-benefit pension is
not the only pension vehicle. In these cases, a share of retire-
ment income will be derived from other pensions and also
personal saving (for example, private pension saving is man-
dated in Australia and Hungary and encouraged in some
other countries). With this type of pension system structure,
the impact of ageing is a smaller threat to public finances in
these countries. This is nonetheless contingent on the politi-
cal sustainability of pensioner income declining relative to
median income if insufficient supplementary pension income
is available on retirement. An additional means of reducing
pressure from ageing is through closing pathways to early
retirement, as they can represent a considerable fiscal cost.

The notional defined-contribution pension is an alterna-
tive approach to achieving sustainability and a relatively
recent innovation. This system determines benefit levels on
the basis of contributions but uses a “revaluation factor” that
mimics investment returns and allows for life expectancy at
the point of retirement. The explicit consideration of life
expectancy on retirement adds robustness to the public pen-
sion system by reducing pressure on public finances arising
from increasing longevity. Linking the benefit level to life
expectancy on retirement can allow individuals greater
choice of retirement age, though this attribute is present in
other types of pension systems which build in actuarially fair
adjustments to benefit levels for early or later retirement. As

Where do public pension reforms stand?

life expectancy increases, individuals may need to remain in
employment longer to attain their targeted replacement rates.

Parametric reforms can gradually reduce fiscal costs.
The countries with less sustainable defined-benefit pensions
largely rely on pay-as-you-go systems. There, incremental
change through reforms of parameters such as benefit levels
or contribution rates has reduced the projected burden some-
what, though further reforms will be necessary in most cases.
Some of the recent reforms have indexed benefits payments
to prices or to total wage bill growth rather than to per capita
wage growth so as to cap the ratio of pension costs to wages.
A second element is scheduled rises in contribution rates
over time, running the attendant risk of weighing on GDP
growth.

Pre-financing and paying down debt can ease the bur-
den. While pension-system reforms are essential for contai-
ning ageing pressures, reducing government net debt can
also assist governments in meeting the challenges arising
from ageing. For example, Canada is pre-funding its second
tier pension in a separate off-budget account. While other
countries have adopted policies that nominally finance pen-
sion liabilities (or reduce national debt), significant and often
rapid deteriorations of fiscal positions, such as in Japan over
the 1990s and in the United States more recently, highlight
the vulnerability of this strategy, especially in the absence of
forward-looking fiscal rules.!

Governments need to consider the implicit liabilities
associated with private pension provision. Ultimately
reforms need to ensure that individuals on retirement will
have adequate financial resources and, in this context, gov-
ernments are increasingly looking to boosting private pen-
sion saving. If, however, pensioner income relative to
median income falls to politically unacceptable levels,
governments may be unable to resist pressure to guarantee
income adequacy. A particular risk has arisen with respect to
corporate pension plans, where large funding gaps emerged
as tumbling stock prices eroded pension fund assets, high-
lighting the importance of ensuring adequate funding.?
Government policy aimed at buttressing private pension pro-
vision needs to be carefully designed so as to avoid creating
adverse incentives (such as pension fund insurance giving
rise to underfunding) and imposing unnecessary regulatory
burdens on private pension providers. A sound prudential
framework is essential for encouraging effective private pen-
sion saving.

1. See “Fiscal sustainability: the contribution of fiscal rules”, OECD Economic Outlook, No. 72, 2002 for a review of fiscal rules being used

in OECD countries.

2. See Box 1.4 in OECD Economic Outlook, No. 74, 2003 for a discussion of funding gaps in corporate pensions.
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Box I.5. Where do public pension reforms stand? (cont.)

Reforms of retirement income systems in selected OECD countries”
National
Date of estimate of Actuarial
laft Gross public pefnsion ) . Mandatory Last major reforms adjustm.ent (earliest
major replacement spendlng Public pension private poss1ble age)
reform rate of increase benefit regime
mandatory Per cent of Changed level  Increased Per cent per
pensions in  GDP 2000 to of contribution l:
2003 2050 defined benefits ~ rates annum
Poland® 1999 70 -8.1 Notional defined Yes Abolished No 6.3
contribution
United 2003 48 0.2 Defined benefit No No No 10.4
Kingdom
Italy‘1 2004 70 0.1 Notional defined No Abolished No 1.7
contribution
Japan’ 2004 53 0.7 Defined benefit, No Reduced Yes 12.0
nominally funded
Sweden” 1998 76 1.5 Notional defined Quasi Abolished No 6.2
contribution
Australia 1992 52 16 Defined benefit Yes No No 9.4
Luxembourg 2002 71 1.9 Defined benefit No Increased Yes
United States 1983 45 2.0 Defined benefit, No No 5.8
nominally funded
Canada 1997 56 2.2 Defined benefit, No No No 6.0
prefunded
France® 2003 71 2.7 Defined benefit No Reduced Yes 5.0
Belgi um’” 2000 60 31 Defined benefit, No Reduced No 0.0
debt repayment
Hungary’ 1998 85 34 Defined benefit Yes Reduced No 0.0
Germany 2001 46 41 Defined benefit No Reduced Yes 6.0
Czech Republic 1995 45 4.7 Defined benefit No Reduced No 6.0
Korea 1988 71 5 Defined benefit, No No No 5.0
nominally funded
Greece 1992 53 10.0 Defined benefit No Increased Yes 0.0
a) The coverage of pension spending is less homogeneous across countries than over time.
b) The actuarial adjustment is a change in the benefit level to take account of the pension contributions made and life expectancy upon retirement.
c) Assumes 2 per cent growth in the revaluation factor. The drop in projected pension outlays reflects a major shift away from the pay-as-you-go
pillar, but the current national estimate far exceeds earlier OECD estimates and may overstate the extent of the foreseeable decline.
d) For people retiring after 2010. In 2004, the Italian parliament passed a framework law allowing the government to introduce implementing
legislation to reduce the fiscal burden of pensions, including reforms to encourage later retirement and to augment the main pension with
a supplementary pension.
e) The end-point of the projection is 2025 instead of 2050.
f) Assumes arevauation factor of 1.6 per cent.
g) The end-point of the projection is 2040 instead of 2050.
h) Regime for private sector employees. The end-point of the projection is 2030 instead of 2050.
i) Excluding pensions financed by the Health Insurance Fund.
Source: National submissions in the 2003-04 stability or convergence programmes for EU countries (except Greece); Canadian Office of the
Superintendent of Financial Institutions; US Congressional Budget Office; Japanese Ministry of Finance; forthcoming OECD Survey of Greece;
Korea Development Institute; OECD, Sustainable Development in OECD Countries: Getting the Policies Right , Paris, forthcoming.
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... where some of the rules are
being rewritten

Fiscal efforts need to be more
ambitious in Japan

headline budgetary statistics.??> The ongoing deterioration is especially striking in
Greece. Against this backdrop of serious slippages, new tax reductions are to be
implemented in 2005 in several countries, although in some the cuts are offset by
spending measures or revenue-raising initiatives. It is important indeed that any cuts
in tax rates be financed by base broadening and/or by spending measures, so that
cyclically-adjusted deficits are put on a firm downward path in the coming years,
with the pace of improvement necessary to enhance credibility probably being at
least %2 percentage point of GDP per annum, in line with what has been an official
objective for some time. In addition, any tax windfalls, such as witnessed in France
during 2004, ought to be used primarily for deficit reduction. Efforts are also being
deployed in a number of euro area countries, both ex ante and during budget execu-
tion, to restrain public spending, but overruns keep reoccurring, not least in areas
such as health care. Fundamental reforms in a number of these areas are called for,
rather than repeated stop-gap measures.

Sound and enforceable fiscal rules can contribute to fiscal discipline and help
preserve or restore public finance sustainability, but they cannot substitute for such
fundamental public spending reform. In Europe, the Stability and Growth Pact pro-
bably limited the deterioration in fiscal positions during the downturn, but it eventu-
ally proved far less binding than originally intended. An amended interpretation of
the Pact has recently been proposed by the European Commission. It introduces
extra flexibility by offering a looser definition of the “exceptional circumstances”
under which the deficit can exceed 3 per cent of GDP without triggering disciplinary
action. It also allows more leeway in deciding on the speed at which a deficit that is
deemed excessive should be reduced, by explicitly taking into account the level of
public debt and its dynamics. Furthermore, in line with earlier understandings,
one-off measures are to be identified and controlled for more systematically. Finally,
the intention is to strengthen incentives to exercise fiscal restraint during cyclical
upturns. Overall, if not supported by binding mechanisms, continued reliance on peer
pressure to enforce fiscal objectives would call for much greater self-discipline than
mustered to date.

In Japan, the general government deficit is projected to decline in calendar year
2004, to 6% per cent of GDP, with gross public debt reaching 164 per cent of GDP.
The effects of higher-than-projected growth and continued cuts in public investment
(Figure 1.14) are being partly offset by increased old-age-related spending, coupled
with lower revenues due to reduced tax rates and reverse “bracket creep”, as defla-
tion pushes taxpayers into lower brackets. For fiscal year 2005, reductions in public
investment and non-priority discretionary spending are planned, alongside social
security reform, so that virtually no increase in general-purpose spending would be
allowed. Further out, pension contributions will continue to rise over the coming
decade following the passage of the reform bill. But rising debt-servicing costs, as
interest rates move towards normalisation and debt continues to accumulate, will
work in the opposite direction. More ambitious efforts — possibly in the form of a
higher value-added tax rate — will be needed for the government to reach its goal of a

22. Compared with the March 2004 notification to Eurostat, the Greek deficit for 2003 has been revised
up by almost 3 percentage points, to 4.6 per cent of GDP, with large upward revisions for earlier years
as well. At the same time, the 2003 public debt ratio has been revised up by 7% percentage points, to
110 per cent of GDP. In several other European countries, various measures embellish the reported
fiscal balance and/or debt without a commensurate improvement in underlying positions, see
Koen, V. and P. van den Noord, “Fiscal gimmickry in Europe: One-off measures and creative
accounting”, OECD Economics Department Working Papers, forthcoming.
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—— Figure 1.14. Public investment shrinks but social benefit outlays rise ——
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Source: OECD Economic Outlook 76 database.

primary surplus by the early 2010s. Public-sector reform can also help, and in this
regard the steps recently announced to overhaul and prepare Japan Post for privatisa-
tion are encouraging, although it will be important to ensure that in the process the
entity’s monopoly power and state-sponsored privileges be duly curtailed.
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Appendix: Corporate sector exposure to a rise in interest rates

As the recovery matures, interest rates might be expected to revert to more neutral levels, although timing and pace
are very likely to differ across countries. How various economies will be affected depends inter alia on the resilience of
their respective corporate sectors to interest rate hikes, as well as the latter’s magnitude. Where firms tend to have higher
debt loads and/or more limited financial resources to meet growing interest-rate obligations, the corporate sector is more
likely to experience stress as monetary policy is tightened. This risk can be assessed by examining corporate balance
sheet information drawn from the Worldscope database for the United States, Japan, Germany and the United Kingdom
(Table 1.5).2 In this context, both economy-wide average indebtedness indicators and their distribution across firms are
relevant.

It may be particularly instructive to compare the current situation with 1993, as it was also a year preceding a major
policy tightening cycle. Compared with a decade ago, average debt-to-equity ratios have declined in the United States
and especially Japan, where they had reached unparalleled levels in the early 1990s. In contrast, debt/equity ratios have
increased in Germany — even if the trend appears to have reversed since 2001 — and even more so in the United King-
dom, where they have increased sharply in recent years.?*

Turning to the distribution of debt loads across firms, the share of the US and of the UK corporate sector — whether
based on equity-market capitalisation or employment — that is highly indebted and thus most exposed to an increase in
inte-rest rates, had declined significantly by 2003. By contrast, in Japan and Germany, the proportion of heavily lever-
aged firms had risen.

Table I.5. Debt-to-equity ratios

In per cent
United States Japan Germany United Kingdom
1993 2003 1993° 2003 1993° 2003 1993’ 2003

Mean debt/equity ratio” 112 83 200 109 95 131 69 101

Share of market capitalisation
represented by firms with 24 19 26 36 18 38 40 30
high debt/equity ratios”

Share of employment
represented by firms with 25 16 21 31 23 27 29 13
high debt/equity ratios”

Memorandum item:

Aggregate debt/equity ratio” 53 49 188 139 125 154 37 39

a) Debt/equity ratios for individual firms are weighted by their share in total market capitalisation and then aggregated to
derive the economy-wide mean debt/equity ratio shown here.

b) Datafor 1993 include all non-financial firms listed on the stock exchange in 1993 (i.e. firms that were delisted since then
and no longer in business are also included).

¢) For 215 Japanese and 68 German firms, 2003 data are not available and 2002 data have been used, but this should not
significantly affect the results.

d) High debt/equity ratios are those that are at least one standard deviation above the mean.

e) From flow-of-funds statistics. For Germany debt as a percentage of gross value added is shown.

Source: Datastream and Deutsche Bundesbank.

23. Worldscope is maintained by Datastream and includes all major non-financial corporations listed on the stock exchanges of the said four coun-
tries, accounting for about a fifth of employment in the non-financial sector as a whole and a large fraction of market capitalisation.

24. The accounting perspective in the Worldscope database is conceptually different from the approach in the flow-of-funds statistics, where the mar-
ket value rather than the book value of equity is used.
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Vulnerability to interest rate increases also has to be gauged in the light of firms’ ability to service their debt fol-
lowing the resultant shock to their cash flow (Table 1.6). One relevant indicator is the ratio of current assets to current
liabilities, or the “current ratio”.?> Another is the share of short-term in total debt: as interest rates back up, firms more
dependent on short-term debt will face a quicker debt roll-over at the new, higher interest rates.?® For the analysis here,
firms are said to be in the “vulnerable zone” if their current ratio is under 1.5 when their debt/equity ratio exceeds 100
per cent or when their share of short-term debt exceeds 30 per cent.?’

Table I.6. Share of firms in the vulnerable zone

In 2003, in per cent

Based on market
Based on employment

capitalisation

United States

Debt/equity ratio > 100 per cent 27 19

Share of short-term debt > 30 per cent 16 11
Japan

Debt/equity ratio > 100 per cent 46 37

Share of short-term debt > 30 per cent 41 59
Germany

Debt/equity ratio > 100 per cent 36 54

Share of short-term debt > 30 per cent 22 45
United Kingdom

Debt/equity ratio > 100 per cent 40 29

Share of short-term debt > 30 per cent 30 13

Source: Datastream.

In 2003, a lower proportion of US firms combined high overall indebtedness or a high share of short-term debt with
a low liquid asset coverage of short-term liabilities compared with their Japanese, German and UK counterparts. How-
ever, on current projections, US firms are likely to face larger increases in interest rates.

25. Current assets consist of cash and other assets that could reasonably be expected to be liquidated, sold or consumed within one year. Current lia-
bilities represent debt or other obligations that a company expects to meet within one year.

26. It should be borne in mind, however, that a portion of long-term debt carries a variable interest rate.

27. The 100 per cent benchmark for the debt/equity ratio is chosen to facilitate cross-country comparisons. The results are similar if the respective
2003 country means are used. As to the current ratio, the business finance literature suggests a threshold of 1.5 to 2.0. The 30 per cent benchmark
for the short-term debt share is between the means for US and UK firms, the means for Japan and Germany being closer to 50 per cent.
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II. DEVELOPMENTS IN INDIVIDUAL
OECD COUNTRIES

United States

The expansion has lost some momentum, in part as a consequence of the energy price increases. These have already held
back real disposable income gains and, with household savings near zero, are likely to weigh on consumption. Core
inflation, which rose earlier in the year, has since fallen back towards the lower end of the desirable range. Productivity
has decelerated towards trend growth, but profit margins remain high, supporting future investment. The economy is
expected to keep growing above potential. However, further sustained increases in energy prices, weakness in the labour
market, or a sharper than projected rise in long-term interest rates pose downside risks.

Although some stimulus has been removed, monetary policy remains supportive. Future tightening can afford to be gradual, as
higher energy prices are restraining activity more than boosting inflation expectations. Government finances have improved
more than expected, but faster revenue growth has been partly offset by higher spending, especially on defence and homeland
security. Projected deficits thus remain large, underlining the need to adjust tax and spending levels to rein in the debt
accumulation and prepare for impending demographic pressures. This might also lessen the record external imbalance.

Real GDP growth picked up moderately in the third quarter, having slowed notice- ~Qutput growth is being buffeted

ably in the second quarter to about its potential rate. The swings in growth have largely by headwinds...

been driven by household consumption, as steep increases in consumer energy prices

reduced real income earlier in the year. Long-term interest rates have lately reversed most

of last spring’s increases, suggesting less robust growth expectations, but in the meantime

supporting further growth in residential construction. The long decline in non-residential

structures investment seems to have ended, and spending on equipment and software has

continued its rapid expansions. Net exports have once more subtracted substantially from

GDP growth, and the current account deficit has widened sharply.

United States
The labour market has only recently gained strength Energy prices have had little effect on core inflation!
Per cent Per cent Per cent Per cent
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1. Year-on-year changes.
Source: Department of Labor and Bureau of Economic Analysis.
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... while support from policies
is diminishing...

... and employment has only
recently gained strength

United States: Employment, income and inflation

Percentage changes from previous period

2002 2003 2004 2005 2006
Employment* -1.2 0.0 1.0 15 15
Unemployment rate” 5.8 6.0 55 5.3 51
Employment cost index 38 4.0 39 41 4.2
Compensation per employee ¢ 3.0 37 4.1 4.0 41
Labour productivity ¢ 3.7 34 3.7 20 22
Unit labour cost ¢ -0.6 0.3 0.4 20 19
GDP deflator 17 18 2.0 18 17
Consumer price index 16 23 2.6 24 21
Private consumption deflator 14 19 21 18 1.6
Real household disposable income 31 23 29 29 4.0

a) Whole economy, for further details see OECD Economic Outlook Sources and Methods,
(http://www.oecd.org/eco/sources-and-methods).

b) As apercentage of labour force.

¢) Inthe business sector.

Source: OECD Economic Outlook 76 database.

The withdrawal of monetary stimulus has been under way since the middle of
the year, but the current levels of real short- and long-term interest rates remain very
low, with the real federal funds rate having just edged above zero. Federal fiscal pol-
icy is still supporting economic activity, although less so than until earlier in the year.
Federal government purchases continue to grow rapidly, and the personal income tax
provisions of the Jobs and Growth Tax Relief Reconciliation Act of 2003, originally
scheduled to expire at the end of 2004, have been extended. Nonetheless, income tax
payments in 2005 will be higher in part because the larger-than-normal refunds in
2004, due to the Act’s retroactive nature, will not recur.

Although over much of the past half year the household and payroll surveys have
given conflicting signals, most recently both point to a pick-up in employment growth.
Nevertheless, the marginal declines in the unemployment rate have mostly reflected
continued weakness in labour force participation. The 2003 divergence of product and
labour market developments is diminishing, with productivity decelerating from its
previous extraordinary pace towards rates closer to trend. Combined with slightly

United States

The current account has worsened
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1. Figures for the third quarter of 2004 are estimates.
Source: Board of Governors of the Federal Reserve System; Bureau of Economic Analysis; OECD Economic Outlook 76 database.
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United States: Financial indicators

2002 2003 2004 2005 2006
Household saving ratio” 2.0 14 0.8 05 1.2
General government financial balance® -3.8 -4.6 -4.4 -4.1 -4.2
Current account balance” -4.5 -4.8 -5.7 -6.2 -6.4
Short-term interest rate” 18 12 15 2.8 3.8
Long-term interest rate? 4.6 4.0 4.3 4.7 53

a) As apercentage of disposable income.

b) As apercentage of GDP.

¢) 3-month euro-dollar.

d) 10-year government bonds.

Source: OECD Economic Outlook 76 database.

faster wage growth, the productivity deceleration implies that declines in unit labour
costs have ceased, but the pick-up to date has been marginal. Hence, with profit mar-
gins at historically high levels and still supportive financial conditions, the outlook for
business investment remains favourable. Despite recent increases in energy and other
commodity prices, inflationary pressures outside of these categories remain muted.

Healthy profit margins and modest unit labour cost increases mean that there is ~ Withdrawal of monetary
unlikely to be immediate upward pressure on core inflation. Moreover, rising energy stimulus should gradually
prices have so far not boosted inflation expectations and wage demands. As their sec- continue
ond-round effects seem likely to remain modest, monetary policy can afford to focus
on cushioning their adverse effects on economic activity. Resource utilisation is none-
theless projected to rise, especially in 2006, and thus the move toward a more neutral
policy stance is projected to continue, though probably at a more gradual pace than in
recent months. Long-term rates are also likely to rise as margins of slack diminish.

Despite recent improvements in revenues, the structural budget deficit is projected  The fiscal deficit needs to be
to remain large, primarily at the federal level. On the spending side, the projection reduced over the medium term
incorporates the defence appropriations for fiscal year (FY) 2005 and anticipates a fur-

United States: Demand and output

2001 2002 2003 2004 2005 2006
Current prices

billion $ Percentage changes, volume
Private consumption 7055.1 31 33 36 31 31
Government consumption 1501.6 4.0 29 18 16 12
Gross fixed investment 1970.0 -3.1 45 89 5.8 5.9
Public 324.0 6.0 21 34 21 25
Residential 469.3 4.8 8.8 9.8 0.6 04
Non-residential 1176.8 -8.9 33 10.2 9.9 9.8
Final domestic demand 10526.8 21 34 4.3 33 34
Stockbuilding® -31.8 04 -0.1 0.5 0.1 0.1
Total domestic demand 10 495.0 25 33 4.7 34 35
Exports of goods and services 1032.8 -2.3 19 8.9 9.2 10.0
Imports of goods and services 1399.9 34 44 10.1 7.7 7.3
Net exports ¢ - 367.0 -0.7 -0.5 -0.6 -0.3 -0.1
GDP at market prices 10 128.0 19 30 44 33 36

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 see OECD Economic Outlook Sources and Methods,
(http://www.oecd.org/eco/sources-and-methods).

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

Source: OECD Economic Outlook 76 database.
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Output is projected to
accelerate again...

... but there are substantial
risks around this projection

United States: External indicators

2002 2003 2004 2005 2006
$ billion
Goods and services exports 1005.0 1046.2 1180.5 1324 1477
Goods and services imports 1429.9 15443 1788.2 2006 2192
Foreign balance -424.9 -498.1 - 607.8 - 681 -716
Invisibles, net -49.1 -32.6 -61.3 - 80 -110
Current account balance -473.9 - 530.7 - 669.0 - 761 - 825
Percentage changes

Goods and services export volumes -23 1.9 8.9 9.2 10.0
Goods and services import volumes 34 4.4 10.1 7.7 7.3
Export performance « -44 -20 -0.8 -01 0.7
Terms of trade 0.9 -12 -15 -14 -05

a) Ratio between export volume and export market of total goods and services.
Source: OECD Economic Outlook 76 database.

ther budget request in FY 2005 for military operations and reconstruction in Iraq and
Afghanistan. Growth in federal purchases of goods and services, which reached 8 per
cent in FY 2004, is expected to halve by FY 2006. On the tax side, the projections
embody the recent extension of the expiring personal income tax provisions and
assume that the current limited relief from the Alternative Minimum Tax will be main-
tained. After increasing by 4 per cent in FY 2004, federal revenues are projected to rise
by nearly 8 per cent in both FY 2005 and 2006. Nonetheless, the federal deficit is pro-
jected only to edge down to just above 3% per cent of GDP. Revenues of state and local
governments have recently improved, but their budgetary pressures are projected to
ease only gradually, with their net borrowing declining only slightly below the
FY 2004 level of % per cent of GDP. The general government deficit is thus projected
to remain above 4 per cent of GDP in cyclically-adjusted terms.

After a temporary lull for the next few quarters during the absorption of the energy
price shock, annualised GDP growth should exceed its potential rate of about 3% per
cent. Consumption expenditures are projected to grow more slowly until mid-2005, due
to higher energy prices and tax payments, before picking up moderately in response to
accelerating real income. Business fixed investment is expected to advance rapidly,
although the expiration of the partial expensing provisions at the end of 2004 is likely to
reduce the growth of spending on equipment in early 2005. Residential investment, on
the other hand, could weaken noticeably as the rise in long-term interest rates progresses
and little pent-up demand remains, before increasing again in 2006 as the stock adjust-
ment wanes. The rise in worldwide demand will probably limit the drag from net exports
on GDP growth. Nonetheless, the momentum from consumption and investment should
push real GDP growth back above 3% per cent in 2006 even as federal purchases deceler-
ate after the latest round of spending increases has run its course.

There are substantial risks to the outlook. If heightened uncertainty about future
demand were to lead firms to continued caution in hiring, consumption could decel-
erate more than currently projected, slowing the pace of the expansion. Continued
high federal budget and rising current-account deficits increase the risk of a larger
rise in long-term interest rates than projected. On the other hand, growth may pick up
to a greater extent and resource slack diminish more rapidly than projected, for
example, if past energy price increases restrain demand less than projected or if
investors’ risk appetites continue to improve.
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The economic expansion remains on track, though at a more moderate pace as a result of a slowdown in export growth.
The resilience of domestic demand, reflecting the increased profitability of the corporate sector and employment gains,
should help sustain growth at an annual rate of around 2% per cent through 2005 and 2006. The expansion, the strongest
since the 1980s, is expected to bring an end to deflation, as measured by the consumer price index, in the course of 2005.

The Bank of Japan’s policy of quantitative easing and zero interest rates should continue until inflation is sufficiently
high to make the risk of renewed deflation negligible. A detailed and credible consolidation plan to achieve the
government’s goal of a primary budget surplus by the early 2010s is necessary for confidence in fiscal sustainability.
Further progress in reforming the banking sector is important to sustain the recovery and should be accompanied by an

acceleration of a broad structural reform programme to increase productivity.

After accelerating to 5% per cent in the first half of 2004 (seasonally-adjusted
annual rate), the fastest since 1990, output growth is slowing in the second half of the
year. One factor has been a moderation of export growth, reflecting in part weaker
demand from China, which has accounted for more than a third of Japan’s export
growth during this expansion. As for domestic demand, recent trends in machinery
orders and retail sales also suggest slower growth. As a result, industrial production
was essentially flat in the third quarter of the 2004. While growth has reached a pla-
teau, this reflects the normalisation of an exceptionally strong recovery rather than
the start of a downturn. Indeed, employment continues to rise, boosting consumer
sentiment and sustaining private consumption. Moreover, the latest survey of the cor-
porate sector reports rising confidence among both large and small firms.

Despite strong growth of 4 per cent in 2004, lingering problems from the
decade of economic stagnation act as a drag on economic growth. In particular,

While slowing in the second
half of 2004, the expansion

continues...

... despite deflation and
declines in land prices, wages

deflation, as measured by the year-on-year change in the core consumer price index and bank lending
(excluding energy and food products), picked up to 0.4 per cent in the first half of
2004, indicating that deflation has become entrenched after five years. The deflator
for GDP also declined at a faster pace, although this may reflect statistical problems.
Land prices continue to fall on a nationwide basis despite a rebound in some central
districts of Tokyo. Wages are also declining, as firms cut costs by hiring non-regular
Japan
Profits have recovered Earnings are still falling due to more part-timers
Profit to sales ratios Year-on-year per cent change
Per cent Per cent
6 Total cash earnings ( 1) 4
otal cash earnings (permanent
- é]] firms . I Total cash earnings (part-timers)
= = = Large manufacturing firms .* .. X
5 P e Impact of increased part-timers )
------ Large non-manufacturing firms . B —— Total cash earnings! —
4 0
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1. All workers, bonus inclusive.
Source: Ministry of Finance and Cabinet Office.
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The impact of monetary easing
is hindered by banking-sector

problems

Japan: Employment, income and inflation

Percentage changes from previous period

2002 2003 2004 2005 2006
Employment -1.3 -0.2 0.3 0.2 0.3
Unemployment rate” 5.4 53 4.8 45 4.2
Compensation of employees -2.9 -0.9 -0.1 04 0.9
Unit labour cost -2.6 -32 -3.9 -1.7 -1.3
Household disposable income -0.5 -0.3 0.1 1.0 2.0
GDP deflator -1.2 -25 -2.3 -1.3 -0.3
Consumer priceindex -0.9 -0.3 -0.1 0.1 0.6
Private consumption deflator -1.3 -14 -15 -0.6 0.3

a) As apercentage of labour force.
Source: OECD Economic Outlook 76 database.

workers, whose hourly earnings are substantially less than regular workers.
Non-regular workers now account for more than a quarter of employees. Finally,
bank loans continue to fall, though at a slower rate. This modest improvement in
credit trends may reflect stronger loan demand from the business sector, but it is also
due to an improvement in the health of the banking sector. The major banks have cut
non-performing loans to 5.2 per cent of total lending, in line with the government’s
goal of reducing such loans from 8.4 per cent of total lending in March 2002 to
between 4 and 5 per cent by March 2005. Moreover, the banks recorded ordinary
profits in 2003 for the first time since 1992.

The contraction of bank lending has limited the effectiveness of the quantitative
easing policy adopted by the Bank of Japan in 2001. The target range for current
account balances at the central bank has been left unchanged since January 2004,
while short-term interest rates remain at zero. This policy has expanded the monetary
base by 60 per cent over the past three years, although the pace of growth has slowed
recently. Quantitative easing has also helped to keep long-term interest rates rela-
tively low at around 160 basis points. The Bank of Japan has promised to maintain

Per cent
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Deflation continues despite strong growth
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1. Includes publicly regulated prices which rose significantly in 2003.
2. Excluding loan write-offs and related items and securitisation of loans, and adjusting for exchange rate changes.
Source: Bank of Japan.
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Japan: Financial indicators

2002 2003 2004 2005 2006
Household saving ratio” 6.4 6.3 5.1 5.0 5.0
General government financial balance -7.9 -7.7 -6.5 -6.4 -6.3
Current account balance” 2.8 31 35 35 37
Short-term interest rate” 0.1 0.0 0.0 0.0 0.4
Long-term interest rate’ 13 11 15 18 25

a) Asapercentage of disposable income.

b) As apercentage of GDP.

¢) 3-month CDs.

d) 10-year government bonds.

Source: OECD Economic Outlook 76 database.

its current policy stance at least until the change in the core consumer price index is
zero or above and the Monetary Policy Board projects it to be positive in the future.

The strength of the expansion has reduced the government’s primary budget The fiscal policy stance is
deficit from 6% per cent of GDP in 2003 — the largest in the OECD area — to an esti-  slightly contractionary in 2004
mated 5 per cent this year. However, significant further consolidation is not immi-
nent on present policies. On the revenue side, the government will raise the pension
contribution rate and take several steps to expand the personal income tax base in
2005, though the overall impact is likely to be very small. Expenditures, meanwhile,
are to be limited in line with the government’s medium-term objective of holding
outlays to 38 per cent of GDP. This is to be accomplished through cuts in public
works and discretionary spending that offset most of the mandatory increases in
social security spending and interest payments. But on balance, the fiscal stance in
2005 is projected to be broadly neutral, with the primary budget deficit falling only
slightly to 4% per cent. Gross government debt is projected to rise further, reaching a
record 170 per cent of GDP.

Japan: Demand and output

2001 2002 2003 2004 2005 2006
Current prices )

willion ¥ Percentage changes, volume (1995 prices)
Private consumption 286.0 1.0 0.8 34 2.2 1.7
Government consumption 86.4 24 1.0 1.9 21 2.0
Gross fixed investment 130.3 -6.1 32 2.8 12 22
Public* 32.6 -44 -108 -15.7 -7.4 -4.0
Residential 19.0 -4.2 -0.8 20 1.0 -0.2
Non-residential 78.6 -7.2 9.6 9.0 34 4.0
Final domestic demand 502.7 -0.7 14 30 19 19
Stockbuilding® 0.0 -0.2 0.3 0.2 0.0 0.0
Total domestic demand 502.7 -1.0 18 32 1.9 1.9
Exports of goods and services 52.6 8.0 10.1 14.4 7.4 8.0
Imports of goods and services 49.4 1.9 5.0 9.9 7.1 6.9
Net exports » 32 0.7 0.7 0.9 0.3 0.4
GDP at market prices 505.8 -0.3 25 4.0 21 23

a) Including public corporations.
b) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD Economic Outlook 76 database.
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The expansion is expected to
continue through 2006

Japan: External indicators

2002 2003 2004 2005 2006
$hillion
Goods and services exports 446.6 508.8 609.2 674 731
Goods and servicesimports 395.3 439.7 522.5 590 639
Foreign balance 51.3 69.1 86.7 84 92
Invisibles, net 60.4 66.2 7.7 84 92
Current account balance 111.7 135.3 164.5 168 184
Percentage changes

Goods and services export volumes 8.0 10.1 14.4 74 8.0
Goods and servicesimport volumes 1.9 5.0 9.9 7.1 6.9
Export performance ¢ 2.7 35 2.8 -22 -23
Terms of trade 0.2 -24 -31 -23 -0.9

a) Ratio between export volume and export market of total goods and services.
Source: OECD Economic Outlook 76 database.

Despite the headwinds of continued falls in bank lending and land prices, the
expansion is projected to continue through 2006 at an annual rate of about 2% per
cent. Further gains in employment and a stabilisation in nominal wages should be
sufficient to support private consumption growth, even if the declining trend in the
saving rate comes to an end. High levels of profits in the business sector, combined
with the improved health of the banking sector, should sustain business investment,
though at a slower pace. In addition, the contribution from external demand is likely
to remain positive, although somewhat smaller. There is considerable uncertainty as
to the timing of the end of deflation, giving that price changes appear not to be very
sensitive to demand conditions. Nevertheless, with the economy projected to con-
tinue growing at a rate above potential and the output gap closing, deflation is pro-
jected to end in 2005. However, there are a number of risks, both external and
domestic, to a sustained expansion. A slowdown in world trade would weaken the
upturn, as would a significant appreciation of the yen. There is also a risk that the
downward trend in wages could continue, thereby slowing private consumption,
while the steady increase of public debt into uncharted territory could raise the risk
premium.
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Euro area

The recovery is facing headwinds because of higher oil prices and a recent renewed appreciation of the euro. Even so,
spurred by still robust world trade, GDP should accelerate from a growth rate of just below 2 per cent in 2004 to 2V2 per
cent in 2006. This would not suffice, however, to fully absorb the economic slack and the unemployment rate would
remain high at about 8% per cent. Inflation is expected to recede once the impact of the oil price hike peters out.
Monetary policy should be kept easy as long as the medium-term inflation outlook remains favourable.

The closer integration that monetary union was seen as bringing has not yet translated into any visible strengthening of
trend growth or increased dynamism. The structural reform agenda, required to move the euro area economy towards the
ambitious targets set by the Lisbon summit in 2000, needs to be reinvigorated. Greater dynamism would also help in
achieving fiscal consolidation and thereby make fiscal policy more consistent with the requirements stemming from
ageing populations.

Growth accelerated in the first half of this year, but recent indicators suggest that The recovery has lost
momentum is stalling. The recovery from the 2001-03 downturn has thus remained momentum
unspectacular so far, with GDP growing by around 2 per cent at annualised rates since
mid-2003. The upturn has been led by a strong pickup in world trade. But domestic
demand has lagged. In 2004, consumption growth was buoyant early on but progres-
sively lost steam and investment has remained sluggish throughout. As usual at this
stage of the recovery, increased activity has led to a cyclical rebound in labour produc-
tivity so that employment has hardly picked up. The unemployment rate stabilised at
around 9 per cent in 2004, a percentage point above its early-2001 low. Spurred by
soaring oil and administered prices, inflation has moved about half a percentage point
beyond the 2 per cent mark while core inflation remained relatively stable at a level
consistent with the price stability objective of the European Central Bank (ECB).

Weak labour market conditions, uncertainties over structural reforms, soft earn- Household confidence remains
ings prospects and the oil price hike have prevented any brisk recovery in household fragile
sentiment. As a result household savings have remained high and have even been ris-
ing in Germany. These upward saving pressures have contributed to largely offset the
economic stimulus provided by the world recovery.

Euro area
The recovery has been helped by foreign trade Headline inflation is above the 2 per cent mark
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1. Contribution to real GDP growth.
2. Harmonised index of consumer prices excluding energy, food, alcohol and tobacco.
Source: Statistical Office of the European Communities (Eurostat) and OECD Economic Outlook 76 database.
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Euro area: Employment, income and inflation

Percentage changes from previous period

2002 2003 2004 2005 2006
Employment 05 0.2 0.7 0.9 12
Unemployment rate” 8.4 8.8 8.8 8.6 8.3
Compensation per employee” 24 2.2 1.9 2.2 2.6
Labour productivity ? 0.5 0.4 12 11 13
Unit labour cost 2.0 17 0.7 11 12
Household disposable income 31 2.6 3.0 35 38
GDP deflator 25 20 1.9 17 1.8
Harmonised index of consumer price 2.3 21 21 20 1.7
Private consumption deflator 22 19 1.9 20 1.7
a) As apercentage of labour force.
b) In the business sector.
Source: OECD Economic Outlook 76 database.

Financial conditions are Notwithstanding the high oil price, the overall financial situation of the business

supportive  sector has clearly improved since the onset of the recovery. Wage moderation and the
cyclical pick up in labour productivity have helped restore profit margins while bal-
ance sheet restructuring has also advanced, albeit not to the same extent as in most
English-speaking countries or Japan. The ratio of short to long-term debt in the
non-financial corporate sector has fallen while the ratio of total corporate debt to
GDP has stabilised. As a result, lending conditions have eased and corporate bond
spreads have narrowed. Although investment activity has remained sluggish, current
financial conditions are unlikely to act as a brake on capital formation once the
uncertainties over demand prospects have ebbed.

The fiscal stance is broadly The Excessive Deficit Procedure under the European Community Treaty
neutral requires governments to take corrective action when the 3 per cent of GDP reference
value for the budget deficit has been breached, which is the case for Germany,

Euro area
The fiscal stance is practically neutral Monetary conditions provide little support
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1. Per cent of potential GDP.

2. Actual balance excludes UMTS licence proceeds.
3. OECD estimate.

Source: OECD Economic Outlook 76 database.
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Euro area: Financial indicators

2002 2003 2004 2005 2006
Household saving ratio” 10.7 105 105 105 10.3
General government financial balance ? -2.4 -2.8 -2.9 -2.6 -2.4
Current account balance’ 0.7 0.4 0.7 0.6 0.9
Short-term interest rate’ 3.3 2.3 2.1 21 2.7
Long-term interest rate? 4.9 4.1 4.1 4.1 4.3

a) As apercentage of disposable income.

b) As apercentage of GDP.

¢) 3-month interbank rate.

d) 10-year government bonds.

Source: OECD Economic Outlook 76 database.

France, Greece, the Netherlands and Portugal, while Italy is projected to breach the
3 per cent limit in 2005. The European Commission has proposed to the Council of
Ministers to ease the terms of the excessive deficit procedure somewhat, thus provid-
ing more leeway for governments in breach of the reference value to smooth the
required adjustment. In any event, on the basis of currently adopted policies progress
in fiscal consolidation is set to be limited. After a minor easing of around % per cent
of GDP in 2004, the stance of fiscal policy, as gauged by the area-wide change in the
cyclically-adjusted balance, is projected to remain broadly neutral over the projec-
tion period.

Monetary policy has remained easy, with the ECB refinancing rate maintained Monetary policy is assumed to
at a historical low of 2 per cent since June 2003. However, since the exchange rate in  stay easy
real effective terms is some 20 per cent above its level at the start of the downturn in
early-2001, monetary conditions have on balance provided little support. Meanwhile,
given the large amount of slack that has built up, medium-term inflation risks are
small. In fact inflation expectations derived from indexed bonds, although still
exceeding the 2 per cent mark, have edged down recently, despite the high oil price.
There thus seems to be room to keep the stance of monetary policy accommodative;

Euro area: Demand and output

2001 2002 2003 2004 2005 2006
Current prices .

billion € Percentage changes, volume (1999 prices)
Private consumption 3928.0 0.8 11 12 1.6 24
Government consumption 1372.6 31 17 14 11 11
Gross fixed investment 1442.0 -2.3 -04 19 29 38
Public 181.1 2.2 0.2 0.0 13 21
Residential 370.7 -0.9 0.5 18 19 21
Non-residential 890.1 -3.7 -1.0 24 3.7 49
Final domestic demand 6742.7 0.6 0.9 14 18 24
Stockbuilding® -11.6 -0.1 0.3 0.3 0.1 0.0
Total domestic demand 67319 0.5 13 17 19 2.4
Net exports® 119.0 04 -0.6 0.1 0.1 0.1
Error of estimate -0.9 0.0 0.0 0.0 0.0
GDP at market prices 6850.1 0.9 0.6 18 19 25

a) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD Economic Outlook 76 database.
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Growth will stay close to
potential

Downside risks have increased

Euro area: External indicators

2002 2003 2004 2005 2006

$ billion
Foreign balance 177.1 181.2 196.5 199 228
Invisibles, net -129.6 -149.1 -129.2 - 137 -132
Current account balance 47.6 321 67.4 61 96

Source: OECD Economic Outlook 76 database.

the ECB’s refinancing rate is assumed to be maintained at 2 per cent in 2005 and to
be raised progressively only in 2006, when underlying inflationary pressures are
expected to start rebuilding.

Strong growth in world trade, even if easing somewhat from recent highs,
should continue to boost exports. Although high energy prices will initially weigh on
business and household sentiment, investment should pick up with consumption
gradually recovering in its wake. Against this backdrop, real GDP growth is pro-
jected to average close to 2 per cent in 2005, about the same as in 2004, before
increasing to 2% per cent in 2006. The unemployment rate is projected to fall slightly
to 8% per cent in 2005 and 82 per cent in 2005. With the output gap narrowing only
progressively and the impact of the oil price hike waning, inflation is projected to
stay close to 2 per cent in 2005, and to fall towards 12 per cent by the end of the pro-
jection period.

Oil price developments could continue to affect the momentum of the recovery.
Moreover, global current account imbalances may prompt further realignments
between the major currencies and this could result in renewed upward pressure on
the euro exchange rate at a time when domestic demand in the euro area has not yet
taken off. A sharper than expected increase in long-term interest rates in the United
States could spill over to the euro area and crowd out private investment. A correc-
tion in housing markets may induce adverse wealth effects on consumption in those
euro area countries where house prices have reached very high levels. On the other
hand, accelerator mechanisms, underpinned by restored corporate profitability and
balance sheets, could spur business investment to levels above those embodied in the
projection.
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Based on strong export growth, the German economy is recovering from three years of stagnation. Weak domestic demand is still
weighing on activity although there are signs that investment is strengthening. The upswing should broaden in 2005, as consumer
confidence gradually improves. In 2006 GDP is projected to grow by 2% per cent, above potential. The general government
deficit is likely to remain between 32 and 4 per cent of GDP this year and next, not falling below 3 per cent before 2006.

Significant steps to reform labour and product markets are being phased in. While the short-run impacts on confidence
and growth are ambiguous, it is clear that for economic performance to be raised in a durable way these reforms need to
be continued and deepened within a coherent framework. Fiscal consolidation needs to be linked to more fundamental
spending reform, requiring, inter alia, the untangling of responsibilities across different levels of government, more
determined reductions in both subsidies and tax expenditures and continued reform of the social security system.

GDP grew above potential in the first half of 2004. The upswing was entirely driven  Strong exports boosted

by exports, which expanded at double digit rates despite a loss in competitiveness vis-a-  activity in the first half...
vis major trading partners outside Europe associated with the appreciation of the euro.
Strong external demand for investment goods, in particular in fast growing transition
countries, was a major factor behind this development. Also, German exporters gained
competitiveness within the euro area owing to relatively lower inflation and a more
favourable development of unit labour costs. More recently, however, net exports ceased
to contribute to economic growth, reflecting both the adverse effects of higher raw mate-
rial prices on world trade and accelerating imports. Total domestic demand continued to
decline in the first part of the year, but growth turned into positive territory more recently.
Private consumption declined as consumer confidence remained subdued and rising
unemployment, tighter social security benefits, and accelerating consumer prices reduced
disposable income growth. Construction investment slid back into recession, ending the
temporary demand push due to special factors that occurred in the second half of 2003.
Investment in machinery and equipment also declined in the first half, but strong growth
in recent months indicates that the negative investment cycle might have ended.

Forward looking indicators suggest that the economy continues to expand, ... butthe growth momentum is
although temporarily on a reduced growth trajectory. Retail sales appear to have stabi- temporarily easing...
lised after a protracted period of decline, but consumer confidence has not yet recov-

Germany

Export orders remain strong! Business expectations are easing2
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2. Manufacturing, construction, wholesale and retail trade.
Source: Deutsche Bundesbank; Ifo Institut fur Wirtschaftsforschung.
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Germany: Employment, income and inflation

Percentage changes from previous period

2002 2003 2004 2005 2006
Employment -0.6 -1.0 0.2 0.4 11
Unemployment rate” 8.2 9.1 9.2 9.3 8.9
Compensation of employees 0.8 0.2 0.7 14 2.8
Unit labour cost 0.7 0.3 -04 0.0 0.4
Household disposable income 0.7 12 13 17 2.0
GDP deflator 15 11 0.9 0.8 0.9
Harmonised index of consumer price 13 1.0 17 13 0.6
Private consumption deflator 11 1.0 17 12 0.6

a) As apercentage of labour force.
Source: OECD Economic Outlook 76 database.

ered. Domestic orders improved slightly in the first half of the year but have eased
more recently. Foreign orders moderated in the autumn following the steep upswing
since the middle of last year. In the same vein, business expectations came down from
the high levels prevailing at the beginning of the year. But capacity utilisation in manu-
facturing increased, raising prospects for higher equipment investment.

... and a turnaround on the While employment has been rising since the beginning of 2004, accompanied by
labour market is not yet  significant increases in labour force participation, these gains appear to be entirely
achieved attributable to strong growth in tax-favoured part-time jobs with few hours worked,
and subsidised self-employment schemes for formerly unemployed. At the same time,
unemployment has continued to increase unabatedly and shedding of regular employ-
ment continues. Diminishing short-shift work and the levelling-off of reductions in
vacancies indicate, however, that demand conditions appear to be gradually improving.
Wage settlements in major parts of the economy suggest that wage growth will remain
moderate, and in some industrial branches social partners agreed to extend working
hours without increasing pay. Some recent policy measures, notably stricter means test-
ing and tighter work availability requirements support these developments, which
should contribute to making growth more employment-intensive.

Germany
Employment is edging up Consumer confidence remains low
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1. Seasonally adjusted employment, domestic concept of the national accounts.
Source: Deutsche Bundesbank ; OECD, Main Economic Indicators.
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Germany: Financial indicators

2002 2003 2004 2005 2006
Household saving ratio” 105 10.7 111 111 10.8
General government financial balance” -3.7 -3.8 -3.9 -35 -2.7
Current account balance” 21 2.3 33 39 47
Short-term interest rate’ 33 2.3 21 21 2.7
Long-term interest rate’ 4.8 4.1 4.1 4.0 4.3

a) As apercentage of disposable income.

b) As apercentage of GDP.

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

e) 10-year government bonds.

Source: OECD Economic Outlook 76 database.

Headline inflation (harmonised consumer price index) accelerated to 2 per cent Financial conditions are

year-on-year in summer 2004, driven by both rising oil prices and substantial hikes in  supportive

administered prices. Significant increases in statutory co-payments for health care services

and increases in indirect taxes mainly accounted for the latter. Inflation is set to diminish as

these effects are losing significance and unit labour costs decline. Overall, financial condi-

tions appear conducive to higher growth. Returns from buoyant exports and corporate cost

cutting are likely to have strengthened corporate balance sheets; real interest rates remain

below average historical levels; and banks, having reduced non-performing loans, ceased

tightening credit standards, and seem to be making credit more available.

The general government deficit is projected to remain roughly unchanged at The general government deficit
somewhat below 4 per cent of GDP in 2004, exceeding the deficit limit of the Stabil- remains close to 4 per cent of
ity and Growth Pact for the third year in a row. While consolidation measures on the GDP...
spending side of the budget became effective, major income tax reductions are

Germany: Demand and output

2001 2002 2003 2004 2005 2006

Current prices Percentage changes, volume (1995 prices)

billion €

Private consumption 1237.2 -0.7 0.0 -0.7 0.8 1.9
Government consumption 394.2 19 0.1 0.1 0.0 0.1
Gross fixed investment 420.6 -6.3 -2.2 -2.0 0.6 34
Public 36.8 -22  -102 -6.0 0.9 -0.7
Residential 131.7 -5.9 -2.7 -2.7 -2.0 -0.2
Non-residential 252.1 -7.1 -0.6 -1.0 1.8 5.6
Final domestic demand 2052.1 -14 -04 -0.8 0.6 18
Stockbuilding® -19.3 -04 0.9 1.0 0.3 -0.1
Total domestic demand 2032.8 -1.9 0.5 0.3 0.9 1.8
Exports of goods and services 730.7 4.1 18 8.1 5.7 8.1
Imports of goods and services 689.5 -1.6 3.9 6.4 4.9 75
Net exports” 41.2 19 -0.6 0.9 0.6 0.7
GDP at market prices 2074.0 0.1 -0.1 12 14 2.3

Memorandum items
GDP growth without working day adjustments 0.1 -0.1 1.7 12 21
Investment in machinery and equipment 191.7 -7.2 -0.9 0.0 34 75
Construction investment 228.9 -5.8 -3.2 -3.7 -2.0 -05

Note : Economic activity in 2004, 2005 and 2006 is subject to unusually large changes in the number of working days.
The OECD projections are adjusted for this effect so that, other things equal, GDP is lower for 2004 and higher for
2005 and 2006 than in the unadjusted projections

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

Source: OECD Economic Outlook 76 database.
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... declining slowly in the next
couple of years

The upswing will broaden in

2005

Risks to these projections are
significant

Germany: External indicators

2002 2003 2004 2005 2006
$ billion
Goods and services exports 720.5 870.2 10325 1152 1255
Goods and services imports 630.7 765.7 897.0 996 1071
Foreign balance 89.8 104.5 1355 157 184
Invisibles, net -48.3 -49.7 -46.5 -45 -43
Current account balance 415 54.8 89.1 111 141
Percentage changes

Goods and services export volumes 4.1 18 8.1 5.7 8.1
Goods and services import volumes -1.6 39 6.4 4.9 75
Export performance 1.0 -24 -05 -29 -0.8
Terms of trade 1.9 16 -0.2 -03 0.8

a) Ratio between export volume and export market of total goods and services.
Source: OECD Economic Outlook 76 database.

reducing government revenues. Higher than expected unemployment-related outlays
and unforeseen revenue shortfalls also weigh on the budget. Revenues from a tax
amnesty plan fell short of expectations by several billion euro, and increases in
tobacco taxes are not likely to yield additional revenues.

Consolidation measures scheduled for 2005 and 2006 comprise reductions in
both subsidies and tax expenditures and in government employment, and a tightening
of social transfers. However, with the final stage of income tax reductions becoming
effective in 2005 the deficit is projected to fall only moderately, to 3% per cent of
GDP. Fiscal consolidation will step up in 2006, and the general government deficit
will drop to 2% per cent of GDP, reflecting a reduction of the structural deficit by
0.4 percentage points and stronger economic growth.

While export growth will lose some of its momentum over the next couple of
quarters, strong foreign demand will remain the main force driving the recovery.
With the improvement in domestic demand only narrowly based, GDP growth in
2004 may reach 1% per cent. Private consumption will gradually strengthen as
employment recovers, although employment gains for the coming months may still
be largely confined to part-time jobs with few hours worked and subsidised
self-employment schemes. Income tax reductions and the projected decline in infla-
tion will support growth of real disposable incomes and provide some boost to
spending in 2005. Rising profits and increasing capacity utilisation will lead to a
strengthening of equipment investment, though construction investment will remain
a drag on growth. All in all, GDP is likely to grow by 1%2 (working-day adjusted) per
cent in 2005 and, as the upswing broadens, by 2% per cent in 2006, significantly
above potential.

If world trade were to be weaker or the euro persistently higher valued than
what underlies these projections, the adverse impact on German growth could be
substantial, as the resilience of the domestic economy to external shocks is still low.
On the other hand, confidence of investors and consumers would be reinforced if
popular recognition of the need for continued broad-based structural reform were to
strengthen.
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France

Having slowed in the second half of 2004, the upswing should pick up again in 2005 once the effects of oil price
increases begin to wane. Both foreign and private domestic demand remain robust so that employment growth is likely to
pick up during 2005 and unemployment should fall. Productivity growth and continued wage moderation allow core
inflation to remain low.

Public finances are set to improve slowly, in part reflecting inclusion of a large capital transaction as revenue in the 2005
budget. The 2005 deficit may exceed government plans. Nevertheless, an improvement in government finances should
follow from reforms in central government spending control and health care expenditure management. These reforms will
require sustained efforts to change underlying incentives if good intentions are not to be undermined. Having shown that
lower employers’ contributions can improve employment prospects, the government should seek to extend these and
other labour market reforms.

While the first half of 2004 saw real GDP expanding at an annual rate of up to  Qutput growth continued in the
3 per cent as output responded to strong demand, the third quarter showed an unex- first half, then faltered
pectedly sharp slowdown as GDP barely grew. Earlier in the year, consumer demand,
continued export growth, and an upturn in business fixed investment and residential
construction had supported GDP, but both private consumption and fixed investment
fell in the third quarter.

Despite the upturn in output growth, total employment continued to fall in early  Productivity increased and core
2004 — though there was a small increase in the third quarter — partly owing to the inflation remains contained
completed phasing out of some government-supported youth employment schemes,
but also owing to quite a sharp increase in labour productivity growth in the private
sector. This helped to improve profit margins. The recovery of profits from previ-
ously low levels is probably a factor contributing to an acceleration of business
investment, which in the past has often occurred only later in the recovery. Although
inflation remains relatively low, it has picked up somewhat during the year with
year-on-year headline inflation in October at 2.2 per cent, to which increased energy
prices contributed 0.6 per cent; core inflation was at 1.3 per cent.

France
Domestic demand is sustaining growth Short-term indicators are contrasting
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1. At an annual rate.
2. Including changes in stocks.
Source: National Institute for Statistics and Economic Studies (INSEE).
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Despite the slowdown after
mid-year...

... growth could increase again

France: Employment, income and inflation

Percentage changes from previous period

2002 2003 2004 2005 2006
Employment 0.7 -0.1 -0.1 0.4 0.8
Unemployment rate” 9.0 9.7 9.8 9.7 9.2
Compensation of employees 3.6 2.3 2.6 31 3.6
Unit labour cost 25 1.8 0.5 11 13
Household disposable income 4.3 2.3 29 35 3.8
GDP deflator 2.4 14 19 18 17
Harmonised index of consumer price 1.9 22 23 18 18
Private consumption deflator 17 1.8 15 17 1.8

a) As apercentage of labour force.
Source: OECD Economic Outlook 76 database.

According to preliminary data for the third quarter the buoyancy of the first half
has apparently evaporated. However, while this may partly be due to further
increases in, and renewed uncertainty about, world oil prices, temporary factors have
also been at work. Consumer and — especially — business confidence indicators had
been pointing to greater optimism, but industrial production fell sharply in August
before more than making up for lost ground in September, pointing to the likelihood
of renewed growth in the fourth quarter, despite weak consumer expenditure on man-
ufactures in September.

More comfortable company profits, the first half upturn in investment, the

during 2005 likely better-than-budgeted fiscal outturn for 2004, all provide the basis for optimism
that the momentum of the recovery can be resumed during 2005. As this occurs, it
can be expected that employment will begin to grow again, reinforcing consumer
sentiment. This will support consumer demand both through increasing incomes and
a further decline in the saving ratio. Although continuing demand growth will no
doubt result in strong import growth, the balance of payments should not deteriorate
markedly, particularly as France typically benefits strongly from growth in demand
from many oil-exporting countries, demand which should come through during 2005
and 2006.
France
Energy and tobacco prices influence inflation! Employment remains weak
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Source: National Institute for Statistics and Economic Studies (INSEE).
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France: Financial indicators

2002 2003 2004 2005 2006
Household saving ratio” 121 111 10.2 9.9 9.6
General government financial balance® -3.3 -4.1 -3.7 -3.1 -2.9
Current account balance” 1.0 0.4 0.2 0.2 0.6
Short-term interest rate’ 3.3 2.3 21 21 2.7
Long-term interest rate’ 49 41 41 41 43

a) As apercentage of disposable income.

b) As a percentage of GDP.

¢) 3-month interbank rate.

d) 10-year benchmark government bonds.
Source: OECD Economic Outlook 76 database.

Growth is not expected consistently to exceed potential before mid-2005, after The output gap will barely
which there may be some narrowing of the output gap. Renewed employment growth  narrow
will generate a sustained fall in the unemployment rate, though not as rapidly as in the
late 1990s. For most of the projection period unemployment will remain above the
level at which it would begin to generate significant pressure on wage inflation, and
continued productivity growth should keep unit labour cost growth down, even while
real wages grow. The projections would leave the economy at the end of 2006 on the
threshold of labour utilisation levels at which renewed wage pressure might be
expected. Current estimates suggest that this could occur at an unemployment level of
nearly 9 per cent, just below the level projected for late 2006; reforms have reduced
structural unemployment from nearly 10 per cent in the late 1990s, but ongoing
reforms are needed to allow structural unemployment to fall further.

The general government deficit is likely to be lower in 2004 than planned, Underlying public finances
owing to stronger revenues generated by higher economic growth, and to an unex- improve only slowly...
pected slowdown in public expenditure on health care in the third quarter. The gov-
ernment budget estimate of a deficit of 2.9 per cent of GDP in 2005 is based on

France: Demand and output

2001 2002 2003 2004 2005 2006

Current prices Percentage changes, volume (1995 prices)

billion €

Private consumption 807.2 18 1.7 2.3 22 22
Government consumption 342.8 4.6 25 23 17 17
Gross fixed investment 297.2 -1.8 0.1 35 31 33
General government 46.4 18 58 19 12 11
Household 70.6 0.7 0.7 3.6 4.1 35
Other 180.3 -3.7 -1.6 39 33 39
Final domestic demand 1447.2 17 1.6 25 2.3 2.3
Stockbuilding® 45 -0.2 -0.2 0.7 0.3 0.0
Total domestic demand 14517 15 14 32 25 2.3
Exports of goods and services 413.2 17 -2.6 34 6.0 75
Imports of goods and services 389.2 33 0.3 7.7 7.7 75
Net exports® 24.1 -04 -0.8 -1.2 -05 -01
GDP at market prices 1475.8 11 0.5 21 20 23

a) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD Economic Outlook 76 database.

© OECD 2004



54 - OECD Economic Outlook 76

... but should be supported by
continuing reforms

The recovery remains fragile

France: External indicators

2002 2003 2004 2005 2006
$ billion
Goods and services exports 390.5 455.9 521.1 581 625
Goods and services imports 363.3 435.3 509.9 573 611
Foreign balance 27.3 20.6 11.2 8 15
Invisibles, net -135 -13.6 -7.8 -4 -2
Current account balance 13.8 7.1 34 4 13
Percentage changes

Goods and services export volumes 1.7 -2.6 34 6.0 75
Goods and services import volumes 33 0.3 7.7 7.7 75
Export performance « -0.6 -6.3 -39 -21 -13
Terms of trade 28 0.3 16 0.7 11

a) Ratio between export volume and export market of total goods and services.
Source: OECD Economic Outlook 76 database.

slightly higher growth projections than the OECD’s, and lower oil prices. On the
basis of OECD projections, the deficit may not fall below 3 per cent of GDP until
2006, absent further measures. Budgetary plans for 2005 include, under normal
income, the payment from the public electricity company (EDF) to compensate the
government for taking over EDF’s existing pension liabilities. This amounts to some
0.5 per cent of GDP. While legitimate and accurate under current accounting conven-
tions, this does not reflect the full impact on the budget: while it reduces government
debt in the short term, it increases deferred liabilities by exactly the same amount.
Without the EDF payment there would be little or no improvement in the structural
budget balance in 2005, though a more substantial one in 2006.

This prospective improvement in the budget balance depends on government
success in reducing employment in the public sector, an area where plans have had to
be reined back in the face of implementation difficulties in the past. The same diffi-
culties have arisen with health sector reforms; the success of plans for family doctors
to encourage more rational use of resources will depend on the incentives they face.

Projections of a bounceback from a transitory slowdown in the third quarter of
2004, followed by a sustained recovery, are based on continued consumer and busi-
ness confidence: households should reduce their saving somewhat, while companies
will invest and begin to take on labour. The third quarter outturn and weakening
investment intentions underline the fragility of this confidence, however, and repre-
sent a downside risk to the projections. Achieving underlying improvements in pub-
lic sector finances is important for confidence, and continued reforms in labour and
product markets will be important in encouraging a sustained upturn in employment
growth.
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Exports and investment activity rose markedly in the first half of 2004, ending their protracted slump. Domestic demand
will sustain the recovery, though the pass-through of higher oil prices may restrain demand growth temporarily. GDP
growth of 12 to 2 per cent is projected over 2005-06, which would be above the estimated rate of potential. Inflation
could start to rise again as the output gap closes.

A planned tax cut in 2005-06 and a pension reform as of 2008 could improve the conditions for growth, but a sustained
public debt decline will be a sine qua non for building private agents’ confidence, so that more and earlier public
spending reforms are needed. Competition reforms in service sectors, including energy, transport, finance and education,
could help to narrow the inflation gap with euro area partners, while also spurring innovation and a more competitive
export structure.

In the first half of 2004, exports picked up with the recovery of world demand Recovery thus far has been
and market share losses diminished as the euro stabilised against the dollar. Invest- export-led
ment growth turned positive following six quarters of decline, and residential con-
struction was buoyant. Imports subsequently surged, encouraged also by weak price
competitiveness. Consumption has been more hesitant, with confidence improving
only slowly, but it should soon be boosted by better economic prospects including a
recovery in employment. Indeed, preliminary estimate for the third quarter suggests
a sustained pace of recovery. Industrial production has been exceedingly weak,
though leading indicators suggest a recovery toward end-year. GDP growth for 2004
on a working day-adjusted basis is expected to be 1.3 per cent and somewhat above
this figure on an unadjusted basis.

In contrast to previous cycles, employment has grown in the early stages of Employment growth is robust...
recovery thanks to labour market reforms. After pausing in the latter half of 2003 as
the impact of earlier reforms faded, employment grew strongly again in the first half
of 2004, apparently facilitated by new flexible work contracts introduced in late
2003. At the same time, productivity fell over the course of 2001 to mid-2003 and
has been rising only slowly since. This in turn has generated unit labour cost growth
well above the euro area average. A capacity to pass through costs into prices in

Italy
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... and inflation higher than
expected

Italy: Employment, income and inflation

Percentage changes from previous period

2002 2003 2004 2005 2006
Employment 15 1.0 18 15 11
Unemployment rate” 9.1 8.8 8.1 75 7.3
Compensation of employees 4.4 4.3 44 39 3.7
Unit labour cost 4.0 4.0 31 2.2 1.6
Household disposable income 3.8 24 4.2 3.6 4.0
GDP deflator 31 2.9 2.8 21 2.0
Harmonised index of consumer price 2.6 2.8 21 25 22
Private consumption deflator 31 25 21 24 21

a) As apercentage of labour force.
Source: OECD Economic Outlook 76 database.

many service sectors that face weak competitive pressures may explain part of the
paradox of firms continuing to hire despite rising unit labour costs.

Inflation initially picked up in 2004, reflecting wage increases, in particular in
the public sector which has been subject to a not-yet-exhausted bunching of contract
implementations and renewals. Against a background of tightening labour markets
but weak productivity growth, wage claims are attempting to cover an alleged gap
between “perceived” and actual inflation, on top of that between actual and officially
forecast inflation, the latter being the basis for national wage agreements. In the sum-
mer months, falling food prices led to lower inflation and then in the autumn the gov-
ernment announced administrative measures through end-year to limit consumer
price rises. Though only palliative, their intent is to prevent an increase in inflation
expectations following the oil price hike. Inflation fell in the third quarter and in
October, with inflation expectations also subsiding, and it is likely to remain low
through end-year.

Italy
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Italy: Financial indicators

2002 2003 2004 2005 2006
Household saving ratio” 10.6 10.5 11.3 10.9 10.3
General government financial balance »“ -2.4 -25 -2.9 3.1 -36
Current account balance” -0.8 -1.4 -05 -1.6 -1.9
Short-term interest rate’ 33 23 21 21 2.7
Long-term interest rate’ 5.0 43 43 42 4.4

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.

d) The deficit of ANAS, the state road agency (around 0.2 per cent of GDF) is included in the projections, pending a
decision by the statistical agencies.

e) 3-month interbank rate.

f) 10-year government bonds.

Source: OECD Economic Outlook 76 database.

The policy stance has so far been supportive of the recovery. Real interest rates  The policy stance has been
are lower than elsewhere in the euro area, given higher inflation, though the real supportive
exchange rate has been appreciating. Credit conditions are easy, and households con-
tinue to increase their borrowing to finance housing investment and durable pur-
chases. On the other hand, enterprise credits have been declining, reflecting balance
sheet restructuring and still weak industrial production. Fiscal policy has been expan-
sionary as the structural primary surplus has been declining since 2002. Substantial
fiscal slippage in the first half of 2004, with the deficit reaching 3% per cent of GDP,
necessitated a mid-year corrective package of current expenditure growth caps, sub-
sidy cuts, and selective tax increases. A greater than planned use of tax amnesties
also allowed one-off savings of around 172 per cent of GDP.

Italy: Demand and output

2001 2002 2003 2004 2005 2006
Current prices )

billion € Percentage changes, volume (1995 prices)
Private consumption* 731.6 0.4 12 13 15 2.6
Government consumption 229.5 19 2.2 0.7 0.6 0.3
Gross fixed investment 240.5 13 2.1 38 49 4.2
Machinery and equipment 140.2 -0.2 -4.9 4.1 49 45
Construction 100.3 33 18 35 5.0 38
Residential 53.9 45 2.3 3.7 45 31
Non-residential 46.4 2.0 13 33 5.6 4.6
Final domestic demand 1201.6 0.9 0.7 17 21 25
Stockbuilding ? -0.7 0.5 0.6 -04 0.0 0.0
Total domestic demand 1200.8 13 13 12 21 25
Exports of goods and services 345.9 -34 -3.9 45 6.1 5.4
Imports of goods and services 328.4 -0.2 -0.6 4.3 75 6.7
Net exports © 175 -0.9 -0.9 0.1 -0.4 -0.4
GDP at market prices 12183 04 0.4 13 17 21

Note: Economic activity in 2004 and 2005 is subject to unusually large changes in the number of working days. The
OECD projections are adjusted for this effect, whereas the official government projections are not. Other things equal,
the adjusted projections are lower for 2004 and higher for 2005 than the unadjusted projections.

a) Final consumption in the domestic market by households.

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

Source: OECD Economic Outlook 76 database.
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Fiscal policy is set to tighten in
2005

Growth should intensify in
2005 and 2006

But fiscal policy and inflation
remain risk factors

Italy: External indicators

2002 2003 2004 2005 2006
$ billion
Goods and services exports 321.6 373.7 437.2 487 521
Goods and services imports 310.1 365.7 427.2 489 529
Foreign balance 115 8.0 9.9 -1 -8
Invisibles, net -214 -29.0 -19.0 -27 -28
Current account balance -9.9 -21.0 -9.0 -29 -36
Percentage changes

Goods and services export volumes -34 -39 45 6.1 54
Goods and services import volumes -0.2 -0.6 4.3 75 6.7
Export performance « -59 -82 -4.0 -23 -3.6
Terms of trade 17 18 0.0 -13 0.1

a) Ratio between export volume and export market of total goods and services.
Source: OECD Economic Outlook 76 database.

The 2005 budget calls for €24 billion (1% per cent of GDP) in savings in order
to counteract the trend deterioration of the deficit and reach the target of 2.7 per cent
of GDP, while reducing the use of one-off measures. There are three main defi-
cit-reducing features: i) a 2 per cent cap on the growth of non-pension current spend-
ing; ii) expected receipts from intensified tax scrutiny of small businesses, rental
incomes, and value added tax invoices; and iii) a programme of real-estate asset
securitisations, this being the sole remaining use of one-off measures. The OECD
projections suggest a deficit of just over 3 per cent of GDP in 2005, mainly reflecting
slower growth than assumed in the budget and the assumption that the State Road
Agency (Anas) remains in the general government. The 2006 projection points to a
renewed deficit increase unless one-off measures are replaced by permanent ones.

Over the next two years, private consumption should take over from investment
as the main driver of growth. In 2005, however, households’ purchasing power will
be curtailed by a renewed rise in inflation, reflecting the removal of administrative
measures and full pass-through of the world oil price rise, and also by the budgeted
increase in effective taxation. Though a fall in the savings rate could partly cushion
these shocks, consumption growth will slow, especially in the first half of the year.
Investment demand growth in 2005 is largely unaffected by the oil and tax shocks,
but tapers off in 2006 as capacity needs are satisfied and the housing market cools.
Export market growth remains robust throughout the projection, but with continuing
losses in market share and strong import growth, the contribution of the foreign sec-
tor will be negative. All in all, growth is projected to rise to 1% per cent in 2005 and
then to over 2 per cent in 2006.

Domestic inflation could surprise on the upside. The output gap is closing fast
and the labour market is tight in the north-central regions, so that higher oil prices
may be passed through into wages and core inflation to a greater extent than
expected. Fiscal slippage, stemming from the difficulty of implementing structural
measures quickly, larger than expected public sector wage increases, or else from tax
cuts not fully financed by structural spending cuts, could impede the recovery of pri-
vate sector confidence and demand.
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United Kingdom

Recent signs that growth is slowing from above-trend rates are welcome as the economy is probably operating close to
capacity. Future growth is likely to be less reliant on consumption and more driven by investment, with net exports being
much less of a drag. Instability stemming from the housing market remains a risk, although it may be smaller than at

previous house price peaks.

The slowdown and continuing low inflation warrant a pause in monetary tightening, although further tightening may be
needed during 2005, in particular due to increasing pressures from the labour market. The government deficit is likely to
be above 3 per cent of GDP in 2004 and, in the absence of a spontaneous rise in taxes, additional action may be required

to achieve a decisive and sustainable reduction.

GDP growth, according to the preliminary estimate, slowed sharply in the third
quarter of 2004 to only 0.4 per cent, less than half the average rate over the preceding
four quarters. Underlying this slowdown was a fall in industrial production and a
decline in the growth rate of retail sales volumes. The cooling of the housing market
is likely to be an increasingly important factor in damping growth in private con-
sumption; monthly measures of house prices have flattened since July, following an
increase of more than 40 per cent since the beginning of 2002. Nevertheless, the
strength of other components of domestic demand, and buoyancy in services sector
output and orders caution against extrapolating the weak third quarter growth esti-
mate into subsequent quarters, especially as low preliminary growth estimates are
often revised upwards.

The inflation rate, as measured by the consumer price index, was just over 1 per
cent in September and October, the threshold at which the Governor of the Bank of
England would be obliged to write to the Chancellor explaining why the 2 per cent
target had been undershot. One factor behind this surprisingly low outcome has been
falling import prices due to the appreciation of the effective exchange rate, which
rose by 6 per cent between the beginning of the year to a peak in early August. How-
ever, with more than two-thirds of this appreciation being reversed in the following
three months, and oil and metals prices having risen sharply, import prices are push-
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On present policies the budget

deficit is unlikely to narrow

significantly

United Kingdom: Employment, income and inflation

Percentage changes from previous period

2002 2003 2004 2005 2006
Employment 0.8 0.9 0.9 0.4 0.2
Unemployment rate* 5.2 5.0 4.7 4.7 5.0
Compensation of employees 4.4 4.2 6.0 55 4.9
Unit labour cost 2.6 19 2.7 2.8 24
Household disposable income 3.0 41 55 5.2 4.4
GDP deflator 32 3.0 21 22 2.3
Harmonised index of consumer price” 13 14 13 17 21
Private consumption deflator 16 18 15 20 22

a) As apercentage of labour force.
b) The HICP is known as the Consumer Price Index in the United Kingdom.
Source: OECD Economic Outlook 76 database.

ing up consumer price inflation in the short term. Pressures are already evident in the
producer input and output price indices which are both up strongly since the begin-
ning of 2004. With the unemployment rate falling to just over 4% per cent, its lowest
level since the 1970s and % per cent below the OECD estimate of the structural rate,
the rate of increase in private sector average earnings (excluding bonus payments)
has also risen steadily over the past year.

The general government deficit, on a Maastricht basis, is likely to slightly
exceed 3 per cent of GDP in 2004. Increased tax revenues from oil companies due to
the higher oil price and lagged effects of the cyclical improvement on corporate tax
revenues are likely in 2005, and fiscal drag will also push up income tax revenues.
However, as the OECD’s assessment differs from the official one, these additional
revenues may not be sufficient to compensate for the planned increase in nominal
public expenditure of about 12 per cent between 2004 and 2006, so that the deficit is
likely to increase slightly.

United Kingdom
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United Kingdom: Financial indicators

2002 2003 2004 2005 2006
Household saving ratio” 53 55 6.4 7.4 7.9
General government financial balance -1.7 -35 -3.2 -3.2 -3.3
Current account balance” -1.7 -1.9 2.2 2.4 2.2
Short-term interest rate” 4.0 3.7 4.6 55 5.8
Long-term interest rate’ 49 45 5.0 52 5.2

a) As apercentage of disposable income.

b) As apercentage of GDP.

¢) 3-month interbank rate.

d) 10-year government bonds.

Source: OECD Economic Outlook 76 database.

The link between the housing market and consumer spending suggests that, A slowdown in the housing
with the level of house prices stabilising or even moderately falling, consumption market will raise the saving
growth may decelerate significantly, in particular as mortgage equity withdrawal ratio
becomes less of a supporting factor. This should lead to a rise in the saving ratio by
around 1% percentage points over the coming year to a level closer to its long-run
average. With the targeted measure of inflation so low and growth slowing, the Mon-
etary Policy Committee of the Bank of England can afford a wait-and-see approach.

Thus, following increases in the repo rate by 1% percentage points between
November 2003 and August 2004, there should be a pause until next year. Neverthe-
less, even if the housing market damps growth in consumers’ expenditure, other
components of domestic demand have considerable momentum: fixed investment
was up 7 per cent in the year to the second quarter and surveys of future business
investment intentions remain strong; the government’s fiscal plans imply continuing
rapid growth in public expenditure; and with the relative cyclical position in the
major European countries expected to improve over the coming years, net export
volumes should act as much less of a drag on activity. Further increases in the repo
rate over the course of 2005, totalling around % of a percentage point, should be suf-

United Kingdom: Demand and output
2001 2002 2003 2004 2005 2006

Current prices Percentage changes, volume (2001 prices)

billion £

Private consumption 659.9 33 2.3 3.0 1.8 1.7
Government consumption 189.7 38 35 38 19 2.0
Gross fixed investment 165.5 2.7 2.2 6.5 53 35
Public® 15.9 24 22.1 85 18.7 4.7
Private residential 39.8 7.6 31 6.7 31 33
Private non-residential 109.8 0.9 -1.1 6.0 38 33
Final domestic demand 1015.2 33 25 3.7 24 2.0
Stockbuilding® 6.6 -04 0.0 0.1 0.0 0.0
Total domestic demand 1021.7 29 25 38 24 2.0
Exports of goods and services 272.4 0.1 0.1 2.6 79 8.2
Imports of goods and services 299.8 4.1 13 a7 6.5 6.3
Net exports » -274 -1.2 -0.4 -0.7 0.1 0.2
GDP at market prices 994.3 18 2.2 32 2.6 24

a) Including nationalised industries and public corporations.
b) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD Economic Outlook 76 database.
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The housing market remains
a risk

There is uncertainty about
potential output

United Kingdom: External indicators

2002 2003 2004 2005 2006

$ billion
Goods and services exports 411.2 453.6 515.9 575 629
Goods and servicesimports 458.1 507.1 590.6 659 711
Foreign balance -46.9 -535 -74.7 -84 -82
Invisibles, net 19.8 20.1 28.2 29 30
Current account balance -27.1 -334 -46.5 -54 -51

Percentage changes

Goods and services export volumes 0.1 0.1 2.6 7.9 8.2
Goods and servicesimport volumes 4.1 13 a7 6.5 6.3
Export performance -25 -35 -53 -04 -0.6
Terms of trade 27 0.8 -04 -14 -04

a) Ratio between export volume and export market of total goods and services.
Source: OECD Economic Outlook 76 database.

ficient to bring the growth rate back to around, or eventually just below, the potential
growth rate of 2% per cent in 2005 and 2006. Demand pressures, particularly stem-
ming from the labour market, will nevertheless lead to a steady rise in the consumer
price inflation towards the 2 per cent target in 2006.

A more pronounced drop in house prices leading to an abrupt fall in consump-
tion remains a risk, although one that may be diminishing as the likelihood of a soft
landing for the whole economy increases. The adjustment in real house prices from
previous peaks has rarely been gradual, but has normally been triggered by sharp
increases in short-term interest rates typically of a magnitude of 4 to 5 percentage
points over the previous year. As such a rise in interest rates appears inconceivable in
present circumstances, a marked house price fall seems less likely than in the past.

The macroeconomic outlook is inevitably conditioned by views on the underly-
ing supply potential, which is particularly relevant to judgments regarding the scope
for manoeuvre for both fiscal and monetary policy. The March budget projections
assume an output gap of more than 1 per cent in mid-2004 and although potential
growth is estimated to be 2% per cent a more cautious estimate of 2% per cent is used
for the fiscal projections. Nevertheless, the expected closing of the gap implies faster
growth and additional cyclical buoyancy in revenues which gives greater scope to
meet the government’s “golden rule”, that over the course of the cycle the public sec-
tor should only borrow to invest. Conversely, if the output gap has already closed and
potential growth is only 2% per cent (as in the OECD projection), further fiscal
retrenchment would almost certainly be required to ensure that the golden rule is met
in the cycle that has just begun given that the deficit on current budget in the year to
the third quarter is running at nearly 2 per cent of GDP.
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Growth has been higher than expected so far this year, and the economy is now estimated to be operating close to full
capacity. The pace of activity should remain buoyant up to the beginning of 2005, before cooling down to near potential
growth rates of around 3 per cent. With soaring oil prices and easing capacity constraints, inflation is expected to hover
above the mid-point of the target range until next year.

The Bank of Canada needs to continue raising interest rates toward their neutral level to ensure adherence to the
inflation target. The government should avoid any easing of the fiscal stance at this juncture, despite the unexpectedly
large surplus recorded for the last fiscal year. Great vigilance should be exercised over spending, in particular with
regard to additional transfers from federal to lower levels of government.

Real GDP has been growing at a very rapid pace in much of 2004, contrary to  Activity has picked up

the other major countries which all experienced some slowdown. As a result, the strongly...

Canadian economy is currently operating near to estimated full capacity. Good per-

formance mostly reflected very strong export growth, spurred by a surge in

US demand for all major categories of merchandise exports. Imports accelerated as

well, but more moderately. As a result, the contribution of foreign demand to GDP

growth, which had been braking activity since late 2002 as the dollar appreciated,

became positive. In contrast, a broad-based but moderate deceleration in final

domestic demand reflected in particular a marked slowdown in consumer spending.

Recent data and healthy economic fundamentals point to strengthening domes- ... and economic fundamentals
tic demand. Solid gains in corporate profits, in part due to rising export prices, espe- are sound
cially for energy and metals, should feed through into higher rates of business
investment. More vigorous private consumption should flow from job creation and
increases in labour incomes. National income has also been boosted by substantial
gains in the terms of trade, which have been continuously improving since 2002. But
signs of slowing activity are becoming visible in some sectors. Residential invest-
ment has decelerated, as housing starts, though still at a high level, have recently
been declining. The dynamism of exports seems to have weakened in the third quar-
ter of 2004, no doubt in part because of the further appreciation of the Canadian dol-
lar to levels unseen since 1992.

Canada
Activity has picked up Monetary stimulus is being removed
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Source: Statistics Canada.
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Inflation has risen to the
middle part of the target range

The removal of monetary
stimulus has begun...

Canada: Employment, income and inflation

Percentage changes from previous period

2002 2003 2004 2005 2006
Employment 2.2 2.2 1.8 14 12
Unemployment rate” 7.6 7.6 7.2 7.1 7.2
Compensation of employees 4.0 35 4.3 49 4.7
Unit labour cost 0.5 15 1.3 1.6 15
Household disposable income 3.8 3.0 5.0 5.0 4.6
GDP deflator 10 32 35 28 21
Consumer price index 22 2.8 19 20 18
Private consumption deflator 21 16 15 15 14

a) As apercentage of labour force.
Source: OECD Economic Outlook 76 database.

Even though the surge in oil prices observed since the summer does not appear
to have affected economic activity as yet, it has had a substantial impact on price
developments. Headline inflation increased to a year-on-year rate of 2.2 per cent in
the second quarter of 2004 but dropped to 2 per cent in the third quarter. The impact
on core inflation has been much more subdued, suggesting the absence of sec-
ond-round effects on prices. Nevertheless, inflation risks are rising: capacity utilisa-
tion is now above its long-term average, and the number of firms reporting labour
shortages has been increasing.

Against this background, the Bank of Canada started its tightening cycle this
autumn and has increased interest rates by 50 basis points. However, real short-term
interest rates remain well below their long-term average and below the outcome that
would be predicted by a standard Taylor rule. This suggests that interest rates will
have to rise further to remove the existing monetary stimulus and avoid the build-up
of inflationary pressures, although the further appreciation of the Canadian dollar in
recent weeks will also help.
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Canada: Financial indicators

2002 2003 2004 2005 2006
Household saving ratio” 3.2 14 15 1.6 17
General government financial balance” 0.3 0.6 11 12 1.0
Current account balance’ 2.0 2.0 3.4 39 43
Short-term interest rate’ 2.6 3.0 25 35 4.2
Long-term interest rate’ 5.3 48 47 47 5.2
a) As apercentage of disposable income.
b) As apercentage of GDP.
¢) 3-month deposit rate.
d) 10-year government bonds.
Source: OECD Economic Outlook 76 database.

The federal budget surplus for the fiscal year 2003-04 was almost five times ... and the fiscal stance is so far

larger than expected, with stronger tax receipts and, to a lesser extent, lower outlays prudent
than initially planned. However, a number of initiatives announced since the last
budget will increase public spending in the next few years. The federal government
has announced an additional CAD 500 million aid package to help beef producers hit
by Bovine Spongiform Encephalopathy and labour market and education measures
were mentioned in the October Speech from the Throne. More importantly, substan-
tial additional federal funding for health care has been provided in the September
ten-year Plan for Health. Cyclically-adjusted general government net lending may
have risen to about 1 per cent of GDP in 2004 and is projected to stabilise at about
this level in 2005 and 2006. Because of longer-term spending pressures from the
ageing population, it will be important that the federal government maintains its
commitment to pay down the federal debt and resist the temptation of higher public
spending at this point in the cycle.

Canada: Demand and output

2001 2002 2003 2004 2005 2006

Current prices
P Percentage changes, volume

billion CAD

Private consumption 622.9 34 31 33 3.2 29
Government consumption 211.1 2.8 3.8 2.8 31 31
Gross fixed investment 217.6 24 4.9 6.2 53 45
Public’ 26.8 9.2 6.9 34 5.4 51
Residential 55.4 14.4 7.4 8.8 2.3 0.3
Non-residential 135.5 -4.0 32 5.4 7.1 6.8
Final domestic demand 1051.6 31 36 38 36 33
Stockbuilding® -7.0 0.6 0.9 -0.8 04 0.0
Total domestic demand 1044.7 37 4.6 3.0 3.9 3.2
Exports of goods and services 483.1 11 -24 7.7 6.8 5.6
Imports of goods and services 419.5 14 38 84 9.1 6.3
Net exports® 63.5 -0.1 -24 0.0 -0.7 -0.1
Error of estimate’ 0.0 0.0 0.0 0.0 0.0 0.0
GDP at market prices 1108.2 34 20 3.0 33 31

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 see OECD Economic Outlook Sources and Methods,
(http:/f'www.oecd.org/eco/sources-and-methods).

a) Excluding nationalized industries and public corporations.

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

Source: OECD Economic Outlook 76 database.
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Growth should remain solid in
the near term

Future oil-price developments
are the main uncertainty

Canada: External indicators

2002 2003 2004 2005 2006
$ billion
Goods and services exports 305.4 330.0 390.0 452 487
Goods and services imports 272.8 295.7 335.9 386 414
Foreign balance 325 34.2 54.2 66 72
Invisibles, net -181 -17.1 -19.6 -21 -20
Current account balance 14.4 17.1 345 45 52
Percentage changes

Goods and services export volumes 11 -24 7.7 6.8 5.6
Goods and services import volumes 14 3.8 8.4 9.1 6.3
Export performance -22 -6.7 -22 -11 -20
Terms of trade -25 6.0 4.7 31 0.9

a) Ratio between export volume and export market of total goods and services.
Source: OECD Economic Outlook 76 database.

In the near term, activity is expected to remain robust, as Canada continues to
benefit from the strength of the US economy, strong public consumption and
non-residential investment, and renewed buoyancy of private consumption. But over
the coming two years, higher interest rates will curb real disposable income gains.
Moreover, households are expected to rebuild their savings as housing-related wealth
effects dissipate. This could damp private consumption increases and reduce residen-
tial investment. As a result, although the vigorous expansion of export markets is
projected to continue to be a driver of the expansion, the pace of activity is expected
to slow over the next two years to rates close to potential growth. Inflation should be
in the upper half of the target band until mid-2005, before receding to the mid point
of the band. The recent high rates of business investment should also help to ease
capacity constraints and enable labour productivity growth in the business sector to
recover to an average annual rate of about 2 per cent during the projection period.
Boosted by still favourable though slowing terms-of-trade improvements, the current
account surplus could steadily rise over the projection horizon, reaching record lev-
els of over 4 per cent of GDP.

The main uncertainty in the outlook is the evolution of oil prices: oil export
earnings move higher or lower in line with price developments, but these effects
would be partially offset by the impact of those prices on US demand and thus
Canadian non-oil exports. On the domestic side, inflation may not recede as quickly
as expected, leading to greater monetary tightening. This would accentuate the slow-
down in private consumption, which in turn depends on how rapidly households
might choose to lift their currently low savings rate.
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Economic growth remained robust in the first half of 2004, boosted by domestic spending, and despite the ongoing drag
from the foreign balance. Continued strong growth is expected in 2005 and 2006, with improving net exports offsetting
the projected weakening in household consumption and residential investment. This should be accompanied by further
employment gains and inflation staying within the Reserve Bank’s 2 to 3 per cent target band, underpinned by moderate
wage increases and solid productivity growth.

The upbeat economic outlook should allow the removal of the remaining monetary stimulus, to safeguard price stability.
The projected small fiscal surpluses over coming years are appropriate, leaving room for automatic stabilisers to operate
if the global recovery weakens or another drought develops in rural areas.

Private consumption, housing construction and business investment performed Economic growth was driven by

strongly in the first half of 2004, reflecting sanguine consumer sentiment and busi-  brisk domestic demand

ness confidence, supportive financial conditions, a strong labour market and high

corporate profitability. The global upturn and improving farm production after the

recent drought induced a recovery of exports. But in spite of further sizeable

terms-of-trade gains, surging imports kept the current account deficit at close to 6 per

cent of GDP in mid-2004. Nearly all current indicators point to continued vigorous

economic activity in the second half of 2004.

Employment growth has remained strong so that the unemployment rate fell to Unemployment fell close to its
around 5% per cent in recent months, close to estimates of structural unemployment. A structural rate
higher labour content of economic growth has been reflected in a slowing of labour
productivity (per employee basis) and an acceleration in unit labour costs. However,
the ongoing moderate growth of the wage cost index bodes well for keeping inflation
low, notwithstanding the effective exchange rate depreciation since early 2004.

With the cash rate currently only 100 basis points above its latest cyclical trough  Monetary policy remains
of 4% per cent, and in view of continued strong borrowing both by households and  supportive
businesses, monetary policy still appears mildly accommodative. Accordingly, a fur-
ther gradual tightening of monetary policy is projected for 2005, which should bring
the cash rate closer to a “neutral” level of 5% to 6 per cent.

New policy measures in the 2004-05 Commonwealth budget include personal Fiscal policy aims at small
income tax cuts, additional payments to families, and increased expenditure for aged budget surpluses
care and retirement savings incentives. Thanks to buoyant budget revenues, govern-
ment finances are nevertheless expected to remain in small surplus over the projec-
tion period. This should nearly eliminate net government debt by the end of 2006.

Australia
Household debt service has surged Corporate gearing is low
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1. Interest payments as a per cent of corporate gross operating surplus.
Source: Reserve Bank of Australia.
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Economic growth is likely to
remain strong...

... although there are downside
risks

Australia: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices
billion AUD Percentage changes, volume

Private consumption 414.9 4.0 41 54 3.6 33
Government consumption 122.9 38 38 32 31 32
Gross fixed capital formation 1511 15.7 8.2 6.1 44 4.8
Final domestic demand 688.9 6.5 5.0 5.2 37 3.6
Stockbuilding -01 -0.3 11 -0.2 0.1 0.1
Total domestic demand 688.8 6.2 6.1 4.9 38 3.7
Exports of goods and services 155.4 0.3 -2.6 6.4 8.3 9.8
Imports of goods and services 152.5 119 110 135 7.6 9.1
Net exports * 29 -2.3 -2.8 -1.9 -0.3 -04
Statistical discrepancy “ 0.0 -0.2 0.0 0.1 -0.6 -0.1
GDP at market prices 691.7 3.6 33 3.6 38 36
GDP deflator _ 2.8 2.7 3.6 25 25

Memorandum items
Consumer price index _ 3.0 2.8 2.3 24 2.6
Private consumption deflator _ 20 17 16 2.6 2.7
Unemployment rate _ 6.4 6.0 5.6 55 55
Household saving ratio® _ -04 22 21 -1.8 -14
General government financial balance ¢ _ 0.3 0.8 0.7 0.4 0.5
Current account balance® -4.1 -5.9 -55 -4.9 -4.6

Note: Nationa accounts are based on official chain-linked data. This introduces a discrepancy in the identity between
real demand components and GDP. For further details see OECD Economic Outlook Sources and Methods,
(http:// www.oecd.org/eco/sources-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 disposable income.

¢) As apercentage of GDP.

Source: OECD Economic Outlook 76 database.

A continuation of strong growth is expected over the next two years, broadly in
line with potential output and accompanied by low inflation. Private consumption is
projected to slow, along with the easing in house prices since late 2003, which will
reduce the scope for mortgage equity withdrawal. Declining house prices and falling
housing loan approvals and building permits so far in 2004 suggest that the dwelling
investment boom is already cooling off. On the other hand, high business confidence,
healthy profits, the improved environment for equity finance, low corporate debt, and
capacity constraints in the resources sector underpin prospects for robust business
investment. With the global economy continuing to pick up, the impact of the drought
waning, international price competitiveness improving from the exchange rate depreci-
ation during 2004 and the housing cycle turning around, there should also be a rebal-
ancing of growth from domestic demand towards stronger net exports. Together with
further terms-of-trade gains, the current balance deficit should thus narrow to about
4% per cent of GDP in 2006. Further gains in employment are likely to encourage
higher labour force participation, keeping unemployment close to its current low level.

The recovery of farm production and exports from the recent drought could be
interrupted if the disappointing rainfall in the first half of 2004 were to continue.
High levels of household debt and debt-interest payments have made households
more vulnerable both to further increases in interest rates and to an abrupt fall in
house prices as a possible response to excess supply in the property market. How-
ever, the risk of a sudden restructuring of household finances towards higher savings
and lower consumption, accompanied by a substantial increase in mortgage arrears
and repossessions, is lower than in past episodes, given that sharp increases in inter-
est rates and unemployment are unlikely.
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Output growth is projected to increase gradually, in line with the recovery in the euro area, allowing unemployment to
fall in 2006. Notwithstanding progress in reducing the relatively high level of government spending, tax reductions in
2005 and 2006 will be mostly deficit-financed, providing a comparatively large stimulus to growth.

While the planned pension harmonisation will damp ageing-related spending in the future, substantial further reductions
in general government outlays are necessary to ensure the long-run sustainability of government finances, while further
steps to improve incentives to work among older workers and women would help offset the adverse economic impact of

ongoing demographic change.

Economic growth picked up in the first half of 2004, driven by strong external
demand. On the back of a favourable unit labour costs trend relative to trading part-
ners in recent years, exports benefited from a surge in sales of intermediate inputs
into German exports, as well as from vigorous economic growth in Central and
Eastern Europe. Domestic demand was subdued, as investment declined despite tax
incentives which will be phased out at the end of the year; and consumption growth
remained modest as oil-price rises, pushing year-on-year inflation above 2 per cent,
reduced real disposable income growth and as relatively high unemployment
weighed on confidence. Employment rose somewhat, but increased labour force par-
ticipation, in part on account of easier access to the labour market for foreign resi-
dents in Austria, delayed the effect of the pickup in activity on unemployment.
Vacancies rose in the first months, but levelled off subsequently. Momentum is likely
to increase modestly in the near term. Indicators of consumer and business confi-
dence are still subdued although business confidence has improved in recent months.
Strong growth in Central and Eastern Europe will continue to provide an additional
impetus to trade, though the external stimulus will weaken somewhat in 2005 as
slowing German export growth impacts on Austrian intermediate exports.

The government deficit is estimated to have increased slightly this year, reaching
1Y% per cent of GDP, as unexpected revenue shortfalls on account of investment tax
breaks, more generous R&D tax incentives, weak value-added tax revenues and personal
income tax reductions have not been fully offset by higher fuel tax rates, continued cuts
in government employment, modest pension adjustments and savings on account of

Exports have led the economic
recovery

Fiscal policy is set on an
expansionary course...
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... which will, on balance

support domestic demand next

year

Recovery is gradual with

unemployment falling only in

2006

High deficits might dent
confidence

Austria: Demand, output and prices

2001 2002 2003 2004 2005 2006
Curr.er_f[ pI‘IF s Percentage changes, volume (2000 prices)
billion €
Private consumption 123.0 -0.1 0.6 14 2.3 24

38.8 11 0.4 0.2 0.7 14
Gross fixed capital formation 47.4 -34 6.2 16 30 4.1
Final domestic demand 209.2 -0.6 18 12 21 26

Stockbuilding® 1.0 -0.2 0.1 . X
Total domestic demand 210.2 -0.8 2.0 1.0 22 2.6

102.9 3.8 14 8.1 8.0 7.9

Government consumption

Exports of goods and services

Imports of goods and services 97.8 -0.2 4.8 7.1 8.1 8.2
Net exports* 5.2 1.9 -1.5 0.7 0.2 0.1
GDP at market prices 215.6 12 0.8 18 23 26
GDP deflator _ 13 16 21 19 14
Memorandum items
Harmonised index of consumer price _ 17 13 19 1.9 14
Private consumption deflator _ 12 15 17 19 14
Unemployment rate » _ 55 5.7 5.8 5.8 55
Household saving ratio© _ 8.2 8.5 8.3 8.8 8.8
General government financial balance ¢ _ -04 -1.3 -1.5 21 -21
Current account balance? 0.4 -04 -0.1 0.0 0.1

a) Contributions to changes in 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) As apercentage of GDP.

Source: OECD Economic Outlook 76 database.

health care reform. The deficit will increase further in 2005, reflecting major personal
income and corporate tax relief equivalent to about 1 per cent of GDP. Part of the revenue
losses from the tax cuts will arise in 2006, resulting in a further increase in the structural
deficit to an estimated 1.7 per cent of GDP. On the other hand, planned pension reform,
harmonizing pension schemes across workers in the private and public sectors would, if
enacted, lower pension spending in the long term, largely as a result of linking pension
increases to inflation. This would provide a welcome step towards fiscal sustainability.

The tax cuts will raise disposable incomes, boosting consumption, although
high oil prices will damp real income growth, and increased private provision for old
age will raise private household savings. The phase-out of tax breaks for investment
may partly offset the positive impact of the corporate tax reductions on investment,
but increased capacity utilisation in manufacturing, the need to replace machinery
and low interest rates will support investment throughout the forecasting period.

Recovery should proceed at a moderate pace. Export growth will slow while
consumption and investment will provide a larger impetus to activity in 2005 and
2006. Unemployment is expected to fall significantly only in 2006. Inflation will
remain relatively high in 2005, but the effect of higher oil prices is expected to fade
in the following year.

A substantial appreciation of the euro would adversely impact growth, while the
accession of neighbouring countries to the European Union could boost growth
above projected levels. While pension harmonization could help consumer confi-
dence recover, failure to achieve additional government spending reductions could
dent confidence in the sustainability of government finances.
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Economic growth is expected to ease somewhat in 2005 but strengthen to 2% per cent in 2006 as export markets remain
buoyant and business investment picks up. The unemployment rate should fall to 7% per cent by 2006 with the underlying
inflation rate remaining at around 1% per cent as the unfavourable effects of the increase in energy prices fade but the
economy moves from below to above-potential growth. If the euro were to be stronger than assumed, growth and inflation

would be lower.

Further efforts are needed to ensure that the budget remains balanced. Measures should focus on expenditure restraint,
as planned, since the high tax burden on labour discourages work effort. Further reforms are also needed to reduce

incentives for early retirement and raise the participation rate.

Economic growth has been robust since mid-2003, reaching 3 per cent
(year-on-year) in the second and third quarters of 2004. While private consumption
expenditure has been buoyant since late 2002, the economic recovery only took hold
when exports also picked up. Business investment remains weak despite improving
profitability, favourable demand prospects, low interest rates and stronger corporate
balance sheets. Business confidence has stabilised at levels that should support con-
tinued economic growth at above the trend rate (estimated to be around 2 per cent).
Despite growing employment, unemployment has been stuck at around 7% per cent
so far this year. Labour force participation has been increasing for females, reflecting
a long-term trend, and for workers aged 50 and over, as the minimum age for access
to the older unemployed scheme — one of the main routes to early retirement — has
been raised to 58.

Hourly wage costs in the private sector appear likely to have increased by
5.9 per cent in 2003-04, more than agreed in the wage norm (5.4 per cent) but less
than in the previous wage norm period. Abstracting from the reduction in employers’
social security contribution rates, the increase was 6.6 per cent. This rate of increase
exceeded the average (4.5 per cent) for the three neighbouring countries (Germany,
France and the Netherlands), adding to the loss of cost competitiveness against these
countries already incurred in previous wage-norm periods. Headline inflation has

Private consumption and
exports have supported the
recovery

Wage increases have outpaced
those of neighbouring
countries
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Belgium: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices )
billion € Percentage changes, volume (2000 prices)
Private consumption 138.4 0.3 22 2.2 21 22
Government consumption 55.1 23 2.7 25 2.0 2.0
Gross fixed capital formation 53.0 -34 -0.6 1.0 2.8 51
Final domestic demand 246.6 -0.1 17 20 2.2 2.7
Stockbuilding“ -16 0.7 -0.1 0.4 0.0 0.0
Total domestic demand 244.9 0.6 16 24 2.2 2.7
Exports of goods and services 218.6 13 17 3.6 6.3 74
Imports of goods and services 209.3 1.0 21 33 6.2 7.6
Net exports” 9.3 0.3 -0.3 0.4 0.3 0.1
GDP at market prices 254.2 0.9 13 2.7 2.4 2.7
GDP deflator _ 18 20 2.3 14 18
Memorandum items
Harmonised index of consumer price _ 16 15 19 2.2 1.9
Private consumption deflator _ 17 18 21 21 1.9
Unemployment rate _ 7.3 7.9 7.7 7.6 7.3
Household saving ratio” _ 148 142 138 134 139
General government financial balance ¢ _ 0.1 0.3 -0.1 -0.4 -0.5
Current account balance® 5.7 4.2 3.7 31 4.0

Note: Corrected for calendar effects.

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

¢) As apercentage of GDP.

Source: OECD Economic Outlook 76 database.

picked up to 2% per cent (year-on-year) owing to rising energy prices. Underlying
inflation — excluding energy and unprocessed food prices — has remained around
1% per cent.

Further consolidation is The general government budget balance appears likely to have remained near bal-
needed to keep the budget in  ance in 2004, despite the partial unwinding of non-recurring items that increased the bal-
balance ance in 2003. Such items will decline from 0.6 per cent of GDP in 2004 to 0.3 per cent in
2005 and zero in 2006. Moreover, the government needs to offset the impact of the per-
sonal income tax cuts (amounting to 0.6 per cent of GDP over 2005-06, mostly in 2006).
Further reductions in social security charges are also programmed, but these are more
than compensated by increases in indirect taxes. In addition, there is likely to be a large
(temporary) increase in infrastructure investment in 2005-06 to coincide with municipal
elections. Based on announced policies, the OECD projects that the budget balance will
deteriorate to a deficit of /2 per cent of GDP in 2006. Further measures will be needed to
realise the government’s announced target of balanced budgets in both 2005 and 2006.

Business investment should Economic growth is projected to ease somewhat as high energy prices and
begin to support the recovery appreciation of the euro put a brake on the pace of recovery, but to strengthen to
2% per cent in 2005 as the effects of these factors pass. Initially led by private con-
sumption, exports and surging government investment, the recovery should become
more reliant on business investment. Employment growth should continue to
strengthen, bringing the unemployment rate down to 7% per cent by 2006. Underly-
ing inflation is projected to remain around 1% per cent as the unfavourable effects of
the increase in energy prices on other input costs fade but the economy moves from
below to above potential. The main risks to these projections are that the euro could
be stronger than assumed, depressing growth, but also reducing inflation.



Developments in individual OECD countries - 73

Czech Republic

Driven by buoyant exports and strong private investment, output growth has gained momentum and should reach about
4 per cent this year and also in 2005 and 2006. Employment growth is likely to be muted, but nevertheless allow for a
slight decline in unemployment. Inflation will remain close to 3 per cent.

The momentum of fiscal reform needs to be boosted. A new budgeting framework has been introduced and needs to be
effectively implemented. Also, concrete progress is needed on pension and healthcare reform. Monetary policy looks set
to remain neutral in the near term although there are upside risks to inflation. Structural reforms to improve the business
environment are needed to enable rapid real convergence.

Real GDP growth is strengthening; it reached 4.1 per cent (year-on-year) in the sec-  Strong investment and export
ond quarter, and became more broad-based. Private investment surged, reflecting growth have boosted output
improving export results and prospects, increasing profitability of firms and low interest
rates. Booming exports are driven mainly by capacity increases in the wake of foreign
direct investment coming on stream, especially in the sector of information and commu-
nication technologies. Entry to the European Union (EU) single market and EU growth
recovery helped further. Imports have also soared. Private consumption, on the other
hand, has decelerated in response to increasing prices and declining real wage gains. With
inflation now at around 3 per cent, the period of undershooting the inflation target band
has come to an end, partly due to increases in indirect taxes related to EU accession.

There are some positive signs in employment growth, mainly in private service ~Employment stopped falling
sectors. In contrast with past experience, jobs were created mostly for dependent
workers, while self-employment decreased following changes to the tax treatment of
the self-employed. At the same time, restructuring and down-sizing continued in
manufacturing, public services and in some private services such as banking, leaving
the unemployment rate at its highest level since 2001.

A bold programme of fiscal reform was begun in 2003, including the introduc-  Fiscal consolidation proceeds
tion of legally binding three-year spending ceilings as well as intentions to make slowly
major reforms to spending on public pensions and health. The 2004 deficit outcome
will probably be lower than expected due to higher than expected tax revenues from
stronger economic activity, and, once again, likely unrealised capital expenditures.
The government aims to bring the general government deficit down to 3 per cent of
GDP in 2008, with an intermediate target of 4 per cent in 2006. However, consolida-

Czech Republic
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Monetary policy looks set to
remain neutral in the near term

Real convergence should
continue

Czech Republic: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion CZK Percentage changes, volume (1995 prices)
Private consumption 11923 2.8 4.9 35 3.6 3.6
Government consumption 513.0 45 22 -0.4 -0.2 05
Gross fixed capital formation 638.6 34 74 9.5 7.2 6.0
Final domestic demand 23439 33 4.9 41 37 3.6
Stockbuilding“ 30.0 0.1 -04 0.6 0.0 0.0
Total domestic demand 2374.0 2.8 4.2 45 3.7 36
Exports of goods and services 1539.3 2.7 6.2 16.7 12.0 10.4
Imports of goods and services 1598.0 4.9 7.8 17.3 11.2 9.6
Net exports* - 58.7 -2.2 -2.2 -2.8 -0.9 -0.7
GDP at market prices 23153 15 31 39 4.2 41
GDP deflator _ 2.8 17 4.1 2.6 25
Memorandum items
Consumer price index _ 18 0.1 29 31 30
Private consumption deflator _ 0.7 -0.7 21 28 2.6
Unemployment rate _ 7.3 7.8 8.4 8.3 8.2
General government financial balance” ¢ _ -6.8 -12.6 -4.3 -4.6 -3.9
Current account balance” -5.6 -6.2 -6.5 -6.6 -6.5

Note: National accounts are based on officia chain-linked data. This introduces a discrepancy in the identity between
real demand components and GDP. For further details see OECD Economic Outlook Sources and Methods,

(http:// www.oecd.org/eco/sources-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.

¢) Since the change in methodology in 2004, high-risk state guarantees are classified as capital transfers as soon as they are
called for thefirst time. In 2003, the activation of guarantees issued mainly for the banking sector accounted for about
7.7 percentage points of the deficit.

Source: OECD Economic Outlook 76 database.

tion looks set to take place only slowly. Progress in implementing the major spend-
ing cuts has been delayed due to the narrow majority of the coalition government.
Pension reform has gone back to the drawing board and there are no concrete pro-
posals for reforming the healthcare system.

The monetary authorities have responded to higher inflation by gradually tightening
the policy stance, increasing the policy rates by 50 basis points overall. Moderate sec-
ond-round effects of value-added tax (VAT) and excise increases, driven by harmonisa-
tion, and increases in regulated prices will affect consumer prices in 2005 and 2006.
Overall, little change is projected in interest rates in the near term. However, additional
inflation pressures could come from mounting demand pressures resulting from robust
output growth, sizeable increases in some public sector wages and oil-price effects.

The momentum of export growth is expected to continue and economic output
is projected to grow about 4 per cent over the projection period, while inflation is
expected to stabilize at 3 per cent. Export growth is expected to reach double digits
in 2004, and will remain high in the two following years. Combined with somewhat
slower import growth towards the end of the forecast horizon, this will make for a
less negative contribution from net exports. However, the positive effects on the cur-
rent account will be compensated by increasing repatriation of profits from foreign
direct investment. Investment growth will decelerate but remain sustained, while
employment creation will be positive but muted. The main risks to the output sce-
nario are balanced. Weaker-than-expected foreign demand would moderate the
export activity. Faster restructuring in the context of an improving business environ-
ment could boost growth through shifts of resources to more productive uses.
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The economy has continued to recover in 2004 due to a strong pick-up in private consumption and exports. Prospects
look bright for 2005 and 2006, as business investment should add to activity on top of continued solid household
spending and fast-growing export demand. The labour market is gradually improving, but inflationary pressures are
likely to remain contained until 2006 when labour- and product-market slack is expected to disappear.

The outlook is very much shaped by the 2004 fiscal easing, which provided a large boost to household disposable income.
Monetary policy settings are currently supportive of growth, but will become less so by 2006 as the European Central
Bank gradually raises interest rates and Denmark follows suit. Further initiatives to increase labour force participation
would help to sustain the upturn and bring employment closer to the government’s medium-term target.

The first half of 2004 saw a substantial pick-up in exports and continued solid Exports and household
growth in private consumption after the boom at the end of 2003. While the increase spending continue to drive the
in demand was largely matched by a huge rise in imports, real GDP grew well above recovery
its potential rate. Short-term indicators point to a continued pick-up in growth in the
second half of this year, as confidence indicators have risen substantially (even if
there has been some recent reversal in manufacturing) and growth in retail and car
sales has been brisk. The labour market has turned for the better after the steady
worsening last year, and the standardised unemployment rate now stands at 5% per
cent of the labour force (around 1 percentage point above the structural rate). Wage
increases have moderated, reflecting the weaker labour market than in previous
years. Consumer price inflation has also remained low, despite significant oil price
increases.

The stimulus from tax cuts implemented at the beginning of 2004 and the spring  Fiscal easing boosts household
fiscal package (frontloading tax cuts planned for 2005-07 and suspending Special income
Pension contributions in 2004 and 2005) is a major driver of growth this year and
next. Its main impact is to boost household disposable income. The fiscal easing is
expected to push the general government surplus back below 1 per cent of GDP this
year, although rising activity and higher employment should help it recover to
1% per cent of GDP by 2006. After adjusting for the business cycle and certain
one-off factors, the structural surplus is projected to remain below the government’s
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Growth depends on household
behaviour and export markets

Denmark: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion DKK Percentage changes, volume (1995 prices)
Private consumption 624.5 0.6 0.8 36 33 24
Government consumption 343.3 21 1.0 0.7 0.7 0.8
Gross fixed capital formation 271.0 45 0.1 3.6 4.7 5.4
Final domestic demand 1238.7 2.0 0.7 2.8 3.0 2.8
Stockbuilding” 13 0.0 -0.4 0.2 0.1 0.0
Total domestic demand 1240.0 1.9 0.3 31 31 2.8
Exports of goods and services 592.1 48 0.0 4.9 6.0 6.4
Imports of goods and services 506.5 7.3 -0.6 6.6 7.0 7.1
Net exports* 85.5 -0.8 0.3 -0.5 -0.3 -0.1
GDP at market prices 13255 1.0 0.5 24 2.7 2.6
GDP deflator _ 1.6 2.2 19 2.0 2.0
Memorandum items
Consumer price index _ 24 21 12 17 20
Private consumption deflator _ 21 18 12 17 19
Unemployment rate _ 4.6 5.6 5.8 5.3 4.9
Household saving ratio” _ 0.1 0.3 -0.3 -1.6 -1.3
Genera government financial balance _ 16 12 0.9 14 15
Current account balance¢ 2.0 2.7 31 31 34

a) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) As apercentage of disposable income, net of household consumption of fixed capital.

¢) Asapercentage of GDP.

Source: OECD Economic Outlook 76 database.

target of 1% to 2% per cent of GDP over the projection period. A risk to public
finances is the restructuring of local governments from 2007, which could involve
substantial adjustment costs in 2006 that would be difficult to handle within the
spending targets set out in the government’s medium-term fiscal framework. Mone-
tary conditions continue to follow euro area developments, with a gradual increase in
interest rates projected in 2006 as activity picks up in the euro area. The fiscal stimu-
lus may have pushed Denmark a little ahead in the cycle compared to the euro area,
which could make monetary policy there less appropriate for Danish conditions.

With accommodative fiscal settings, output is projected to increase by just
above 2% per cent per annum from 2004 to 2006. Private consumption seems to
have picked up in the second half of 2004 as households reacted to the fiscal pack-
age while continued strong exports due to recovering foreign demand have further
boosted activity this year. Household spending and exports should remain strong
over the next two years, although some moderation of private consumption growth
is projected in 2006 as Special Pension contributions are resumed, cutting into dis-
posable incomes. Business investment may provide more support to growth in
2005 and 2006 as firms seek to expand capacity. The unemployment rate is also
projected to fall as the business sector starts to increase hiring. Yet wage and price
increases should be moderate as output is expected to remain below its potential
level until the end of 2005. The main source of uncertainty is the reaction of
households to the extra income from previous policy measures. The more of this
they decide to spend, the faster capacity constraints may begin to bite, raising
inflationary pressure. The strength of the European recovery generates a further
uncertainty associated with the outlook, given Denmark’s close economic integra-
tion with its European Union partners.
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With output close to its potential, Finland is in a more favourable cyclical position than the euro area on average. The
pick-up in world trade and a revival in business investment are expected to become increasingly important as drivers of
growth, which should average about 3 per cent a year to 2006.

A moderate wage settlement would allow cuts in labour taxation without compromising aggregate fiscal objectives.
However, efficiency gains in the public sector and greater private service provision are required to create room for
further tax cuts. Additional reforms, particularly a tightening of conditions applying to early retirement schemes, are
needed to achieve the government’s employment target.

The recovery has gained momentum, with GDP growth in the first two quarters of  The recovery has gained
2004 averaging 3% per cent at annual rates, and the monthly GDP indicator suggesting momentum
growth in the third quarter rising further, in contrast to developments in the euro area as a
whole. Business confidence is back at levels not seen since 2000, with business invest-
ment recovering, after declining in both 2002 and 2003. Export performance, however,
has been disappointing so far; export volumes in the first half of the year were at about
the same level as in 2003 despite growth in export markets of nearly 7 per cent. The
pick-up in investment provides the first sign that the recovery is becoming less dependent
on fiscal stimulus, as until recently public and private consumption — the latter stimulated
by tax cuts — have been the only contributors to growth. Government employment has
grown briskly, but this has been more than offset by job losses in the private leaving the
unemployment rate at 9 per cent. Consumer price inflation has been subdued in 2004,
because alcohol taxation was cut by a third in March to counter cross-border trade.

Between 2000 and 2004 the general government surplus has declined by more Maintaining a sound budget
than 5 per cent of GDP, of which a third can be attributed to cyclical factors. From position will require reforms
2005, the government has announced reductions in corporate taxation equal to 4 per
cent of GDP. Further cuts in labour taxation are necessary to improve work incen-
tives. However, the combined balance of central and local government has moved
into deficit so that, given the need to respect current fiscal objectives to prepare for
ageing, there is no longer room for spending hikes or tax cuts unless they are com-
pensated by savings elsewhere.

Finland
Terms-of-trade losses drive a wedge Central and local governments
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Finland: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion € Percentage changes, volume (2000 prices)
Private consumption 67.8 1.7 4.5 2.8 29 24
Government consumption 284 39 16 11 15 15
Gross fixed capital formation 278 -3.3 -21 4.1 4.1 4.3
Final domestic demand 124.0 11 24 2.7 2.8 2.6
Stockbuilding“ 0.1 0.2 -0.2 1.0 -0.9 -0.1
Total domestic demand 124.1 13 22 3.7 18 25
Exports of goods and services 54.1 5.2 12 2.2 5.8 6.0
Imports of goods and services 428 17 30 0.2 4.0 55
Net exports* 113 16 -05 0.9 1.2 0.8
GDP at market prices 135.5 2.3 21 31 2.8 31
GDP deflator _ 0.9 0.0 0.8 13 16
Memorandum items
Harmonised index of consumer price _ 20 13 0.2 17 19
Private consumption deflator _ 31 0.6 12 2.0 1.9
Unemployment rate _ 9.1 9.1 8.9 8.7 8.2
General government financial balance® _ 4.3 21 2.3 21 2.3
Current account balance” 7.6 4.1 4.9 4.9 5.0

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 Economic Outlook 76 database.

Terms-of-trade losses need to The government is aiming for a moderate outcome in the central wage negotia-
be reflected in wage settlements tions to be concluded in late 2004, in order to provide some scope for tax cuts, but as
this is not agreed yet, the forecast is based on a continuation of current real wage
trends. A modest agreement would also be appropriate both to allow firm level flexi-
bility and to preserve competitiveness in light of the trend deterioration in the terms
of trade, which is mainly due to the weight of information and communication tech-
nology (ICT) exports. Indeed, recent output performance is much less impressive if
adjusted for the terms of trade loss; “command” GDP, measuring exports in terms of
the volume of imports they can buy, has grown by only 1 per cent a year since 2001.

Exports and investment drive Going forward, output is expected to grow at about 3 per cent a year to 2006. Net
activity, but growth of exports are projected to add on average 1 percentage points to GDP growth, despite
employment is weak export market share losses. Responding to improved foreign demand, business invest-
ment should continue its steady recovery. Stimulated by tax cuts and some recovery in
employment, consumption growth is projected to remain strong in 2005, but should
weaken in 2006. With potential output now rising only 2 per cent annually, compared
with 3 per cent only a few years ago, output is expected to exceed potential by around
1 per cent in 2006. Nevertheless, the unemployment rate will remain above 8 per cent,
with employment increasing by about 40 000 from its 2004 low. The government’s target
for an increase in employment by 100 000 between 2003 and 2007 is therefore unlikely
to be met. Consumer price inflation is expected to increase to around 2 per cent in 2006.

Risks are centred on ICT Particular uncertainty relates to the growth of electronics exports, which
exports and the housing market account for about one-quarter of all goods exports. Growth in the mobile phone mar-
ket could surprise on the upside due to a faster than expected uptake of new products
such as third generation mobile phones. On the other hand, it is unclear whether
recent losses in market share can be stemmed. Moreover, oil price developments
could continue to affect export demand. The housing market could also pose risks, as

house prices, in and around Helsinki, have doubled since the mid-1990s.
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Greece

Buoyant domestic demand enabled Greece to maintain brisk growth in the first three quarters of 2004. GDP growth is set
to ease to 3% per cent in 2005, as strong Olympics-related investment comes to an end and fiscal policy tightens, but it
should pick up again in 2006. Inflation is expected to increase, reflecting strong demand and higher oil prices, averaging
around 3% per cent over the next two years.

The recently-revealed sharp deterioration in the fiscal position underlines the need for substantial retrenchment in public
expenditure to put public finances on a sustainable path. This should be complemented by improved administrative
efficiency and decisive reforms of the pension and health systems. Measures to enhance labour market flexibility and
increase product market competition are also required to reduce the inflation differential with the euro area.

The latest indicators suggest a continuation of robust growth in the third quarter ~ Growth has been brisk
of 2004, following a 4 per cent (year-on-year) growth in the first half. Rapid credit
expansion in an environment of low real interest rates, buoyant household disposable
incomes, and the finalisation of the 2004 Olympic Games-related projects all con-
tributed to the strong growth performance. After a brief dip earlier in the year, con-
sumer price inflation harmonised and core) rose again, reflecting strong demand,
higher energy prices, and accelerating unit labour costs. The core inflation differen-
tial vis-a-vis the euro area average stood at 1.4 percentage points in October. The
unemployment rate is expected to remain at around 9 per cent, somewhat below the
estimated structural rate of unemployment. The current account deficit has declined,
helped by buoyant shipping receipts and tourism income.

Monetary conditions remain easy with negative real interest rates. Following a Monetary and fiscal conditions
marked slowdown since mid-2001, consumer credit accelerated in the course of have been markedly stimulative
2004, after the Bank of Greece lifted remaining consumer credit ceilings in mid-June
2003. Loans to households have been rising at double-digit rates, with total house-
hold debt reaching around 30 per cent of GDP by mid-2004, though still well below
the euro area average. On the fiscal front, an audit resulted in a significant upward
revision of the budget deficits for Greece for the years 2000 to 2003. Official esti-
mates indicate a general government deficit of 5.3 per cent of GDP in 2004, far
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Greece: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion € Percentage changes, volume (1995 prices)
Private consumption 89.2 31 4.2 37 34 35
Government consumption 220 53 -25 5.2 17 0.8
Gross fixed capital formation ¢ 313 5.7 13.7 5.7 31 53
Final domestic demand 142.5 4.0 55 44 31 3.6
Stockbuilding ¢ -0.1 02 -01 -04 -01 0.0
Total domestic demand 142.5 4.2 5.4 4.0 31 3.6
Exports of goods and services 31.2 -7.7 1.0 4.3 75 8.7
Imports of goods and services 424 -2.9 4.8 51 4.1 75
Net exports” -111 -0.9 -1.3 -0.7 0.3 -0.5
GDP at market prices 131.3 3.6 45 38 32 35
GDP deflator _ 4.0 35 3.0 34 36
Memorandum items _
Harmonised index of consumer price _ 39 34 31 34 3.2
Private consumption deflator _ 36 36 32 35 34
Unemployment rate _ 10.2 9.5 9.1 8.9 8.7
General government financial balance ¢ _ -3.8 -4.6 -5.3 -35 -3.2
Current account balance ¢ -7.6 -6.5 -6.0 -5.8 -5.6

a) Excluding ships operating overseas.

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

d) National Account basis, as a percentage of GDP.

¢) On settlement basis, as a percentage of GDP.

Source: OECD Economic Outlook 76 database.

above original expectations. This slippage partly reflects overruns in expenditure for
the Olympic Games, but current expenditure and revenues also deviated from their
targets. The 2005 draft budget aims at a reduction in the general government deficit
to 2.8 per cent of GDP, reflecting significantly reined-back expenditure increases.
The OECD projects a more gradual fiscal adjustment, with the budget balance mov-
ing to a deficit of around 3% per cent of GDP in 2006.

Growth should strengthen in Growth is expected to slow to 3% per cent in 2005, mainly reflecting the end of
2006, with a risk of inflationary  Olympic Games-related investment spending. It will, however, continue to outpace
pressures  the euro area average and is expected to pick up again to around 3% per cent in 2006.
Low real interest rates, in combination with still relatively low household debt levels,
and a faster implementation of the EU structural funds projects are expected to sup-
port domestic demand in the post-Olympics period. Investment spending should be
further boosted by the gradual reductions in company tax rates, announced in the
2005 draft budget. Thanks to buoyant export markets, exports are set to pick up
strongly over the projection period, despite the erosion of price competitiveness.
However, a large current account deficit remains. Given the expected rebound of
domestic demand, a major risk attached to the projections is of higher inflationary
pressures that would further sap competitiveness. A failure to sufficiently consoli-
date the budget would pose another risk to the outlook in coming years.
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Output growth of close to 4 per cent is expected in 2004, easing to around 3%z per cent in 2005 and 2006, with some
reduction in the exceptionally rapid pace of export growth and a further slowdown in consumption growth. Inflation is
expected to come down rapidly in the near term, as the impact from one-off increases in indirect taxes fades; it is
expected to continue to fall, though at a slower pace, in 2005 and 2006, despite higher oil prices.

Although a substantive reduction in the government’s budget deficit is expected this year, a big gap between ambitions
and outcomes in fiscal policy remains, making co-ordination of macroeconomic policy more difficult and raising risk
premia. The new government should switch to a more credible fiscal strategy that sets more realistic targets and backs
them up with a stronger commitment to sustainable spending cuts.

The driving force of GDP growth over the past year or so has shifted from Indicators point to a
domestic consumption to external demand with strong growth in exports and, linked moderation of growth
to this, strengthening corporate investment. However, a number of indicators suggest
an easing in the growth of external demand. Seasonally adjusted monthly export data
suggest the pace of export growth has already slowed and this is also seen in monthly
production figures. This implies that corporate investment growth is also likely to
come down somewhat from its recent high levels. The downward trend in quarterly
household consumption growth has continued in 2004, as the end of the series of
large wage hikes in the public sector and cutbacks in mortgage residential investment
subsidies have begun to damp aggregate household spending power. Price develop-
ments have been strongly affected by changes in subsidies and indirect tax increases
this year but this effect seems to have already passed its peak.

The outlook for demand growth also needs to take account of the tempering High interest rates and
effects of both high interest rates and budget deficits. The government voted a deficit government deficits continue
target of 4.6 per cent of GDP for 2004, which was subsequently revised up to a range
of 5.1 to 5.3 per cent. Higher-than-expected debt-servicing costs partly account for
the problems with the 2004 deficit. It appears that the government was expecting a
more rapid decline in the base rate. The base rate reached 12 per cent in November
2003 following a 3 percentage point hike in response to exchange rate concerns and

Hungary
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Hungary: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion HUF Percentage changes, volume (2000 prices)
Private consumption 7 866.5 10.2 7.6 35 2.8 2.6
Government consumption 32311 50 1.6 1.0 1.0 1.0
Gross fixed capital formation 3493.0 8.0 30 9.0 6.4 6.1
Final domestic demand 14 590.5 85 5.2 43 33 32
Stockbuilding“ 487.9 -2.9 0.3 0.4 0.3 0.0
Total domestic demand 15078.4 5.4 55 4.6 35 31
Exports of goods and services 10 803.4 37 7.2 14.7 12.6 12.2
Imports of goods and services 11 032.0 6.2 10.3 14.7 11.8 11.2
Net exports* -228.6 -2.0 -2.8 -0.9 -0.2 0.2
GDP at market prices 14 849.8 35 29 3.9 3.6 35
GDP deflator _ 8.9 7.8 5.0 44 4.0
Memorandum items
Consumer price index _ 5.3 4.7 6.9 4.7 4.5
Private consumption deflator _ 37 6.0 6.3 4.8 45
Unemployment rate _ 59 59 59 5.7 5.6
General government financial balance’c _ -9.3 -6.2 -54 -4.9 -4.5
Current account balance® -7.1 -8.9 -9.1 -85 -8.2

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.

¢) ESA95 accounts provided by the Ministry of Finance for 2001-2003.

Source: OECD Economic Outlook 76 database.

has since been gradually reduced. The government’s expectations for faster decline
in the base rate is indicative of continuing differences of opinion on the conduct of
both monetary and fiscal policy between the central bank and the government. How-
ever, unexpected debt-servicing costs do not account for all of the slippage in fiscal
outcomes; there is also a continuing failure to reach gross spending and revenue
goals. For 2005 the government is discussing a budget with, once again, a deficit tar-
get of 4.6 per cent of GDP. If the OECD estimate of a 5.4 per cent deficit for 2004
proves to be accurate, the 2005 target would suggest a consolidation equivalent to
0.8 per cent of GDP. The OECD projection sees this degree of consolidation as
unlikely, not least because the government’s budget planning is based on an assump-
tion of 4 per cent real GDP growth for 2005 which is at the upper end of the range of
projections of other institutions and private-sector analysts.

Growth for 2005 and 2006 will For 2005 and 2006, GDP growth is projected to slow to around 3% per cent.
ease but remain robust Export growth is projected to ease to just below 12% per cent by 2006 and private
consumption growth to decelerate by close to 1 percentage point between 2004 and
2006 to about 2% per cent. Investment growth is also expected to slow down, partly
reflecting external demand but also damped residential investment. Despite the
reduction in the pace of export growth, the current account deficit is projected to
decline somewhat as import growth seems likely to ease more rapidly than export
growth.

While export growth may be The main upside risk to the projection lies in external demand as the signs of a
stronger, there are risks for slowdown in external demand may turn out to be temporary. The main downside risk
policy credibility s that continuing high interest rates and inadequate fiscal consolidation will induce a
further weakening in the credibility of macroeconomic policy and increased

exchange rate volatility, both of which could damp foreign investment in Hungary.
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The economic expansion has continued to gather momentum, broadening from buoyant domestic demand to exports.
Even though the economy has not yet entered the most intensive phase of the large-scale aluminium-related investment
projects and the labour market is still relatively weak, a sizeable external deficit and inflation pressures have re-emerged.

Further substantial interest-rate increases will be needed to prevent a recurrence of the overheating that took place at the
turn of the century. A tight fiscal stance during the investment boom is essential, as it would alleviate the burden on
monetary policy to safeguard price stability without the need for excessively high interest rates, upward pressure on the
exchange rate and a squeeze on the exposed sector of the economy. Planned tax cuts should therefore be postponed.

While the upturn, which began two years ago, initially relied exclusively on  Soaring growth has led to
domestic sources, exports also began to contribute to growth in the first half of 2004, tensions and imbalances in the
as increased quotas allowed a greater fish catch. Domestic demand continued to economy
expand at a torrid pace, reflecting soaring household spending both on consumption
and residential investment (stimulated by surging equity and house prices), as well as
the construction of a large power plant (the first stage of the aluminium-related
investment projects). Despite strong import growth, the revival of exports (tempo-
rarily) stabilised the current account deficit, albeit at a high level. At the same time,
however, demand pressures — which so far had mainly taken the form of a rising
external imbalance — began to rekindle inflation, pushing the twelve-month rise in
the consumer price index toward the Central Bank’s upper tolerance limit of 4 per
cent by the middle of the year. Although the oil price hike has contributed, core infla-
tion has also easily exceeded the official 2} per cent target in recent months, due in
particular to the housing component of the index.

In response to robust demand and rising inflation expectations, the Central Bank  Policies have moved toward
has raised its policy rate by 195 basis points since May (from the historically low restriction
level of 5.3 per cent). The Bank’s tightening moves have been counteracted by
developments in financial and real estate markets, including a considerable reduction
in mortgage rates, as offers of cheap loans by commercial and savings banks have
been bettered by the public Housing Financing Fund. The planned extension of
financing entitlements for homebuyers by the Fund would exacerbate this problem.

Iceland

Economic growth has surged Tensions and imbalances have re-emerged
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Source: OECD Economic Outlook 76 database.
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Preserving economic stability
will be a challenge

Iceland: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion 1SK Percentage changes, volume (1990 prices)
Private consumption 408.4 -1.0 6.6 7.3 4.8 4.6
Government consumption 176.7 4.2 33 1.9 24 22
Gross fixed capital formation 165.5 -15.1 17.6 16.9 17.7 10.0
Final domestic demand 750.5 -3.2 8.1 8.2 7.3 55
Stockbuilding -21 0.4 -0.3 0.3 0.0 0.0
Total domestic demand 748.4 -2.8 7.8 85 7.4 55
Exports of goods and services 303.1 3.6 0.3 6.3 51 6.8
Imports of goods and services 307.3 -2.5 9.7 125 110 8.1
Net exports* -42 23 36 -26 -28 -11
GDP at market prices 744.2 -0.5 4.1 59 5.2 4.8
GDP deflator _ 53 -05 19 3.6 32
Memorandum items
Consumer price index _ 5.2 21 31 39 39
Private consumption deflator _ 3.7 0.7 25 33 34
Unemployment rate _ 33 34 31 29 2.6
General government financial balance” _ -0.4 -1.6 0.1 12 1.0
Current account balance” _ 11 -4.1 -85 -11.0 -116

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 Economic Outlook 76 database.

Following a considerable loosening in the fiscal stance in the first year of the recov-
ery, budgetary policy has also moved toward restriction. The likely return to finan-
cial balance by the general government in 2004 is partly attributable to buoyant tax
receipts but also to discretionary measures, notably a sharp cutback in public invest-
ment. Government consumption growth has slowed, too, albeit less than intended.
But transfers, in particular, have risen much more than envisaged. Current budget
plans call for fiscal surpluses over the next two years. However, those will be modest
compared to the overheating episode of the late 1990s, with tax cuts over 2005-07
— though back-loaded — bringing fiscal tightening (in terms of the change in the
cyclically-adjusted budget balance) to a halt in 2006, just when the construction
projects reach their peak.

After approaching 6 per cent in 2004, economic growth is projected to average
5 per cent in the two following years, with a marked deceleration towards the end of
this period. This reflects a gradual cooling in household demand as the assumed sub-
stantial rise in interest rates begins to bite, as well as a more pronounced slowdown
in investment activity when the mega-projects begin to gear down. With a significant
positive output gap emerging, inflation is projected to temporarily exceed 4 per cent,
while the current account deficit could approach 12 per cent of GDP, more than seen
even at the end of the last economic boom. A major risk to the outlook is that budget
restraint will be insufficient to prevent severe overheating and the development of a
wage/price spiral, since wage negotiations can be re-opened if inflation exceeds
assumptions underlying multi-year agreements. This would necessitate even higher
interest rates than projected and might entail a hard landing of the economy.
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Output is estimated to rise by 5 per cent in 2004 and is set to expand roughly at that pace in 2005 and 2006, driven by
buoyant net exports and consumption. With excess demand persisting, inflationary pressures are expected to rebuild
gradually. The economy is vulnerable to a rise in the euro exchange rate or in interest rates.

Curbing inflation pressures in the medium term should rely on unleashing market forces in services, including in network
industries and the liberal professions, and easing regulations in retail trade. Wage moderation should also be
encouraged.

After a mild slowdown in 2003, output rose by an estimated 5 per cent in 2004, The economy has bounced
as net exports and private investment picked up. A buoyant residential construction back
sector has been an important driver of growth in private investment. Domestic
demand has also been fuelled by government and private consumption and, in the
second half of the year, by government capital spending. Consumer confidence has
been steadily improving from its trough in mid-2003 while retail sales trended
upward. The rebound in demand has enabled the absorption of labour force growth
that is about three times faster than in the euro area while the unemployment rate
remained steady and low at 4.4 per cent. Despite edging up in the last months of
2004 as a result of the oil price hike, harmonised consumer price inflation deceler-
ated in 2004 for the second year in a row.

The Irish economy thus continues to experience an impressive performance in  The fundamentals remain
terms of employment and labour productivity growth. The main forces that prompted  strong
the 2001-03 slowdown — a downturn in the information and communication technol-
ogy markets and the appreciation of the euro — have largely worked their way
through and the economy is rebounding. Trend growth should stabilise at around
5 per cent per annum, as the “Celtic tiger” era of double digit growth rates spurred by
foreign direct investment belongs to the past.

Monetary conditions remain easy, with real short-term interest rates remaining  Policy conditions are easy
negative. This has contributed to sustaining the sharp upward trend in house prices

Ireland
Real wages are accelerating The housing market is still booming
Per cent 1991 =100
12 - 400
------ HICP inflation!

——— Nominal compensation per employee! —— Rents ’,'

/N House prices? K 350
- = = Residential investment in volume? SRS

8 300
6 250
4 200
2 150
100

1999 2000 01 02 03 04 1991 93 95 97 99 2001 03

1. Harmonised index of consumer prices. Year-on-year percentage changes.
2. Estimates for 2004.
Source: OECD, National Accounts and OECD, Main Economic Indicators; European Mortgage Federation, HypoStat 2003.
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Ireland: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion € Percentage changes, volume (1995 prices)
Private consumption 535 26 26 2.7 38 39
Government consumption 16.2 8.8 2.6 3.2 4.8 4.9
Gross fixed capital formation 27.0 31 3.6 7.1 5.6 3.6
Final domestic demand 96.8 38 2.8 39 44 4.0
Stockbuilding“ 0.4 -0.2 0.5 0.0 0.0 0.0
Total domestic demand 97.2 35 34 39 44 4.0
Exports of goods and services 113.6 5.7 -0.9 6.6 8.8 7.2
Imports of goods and services 96.3 34 -2.3 6.0 8.6 6.9
Net exports* 17.3 31 11 18 19 18
GDP at market prices 1154 6.1 3.6 49 55 4.9
GDP deflator _ 45 16 35 29 2.8
Memorandum items
Harmonised index of consumer price _ 4.7 4.0 24 2.8 29
Private consumption deflator _ 6.0 4.0 2.7 29 38
Unemployment rate _ 4.4 4.6 44 41 4.0
General government financial balance » _ -0.2 0.2 0.2 -0.1 -04
Current account balance” _ -1.3 -14  -06 -0.1 0.1

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 Economic Outlook 76 database.

and construction. Leading indicators for housing starts kept rising during 2004, sug-
gesting that construction activity will initially remain strong in 2005, even if parts of
the housing market are showing signs of saturation. Fiscal policy is also supportive
as outlays are set to expand faster than revenues in 2005 and beyond.

Robust growth heightens GDP growth is projected to peak at 5% per cent in 2005. Against an estimated
inflationary pressures  potential growth of 5 per cent, this implies an increasingly positive output gap. Wage
gains, which overshot the wage agreement in the business sector in 2004, are
expected to remain buoyant in 2005 as skilled labour shortages start to bite. Com-
bined with the carry-over from the oil price hike of end-2004, these developments
should translate into a consumer price inflation rate of 3 per cent in 2005 and 2006.
The faster pace of unit labour cost increases will erode Ireland’s competitiveness
vis-a-vis its main trading partners, thus holding back net export growth in 2006,
which will contribute to GDP growth easing somewhat to just below 5 per cent.

House prices pose a downside The projection is based on the assumption of a soft landing in the housing mar-
risk  ket. This presupposes that the recent surge in dwelling construction permits will not
translate into oversupply. However, if house prices were to fall in real terms, the
associated adverse wealth effects would dent confidence and private consumption.
The negative impact on GDP growth would be exacerbated by a further fall of the
dollar vis-a-vis the euro, as this would raise ex post real interest rates in addition to
weakening foreign demand. On the other hand, the fiscal stance could be more
expansionary than projected, hence further supporting domestic demand, as political
pressure is building up to cut income taxes and to increase spending, particularly on
health care.
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Korea

Exports, driven in large part by China, are sustaining the expansion during a period of weak private consumption in the
wake of the household credit bubble. Although export growth is now moderating, a pick-up in domestic demand, led
initially by investment, is expected to maintain economic growth in the 4 to 5 per cent range in 2005 and 2006. A
slowdown in world trade growth before domestic demand revives would pose a threat to a continued expansion.

Given the structural causes of weak domestic demand, further progress in the reform agenda, notably by increasing
flexibility in the labour market and addressing the problems of the credit card companies, should be the top priority.
Monetary policy should maintain its expansionary stance until domestic demand recovers, while automatic fiscal

stabilisers should be allowed to function.

Buoyant export growth has driven the recovery from the 2003 recession. China,
including Hong Kong, has been the key market, with exports rising 60 per cent
year-on-year (in dollar terms) during the first half of 2004. Strong external demand
has spilled over to investment and is reversing the decline in employment recorded in
2003. However, improved labour market conditions did not prevent a fall in private
consumption, which was also damped by a deterioration in consumer sentiment to its
lowest level since 2000. The confidence of households, as well as of firms, has
weakened in part as a result of rising oil prices, which boosted headline inflation to a
4% per cent year-on-year rate in mid-2004. The increase in core inflation, which is
still near 3 per cent, has been relatively small.

Private consumption has fallen under the weight of the earlier sharp run-up in
household debt, which is leading to an upward trend in the saving rate. Encouraged
by deregulation and tax incentives to promote the use of credit cards and a shift in
banks’ lending behaviour, debt increased from 87 per cent of household disposable
income in 1999 to 131 per cent in 2002. The saving rate dropped from 16 per cent to
only 1.5 per cent over the same period. With the rise in debt, nearly 4 million persons
— almost a fifth of the labour force — are delinquent in their credit repayments. Pri-
vate consumption has also been negatively effected by a slowdown in wage growth
in 2004 and falling real estate prices.

Despite an export-led upturn,
consumption is still falling...

... due to the household debt
overhang

Korea
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Korea: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices ’
trillion KRW Percentage changes, volume (2000 prices)
Private consumption 3434 7.9 -14 -0.5 2.0 3.2
Government consumption 80.3 6.0 3.7 3.7 35 34
Gross fixed capital formation 183.8 6.6 36 35 4.3 38
Final domestic demand 607.5 7.3 0.8 13 29 34
Stockbuilding“ -13 -0.2 -0.6 0.0 0.0 0.0
Total domestic demand 606.2 7.0 0.1 13 29 34
Exports of goods and services 235.2 133 157 211 133 153
Imports of goods and services 220.9 15.2 9.7 140 128 145
Net exports “ 14.3 -0.2 2.8 4.0 15 1.9
Statistical discrepancy ¢ 17 0.4 0.2 -0.3 0.4 0.0
GDP at market prices 622.1 7.0 31 5.0 4.5 5.0
GDP deflator _ 2.8 23 11 0.2 1.0
Memorandum items
Consumer price index _ 2.8 35 37 35 3.0
Private consumption deflator _ 28 34 36 34 3.0
Unemployment rate _ 31 34 35 35 34
Household saving ratio® _ 15 25 34 3.7 51
Consolidated central government balance ¢ _ 33 11 0.4 0.7 13
Current account balance® 1.0 20 3.7 2.7 2.7

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

¢) As apercentage of GDP.

Source: OECD Economic Outlook 76 database.

Monetary and fiscal policies Both monetary and fiscal policies have been eased to support domestic demand.
are supporting the expansion... The Bank of Korea cut its short-term policy rate in August 2004 to a record low of
3% per cent, below the rate of inflation. The easing of monetary conditions, though,
was partly offset by the 4 per cent appreciation in the effective exchange rate during
the course of 2004. Fiscal policy is aimed at supporting domestic demand with a
7% per cent rise in spending in 2005 and a 1 percentage point reduction in income
tax rates. Nevertheless, the government expects a strong rise in total tax revenue to
increase the consolidated central government surplus from 0.4 per cent of GDP in
2004 to 0.7 per cent in 2005. Progress in reducing the bad debt of the credit card
companies is helping to stabilise credit conditions for households.

... which is projected to While economic growth may reach Korea’s potential rate of about 5 per cent in
continue, though at a slower 2004, maintaining this pace will depend on the resiliency of export growth and the
pace timing of a rebound in private consumption. Export growth already began to
moderate in the third quarter of 2004, reflecting a slowdown in China, which
accounts for nearly a third of Korean exports. While private consumption may stop
declining in the latter part of 2004, the rebound is likely to be very gradual as the
household sector increases its saving rate at the same time. Hence, growth may slow
to around 4 per cent in 2005, with core inflation falling to the midpoint of the 2% to
3% per cent medium-term target zone. With the falling contribution from external
demand, the current account surplus is likely to narrow from 3% per cent of GDP in
2004 to around 2% per cent in 2005. The main risk to a continued expansion would
be a slowdown in world trade, in the context of a further rise in oil prices. However,
a rebound in consumer confidence could result in a stronger-than-expected rise in
private consumption.
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Export-led growth has resulted in a brisk economic upswing with GDP growth rates expected to exceed 4 per cent in
2004 and the following two years. The trend rise in unemployment is likely to come to an end as of early 2005.

The government should take advantage of the economic upturn both to revise its spending programmes in line with more
moderate medium-term growth prospects and to tackle structural unemployment.

As a small open economy, which is strongly integrated internationally, Luxem- The economy is recovering
bourg benefits immediately from the surge in world trade, which was particularly strongly
strong in the second quarter of this year. As a consequence, economic growth, which
already turned out to be stronger than expected in 2003, is expected to accelerate fur-
ther in 2004. The recovery of the financial sector is clearly gaining strength, with
revenues on commissions, exports of financial services, profits and employment
picking up again. The confidence indicator for the industry has gone up sharply since
the middle of this year in response to a more favourable economic outlook. Con-
sumer confidence is following the same upward trend, although more cautiously, as
there are signs that employment prospects may start improving soon following an
extended period of labour market adjustments. The unemployment rate has reached
an average of 4.2 per cent in 2004, reflecting modest job creation in a combination
with strong competition from trans-border workers filling in 2/3 of the new jobs cre-
ated, and increasing female labour force participation. As a consequence of modest
wage growth in 2003, there has been a further slowdown in the underlying inflation
rate. However, this is not reflected in the development of the consumer price index,
which has been adversely affected by the surge in oil prices.

Contrary to all earlier predictions, Luxembourg managed to maintain a budget The pressures for fiscal
surplus, reaching 0.8 per cent of GDP in 2003. Tax revenues have been boosted by tightening have eased
value-added tax payments by electronic service providers with headquarters in Lux-
embourg. In addition, the European Savings Directive obliges the government to
levy taxes on interest revenues earned by European non-nationals in Luxembourg.

These new sources of tax revenues slow down the projected structural deterioration
of the fiscal balance. The latter is attributable to structurally high expenditure growth
— which outpaces revenue growth at normal economic growth rates of around 4 per

Luxembourg
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Export-led growth will gain
further momentum

Luxembourg: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion € Percentage changes, volume (1995 prices)
Private consumption 9.2 32 16 2.0 2.8 3.0
Government consumption 3.7 3.2 5.0 38 2.8 2.3
Gross fixed capital formation 5.0 -11 -6.3 7.0 8.0 5.8
Final domestic demand 18.0 20 0.2 3.7 42 36
Stockbuilding“ 0.2 -1.8 2.0 0.0 0.0 0.0
Total domestic demand 18.2 -0.2 26 36 41 35
Exports of goods and services 337 -0.6 1.8 6.7 7.4 7.7
Imports of goods and services 29.9 -2.6 16 6.9 7.7 7.7
Net exports* 38 25 0.6 11 13 16
GDP at market prices 22.0 25 29 4.2 45 4.3
GDP deflator _ 11 21 22 21 19
Memorandum items
Harmonised index of consumer price _ 21 25 35 23 2.0
Private consumption deflator _ 21 1.9 22 2.0 1.9
Unemployment rate _ 3.0 38 4.2 4.2 4.2
General government financial balance” _ 2.8 0.8 -04 -0.8 -1.2

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 Economic Outlook 76 database.

cent — in combination with recent reforms lowering the tax burden on personal and
corporate income and a contraction of the corporate income tax base following sev-
eral years of low profits.

In view of a rapid expansion of world trade and export markets, GDP growth is
projected to accelerate further to about 4% per cent in 2005 and 2006. Domestic
demand, in particular private consumption and investment, will reinforce economic
growth. The benefits of a sustained economic recovery will finally spill over to the
labour market, resulting in an acceleration of employment creation and a stabilisation
of the unemployment rate at 4.2 per cent as of early 2005. In addition, inflationary
pressures are likely to persist for some time because the current oil shock is transmit-
ted to wages and prices by the automatic wage indexation mechanism. There is a risk
that a stronger than expected appreciation of the euro exchange rate would temper
export growth and inflation. But conversely, stronger-than-projected recovery of
world financial markets would boost financial service exports and overall growth,
while also strengthening consumer confidence via the prospect of an increase in
high-wage jobs.
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Mexico

A strong recovery is finally under way, fuelled by the upturn in the US manufacturing sector and high oil prices. Growth
prospects are expected to remain bright as domestic demand offsets the projected slowdown of foreign demand. Headline
inflation has risen, mostly reflecting erratic factors, but core inflation has also turned up.

Faced with rising inflation expectations, the successive moves to tighten the monetary policy stance during 2004 have
been appropriate. On the fiscal front, the 2004 budget target will be easily met, thanks to higher-than-projected 0il
revenues. The supportive revenue environment should continue to be used to consolidate public finances. A
revenue-enhancing tax reform is required to reduce the vulnerability of public finances to oil price changes.

Real GDP growth picked up strongly in the first half of 2004, led by the upturn  Both private domestic demand
in external demand and a strong recovery in private investment. Household con- and net exports have been
sumption was bolstered by the recovery in employment in the formal sector. The cur-  strong
rent account deficit narrowed again, helped by terms-of-trade gains on account of oil
prices, while net foreign direct investment inflows continued on a large scale. The
peso has depreciated against the dollar in the course of 2004 (by 4 per cent over the
first 10 months). Year-on-year inflation, as measured by the consumer price index,
has been steadily rising to 5.4 per cent in October 2004, mainly because of rising
food, energy and other commodity prices.

Core inflation has also turned up since June 2004, although it has remained Monetary policy remains

below 4 per cent. And inflation expectations have been creeping up, to above 5 per cautious...

cent for December 2004 in the case of consumer price inflation, compared with the

central bank target of 3 per cent (plus or minus 1 per cent). The central bank has

responded swiftly, tightening the policy stance on 7 instances between February and

October. As a result, short-term interest rates rose above 8§ per cent in early Novem-

ber. They are assumed to remain high over the projection period, in line with US

rates. This should help put consumer price inflation back on a declining path, but the

inflation target now is unlikely to be reached before 2005.

Mexico

Inflation has risen above the 2004 target! Strong US industrial production has boosted exports

Per cent Per cent
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= = = Industrial production in Mexico
—— Manufacturing export volumes? 15
------ Industrial production in the United States

—— Headline inflation?
—— Core inflation?
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1. The target is based on the consumer price index headline inflation.

2. Year-on-year percentage change. Core inflation excludes food and other items with erratic developments.
3. At constant prices of 1993. Year-on-year percentage change. 3-month moving average.

Source: Bank of Mexico; OECD, Main Economic Indicators.
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Mexico: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion MXN Percentage changes, volume (1993 prices)
Private consumption 4044.9 13 3.0 45 4.2 4.2
Government consumption 683.4 0.1 25 0.0 11 2.0
Gross fixed capital formation 1162.0 -1.0 -04 6.4 5.8 6.0
Final domestic demand 5890.2 0.7 23 45 4.2 44
Stockbuilding“ 55.1 0.0 -1.7 -0.7 0.1 0.2
Total domestic demand 5945.3 0.7 0.5 3.7 43 45
Exports of goods and services 1598.5 15 11 124 8.4 8.4
Imports of goods and services 17304 14 -1.0 105 9.1 8.9
Net exports* -131.9 0.0 0.7 0.4 -04 -0.4
GDP at market prices 58134 0.7 13 4.2 39 42
GDP deflator _ 6.9 6.5 6.0 4.2 34
Memorandum items
Consumer price index _ 5.0 4.5 4.6 4.5 34
Private consumption deflator _ 54 5.0 39 3.7 33
Unemployment rate” _ 2.4 25 24 2.3 2.3
Current account balance¢ -2.2 -14 -14 -1.5 -1.9

a) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.
b) Based on National Employment Survey. Data not comparable with previous issues of the OECD Economic Outlook .
¢) As apercentage of GDP.

Source: OECD Economic Outlook 76 database.

... and fiscal policy aims for The public sector borrowing requirement (PSBR) is expected to be just above
budget balance in 2005 3 per cent of GDP in 2004." In the first half of the year, cost-reduction measures were
implemented in the public administration. Over the year as a whole, extra oil-related
revenue will finance additional infrastructure investment and social spending, as well
as a rise in the primary surplus. Transfers will also be made to the oil stabilisation
fund. The 2005 draft budget envisages balanced public sector accounts (narrow defi-
nition) and a decline in the PSBR. An oil price fall of about $6 per barrel in 2005 is
built into the draft budget. Based on the OECD assumption for a more gradual
decline in oil prices, budget targets should be easy to achieve.

Growth is expected to remain Export growth is expected to slow in line with foreign demand, but strong
around 4 per cent  investment, including public-private investment schemes (PIDIREGAS), should pro-
vide some stimulus to activity. Employment in the formal sector should strengthen,
helping sustain the expansion of household consumption. Overall, GDP growth
should remain at around 4 per cent, with some acceleration in the election year 2006,
but hardly enough to raise average per capita incomes significantly. The current
account deficit is expected to widen somewhat as domestic demand picks up, reach-
ing just above 2 per cent of GDP by 2006, comfortably financed by foreign direct
investment. The standstill on the reform agenda is the main factor holding back
growth in the near term, and there are risks attached to the projections, mostly related
to the vulnerability of public finances to world oil price changes.

1. Including spending related to the voluntary retirement programme but excluding the favourable
impact of accounting adjustments related to the banking sector debt, and excluding non-recurrent
revenue.
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Netherlands

The economy is gradually recovering from a long and severe recession. Real GDP is likely to grow by 1Y per cent in
2004 and 2005, accelerating to 2% per cent in 2006, which would still leave a large negative output gap. Modest wage
growth, needed to restore international competitiveness, and only gradually accelerating employment account for the
delayed return of private consumption to trend growth. The unemployment rate will increase temporarily as a
consequence of supply-side reforms, helping core inflation to edge down further.

There is a risk that the additional labour supply resulting from the current social benefit reforms may not be fully
absorbed at current wage rates. Hence, the government should complement these reforms with measures increasing
wage flexibility, aimed at enhancing employment prospects for low-skilled workers.

Real GDP grew by 1.4 per cent during the first half of 2004 (seasonally-adjusted Exports have been leading the

annual rate), a pace falling short of that in the euro area. Net exports contributed recovery...

heavily to growth as exports as well as re-exports accelerated markedly and outpaced

imports for domestic use. Domestic demand lost half of the ground gained in late 2003,

reflecting lower business investment, de-stocking and a turnaround in public expendi-

ture in the wake of several consolidation packages. GDP growth at 0.8 per cent

remained below potential in the third quarter as industrial production was volatile and

retail sales edged down, though other service activities held up well.

Private consumption expenditure is picking up slowly, having underperformed in ... while domestic demand

2001-02, under the effect of sharply decelerating house price increases and falling remained fragile

stock prices, and decreased in 2003 due to falling real disposable income. Precaution-

ary saving continued to rise in 2004, spurred by the weak labour market and wage

deceleration. However, both employment and registered unemployment stabilised dur-

ing the summer. Real disposable income is not expected to repeat its 2003 fall because

the decline in consumer price inflation, which averaged 1.1 per cent (year-on-year) in

the August-October period, has helped to stabilise purchasing power.

The general government budget deficit reached 3.2 per cent of GDP in 2003 and  Fiscal policy reacted rapidly to
needs to come down to 3 per cent or less by no later than in 2005 according to the Exces-  respect the 3 per cent threshold
sive Deficit Procedure. It is likely that this goal will already be achieved in 2004. In the
spring the government took further consolidation measures amounting to 0.4 per cent of
GDP for 2004 and 2005. Half of the improvement in 2004 represents either revenues
brought forward from 2005 or postponed investment expenditure, so that the improve-

Netherlands
Private consumption is slowly picking up Expectations are improving in all sectors
Survey indicators
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Source: OECD, Main Economic Indicators and OECD, National Accounts.
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Netherlands: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices
billion € Percentage changes, volume

Private consumption 212.8 13 -0.9 0.1 0.2 17
Government consumption 100.9 3.6 18 0.3 0.3 0.5
Gross fixed capital formation 92.9 -3.6 -3.1 0.2 0.5 31
Final domestic demand 406.6 0.7 -0.7 0.2 0.3 17
Stockbuilding® 0.0 -0.2 0.2 0.1 0.1 0.2
Total domestic demand 406.6 0.5 -05 0.3 0.4 19
Exports of goods and services 280.0 0.8 0.0 6.4 7.1 75
Imports of goods and services 257.3 0.8 0.6 5.3 6.4 7.6
Net exports* 22.7 0.1 -04 11 0.9 0.5
GDP at market prices 429.3 0.6 -0.9 12 12 2.4
GDP deflator _ 31 30 0.8 0.6 1.0

Memorandum items
Harmonised index of consumer price _ 3.9 22 13 21 16
Private consumption deflator _ 2.7 2.3 11 21 16
Unemployment rate _ 29 41 4.9 5.2 5.0
Household saving ratio” _ 10.0 10.1 10.7 10.7 9.9
General government financial balance _ -1.9 -3.2 -2.9 -2.7 -1.9
Current account balance¢ _ 25 29 4.2 4.2 4.4

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 see OECD Economic Outlook Sources and Methods,
(http:// www.oecd.org/eco/sources-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 disposable income, including savingsin life insurance and pension schemes.

¢) Asa percentage of GDP.

Source: OECD Economic Outlook 76 database.

ment of the cyclically-adjusted balance in 2005 is expected to be smaller. The measures
decided for 2005 are structural, however, with one half relating to lower social expendi-
ture (tighter access rules to unemployment and disability benefit, lower sickness reinte-
gration subsidies and introduction of no-claim rules reducing consumption by health
funds). The other half originates in higher marginal income taxes for middle-income
earners and higher energy taxes, which more than offset tax reductions for corporations
and self-employed amounting to 0.4 per cent of GDP. The further improvement of the
structural balance in 2006 reflects consolidation commitments made in 2003.

The recovery continues to As the upswing strengthens in the euro area and is sustained in other trading partner
depend on exports but should regions, GDP growth is expected to firm from spring 2005, when the damping effects
broaden in 2006 from high oil and commodity prices should start fading. With world trade growth remain-
ing high and low wage increases helping to restore cost competitiveness further, exports
will continue to be the driving force. Better sales prospects will improve companies’
financial situation along with an increase in capacity utilisation, so that business invest-
ment should gradually gain strength and employment start growing moderately in 2005
and at a faster pace in 2006. The turnaround in employment is supported by the reforms
increasing labour supply, which will also raise the unemployment rate temporarily. With
real house price increases having stabilised at moderately positive rates and households
further improving their balance sheets, the growth of private consumption is expected to
exceed that of real disposable income, especially in 2006.

External risks are to the With the expansion relying strongly on exports, euro appreciation and
downside but domestic risks are  slower-than-expected international trade represent downside risks to the outlook. Pri-
balanced vate consumption remains vulnerable to a decline in house prices but could also grow

faster than projected should households decide to spend a greater share of their savings.
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New Zealand

The economy grew very rapidly in the first half of the year, adding to an already positive output gap and inflation
pressures. However, the pace of activity is now starting to slow, as higher interest rates damp domestic demand and the
effects of exchange rate appreciation continue to spread through the economy. Labour shortages persist and real wage
growth may accelerate, although capacity constraints will be eased through high rates of investment.

The economy is on track for a soft landing, and successive moves taken to tighten monetary policy during 2004 should
prove to be sufficient. Additional fiscal stimulus at this point in the cycle would be unhelpful and would anyway need to
be offset by higher interest rates in order to bring the economy back onto a sustainable growth path.

Domestic demand steamed ahead in the first half of 2004 but is now showing
signs of slowing. Household consumption has come back to a more moderate rate of
expansion, as higher interest rates start to bite. The housing market has softened,
property prices may have peaked and houses are taking longer to sell. Lower net
immigration has eased pressures on residential construction. Meanwhile, exporters
have benefited from the recovery in foreign markets, but this has been partly offset
by the effects of the exchange-rate appreciation. These continue to diffuse through
the economy, although terms-of-trade gains have tempered the impact on national
income. Cheaper import prices for capital goods have been a boon for producers fac-
ing both buoyant demand and labour shortages, and business investment rates have
been exceptionally high. These external sector developments have pushed the current
account balance further into deficit.

Inflationary pressures have mounted with major contributions from housing,
some transportation costs and food prices. Inflation expectations have also risen.
However, price declines in tradeables, attributable to the higher exchange rate, have
played a major role in moderating overall inflation, though this is likely to prove
short-lived in view of the recent steep climb in oil prices. But while activity is cool-
ing, the labour market remains very tight, with the unemployment rate well below its
estimated structural level and wage growth is now showing signs of acceleration.

The Reserve Bank has raised official interest rates by 1'% percentage points
since the beginning of the year, and the currency appreciation has also contributed to
tighter monetary conditions. These moves should be enough to bring the economy

The economy is starting to
cool...

... but inflationary pressures
remain strong

Monetary conditions have
tightened considerably...

New Zealand

The exchange rate remains high and the terms

of trade have improved
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... and should bring about a
soft landing

Risks tend to be on the
downside

New Zealand: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices
billion NZD Percentage changes, volume

Private consumption 71.2 44 4.8 55 11 17
Government consumption 214 2.3 25 74 3.2 5.0
Gross fixed capital formation 23.8 83 131 135 4.7 29
Final domestic demand 116.4 4.8 6.1 7.6 23 2.6
Stockbuilding“ 1.6 0.2 -0.3 0.1 0.2 0.0
Total domestic demand 1181 51 5.7 7.3 25 2.6
Exports of goods and services 435 6.3 17 6.3 4.3 7.6
Imports of goods and services 39.8 8.4 92 146 52 7.2
Net exports* 37 -0.5 -2.3 -2.8 -0.5 -0.2
GDP (expenditure) at market prices 121.8 45 32 4.8 21 2.6
GDP deflator _ 05 21 29 22 2.0

Memorandum items
GDP (production) _ 4.6 34 4.9 21 2.6
Consumer price index _ 2.7 18 2.3 3.0 2.8
Private consumption deflator _ 1.9 0.7 14 24 20
Unemployment rate _ 52 4.6 4.1 4.2 4.2
General government financial balance®” _ 25 31 29 21 1.9
Current account balance® _ -3.1 -4.2 -5.1 -5.3 -5.0

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 see OECD Economic Outlook Sources and Methods,
(http:// www.oecd.org/eco/sources-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 Economic Outlook 76 database.

back onto a more sustainable path, and a “wait and see” stance is projected going for-
ward. The government recorded an unexpectedly large financial surplus for the last
fiscal year, largely for cyclical reasons. Despite various calls for additional spending
initiatives or tax cuts, the government has reiterated its commitment to maintaining a
fiscally prudent approach.

The economy is projected to expand by less than potential in 2005 and 2006,
thereby eliminating excess demand. Following near-term weakness, exports are
expected to rebound, albeit less vigorously than export market growth. Private con-
sumption growth may be less buoyant over the next few quarters as households
adjust to higher interest rates and the end of capital gains in housing, before gradu-
ally picking up pace again. Residential investment could continue to shrink, allowing
a switch of construction capacity to non-residential activity. Business investment
may continue expanding vigorously, boosting potential output. Real wage growth
could remain slightly ahead of productivity improvements, and labour shortages are
unlikely to ease significantly. Inflation pressures may not start to dissipate until some
way through next year.

There are several risks to this outlook. Weaker-than-projected export market
growth or a more pronounced household reaction to the turnaround of the housing
market would worsen prospects. More persistent inflation could require tighter mon-
etary policy to avoid inflation expectations gaining ground. Changes to labour legis-
lation could be another source of downside risk if concerns about their impact on
overall costs and labour market flexibility were to undermine business confidence.
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A domestic-demand-led recovery is gaining momentum, based on strengthened oil investments, low interest rates and an
expansionary fiscal policy. The negative output gap is expected to reverse in 2005. The external sector should start
contributing positively to growth. Core inflation is projected to rise as a result of excess demand but is expected to reach
the middle of the range targeted by the Central Bank only by end-2006.

Monetary policy should be geared towards reaching the inflation target by maintaining low interest rates throughout the
projection period. Fiscal policy should return rapidly to the fiscal rule to help avoid overheating and Krone appreciation,
and to contribute to a more equitable use of oil resources over time.

Activity continued to expand briskly in the first half of 2004, led by a further Activity is supported by
surge in domestic demand. The growth contribution of net exports was negative, as  domestic demand
import penetration continued to increase and the competitiveness of Norwegian man-
ufacturing industry to suffer. Coincident and leading indicators suggest that growth
will remain strong through to the end of 2004. Employment and, especially, unem-
ployment are responding only sluggishly to strong activity, pointing to still unab-
sorbed labour hoarding. Recent wage round outturns have been characterised by
moderate settlements compared with the recent past.

Benign labour market developments, falling import prices of some consumer Inflation is nonetheless

goods, increased price competition in retail trade and a deceleration of electricity subdued

prices and housing rents all contributed to low headline inflation until October. Core

inflation is also low and well beneath the target band of 1'% to 3% per cent. After a

series of cuts from December 2002 to March 2004, the policy interest rate remains at

a historically low level of 1.75 per cent, below the rate prevailing in the euro area.

The interest rate differential with the euro area is expected to be narrowed only

slowly as core inflation could remain lower than 2.5 per cent (the middle level of the

inflation target range) through 2005 and into 2006.

The non-oil structural deficit deteriorated markedly in 2004 representing a further  Fiscal policy is supportive
step away from the fiscal rule (structural non-oil deficit equal to the expected real return
on the petroleum fund over time). The 2005 budget bill has introduced new tax measures

Norway
Competitiveness is still weak Household debt is rising
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1. Defined as the ratio between export volumes and export markets weighted by Norway’s trade shares.

2. Imports of goods and services as a percentage of demand (calculated as the sum of gross domestic product and imports).
3. As a percentage of disposable income.

Source: OECD Economic Outlook 76 database and Norges Bank.
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The short-term outlook is
Jfavourable

There are risks on both sides

Norway: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion NOK Percentage changes, volume (2001 prices)
Private consumption 651.3 3.6 38 4.0 38 31
Government consumption 314.8 31 14 22 1.8 1.8
Gross fixed capital formation 278.9 -34 -3.7 5.4 54 25
Final domestic demand 12451 19 16 38 36 2.7
Stockbuilding“ 20.7 0.4 -0.8 0.9 0.2 0.0
Total domestic demand 1265.7 24 0.6 4.8 37 26
Exports of goods and services 697.3 0.1 12 24 2.6 38
Imports of goods and services 436.8 2.3 22 6.8 37 33
Net exports* 260.5 -06 -01 -09 0.1 0.7
GDP at market prices 1526.2 14 04 3.2 3.2 29
GDP deflator _ -1.6 23 5.6 6.3 2.4
Memorandum items
Mainland GDP at market prices® _ 17 0.6 3.7 3.2 29
Consumer price index _ 13 25 0.5 19 21
Private consumption deflator _ 0.8 23 0.8 22 22
Unemployment rate _ 39 45 4.4 4.2 4.1
Household saving ratio© _ 9.2 7.6 75 1.7 7.8
General government financial balance _ 9.1 8.3 82 105 114
Current account balance? 129 129 142 163 164

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

¢) As apercentage of disposable income.

d) As apercentage of GDP.

Source: OECD Economic Outlook 76 database.

mainly shifting the burden from income to consumption. Annual inflows to the petro-
leum fund in 2004-2005 are estimated to be almost one quarter higher than in 2003,
which could make the fiscal rule easier to attain. The budget measures are slightly expan-
sionary, however, so that the fiscal policy still deviates significantly from the fiscal rule.

Thanks to accommodating policies and high oil prices, domestic demand is
expected to grow strongly in 2005 and the negative output gap will reverse. Higher
oil prices should stimulate investment in the oil sector as well. As oil investment
feeds through into higher production and exports, while the associated capital goods
imports decelerate, net exports should begin to contribute positively to growth since
the start of the year. An assumed more neutral policy stance in 2006 implies that
growth will develop more in line with potential. Labour demand should gather
strength during 2005 and this will progressively translate into lower unemployment.
A moderate carry-over from previous contracts suggests modest wage developments
in the short term, while in the medium term real earnings are expected to grow
broadly in line with productivity. Prices are likely to accelerate in 2005 because of
demand pressure as well as the increase of value added tax rates introduced by the
2005 budget. Still, core inflation is likely to reach 2.5 per cent only by end-2006.

Risks are evenly balanced. Demand, including that coming from the public sector,
could overheat resulting in unexpected price acceleration and an early monetary policy
tightening. As Norwegian household debt has increased significantly in the past quar-
ters because of low interest rates, an early reversal of the monetary stance could have a
negative impact on private consumption and housing investment. On the upside, if high
oil prices persist, oil investment could well be much stronger than projected, although
the opposite risk could stem from a bigger than assumed fall in oil prices.
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GDP increased markedly in the first half of 2004, driven by strong increases in inventories and exports. Activity should
continue to be robust in 2005, although less so than in the beginning of 2004. Export growth should decrease slightly, in
part due to recent zloty appreciation. An investment recovery is under way but is likely to gain force only in 2006.
Employment is expected to expand moderately in 2005 and more robustly in 2006 as investment picks up.

The effect on the budget deficit of a relaxation of government spending in 2004 has been partly offset by robust growth;
with the moderation of GDP growth projected by the OECD, public expenditure targets will need to be monitored closely
and even reinforced if medium-term fiscal sustainability is to be preserved. Although the upturn in headline inflation may
be only temporary, increases in central bank interest rates have been appropriate in the light of wage growth and the
budgetary position. Further increases may be necessary if inflationary pressures continue.

Economic activity accelerated markedly in the first half of 2004, with real GDP
increasing by 6.5 per cent (year-over-year), though growth showed some signs of moder-
ation in the third quarter. A large part of this acceleration is accounted for by a strong
increase in inventories. Other components of domestic demand did not accelerate: house-
hold consumption continued to expand at moderate rates. Investment recovered slowly
from its decline in 2003 while exports expanded strongly in the first quarter, they slowed
in the second and imports continued to grow rapidly so that the external growth contribu-
tion diminished. The real effective depreciation that was at work until May reversed as
the zloty started to appreciate. Industrial production has grown less robustly since May
and, although household and business confidence have stabilised at high levels, short
term indicators point to some deceleration in activity in the latter part of the year.

The labour market has shown signs of improvement since early 2004, but the cor-
ner has not yet been turned. After falling by 1.2 per cent in 2003, total employment
rose in the first two quarters of 2004. The standardised unemployment rate has slowly
decreased, to 18.7 per cent in August. Wage growth in the enterprise sector increased
markedly, to over 4 per cent in the first half of the year before moderating to 3.7 per
cent in September. Inflation rose in the second quarter mainly due to food prices, value
added tax chapes and oil prices. It subsequently fell back slightly to 4.5 per cent. In
July-August the National Bank of Poland increased policy rates twice, by
1% percentage points altogether. Core inflation reached 2.4 per cent in September
(year-on-year), well within the central bank’s official target of 2.5+1 per cent.

Inventories sustained growth in
early 2004

Employment began to improve
and inflation rose temporarily

Poland
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Fiscal policy eased
substantially in 2004

The recovery should continue

Public finance and structural
reforms remain vital

Poland: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices
billion PLZ Percentage changes, volume

Private consumption 493.7 34 31 4.0 4.0 3.7
Government consumption 137.1 0.4 0.4 2.0 15 1.6
Gross fixed capital formation 157.2 -5.8 -09 3.9 7.2 8.8
Final domestic demand 788.1 1.0 1.9 3.6 4.2 4.3
Stockbuilding“ 0.5 -0.2 0.6 13 0.1 0.2
Total domestic demand 788.6 0.9 24 4.7 4.2 45
Exports of goods and services 210.6 48 147 134 122 126
Imports of goods and services 238.6 2.6 93 104 112 119
Net exports* -28.0 05 13 0.6 0.0 0.0
GDP at market prices 760.6 14 38 54 4.3 4.5
GDP deflator _ 13 05 39 25 32

Memorandum items
Consumer priceindex _ 1.9 0.7 33 3.0 34
Private consumption deflator _ 16 0.6 35 3.2 34
Unemployment rate _ 199 196 191 184 176
General government financial balance® _ -4.9 -3.8 -54 -4.7 -4.3
Current account balance” _ -2.6 -2.0 -1.5 21 -2.2

Note: Nationa accounts are based on official chain-linked data. This introduces a discrepancy in the identity between
real demand components and GDP. For further details see OECD Economic Outlook Sources and Methods,
(http:// www.oecd.org/eco/sources-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 Economic Outlook 76 database.

The general government deficit should remain over 5 per cent of GDP in 2004, fol-
lowing the substantial relaxation of spending, even though revenues benefited from the
acceleration of GDP. The effect on the government budget from entry in the European
Union (EU) may not be strong, as agriculture payments pass directly to the farm sector,
and flows of structural funds will be a function of corresponding additional investment
projects. The deficit should nevertheless diminish in 2005 provided spending controls are
effective. If this is not the case, government debt may rise to levels that would trigger
more drastic measures under constitutional provisions designed to limit the stock of debt.

After slowing from the high growth of early 2004, GDP should expand by 4.3 per
cent in 2005. Private consumption should grow robustly, sustained by employment
growth, real wage increases and EU transfers, while investment is to continue to recover
modestly. Export growth should weaken somewhat. Still-robust domestic demand should
be reflected in strong imports. The current account deficit should widen but so should for-
eign direct investment inflows. Robust labour productivity growth should keep a lid on
unit labour cost despite real wage increases. As a result, inflation should remain moderate.
As the recovery continues, investment will accelerate and, along with stronger world
growth and slowly declining oil prices, will lead to strengthening GDP growth in 2006.

The main downside risk remains the ability of the government to adhere to its
planned public expenditure limits and the possible effect on confidence; significant
slippage would not only undermine public finance objectives while raising doubts
about fiscal sustainability, but also further encourage wage inflation and threaten
hard-won price stability. The continued upturn in employment and investment could
be threatened if structural reforms to improve the investment climate are not pur-
sued. On the upside, investment dynamics could be stronger than projected
— especially in view of growing access to EU structural funds.
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The Portuguese economy emerged from recession in 2004, driven by exports and private domestic demand. Real GDP
growth is expected to pick up further and reach 2% per cent in 2006. By any measure, the economy would still not be
operating at its potential at the end of the projection period. As a result the inflation differential vis-a-vis the euro area
should remain small.

Fiscal consolidation remains a challenge for policymakers. Reliance on large one-off measures to keep the deficit below
3 per cent of GDP has become the norm since 2002. These should be replaced by strict controls on spending and the
implementation of already-approved reforms should be accelerated. A radical reform of the pension system is also
needed to ensure the long-term sustainability of public finances.

The Portuguese economy came out of recession in 2004. Activity picked up Growth has picked up
sharply in the first half, reflecting both temporary factors, such as the impact of the
European Soccer Championship (Euro 2004), and more durable ones, such as stronger
export markets and the end of retrenchment in the private sector. Most recent
short-term indicators point to a slowdown in the second half of the year. Overall, GDP
growth is estimated to reach 172 per cent in 2004. Employment has stopped falling but
has not yet picked up and the unemployment rate reached 6 per cent at mid-year.
After a temporary widening in June and July, related to the Euro 2004 and some public
service price readjustments, the year-on-year inflation differential with the euro area
disappeared in September. Reflecting strong domestic demand and slightly unfavour-
able terms of trade, the trade deficit has started to widen, and the current account deficit
is expected to increase to more than 6 per cent of GDP in 2004.

In 2004 the fiscal deficit is expected to be below 3 per cent of GDP, thanks to  Fiscal consolidation still relies
one-off measures (real estate sales and the integration of the assets of a pension fund) on one-off measures
equivalent to 2 percentage points of GDP. Tax receipts were higher than budgeted,
reflecting stronger activity; and recent structural reforms in health spending and pub-
lic administration have started to generate savings. However, other current expendi-
ture, especially on public pensions, grew faster than budgeted. The underlying
consolidation effort — calculated by adjusting the change in the structural deficit for

Portugal
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Growth will strengthen in 2005
and 2006

Portugal: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion € Percentage changes, volume (1995 prices)
Private consumption 75.3 1.0 -0.5 20 1.9 2.6
Government consumption 25.6 22 -04 0.5 0.5 0.9
Gross fixed capital formation 333 -4.9 -9.8 2.6 4.9 6.4
Final domestic demand 1341 -0.3 -2.7 18 2.3 32
Stockbuilding® 0.9 -0.1 0.0 0.0 -0.1 0.0
Total domestic demand 135.0 -04 -2.8 1.9 22 32
Exports of goods and services 375 2.0 4.0 7.3 6.1 6.2
Imports of goods and services 50.0 -0.3 -0.9 7.1 55 6.4
Net exports® -125 0.8 18 -0.5 -0.2 -0.6
GDP at market prices 1225 0.4 -1.2 15 22 2.8
GDP deflator _ 45 23 18 19 2.0
Memorandum items
Harmonised index of consumer price _ 3.7 33 25 2.0 18
Private consumption deflator _ 35 34 24 20 18
Unemployment rate _ 5.0 6.3 6.5 6.6 6.1
Household saving ratio® _ 127 130 128 128 124
General government financial balance ¢ _ -2.7 -2.8 -2.9 -3.0 -3.8
Current account balance® -6.7 5.1 -6.3 -6.3 -6.3

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

¢) As a percentage of GDP.

Source: OECD Economic Outlook 76 database.

the impact of one-off measures — is estimated at 0.2 percentage points of GDP. The
budget proposal for 2005 targets a deficit of 2.8 per cent of GDP. It includes personal
income tax cuts, a relaxation of the freezes on public sector wages and employment,
an 11 per cent increase in public investment, and 1.4 per cent of GDP from one-off
revenue measures (which still have to be cleared by Eurostat). According to OECD
estimates the deficit would reach 3 per cent of GDP in 2005 and would widen to
above 3.5 per cent of GDP in 2006. Stronger control of public spending and the post-
ponement of some tax cuts would be preferable to reliance on one-off measures to
contain the deficit, and negative short-term effects on growth would be less of a
problem now that economic recovery is under way.

Activity is expected to strengthen in 2005 and 2006, driven by private consump-
tion and investment. The contribution of external demand to growth is expected to be
negative, despite strong export growth driven by demand from Europe and oil-pro-
ducing countries. Although narrowing, the negative output gap will still be large at
end-2006. Unemployment is expected to start to decrease in 2005, but would remain
high, while the inflation differential vis-a-vis the euro area should remain low. The
main risk to the forecast comes from the public finances ahead of the 2006 elections.
The combination of a pre-election period and higher revenues as growth accelerates
might result in a larger slippage in expenditure than projected. As with other OECD
oil-importing countries, a key uncertainty surrounding the forecast is the evolution of
oil prices and its impact on world growth.
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Slovak Republic

Activity is broadening and growth close to 5 per cent over the projection horizon is exceeding previous expectations.
Headline inflation will drop significantly from currently high levels once the effects of administered price adjustments,
tax reform and European Union accession-related food price increases start to fade in 2005. Unemployment will also
begin to fall to a rate of 16 per cent by the end of 2006.

For fiscal policy to remain credibly committed to the adoption of the euro in 2009, the substantial government spending
cuts already budgeted should be implemented as planned. The monetary authorities should specify and communicate
their strategy for euro-area entry as soon as one-off effects on inflation dissipate.

GDP accelerated to almost 5% per cent in the first half of 2004, and monthly indi- Domestic demand is becoming

cators suggest that strong growth continued after the summer. Private consumption, the driving force for growth
benefiting from real income growth, and investment developed strongly and replaced
net exports as the driving force of growth. While exports, especially of machinery and
vehicles, continued to gain momentum, import growth was even stronger because of
significant investment involved in the construction of new manufacturing plants. The
widening trade deficit and outflows of dividends to foreign investors shifted the current
account balance to the negative side, but the deficit remained fully financed by foreign
direct investment (FDI) inflows. Unemployment peaked in the first half of 2004, as a
result of ongoing restructuring in industry and public services and lagged seasonal hir-
ing in agriculture and tourist industries. Headline inflation was at around 8§ per cent
over the first three quarters of 2004, of which 4 percentage points resulted from admin-
istered price adjustments and the implementation of a uniform value-added tax rate.
Food price inflation as a consequence of European Union (EU) accession exceeded
expectations and further added to price dynamics. Real wage increases remained well
below productivity growth in the first half of 2004, but recent collective agreements in
several industries imply a marked acceleration in wage growth. Even so, headline infla-
tion is likely to decelerate markedly as the impact of temporary factors wanes.

With the adoption of the health reform and fiscal decentralization packages in  Slovakia remains a top
autumn 2004, the Slovak government has continued to implement its ambitious reformer
reform programme. The measures launched earlier in 2004 are aimed at providing a
favourable business environment and stimulating FDI through low direct taxes and
labour costs. A new manufacturing plant of a third multinational car producer is
scheduled to start production in 2006.

Slovak Republic
Domestic demand is driving GDP growth again Real wage growth is picking up markedly
in several sectors2
Per cent Per cent
12 16
I Total domestic demand! I Jan.-Aug. 2004
I Foreign balance! I Aug. 2004 14
N .
—— GDP growth? 12
10
8
6
4
- 2
-8 0
2002 03 04 Manufacturing Electricity, gas Construction Wholesale

and water supply
1. Contribution to annual GDP growth in percentage points.
2. Percentage change from same period of previous year.
Source: Statistical Office of the Slovak Republic and OECD, National Accounts.

© OECD 2004



104 - OECD Economic Outlook 76

Fiscal and monetary policy are
committed to euro adoption
in 2009

Growth remains strong and
broadly based...

... but there are some downside
risks

Slovak Republic: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion SKK Percentage changes, volume (1995 prices)
Private consumption 585.9 5.3 -04 3.2 3.7 39
Government consumption 203.4 4.7 29 14 1.6 0.8
Gross fixed capital formation 291.0 -0.9 -1.2 37 8.6 5.6
Final domestic demand 1080.3 35 0.0 3.0 4.6 3.7
Stockbuilding“ 12.0 0.8 -2.3 13 0.5 -0.1
Total domestic demand 1092.3 4.2 -2.2 4.3 5.0 3.6
Exports of goods and services 741.0 55 226 14.5 12.3 13.0
Imports of goods and services 8235 52 13.8 14.0 12.7 11.9
Net exports” -82.4 0.0 6.4 0.8 -0.1 1.6
GDP at market prices 1009.8 4.4 4.2 4.9 4.8 5.0
GDP deflator _ 4.0 4.7 53 2.6 29
Memorandum items
Consumer price index _ 31 8.6 7.7 3.6 31
Private consumption deflator _ 25 1.7 7.0 2.7 2.8
Unemployment rate _ 18.6 175 18.2 175 16.5
General government financial balance * _ -5.7 -3.7 -3.9 -3.8 -3.9
Current account balance” _ -7.9 -0.9 -2.6 -3.0 -1.9

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

¢) Includes the cost of transfering contributions to the second pillar of the pension system.

Source: OECD Economic Outlook 76 database.

With stronger-than-expected tax revenues and continuing spending discipline, the
fiscal deficit target of 3.9 per cent for 2004 is within reach. Fiscal policy remains commit-
ted to the convergence programme that envisages a gradual reduction of the budget defi-
cit to 3 per cent by 2007 (taking into account the costs related to the pension reform).
This would pave the way for the adoption of the euro in 2009, but meeting the Maastrict
criteria remains conditional on the implementation of substantial spending cuts. The
first-time agreement on a multi-annual budget, as well as the support of independent
members of parliament for major reforms, gives credibility to government consolidation
plans. The central bank continues to pursue a cautious route. It has gradually lowered its
basic refinancing rate by a cumulative 150 basis points in 2004 in response to the tempo-
rary character of inflation and appreciation pressures on the koruna. The central bank
expects marked disinflation over the coming years; however a more specific communica-
tion strategy for the run-up to the euro adoption is necessary.

Output growth is projected to remain close to 5 per cent over the forecast horizon,
driven primarily by investment and production for export. Improving labour-market
conditions will sustain household consumption. The current account deficit is expected
to widen temporarily as a result of projected increases in machinery and equipment
imports following FDI-investment in the car industry. Marked disinflation will start in
2005 with the fading of the effects of administered price adjustments and EU acces-
sion. Modest employment increases are foreseen over the medium term.

The risk that inflationary one-off measures will have second-round effects remains in
the near term, as witnessed by recent collective wage agreements. This may put pressure
on competitiveness and interest rates, damping growth. The main downside risks for fiscal
policy relate to the costs of the ongoing pension reforms and the impact of the tax reform
on fiscal revenues, possibly requiring additional fiscal restraint. Growth and foreign trade
forecasts in 2006 are sensitive to the advancement of the new car manufacturing plant; if
the administrative approval of construction plans delays the start of production, GDP
growth and net export figures in 2006 would have to be revised downwards.
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Domestic demand sustained activity during the first half of 2004, but net foreign demand weakened. Inflation has risen
due to the oil price shock leaving the positive differential with the euro area at around 1 percentage point. Although some
weakness can be expected in the short term because of the oil price hike, activity should accelerate again to close to 3 per

cent over the projection period.

Monetary conditions remain relaxed, while the budget for 2005 implies a broadly neutral fiscal stance. Reforms to raise
competition in some sectors and to improve the wage bargaining system should be adopted with the aim of raising

productivity growth and reducing the inflation differential with other countries.

Although the recovery seems to have paused in 2004, domestic demand remains
strong. In the first half of the year, consumption and construction investment remained
buoyant while equipment investment started to recover. Part of the strength in domestic
demand was absorbed by rapidly growing imports, continuing a trend already observed
in 2003. Exports also recovered, pulled by a more dynamic international environment,
but this did not suffice to dent the large negative contribution of external demand to
growth of more than 1 per cent. More recently, the tourist season has been weak and
private consumption has become less buoyant, but investment indicators have been
recovering rapidly and point to a strong surge in demand. House prices continue to rise
very rapidly and household debt has increased to close to 70 per cent of GDP. Job cre-
ation is expanding at around 2.5 per cent, while the labour force is also growing rapidly
but at a lower rate. The unemployment rate has thus declined.

Headline inflation started to accelerate in the second quarter due to the increase in
energy prices and reached 3% per cent in October. Core inflation has already been affected
by second round effects from the oil price shock and stands at close to 3 per cent. On the
other hand, there is no evidence yet that higher inflation has affected wage growth.

Due to an inflation rate which is higher than in the rest of the euro area, short-term
real interest rates remain negative and monetary conditions relaxed. The official pro-
jection points to a deficit of about 1 per cent of GDP for the general government

The recovery paused in the
course of 2004, despite buoyant
domestic demand

Oil prices are pushing
inflation up

The policy stance will remain
relaxed
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After a lull, activity should
rebound again

Spain: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices )
billion € Percentage changes, volume (1995 prices)
Private consumption 381.9 29 29 32 2.7 33
Government consumption 1151 4.1 39 4.0 33 3.0
Gross fixed capital formation 165.4 17 3.2 33 41 41
Final domestic demand 662.4 2.8 31 34 31 34
Stockbuilding“ 19 0.0 0.1 0.0 0.0 0.0
Total domestic demand 664.3 238 32 34 31 35
Exports of goods and services 195.6 12 2.6 5.3 7.6 7.4
Imports of goods and services 206.0 31 4.8 7.4 8.2 8.1
Net exports* -104 -0.6 -0.8 -0.9 -0.5 -0.6
GDP at market prices 653.9 2.2 25 2.6 2.7 3.0
GDP deflator _ 45 4.0 31 36 36
Memorandum items
Harmonised index of consumer price _ 3.6 31 3.0 3.2 2.7
Private consumption deflator _ 34 31 29 32 2.7
Unemployment rate® _ 114 113 109 107 104
Household saving ratio© _ 106 106 10.7 110 110
General government financial balance _ -0.1 0.4 -1.1 -0.1 -0.1
Current account balance 24 28 42 A7  -A8

a) Contributions to changes in 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 a downward revision of the unemployment rate by 2.5 points in 2001.

¢) As apercentage of disposable income.

d) As apercentage of GDP.

Source: OECD Economic Outlook 76 database.

accounts in 2004, but it includes one-off measures, such as the recognition of past
debts. Excluding these adjustments, the accounts would be balanced. The budget for
2005, which is based on a growth projection of 3 per cent, also aims at a balanced bud-
get, despite large increases in some outlays such as spending on social transfers, educa-
tion and research. In the OECD’s projection, a balanced budget is expected, which
implies a broadly neutral fiscal stance, even though inflation pressures have mounted.

Private consumption is expected to decelerate moderately in the first half of
2005 as higher oil prices bite into households’ real incomes, while construction
investment should also slow down somewhat. Equipment investment, on the other
hand, should help maintain the momentum of domestic demand, which could grow at
more than 3 per cent in 2005. Imports will continue to rise swiftly, but stronger
exports due to the international recovery should reduce the negative contribution of
the external sector to growth. Overall, following a lull in the coming quarters, GDP
growth should firm again to close to 3 per cent, which is slightly above potential
growth. The labour market is likely to remain strong, with high employment creation
and a moderate fall in unemployment. However, productivity growth will probably
remain weak and may recover only slowly reflecting the build-up of equipment
investment. Inflation could accelerate over the coming months as catch-up clauses of
wages are activated and second round effects of the oil price shock set in. Apart from
the risks associated with the oil price hike and the international environment, there is
the negative risk that housing prices continue to surge for some time, but then fall,
forcing consumer retrenchment.
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The economic expansion is gathering pace, with output growing faster than its potential rate, driven by strong exports
and a rebound in investment. Export growth is projected to remain robust, and household consumption will be boosted by
tax cuts and rising house prices. Those factors should drive the long-awaited improvement in employment, which will
also support domestic demand.

Inflation is likely to pick up, as spare capacity will be absorbed by the end of this year. The central bank will therefore
need to begin raising interest rates soon. In September, the government added a substantial fiscal stimulus to an
already-buoyant economy. This will make the job of monetary policy more difficult and risks jeopardising the
government’s medium-term fiscal target.

The economy has been gaining momentum for more than a year, with activity = Activity has rebounded strongly
expanding at well above its potential rate. Export growth has been especially vigorous,
reflecting higher international demand and a recovery in the telecommunications and
motor vehicle sectors. An upturn in investment is also clearly under way. Low interest
rates, high rates of capacity utilisation and the telecommunications expansion have sup-
ported machinery and equipment investment in particular. In addition, the strength of the
housing market has driven up residential construction and house prices. However, the
upswing has taken an unusually long time to feed through to the labour market. One rea-
son is that productivity growth has remained remarkably strong, but it also reflects an
increase in the average number of hours worked per employee, with firms expanding pro-
duction by calling on their existing workers rather than through new recruitment.

The recovery is expected to continue, but with investment and consumption Investment and consumption
playing bigger roles. Businesses will seek to reduce capacity constraints by investing  will drive growth
in new capital equipment, bringing the investment rate back towards its historical
average. In addition, households will enjoy healthy gains in their disposable incomes
as their job prospects improve and as a result of the tax and spending measures
announced in the 2005 budget. They will also feel wealthier because of the recent
increases in house prices. Wage growth, on the other hand, will be moderate through
to the end of 2005, reflecting the restrained agreements negotiated in the first few
months of this year. Most deals were settled on the basis of more generous wage
increases for 2006. The combination of these forces should deliver sturdy consump-
tion growth in 2005 and even stronger rises the year after. Exports should also
remain buoyant due to continuing robust demand from abroad. This economic
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A significant fiscal expansion
has been planned

Interest rates need to rise soon

Future productivity growth is
uncertain

Sweden: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices
billion SEK Percentage changes, volume

Private consumption 1108.4 14 19 2.3 2.8 2.8
Government consumption 613.3 32 0.6 12 11 11
Gross fixed capital formation 395.6 -3.0 -2.0 2.7 7.2 55
Final domestic demand 21174 11 0.8 21 31 2.8
Stockbuilding“ 6.6 -0.2 0.4 -0.8 0.4 0.0
Total domestic demand 21239 0.9 13 12 35 2.8
Exports of goods and services 1039.5 1.0 53 107 8.0 7.8
Imports of goods and services 897.1 -1.9 5.0 6.9 9.3 75
Net exports* 142.5 12 0.6 2.4 0.3 10
GDP at market prices 2266.4 2.0 17 33 33 3.2
GDP deflator _ 15 22 11 15 2.2

Memorandum items
Consumer priceindex _ 22 1.9 0.4 18 25
Private consumption deflator _ 1.8 25 1.0 18 2.3
Unemployment rate _ 4.0 4.9 5.6 4.9 4.3
Household saving ratio© _ 9.7 8.5 8.3 7.8 7.1
General government financial balance ¢¢ _ -0.3 0.1 0.5 0.7 12
Current account balance? 5.3 6.4 7.4 6.4 6.5

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 see OECD Economic Outlook Sources and Methods,
(http://www.oecd.org/eco/sources-and-methods).

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

b) Based on monthly Labour Force Surveys.

¢) Asa percentage of disposable income.

d) As apercentage of GDP.

e) Maastricht definition.

Source: OECD Economic Outlook 76 database.

strength should significantly improve the job market, with the unemployment rate
projected to fall back below 4% per cent by the end of 2006.

The government announced a large fiscal expansion in its 2005 budget. The key
measures include reductions in income and wealth taxes, and increases in child allowances
and transfers to local government. The policy decisions amount to 1 per cent of GDP in
2005 and another %2 per cent the following year. Although many of the budget measures
are welcome, the timing is awkward when considering the state of the business cycle: they
will boost household incomes and economic activity at a time when growth would have
been brisk anyway. Moreover, the general government surplus is projected to fall well
short of the government’s target of 2 per cent of GDP in cyclically-adjusted terms.

Inflation has remained low throughout the expansion, reflecting weak import
prices and strong productivity growth. However, the economy had only a small
amount of spare capacity by the middle of 2004, and this is expected to be used up
by the end of the year. With demand projected to exceed supply for the rest of the
projection period, inflation pressures are likely to re-emerge. They will be given a
further boost in 2006 as wage growth accelerates. The central bank will therefore
need to begin lifting interest rates by the end of this year.

A key uncertainty is the extent to which the recent high rate of productivity growth
will persist. If it remains impressive, then the immediate outlook for employment will be
less buoyant and there will be less urgency for the central bank to lift interest rates. The
inflationary impact of oil prices is likely to be modest, since wages for most of the private
sector are already agreed until 2006, thereby limiting any second-round effects on inflation.
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Underpinned by relaxed monetary and fiscal policies, the economy picked up in 2004, with GDP growth set to be close to
2 per cent. The expansion should continue through 2005 and 2006 at much the same pace, slightly above potential,
thanks to the more dynamic external environment. These developments, which should contribute to an improvement in the
labour market as of 2005, are likely to be accompanied by continuing moderate inflation.

Continuing gradual monetary tightening is projected, with financial conditions becoming more neutral as spare
production capacity is reduced. The consolidation of Federal finances as of 2005 remains necessary, even if budget
outturns in 2004 prove better than expected. The improved cyclical situation must not lead to a weakening of the efforts
made to stimulate domestic competition and increase potential growth.

The recovery, which began in the second semester of 2003, continued into the The recovery looks firm, despite

first half of 2004 at a stable annual rate of some 2 per cent. Expansionary fiscal and a fragile labour market
monetary policies have sustained firm domestic demand, reflecting increases in both
private consumption and investment. According to recent indicators, this cyclical
upswing seems to be benefiting both the industrial and services sectors and should
continue into the second half, though without accelerating to any great extent.
Household confidence remains relatively subdued and has not picked up since the
beginning of 2004. Registered unemployment, which reached 3.8 per cent in
October 2004, has hardly fallen at all since last autumn. This reflects continuing
modest job creation, despite the recovery, stemming from a cyclical rebound in pro-
ductivity after it had fallen in recent years. Because of the rise in oil prices, inflation
reached 1.3 per cent (year-on-year) in October 2004, but the underlying rate is still
only % per cent.

While maintaining an expansionary stance, the National Bank, having kept The degree of monetary
interest rates at an exceptionally low % per cent since March 2003, raised the expansion has been reduced
3-month LIBOR rate by Y point on two occasions, in June and September 2004,
bringing it to % per cent. This slight monetary tightening was warranted by the firm-
ing of the recovery and the need to regain some room for manoeuvre in case of

Switzerland
Despite a slight tightening, Growth has recovered
monetary policy remains easy
Per cent 1995 =100 Per cent Per cent
5 120 10
------ Short-term interest rate (left scale) ——— Real GDP growth! (left scale) 70
——— Nominal effective exchange rate (right scale) e PM2 (right scale)

4 115
60
110

105 0 50

100

40
2000 01 02 03 04 2000 01 02 03 04

1. Percentage changes over the previous quarter, at annual rates.

2. The Purchasing Managers’ Index (PMI) is an index 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 is falling.
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Fiscal tightening is expected as
of 2005

Growth should remain stable

Switzerland: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
billion CHE Percentage changes, volume (2000 prices)
Private consumption 255.2 0.3 0.5 1.8 1.6 1.9
Government consumption 49.0 32 14 1.0 0.2 04
Gross fixed capital formation 93.8 0.3 -0.3 5.0 4.2 38
Final domestic demand 398.0 0.7 0.4 24 2.0 22
Stockbuilding® 6.1 -14 -0.2 -04 0.1 -0.1
Total domestic demand 404.1 -0.8 0.2 20 22 20
Exports of goods and services 190.8 -0.2 0.0 4.1 51 5.6
Imports of goods and services 172.3 -2.8 14 4.7 6.1 6.0
Net exports* 18.4 11 -05 0.0 -0.2 0.1
GDP at market prices 4225 0.3 -04 19 19 2.0
GDP deflator _ 17 0.9 11 11 1.0
Memorandum items
Consumer priceindex _ 0.6 0.6 0.8 12 0.9
Private consumption deflator _ 1.6 0.6 0.8 12 0.9
Unemployment rate _ 31 4.0 4.0 3.6 2.8
General government financial balance® _ 0.2 -0.8 -1.0 -0.6 -0.2
Current account balance® 84 132 128 124 126

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 Economic Outlook 76 database.

renewed pressure on the franc. The projections point to a further rise in short rates as
the output gap narrows, which is likely to curb the buoyancy of domestic demand.

The general government deficit, which may have reached between % and 1 per
cent of GDP in 2003, is expected to widen slightly in 2004, though not as much as
projected by the authorities. The sharper than expected acceleration in growth should
partly offset the expansionary impact on the budget of the fall in unemployment
insurance contributions. As of 2005, however, fiscal policy is set to become more
restrictive since the federal government has planned to phase out the structural defi-
cit by 2007, mainly through expenditure cuts.

The growth of the economy could stabilise at around 2 per cent in 2005 and
2006. The buoyancy of domestic demand will probably be hampered by the gradual
tightening of monetary and fiscal policy and, in the shorter term, by the rise in oil
prices, all of which is likely to counterbalance the positive effect of the recovery. The
increase in investment could slacken, while the gradual upturn in employment and
downturn in unemployment will contribute to a more robust private consumption in
2006. With the output gap closing, inflation could settle at around 1 per cent in 2005
and 2006. A steeper than expected increase in oil prices would raise inflation, while
depressing growth. Even so, inflationary pressures could be limited by the moderat-
ing effect on wages owing to the entry into force of the second phase of the free
movement of persons with the European Union countries.



Developments in individual OECD countries - 111

Driven by buoyant private business investment and household consumption, GDP growth reached nearly 12 per cent at
an annual rate in the first half of 2004 and should approach 10 per cent for the year. It is likely to slow to a more
sustainable rate of around 6 per cent in 2005 and 2006, with exports and domestic demand remaining robust.

The authorities should adhere to their strict monetary and fiscal policies and fully implement their ambitious structural
reform agenda, continuing to improve domestic and international confidence. Fiscal gains from strong growth should be
devoted to public debt reduction in order to improve fiscal sustainability and rein in the growing current account deficit.

GDP growth was exceptionally strong in the first half of 2004 and should The economy is growing
approach 10 per cent for the whole year. Business investment, household consumption very rapidly...
and soaring exports have been driving growth, while contracting government spending
has not undermined the recovery. Headline inflation has continued to fall thus far
through 2004, in line with targets, and should undershoot the end-of-the-year objective
of 12 per cent. Private demand remains robust, in spite of high unemployment and
moderate wage growth, as declining real interest rates and improving consumer confi-
dence have underpinned strong growth of consumer credit. Enterprises restored profit
margins and borrowed massively, including from foreign sources, to raise machinery
and equipment investments by more than 90 per cent in the first half of 2004 and this
investment drive continues. Sentiment was fuelled further by positive signals on the
possible opening of accession negotiations with the European Union.

Amid this firm recovery, which has generated a 25 per cent cumulative increase in ... but the external deficit has
GDP since 2001, the current account deficit has widened significantly. It reached more risen and the labour market
than 7 per cent of GDP in the first half (on a non-seasonally-adjusted basis), because of a  remains weak
deepening trade deficit driven by industrial machinery and car imports, before improving
in the summer months thanks to rapidly growing tourism revenues and a deceleration of
car imports (tax incentives for car renewals, introduced in 2003, were phased out). The
deficit is unlikely to fall below 5 per cent of GDP for the year. Its financing continues to
be based on debt creation, generating concerns about its sustainability, while foreign
direct investment remains weak (consisting mainly of real estate purchases by foreign
households). Another weak spot is very slow job creation. Employment grew by only
0.4 per cent in the first half despite double-digit growth. The unemployment rate fell to
about 9 per cent in the first half, from above 10 per cent in 2003, but this was mainly due
to falling — although already low — labour force participation by discouraged workers and

Turkey
The risk premium has continued to fall The current account deficit has deteriorated
and investment has picked up sharply Cumulative last 12 months
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1. Interest rate differential between US dollar Turkish government bonds and US treasury rate.
2. Treasury auction rate discounted by inflation expectations.

3. Real annual per cent change, OECD projection for 2004.

Sources: Central Bank of Turkey, J.P. Morgan and OECD.
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Maintaining a rigorous policy
stance will be key

Turkey may face a “positive”
supply shock

Turkey: Demand, output and prices

2001 2002 2003 2004 2005 2006
Current prices .
willion TRL Percentage changes, volume (1987 prices)
Private consumption 128 513 21 6.6 9.2 45 5.2
Government consumption 25 405 54 -2.4 2.2 2.8 -0.2
Gross fixed capital formation 32409 -11 100 399 102 8.0
Final domestic demand 186 327 17 65 153 5.9 5.6
Stockbuilding“ -2 475 7.1 3.0 12 -0.1 0.1
Total domestic demand 183 852 9.3 93 152 5.4 53
Exports of goods and services 60 151 111 160 145 139 126
Imports of goods and services 55 862 158 271 270 121 112
Net exports “ 4289 -0.9 -3.1 -5.0 0.4 0.4
Statistical discrepancy ¢ -9729 0.1 0.0 -0.2 0.4 0.0
GDP at market prices 178 412 7.9 5.8 9.8 6.4 58
GDP deflator _ 441 225 6.5 7.6 6.2
Memorandum items
Consumer price index _ 450 253 107 8.6 6.3
Private consumption deflator _ 406 218 8.2 6.6 5.8
Unemployment rate _ 101 103 95 100 105
Current account balance” -0.8 -2.9 -5.2 -4.5 -3.8

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 Economic Outlook 76 database.

women. Unemployment would be likely to pick up should the participation rate increase.
The corollary of weak job creation has been extremely strong labour productivity growth,
which rose by nearly 7 per cent in 2003 for the overall economy and may rise by 9 per
cent in 2004; such gains are helping to preserve the competitiveness of exporters despite
real currency appreciation as measured by relative consumer prices.

Rigorous monetary and fiscal policies are expected to remain on track and con-
tinue to back the recovery. Monetary policy remains focused on the targeted disinfla-
tion path, which should attain single-digit territory in 2005 with an end-year
objective of 8 per cent. If disinflation remains entrenched — with no disruption from
adverse exchange rate movements — the central bank may further reduce policy rates,
after a 200 points decrease in September. Fiscal policy remains anchored on a pri-
mary surplus objective of 6.5 per cent of GDP for 2005, for a third year in a row.
This objective will be attained in 2004 but, given an ex post growth rate nearly dou-
ble the 2004 budget plans, this could be seen as a loosening fiscal stance (on a cycli-
cally adjusted basis). However, this is not due to an intended policy stimulus but to
oil tax cuts effected in 2004 in order to offset the effect of the oil price hike on con-
sumer prices. In future, the authorities should devote the additional revenue gains
from stronger growth to government debt reduction, in order to improve debt sus-
tainability and keep a firm fiscal stance. This would help to tame the current boom
and mitigate any additional pressures on the current account and on domestic prices.

GDP is expected to keep growing at rates of around 6 per cent in 2005 and
2006. Yet, if the European Council follows the Commission advice issued in October
and decides in its meeting in December to open accession negotiations with Turkey,
an additional positive supply shock may ensue, lifting capital inflows, investment,
consumption and GDP growth. This could put upward pressure on the currency and
domestic prices. Fiscal policy would then have to play a pivotal role, even if addi-
tional tightening is politically difficult. Conversely, should domestic and interna-
tional confidence falter, higher risk premia, weaker currency and declining sentiment
would push the economy onto a less favourable path.



III. DEVELOPMENTS IN SELECTED
NON-MEMBER ECONOMIES

The growth of foreign trade in the Asian area slackened markedly in the first half of 2004 under the influence of a
tightening of economic polices in China but recovered somewhat in the second half of the year. The rebound has been
sufficiently strong to ensure that output growth in China is unlikely to slow this year. In 2005, the increase in o0il prices
will weigh particularly heavily on this group of economies. At the same time, inflation may pick up somewhat,
especially outside of China — a development that adds to the pressure for a change in the exchange rate policies of a
number of economies.

South America is set to grow by more than 4 per cent in 2004. Growth in Brazil remains particularly robust and the
economy has become less vulnerable to external shocks. Area-wide growth has become more balanced across sectors.
Private investment and consumption are picking up, taking over from net exports as the main drivers of growth.
Inflation is expected to remain tame. Imports surged in the first half of the year in the major economies, albeit from a
low level, and are likely to continue to grow more rapidly than exports. The external current account surplus is
therefore expected to shrink in 2005-06.

Russia’s oil-driven growth is set to continue at relatively high rates, boosted by very strong domestic demand and
expansionary fiscal policy. However, growth will slow over the projection period, owing partly to slower growth of
export volumes while imports continue to rise rapidly. A loss of confidence in the future course of structural policy
reform, could also weaken investment growth. Nonetheless, prices of oil and other commodities will benefit Russia
and other hydrocarbon producers among the Newly Independent States. Russian growth will also benefit other states
in the region, which depend largely on trade with, and, in some cases, remittances from, Russia. Growth in
South-eastern Europe, which largely depends on developments in the European Union, is set to continue, but at rates
well below those found among the Newly Independent States.

The pick-up in economic activity that began late last year continued in the first Strong domestic demand in

half of 2004 as the Dynamic Asian economies grew rapidly, led by a combination of Dynamic Asia outweighs
domestic and external demand. Demand has been buoyant enough to maintain over- weaker external trends
all growth momentum despite the rise in oil prices and a slowing of exports to China.
Much of the buoyancy in these economies has come from the increasing strength of
private consumption and business investment, the latter more so than at any time
since the Asian financial crisis, thus more than offsetting the moderation in export
growth to China — despite the fact that greater integration makes some of these econ-
omies (particularly Chinese Taipei and Hong Kong, China) very dependent on devel-
opments in China. The current oil price projections point to a negative shock to the
area of as much as 1 to 2 percentage points of GDP for the most intensive oil-import-
ing countries in Asia: Thailand, Malaysia, the Philippines, and Singapore, with Indo-
nesia being insulated through its oil and gas exports. Nevertheless, growth in the
region during 2005, at around 5% per cent, should still be strong enough to generate
sustained demand for imports from OECD economies and even to keep alive con-
cerns about rising inflation affecting competitiveness.

Economic growth accelerated in most of South America in 2004. In Brazil, South America’s recovery is
GDP rose at a rapid pace in the first half of 2004, exceeding market expectations. now well entrenched
Chile’s economic performance remains strong, buoyed by commodity exports, par-
ticularly copper, and the recovery in private consumption. Investment is also on the
rise. By contrast, Argentina’s recovery appears to be losing steam as private con-
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Growth remains strong in
South-eastern Europe and the
Newly Independent States

sumption is decelerating and uncertainty surrounding debt restructuring and the reg-
ulatory framework for setting utility prices continues to weigh heavily on private
investment.

The first half of 2004 saw a further acceleration of growth across South-eastern
Europe (SEE) and the Newly Independent States (NIS) while growth in Russia
remains strong. SEE growth rose to roughly 5 per cent in the first half of this year
and NIS growth reached about § per cent. As in 2003, growth in the region is being
driven by both exports and strong domestic demand. Export growth in the NIS has
been driven largely by hydrocarbons and metals, reflecting strong demand from
China, while SEE has benefited from recovery in the European Union. Accelerating
output and rising commodity prices have also contributed to a pick-up in inflation in
much of the region, while strong domestic demand has stimulated an acceleration of
import growth, which should, however, moderate somewhat over the projection
period. Several countries, though not Russia, are running high current account defi-
cits which suggest that they will not be able to sustain import growth at the rates seen
in recent quarters.

Real GDP growth is losing
momentum in China...

... but inflation has risen

After a period of very rapid expansion that lasted until the beginning of 2004,
the economy stalled in the middle of the year but rebounded sharply in the second
half. The deceleration in output was particularly pronounced in the industries pro-
ducing inputs to investment projects and sectors such as automobiles where sales had
become particularly reliant on credit. A marked tightening in the stance of macroeco-
nomic policy drove this slowdown. Administrative actions resulted in the growth in
lending to the non-bank sector almost coming to halt by mid-year. Interest rates were
also raised in October but such a move is unlikely to have much impact on demand,
as the effective rate of interest implied by credit rationing is much higher than the
level of official interest rates. The government also moderated the growth of its
infrastructure spending. At the same time, the central government has been rigor-
ously enforcing land zoning and other regulations that apply to new investment, with
the objective of reducing the growth of capital formation in a number of industries
where it has judged that outlays were excessive. Following the initial disruption from
these measures, companies appear to have found ways to moderate the impact of the
administrative actions and output growth has recovered sharply. As a result, in 2004
economic growth appears likely to be unchanged at 9%4 per cent.

Although economic activity weakened for a time, the inflation rate has contin-
ued to accelerate, though some signs of stabilisation could be observed by the
autumn. The increase in inflation was widespread both for consumption, where
prices for food were particularly strong, and for investment goods. Strong prices for
a wide range of imported commodities drove this increase. In particular, higher oil
prices boosted the GDP deflator, given the significant extent of domestic oil produc-
tion, which will increase in value by around 1 per cent of GDP. Although the
increase in the value of domestic oil production represents an internal transfer of
income within the economy, it is still likely to depress demand. Most of the oil is
owned by state-controlled companies and the government is unlikely to spend its
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Table III.1. Projections for China

2003 2004 2005 2006
Real GDP growth 9.3 9.2 8.0 85
Inflation 12 4.2 4.0 4.0
Fiscal balance (per cent of GDP) -25 -2.0 -1.7 -1.7
Current account balance ($ billion) 459 18.8 33.8 45.6
Current account balance (per cent of GDP) 31 11 1.8 2.2

Note: The figures given for GDP and inflation are percentage changes from the previous year. Inflation refers to the
consumer price index.
Source: Datafor 2003 are from national sources. Data for 2004-06 are OECD estimates and projections.

share of increased revenues while, in the short-term, the companies are more likely
to repay debt than increase domestic investment. In addition, the value of oil imports
will increase by almost 2 per cent of GDP between 2003 and 2005, adding to the
downward pressure on demand coming from the restrictive stance of economic pol-
icy. Higher commodity and oil prices are also largely responsible for the reduction in
the current account surplus to 1 per cent of GDP in 2004.

The extent of the slowdown in growth engendered by tight policies and higher oil A tight policy stance and higher
prices will be limited by a number of factors. Investment in the state-dominated power oil prices may slow output
generation sector is likely to continue its rapid increase, as there has been a noticeable growth...
shortage of capacity in this area. Demand for real estate is being boosted by negative
real interest rates that are leading to a marked reluctance of consumers to commit sav-
ing to traditional assets such as bank deposits. The supply of new houses has been
adversely affected by tightened government regulations, thereby boosting prices, but
incomes are still rising faster than prices in most parts of the country, thus underpin-
ning demand. In the rest of the private sector, investment is mainly financed through
retained earnings which have been particularly buoyant in 2004, insulating to some
extent this sector from the tightening of monetary policy. Consumption should also be
aided by the strongest increase in rural incomes in the past seven years. Finally, export
demand seems likely to be buoyant as foreign direct investment boosts outsourcing
from OECD economies, competitiveness remains strong in the face of stable exchange
rate and flat unit labour costs and as the Multi-Fibre Agreement, which has limited tex-
tile exports, draws to an end in 2005. Overall, growth is likely to be somewhat below
potential in 2005 before recovering in 2006. The projected slowdown in the growth of
world commodity prices should result in a slowing in inflation.

There are a number of risks that point to the possibility of a less benign outcome ... with a risk that a downturn
to the current economic cycle. The abrupt slowing in bank lending has disrupted the in inflation will not materialise
provision of working capital and could lead to a greater than expected rundown in
inventories and hence output which might set off a downward revision of industrial
investment plans. Initially such a downward movement might be accompanied by
higher than expected inflation especially if the accumulation of foreign exchange
reserves continues to boost liquidity in the economy and if real interest rates on bank
deposits remain negative, so fuelling the real estate boom. Such adverse risks could
be moderated by a change in the policy mix, with less reliance on administrative con-
trol of bank lending, higher deposit rates, and greater flexibility in the exchange rate.

The recent decision to allow banks complete freedom in determining interest rates on
lending is a first step in that direction and will allow them to move towards setting
interest rates in line with risk.
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The recovery is firmly
established in Brazil

Monetary easing has come to
an end

The primary surplus target has
been raised

The Brazilian economy is bouncing back more strongly than anticipated. GDP
grew by nearly 6 per cent in the second quarter of 2004 relative to the same period in
2003, with domestic demand taking over as the main driver of growth. The upturn in
private consumption is underpinned by the steady expansion of credit to the private
sector, falling unemployment, and increasing real wages. An improving climate for
business is providing further impetus for private investment. The trade and external
current account balances have also strengthened beyond market expectations. Robust
domestic demand has boosted imports, in particular of fuels and intermediate goods,
but exports continue to exhibit considerable dynamism. The external adjustment is
on-going, reducing vulnerability, strengthening fundamentals, and making the econ-
omy more resilient to adverse shocks. On the supply side, agriculture and manufac-
turing continue to perform strongly while activity is gathering pace in the services
sector on the back of the recovery in private consumption.

The cycle of monetary easing that started in mid-2003 has now ended. Under-
scoring continued prudence in macroeconomic management, the policy interest rate
was raised by 125 basis points in September-November to 17.25 per cent. This was
in response to concern about shrinking economic slack and an uptick in inflation in
the second quarter associated with rising commodity, food, and utility prices. Inflation
expectations for 2005 have also deteriorated, motivating the monetary tightening. To
accommodate part of the inflationary inertia estimated to be inherited from 2004, the
central bank has announced that it would accept a somewhat higher level of inflation
in 2005 — 5.1 per cent against an official target of 4.5 per cent (+/-2.5 percentage
points). The exchange rate has appreciated recently, after weakening in the second
quarter, and financial market conditions remain favourable: sovereign risk premia
have come down and credit ratings have been upgraded.

Fiscal performance has been stronger than expected. This, together with favour-
able market conditions, has contributed to a continued reduction in the ratio of public
debt to GDP in the course of the year. The consolidated primary surplus target has been
raised by 0.25 percentage points to 4.5 per cent of GDP in 2004, in order to save part of
the cyclical revenue windfall while accommodating some additional spending on
much-needed infrastructure investment. Progress has been made in debt management
to continue to reduce the government’s exposure to foreign-exchange risk. The share in
public debt of securities indexed to the exchange rate (including foreign exchange
swaps) is now coming down towards 10 per cent, its lowest level since the floating of

Table II1.2. Projections for Brazil

2003 2004 2005 2006
Real GDP growth -0.2 45 3.6 35
Inflation 9.3 7.3 6.0 5.0
Fiscal balance (per cent of GDP) -5.2 -3.0 -2.8 -2.3
Primary fiscal balance (per cent of GDP) 44 45 4.3 4.3
Current account balance ($ billion) 4.0 85 25 -1.0
Current account balance (per cent of GDP) 0.8 15 0.4 -0.2

Note: Real GDP growth and inflation are defined in percentage change from the previous period. Inflation refers to the end-
year consumer price index (IPCA).
Source: Datafor 2003 are from national sources. Data for 2004-06 are OECD estimates and projections.
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the Real in 1999. The regional governments (states and municipalities) and the public
enterprises continue to contribute to this strong fiscal performance.

Congressional approval is pending for several important elements of the gov- The pace of reforms has slowed
ernment’s structural reform agenda. This includes legislation on public-private part-
nerships, the upgrading of bankruptcy legislation, and a new legal framework for the
regulatory agencies. The legislative calendar has been affected by the municipal
elections in October, taking a toll on the pace of reform. Further structural reform
remains essential to make the economy more resilient in response to adverse shocks
and to support growth on a sustainable basis over the longer term.

Following the strong performance in 2004, economic growth is likely to moder-  The outlook is by and large
ate in 2005-06, with domestic demand expected to continue to be the main engine of  positive
growth. A further decline in unemployment and rising real wages will sustain the
recovery in private consumption, and the positive outlook is set to continue to
encourage private investment. Overall, GDP growth may continue at about 3.5 per
cent over the projection period. The external adjustment is also expected to continue,
facilitated by the recovery in the world economy, but the trade surplus is set to taper
off, owing predominantly to rising imports fuelled by the recovery in domestic
demand. As a result, the external current account surplus is expected to shrink during
2005-06. The outlook is contingent on the maintenance of sound policies in pursuit
of the inflation and fiscal targets.

This outlook is not without risks. On the external front, market sentiment may But there are risks
deteriorate in light of the adverse impact of persistently high oil prices on the world
economy, affecting the buoyancy of overseas demand. Domestically, high oil prices
and the emergence of supply bottlenecks in many manufacturing sectors may affect
the inflation outlook adversely, calling for corrective action.

The Russian Federation

Strong growth has continued in 2004, although the pace of expansion has begun  Growth in the Russian
to slow. On the demand side, growth has been driven chiefly by very strong house- Federation remains strong but
hold demand on the back of a further accelerating consumption boom. With import  has begun to slow
growth remaining strong and export volume growth slowing markedly, the contribu-
tion of net exports to GDP growth has become significantly negative, even though
strongly improving terms of trade have sustained a large current-account surplus.
Slower export growth is primarily related to negative developments in the oil sector,
in particular the effects on output of a decline in production growth among large pri-
vate oil producers, such as Yukos and Sibneft.

The central bank continues to pursue partly contradictory goals in trying to  Disinflation is becoming
bring inflation down while preventing an overly rapid appreciation of the real palpably more difficult
exchange rate. This task has been made somewhat easier in 2004 by the operation of
the newly established stabilisation fund, which has sterilised a large share of the for-
eign exchange inflows resulting from the ballooning current account surplus. In addi-
tion, a sharp pick-up in net private capital outflows — which reflects, among other
things, a deterioration in the investment climate — has also helped. Yet despite slower
money supply growth, inflation re-accelerated somewhat during mid-2004 to slightly
over 11 per cent and it will most likely be above the authorities’ 8 to 10 per cent tar-
get range for the year.
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The fiscal stance is being
loosened

Progress on structural reform
has slowed markedly

Growth will continue, but will
slow gradually over the
projection period

Table II1.3.  Projections for the Russian Federation

2003 2004 2005 2006
Real GDP growth 7.3 6.4 55 55
Inflation 12.0 11.0 10.5 9.5
Fiscal balance (per cent of GDP)* 12 35 2.0 15
Primary fiscal balance (per cent of GDP)” 3.4 6.0 5.0 45
Current account balance ($ billion) 395 55.5 73.0 54.0
Current account balance (per cent of GDP) 8.3 10.2 111 6.8

Note: Real GDP growth and inflation are defined in percentage change from the previous period. Inflation refers to the end-
year consumer price index.

a) General government.

b) Federal Budget only.

Source: Datafor 2003 are from national sources. Data for 2004-06 are OECD estimates and projections.

The budget remains in surplus despite fiscal easing, thanks chiefly to the impact
on revenues of very high oil prices. Significantly, while the 2004 budget would prob-
ably have remained in rough balance even at average oil prices, the draft budget for
2005 would not, despite rather ambitious assumptions about expenditure cuts. The
authorities anticipate spending a substantial portion of windfall revenues generated
by high oil prices to cover the deficit that the Pension Fund is expected to run with
respect to current pension payments, following the planned cut in the unified social
tax. Such pro-cyclical fiscal loosening breaks with the practice of recent years of
ensuring that budgets would balance at long-term average oil prices.

Structural reforms appear largely to have stalled in 2004, not least as a result of
delays arising from the overhaul of the federal executive. The central bank has con-
tinued work on implementing reforms in the banking sector, but turbulence in the
sector during the early summer has highlighted how difficult this will be. The bank-
ing “mini-crisis” also underscored apparent differences in the federal authorities’
approach to banking reform. Electricity reform has slowed markedly, with many
decisions being delayed, and there is little sign of any readiness to advance gas-sector
reform. The long-awaited liberalisation of the market in Gazprom shares is now in
prospect and would indeed be a welcome development. However, the implications of
Gazprom’s acquisition of the state-owned oil company Rosneft — which is seen by
the authorities as a necessary pre-cursor to share-market liberalisation — are mixed at
best, as are its ambitious plans for expansion into the power sector as well. More
generally, these moves must be seen in the context of an on-going drive by the state
to tighten its grip on key industrial sectors — especially resource sectors. Greater state
control over resource-exporting industries is likely to lead to less efficiency, more
rent-seeking and slower growth in the very sectors that have been driving growth in
recent years.

Real GDP growth is projected to moderate gradually over the projection period.
The consumption boom will continue, supported by the planned fiscal loosening in
2005. However, with export growth slowing and consumption driving import
growth, the negative contribution of net exports is set to grow. While the current
account surplus is expected to remain fairly large over the projection period, thanks
to projected high prices for oil and other export commodities, pressure for further fis-
cal easing, lack of progress on structural reforms and a worsening investment climate
point to downside risks, which would be exacerbated should the terms of trade
become less favourable.



IV. OIL PRICE DEVELOPMENTS:

DRIVERS, ECONOMIC CONSEQUENCES
AND POLICY RESPONSES

Introduction

At the end of October the oil price had more than doubled in dollar terms since
the late 1990s, while increasing substantially, though somewhat less, in terms of the
other major currencies (Figure IV.1). The chapter begins by investigating the funda-
mentals driving longer-term oil market developments and the implications for the
long-run equilibrium price. It then identifies short-term influences which may have

Figure IV.1. Oil prices: a historical perspective
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The price of oil has risen

significantly
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caused risk premia to rise, volatility to increase, and the oil price to diverge from its
equilibrium. It concludes with an assessment of the impact of higher oil prices on
OECD growth and inflation and the implications for economic policy.

The main points to emerge from the analysis are as follows:

Global dependence on oil will
continue...

...with growing reliance
on OPEC...

... and a likely trend rise in the
oil price...

... the more so if growth is
strong and oil-intensive

Non-OPEC supply and demand
responses limit OPEC’s market
power-...

... but volatility and uncertainty
depresses investment...

... and bottlenecks have put
upward pressure on prices

The current price shock could
be prolonged

The link between the oil price
and core inflation has
weakened...

Notwithstanding more efficient use of oil in production, oil is likely to retain its
importance as a fuel in the longer term, increasingly for transport. In addition to
expected strong demand in North America, strong oil demand growth from rap-
idly growing and energy-intensive non-OECD countries would entail an
upward structural shift in the demand for oil per increment of global GDP.

While global oil reserves are probably relatively ample, their distribution is
likely to be increasingly concentrated on the Middle Eastern members of
OPEC, which already account for around two-thirds of global proved reserves.
Outside the Middle East, newly-discovered resources have tended to become
smaller and more expensive to develop, being increasingly offshore.

The OECD baseline scenario used here generates a trend rise in the real oil
price from $27 per barrel in 2003 to $35 a barrel by 2030, both prices
expressed in year 2000 dollars, if initial OPEC/non-OPEC market shares are
maintained over the projection horizon.

Higher GDP growth assumptions, or higher income elasticities of demand,
especially in China and the rest of the non-OECD, could imply that prices
rise significantly more than in the baseline scenario, or that OPEC is prepared
to increase its market share significantly (from 38 per cent in 2003 to around
55 per cent by 2030).

Over the longer term, behavioural responses to higher prices could constrain car-
tel-like behaviour, particularly given the endogenous but non-reversible nature of
technological progress in non-conventional supply and in oil consumption.

In the short run, the low price elasticities of global demand and non-OPEC
supply make oil prices highly sensitive to supply and demand shifts. Price
volatility, compounded by geopolitical tensions, raises uncertainty about
underlying price trends that may depress oil exploration. OPEC’s excess
capacity is currently the lowest in three decades, providing little cushion to
raise supply in the event of unexpected oil market disruptions.

Transportation bottlenecks have emerged recently as the changing geographi-
cal composition of demand has put pressure on the tanker fleet. In addition,
regional mismatches between the grade of oil supplied and demanded have
seen premia on low sulphur oil rise.

It is not clear how rapidly short-term factors boosting the oil price will
endure, hampering the return to long-term equilibrium prices. However, some
stickiness seems to be indicated by the far futures prices, which have risen to
historical highs.

The pass-though from oil price increases to core inflation has been very lim-
ited in recent years, consistent with the increasing focus of monetary
authorities on core inflation as the measure to be monitored or targeted and
hence with expectations that monetary policy will respond to offset any
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pass-through from headline inflation to wages and non-energy prices. Going
forward, the established credibility of monetary policies should ensure that
oil price rises do not become embedded into inflation expectations to an
extent requiring a significant rise in nominal interest rates.

— Traditional model analysis suggests that the likely impact on OECD output
following an oil price hike of the magnitude experienced recently is relatively
moderate in the short run. However, such models may not pick up sup-
ply-side effects and may not allow for asymmetries, where price increases
have a more significant effect on output than do price decreases.

— A high tax component of the final price reduces oil intensity and hence the
terms-of-trade and inflation impacts of such shocks. Using fiscal policy to
stabilise end-user prices may hinder adjustment that could reduce an econ-
omy’s oil dependence.

World oil demand (measured as ex post supply net of stock movements) has
decelerated significantly over the past thirty years, largely reflecting a decline in the oil
intensity of production — total oil consumption per unit of output — in OECD countries
(Figure IV.2). This is an outcome of more efficient use of oil, as ongoing fuel-saving
technical change has contributed to continuing reductions of energy intensities, an
increasing utilisation of alternative energy sources, such as natural gas in power gener-
ation, and a shift in the composition of output towards less oil intensive sectors. By
contrast, in non-OECD countries oil intensities have generally increased slightly up to
the mid 1990s — partly reflecting a change in production structure towards manufactur-
ing and increasing vehicle ownership — before falling marginally.

Looking forward, and on the assumption that global growth will average around
3 per cent per annum over the period from 2000 to 2030, the International Energy
Agency (IEA) has projected that global oil demand will increase by around 1 per

Figure IV.2. Oil intensity of production
has fallen in the OECD area
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Longer-term prospects for the oil market

... and oil price shocks tend to
have only a moderate impact on
output

Economic policy should
respond cautiously to oil price
shocks

The oil intensity of production
has fallen...

... but the global economy will
remain reliant on oil...
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... of which there are ample
reserves...

... but largely in the Middle
East...

cent annually over the same period, leading to a two-thirds rise in the global demand
for oil, to 120 million barrels per day (mbd).! This is seen as consistent with an
$8 per barrel rise in the real oil price.? The largest absolute increase in oil demand is
expected to continue to come from North America, with demand from China and
elsewhere in Asia also increasing strongly (Figure IV.3). More rapid economic
growth in the more energy-intensive non-OECD countries would entail an upward
structural shift in the demand for oil per increment of global GDP compared with
recent decades, given the large regional differences in oil intensities. Transport is
expected to remain the principal consumer of oil, accounting for two-thirds of the
increment in oil demand between 2002 and 2030, raising its share in oil consumption
by 7 percentage points to 54 per cent. As a result of these geographical and sectoral
demand patterns, the share of oil in both global and OECD primary energy supply
would remain broadly stable, at almost two-fifths.

At current production rates, existing reserves would be exhausted in around
40 years. However, the reserves-to-production ratio has changed little over the past
two decades notwithstanding increasing production as reserves have also increased,
and there remains considerable scope for substantial additions to reserves.® The con-
cept of proved reserves is linked to commercial viability and therefore reserves have
increased in response both to oil price shifts and to technological changes, which
have both allowed the extraction of new sources and increased the share of oil within
a deposit that can be extracted. However, newly-discovered resources have tended to
be smaller and more expensive to develop, being increasingly offshore, and the costs
of exploration, development and production are higher than in the reserve-rich
Middle East.

Against this background, and while oil reserves will probably remain relatively
ample, their distribution is likely to be increasingly concentrated on the Middle Eastern
members of OPEC, which already account for around two-thirds of global proved
reserves (Figure IV.4). However, with reserves concentrated in a limited number of

Figure IV.3. Qil demand is projected to increase
in most North America and China
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International Energy Agency (2002).

From its then-assumed average 2002-10 level of $21 per barrel in 2000 prices, given certain assump-
tions about the geographical origin of supply.

3. US Geological Survey (2000).
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Figure IV.4. Proved oil reserves appear adequate
for the next few decades relative to current production
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OPEC countries, where investment is not allocated according to market forces,
investment in the energy sector may not be sufficient.*

Global investment, supply and price extrapolations are contingent upon the ... affording OPEC potential

extent to which OPEC (or a subset of OPEC countries) will exercise its market market power

power. Exploration, development, and extraction costs in the Middle East are

reported to be less than $5 per barrel, while short-run marginal costs are generally

estimated to be below $2 per barrel.’ Other suppliers face much higher, and probably

more steeply increasing marginal costs than OPEC and the reserve-rich producers in

the Middle East have incentives to exploit this cost advantage by trading off market

share for a higher price. The less elastic global oil demand and non-OPEC supply are

in the long run, the greater are OPEC’s incentives to restrict output and thus raise

prices in the face of rising world demand.

4. International Energy Agency (2003) contains a “restricted investment outlook™ that considers the
impact of lower investment in the Middle East, resulting in a lower supply and higher price (rising to
$35 from $29 per barrel in the baseline). Kohl (2002) documents some of the deterioration in public
finances in many OPEC countries. In the future, demographic pressures may also place additional
strain on the public finances of OPEC members.

5. Maurice (2001).
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... though this is limited,
especially in the longer run

The longer-run supply and demand characteristics of the oil market are thus cru-
cial determinants of future price trends. First, estimates of the long-run non-OPEC
price elasticity of supply vary from a low of 0.1 to a relatively high 0.6. Second, the
elasticity of non-OPEC supply may be non-linear insofar as at a certain point the oil
price would be pushed up sufficiently to encourage investment to promote the pro-
duction of (ample) non-conventional oil in other countries or alternative backstop
technology, such as the liquefaction of other plentiful fossil fuels. For example, the
cost of extraction of oil from tar sands in Canada has fallen considerably over past
decades, and expectations of a sustained high oil price may trigger investment in
expanding such activity. Third, higher prices induce investment in (non-reversible)
energy-saving technology or substitution between fuels, tending to make the price
elasticity of demand for oil asymmetric.

In the baseline scenario the oil
price rises to $35 in 2030...

... which might be seen as an
equilibrium price...

... though this depends on
OPEC behaviour

Qil price scenarios to 2030

To explore possible oil price scenarios over the coming quarter of a century, a
number of longer-term oil-price simulations have been undertaken, using a simpli-
fied spreadsheet model of the global oil market (see Appendix IV.1).® The baseline
scenario is one in which initial market shares are maintained (38 per cent for OPEC)
over the projection horizon and the non-OPEC price elasticity of supply is assumed
to be in the middle of the range of estimated elasticities.” With market shares con-
stant while demand is steadily growing, non-OPEC producers are assumed to pass
into oil prices the expected rise in long-run marginal costs, as new additions to
reserves and enhanced recovery techniques are increasingly required to raise their
production levels. On the basis of these assumptions, and using the potential growth
rates embodied in the OECD’s Medium-term Reference Scenario for the period up to
2010, the baseline generates a rise in the real oil price to $35 by the end of the pro-
jection period (2030), from $27.4 per barrel in 2003.

The baseline could be interpreted as an estimate of the equilibrium long-term
price (contingent upon the elasticities adopted) only under certain assumptions. First,
and most importantly, the starting point for the oil price (in 2003) would itself have to
be considered as a long-run equilibrium. The 2003 price of $27 per barrel was achieved
against the background of an already volatile oil market, so the spot price may already
have included a short-term risk premium, but it was one where supply and demand
were relatively well matched. Second, an oil market evolution based on a stable OPEC
market share would need to be seen as the most likely supply side outcome.

The equilibrium price could well differ quite substantially according to the
OPEC supply and pricing strategy adopted (Table IV.1). Keeping the elasticity of
non-OPEC supply unchanged and allowing OPEC supply to meet the additional

6. The model is designed specifically to examine the impact of aggregate demand and supply develop-
ments on the oil price and should not be confused with the IEA’s more comprehensive and disaggre-
gated World Energy Model. For further discussion see Brook et al. (2004).

7. The assumption of constant market shares is adopted as being consistent with the maintenance of the
existing diversification of supply. The long-term projections of oil demand also assume that there will
be no major changes in the structure of energy supply.
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——— Table IV.1. OPEC’s market share under different assumptions ———

OPEC OPEC Per cent change
Oil price’ supply market in
(Mbd) share (%) OPEC supply

Baseline value in 2030

$35 53.3 384

Deviations from baseline in 2030
$25 23.8 11.6 45
$30 11.9 6.1 22
$40 -11.9 -6.8 -22

a) Constant 2000 dollars.
Source: OECD calculations.

demand, OPEC’s share of the oil market would have to rise by around 6 percentage
points compared with the baseline to limit the oil price to $30 in 2030. It would have
to rise by a further 5 to 6 percentage points to achieve and maintain a price of $25.
This would take the OPEC share to around 50 per cent, which would not be unusual
historically.

The results summarised in Table IV.2 explore the sensitivity of the oil price  Price extrapolations are
extrapolations to different assumptions about GDP growth, income and price elastic- sensitive to assumptions...
ities of oil demand, and non-OPEC supply elasticities. In Part A of the table (the first
four columns), the scenarios are based on the assumption that OPEC targets a con-
stant market share (38 per cent) regardless of the price implications.

The first two scenarios suggest that oil price projections may be particularly ... about growth rates, income
sensitive to assumptions about the demand for oil. Moderate variations in global elasticities of demand...
growth (% per cent per annum stronger except in China, where the variation is
1 per cent) could push the oil price up by an additional $4.50 by 2030 (scenario
group 1), while an increase of 0.2 in the income elasticity of oil demand could lead
to an oil price some $13 higher (scenario group 2). In both cases, the magnitude of
the shock imposed is plausible; any GDP growth projections over a 25-year hori-
zon will have significant error bounds associated with them, and the range of esti-
mates for long-run elasticities of demand with respect to income is sufficiently
wide to suggest that a 0.2 percentage point change relative to the baseline assump-
tion is possible. Although the scenarios presented in Table IV.2 are for positive
shocks to growth and the income elasticity, negative shocks are equally plausible
(with the impact approximated by reversing the signs in Table IV.2). As discussed
in the annex, the model already assumes that the income elasticity of demand has
declined since the 1970s, consistent with falling oil intensity and on-going techno-
logical change. But this process could continue over the next 25 years, resulting in
even lower income elasticities.

The next two scenarios suggest that oil price projections are sensitive to ... and the price elasticities of
assumptions about the price elasticity of demand (scenario group 3) and the demand and non-OPEC supply
non-OPEC supply elasticity (scenario group 4). In the baseline scenario, the price
path is relatively flat and the effect of changed elasticity assumptions on the oil price
relatively small. In both cases the magnitude of shock assumed (0.2) seems reason-
ably significant relative to the range of estimates in the economic literature, and this
magnitude of shock affects the oil price by around $1 by 2030. However, the

© OECD 2004
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Table IV.2.

Oil price extrapolations under selected demand and supply scenarios

Deviations from baseline *

B. OPEC target price band

A. Oil price i tant 2000 dolla;
1 price i constan orars +/- 10% from baseline

(fixed OPEC market share target - 38%)

2030
OPEC OPEC
Supply Market share
2004 2010 2020 2030 (Mbd) (percentage points)

1. Higher growth
OECD (+1/2%) 0.2 0.6 1.0 14 0.6 0.0
China (+1%) 0.1 0.3 0.7 13 0.5 0.0
Rest of the world (+1/2%)” 0.2 0.5 11 19 0.8 0.0
World 0.4 15 30 4.6 4.5 15
2. Higher income elasticities
OECD (+0.2) 0.7 19 31 4.1 2.6 0.6
OECD and China (+0.2) 0.9 2.6 4.5 6.5 9.6 3.9
World (+0.2 for ROW) 14 4.6 8.7 13.2 29.0 11.7
3. Lower price elasticities of demand
OECD (+0.2) 0.0 0.0 0.2 0.4 0.2 0.0
China (+0.2) 0.0 0.0 0.0 0.1 0.0 0.0
Rest of the world (+0.2)" 0.0 0.0 0.1 0.4 0.2 0.0
World 0.0 0.0 0.5 12 0.5 0.0
4. Different non-OPEC price elasticities

of supply
Higher (+0.2) 0.0 -0.1 -0.3 -0.6 0.3 0.0
Lower (-0.2) 0.0 -0.1 0.4 0.9 -0.5 0.0
5. Higher growth and income elasticities

in non-OECD countries*
China 0.3 11 2.6 4.8 5.0 18
World excluding OECD 11 4.0 8.7 14.9 344 13.6
6. Higher growth and income elasticities

and lower price elasticities of demand’
China 0.3 11 2.8 53 6.3 25
Rest of the world” 08 3.1 7.3 132 24.9 103
World excluding OECD 12 45 10.9 20.1 389 15.1

a) Assumptionsin the left column are also shown as deviations from baseline. Since price elasticities are negative a positive change implies alower elasticity

(in absolute terms).

b) Rest of the World is defined as the total world less China and the OECD.
¢) Scenarios 5 and 6 are simulated as combinations of scenarios 1, 2 and 3 where relevant, for the country or region concerned.

Source : OECD calculations.

There is particular uncertainty
about non-OECD demand

non-OPEC supply elasticity becomes much more important in scenarios where the
price increases significantly and remains at the new level.

In terms of the global composition of oil demand, there is significant uncer-
tainty about the likely path of oil demand from non-OECD countries. The risk of
exceptionally strong demand from the non-OECD region is addressed in the final
two scenarios, which combine the high growth scenario with higher income elastici-
ties of demand in China and the rest of the world (scenario group 5), and with the
additional effect of lower long-run price elasticities (scenario group 6). These results
suggest that stronger demand and a higher income elasticity in China alone would be
sufficient to push prices up by an additional $5 per barrel by 2030, with the rest of
the world pushing prices up by a further $10. In the most extreme case, the final sce-
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nario in the table suggests that the oil price could rise by around $20 relative to the
baseline price of $35 per barrel.?

The consequences of an alternative OPEC reaction function have been investi-
gated in the last two columns of Table IV.2 (Part B). Instead of aiming at a fixed mar-
ket share, OPEC is assumed to behave in a way that mimics OPEC’s declared policy
of attempting to maintain oil prices within a band. In particular, OPEC is assumed to
adjust supply in order to prevent the price from moving by more than 10 per cent
from the baseline price. In this context, some events, such as a %2 per cent per annum
increase in OECD growth or a change to the price elasticity of demand, could be
accommodated without an increase in OPEC share. But more significant shocks such
as slower reductions in oil intensities, or combination scenarios, could require OPEC
to adjust supply substantially. In order to restrict price rises to no more than 10 per
cent, the scenarios that incorporate robust, oil intensive and price inelastic growth in
non OECD countries (scenario groups 5 and 6) would require OPEC to increase out-
put significantly. The most extreme scenario suggests that OPEC would need to
increase supply by 39 million barrels per day (relative to 51 million bpd in the base-
line). In turn this would imply that global dependence on OPEC would increase from
around 38 per cent to 53 per cent.

The OPEC reaction function — and in particular the question of whether OPEC
responds to demand shifts by allowing the price to rise or by a matching supply shift —
is obviously crucial to any long-term oil price projection. In this context, it may be
interesting to note that, comparing the revenue outcomes of the two strategies, the illus-
trative scenarios tentatively suggest that stabilising the price while expanding output
(as in scenario 6 of Part B of the simulations), might result in significantly higher reve-
nues than would accrue if OPEC’s share were fixed.? This implies that the longer term
price elasticities of non OPEC supply and of global oil demand could act as “softeners”
on cartel like behaviour. This would apply all the more if the demand elasticity is
asymmetric, as it appears to have been in the past, being higher when prices move up
than when they decline. Such a response is not built into the spreadsheet model. How-
ever, any conclusion about the relative benefits of stabilising market share or price
would seem to be heavily contingent on the choice of supply and demand elasticities,
which remains unavoidably somewhat arbitrary.'?

In the short term both the global demand and non-OPEC supply elasticities are
very low, leading to considerable price volatility, and this may depress investment in
exploration and development needed to ensure that supply is elastic in the longer
term. Higher oil prices do indeed appear to induce greater investment activity by
non-OPEC producers in identifying and developing new reserves. However, price
volatility may increase long-term price uncertainty, prompting oil companies to
require a greater rate of return on their investment. In this respect, current uncertain-
ties about oil prices may limit the hike in investment activity by non-OPEC oil pro-

8. In interpreting this result it should be kept in mind that the model does not embody the availability of
considerable backstop supplies at a particular price level.

9. 1In scenario A6 OPEC achieves a 56 per cent increase in the oil price while supply rises by 15 per
cent; in scenario B6 the oil price rises by 10 per cent while supply increases by 82 per cent. The incre-
mental revenue calculations which result from these shifts would need to be evaluated with respect to
costs and option values to determine which strategy was optimal.

10. Gately (2004), in an investigation of possible OPEC strategies, finds that a competitive market strat-
egy, which would see OPEC’s market share rising constantly over time, would be inferior for its
members to one that restricts output. An optimal OPEC strategy in one of Gately’s central scenarios
would result in an OPEC market share of 37 per cent.

OPEC has an interest in
preventing large price
movements...

... and is likely to prevent the
price rising too far...

... but short-term price
volatility and uncertainty can
depress investment

© OECD 2004
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The oil price has increased far
more than implied by
Jundamentals...

... and is driven by stronger
than anticipated demand...

... a limited ability to respond
on the supply side...

Short-term influences on oil price movements

ducers that would otherwise follow from current high prices. And one consequence
of the reduced investment over the 1990s could be limited flexibility in the supply
response to higher prices over the near-term horizon. The next section considers the
role of supply and demand shocks and associated volatility in driving the oil price
away from its trend level and how long such price spikes might last.

So far in 2004, oil prices have increased significantly more than would be
implied by longer-term fundamentals, reaching levels similar (in real terms) to those
attained in the mid-to-late 1970s following the first oil shock, while being still much
below the real oil price of the early 1980s. Spikes in oil prices are not unusual and
are, to some extent, symptomatic of a gradual upward trend in daily oil price volatil-
ity since the early 1980s. In this regard, crude oil prices have become more volatile
than the prices of other commodities since 1987, most of which have been less vola-
tile than over the 1974 to 1986 period (Table IV.3).

An important contributor to the recent spike in oil prices has been unexpectedly
strong demand for oil. The difficulties of forecasting global economic activity are
well known, and misjudgements can, at times, have an important impact on oil
prices.!! In the most recent episode, oil demand was particularly underestimated in
China, where strong demand has been related to the vigorous investment cycle over
the recent past (Table IV.4). This has been exacerbated by an inadequate electricity
distribution network, which has prompted significant investment in diesel generators.

OPEC’s excess capacity, currently estimated to be just over 1 million barrels per
day, is at its lowest level since the early 1990's, providing little cushion in the event of
unexpected oil market disruptions (Figure IV.5, panel A). This state of affairs has been

Table IV.3. Crude oil prices have become more volatile
than the price of other commodities

Standard deviation of monthly percentage changes

1974-1986 1987-2004 Difference
Agricultural raw materials 31 25 -0.6
Food and beverages 55 31 -2.3
Food 6.0 35 -25
Tropical beverages 6.1 6.5 0.4
Vegetable oil 6.8 4.8 -2.0
Minerals and metals 33 37 0.4
Gold bullion 6.0 3.7 -2.3
Crude oil 4.4 9.2 4.8

Source: Datastream.

11. For example, in 1997, the sharp and unexpected slowdown in the Asian economies coincided with an
increase in the OPEC production target, and the oil price tumbled from almost $25 to just below $10
per barrel between early 1997 and early 1999 (Adelman, 2002).
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Table IV.4. The United States and China have been major
of incremental oil demand since 1995

Share of
Oil demand (level) incremental
demand
Million barrels per day Per cent
1995 2000 2004 1995-2004
United States 18.0 20.0 205 19.9
China 33 4.6 6.3 24.3
India 17 23 25 6.5
Dynamic Asia’ 37 43 5.0 9.8
OECD (excl. US) 26.9 27.8 28.8 15.7
Rest of the world 16.2 17.3 19.1 23.7
Total 69.8 76.2 82.2 100

a) Includes Chinese Taipei; Hong-Kong, China; Indonesia; Malaysia; the Philippines; Singapore and Thailand.
Source: International Energy Agency.

largely attributed to insufficient investment in new extraction capacity over recent years
and may result from mistaken expectations together with the long gestation lags applying
to capital investment. Furthermore, restraints on foreign direct investment and on the role
of the enterprise sector in financing energy projects may be playing a role. Some of the
price volatility noted above could be associated with a lack of transparency that deprives
the market of reliable up to date information on global supply. As a result, OPEC “news”
can move oil prices sharply, exacerbating oil price volatility and contributing to greater
uncertainty about longer term price trends.

The number of days of forward cover provided by OECD industry stocks has been
on a longer-term downward trend, and though inventories have picked up in 2004, it is
not yet clear whether the increase will be sufficient to halt that trend (Figure IV.5,
panel B). Globally, by historical standards, the industry margin to meet unexpected
demand increases remains relatively low. In this context, low stocks could mean that the
market is more exposed than normal to potential disruptions and regional supply imbal-
ances, and hence to persisting volatility, which may be pushing the oil price (see
Appendix IV.2). Volatility increases the demand for stocks (by increasing the value of the
convenience yield which attaches to the physical ownership of oil), and thus pushes up
the spot price relative to the forward price. This state of strong “backwardation” has been
an unusually persistent characteristic of the oil market during the current episode, imply-
ing that the futures price has been a poor predictor of the actual future price. There may
be an element of unstable dynamics here, by which the combination of supply uncer-
tainty, high inventory demand and low stocks causes persistent price volatility.

Transportation bottlenecks for both crude and refined oil products also seem to have
put upward pressure on oil tanker rates (Figure IV.5, panel C), with likely consequences
for crude oil prices. Tight capacity is partly a result of unexpectedly high demand, and
partly due to changes in the global composition of demand and supply, with more tankers
required to meet longer supply lines. New orders of tankers are currently high, although
there is a significant time delay (three to four years) to bring new capacity into service.

Even when the global supply of oil is sufficient to meet global demand, there
are often regional mismatches between the grade of oil supplied and that demanded.
For example, recent final product price volatility and widening premia on types of

... low oil industry

inventories...

... transportation bottlenecks...

... and regional supply

imbalances

© OECD 2004
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Figure IV.5. Short-term influences on the oil price
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Source: International Energy Agency, P.F. Bassoe AS, US Securities and Exchange Commission.
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crude oil reflect tightening regulations on fuel quality and short-run constraints on
refinery capacity, especially in the United States. In particular, the available heavy,
high-sulphur oil in early 2004 was of relatively little use for gasoline production,
raising the premium on light, low-sulphur oil.

Geopolitical tensions and uncertainty stemming from acts of sabotage on oil
facilities in the Middle East and fears of disruption in other oil producing counties
have added an additional “risk premium” to the oil price, related to the possibility of
a significant disruption to supply capabilities, of a magnitude experienced in the
major oil shocks of the past.'? Given this risk, Box IV.1 examines the possible impact
of a severe supply disruption based on previous supply shocks.

One gauge of speculative pressure is the volume of oil futures and options con-
tracts traded on the New York Mercantile Exchange, where registration of all traders
with large positions allows the data to be broadly separated into commercial and

In addition, geopolitical
tensions have raised
uncertainty...

... and speculation may have
played a role

Box IV.1.

To investigate the possible consequences of a serious supply
disruption, the model was used to simulate the impact of a
severe disruption of global oil supply by 7 per cent.! In the
first simulation (the “bad case” scenario), post-crisis output is
assumed to recover linearly to baseline levels over the follow-
ing decade. In this case, using the baseline parameter assump-
tions described in the Annex, the results suggest that the oil
price would need to rise by around $20 per barrel in the first
year in order to equilibrate demand and supply. Prices would
then fall back to their baseline level relatively quickly.

In the second simulation (the “worse case” scenario) the
recovery is assumed to be slower, with production remaining at

The impact of an oil supply crisis

its initial post-disturbance level for ten years before recovering
linearly to the pre-crisis production level over the following
decade. In this case the short-term spike in prices would be the
same as in the bad case scenario. However, since production
remains permanently below baseline, the price would remain
around 20 — 25 per cent above the baseline price throughout the
projection horizon. Finally, it is worth noting that these simula-
tions capture only the increase in the price that would be
required to equilibrate demand and supply given the reduction
in supply, and as such they probably underestimate the total
short-term price shock. This is because the uncertainty and risks
that would accompany such a supply shock may also provoke a
significant increase in the risk premium.

An oil supply crisis could push prices up significantly

2000 dollar prices
70
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1. This magnitude of the disruption approximates the size of past exogenous supply shocks (see Hamilton, 2003).

would be in the absence of geopolitical tensions.

12. Estimates of the “risk premium” are typically derived from a subjective analysis of what the oil price

© OECD 2004
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Concerns have surfaced repeatedly about the possibly desta-
bilising role of speculative hedge funds, or commodity pools,
which may shift large sums of “hot money” between different
markets at the first sign of a possible higher rate of return else-
where.! In this sense, the term “speculators” usually refers to
investors who trade oil futures with a view to profiting from
the rise or fall of prices; they have no exposure to the physical
oil commodity.? In contrast, hedgers generally have sizable
spot or forward market commitments and trade futures con-
tracts in order to minimise their exposure to price fluctuations.

Although the positions held by non-commercial traders make
up only a relatively small proportion of total futures and options
contracts traded, their net positions can be very significant and
any sudden changes in these net positions could have an impor-
tant influence on prices from time to time. Thus, speculation
may exacerbate price volatility, particularly when news about
the fundamentals is itself changing rapidly. At the same time, if
speculators are successful, then the amplitude of the price cycle
may be reduced. This would be the case if speculators correctly

Box IV.2. The impact of speculation

anticipate a turning point in prices and clip the peaks and
troughs by selling or buying just prior to the turning point.

It is very difficult to judge whether speculators have any
impact on the average level of prices. There are two reasons
for this. First, it is not easy to distinguish between a situation
in which hedgers move market prices (and speculators merely
take the other side of the market) and the opposite one, where
speculators are behind price movements. Second, changes in
market fundamentals should affect both oil prices and the
desired futures positions of hedgers and speculators. Thus, any
correlation between prices and changes in speculators posi-
tions does not necessarily imply that that speculation has
caused the price movements. Most robust empirical studies
have found little evidence that speculation plays a role in price
determination in the oil futures market.3 Even if speculators
can temporarily raise prices by buying futures contracts, they
cannot unload these positions at the higher price without a
change in market fundamentals. In fact, the very action of
unwinding their large positions would cause prices to fall.

1. Dale and Zyren, 1996.
2. Ederington and Lee, 2000.
3. Weiner, 2002.

The deviation from the
“equilibrium” price could be
prolonged

Oil price shocks have become
less inflationary...

The economic effects of oil price movements

non-commercial categories. On this basis, there was a significant increase in the net
long positions of non-commercial traders in late 2003, supporting the view that there
was a pick-up in speculative activity (Figure IV.5, panel D). More recently, the extent
of speculative demand seems to have fallen back somewhat, consistent with prices
having risen and speculators taking profits. However, the net impact of speculation
on the oil price is likely to be small (Box IV.2).

The degree of persistence will most likely depend on whether fears about future oil
shortages prove to be valid. If, for example, a lasting solution were to be found for current
geopolitical concerns, it is likely that the current spot price would fall back significantly.
The speed of the price fall would depend on the gap between actual and desired invento-
ries. If, on the other hand, the current state of uncertainty turns out to be prolonged, a rela-
tively high spot price (and high volatility) may well persist. Indeed, the probability that
there is a degree of expected persistence in the current price spike is supported by the fact
that the far futures price of oil, which reflects the price for contracts six to seven years out
has also increased quite sharply. Moreover, rising oil company share prices reflect a
revaluation of their oil assets over the past few years which is consistent with an increase
in longer-term oil price projections of around $5 per barrel.

The quantitative relationship between oil prices, economic activity and inflation
is complex (Box IV.3) but seems to have weakened over time for a number of rea-
sons. First, the weight of oil and oil products in price indices has fallen. Second,
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Terms of trade effects. The first, and principal, impact of
oil price shifts on activity arises from changes in purchasing
power between oil-importing and oil-exporting nations. The
extent to which oil-importing countries will suffer a reduc-
tion in purchasing power will depend on the oil-intensity of
production and the degree to which the demand for oil is
price inelastic. The income of oil-producers would increase
correspondingly. The global demand impact would depend
on how much of the extra revenue accruing to oil exporters is
respent; typically, such revenues are not fully respent in the
short term. Terms-of-trade changes have been quite large in
the past but have generally been quite moderate in the cur-
rent episode, with some OECD economies experiencing an
improvement.

% of GDP

12
1973-74

Box IV.3. Channels of oil price effects on the economy

Terms of trade losses due to oil price increases in OECD countries

I 1979-80

since oil is an input into many goods both consumers and
producers would bear losses. To the extent that producers are
affected, profit margins and returns on capital will fall, with
effects on the allocation of capital. While capital is the most
flexible and footloose of the factors of production in the
longer run, and would move from energy-intensive areas to
areas with higher rates of return, in the short term capital in
energy-intensive sectors is relatively inflexible, which makes
it bear an income loss.

Supply-side implications: impact on output and employ-
ment, The impact on output and employment is determined
by the relative supply responses of labour and capital. To the
extent that labour market institutions inhibit the adjustment

2003-04

AUS AUT BEL CAN DNK FIN FRA DEU GRC IRL

Source: OECD Economic Outlook 76 database and International Energy Agency.

Effect on domestic prices and inflation. Inflation effects
mirror terms-of-trade changes in their impact on producer
prices. As far as headline consumer price inflation is con-
cerned, taxes on oil products help to insulate the price level
from oil price changes, fundamentally by helping to reduce oil
intensity in the longer run, but also statistically in the short
term, since the proportional impact of an oil price rise is
inversely related to the tax content of the retail price. Whether
the increase in the price level translates into a shift in core
inflation depends on the “second round” effects — i.e. whether
workers and/or enterprises are able to compensate for the
income loss through higher wages and prices — which, in turn,
depends on the monetary policy regime in place.

Domestic demand effects: who bears the income loss?
Domestically, the income loss arising from the price increase
would be borne by consumers to the extent that the demand
for oil and oil price products is inelastic in the short run. This
would be the case for final consumption products such as
gasoline. However, where oil is an input into price-elastic
final goods, the negative revenue effects would initially be
borne by producers in a competitive market, since they
would be unable to pass on the higher costs. More generally,

8

6
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of real wages to shocks — i.e. higher oil prices imply higher
input prices which reduce profitability — the deterioration in
the terms of trade following an oil shock can affect equilib-
rium employment, since it creates a wedge between
value-added and consumer prices. In general, the short-term
economic impact of an oil shock on output and employment
would be smaller, the higher the proportion of the price rise
that can be passed on to consumers and/or the more flexible
are wages if the price rise cannot be passed on.

Longer-term outcomes. The negative impact of an oil
price rise on domestic demand and income will diminish
over time as consumers and producers modify their
behaviour (the longer-run price elasticity of demand is
higher than the short-run elasticity). However, research
seems to indicate that there is an asymmetric effect, inso-
far as oil demand does not revert to its initial level as oil
prices fall. In that case, the income losses experienced by
energy importers may eventually be partly reversed.
Where fluctuations in oil prices create uncertainty, there
may be a reduction in trend investment activity, but it is
less clear that the effects on profitability or capacity utili-
sation are asymmetric.

© OECD 2004
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... and will tend to have a
smaller effect when indirect
taxes are higher

The oil price/output
relationship has weakened

many economies have raised specific taxes on gasoline, which reduces the impact of
a per-barrel rise in the oil price. Third, the wage formation process has become less
responsive to fluctuations in oil prices. Fourth, heightened competition has helped to
reduce the secondary impact on core inflation from changes in oil prices. In this con-
text, the impact of oil prices on headline inflation expectations also appears to have
become smaller over time, indicating that these tend to be formed from extrapola-
tions of core rather than headline inflation.

Taking account of the weight of oil and oil products and the impact of the tax
structure, and assessing the impact of a 10 per cent oil price hike, Table IV.5 suggests
that the mechanical impact would be greatest for the United States and least for Japan,
with the euro area impact being intermediate. The weight of transport fuel and lubri-
cants in the consumer price inflation is 4.2 per cent in the euro area, but two-thirds of
the price is made up of taxation, so the effect of a 10 per cent energy price hike is to
raise the price level by 0.14 per cent (Table IV.5). In the United States, with its lower
tax component, the mechanical impact would be a somewhat larger 0.23 per cent and
in Japan somewhat smaller. The actual effect on inflation in different regions will,
however, depend on exchange rate movements, the grade of crude oil being
imported, pricing behaviour, the price response of other energy sources to oil price
rises, and the impact of lower activity on prices.'3

Simulation results from large-scale macroeconomic models suggest that the
impact of higher oil prices on inflation and output is quite small in the short term.
Table IV.6 summarises the results from a sustained $15 increase in the price of oil
(from $32 to $47 per barrel) over the short-term, using the OECD’s INTERLINK
model.'* The effects on inflation are close to those expected from the rules of thumb
above. However, apart from the size and duration of the shock, the eventual impact

Table IV.5. The mechanical impact of a 10 per cent oil price
change on consumer price inflation

h in CPI
Weight of Share of excise . ¢ fmge in C
. inflation as a result
transport fuel and taxes in final
. . of a 10 per cent
lubricants in CPI, transport fuel e e .
er cent rice, per cent change in oil price,
P price, p percentage points
United States 31 25 0.23
Japan 18 53 0.08
Euro area 4.2 67 0.14

Source: OECD calculations.

13. Price developments during 2004 are broadly consistent with the rules of thumb, bearing in mind the
lags between oil price and consumer price movements. However, the impact on consumer prices in
Japan is more muted. This is mainly due to the different price dynamics of the main oil imported by
Japan, Dubai crude, which trades at a discount to low sulphur oils such as Brent. The spread between
Brent and Dubai widened to $14 per barrel during 2004 from an average of $2 per barrel over the pre-
vious 5 years.

14. The rise in the oil price has been chosen to represent the scale of the oil price shock embodied in the
projections in this Outlook. For these simulations, the country weights of energy in export prices have
been updated to their 2002 levels. Due to the model structure this mechanically updates the energy
content of import prices and consequently the response of domestic inflation.
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Table IV.6. Impacts of a sustained $15 increase in the price of oil

Deviation from baseline levels, per cent, unless otherwise stated

2004 2005
A. Assuming constant real interest rates
United States
GDP level -0.45 -0.55
Inflation (percentage points) 0.70 0.40
Total domestic demand -0.65 -0.75
Current account (% of GDP) -0.15 -0.15
an
GDP level -0.60 -0.60
Inflation (percentage points) 0.40 0.10
Total domestic demand -0.55 -0.50
Current account (% of GDP) -0.35 -0.45
Euro area
GDP level -0.50 -0.35
Inflation (percentage points) 0.60 0.20
Total domestic demand -0.50 -0.60
Current account (% of GDP) -0.45 -0.30
OECD
GDP level -0.45 -0.45
Inflation (percentage points) 0.65 0.25
Total domestic demand -0.50 -0.60
Current account (% of GDP) -0.10 -0.10
B. Assuming constant nominal interest rates
United States
GDP level -0.15 -0.30
Inflation (percentage points) 0.70 0.45
Total domestic demand -0.20 -0.40
Current account (% of GDP) -0.30 -0.25
Japan
GDP level -0.35 -0.35
Inflation (percentage points) 0.40 0.15
Total domestic demand -0.40 -0.40
Current account (% of GDP) -0.30 -0.40
Euro area
GDP level -0.20 -0.20
Inflation (percentage points) 0.65 0.30
Total domestic demand -0.25 -0.40
Current account (% of GDP) -0.40 -0.30
OECD
GDP level -0.20 -0.25
Inflation (percentage points) 0.65 0.35
Total domestic demand -0.20 -0.35
Current account (% of GDP) -0.15 -0.15

Source: OECD calculations (INTERLINK model simulation).

on inflation and output depends crucially on the extent to which the country/area is
an oil producer, the assumed nature of the wage price formation process, the reaction
function of the monetary authorities and the degree to which higher oil revenues are
respent by oil exporting countries: !>

— If real interest rates, measured in terms of headline inflation, were to be held
constant, as in panel A, the price shock leads to a negative impact on OECD

15. The simulations reported here assume that two-thirds of oil revenues are respent within two years,
leaving the remainder to be recycled through capital markets. Fiscal policy is assumed to be neutral,
maintaining public expenditure constant in real terms.

© OECD 2004
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Price increases may have a
larger impact than falls

Monetary policy can be
cautious in responding to oil
prices...

... fiscal policy generally
should be guided by long-term
goals...

GDP of —0.4 per cent in the first year, with a slightly larger impact in Japan
and the euro area than in the United States. The impact on output is felt
longer in the United States, partly as a result of benefiting less than others
from the respending of oil-exporting countries. The impact on headline infla-
tion is significant in the first year at 0.6 percentage point for the OECD area,
but this fades in the following year.

— The negative short-term impact on output of an oil price shock would be
reduced if nominal interest rates remain unchanged (panel B), since real
interest rates (nominal rates less headline inflation) would fall, with a slight
cost in terms of higher inflation in the subsequent year.

These impacts would tend to be amplified if supply-side channels were to be
taken into account and would not necessarily apply where the oil price were to fall.
Reduced-form econometric evidence points to more powerful links between oil
prices and economic activity and to non-linear reactions which are conditional on the
recent history of oil price shocks. Price increases appear to have a larger impact on
activity than oil price declines. The relatively high estimated impact from
reduced-form macroeconomic models may be due to the inclusion of supply-side
channels that can have slower-acting effects on potential output.

It is likely that the increasing independence of central banks and the grow-
ing adoption of price stability objectives, often based on inflation targeting, have
helped to improve the response of monetary policy, and price-setting behaviour
more generally, to oil price shocks. In particular, inflation targeting, or its
approximation in practice, has helped to anchor inflation expectations among
economic agents, preventing temporary inflationary shocks from becoming
embedded into a more generalised and enduring increase in the inflation rate.
Indeed, inflation expectations have been affected to only a small extent by the
current oil price shock. As a result, it is now generally accepted that transitory
spikes in headline inflation caused by movements in oil prices can be ignored, or
“looked through”. This is likely to remain the case, making it unnecessary for
nominal interest rates to respond to headline inflation, although monetary policy
needs to remain vigilant towards any second round inflationary effects that show
up in core inflation.

As for the role of fiscal policy vis-a-vis an oil shock, while it might be possi-
ble to smooth final prices by adjusting energy taxes, there are a number of reasons
why such a policy may be problematic. First, it is very difficult ex ante to deter-
mine whether a change in the oil price is a temporary shock or a more permanent
response to changes in market fundamentals. If it turns out to be a prolonged
shock, then lower taxes would simply impede the beneficial medium-term adjust-
ment of demand and supply to price changes, thus raising long-term oil depen-
dence. More specifically, lowering taxes might impede the effect that higher prices
have on incentives to switch to alternative energy sources and increase the effi-
ciency of the capital stock. Second, if many countries adopt such a practice, then
the “global” effect would be to reduce the price elasticity of the demand faced by
OPEC - inviting them to cut supply or raise prices further. Third, even if the
smoothing of adjustment costs (and therefore slowing adjustment) is a legitimate
policy aim, the effectiveness of tax policy as a means of smoothing oil price move-
ments may be compromised by political economy considerations, thus jeopardising
the achievement of budget goals.
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Against the background that the uncertainties associated with the oil market ... and structural policies
have probably acted to depress investment activity, greater market transparency should promote the
would seem essential for creating a better match between supply and demand. This development of markets
would allow market participants to make better informed decisions and help to damp
the effects of “news”. Better information would probably be instrumental in reducing
the convenience yield while allowing the more effective use of hedging activity to
reduce exposure to price volatility. In addition, given the apparent role of tightening
regulation in creating demand and supply mismatches, governments need to examine
whether they can remove regulatory or other obstacles to the development of new oil
resources, refining capacity, energy substitutes and energy saving technology.

© OECD 2004
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Appendix IV.1: The oil spreadsheet model

The impact on oil prices of different assumptions about economic growth or supply and demand elasticities is
assessed using a “calibrated” spreadsheet model of global oil demand and supply.'® World oil demand is comprised of
three main regions: the OECD area (which is split into the three largest economies — the United States, the euro area and
Japan — and other OECD countries); China, which is among the most dynamic and oil intensive developing economies;
and the rest of the world (ROW). On the supply side, two groups of producer countries are distinguished: OPEC and non
OPEC. Non OPEC producers are assumed to be “price takers” i.e. to produce until marginal costs equal the world price
of oil. In contrast, the OPEC cartel may adjust production to influence prices.

The only exogenous variable is real GDP in each of the main oil consumer countries or regions.

Real GDP growth in OECD countries up to 2009 is derived from the OECD’s Medium Term Baseline projections
(3.3 per cent in the United States, 1.9 per cent in the euro area and 1.3 per cent in Japan).!” From 2010 to 2030,
GDP is assumed to be driven by trend labour productivity growth, as defined at the end of the Medium Term
Baseline, and potential employment growth based on United Nations projections of population growth. Labour
force participation rates are based on those contained in earlier OECD research into long term labour supply
trends.'® This results in potential GDP growth rates slowing after 2010 to around 3 per cent in the United States,
1.4 per cent in the Euro area and 1 per cent in Japan.

China’s GDP growth, projected at 8.5 per cent in 2004, is assumed to decline progressively to 5 per cent in
2020-2030.'° In ROW, real GDP is assumed to grow at 5.4 per cent from 2004 to 2009 and at 5 per cent thereafter.?

The remaining assumptions underpinning the baseline scenario are:

The long run price and income elasticities of demand for oil were based on existing estimates,?' though adjusted
downwards somewhat to reflect the fact that these elasticities have probably fallen slightly over recent decades.
The long-run income elasticities of demand are 0.4 for the OECD, 0.7 for China and 0.6 for ROW. The long-run
price elasticities of demand are —0.6 for the OECD and —0.2 for both China and ROW.

The price elasticities of non-OPEC supply are assumed to be 0.04 in the short run and 0.35 in the long run. The
OPEC share of supply remains constant at its 2003 level of 38.4 per cent. This implies that both OPEC and
non-OPEC supply are growing at the same rate as oil demand.

In calibrating the model, it is has been assumed that the structural adjustment of demand and supply to prices
takes place over ten years. In addition, in line with existing estimates,?? short run price elasticities are assumed to
be very low (-0.02 for the United States and Japan, -0.04 for the Euro area and —0.01 for China and ROW).

Oil demand is estimated to rise from 79.4 million barrels a day in 2003 to 134 million in 2030.

16. For a fuller exposition, see Brook et al. (2004).

17. See OECD (2004).

18. Burniaux, Duval and Jaumotte (2003).

19. Using purchasing power parity estimates, GDP per capita in China is estimated in 2003 at around 13 per cent of that of the United States. According
to the projections embodied in the baseline scenario and to United Nations population projections, this figure would rise to 27 per cent in 2030.

20. Based on data in International Monetary Fund (2004).

21. Gately and Huntington (2002).

22. See for example Gately (2004).



Oil price developments: drivers, economic consequences and policy responses - 139

Appendix IV.2: Price volatility, inventories and the oil price

Volatility affects the level of oil prices and inventories in two main ways. First, when the market is volatile, refiners
and consumers will usually have a higher desired level of inventories, which, ceteris paribus, raises prices in the short
run. Second, volatility per se raises the value of the call option held by oil producers of being able to extract oil from the
ground. This increases the opportunity cost of current production and can result in decreased oil supply, unless the spot
price increases sufficiently relatively to the futures price to make continuing production and running down inventories
worthwhile. Higher demand for inventories and reduced supply will thus push prices up. Although the impact of the first
channel will be temporary, as inventories adjust to their new higher level, the higher price that results from the second
channel will persist as long as the higher level of volatility persists.

Compared with other markets for traded assets (such as bonds), the oil market is distinguished by the existence of a
“convenience yield”, which refers to the services that accrue to the owner of the physical stock of oil, but not to the owner
of a contract for future delivery of the oil. Intuitively the convenience yield can be thought of as the premium that purchas-
ers of the physical commodity are prepared to pay to avoid counterparty risk. The size of this convenience yield determines
whether the futures price is greater or smaller than the spot price.”> When the convenience yield is sufficiently high that the
spot price exceeds the futures price, the market is described as being in strong backwardation. While some degree of back-
wardation of normal, a very strong degree of backwardation may be encountered when price volatility is high.2* The futures
market is said to be in contango when the spot price is lower than the futures price. For an extractive resource commodity
like crude oil, the futures market would be expected to normally exhibit weak or strong backwardation most of the time, in
order to provide producers with an incentive to extract now, rather than to wait.

However, the recent period has been one of strong backwardation, which has persisted for longer than earlier episodes
in 1990 and 1996. Under normal circumstances, such strong backwardation would provide important incentives for refiner-
ies and consumers to run down their inventory levels, since it would suggest that the future spot price of oil should be lower
than the current spot price. However, when the risk premium is large and volatility persistent futures prices often provide
poor forecasts of subsequent spot prices, as in present circumstances. Market participants may not interpret strong backwar-
dation in the six-month futures price as a sign that the spot price of oil will necessarily fall. In conjunction with geopolitical
uncertainties and capacity constraints, low stocks and the price volatility noted above could imply only a partial and slow
return to long-term equilibrium prices. This may be accompanied by unstable dynamics, which exacerbate fluctuations, as
when a high spot price leads to strong backwardation and a run-down in inventories, such as has been seen recently. If
lower inventories were interpreted as a signal of excess demand, this could cause spot prices to rise, exacerbating the strong
backwardation and further discouraging inventory accumulation. Hence, spot and short-term futures prices can rise very
dramatically when supply disruptions occur and inventories are low.

23. The spread between the spot and futures price gives an approximation of the convenience yield, though for an accurate representation this should
be adjusted to take into account the risk free rate and the costs of oil storage.

24. Pindick (2001).

25. See Farrel et al. (2001).

© OECD 2004
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V. SAVING BEHAVIOUR
AND THE EFFECTIVENESS OF FISCAL POLICY

Introduction

Fiscal policy has been used as an antidote to weak activity during the most
recent downturn and fiscal consolidation has been delayed in some countries because
of its perceived costs in terms of lower activity. However, the impact of fiscal policy
on aggregate demand depends on the responses of private saving to changes in fiscal
stance. In certain circumstances budget deficit shifts can be offset by simultaneous
compensating changes in private saving. This chapter examines the possible extent
of such offsets, focusing on the case where co-movements in private and public sav-
ing may be related to uncertainties about how long a budget deficit can be sustained
and the consequent need to provide against future tax “surprises”.! Even though con-
scious “tax discounting” may be rare, experience in many OECD economies sug-
gests that fiscal adjustments made for stabilisation purposes can often be associated
with inverse movements in private saving. Depending on their extent, such responses
raise important issues for policy-makers.

Identifying the direct offsetting effects of budget deficits on saving is not easy
because fiscal actions can be offset by private saving responses through a variety of
channels besides tax discounting. The most direct, incorporated into most conven-
tional aggregate demand models, may arise because a fiscal stimulus boosts dispos-
able income and the propensity to consume out of an extra dollar of income is
generally significantly less than one in the long term. More indirectly, private saving
may rise because higher budget deficits drive up interest rate, which may cause
financial “crowding out”. In some countries, this effect would be accompanied by
the negative effects on asset prices (“wealth effects”) accompanying the accumula-
tion of government debt. Because of these other channels of influence, as well as the
links running from private to public saving, simple correlations between public and
private saving cannot be used as evidence of direct expectations-generated private/
public saving offsets.

The approach used here is to estimate the direct effects of budget deficits on saving
from pooled cross-country and time-series data, controlling for income, interest-rate and
wealth factors. This allows the identification of OECD-wide behaviour patterns.
However, the analysis also investigates whether there are country-specific differences in
the behaviour of private agents to changes in the budget and whether the composition of
the fiscal action — revenue, current spending or public investment — affects the private
saving offset.

1. For a full discussion of the methodology and results see de Mello et al. (2004).

Private saving behaviour has
important consequences for the
effectiveness of fiscal policy...

... and this may be through
various channels...

... depending on
country-specific factors and
fiscal composition

© OECD 2004
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Figure V.1. Private and public saving: deviations from averages
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The main findings are as follows:

— The evidence of partial, yet substantial, direct offsetting movements in pri- There appears to be a direct
vate saving is strong. The aggregate initial offset is about half in the short private saving offset...
term after allowing for income, interest rate and wealth effects (which have
an important impact on saving), rising to around 70 per cent in the long term.

— Private saving appears to respond in relatively equal proportion to changes in ... which applies to revenue
current revenue and expenditure in the longer run, although the short-run sav- and current spending...
ing offset is greater for changes in revenue.

— Public investment does not elicit an offsetting saving response, consistent ... but public investment does
with such investment — where properly defined in the public accounts —yield- not elicit a saving response
ing either a financial rate of return or a social return, accruing to future
tax-payers.

— The private saving response to deficits appears, exceptionally, to be positive  The United States may be an
in the United States over the longer term. Otherwise, there is no evidence of exception
differential country behaviour.

Co-movements in private and public saving

OECD countries have experienced considerable swings in private and public Co-movements in private and

saving over time (Figure V.1). However, establishing the direction of causality is public saving tend to be
complicated by a number of conceptual issues, in particular those related to measure-  strong...
ment problems and the need to account for automatic stabilisers (see Box V.1).
Because of these complications, raw correlations between public and private saving
should not necessarily be taken to indicate the extent to which there is an behavioural
relationship through which private saving offsets shifts in public saving. With this
proviso, across regions, changes in fiscal stance have often coincided with opposite
co-movements in private saving, thus smoothing fluctuations in national saving. This
is confirmed by a correlation between changes in private saving and the cyclically-
adjusted budget balance which is around —0.5 for OECD countries on average
(Figure V.2). A closer look at the 1990s reveals that the countries included in the
sample (excluding Japan) experienced a significant improvement in the cyclically-
adjusted government balance, with movements in private saving going in the oppo-
site direction (France, Norway and Sweden being exceptions). However, the magni-
tude of the co-movements differed considerably (Figure V.3).

The above developments have also coincided with a number of secular influ- ... but are not necessarily

ences which could have served to disguise any causal relationship between private causally-related

and public saving or throw up a spuriously inverse one. Capital market liberalisation

would have been an exogenous factor pushing down private saving, while lower

inflation has reduced government dissaving. If budget deficits are adjusted for the

effect of inflation on debt and debt service payments (i.e. if the inflation tax, measur-

ing the erosion caused by inflation of the real value of government debt, is included

as a government receipt), the improvement in budget balances in recent decades is, in

some cases, significantly reduced (Figure V.4).

© OECD 2004
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The definition and measurement of saving matters

The measurement of private and public saving is
fraught with conceptual problems. The treatment of capi-
tal gains, inflation, the aggregation of household and cor-
porate saving, and the classification of capital and current
spending all affect the relationship between public and
private saving:

— Realised capital gains are not included in personal
income in the National Accounts. But taxes paid on
them are recorded as negative personal income and
included in government revenue, thus potentially
inducing a spurious negative correlation between
public and private saving.

— Inflation raises nominal interest payments and
receipts, which are recorded in the National
Accounts, while eroding the real value of debt and
transferring wealth from creditors to debtors, which
is not. The budget deficit will thus be overstated and
private saving overstated by ignoring the wealth
effects of this “inflation tax”.

— The boundary between personal and corporate sav-
ing is somewhat arbitrary.! Aggregating the house-
hold and corporate sectors is therefore not without
problems. Corporate saving is typically much higher
than household saving, and saving motives tend to
differ between households and corporations.? This
may, in particular, be the case for public and foreign-
controlled enterprises, which play a non-negligible
role in some countries.

— The distinction between current and capital outlays in
the National Accounts is not always relevant from an
economic point of view.> Some public sector projects
may have a negative present value and still be treated

—_

. See Gale and Sabelhaus (1999), for further discussion.

Box V.1. Conceptual issues

as investment, while public consumption and capital
expenditure are often complementary (e.g. building
hospitals and paying for health professionals), mak-
ing the distinction less relevant from the viewpoint of
tax-payers. Reclassifying households’ purchases of
durable goods and spending on human capital and
Research & Development (R&D) as investment
would raise saving rates and affect saving patterns, as
purchases of durable goods (and to some extent
R&D) in particular fluctuate significantly over the
business cycle.

The cyclically-adjusted budget balance is the most
relevant indicator

In addition there is the problem of which budget-
balance concept is most appropriate for tracking private
sector responses. To the extent that the actual budget bal-
ance incorporates the effects of automatic stabilisers, cau-
sality will run from shifts in private saving to government
saving, creating endogeneity biases. Moreover, forward-
looking, rational individuals should not react to changes
in fiscal stance stemming from automatic stabilisers, as
these should reflect tax smoothing and not changes in the
total tax take (and hence debt accumulation) over the
cycle. The structural, or cyclically-adjusted, budget bal-
ance may thus be more relevant than the actual one for
determining private sector expectations.* It is the concept
used here. However, the estimates of the private saving
offset presented below do not change significantly in
magnitude when the budget balance itself is used. Nor
does the offset coefficient vary significantly in magnitude
when the fiscal stance is measured by the primary budget
balance (adjusted for the cycle).

2. In the United States, for example, corporate saving has accounted for around 80 per cent of private saving since 1995.

3. Spending on human capital (e.g. education and health care) or on research and development (R&D), for example, is recorded as consump-
tion, although rates of return may be comparable to those of investment in physical capital.

4. Furthermore, large one-off items (e.g. revenues from sale of licences for third-generation mobile phones, UMTS) -- which are taken into
account by the OECD when calculating fiscal aggregates on a cyclically-adjusted basis — may imply significant disguised shifts in fiscal
aggregates from year to year, exaggerating changes in future tax obligations.
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Figure V.2. Private and public saving: raw correlations'
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1. Correlation between changes in private saving and in the cyclically-adjusted budget balance between 1970-2003 (data range varies according to data availability).
Source: OECD Economic Outlook 76 database.

Figure V.3. Change in private and public saving
Per cent of GDP
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Note: For each country, the period of analysis (in parentheses) was selected on the basis of the most recent episode of fiscal
expansion (consolidation), defined as the years over which changes in the cyclically-adjusted budget balance trended
down (up).

1. In the case of Norway, France and Sweden changes in private saving were positive over the selected period (4.6, 0.9
and 0.7 respectively) and therefore do not show on this chart.

Source: OECD Economic Outlook 76 database.
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Figure V.4. Public saving: inflation adjustment
Per cent of potential GDP

—— Cyclically-adjusted general government net lending ~ «eeees Cyclically-adjusted general government net lending corrected for inflation!
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1. The adjusted fiscal balance-to-GDP ratio is equal to the raw ratio plus the percentage change of a 3-year moving average of inflation (based on GDP deflator) times net
public debt in the previous year.

2. France, Germany and Italy.

Source: OECD Economic Outlook 76 database.
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Episodes of sharp swings in fiscal stance

A number of case studies can be used to illustrate how compensating shifts in  Fiscal corrections can be
private saving can make fiscal contractions expansionary or fiscal expansions con- expansionary and vice versa...
tractionary. In particular, when fiscal policy becomes unsustainable, leading to accel-
erating inflation and rising interest rates, a fiscal correction, based on either higher
taxes or lower government spending, can have a positive, stabilising effect.? This
type of movement appears not to occur in a linear fashion but to be associated with
“trigger points”, linked to large and unsustainable fiscal imbalances.?

Two cases of expansionary fiscal consolidation relate to Denmark and Ireland in ... as evidenced by a number of
the 1980s. The Danish fiscal stabilisation of 1983-86 was achieved by retrenching extreme episodes...
real government consumption, cutting back public investment and raising taxes. The
reduction in the deficit was accompanied by a boom in private consumption and
investment. In Ireland, the post-1987 stabilisation programme — accomplished by
slashing government consumption and investment — was the trigger for higher
growth. Conversely, the massive increase in the budget deficit in Sweden in the early
1990s was offset by rising private saving, in part due to the negative wealth effects
associated with the concomitant fall in housing prices. A common characteristic of
these episodes is the presence of strong exogenous wealth effects, but it is likely that
direct fiscally-induced effects, related to perceptions about fiscal sustainability, were
also present.

There is also evidence of strongly offsetting movements in private and public ... but also when policies are
saving in less extreme cases, when fiscal policies are not deemed unsustainable, not perceived as unsustainable
although again separating pure fiscal responses from other wealth factors is very dif-
ficult. The United States experience during the 1990s provides an example of a fiscal
consolidation — based on public spending restraint and revenue windfalls on realised
capital gains — associated with a significant decline in private saving. However,
while fiscal consolidation provided some of the room for productive investment
associated with the asset-price boom, other (“new economy”) factors were probably
more important. Similarly, the fiscal expansion in Japan over the same period, which
was predominantly expenditure-based, saw the private saving ratio rise substantially.

But again, the substantial negative wealth effects which occurred were more closely
related to exogenous factors, in the form of the decline in equity and land prices, than
to fiscal easing.

Two inferences may be drawn from these episodes. On the one hand, exogenous  Wealth effects play an
wealth effects may obscure the presence of budget effects on saving behaviour. On  important role
the other hand, budget deficit shifts may themselves elicit wealth responses, and
associated private saving developments, which are difficult to distinguish from pure
tax discounting. Such wealth responses seem to depend on the nature and composi-
tion of changes in fiscal stance and the policy actions with which they are packaged.

2. The European Commission (2003) provides a comprehensive study of the effects of past fiscal adjust-
ments in the European Union, as well as a survey of existing studies. Among the episodes of fiscal
consolidation identified, this study concludes that around half of them have been expansionary.

3. The traditional channel for these non-Keynesian effects is private consumption (Giavazzi and Pagano,
1996, Giavazzi et al., 2000). But non-linear effects may also take place through private investment, as
discussed by Alesina et al. (2002).
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The private saving offset can be
measured more formally

An error-correction procedure
is used

Private saving offsets: the empirical evidence

In particular, from case-study evidence, consolidation based on spending cuts may
generate greater private saving offsets than when based on tax increases because the
resulting wealth and crowding-in effects are stronger.* Correspondingly, expansions
(whether tax or spending induced) may have negative wealth and confidence effects,
depending on the initial fiscal and economic conditions.

The conditions for strict debt neutrality (which is also known as Ricardian
equivalence), where movements in private saving fully offset changes in public sav-
ing, are difficult to meet (see Box V.2). However, a test of the existence, and extent,
of private saving offsets in response to movements in public saving can be carried
out using panel data analysis. Being based on pooled cross-country and time-series
data, the objective of the empirical analysis is, at this stage, to highlight OECD-wide
trends. The dataset covers 16 OECD countries spanning the period 1970-2002.

There are several options for estimating the relationship between private and
public saving. The specification preferred here is a reduced-form error-correction
one, in which private saving is regressed on public saving and short- and long-term
dynamics are modeled explicitly.® The saving equation can be estimated as follows:

priv. __ pub
S =a,+a,S;)" +a,X, +e, (1)

ASI™ = By + BASST + Bre, s + BAS]” + BAX, +v,s

o=

with 3, <0 2

Where S and Sl.f“b denote, respectively, the private and the public saving ratios
in country i at time #, X, is a vector of control variables, e and v are disturbance
terms, and A is the first-difference operator.

Equations (1) and (2) can be estimated jointly by solving Equation (1) for
e;,, and substituting for it into Equation (2), which allows for the inclusion in the
estimating equation of the right-hand-side variables in first-differences and in lagged
levels, such that:

ASiva = (ﬁo - ﬁzao) + ﬁlAS'pm + ﬂzS'MV + ﬁsASif”b - ﬁzals'p“b + ﬁ4AX
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4. Zaghini (1999) suggests that shifting the composition of retrenchment toward expenditure cuts increases the
probability of success. Alesina and Perotti (1995), McDermott and Wescott (1996), Alesina and Ardagna
(1998), Alesina et al. (1998) report similar findings. Giavazzi et al. (2000) suggest that offsetting saving
responses are stronger during large fiscal contractions, but particularly when based on tax measures. Wealth
effects are strengthened if interest rates come down as a result of the fiscal consolidation, to the extent that
corrective measures, if credible, contribute to reducing risk premia (Blanchard, 1990, and Zaghini, 1999).

5. A more conventional approach is to estimate the reduced-form saving equation in a partial equilib-
rium set-up, in which the lagged dependent variable is included in the set of regressors primarily to
deal with inertia in saving behaviour. However, the error-correction specification is preferred because
the partial-equilibrium set-up only allows for very simple dynamics, making the estimation of long-
term private saving offsets often unrealistically high.



The existence of Ricardian equivalence has been much
debated...

According to the life cycle/permanent income hypothesis,
households make spending decisions based on lifetime wealth,
which incorporates expectations about future income, rather
than on current disposable income. Linked expressly to fiscal
policy and the issuance of government debt to finance public
consumption, together with an infinite planning horizon based
on the bequest motive, this leads to the concept of debt neutrality
(Ricardian equivalence). Forward-looking private agents will,
under certain conditions, fully internalise the fact that, to sat-
isfy the government’s intertemporal budget constraint, public
borrowing implies higher future debt service and, hence,
deferred taxation (tax discounting). In this case, the impact of
fiscal policy is summarised by the path of expenditures, while
the timing of taxes — as implied by budget deficits — has no
effect on the economy.!

The existence of Ricardian equivalence has been much
debated theoretically and the hypothesis is much tested in
empirical work.? There are strong theoretical objections to
the existence of completely offsetting movements in private
saving in response to changes in the timing of taxes, focused
on the relatively strict conditions underlying the model.
These include the requirement of a perfect credit market,
non-distortionary taxes, and certainty about future taxes,
income, and other variables. Also, current consumption deci-
sions need to be based on infinite planning horizons, with

Box V.2. Private saving responses to budget deficits
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positive transfers to future generations based on altruism.
These assumptions would not be expected to hold in general.
Nonetheless, significant, yet partial, offsetting effects may
exist and the practical relevance of Ricardian equivalence
becomes an empirical issue.

... and institutional factors may be important

Empirical validation of debt neutrality is constrained by the
difficulties of testing the validity of the different postulates on
which the theoretical model rests and of disentangling all the
channels through which offsetting movements in private and
public saving may take place. As noted in Box V.1, there are
particular difficulties of endogeneity bias and spurious correla-
tion which need to be taken into account in the definition of
saving. Moreover, individuals should in principle react to news
about current and future fiscal developments, but constructing
an accurate forward-looking budget indicator is difficult.’ In
practice, implementation of political plans is often surrounded
by significant uncertainty and may fail to be credible. Where
fiscal consolidation programmes have enjoyed strong political
commitment (as in many European Union countries in the run-
up to European Monetary Union), the conditions for private
saving to respond in anticipation are more likely to obtain.
Systems relying on multi-year budgeting, may similarly
anchor private expectations. Differences in the extent of pri-
vate saving offset (identified below) may thus be ascribed to
institutional factors surrounding the budget.

1. The postulate that the timing of taxes has no real effects on the economy is in particular linked to a seminal paper by Barro (1974). See also

Barro (1989).

2. For recent surveys see, for example, Seater (1985, 1993), Elmendorf and Mankiw (1999), Hemming et al. (2002), and Ricciuti (2003).
3. One possibility could be to rely on information from consumer confidence indicators, and in particular the sub-index on households’ expec-

tations of future developments in government finances.

The main empirical findings presented in Table V.1 control for other main deter-

The private saving offset is

minants of private saving (see Appendix for fuller discussion).® The private saving off-
set is estimated at about one-half in the short term, while the corresponding long-term
offset is estimated at about 70 per cent.” The magnitudes of these estimated offsets sug-
gest that, in response to a fiscal tightening of approximately 5 per cent of GDP
— comparable to that of the OECD area as a whole in the previous upturn, between
1993-2000 — private saving would be expected to fall by about 3% per cent of GDP

estimated at about one-half
in the short term...

6. The control variables affect the private saving dynamics as follows: i) fluctuations in the terms of trade are
positively associated with private saving in the short term (an improvement increasing saving); ii) broad
money affects private saving negatively in the short term (increased liquidity reducing saving); and iii) the
old-age dependency ratio and the equity market index affect private saving negatively in the long term. The
proxies for wealth effects appear to have a statistically significant effect on private saving, with an increase
in housing and equity prices acting to reduce private saving in both the short and long terms.

7. The long-term private saving offset can be calculated by dividing the estimated coefficient on S,f’,”,b,
by minus the estimated coefficient on S/, .
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... abstracting from wealth

effects

Table V.1. Response of private saving to fiscal stance

Dep. Var.: Private saving (in per cent of GDP, National Accounts definition): “

Estimated coefficients

Private saving
Lagged first difference 0.11 **
(0.047)
Lagged level -0.27 ***
(0.034)
Public saving (net lending”)
First difference -0.51 ***
(0.048)
Lagged level -0.19 ***
(0.034)
Controls
Broad money (first difference) -0.10 ***
(0.271)
Changein terms of trade (first difference) 0.04 ***
(0.012)
Old-age dependency ratio (lagged level) -0.28 ***
(0.057)
Per capita GDP growth (first difference) 0.32
(0.027)
Housing priceindex (first difference) -0.02 ***
(0.008)
Housing price index (lagged level) -0.02 ***
(0.004)
Equity market index (lagged level) -0.01 ***
(0.001)
Memorandum items:
Implied long-term offset -0.70
No. of observations 275
No. of cross-sectional units 16
Second-order autocorrelation (p -value) 0.40

a) All models are estimated using the Arellano-Bond difference-GMM estimator and include a common
intercept (not reported). Standard errors are reported in parentheses. Statistical significance at the 1,
5, and 10 per cent levelsis denoted by respectively (***), (**), and (*). The null hypothesis of the
Sargan tests for overidentifying restrictions is not rejected at classical levels of significance.

b) Net lending is cyclically adjusted.

Source: OECD Economic Outlook 74 database.

over the period. The effect on national saving of a fiscal easing of this magnitude, all
else unchanged, is therefore of a rise of about 1% per cent of GDP.

As noted, these estimates of the direct effects of budget deficits on saving
abstract from the wealth effects of budget deficits on saving which may themselves
be significant. Normally, declining deficits would be expected to have positive
wealth effects. In the late 1990s, falling budget deficits were associated with a
decline in private saving rates, related to increasing household net worth
(Figure V.5). However, examples of higher budget deficits coinciding with growing
private sector net worth can also be found, as in the United States during the 1980s.8

8. In this particular case, the tax reforms with which the deficit was associated may have been instru-
mental in generating positive wealth effects. See International Monetary Fund (2003), for further dis-
cussion and empirical evidence for the United States.
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Figure V.5. Public debt and net financing wealth in selected OECD countries
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Source: OECD Economic Outlook 76 database.
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The United States seems to be
an exception

Table V.2. Response of private saving to fiscal stance:
selected countries

Dep. Var.: Private saving (in per cent of GDP, National Accounts definition): *

Net lending times

Private saving Net lending country dummy
Lagged first

Lagged level difference Lagged level Lagged level
Canada -0.27 *** -0.51 *** -0.21 *** 0.10
France -0.27 *** -0.51 *** -0.19 *** 0.07
Germany -0.27 *** -0.51 *** -0.19 *** 0.00
Italy -0.27 *** -0.51 *** -0.19 *** 0.04
Japan -0.27 *** -0.51 *** -0.19 *** -0.03
United Kingdom -0.27 *** -0.51 *** -0.18 *** -0.17
United States -0.29 *** -0.51 *** -0.22 *** 0.44 ***

a) All models are estimated using the Arellano-Bond difference-GMM estimator and include a common
intercept and the full set of controls (not reported). (***) denotes statistical significance at the 1 per cent
level. The null hypothesis of the Sargan tests for overidentifying restrictions is never rejected at classical
levels of significance. There is no evidence of second-order serial correlation in al models.

Source: OECD Economic Outlook 74 database.

To test whether the degree of offset varies from country to country the cycli-
cally-adjusted budget balance (measuring public saving) was interacted with a
dummy variable taking value “1” for selected countries and “0” for all other coun-
tries in the panel. Based on this methodology, the private saving response appears to
be positive in the United States over the longer term (Table V.2).° This finding should
be interpreted with caution,'® but could reflect either a greater confidence that defi-
cits will not ultimately be reflected in higher taxes or an association between higher
deficits and positive wealth effects not identified in the controls. Applying the same
procedure to other major OECD countries indicates rather consistent behaviour,
although differences in the level of public debt might be expected to affect the offset.

The role of composition effects:
revenues vs. expenditures

Composition effects

The analysis can be extended to decompose public saving into its revenue and
expenditure components. Based on the findings reported in Table V.3, the OECD
experience suggests that, in general, private saving rises only slightly less in
response to current expenditure hikes (for a given level of revenue) than to shifts in
taxation (for a given level of spending). Specifically, private saving is estimated to
rise by about 0.8 per cent of GDP in the long term in response to a tax cut of 1 per

9. Based on the parameters reported in Table V.2, the long-term private saving offset is estimated at
about three-quarters in the United States (—(—0.22 + 0.44)/-0.29).

10. It may still be the case that a strong complementarity between public and private consumption is over-
riding a truly Ricardian behaviour in reaction to tax changes. But this would be an original and sur-
prising configuration.



Table V.3.
composition effects
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Response of private saving to fiscal stance:

Dep. Var.: Private saving (in per cent of GDP, National Accounts definition): *

Estimated coefficients

Private saving
Lagged first difference 0.11 **
(0.048)
Lagged level -0.26 ***
(0.034)
Current revenue
Lagged first difference -0.81 ***
(0.077)
Lagged level -0.21 ***
(0.058)
Current spending
Lagged first difference 0.37 ***
(0.077)
Lagged level 0.18 ***
(0.041)
Public investment
Lagged first difference -0.10
(0.261)
Lagged level 0.10
(0.166)
Public investment * high debt
Memorandum item:
Implied long-term offset
Current revenue -0.81
Current spending 0.69
No. of observations 256
No. of cross-sectional units 16
Second-order autocorrelation (p -value) 0.41

a, All models are estimated using the Arellano-Bond difference-GMM estimator and include a common
intercept and the full set of controls (not reported). Standard errors are reported in parentheses.
Statistical significance at the 1, 5, and 10 per cent levels is denoted by respectively (***), (**), and
(*). Current revenue and expenditure are cyclically adjusted. The null hypothesis of the Sargan tests

for overidentifying restrictions is not rejected at classical levels of significance.
Source: OECD Economic Outlook 74 database.

cent of GDP, keeping expenditure unchanged, and by about 0.7 per cent in response
to an increase in current spending of the same magnitude, keeping the tax take con-
stant. The short-run response of private saving to taxation is, however, significantly
stronger than that to current spending. The results do not point to observable offset-
ting saving effects with respect to public investment, in line with the arguments

advanced above, unless the debt-to-GDP ratio is relatively high.
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Appendix: Estimating the private saving offset

Equation (3) in the main text allows for the direct estimation of the private saving offset.!! The set of control vari-
ables, discussed in greater detail in Box V.3, is standard in empirical literature,'? and includes the old-age dependency
ratio, the real interest rate, consumer price inflation, changes in the terms of trade, the ratio of broad money (M2) to
GDP, and the growth rate of per capita GDP.

Several estimators have been used to estimate reduced-form equations such as Equation (3), including the pooled
mean group (PMG) estimator, which allows for cross-country heterogeneity in the coefficients, and a variety of GMM
estimators, which deal with persistence in saving dynamics and joint endogeneity among the regressors. Although
appealing, the possibility of slope heterogeneity may be exaggerated in the case of public saving, the main parameter of
interest in this analysis.'?

Table V.1 (main text) reports the results of the estimation of Equation (3) for a panel of at most 16 OECD countries
spanning the period 1970-2002. The data set includes Australia, Austria, Belgium, Canada, Denmark, Finland, France,
Germany, Greece, Iceland, Ireland, Itlay, Japan, Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, United
Kingdom and United States. Country selection was contingent on data availability. The main source of data is the OECD
Economic Outlook 74 database. The regressions are estimated using the Arellano-Bond (1991) difference-GMM estima-
tor to take account of inertia in saving behaviour and the joint endogeneity of the explanatory variables.'# The preferred
specification includes proxies for wealth effects (equity market and housing price indices), in addition to the conven-
tional controls.'> The baseline estimates of a private saving offset of about 50 per cent in the short term and 70 per cent
in the long term are discussed in the main text.'® When the conventional controls are included, the Sargan test of overi-
dentifying restrictions does not reject the orthogonality of the instruments and the error terms, thus underscoring the
appropriateness of the model specifications. The tests of first- and second-order serial correlation of the first-differenced
error terms also confirm the adequacy of the lags of the explanatory variables used as instruments in the models
reported.

11. The advantage of using a reduced-form saving equation in the empirical analysis is that it allows for the estimation of the private saving offset with a
large set of control variables. Structural models, on the other hand, have the advantage oftesting more directly the different premises on which differ-
ent theoretical models rest, based on first-order conditions, but do not allow for the inclusion of a large number of controls. The advantages and short-
comings of different estimation strategies are discussed in greater detail in, for example, Haque ez al. (1999), Elmendorf and Mankiw (1999), and
Ricciuti (2003).

12. Empirical studies have also focused on the association between public saving and private consumption, such as Giavazzi and Pagano (1996), on
the one hand, and national saving, as in Giavazzi et al. (2000), on the other. Previous empirical studies focusing on private, rather than national,
saving as a left hand-side variable in a reduced-form saving equation include Loayza et al. (2000), and de Serres and Pelgrin (2003). Exclusive
focus on household, rather than private or national, saving, such as Callen and Thimann (1997), is relatively uncommon in empirical literature.

13. Evidence reported using the pooled mean group estimator does not suggest that the response of private saving to public saving differs significantly
across countries (Haque et al., 1999; de Serres and Pelgrin, 2003).

14. First-step estimates are reported throughout. A variety of unit root and cointegration tests were carried out for the individual time series and the
panel as a whole, suggesting that the variables of interest are non-stationary. Cointegration tests were also carried out, suggesting that there is a
stable long-term relationship between private and public saving. This error-correction specification is also used by Cotis et al. (2004).

15. An alternative to the use of proxies for wealth effects is to use direct measures of net household financial wealth, but data are only available for a
small sub-sample of countries, as depicted in Figure V.5 (Canada, France, Japan, Italy, United Kingdom, and United States).

16. The estimated private saving offset is greater in magnitude in the short-term than that reported by Loayza et al. (2000) for OECD countries (about
0.1), using a comparable GMM estimator, but lower than those reported by Haque et al. (1999) and De Serres and Pelgrin (2003) using error-cor-
rection mean group estimators (about 0.9 and 0.7, respectively); by Masson et al. (1998), using a static fixed-effects estimator (about 0.8), and by
Edwards (1996), for both industrial and developing countries using an instrumental variables estimator (about 0.6).



Box V.3.

The set of control variables includes conventional determi-
nants of private saving, such as the old-age dependency ratio,
the real interest rate, inflation, proxies for financial deepening
(e.g. credit-to-GDP ratio, M2-to GDP ratio, interest rate
spread, etc.), changes in the terms of trade and the per capita
GDP growth rate. These controls have been used extensively
in the empirical literature based on reduced-form equations,
including Haque et al. (1999); Masson et al. (1998); Loayza
et al. (2000), and de Serres and Pelgrin (2003).

The old-age dependency ratio is expected in principle to be
negatively correlated with private saving through life-cycle
effects, although when aggregate, rather than household-level,
saving ratios are used, the correlation may be affected by
interactions between generations, such as bequests to younger
cohorts, which may reduce aggregate saving even though
older cohorts may not dissave. The effects of inflation and the
real interest rate are ambiguous, since they depend on the
extent of credit constraints and on the relative magnitude of
income and substitution effects.! Higher, and/or accelerating,
inflation erodes the real value of debt and raises private sav-
ing, but also discourages holdings of assets that are not infla-
tion-indexed, which may make it difficult to identify a direct
link between the level of government debt and private saving.
The effect of financial liberalisation, as measured by M2, on
private saving may be positive to the extent that it measures
greater access to credit and liquidity, although the removal of
bank portfolio allocation constraints, which often accompanies
financial liberalisation, may result in higher real interest rates,
which encourages saving.?

Other control variables can also be considered, based on
recent empirical literature. In principle, household wealth is

Private saving equations: conventional control variables
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expected to affect consumption/saving decisions based on
permanent income considerations. Data are not readily avail-
able for most countries, but both the housing price and
equity market index are used here. The extent and coverage
of government-run social security, to the extent that it
crowds out privately-run alternatives, which are more likely
to encourage private thrift, might also be considered, but
data limitations are often difficult to overcome. Income dis-
tribution can also be considered as an additional explanatory
variable, on the grounds that it allows for greater consumer
heterogeneity. To the extent that the distributions of income
and wealth differ significantly, poorer individuals are less
able to smooth consumption over their lifetime, whereas
wealthier individuals smooth consumption not only through-
out their own life but also across generations via bequests.’
In the same vein, precautionary motives are important deter-
minants of saving but quantifiable proxies are often difficult
to come by.* Productivity could also be considered, to the
extent that it affects long-term income growth and hence cur-
rent consumption/investment decisions, with a drop in pro-
ductivity being expected to lead to higher saving.

Terms of trade shocks are expected to be positively cor-
related with private saving to the extent that they are per-
ceived as temporary, through the Harberger-Metzler effect.
Permanent shocks should not affect private saving. More-
over, the external current account balance might be taken as
an additional determinant, and this has become customary
in large cross-sectional studies which include developing
countries subject to external borrowing constraints, to
assess the extent to which foreign saving crowds out
domestic private saving.

1. Using a panel of 19 OECD countries, Perotti (1999) shows that, in more credit-constrained economies, based on the ratio of mortgage loan
to property value, the transmission mechanism of government spending shocks to private consumption is weaker than in economies with
less severe credit constraints. Masson et al. (1998) also report correlations between private saving and real interest rates that are not robust.

2. Pozzi et al. (2003) do not find a strong correlation between financial liberalisation and private consumption in a panel of OECD countries.

3. It can also be argued that the distribution of income and wealth is affected by fiscal policy to the extent that higher debt is associated to
higher interest payments, which accrue to higher-income individuals, who are net savers, widening the gap between low-income spenders

and high-income savers. For further discussion, see Mankiw (2000).

4. See Carroll (1997), for further discussion on buffer-stock saving behaviour.
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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 2004 to 2006 are OECD
estimates and projections. The data on some of the tables have been adjusted to internationally agreed concepts and
definitions 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
2000 GDP weights expressed in 2000 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 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/pdf/M00024000/M00024521.pdYf).
— The construction of macroeconomic series of the euro area (www.oecd.org/pdf/M00017000/M00017861.pdf).

NOTE ON NEW FORECASTING FREQUENCIES
AND THE STATISTICAL TREATMENT OF GERMANY, THE CZECH REPUBLIC,
HUNGARY, POLAND, THE SLOVAK REPUBLIC
AND THE EURO AREA AGGREGATE

— The OECD projections are carried out on a working-day adjusted basis. In some
countries, official forecasts of annual figures do not include any such adjustment.
For Germany and Italy in particular, this makes for a marked difference over the pro-
jection period. Even when official forecasts do adjust for working days, the size of
the adjustment may in some cases differ from that used by the OECD.

— OECD is now making quarterly projections on a seasonal and working day-adjusted
basis for selected key variables. This implies that differences between adjusted and
unadjusted annual data may occur, though these in general are quite small.

— Data up to end 1990 are for western Germany only; unless otherwise indicated,
they are for the whole of Germany from 1991 onwards. In tables showing per-
centage changes from the previous year, data refer to the whole of Germany
from 1992 onwards. When data are available for western Germany only, a spe-
cial mention is made in a footnote to the table.

— For the Czech Republic, Hungary, Poland and the Slovak Republic data are
available from 1993 onwards. In tables showing percentage changes from the
previous year, the Czech Republic, Hungary, Poland and the Slovak Republic
are included from 1994 onwards.

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

© OECD 2004



162 - OECD Economic Outlook 76

Country classification

OECD
Seven major OECD countries Canada, France, Germany, Italy, Japan, United Kingdom and United States.
Euro area Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands,
Portugal and Spain.
Non-OECD
Africa and the Middle East 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.
Dynamic Asian Economies (DAEs)  Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; the Philippines; Singapore and

Thailand.
Other Asia Non-OECD Asia and Oceania, excluding China, the DAEs and the Middle East.
Latin America Central and South America.
Central and Eastern Europe Albania, Bulgaria, Romania, the Newly Independent States of the former Soviet Union, and the

Baltic States.

Weighting scheme for aggregate measures

Per cent

Australia .......c..ocooeeeeveeieeeieenn, 1.82 3.29
Austria........ 0.84 1.59
Belgium... 0.98 0.29
Canada............... w329 0.60
Czech Republic .....cccoeeuevienennneee 0.55 1.45
Denmark.......cccoooeevveiiiieennen, 0.56 0.65
Finland . 049 021
France.....cccoovevviieiiiciiieien. 5.68 3.01
GeIMANY ...cceeeveeeeeeieieeeieneenrennes 7.56 0.87
Greece......... 0.65 0.80
Hungary ... 0.45 . . 1.68
Tceland.... 0.03 Un¥ted Kingdom . 5.49

United States........cccceveevveeveennen. 36.35

Total OECD .....ccoccveevveviernee. 100.00

Memorandum items:

Euro area.......c..ccceveevveennnennns 27.21
Note: Based on 2000 GDP and purchasing power parities (PPPs).
Irrevocable euro conversion rates
National currency unit per euro

AUSHIA .o 13.7603 Ireland .........cooeviiiiiiiiiciees 0.787564
Belgium .. 40.3399 Italy ....ccoveeeee .. 193627
Finland..... ... 5.94573 Luxembourg... ... 40.3399
France.......cccoovevveveeveecieeneennn, 6.55957 Netherlands .......c..ccooevveeveenennen. 2.20371
Germany ........ceceeeeeveeeneeneeneenne 1.95583 Portugal ........ccoevieieiiiiieee, 200.482
GIEECE. ..ot 340.750 SPaIN oo 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 chain weighted
price indices

Benchmark/ base
year

Australia SNA93 (1959) SNA93 (1959) SNA93 (1959) YES 2002/2003
Austria ESA95 (1988) ESA95 (1995) ESA95 (1976) YES 2000
Belgium ESA95 (1970) ESA95 (1995) ESA95 (1970) NO 2000
Canada SNA93 (1955) SNA93 (1955) SNA93 (1981) YES 1997
Czech Republic SNA93 (1994) SNA93 (1994) SNA93 (1992) YES 2000
Denmark ESA95 (1988) ESA95 (1988) ESA95 (1971) NO 1995
Finland ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 2000
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) YES 1995
Hungary SNA93 (1995) SNA93 (1995) SNA93 (1991) NO 2000
Iceland SNA93 (1970) Not available SNA93 (1990) NO 1990
Ireland ESA95 (1990) ESA95 (1990) ESA95 (1990) NO 1995
Italy ESA95 (1982) ESA95 (1980) ESA95 (1980) NO 1995
Japan SNA93 (1980q1)° SNA93 (1990)° SNA93 (1990)° NO 1995
Korea SNA93 (1995) SNA93 (1975) SNA93 (1975) NO 2000
Luxembourg ESA95 (1970) Not available ESA95(1990) NO 1995
Mexico SNA93 (1980) Not available Not available NO 1993
Netherlands ESA95 (1977) ESA95 (1980) ESA95 (1969) YES 1995
New Zealand SNA93 (1987) SNA93 (1987) SNA93 (1976) YES 1995/96
Norway SNA93 (1978) SNA93 (1978) SNA93 (1978) NO 2001
Poland SNA93 (1991) SNA93 (1991) SNA93 (1995) YES 2000
Portugal ESA95 (1995) ESA95(1995) ESA95 (1977) NO 1995
Slovak Republic SNA93 (1993) SNA93 (1994) SNA93 (1993) NO 1995
Spain ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 1995
Sweden ESA95 (1980) ESA95 (1993) ESA95 (1993) YES 2000
Switzerland SNA93 (1960) SNA93 (1990) SNA93 (1990) YES 2000
Turkey SNAGS SNAG8 SNAGS NO 1987
United Kingdom ESA95 (1987) ESA95 (1987) ESA95 (1987) YES 2001
United-States NIPA (SNA93)* NIPA (SNA93)* NIPA (SNA93)* YES 2000°

a) 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.

b) Data prior to 1991 refer to the new SNA93/ESA95 accounts for western Germany data..

¢) Spliced to SNAG8.

d) 1960qL.
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Annex Table 1. Real GDP
Percentage change from previous year

AVErage 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter

1980-90 2004 2005 2006
Austraia 3.2 -0.7 2.3 39 4.7 3.9 4.0 3.7 54 4.3 3.3 2.7 3.6 33 3.6 38 3.6 33 3.4 3.8
Austria 2.3 3.6 2.4 0.3 2.7 1.9 2.6 1.8 3.6 3.3 34 0.7 1.2 0.8 1.8 2.3 2.6 . . .
Belgium 2.0 1.8 1.3 -0.7 3.3 2.3 0.8 3.8 2.1 3.2 3.7 0.9 0.9 1.3 2.7 2.4 2.7 2.7 25 2.8
Canada 2.8 2.1 0.9 2.3 4.8 2.8 1.6 4.2 4.1 55 5.2 1.8 3.4 2.0 3.0 3.3 3.1 3.6 3.1 3.1
Czech Republic . . . . 4.2 59 43 -0.7 -1.1 1.2 39 2.6 1.5 3.1 3.9 4.2 41
Denmark 1.6 1.1 0.6 0.0 55 2.8 2.5 3.0 2.5 2.6 2.8 1.6 1.0 0.5 2.4 2.7 2.6 2.7 29 2.5
Finland 3.1 -6.4 -4.2 -1.2 4.1 35 3.7 6.5 4.9 3.2 54 1.0 2.3 2.1 3.1 2.8 3.1 35 3.0 29
France 2.4 1.0 1.3 -0.9 19 1.8 1.0 19 3.6 3.2 4.2 2.1 1.1 0.5 2.1 2.0 2.3 2.1 2.1 2.3
Germany 2.3 51 1.8 -1.1 2.4 1.8 0.8 15 1.7 1.9 31 1.0 0.1 -0.1 1.2 1.4 2.3 1.2 1.9 25
Greece 0.7 31 0.7 -1.6 2.0 2.1 2.4 3.6 34 34 45 4.3 3.6 45 3.8 3.2 35 3.1 4.1 4.0
Hungary . . . . 29 1.5 1.3 4.6 4.9 4.2 52 3.8 35 29 39 3.6 35 . . .
Iceland 2.7 -0.2 -3.3 0.8 4.0 0.1 52 4.7 55 4.1 5.7 2.2 -0.5 4.1 5.9 52 4.8 5.8 59 45
Ireland 3.6 1.9 3.3 2.7 5.8 9.8 81 10.8 87 111 99 6.0 6.1 3.6 4.9 55 49 . . .
Italy 2.3 1.4 0.7 -0.9 2.3 3.0 1.0 2.0 1.7 1.7 3.2 1.7 0.4 0.4 1.3 1.7 2.1 1.7 1.8 2.2
Japan 3.9 34 1.0 0.2 1.1 1.9 3.4 1.9 -1.1 0.1 2.8 04 -03 25 4.0 2.1 2.3 2.6 2.4 2.1
Korea 8.6 9.2 55 54 8.3 9.0 7.0 4.7 -6.9 9.5 8.5 38 7.0 31 5.0 4.5 5.0 39 45 52
Luxembourg 5.0 8.6 1.8 4.2 3.8 1.4 3.3 8.3 6.9 7.8 9.0 15 2.5 29 4.2 4.5 4.3 . . .
Mexico 1.8 4.2 3.6 2.0 45 -6.2 51 6.8 4.9 3.7 6.6 -0.1 0.7 1.3 4.2 3.9 4.2 4.4 4.0 4.2
Netherlands 2.2 2.4 15 0.7 29 3.0 3.0 3.8 4.3 4.0 35 1.4 0.6 -0.9 1.2 1.2 2.4 1.1 1.8 2.4
New Zealand 2.5 -1.9 0.8 4.7 6.2 3.9 35 2.9 0.2 4.9 3.6 2.7 45 3.2 4.8 2.1 2.6 4.2 1.7 34
Norway 2.4 3.6 3.3 2.7 53 4.4 53 5.2 2.6 2.1 2.8 2.7 1.4 0.4 3.2 3.2 2.9 2.6 4.2 2.4
Poland . . . . 53 7.0 6.0 6.8 4.8 4.1 4.0 1.0 1.4 3.8 5.4 4.3 45 . . .
Portugal 3.3 4.4 1.1 -2.0 1.0 4.3 35 4.0 4.6 3.8 34 1.6 0.4 -1.2 1.5 2.2 2.8 2.4 2.7 2.9
Slovak Republic . . . . 6.2 5.8 6.1 4.6 4.2 15 2.0 3.8 4.4 4.2 4.9 4.8 50 . . .
Spain 2.9 2.5 0.9 -1.0 2.4 2.8 2.4 4.0 4.3 4.2 4.4 2.8 2.2 2.5 2.6 2.7 3.0 2.6 29 3.0
Sweden 2.2 -1.1 -1.3 -2.0 4.0 4.2 1.3 2.6 3.7 4.3 4.4 1.2 2.0 1.7 3.3 33 3.2 34 34 3.2
Switzerland 2.1 -0.8 0.0 -0.2 1.1 0.4 0.5 19 2.8 1.3 3.6 1.0 0.3 -04 19 1.9 2.0
Turkey 5.2 0.9 6.0 8.0 -55 7.2 7.0 75 31 -4.7 7.4 -7.5 7.9 5.8 9.8 6.4 5.8 . . .
United Kingdom 2.6 -1.4 0.2 2.3 4.4 2.9 2.8 3.3 31 2.9 3.9 2.3 1.8 2.2 3.2 2.6 2.4 2.7 2.7 2.1
United States 3.3 -0.2 3.3 2.7 4.0 2.5 3.7 4.5 4.2 4.4 3.7 0.8 1.9 3.0 4.4 3.3 3.6 3.8 3.3 3.6
Euro area 2.4 2.5 1.2 -0.9 2.4 2.3 1.4 2.4 2.8 2.8 3.7 1.7 0.9 0.6 1.8 1.9 25 1.9 2.3 2.5
Total OECD 3.2 1.3 2.1 1.4 3.3 2.5 31 3.6 2.7 3.3 3.9 1.1 1.6 2.2 3.6 29 3.1 3.1 3.1 31

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/sources-and-methods).

These numbers are working-day adjusted and hence may differ from the basis used for official projections. The differences are particularly marked for certain countries -- see the notes to the "Demand and Output” table in
the country notes for Germany and Italy.

Source: OECD Economic Outlook 76 database.
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Annex Table 2. Nominal GDP
Percentage change from previous year

Average Fourth quarter
1980-90 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2004 2005 2006

Australia 11.1 1.6 3.7 51 5.6 55 6.4 54 5.7 49 7.7 6.1 6.5 6.1 7.3 6.4 6.2 6.7 6.0 6.3
Austria 59 7.5 6.1 3.1 54 3.9 3.6 1.8 39 4.0 5.2 2.5 25 2.3 39 4.2 4.1 . . .
Belgium 6.4 4.7 4.8 33 55 3.6 20 53 38 4.6 5.0 2.6 2.7 33 5.0 3.8 4.6 51 38 4.4
Canada 8.0 0.8 2.2 3.8 6.0 51 33 55 3.7 7.4 9.6 29 4.5 5.3 6.5 6.2 5.3 85 5.0 53
Czech Republic . . . . 140 168 132 75 9.9 4.0 53 7.7 43 49 8.2 6.9 6.7
Denmark 7.9 3.9 35 14 7.3 4.6 51 5.2 35 45 5.9 3.6 2.7 2.8 4.4 4.8 4.6 4.6 4.7 4.8
Finland 10.4 42  -23 11 59 8.4 33 8.7 8.6 3.2 8.4 4.1 31 2.1 3.8 4.2 4.7 4.3 4.4 4.6
France 8.7 4.0 33 15 37 3.6 25 3.2 44 3.7 5.0 3.8 3.6 2.0 4.0 38 4.0 4.0 3.9 4.2
Germany 5.2 8.8 7.0 25 5.0 39 1.8 2.2 2.8 2.4 2.8 2.3 1.6 1.0 2.1 2.2 33 2.0 2.8 35
Greece 20.4 235 156 126 134 121 99 107 8.8 6.5 8.0 7.9 7.7 8.2 6.8 6.6 7.2 5.8 6.8 8.2
Hungary . . . . 230 274 228 239 181 129 156 127 127 110 9.2 8.1 7.7 . . .
Iceland 36.5 82 -01 3.1 6.2 3.0 7.3 80 107 7.1 87 123 4.7 3.7 7.9 8.9 8.1 85 10.6 7.6
Ireland 10.9 3.8 6.2 8.0 75 130 102 157 157 153 152 120 109 53 8.6 8.5 7.9 . . .
Italy 13.1 9.1 53 3.0 5.9 8.1 6.4 45 45 33 54 4.4 34 3.3 4.1 3.8 4.1 4.6 3.9 4.4
Japan 6.2 6.4 2.6 0.8 12 14 2.6 21 12 -14 08 -11 -14 -01 1.6 0.9 2.0 1.0 13 2.3
Korea 16.8 211 135 129 166 16.7 125 95 -14 9.4 9.3 75 10.0 5.4 6.1 4.7 6.0 16 9.2 4.0
Luxembourg 9.3 10.6 56 104 75 38 54 112 98 102 136 35 3.6 5.0 6.5 6.7 6.3 . . .
Mexica 65.7 285 186 116 133 293 375 257 210 195 195 5.8 7.7 79 105 8.3 78 | 116 6.8 8.0
Netherlands 4.2 53 3.9 25 5.2 51 4.2 5.9 6.1 5.6 75 6.7 37 2.0 2.0 1.8 34 1.4 2.6 3.6
New Zealand 12.6 -14 2.3 7.8 7.3 6.4 6.0 34 1.4 51 6.4 7.4 5.0 54 7.9 4.4 4.7 7.3 39 53
Norway 8.7 5.9 2.7 51 5.2 7.3 9.5 8.2 19 89 191 39 -03 2.7 9.0 9.7 54 | 125 6.5 4.8
Poland . . . . 445 369 257 216 169 10.7 109 51 2.7 4.3 9.5 6.9 7.9 . . .
Portugal 21.2 149 127 5.2 8.3 7.9 6.7 7.9 85 7.0 7.0 6.1 49 1.1 33 4.1 4.8 3.2 4.8 4.8
Slovak Republic . . . . 205 163 107 116 9.6 8.0 10.7 8.1 8.6 9.1 105 7.5 8.1 . . .
Spain 12.6 9.7 77 35 6.4 7.8 6.0 6.4 6.8 7.1 8.0 7.1 6.8 6.6 5.8 6.4 6.7 51 7.5 59
Sweden 10.0 78 -0.2 1.0 6.6 7.6 25 4.0 4.4 53 5.7 3.3 3.6 39 4.4 4.8 55 4.1 5.8 55
Switzerland 6.0 4.8 2.2 21 2.6 12 0.5 18 25 2.0 44 17 2.0 0.5 3.0 3.0 31
Turkey 54.0 603 735 813 952 100.7 90.3 952 811 482 609 432 556 296 170 145 124 . . .
United Kingdom 9.2 51 4.2 51 6.0 5.6 6.2 6.2 6.0 5.2 52 4.6 5.0 53 54 4.8 4.7 4.6 51 4.4
United States 7.6 33 57 5.0 6.2 4.6 5.7 6.2 53 6.0 5.9 3.2 35 4.9 6.5 5.2 54 6.0 5.2 54
Euro area 8.7 7.4 5.7 2.7 5.2 5.2 3.6 4.0 4.6 39 51 4.1 3.4 2.6 37 3.7 43 3.6 41 4.3
European Union 8.8 7.0 5.2 3.0 54 53 4.0 4.4 48 4.2 5.2 4.1 3.7 3.1 4.0 39 4.4 3.8 4.3 4.4
Total OECD 10.7 7.0 6.4 55 7.6 7.5 7.3 7.2 5.8 57 6.7 4.0 4.2 4.2 5.4 4.6 4.9 51 4.8 49
Memorandum item
OECD less high inflation

countries 8.3 55 49 3.9 5.6 4.9 48 51 4.0 4.4 53 3.2 32 3.6 5.0 4.2 4.6 4.5 4.5 4.6

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. See Table “National Account Reporting Systems and Base-years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http:/fwww.oecd.org/eco/sources-and-methods). \Working-day adjusted -- see note to Table on Real GDP.

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 Economic Outlook 76 database.
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Annex Table 3. Real private consumption expenditure
Percentage change from previous year

Average Fourth quarter

1980-90 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2004 2005 2006
Australia 31 0.6 25 16 37 4.7 3.2 4.0 45 4.9 31 29 4.0 4.1 54 3.6 33 43 34 33
Austria 2.6 3.6 36 -03 33 04 34 0.0 1.6 2.0 3.9 10 -01 0.6 14 2.3 24 . . .
Belgium 2.0 3.0 1.7 -03 24 1.0 1.0 2.2 31 2.3 34 0.7 0.3 2.2 22 21 22 25 2.0 2.2
Canada 2.7 -1.6 15 18 3.0 21 2.6 4.6 2.8 3.8 4.0 2.7 34 31 33 3.2 29 3.6 3.2 2.7
Czech Republic . . . . 45 5.9 7.9 13 -15 21 29 2.6 28 4.9 35 3.6 3.6
Denmark 1.0 16 19 0.5 6.5 12 25 29 23 07 -07 -02 0.6 0.8 3.6 33 24 31 28 23
Finland 34 -38 -41 -38 2.7 4.1 31 3.9 4.2 33 3.2 17 17 45 2.8 2.9 24 24 2.7 2.3
France 21 0.7 08 -0.2 0.9 13 13 0.2 3.6 35 29 2.8 18 1.7 23 22 22 25 21 23
Germany 21 4.6 2.3 0.2 11 2.3 0.9 0.7 17 3.6 22 18 -07 0.0 -0.7 0.8 19 0.0 13 2.2
Greece 22 29 23 -08 19 25 24 27 35 25 22 2.8 31 4.2 37 34 35 . . .
Hungary . . . . 02 -71 -43 19 48 54 3.8 57 10.2 7.6 35 28 2.6 . - .
Iceland 2.7 29 -31 -45 32 23 51 5.0 9.9 7.3 40 -38 -10 6.6 7.3 4.8 4.6 74 51 39
Ireland 19 18 2.9 2.9 44 35 6.4 7.2 7.0 9.6 85 5.2 2.6 2.6 2.7 38 39 . . .
Italy 27 29 19 -36 15 17 13 32 32 2.6 2.8 0.8 0.4 12 13 15 2.6 15 20 2.7
Japan 3.7 2.9 2.6 14 2.7 18 25 09 -01 0.2 1.0 17 1.0 0.8 34 2.2 17 33 19 16
Korea 7.9 8.0 55 5.6 8.2 9.6 6.7 33 -134 115 8.4 4.9 79 -14 -05 2.0 32 0.4 23 4.0
Luxembourg 2.9 70 -23 21 4.0 19 43 3.9 6.6 2.6 4.6 51 32 16 2.0 2.8 3.0 . . .
Mexico 18 4.7 4.7 15 46 -95 22 6.5 54 4.3 8.2 25 13 3.0 45 4.2 4.2 5.2 4.3 4.1
Netherlands 12 2.7 0.5 0.3 14 2.9 4.0 3.0 48 4.7 35 14 1.3 -09 0.1 0.2 17 0.2 0.8 21
New Zealand 21 -1.3 0.1 2.8 5.8 4.0 51 2.3 25 3.7 21 2.2 4.4 4.8 55 11 17 3.6 11 2.0
Norway 17 2.3 22 24 33 3.7 6.5 3.2 2.7 33 3.9 18 3.6 38 4.0 38 31 3.6 4.2 25
Poland . . . . 3.9 3.7 8.5 6.9 4.8 5.2 2.8 2.0 34 31 4.0 4.0 37 . . .
Portugal 2.8 4.2 4.7 11 1.0 0.6 3.0 33 5.0 51 29 12 1.0 -05 2.0 19 2.6 17 2.3 2.7
Slovak Republic . . . “ 1.0 54 7.9 55 6.5 32 -08 4.7 53 -04 3.2 3.7 3.9 . - .
Spain 24 29 22 -19 11 17 2.2 32 4.4 4.7 41 2.8 29 29 32 2.7 33 3.0 28 34
Sweden 17 11 -13 -35 19 10 1.6 2.7 3.0 38 5.0 0.4 14 19 23 2.8 2.8 25 29 2.6
Switzerland 15 17 04 -0.6 1.0 0.7 1.0 15 24 23 23 20 0.3 0.5 18 16 19
Turkey 31 2.7 3.2 86 -54 4.8 85 84 06 -26 6.2 92 21 6.6 9.2 45 52 . . .
United Kingdom 35 -15 0.5 29 31 16 3.6 3.6 3.9 4.4 4.6 29 33 23 30 18 17 2.6 18 16
United States 35 0.2 33 33 37 2.7 34 38 5.0 51 4.7 25 31 33 3.6 31 31 33 29 32
Euro area 22 28 17 -09 13 19 16 16 30 35 29 1.9 0.8 11 12 16 24 15 19 25
Total OECD 32 15 25 18 29 21 3.0 3.0 3.0 39 38 21 23 22 29 25 2.7 2.8 2.7 27

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/sources-and-methods). \Working-day adjusted -- see note to Table on Real GDP.

Source: OECD Economic Outlook 76 database.
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Annex Table 4. Real public consumption expenditure
Percentage change from previous year

Average Fourth quarter

1980-90 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2004 2005 2006
Austraia 37 3.0 0.4 0.3 31 4.0 2.9 2.6 35 2.2 4.8 0.6 38 38 32 31 3.2 31 31 3.2
Austria 1.6 2.6 2.8 32 2.6 3.0 15 3.0 2.3 3.0 02 -14 11 04 0.2 0.7 14 . . .
Belgium 1.0 3.6 16 -03 1.6 17 21 04 11 35 23 27 2.3 2.7 25 2.0 2.0 25 19 19
Canada 24 29 1.0 00 -12 -06 -12 -10 32 21 31 37 2.8 38 28 31 31 2.7 32 29
Czech Republic . . " . 14 -43 3.6 14 -10 54 0.2 3.8 45 22 -04 -02 0.5 . " .
Denmark 0.8 0.6 0.8 4.1 3.0 21 34 0.8 31 2.0 0.9 2.7 21 1.0 0.7 0.7 0.8 16 -0.2 12
Finland 32 20 -25 -43 0.8 20 27 28 20 14 0.2 2.2 39 16 11 15 15 11 15 15
France 2.7 2.6 3.6 4.3 0.5 0.0 2.2 21 -01 15 3.0 29 4.6 25 23 17 17 1.4 21 1.6
Germany 14 19 5.0 0.1 24 15 18 0.3 19 0.8 11 1.0 19 0.1 0.1 0.0 0.1 -0.1 0.2 0.2
Greece 14 -15 -30 26 -11 5.6 0.9 3.0 1.7 21 148 -31 53 -25 52 17 0.8 . . .
Hungary . . . . 714 57 -19 31 2.8 17 14 6.2 5.0 16 1.0 1.0 1.0 . . .
Iceland 51 31 -07 23 4.0 18 12 25 34 49 44 31 4.2 33 19 24 2.2 14 19 25
Ireland 0.1 2.7 30 0.1 41 39 34 51 53 4.4 99 114 8.8 2.6 32 4.8 4.9 . . .
Italy 29 17 06 -02 -09 -22 1.0 0.2 0.2 13 17 3.9 19 22 0.7 0.6 0.3 -0.4 0.9 04
Japan 35 41 25 3.0 3.2 4.3 29 1.0 2.0 4.6 49 3.0 24 1.0 19 21 2.0 22 2.0 2.0
Korea 53 7.2 59 4.6 19 0.8 8.0 2.6 2.3 29 16 4.9 6.0 37 3.7 35 34 3.6 39 30
Luxembourg 4.4 4.0 3.2 52 1.0 4.7 5.6 3.0 13 7.3 4.8 6.5 3.2 5.0 3.8 2.8 23 . . .
Mexico 2.7 54 19 24 29 -13 -07 29 2.3 4.7 24 -20 0.1 25 0.0 11 2.0 49 -5.3 4.0
Netherlands 28 29 29 16 15 15 -04 32 3.6 25 20 4.8 3.6 18 0.3 0.3 0.5 -05 0.1 0.5
New Zealand 17 -0.6 11 13 0.8 4.8 23 6.6 0.0 64 -30 44 2.3 25 74 3.2 5.0 8.6 0.0 8.1
Norway 2.7 54 5.6 2.7 15 15 31 25 33 3.2 13 5.8 31 14 22 18 18 16 25 14
Poland . . . . 12 4.8 23 33 20 19 13 0.6 04 0.4 20 15 16 . . .
Portugal 5.0 96 -09 -02 43 10 34 22 41 5.6 41 33 22 -04 0.5 0.5 0.9 0.6 0.7 0.7
Slovak Republic . . . . -10.7 36 172 54 125 -71 1.6 4.6 4.7 29 14 16 0.8 . . .
Spain 5.0 6.0 35 27 0.5 24 13 29 37 4.2 5.6 35 41 39 4.0 33 30 33 35 27
Sweden 17 34 17 01 -08 -04 06 -09 34 17 -12 0.9 32 0.6 12 11 11 14 0.9 13
Switzerland 32 43 17 -07 20 10 09 -01 -09 0.3 2.6 4.2 3.2 14 1.0 0.2 04
Turkey 8.8 37 3.6 86 -55 6.8 8.6 41 7.8 6.5 71 -85 54 -24 22 28 -02 . . .
United Kingdom 0.9 3.0 0.7 -07 1.0 14 13 -04 12 35 23 2.6 38 35 3.8 19 2.0 1.6 2.7 1.0
United States 28 13 04 -03 0.3 0.2 0.4 18 16 31 17 31 4.0 29 18 16 12 18 14 12
Euro area 24 26 29 13 12 0.8 17 14 14 18 25 25 31 17 14 11 11 0.9 13 11
Total OECD 2.8 2.6 18 1.0 0.9 11 15 15 18 29 25 2.6 34 2.2 19 17 15 20 12 16

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/sources-and-methods). \orking-day adjusted -- see note to Table on Real GDP.

Source: OECD Economic Outlook 76 database.

9/ yoopnQ dnuouodq ADHO - 0L1



Annex Table 5. Real total gross fixed capital formation
Percentage change from previous year

Average Fourth quarter

1980-60 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2004 2005 2006
Australia 35 -8.3 1.3 54 112 19 39 9.3 8.3 6.4 06 -19 157 8.2 6.1 4.4 4.8 3.2 4.6 4.8
Austria 1.9 8.1 02 -12 52 -10 2.6 14 35 2.3 65 -21 -34 6.2 1.6 3.0 4.1 . . .
Belgium 2.3 -39 06 -17 0.0 36 -0.3 8.3 35 45 3.4 06 -34 -06 1.0 2.8 51 1.6 6.3 4.6
Canada 35 54 27 -20 75 21 44 152 24 7.3 4.7 41 24 4.9 6.2 53 45 54 52 4.2
Czech Republic . . . . 102 198 82 -34 -11 -35 4.9 5.4 34 7.4 9.5 7.2 6.0 . . .
Denmark 1.9 -33 20 -40 76 116 40 109 101 15 6.9 4.9 4.5 0.1 3.6 4.7 5.4 0.9 4.7 5.7
Finland 35 -186 -165 -148 -36 113 58 138 9.0 2.3 4.1 40 -33 -21 4.1 41 4.3 4.1 4.6 4.0
France 2.6 -15 -18 -6.6 1.6 22 -01 -02 7.2 8.3 8.4 21 -18 0.1 35 3.1 3.3 3.9 3.0 3.4
Germany 16 52 34 -46 42 -05 -06 0.7 2.3 3.8 34 -40 -63 -22 -20 0.6 34 -2.9 17 4.0
Greece -0.9 42 35 -40 -31 41 84 6.8 106 11.0 8.0 6.5 57 137 5.7 31 53 . . .
Hungary . . . . 125 43 6.7 9.2 133 5.9 6.7 5.0 8.0 3.0 9.0 6.4 6.1 . . .
Iceland 0.8 18 -11.1 -10.7 06 -11 257 100 328 -30 148 -76 -151 176 169 177 100 | 139 123 9.6
Ireland 0.9 -7.0 00 -51 118 158 174 180 163 155 71 -18 31 3.6 7.1 5.6 3.6 . . .
Italy 1.9 11  -17 -10.9 0.3 6.2 34 2.1 3.8 51 7.3 16 1.3 -21 3.8 4.9 4.2 6.2 51 35
Japan 5.0 23 -24 -28 -15 0.8 6.4 09 -39 -09 27 -11 -6.1 3.2 2.8 12 2.2 -0.6 2.4 2.0
Korea 11.9 134 -07 6.1 109 120 84 -23 -229 83 122 -0.2 6.6 3.6 35 4.3 38 2.8 4.7 35
Luxembourg 3.9 158 -151 20.6 00 -15 38 127 118 146 -35 100 -11 -63 7.0 8.0 5.8 . . .
Mexico -1.2 11.0 108 -25 84 -290 164 210 103 77 114 56 -10 -04 6.4 58 6.0 8.2 55 6.4
Netherlands 2.2 0.3 07 -32 21 41 6.3 6.6 4.2 7.8 14 02 -36 -31 0.2 0.5 31 -2.2 3.2 2.8
New Zealand 40 -183 0.2 145 153 122 7.8 06 -54 6.8 8.2 0.6 83 131 135 4.7 29 | 124 3.1 29
Norway -0.6 30 -11 6.5 5.3 39 103 155 131 56 -36 -07 -34 -37 5.4 54 25 | 140 6.0 0.4
Poland . - . . 92 166 197 217 142 6.8 27 -88 -58 -09 3.9 7.2 8.8 . . .
Portugal 3.0 33 45 -55 2.7 6.6 57 139 115 6.4 3.8 08 -49 -98 2.6 4.9 6.4 5.1 6.0 6.5
Slovak Republic . . . . -25 06 291 150 110 -196 -72 139 -09 -12 3.7 8.6 5.6 . . .
Spain 53 17 -41 -89 19 7.7 21 50 100 8.8 5.7 3.0 1.7 3.2 33 4.1 4.1 2.9 4.2 4.1
Sweden 3.8 -85 -11.3 -146 6.6 9.9 45 -0.3 7.8 8.2 56 -10 -30 -20 2.7 7.2 55 53 7.5 4.4
Switzerland 3.6 22  -80 -29 6.5 44 17 2.0 6.5 1.2 43 -31 03 -0.3 5.0 4.2 3.8
Turkey 10.2 04 64 264 -16.0 91 141 148 -39 -157 169 -315 -11 100 399 102 8.0 . . .
United Kingdom 4.3 -82 -09 0.3 4.7 3.1 57 6.8 127 1.6 3.6 2.6 2.7 2.2 6.5 5.3 35 6.2 51 2.8
United States 34 -5.1 4.9 6.0 7.3 5.7 8.1 8.1 9.1 8.2 61 -17 -31 4.5 8.9 5.8 5.9 77 4.9 6.3
Euro area 2.3 11 -03 -6.3 24 25 13 2.6 51 6.0 54 00 -23 -04 19 2.9 38 17 3.6 38
Total OECD 3.6 -15 13 0.7 4.7 31 6.2 6.2 5.2 53 56 -13 -19 2.7 6.0 4.5 4.7 4.8 4.7 4.6

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/sources-and-methods). Working-day adjusted -- see note to Table on Real GDP.

Source: OECD Economic Outlook 76 database.
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Annex Table 6. Real gross private non-residential fixed capital formation
Percentage change from previous year

AVErage  1o01 1092 1003 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter

1980-90 2004 2005 2006
Austraia 54 -11.2 -2.3 24 114 7.3 10.1 7.8 71 6.0 -1.4 04 15.2 8.2 55 6.4 7.4 2.4 7.2 7.3
Austria 35 88 -35 -49 47 50 45 100 7.2 52 1238 1.3 -43 100 25 3.6 4.8 . . .
Belgium 55 -3.3 -1.4 -4.6 -2.5 4.3 3.8 85 52 2.3 4.4 3.6 -3.8 -1.9 0.5 2.4 5.0 2.1 4.4 53
Canada 3.6 -3.3 -7.8 -1.4 9.4 4.8 44 226 53 7.2 4.7 0.7 -4.0 3.2 54 71 6.8 54 7.6 6.3
Denmark 54 -1.4 -4.2 -8.3 76 139 27 137 135 19 6.6 6.9 4.2 -1.1 2.8 5.6 6.2 -1.7 51 6.8
Finland 4.6 -235 -186 -18.0 46 26.7 5.8 80 135 0.7 6.8 9.4 -7.2 -7.6 3.3 3.7 4.4 3.6 4.7 4.0
France 4.2 -1.0 -2.6 -8.0 0.7 3.4 -0.2 1.0 102 9.2 9.7 3.1 -3.7 -1.6 39 3.3 3.9 4.4 3.2 4.0
Germany 1.7 6.0 -1.0 -9.2 1.0 1.2 -0.4 2.5 3.7 4.6 79 -3.3 -7.1 -0.6 -1.0 1.8 5.6 -1.2 3.2 6.5
Greece -0.5 52 0.7 1.1 0.9 29 147 54 120 16.7 9.6 85 6.8 16.2 7.9 8.0 8.3 . . .
Iceland 0.2 42 -178 -254 1.8 119 520 19.2 456 -51 149 -151 -226 259 284 254 130 21.8 17.5 11.8
Ireland 2.3 -11.6 -3.1 -5.4 78 182 184 201 217 158 53 -7.3 1.3 2.6 4.8 7.4 52 . . .
Italy 2.4 01 -23 -143 51 10.7 35 3.7 4.0 6.1 8.8 1.0 00 -50 4.4 59 49 7.3 6.3 39
Japan 7.8 43 -71 -103 57 2.7 47 113 -20 -40 9.6 1.1 -7.2 9.6 9.0 3.4 4.0 34 4.2 37
Korea 11.6 135 0.1 51 151 141 80 -36 -292 138 189 -45 54 31 33 50 4.2 29 4.9 39
Mexico 0.6 226 228 -56 -04 -389 458 340 183 88 100 -43 -37 -35 7.0 6.2 6.3 | 123 6.2 6.3
Netherlands 39 2.0 -3.2 5.1 -0.4 55 7.0 9.7 52 99 1.0 2.7 -6.4 -34 0.0 0.2 34 -2.9 2.1 3.7
New Zealand 4.9 -18.9 82 231 170 150 7.3 -6.7 -3.3 8.0 19.0 -0.4 6.0 134 17.2 75 4.6 15.3 5.7 4.1
Norway -0.4 -3.3 -0.7 125 2.7 21 135 158 153 -8.6 -4.1 -4.1 -4.5 -6.5 4.8 54 25 16.4 8.6 -1.1
Spain 4.8 3.7 -1.0 -135 35 124 3.6 6.4 9.1 9.6 7.8 34 -1.3 3.3 31 4.4 4.8 3.3 4.4 4.9
Sweden 54 -16.1 -15.9 95 222 232 8.0 4.8 9.5 8.5 8.2 -2.9 -7.0 -2.5 0.5 9.0 6.4 3.1 9.1 4.9
Switzerland . -20 -111 -44 4.9 8.5 1.3 3.1 9.4 1.3 49 -21 -22 -17 6.0 52 4.8 . . .
United Kingdom 7.6 46 -30 -70 4.5 97 108 119 219 2.2 4.8 1.8 09 -11 6.0 3.8 3.3 5.4 3.3 3.2
United States 3.2 -5.4 3.2 8.7 9.2 105 93 121 111 9.2 87 -42 -89 33 10.2 99 9.8 9.9 9.2 9.6
Euro area 3.0 14 -21 -96 1.7 4.7 1.9 4.5 6.7 6.9 7.8 04 -37 -10 2.4 37 49 2.3 4.4 4.9
Total OECD 4.3 -0.8 -0.2 -1.2 49 6.1 7.7 10.2 75 6.2 83 -15 52 2.3 6.9 6.4 6.7 6.1 6.5 6.5

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/sources-and-methods). \Working-day adjusted -- see note to Table on Real GDP.

Source: OECD Economic Outlook 76 database.
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Annex Table 7. Real gross private residential fixed capital formation
Percentage change from previous year

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany

Greece
Iceland
Ireland
Italy

Japan
Korea

Mexico
Netherlands

New Zealand
Norway

Spain

Sweden
Switzerland
United Kingdom
United States
Euro area

Total OECD

AVerage 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter
1980-90 2004 2005 2006
0.0 57 114 128 121 -76 -106 153 149 5.2 33 -10.0 244 7.5 76 -09 -18 39 -2.3 -1.1
0.2 8.9 9.6 3.7 76 10.0 2.6 -1.6 -2.4 -2.7 -45 -6.8 -4.7 -4.4  -0.2 1.4 25 . . .
0.3 -9.0 4.9 1.8 55 4.3 -82 104 0.2 57 1.0 -34 -33 2.6 1.5 1.8 1.2 2.8 1.3 1.2
3.2 -14.4 6.9 -3.8 39 -149 9.7 8.2 -3.6 3.6 52 105 144 7.4 8.8 2.3 0.3 6.5 1.0 0.1
-2.9 -10.1 0.1 6.3 8.9 8.5 5.8 71 4.2 -1.0 7.7 -5.3 105 52 75 2.2 3.2 6.0 4.1 2.3
1.7 -17.2 -183 -7.9 -6.7 -4.2 36 259 89 7.8 29 -94 0.9 85 9.1 6.1 53 7.2 55 5.0
-0.5 -6.9 -3.7 -5.2 4.4 2.1 0.5 0.9 38 7.1 34 0.8 0.7 0.7 3.6 4.1 35 5.0 3.6 33
28 74 108 47 120 04 02 04 03 16 -26 -62 59 27 -27 20 02  -49 09 01
-2.4 -0.3 -156 -105 -11.3 2.6 -1.2 6.6 8.8 3.8 -4.3 4.8 8.8 7.3 44  -0.7 2.3 . . .
-0.1 -3.7 -3.4 -5.2 41 -87 7.1 -9.3 1.3 03 152 178 52 133 104 7.0 3.6 14.6 1.7 3.7
1.8 0.7 80 -119 240 145 183 158 72 123 6.5 0.8 6.0 152 149 2.0 -0.3 . . .
0.1 3.3 1.2 -15 -22 00 -16 -28 -07 1.9 55 1.3 45 2.3 3.7 4.5 3.1 6.2 4.0 2.6
3.3 -54 -59 1.1 7.2 -47 119 -120 -14.3 0.1 0.6 5.4  -4.2 -0.8 2.0 1.0 -0.2 1.8 0.7 -0.8
13.9 108 -73 112 -17 8.3 28 -49 -134 -61 -93 129 114 4.1 2.7 0.0 2.6 -0.7 3.7 2.0
2.8 7.6 29 52 40 -79 25 4.5 34 3.0 6.4 -10.6 -48 -125 124 4.4 52 10.3 5.0 5.2
0.1 -4.7 6.9 1.2 7.6 1.3 39 5.3 14 42 -03 20 -43 -43 15 11 3.2 0.4 6.0 2.0
4.7 -15.5 38 171 131 3.3 59 6.7 -135 7.8 1.3 -97 195 207 115 -0.3 -04 | 109 -1.8 0.0
29 -152 92 -08 245 106 29 121 7.8 3.0 5.6 82 -23 52 124 8.9 40 | 169 6.1 2.8
2.1 -3.7 -4.0 -4.1 0.4 7.1 9.3 3.0 102 99 77 0.8 53 4.4 4.3 3.7 3.2 0.7 4.8 2.4
2.6 -24 -116 -335 -341 -239 89 -115 -0.6 108 10.0 4.2 57 36 155 6.4 59 15.8 5.6 57
. -6.6 -25 25 123 -20 -87 -01 28 55 -27 -40 174 4.4 4.1 2.2 2.0 . . .
0.8 -16.7 -1.7 9.2 1.8 -39 8.4 4.5 -4.7 0.5 -0.5 0.3 7.6 3.1 6.7 31 33 5.8 39 3.0
2.2 -9.6 138 8.2 96 -3.2 8.0 1.9 7.6 6.0 0.8 0.4 4.8 8.8 9.8 0.6 0.4 6.6 -1.8 1.7
0.9 0.0 2.9 0.1 6.3 1.7 0.6 1.3 1.9 3.8 11 -22 -0.9 0.5 1.8 1.9 2.1 1.2 2.4 1.9
2.6 -5.6 5.4 4.2 7.0 -24 5.6 0.4 1.3 3.7 1.0 -10 2.9 3.8 6.2 14 13 4.4 0.7 1.6

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/sources-and-methods). Working-day adjusted -- see note to Table on Real GDP.
Source: OECD Economic Outlook 76 database.
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Annex Table 8. Real total domestic demand
Percentage change from previous year

AVEra0® 1001 o2 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter

1980-90 2004 2005 2006
Australia 33 -2.0 2.4 29 4.9 4.3 31 3.2 6.9 52 2.1 1.3 6.2 6.1 49 3.8 3.7 4.0 3.7 3.7
Austria 22 35 22 05 36 18 24 09 23 27 32 -03 -08 20 10 22 26 . ; 3}
Belgium 1.7 1.8 1.8 -0.9 2.1 2.2 0.8 2.8 3.2 25 3.6 0.2 0.6 1.6 2.4 2.2 2.7 0.5 38 2.2
Canada 29 19 03 14 34 18 13 62 25 43 48 12 37 46 30 39 32| 31 37 30
Czech Republic . . . . 67 83 70 -09 -18 09 38 36 28 42 45 37 36
Denmark 1.2 -0.1 09 -0.3 7.0 4.2 2.2 4.9 4.0 0.1 2.4 1.0 1.9 0.3 31 3.1 2.8 2.8 2.7 29
Finland 32 -84 61 58 37 43 20 62 54 14 37 16 13 22 37 18 25| 38 20 25
France 2.4 0.5 0.6 -1.7 1.9 1.8 0.7 0.7 4.2 3.7 4.5 2.0 15 1.4 3.2 25 2.3 34 2.3 2.4
Germany 19 44 24 11 23 17 03 06 22 27 21 06 -19 05 03 09 18 03 10 21
Greece 13 35 05 -10 11 35 33 35 45 38 55 24 42 54 40 31 36 . . .
Hungary . . . . 19 35 06 40 82 41 53 19 54 55 46 35 31 . . .
Iceland 26 35 45 36 23 23 68 54 134 42 69 42 28 78 85 74 55| 86 66 51
Ireland 17 01 05 11 56 74 80 99 93 85 90 37 35 34 39 44 40 . . .
Italy 24 21 08 51 17 20 08 27 31 32 24 14 13 13 12 21 25| 16 25 25
Japan 41 30 06 02 13 25 39 09 -15 02 24 12 -10 18 32 19 19| 23 21 18
Korea 8.6 9.3 3.5 6.4 7.4 9.4 8.2 01 -174 139 8.2 33 7.0 0.1 1.3 29 34 2.2 34 3.7
Luxembourg 39 85 43 56 24 11 50 65 72 63 48 45 -02 26 36 41 35 . . .
Mexico 12 57 60 11 56 -140 56 96 61 43 83 06 07 05 37 43 45| 44 42 45
Netherlands 17 20 13 -17 23 36 28 39 48 43 26 18 05 05 03 04 19| 02 12 20
New Zealand 26 62 20 48 71 54 47 26 01 60 19 24 51 57 73 25 26| 64 14 33
Norway 16 15 21 32 43 48 39 66 57 03 24 08 24 06 48 37 26| 60 40 18
Poland . . . . 41 72 85 98 62 48 28 -15 09 24 47 42 45 . . .
Portugal 32 61 34 21 15 41 30 51 67 59 29 16 -04 28 19 22 32| 23 29 32
Slovak Republic . . . . -4.5 99 18.2 3.7 7.2 -6.3 0.1 7.4 4.2 -2.2 4.3 5.0 3.6 . . .
Spain 34 30 10 33 15 31 19 35 57 56 46 29 28 32 34 31 35| 28 34 34
Sweden 22 14 -13 -46 29 24 10 14 44 28 41 -01 09 13 12 35 28| 15 34 26
Switzerland 27 10 23 08 28 16 02 05 40 03 21 23 -08 02 20 22 20
Turkey 49 06 56 142 -125 114 76 90 06 -37 98 -185 93 93 152 54 53 . ) .
United Kingdom 3.0 -2.1 0.8 2.0 35 1.7 31 35 4.8 3.9 3.8 29 29 25 3.8 2.4 2.0 2.8 25 1.7
United States 34 -08 33 32 44 24 38 48 53 53 44 09 25 33 47 34 35| 43 32 36
Euro area 23 23 12 21 21 21 11 18 35 34 32 11 05 13 17 19 24| 16 21 25
Total OECD . 09 21 14 32 22 32 35 31 39 40 08 18 25 36 28 30| 31 30 29

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/sources-and-methods). \Working-day adjusted -- see note to Table on Real GDP.

Source: OECD Economic Outlook 76 database.
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Annex Table 9. Foreign balance contributions to changes in real GDP
Asaper cent of real GDP in the previous period, seasonally adjusted at annual rates

Average 1001 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter

1980-90 2004 2005 2006
Austrdia 01 22 02 07 06 04 05 03 -12 09 06 13 -23 28 -19 -03 -04| 01 -07 -02
Austria 0.2 -0.6 0.0 08 -16 00 -01 1.2 1.2 0.3 0.3 0.9 19 -15 0.7 0.2 0.1 . . .
Belgium 04 00 05 02 12 02 00 11 -10 08 02 06 03 -03 04 03 01| 27 -04 07
Canada -0.2 -0.2 0.7 1.0 1.6 1.1 04 -17 1.7 15 0.7 07 -01 -24 00 -07 -01 -0.6 -0.1 0.1
Czech Republic j . . . 22 26 32 02 06 01 07 -18 -22 -22 -28 -09 -07
Denmark 06 12 02 03 -10 -12 04 -17 -14 26 05 06 -08 03 05 -03 01| -11 00 -03
Finland 03 17 20 34 08 09 01 13 10 11 24 -05 16 -05 09 12 08| 13 10 07
France 01 05 07 07 00 01 04 12 -05 04 -02 01 -04 08 -12 05 -01]| -03 -01 00
Germany 0.6 5.2 -06 0.0 0.1 0.1 0.5 09 -05 -08 1.0 1.6 1.9 -06 0.9 0.6 0.7 41 0.8 0.5
Greece 06 -07 13 -06 09 -16 -11 -01 -16 -08 -17 17 -09 -13 -07 03 -05 ) . .
Hungary . . . . 09 52 0.8 05 -34 00 -0.3 19 -20 -28 -09 -0.2 0.2 . . .
Iceland 01 38 14 48 20 -20 -18 -08 -78 -04 -16 67 23 36 26 28 -11| 41 -10 -05
Ireland 1.5 1.8 3.4 1.8 1.0 39 1.2 25 -01 4.3 2.2 3.0 31 1.1 1.8 1.9 1.8 . . .
Italy 04 08 01 44 06 10 02 06 -12 -14 08 03 -09 -09 01 -04 -04| 03 05 -01
Japan 01 04 04 01 -02 05 -04 10 03 01 05 -07 07 07 09 03 04| 04 04 05
Korea 01 26 06 05 -25 -14 -18 42 113 29 03 05 -02 28 40 15 19 | 37 17 17
Luxembourg 07 08 59 02 20 10 -09 31 10 26 53 20 25 06 11 13 16 . . .
Mexico 0.2 -1.6  -26 08 -14 85 -03 -25 -11 -05 -18 -0.7 0.0 0.7 04 -04 -04 -0.4 -0.3 -0.5
Netherlands 05 05 02 22 07 -03 04 02 -02 -01 11 -03 01 -04 11 09 05| 13 03 05
New Zealand 0.1 39 -09 00 -05 -13 -11 0.5 02 -10 1.8 03 -05 -23 -28 -05 -02 1.0 -0.1 0.0
Norway 10 23 15 01 19 06 20 00 22 18 10 20 -06 -01 -09 01 07| -07 05 11
Poland . . . . 0.4 01 -34 -19 -18 -11 0.7 2.8 0.5 1.3 0.6 0.0 0.0 . . .
Portugal 00 -18 24 02 06 -01 03 -15 -26 -26 01 -02 08 18 -05 02 06| 05 -07 -06
Slovak Republic . . . . 109 35 -116 06 -35 84 19 -37 . 64 08 -01 16 . . .
Spain 04 06 -01 24 09 03 05 06 -13 -14 -03 -02 -06 -08 -09 -05 -06| -07 -04 -06
Sweden 0.0 0.9 0.2 2.9 0.8 15 0.3 1.0 -06 1.6 0.5 1.3 1.2 0.6 2.4 0.3 1.0 -0.7 0.7 1.3
Switzerland 0.0 0.2 2.2 05 -15 -12 0.2 1.3 -11 1.0 15 -1.2 1.1 -05 00 -0.2 0.1
Turkey 04 18 03 62 86 -47 06 -19 26 09 -30 124 -09 -31 -50 04 04 . . .
United Kingdom -0.3 09 -05 0.2 0.7 o8 -02 -03 -16 -10 -01 -07 -12 -04 -07 0.1 0.2 -0.2 0.1 0.3
United States 00 06 00 -05 -04 01 -01 -03 -11 -10 -09 -02 -07 -05 -06 -03 01| 03 -01 -01
Euro area 0.1 -15 0.0 1.2 0.3 0.2 0.4 06 -06 -06 0.5 0.6 04 -0.6 0.1 0.1 0.1 1.1 0.2 0.2
Total OECD 0.0 -0.1 0.0 0.2 0.0 03 -01 01 -03 -06 -01 03 -02 -04 -01 0.0 0.1 0.5 0.1 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.org/eco/sources-and-methods). \Working-day adjusted -- see note to Table on Real GDP.

Source: OECD Economic Outlook 76 database.
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Annex Table 10. Output gaps
Deviations of actual GDP from potential GDP as a per cent of potential GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Australia 12 07 02 24 56 55 40 20 -14 -10 09 08 13 10 04 08 05 06 06 04
Austria 25 -13 02 15 21 14 09 06 08 02 00 12 20 27 10 -03 -18 -21 -18 -13
Belgium 31 06 05 14 04 05 30 21 -16 26 08 06 04 20 08 -05 -12 -07 -04 02
Canada 08 30 29 09 -31 -41 -39 -16 -15 -28 -24 -21 -03 13 02 04 02 01 02 o0l
Denmark 23 14 02 08 -13 -24 -43 14 11 06 02 04 07 14 10 00 -15 -L0 -02 04
Finland 22 41 63 34 -44 96 -122 -100 -85 -66 -28 -10 -06 17 -03 -08 -11 -02 03 12
France 24 05 15 21 11 07 -18 -15 -14 24 27 -14 05 12 09 -02 -17 -16 -16 -14
Germany 12 06 20 43 21 13 20 -16 -1l -16 -15 09 02 16 11 -06 -22 -24 -25 -16
Greece 34 03 19 01 09 04 37 37 35 36 27 -17 -13 01 07 08 11 11 05 -01
lceland 65 29 07 02 -19 66 69 -42 55 -26 -11 -02 -04 08 -04 -32 -18 06 12 13
Ireland 36 20 00 36 02 24 51 57 37 -33 08 -02 26 44 32 23 04 00 03 02
Italy 18 00 06 02 05 -14 36 -27 -13 -16 -10 -06 -03 13 14 04 -06 -06 -04 01
Japan 21 06 21 41 40 21 03 03 03 14 19 08 -22 -10 -23 -41 -33 -10 -01 09
Netherlands 18 12 11 27 24 12 09 06 02 04 14 27 35 42 27 04 -25 -32 -37 -32
New Zealand 09 07 08 25 55 58 28 03 14 21 10 -15 02 11 08 17 12 24 10 03
Norway * 13 17 -49 53 -48 -44 37 25 17 -04 14 26 25 19 14 07 -12 01 04 03
Portugal 48 06 25 33 45 25 22 35 -16 05 07 23 29 30 15 -07 -37 -38 -33 -24
Spain 06 16 28 33 26 06 -30 30 32 39 28 -14 01 10 08 00 -05 -08 -09 -07
Sweden 15 16 13 02 29 51 77 55 34 -37 -27 -10 08 22 03 -03 -11 01 06 12
Switzerland 02 06 25 39 05 -13 25 24 29 33 22 03 -07 13 09 -01 -17 -11 -05 00
United Kingdom 13 37 36 18 20 -37 -36 -16 -12 -1l -05 03 -03 09 07 -01 03 04 05 03
United States 02 08 14 05 -24 -18 20 -10 -L7 -15 07 -01 08 11 -13 21 -19 -06 -03 -0l
Euro area -5 03 18 27 14 04 25 21 -15 20 -15 07 01 17 12 -01 -15 -16 -16 -11
Total OECD 07 09 17 17 05 09 21 -14 -14 -13 07 04 01 10 -04 -14 -17 -08 -06 -02

Note: Potential output for all countries except Portugal is calculated using the “production function method” described in Giorno et a, “ Potential Output, Output Gaps, and Structural Budget Balances’, OECD Economic
Studies, No. 24, 1995/I. Using this methodology, two broad changes have been made to the calculation of potentia 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
(hitp://www.oecd.orgleco/sources-and-methods). Working-day adjusted -- see note to Table on Real GDP.

a) Mainland Norway.

Source: OECD Economic Outlook 76 database.
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Annex Table 11. Compensation per employee in the business sector
Percentage change from previous period

12;:;327 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Australia 8.7 6.5 8.1 7.6 2.8 4.3 2.6 2.3 2.7 5.6 4.0 3.6 2.8 2.8 41 3.9 34 4.0 41 3.9
Austria 6.2 4.2 45 52 6.0 55 4.3 3.7 3.9 1.0 2.9 18 15 2.7 35 2.2 2.3 21 24 2.7
Belgium 6.7 2.6 5.2 6.9 7.1 51 4.2 3.8 1.8 15 2.7 1.0 3.7 19 3.6 3.6 25 29 25 2.7
Canada 7.1 7.6 5.6 4.3 4.9 3.2 2.3 0.5 2.3 29 59 29 31 4.8 2.0 15 17 2.6 3.6 3.3
Czech Republic . . . . . . . . . 181 4.3 9.5 4.5 6.4 6.9 23 7.6 9.4 7.0 6.8
Denmark 8.5 4.3 4.6 4.1 4.2 4.2 21 29 3.9 3.2 34 38 31 35 4.3 18 3.7 35 34 3.8
Finland 10.1 9.6 107 9.0 4.8 17 11 4.6 4.0 23 2.3 5.0 2.3 4.2 52 13 31 31 4.3 3.9
France 10.0 4.3 4.0 38 3.9 37 19 0.7 14 17 1.6 0.6 21 18 31 22 2.3 2.7 3.0 31
Germany 44 2.8 2.8 4.7 57 104 35 31 35 1.0 0.7 0.9 1.0 2.2 17 14 17 1.0 12 18
Greece 19.1 205 226 163 163 127 87 118 118 112 113 4.7 6.9 54 53 7.0 3.6 6.1 59 6.2
Hungary . . . . . . . . 236 215 187 127 22 175 147 107 8.1 9.3 6.8 6.0
Iceland 4.7 261 134 161 156 06 -37 3.7 4.9 8.1 57 9.7 9.1 85 6.6 7.2 3.9 51 7.9 6.2
Ireland 12.6 52 6.8 1.9 3.3 7.8 4.9 17 2.8 1.9 6.0 33 58 52 55 34 1.9 52 58 57
Italy 14.2 7.3 8.8 8.3 9.0 6.2 52 31 4.8 4.8 32 -08 2.5 29 3.0 24 33 25 31 3.2
Japan 4.4 3.0 3.8 3.7 4.6 0.8 0.6 14 1.0 0.2 15 -08 -12 03 -11 -23 -09 -03 0.2 0.6
Korea 16.3 175 100 163 162 112 121 113 154 110 31 24 1.6 34 6.6 4.8 39 2.6 39 5.7
Luxembourg 52 38 85 31 5.6 6.5 55 4.1 0.9 11 1.9 21 4.6 5.3 4.0 31 13 2.6 27 29
Mexico . . . . . 206 114 9.9 48 212 187 195 135 115 9.3 52 5.0 4.7 4.6 44
Netherlands 34 11 0.5 29 4.1 4.1 2.7 19 0.3 16 2.0 3.9 3.2 45 4.8 5.6 3.2 18 14 1.6
New Zealand . 11.8 7.1 19 0.9 2.3 3.2 24 0.9 24 1.6 19 12 3.2 0.9 24 2.7 3.2 3.7 3.9
Norway 8.7 8.6 4.5 4.0 6.4 4.4 2.7 31 3.2 2.6 25 7.6 6.2 4.7 7.2 4.1 4.1 3.7 4.1 4.7
Poland . . . . . . . . . 296 207 148 147 98 126 07 -18 2.8 4.8 5.0
Portugal 19.0 99 128 174 186 160 7.1 59 6.7 9.0 3.8 4.3 4.0 6.9 52 38 31 2.7 2.7 2.8
Spain 14.7 7.2 73 100 103 104 8.3 4.0 35 55 35 25 2.5 3.6 4.4 4.6 4.8 4.5 4.2 3.9
Sweden 9.2 81 123 9.7 6.2 3.2 8.5 7.2 24 6.4 4.6 3.6 0.9 7.6 4.5 22 21 2.8 38 4.2
Switzerland 4.7 3.6 4.6 54 6.6 4.3 3.0 31 2.3 0.3 31 0.2 21 2.7 33 0.8 0.8 11 15 18
Turkey . 832 862 819 861 577 730 498 625 938 1024 682 741 489 406 334 272 203 182 135
United Kingdom 10.3 6.6 9.1 100 8.1 4.0 2.3 2.6 24 24 4.0 6.1 51 55 55 33 4.1 5.6 47 4.8
United States 6.5 4.7 3.2 4.6 4.0 6.2 2.0 18 2.3 3.0 4.0 54 4.5 6.8 2.6 3.0 3.7 4.1 4.0 4.1
Euro area 75 4.6 4.9 6.1 6.6 8.2 53 3.2 3.8 17 16 1.0 14 2.3 2.6 24 2.2 1.9 22 26
Total OECD 7.2 6.6 6.1 7.1 7.0 7.2 4.7 3.6 4.2 52 55 4.9 4.4 54 3.6 28 3.0 3.2 34 35

Memorandum item
OECD less high inflation
countries® 7.2 5.2 4.6 5.7 55 5.9 3.2 25 3.0 2.6 3.0 31 2.7 4.2 25 2.2 2.6 29 3.0 33

Note: The business sector isin the OECD terminology defined as total economy less the public sector. Hence business sector employees are defined as total employees less public sector employees. See also OECD Economic
Outlook Sources and Methods (http.//www.oecd.org/eco/sources-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 Economic Outlook 76 database.
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Annex Table 12. Labour productivity in the business sector
Percentage change from previous period

1:;5;‘3;7 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Australia 17 08 -03 -02 16 35 41 16 -04 3.0 3.2 4.0 2.8 0.6 17 16 0.9 21 2.0 18
Austria 22 33 2.6 35 25 25 11 33 2.3 3.7 21 2.8 22 3.0 0.2 15 1.0 15 18 18
Belgium 24 31 18 20 1.2 14 -02 3.8 1.8 0.4 3.2 0.4 21 19 -09 16 14 24 18 17
Canada 0.8 20 05 -05 -02 21 18 31 0.8 0.7 18 15 3.0 29 0.7 15 0.1 14 22 2.3
Czech Republic . . . . . . . . . 43 -08 -02 3.7 53 2.8 04 34 4.9 47 44
Denmark 11 -0.4 2.0 0.5 21 13 3.2 7.7 0.5 18 17 2.8 21 31 17 0.9 21 29 2.6 24
Finland 34 4.5 4.9 00 -06 4.1 6.2 7.0 1.8 29 3.6 31 0.5 35 -06 18 2.6 38 2.7 2.7
France 25 38 3.0 20 11 25 0.7 21 11 0.6 15 2.2 1.2 15 0.2 0.4 0.8 2.8 18 16
Germany 11 2.6 2.3 2.8 24 4.6 0.1 2.8 16 11 16 0.8 0.8 1.0 0.3 0.7 0.9 1.0 11 13
Greece 0.0 2.8 39 -15 64 -09 -27 0.1 14 31 48 -09 3.8 52 52 4.0 34 25 24 2.5
Hungary . . . . . . . . 24 14 4.7 9.2 0.5 35 3.8 4.4 1.6 3.0 2.8 2.8
Iceland 18 34 2.3 17 -02 -36 11 38 -35 6.0 53 13 0.4 4.1 0.6 12 4.6 6.8 34 21
Ireland 3.2 6.4 6.8 4.5 25 3.2 13 2.7 52 4.4 7.6 0.2 51 54 3.2 4.8 2.1 35 41 3.7
Italy 2.3 34 3.0 1.0 0.7 16 2.5 3.9 33 0.7 17 0.7 11 15 01 -10 -02 0.3 0.6 14
Japan 2.6 53 35 3.6 16 -01 0.0 11 17 29 09 -08 0.6 3.2 0.8 0.9 29 4.0 20 21
Korea 55 8.0 20 6.3 6.7 38 4.5 5.4 6.4 5.0 30 -11 8.3 4.4 1.9 4.2 33 33 31 33
Luxembourg . . . . 48 -09 2.6 13 -14 0.5 55 2.7 3.0 34 -43 -08 1.0 21 21 2.0
Mexico . . . . . -01 -19 09 -81 13 0.3 2.2 2.7 47 -03 -20 0.1 2.6 13 17
Netherlands 0.6 13 25 1.2 0.6 0.2 0.4 2.6 0.8 0.8 0.7 19 15 14 -07 02 -06 2.6 0.7 11
New Zealand 11 33 45 -09 -05 0.3 34 15 -08 0.5 15 0.5 3.0 20 -01 19 13 25 13 19
Norway 15 -0.4 2.0 3.0 4.9 35 4.0 2.3 11 17 2.0 2.3 33 2.2 2.3 17 18 4.3 2.6 2.3
Poland . . . . . . . . . 5.6 6.4 4.1 9.6 6.4 3.7 52 5.6 54 39 4.1
Portugal 17 53 4.8 1.9 15 05 -02 12 5.7 3.6 20 25 2.8 13 -04 -02 -12 16 15 15
Spain 2.7 18 14 0.0 16 2.8 21 3.2 1.0 15 11 0.1 0.6 0.8 0.4 0.7 1.0 0.7 0.8 1.0
Sweden 2.2 15 14 0.1 0.5 4.2 5.9 6.1 2.8 25 47 24 24 12 -10 24 25 45 1.8 1.9
Switzerland 0.3 0.6 16 06 -30 0.2 0.8 18 0.5 0.5 21 17 0.1 25 -07 -02 -03 1.8 11 0.9
United Kingdom 2.6 02 -05 0.3 17 2.6 3.0 34 12 14 11 20 1.7 2.8 17 11 17 2.7 24 25
United States 11 1.0 12 0.7 0.7 3.9 0.9 13 0.3 2.0 2.3 21 2.8 2.3 1.0 3.7 34 3.7 2.0 2.2
Euro area 2.0 3.0 2.8 18 16 2.6 11 3.0 18 1.0 17 0.9 0.8 14 0.2 0.5 0.4 12 11 13
Total OECD 1.8 23 18 16 1.2 2.7 14 1.9 0.9 1.9 20 14 20 25 0.7 21 22 3.0 1.9 21

Memorandum item
OECD less highinflation
countries® 18 24 19 15 13 2.8 12 2.2 1.2 1.8 1.9 13 2.0 2.2 0.8 2.0 21 2.2 2.2 2.2

Note: The business sector isin the OECD terminology defined as total economy less the public sector. Hence business sector employees are defined as total employees less public sector employees. See also OECD Economic
Outlook Sources and Methods (http.//www.oecd.org/eco/sources-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 Economic Outlook 76 database.
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Annex Table 13. Unemployment rates: commonly used definitions
Per cent of |labour force

2001 Fourth quarter
Unemployment 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2004 2005 2006
thousands

Australia 667 91 104 107 9.4 8.3 8.2 8.3 7.8 6.9 6.3 6.8 6.4 60 56 55 55 55 54 55
Austria 205 45 4.7 54 53 53 5.6 5.7 57 53 4.7 4.8 55 5.7 5.8 5.8 55 . . .
Belgium 300 6.4 7.1 8.6 9.8 9.7 9.5 9.2 9.3 8.6 6.9 6.7 7.3 7.9 7.7 7.6 7.3 7.7 7.6 7.2
Canada 1172 103 112 114 103 94 9.6 9.1 8.3 7.6 6.8 7.2 7.6 7.6 7.2 7.1 7.2 7.1 7.1 7.2
Czech Republic 418 . “ 4.3 4.3 41 39 4.8 6.5 8.8 89 8.2 7.3 7.8 8.4 8.3 8.2
Denmark 124 7.9 8.6 9.6 7.7 6.8 6.3 53 4.9 4.8 4.4 4.3 4.6 5.6 5.8 53 4.9 5.6 5.2 4.7
Finland 238 6.6 117 164 166 154 146 127 114 10.3 9.8 9.1 9.1 9.1 8.9 8.7 8.2 8.8 85 7.9
France 2322 94 103 116 120 114 120 121 115 10.7 9.4 8.7 9.0 9.7 9.8 9.7 9.2 9.8 9.5 9.0
Germany 3109 53 6.2 75 8.0 1.7 84 9.2 8.7 8.0 7.3 74 8.2 9.1 9.2 9.3 8.9 9.3 9.2 8.7
Greece 462 7.7 8.7 9.7 9.6 91 | 98 9.8 111 119 11.2 105 10.2 9.5 9.1 89 8.7 . . .
Hungary 234 . . 121 110 104 101 8.9 7.9 7.1 6.5 5.8 59 5.9 59 5.7 5.6 . “ .
Iceland 4 2.6 43 53 53 4.7 3.7 3.9 2.7 2.0 2.3 2.3 33 34 31 29 2.6 2.6 1.8 15
Ireland 70 141 147 154 144 119 114 101 7.6 5.6 4.3 39 4.4 4.6 4.4 41 4.0 . . .
Italy 2267 8.6 88 102 112 117 117 118 11.9 11.5 10.7 9.6 9.1 8.8 8.1 75 7.3 7.9 74 7.2
Japan 3396 21 2.2 25 29 32 34 34 4.1 4.7 4.7 5.0 54 53 4.8 45 4.2 4.8 4.4 4.0
Korea 845 24 25 29 25 21 2.0 2.6 7.0 6.3 4.1 38 31 34 35 35 34 3.6 35 33
Luxembourg 5 14 16 21 2.7 3.0 33 3.6 31 2.9 2.6 2.6 3.0 38 4.2 4.2 4.2 4.2 4.2 4.2
Mexico” 837 3.0 31 32 35 58 4.3 34 29 21 22 21 24 25 24 23 23 2.3 23 23
Netherlands 215 5.2 5.2 6.3 7.2 6.8 6.3 54 4.2 35 30 25 29 4.1 4.9 52 5.0 4.9 53 4.9
New Zealand 104 103 10.3 9.5 8.1 6.2 6.1 6.6 74 6.8 6.0 53 52 4.6 41 4.2 4.2 4.0 4.2 4.2
Norway 84 55 59 6.0 54 4.9 4.8 4.0 32 32 34 3.6 39 45 4.4 4.2 41 4.4 4.2 4.1
Poland 3170 .. “ 140 144 133 123 112 10.6 139 16.1 18.2 199 196 191 184 176 “ . .
Portugal 214 43 | 41 55 6.8 7.2 7.3 6.7 5.0 4.4 4.0 4.0 5.0 6.3 6.5 6.6 6.1 6.7 6.5 5.7
Slovak Republic 508 . “ . 137 131 113 119 12.6 16.4 18.8 193 18.6 175 182 175 165 “ . .
Spai n’ 1869 118 130 166 184 181 175 16.6 15.0 12.8 11.0 10.5 114 112.3 109 107 104 10.9 10.6 10.4
Sweden 176 3.0 53 8.2 8.0 1.7 8.0 8.0 6.5 5.6 4.7 40 4.0 4.9 5.6 4.9 43 55 45 4.2
Switzerland 107 1.9 29 38 37 33 38 4.0 34 29 25 25 31 4.0 4.0 3.6 2.8 “ . .
Turkey © 1967 8.0 8.3 8.7 84 75 6.5 6.7 6.7 7.5 6.3 8.2 10.1 10.3 95 100 105 . . .
United Kingdom 1488 8.0 9.9 104 9.5 8.6 8.1 7.0 6.2 6.0 55 51 52 50 4.7 4.7 5.0 4.7 4.8 52
United States 6834 6.8 75 69] 61 56 54 4.9 45 4.2 4.0 4.8 58 6.0 55 53 51 54 53 5.0
Euro area 11 275 7.5 8.3 99 106 104 107 107 10.2 94 84 8.0 84 8.8 8.8 8.6 8.3 8.8 8.6 8.2
Total OECD 33409 6.1 6.8 75 7.4 7.1 7.0 6.7 6.6 6.4 59 6.2 6.7 6.9 6.6 6.5 6.3 6.5 6.4 6.2

Note: Labour market data are subject to differencesin definitions across countries and to many series breaks, though the latter are often of aminor 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/sources-and-methods).

a) Based on National Employment Survey. Data not comparable with previous issues of the OECD Economic Outlook; 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 Economic Outlook 76 database.
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Annex Table 14. Standardised unemployment rates”
Per cent of civilian labour force

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany?
Greece

Hungary
Ireland

Italy
Japan

Korea

Luxembourg
Netherlands
New Zealand
Norway
Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland

United Kingdom
United States

Euro area
Total OECD

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
8.3 79 7.9 7.0 6.0 6.7 93 105 106 9.5 8.2 8.2 8.3 7.7 6.9 6.3 6.8 6.4 6.1
. . . . . . . . 4.0 3.8 39 4.4 4.4 45 4.0 3.7 3.6 4.2 4.3
101 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 6.7 7.3 7.9
10.7 9.6 8.8 7.8 7.5 81 103 112 114 104 9.4 9.6 9.1 8.3 7.6 6.8 7.2 7.7 7.6
4.4 4.3 4.1 39 4.8 6.3 8.6 8.6 8.0 7.3 7.8

6.6 5.0 5.0 5.7 6.8 7.2 7.9 8.6 9.6 7.7 6.8 6.3 53 49 4.8 4.4 43 4.6 5.6
6.0 6.7 49 4.2 31 3.2 67 116 164 168 152 146 127 114 102 9.7 9.1 9.1 9.0
9.7 9.8 9.9 9.4 8.9 85 9.0 99 111 117 111 116 115 111 105 9.1 8.4 8.9 9.4
7.2 6.5 6.3 6.2 5.6 4.8 4.2 6.4 1.7 8.2 8.0 8.7 9.7 9.1 8.4 7.8 7.8 8.7 9.6
7.0 6.6 6.6 6.9 6.7 6.3 6.9 7.8 8.6 8.9 9.1 9.7 96 110 118 110 104 100 9.3
. . . . . . . 99 121 110 104 9.6 9.0 8.4 6.9 6.3 5.6 5.6 57
168 168 166 162 147 134 147 154 156 143 123 117 9.9 75 5.6 4.3 39 4.3 4.6
8.1 8.9 9.6 9.7 9.7 8.9 85 87 101 110 115 115 116 117 113 104 9.4 9.0 8.6
2.6 2.8 2.8 25 2.3 21 21 2.2 25 2.9 31 34 34 4.1 4.7 4.7 5.0 54 53
4.4 4.0 3.3 3.6

29 2.6 25 20 18 16 16 21 2.6 3.2 29 29 2.7 2.7 24 23 21 2.8 3.7
7.9 7.8 7.7 7.2 6.6 5.9 55 53 6.2 6.8 6.6 6.0 4.9 3.8 3.2 2.9 25 2.7 3.8
4.2 4.1 4.1 5.6 7.1 78 103 104 9.5 8.1 6.3 6.1 6.6 7.4 6.8 6.0 53 5.2 4.6
2.6 2.0 21 32 54 5.8 6.0 6.6 6.6 6.0 55 4.8 4.0 3.2 3.2 34 3.6 3.9 4.5
140 144 133 123 109 102 134 164 185 198 192

9.2 8.8 7.2 5.8 5.2 4.8 4.2 4.3 5.6 6.9 7.3 7.3 6.8 52 4.5 4.1 4.0 5.0 6.2
. . . . . . . . . 137 131 113 119 126 168 187 194 187 175
1r7 174 167 158 139 131 132 149 186 198 188 181 170 152 128 113 106 113 113
29 2.7 22 18 15 17 31 5.6 9.0 9.4 8.8 9.6 9.9 8.2 6.7 5.6 4.9 4.9 5.6
19 3.0 3.9 3.9 35 3.9 4.2 3.6 3.0 2.7 2.6 3.2 4.1

112 112 103 8.5 7.1 6.9 8.6 9.8 100 9.2 8.5 8.0 6.9 6.2 59 54 5.0 51 5.0
7.2 7.0 6.2 55 53 | 56 6.8 75 69 | 6.1 5.6 54 4.9 45 4.2 4.0 4.7 58 6.0
7.9 86 101 108 106 108 108 10.2 9.4 8.4 8.0 8.4 8.9

7.7 7.3 7.2 7.0 6.9 6.7 6.3 6.5 7.0 7.1

Note: Inso 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 notesin OECD Quarterly Labour Force Statistics.
b) Prior to 1993 data refers to Western Germany.
Source: OECD, Quarterly Labour Force Statistics.
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Annex Table 15. Labour force, employment and unemployment

Millions

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Labour force
Major seven countries 303.7 307.8 3120 3227 3250 326.2 328.6 330.3 3332 3373 3399 3427 347.1 3491 3509 3532 3548 357.6 360.3
Total of smaller countries’ 129.3 1322 1345 1379 1399 1672 1726 1763 1786 1818 1841 1861 187.8 1899 1926 1938 1955 1983 201.2
Euro area 120.1 121.0 1225 1319 1318 1317 1325 133.0 1340 1353 137.0 138.6 1403 1418 1431 1442 1451 1462 1475
Total OECD 433.0 4400 4465 460.7 4649 4933 5012 5066 511.8 519.1 5240 5288 5350 539.1 5435 547.0 5503 5558 5615
Employment
Major seven countries 285.6 2909 2951 3025 3025 3028 3058 3084 3109 3153 3185 3219 3275 3286 3281 3296 3323 3355 3389
Total of smaller countries’ 95.0 974 994 1226 131.0 153.8 1585 1620 1653 169.0 1710 173.0 1756 1771 1788 1795 1815 1842 1873
Euro area 1095 111.3 1134 1220 1209 1187 1184 1191 119.7 1208 1231 1256 1286 1305 1312 1314 1323 1336 1352
Total OECD* 380.6 388.3 3945 4252 4334 456.6 4643 4704 4762 4843 4895 4950 5031 505.6 506.8 509.1 513.7 519.7 526.2
Unemployment
Major seven countries 181 169 169 202 226 234 229 220 223 220 214 208 196 206 228 237 225 221 214
Total of smaller countries’ 75 7.1 6.9 8.1 89 135 141 142 133 128 131 131 122 128 139 143 141 140 139
Euro area 10.6 9.7 9.0 99 109 130 141 139 143 145 139 130 118 113 120 128 127 126 122
Total OECD 256 240 238 283 315 369 370 362 357 348 345 339 318 334 367 379 366 361 353

a) The aggregate measures include Mexico as of 1987
Source: OECD Economic Outlook 76 database.

. Thereis apotential bias in the aggregates thereafter because of the limited coverage of the Mexican National Survey of Urban Employment.
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Annex Table 16. GDP deflators
Percentage change from previous year

Average 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter
1980-90 2004 2005 2006

Austraia 7.6 2.3 14 12 0.9 1.6 2.3 1.6 0.3 0.7 43 34 2.8 2.7 3.6 25 25 33 25 24
Austria 35 3.8 3.6 2.7 2.7 19 1.0 0.0 0.3 0.6 1.8 17 1.3 16 21 19 14 . . .
Belgium 4.3 2.9 34 4.0 2.1 1.2 1.2 14 1.7 14 1.3 1.8 1.8 2.0 2.3 1.4 18 2.4 13 1.5
Canada 51 3.0 13 14 11 2.3 1.6 12 -04 17 4.1 11 10 3.2 35 2.8 21 4.7 19 21
Czech Republic 94 102 8.6 83 112 2.8 14 4.9 2.8 17 4.1 2.6 25 . . .
Denmark 6.2 2.8 2.9 1.4 1.7 1.8 25 2.2 1.0 18 3.0 2.1 16 2.2 19 2.0 2.0 1.9 18 2.2
Finland 7.1 2.3 19 2.3 18 47 -04 21 35 0.0 2.9 31 0.9 0.0 0.8 13 1.6 0.8 1.4 17
France 6.2 3.0 2.0 24 1.8 17 14 1.3 0.8 0.4 0.7 17 24 14 19 18 17 19 1.8 1.8
Germany 29 35 5.0 3.7 25 20 1.0 0.7 11 05 -03 13 15 11 0.9 0.8 0.9 0.8 0.9 10
Greece 19.6 198 148 144 112 9.8 74 6.8 5.2 3.0 34 35 4.0 35 3.0 34 3.6 2.6 2.6 4.0
Hungary . . . 195 256 212 185 126 84 9.9 8.6 8.9 7.8 5.0 44 4.0 . . .
Iceland 32.9 8.5 33 2.3 21 29 2.0 3.2 5.0 2.8 2.8 9.9 53 -05 19 3.6 32 2.6 45 3.0
Ireland 7.0 18 2.8 5.2 17 29 19 44 6.4 37 4.8 5.7 45 16 35 2.9 2.8 . . .
Italy 10.6 7.6 45 3.9 35 5.0 5.3 24 2.7 16 2.2 2.7 31 2.9 2.8 21 2.0 2.9 2.0 2.2
Japan 22 2.9 1.6 0.5 01 -05 -08 o3 01 -15 -20 -15 -12 -25 -23 -13 -03 | -16 -1.1 0.2
Korea 75 10.9 7.6 7.1 7.7 7.1 5.1 4.6 58 -01 0.7 35 2.8 2.3 11 0.2 10 | 22 45 -12
Luxembourg 41 18 37 6.0 35 2.3 2.0 2.7 2.7 2.2 4.2 1.9 1.1 2.1 2.2 2.1 19 . . .
Mexico 62.8 233 144 9.5 85 379 307 177 154 152 121 5.9 6.9 6.5 6.0 4.2 34 6.9 2.7 3.6
Netherlands 20 2.9 2.3 19 2.3 20 12 20 17 1.6 3.9 5.2 31 3.0 0.8 0.6 1.0 0.3 0.8 11
New Zealand 9.8 0.5 14 3.0 11 24 24 0.5 12 0.3 2.6 4.6 0.5 21 29 2.2 2.0 2.9 2.2 19
Norway 6.2 22 -06 23 -01 29 4.1 29 -07 6.6 159 11 -16 2.3 5.6 6.3 24 9.6 23 24
Poland . . . . 372 280 186 139 116 6.4 6.7 4.0 13 0.5 3.9 25 32 . . .
Portugal 17.3 101 114 74 7.3 34 3.0 38 38 31 35 44 45 2.3 1.8 19 2.0 0.8 21 19
Slovak Republic . . . 134 9.9 4.3 6.7 5.2 6.5 8.5 4.2 4.0 4.7 53 2.6 29 . . .
Spain 94 6.9 6.7 45 39 4.9 35 2.3 24 2.8 34 4.2 45 4.0 31 3.6 3.6 24 45 2.9
Sweden 7.6 9.0 11 3.0 24 3.2 12 14 0.7 0.9 1.2 2.0 1.5 2.2 11 15 2.2 0.7 2.3 2.2
Switzerland 37 5.7 22 24 15 08 -01 -01 -03 0.7 0.8 0.6 17 0.9 11 11 1.0 .
Turkey 46.4 588 63.7 678 1065 872 778 815 757 556 499 548 441 225 6.5 7.6 6.2 . . .
United Kingdom 6.4 6.6 4.0 2.7 15 2.6 3.2 29 2.8 23 13 2.2 3.2 3.0 2.1 2.2 2.3 1.9 2.3 2.3
United States 4.2 35 23 2.3 21 20 19 17 11 14 2.2 24 17 18 20 18 17 2.2 18 17
Euro area 6.2 4.8 44 3.6 2.8 2.8 2.1 15 1.7 11 14 2.4 25 2.0 19 1.7 1.8 1.7 18 1.8
Total OECD 7.8 5.8 44 3.9 4.7 53 4.4 3.8 33 25 2.8 3.0 2.6 2.0 18 1.7 17 1.9 17 1.7
Memorandum item
OECD less high inflation

countries® 4.9 4.2 3.0 2.6 2.2 22 18 16 13 1.0 15 19 17 15 15 14 15 15 16 15

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:/f'www.oecd.org/eco/sources-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 Economic Outlook 76 database.
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Annex Table 17. Private consumption deflators
Percentage change from previous year

Average 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter
1980-90 2004 2005 2006
Australia 7.8 44 22 2.2 12 2.3 19 1.6 13 1.0 34 3.6 20 17 16 2.6 2.7 22 2.6 2.7
Austria 35 35 3.8 34 27 2.0 19 15 0.3 0.7 25 19 12 15 17 19 14 . . .
Belgium 4.2 2.8 19 2.5 2.3 2.1 2.1 18 0.9 1.2 2.3 2.5 1.7 18 2.1 21 1.9 2.7 18 1.9
Canada 5.7 5.0 17 2.3 11 13 16 1.6 12 17 22 18 21 1.6 15 15 14 2.0 14 14
Czech Republic . . . . 9.6 9.2 8.4 8.6 8.7 2.6 3.0 35 07 -07 21 2.8 2.6 . . .
Denmark 5.9 2.8 19 2.0 3.0 19 21 22 1.3 24 2.6 2.5 2.1 1.8 1.2 17 1.9 1.4 18 2.0
Finland 6.3 5.8 38 45 0.8 0.7 17 19 21 14 32 3.6 31 0.6 12 20 19 2.2 1.6 2.0
France 6.4 35 25 25 22 2.0 19 14 0.6 0.2 12 14 1.7 1.8 15 17 18 16 17 19
Germany 25 3.8 44 3.9 2.6 19 17 20 11 0.3 15 16 11 1.0 17 12 0.6 18 0.8 0.7
Greece 19.0 19.7 157 141 110 9.0 8.2 5.6 45 2.3 31 35 3.6 3.6 3.2 35 34 . . .
Hungary . . . . 197 270 238 180 137 104 109 8.2 37 6.0 6.3 4.8 45 . . .
Iceland 337 6.5 3.6 3.6 15 2.0 25 19 1.0 25 44 8.9 37 0.7 25 33 34 31 34 31
Ireland 7.2 2.7 29 2.2 2.7 2.7 2.7 2.6 3.8 31 4.1 4.3 6.0 4.0 2.7 29 3.8 . . .
Italy 10.0 7.0 55 55 4.9 6.0 4.4 22 21 21 29 2.7 31 25 21 24 21 19 2.7 19
Japan 2.2 2.7 1.6 1.0 05 -03 -01 10 -02 -07 -13 -16 -13 -14 -15 -06 03 | -13 -0.1 0.5
Korea 6.2 12.1 8.9 8.0 9.7 7.0 6.2 6.0 6.7 33 4.8 4.8 2.8 34 3.6 34 3.0 4.0 24 34
Luxembourg 4.8 34 4.2 4.0 2.6 2.0 1.4 14 11 1.5 2.6 3.2 21 1.9 2.2 2.0 1.9 . . .
Mexico 64.2 243 154 101 76 340 307 165 205 140 104 7.2 54 5.0 3.9 37 33 3.2 3.6 33
Netherlands 24 33 3.2 21 29 1.4 19 20 17 1.8 33 4.6 27 2.3 11 21 16 1.0 2.3 13
New Zealand 10.5 2.2 11 12 12 2.6 2.2 19 19 0.6 23 2.2 19 0.7 14 24 2.0 2.3 23 18
Norway 7.4 3.8 25 24 12 24 14 2.3 25 20 3.0 2.3 0.8 23 0.8 22 2.2 12 22 25
Poland . . . . 379 272 194 145 112 6.5 9.0 4.7 16 0.6 35 3.2 34 . . .
Portugal 17.2 11.8 9.2 6.9 5.6 43 3.7 29 2.8 21 33 38 35 34 24 20 18 2.7 19 1.8
Slovak Republic . . . . 134 9.2 5.0 6.0 5.8 86 108 5.9 25 7.7 7.0 2.7 2.8 . . .
Spain 9.2 6.4 6.6 53 4.9 4.8 35 2.6 2.2 24 31 33 34 31 2.9 3.2 2.7 33 2.7 2.7
Sweden 8.0 10.4 21 6.3 2.7 2.8 13 19 0.8 12 11 24 1.8 2.5 1.0 18 2.3 0.8 2.1 2.4
Switzerland 34 5.8 3.8 31 0.5 1.6 0.6 07 -04 0.3 0.6 0.4 1.6 0.6 0.8 12 0.9 . . .
Turkey 47.0 60.7 656 659 1089 924 678 821 830 590 500 588 406 218 8.2 6.6 5.8 . . .
United Kingdom 6.2 7.8 4.9 35 21 34 34 25 2.6 1.7 11 2.4 1.6 1.8 1.5 2.0 2.2 15 2.1 2.2
United States 45 3.6 29 2.3 21 21 2.2 17 0.9 17 25 21 14 19 21 1.8 16 24 16 16
Euro area 6.2 51 4.6 41 33 3.0 25 2.0 14 11 2.1 2.3 2.2 1.9 1.9 2.0 1.7 2.0 18 1.7
Total OECD 7.9 6.2 4.9 43 5.0 54 4.6 4.0 35 27 31 3.0 22 2.0 1.8 18 1.7 21 15 1.9
Memorandum item
OECD less high inflation
countries® 5.0 4.6 34 3.0 25 23 2.2 19 13 12 19 18 14 15 15 16 16 17 15 16

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:/fwww.oecd.org/eco/sources-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 Economic Outlook 76 database.
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Annex Table 18. Consumer price indices
Percentage change from previous year

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

AVErae 1091 19gp 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter
1980-90 2004 2005 2006
8.1 32 10 18 19 46 26 03 09 15 45 44 30 28 23 24 26| 24 25 27
35 31 34 32 27 16 18 12 08 05 20 23 17 13 19 19 14 . . .
45 42 22 25 24 13 18 15 09 11 27 24 16 15 19 22 19| 26 18 19
5.9 56 15 19 02 22 16 16 10 17 27 25 22 28 19 20 18| 24 18 18
00 91 88 85 107 21 39 47 18 01 29 31 30
5.9 24 21 13 20 21 21 22 18 25 29 24 24 21 12 17 20| 17 18 21
6.6 46 32 33 16 04 11 12 14 13 30 27 20 13 02 17 19| 14 16 20
6.3 34 25 22 17 18 21 13 07 06 18 18 19 22 23 18 18| 20 17 19
2.6 41 51 44 27 17 12 15 06 06 14 19 13 10 17 13 06| 1.8 08 06
190 195 159 144 109 89 79 54 45 21 29 37 39 34 31 34 32
. . . 189 283 235 183 142 100 98 92 53 47 69 47 45 . . .
33.8 68 39 40 16 17 23 18 17 32 51 64 52 21 31 39 39| 35 39 36
7.7 32 31 14 23 25 22 12 21 25 53 40 47 40 24 28 29 . . .
9.6 62 50 45 42 54 40 19 20 17 26 23 26 28 21 25 22| 21 28 21
2.0 32 17 13 07 -01 01 17 07 -03 -07 -07 -09 03 01 01 06| 00 03 07
y 93 62 48 63 45 49 44 75 08 23 41 28 35 37 35 30| 40 30 30
4.4 31 32 36 22 19 12 14 10 10 38 24 21 25 35 23 20 . . .
65.1 227 155 9.8 70 350 344 206 159 16.6 9.5 6.4 5.0 45 4.6 45 34 4.9 3.9 34
24 32 28 16 21 14 14 19 18 20 23 51 39 22 13 21 16| 12 23 13
10.7 26 10 13 17 38 23 12 13 01 26 26 27 18 23 30 28| 26 30 26
7.6 34 23 23 14 24 12 26 23 23 31 30 13 25 05 19 21| 12 21 23
. . . . 332 281 198 149 116 72 99 54 19 07 33 30 34 . . .
1771 114 89 59 50 40 29 19 22 22 28 44 37 33 25 20 18| 20 20 18
. . . . 134 98 58 61 67 106 120 73 31 86 77 36 31 . . .
9.3 50 59 49 46 46 36 19 18 22 35 28 36 31 30 32 27| 34 29 27
7.6 94 24 47 22 25 05 07 03 05 09 24 22 19 04 18 25| 06 24 26
34 59 40 33 09 18 08 05 00 08 16 10 06 06 08 12 09
451 660 701 661 1052 891 804 857 846 649 549 544 450 253 107 86 63 . . .
6.1 75 42 25 20 27 25 18 16 13 08 12 13 14 13 17 21| 13 18 22
47 42 30 30 26 28 29 23 15 22 34 28 16 23 26 24 21| 32 21 21
6.3 5.0 4.6 4.0 3.2 29 2.4 1.7 1.2 1.2 2.1 2.4 2.3 2.1 2.1 2.0 1.7 2.1 1.8 1.6

Note: Consumer price index. For the euro area countries, the euro area aggregate and the United Kingdom: harmonised index of consumer prices (HICP).
a) Excluding rent, but including imputed rent.
b) Until 1981: Istanbul index (154 items); from 1982, Turkish index.
¢) Known as the CPI in the United Kingdom.
d) The methodology for calculating the Consumer Price Index has changed considerably over the past years, lowering measured inflation substantially.
Source: OECD Economic Outlook 76 database.
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Annex Table 19. Oil and other primary commodity markets

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Oil market conditions”
(1n mullion barrels per day)

Demand
OECD’ 412 414 418 429 432 444 448 459 467 469 478 479 479 480 487 494 496
of which: North America 210 207 205 208 211 217 216 222 227 231 238 241 240 241 246 250 253
Europe’ 135 136 140 142 142 143 146 149 150 153 152 151 153 152 154 157 157
Pacific 6.7 7.1 74 7.9 7.9 8.4 8.6 8.8 9.0 85 8.8 8.7 8.7 8.6 8.8 8.7 8.6
Non-OECD? 247 248 252 247 248 243 252 260 270 275 282 287 294 299 310 330 342
Total 659 663 670 676 679 687 700 719 737 744 760 766 773 779 797 824 838
Supply
OECD” 189 190 195 198 200 208 211 217 221 219 214 219 218 218 216 214 213
OPEC total 238 251 253 265 269 276 279 287 302 310 296 309 304 288 307 . .
Former USSR 122 115 104 8.9 79 7.2 7.1 7.1 7.2 7.3 7.5 7.9 8.6 94 103 112 118
Other non-OECD* 112 114 116 121 126 134 145 150 154 157 160 162 164 169 171
Total 66.1 669 668 672 675 691 706 725 749 759 745 769 772 769 79.6
Trade
OECD net imports” 225 227 223 231 234 238 234 242 250 253 256 262 264 259 274 283 283
Former USSR net exports 35 31 22 2.0 2.0 2.7 2.8 31 34 36 3.9 4.3 4.9 5.9 6.7 7.5 8.0
Other non-OECD net exports’ 190 196 201 211 214 210 206 211 215 218 217 219 215 200 207 208 203
Prices’
Brent crude oll import price
(cif, $ per bl) 182 237 200 193 170 158 170 207 191 127 179 284 245 250 288 390 462 446
Prices of other primary commodities®
($indices)
Food and tropical beverages 137 123 116 111 113 155 158 153 167 142 112 100 91 102 109 109 109 109
of which: Food 130 116 112 118 119 129 136 160 143 118 100 100 97 108 118 137 121 125
Tropical beverages 142 129 118 107 109 172 172 148 183 158 121 100 87 98 103 106 106 107
Agricultural raw materials 114 125 108 110 105 120 139 120 113 97 94 100 86 85 104 114 110 111
Minerals, ores and metals 130 119 106 102 89 102 121 108 110 93 89 100 92 90 102 138 145 151
Total 125 123 109 108 102 123 138 124 126 107 97 100 89 91 105 126 141 148

a) Based on data published in in varoius issues of International Energy Agency, Oil Market Report and Annual Statistical Supplement, August 2004.

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 2003 are based on data compiled by International Energy Agency for oil and by Hamburg Institute for Economic Research for the prices of other primary commodities; OECD estimates and projections
for 2004 to 2006.

Source: OECD Economic Outlook 76 database.
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Annex Table 20. Employment rates, participation rates and labour force

Employment rates Labour force participation rates Labour force
A
verage AV 03 2004 2005 2006 Average  AVEIA0® oy 2004 2005 2006 Average AV 003 2004 2005 2006
1983-85 1993-95 1983-85 1993-95 1983-92  1993-02
Per cent Per cent Percentage change

Australia 63.8 672 713 717 719 723 70.1 74.2 758 759 761 765 22 16 18 12 16 1.9
Austria 73.7 738 740 743 748 754 76.4 779 785 789 793 798 0.8 04 0.1 0.6 0.7 0.7
Belgium 55.2 578 616 617 619 623 61.8 63.8 669 669 670 67.2 0.3 0.7 0.7 0.2 0.6 0.7
Canada 65.7 681 733 737 737 737 74.0 76.0 794 794 794 794 15 16 2.2 13 13 13
Czech Republic . 694 651 648 648 649 . 72.5 70.7 70.7 70.7 707 . 0.0 -0.1 0.2 0.1 0.1
Denmark 73.4 732 757 758 762 765 79.4 79.6 80.3 805 805 804 0.9 0.1 0.1 0.3 0.1 0.1
Finland 72.3 60.7 676 673 67.7 68.1 76.3 724 744 739 741 741 -0.1 0.6 -04 -05 0.6 0.4
France 60.4 592 633 630 629 632 66.8 67.0 70.1 698 69.7 69.6 0.5 0.8 0.7 0.0 0.2 0.2
Germany 63.9 673 691 693 69.7 70.6 68.4 72.9 760 764 768 775 3.8 0.5 0.0 0.3 0.5 0.7
Greece 56.4 550 579 589 595 60.2 61.3 60.8 640 648 654 659 0.5 0.7 0.6 0.9 0.8 0.9
Hungary . 52.5 . . . . . 59.1 . . . . . -0.1 13 0.9 0.7 0.6
Iceland 839 | 813 828 817 817 822 855 | 85.6 85.6 843 841 845 1.3 | 13 0.2 -0.3 1.9 23
Ireland 53.8 549 675 679 683 68.7 63.8 63.8 708 710 713 715 04 3.0 21 14 13 13
Italy 549 516 563 574 583 589 59.9 579 617 624 630 636 0.4 0.6 0.6 1.0 0.9 0.9
Japan 70.6 741 734 739 744 752 72.5 76.3 775 776 780 785 12 0.1 -0.3 -0.2 0.0 -0.1
Korea 56.0 630 647 653 656 66.0 58.3 64.6 669 677 680 683 2.9 1.6 0.2 1.9 13 14
Luxembourg 59.3 600 636 638 641 644 60.3 61.6 66.1 66.6 669 67.2 1.0 18 19 17 15 13
Mexico . 573 569 570 573 575 . 59.8 584 584 586 589 . 24 13 15 24 25
Netherlands 60.1 66.6 755 748 750 757 66.6 714 787 786 791 797 1.2 16 0.8 0.2 1.0 11
New Zesland 74.9 685 737 . . . 785 74.4 77.3 . . . 0.5 18 17 21 1.0 1.0
Norway 745 728 761 758 760 76.0 76.9 77.0 79.7 793 793 793 0.6 12 -0.1 0.2 0.9 0.8
Poland . 583 512 512 513 515 . 67.7 63.7 633 629 625 . 0.1 -1.6 -0.3 -0.3 -0.3
Portugal 63.5 681 719 715 716 723 69.4 72.8 768 765 76.7 770 1.0 11 0.9 0.3 0.9 0.9
Slovak Republic . 599 573 571 578 586 . 69.2 694 698 701 70.2 . 0.8 0.4 0.8 04 04
Spain 47.2 477 60.7 616 625 634 55.9 58.0 685 69.2 70.0 70.7 12 25 2.6 2.0 21 20
Sweden 78.7 708 728 722 727 732 81.2 76.9 765 765 765 765 0.2 0.3 0.7 0.5 0.7 0.8
Switzerland 77.6 836 839 837 841 848 78.3 86.7 874 872 872 872 22 0.5 0.9 0.2 04 0.5
Turkey 60.0 531 471 465 46.0 456 64.7 57.8 525 514 512 510 21 17 -0.7 -0.3 2.0 21
United Kingdom 65.0 683 726 728 727 725 73.2 75.5 764 764 763 76.3 0.7 0.5 0.8 0.6 04 0.5
United States 66.4 721 709 . . . 72.3 76.8 75.4 . . . 1.6 13 11 0.6 14 12
Euro area 58.6 504 643 646 651 658 64.4 66.2 706 709 713 717 15 0.9 0.7 0.6 0.8 0.9
Total OECD 63.1 650 660 644 646 650 68.2 70.1 709 693 695 697 2.3 11 0.6 0.6 1.0 10
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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/sources-and-methods).

Source: OECD Economic Outlook 76 database.




¥00C dDH0 ©

Annex Table 21. 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
Total OECD

Potential GDP Employment Capital stock
Average Average Average Average Average Average

1983-92  1993-02 2003 2004 2005 2006 1983-92 1993-02 2003 2004 2005 2006 1983-92  1993-02 2003 2004 2005 2006
34 34 3.6 34 3.9 38 2.2 21 23 16 18 1.9 35 3.0 4.0 4.2 45 4.9
24 2.3 2.3 21 21 21 0.6 0.4 -0.1 05 0.7 10 41 4.0 4.3 4.2 4.2 4.2
2.2 2.0 2.1 2.1 2.1 2.2 0.7 0.9 0.1 0.4 0.7 11 3.1 2.7 2.3 2.2 2.2 24
2.3 3.2 2.6 2.8 3.0 3.2 1.6 2.0 2.2 1.8 1.4 1.2 2.7 2.7 1.2 1.6 2.4 3.0

-0.3 -0.7 -04 0.2 0.3
17 2.2 2.0 19 2.0 2.0 0.9 0.7 -1.0 0.2 0.5 0.5 34 35 37 3.6 3.6 37
2.4 2.4 2.4 2.1 2.3 2.1 -0.9 15 -03 -04 0.9 0.9 2.9 0.8 0.7 0.8 0.9 11
2.0 21 21 19 2.0 2.0 0.3 12 0.1 -01 0.4 0.8 43 3.2 2.7 2.8 2.8 29
3.7 1.4 1.5 15 15 15 3.9 0.4 -1.0 0.2 0.4 11 4.4 18 0.8 12 0.9 13
1.2 2.7 4.2 3.8 3.8 4.0 0.4 0.6 13 14 0.9 11 2.0 4.1 6.8 6.1 6.3 6.6
“ 3.6 38 39 4.0 4.2 . 0.6 13 0.9 0.9 0.8 . . . “ . .
2.7 3.0 2.6 3.4 45 4.7 10 I 15 0.1 0.0 2.0 2.6 2.6 34 3.7 5.8 7.6 8.2
3.8 7.6 55 5.4 5.1 5.1 0.4 4.4 19 1.7 1.6 1.5 2.4 4.5 4.6 4.5 4.6 4.5
2.2 14 14 13 14 16 0.2 0.7 1.0 18 15 11 33 25 2.3 25 2.6 2.7
3.6 16 16 15 13 12 13 -0.2 -0.2 0.3 0.2 0.3 6.5 35 17 12 0.9 1.6

31 16 -0.1 18 13 16

1.0 17 1.0 12 15 13
. . . . . . . 25 11 1.7 2.5 2.5 . . . . . .
2.1 2.8 2.1 19 1.8 1.7 1.9 2.0 -04 -06 0.6 1.4 2.3 2.7 1.9 1.8 1.7 18
16 2.9 3.8 3.7 35 33 0.0 23 23 2.7 0.9 0.9 29 2.7 4.2 53 53 51
2.2 2.8 25 25 2.8 29 0.3 15 -0.8 0.3 11 0.9 17 2.7 15 17 18 19

. . . . . . . -0.8 -1.2 0.5 0.6 0.7

2.8 2.8 19 1.6 17 18 14 1.1 -0.5 01 0.7 15
. . . . . . . -0.1 18 0.0 1.2 1.7 . . . . . .
2.8 2.9 3.0 2.9 2.8 2.8 1.3 3.2 2.7 2.4 2.3 2.4 4.0 3.8 3.2 3.0 3.0 3.1
20 22 2.6 23 2.6 2.6 0.0 0.8 -0.2 -03 15 14 31 3.0 2.2 21 24 27
2.0 12 13 1.2 13 15 20 0.5 -0.1 0.2 0.9 12 2.8 2.6 2.3 25 2.7 2.8
. . . . . . 2.0 16 -0.9 0.6 1.4 1.6 . . . . . .
2.2 2.6 24 25 25 25 0.9 11 0.9 0.9 0.4 0.2 2.8 39 3.6 3.8 3.8 3.7
3.0 3.3 2.8 3.0 31 3.3 18 1.4 0.9 11 16 15 2.8 3.2 19 25 3.0 35
2.7 20 20 1.9 19 20 15 11 0.2 0.7 0.9 12 . . . . . .
29 2.6 24 24 25 25 16 11 0.4 0.9 12 12 3.6 31 21 24 2.6 29

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://www.oecd.org/eco/sources-and-methods).

Source: OECD Economic Outlook 76 database.
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Annex Table 22. Structural unemployment, wage shares and unit labor costs

Structural unemployment rate Wage shares in the business sector Unit labour costs in the business sector
A A A A
verage AVEIAS 00 2004 2005 2006 Average  AVEIAG® s 004 2005 2006 verege AVEIAS 0o 2004 2005 2006
1983-85  1993-95 1983-85  1993-95 1983-92  1993-02
Per cent Per cent of business GDP Percentage change

Australia 5.6 6.8 5.6 55 5.4 5.4 44.0 43.9 450 444 444 443 4.8 15 25 1.9 2.0 2.0
Austria 3.0 4.8 4.9 4.9 4.9 4.9 55.1 52.7 524 519 514 514 2.7 0.2 1.3 0.5 0.6 0.8
Belgium 74 7.3 7.2 7.2 7.2 7.2 49.4 50.8 49.7 493 492 49.1 3.2 10 11 0.5 0.7 1.0
Canada 7.8 8.1 7.3 7.3 7.3 7.3 44.2 46.4 472 463 458 454 3.9 1.1 1.6 1.2 1.3 1.0
Czech Republic . . . . . . . 43.0 416 419 423 429 . 3.7 41 4.3 2.2 23
Denmark 5.6 6.6 4.8 4.8 4.8 4.8 411 40.0 390 386 384 384 4.2 0.8 16 0.6 0.8 14
Finland 39 8.7 8.6 8.6 85 8.4 47.8 40.6 41.3 409 411 412 4.7 0.9 0.5 -0.6 1.6 1.1
France 7.6 10.3 9.1 9.0 8.9 8.8 50.6 43.4 419 416 416 418 22 0.5 15 0.1 11 15
Germany 4.1 6.3 7.7 77 7.6 7.6 52.3 52.1 522 519 519 519 2.2 0.5 0.7 -0.1 0.1 0.5
Greece 6.3 8.8 105 105 105 103 54.8 45.4 420 423 424 426 154 5.2 0.2 35 34 3.6
Hungary . . . . . . . 47.1 412 427 427 425 . 9.6 6.4 6.2 3.9 31
Iceland 15 | 39 2.8 2.8 2.8 2.8 46.7 49.2 521 50.7 516 524 220 | 48 -0.6 -1.6 4.4 39
Ireland 12.5 12.4 5.7 55 5.4 5.2 56.4 49.3 36.4 358 354 352 1.4 -0.3 -0.2 1.6 1.6 1.9
Italy 6.7 9.3 9.3 9.1 8.9 8.7 54.4 49.4 472 470 473 474 6.1 1.5 35 2.3 2.5 1.8
Japan 24 3.0 3.9 3.9 3.9 3.9 65.9 59.5 549 540 539 534 0.2 -1.4 -3.6 -4.2 -1.8 -1.5
Korea . . . . . . 76.8 72.1 620 611 614 624 5.2 23 0.5 -0.7 0.7 23
Luxembourg . . . . . . . 47.2 465 462 459 457 74 19 0.3 0.3 0.9 1.0
Mexico . . . . . . . . . . . . . 12.3 4.9 2.1 3.2 2.7
Netherlands 6.9 5.8 33 3.2 3.2 3.2 45.6 47.6 491 485 488 488 1.0 2.0 38 -0.8 0.7 0.5
New Zealand 3.6 7.5 5.7 5.7 5.6 5.6 . 43.7 405 397 396 397 2.2 0.8 14 0.7 2.4 2.0
Norway 25 4.5 4.1 4.1 4.1 4.1 39.7 36.4 341 325 312 313 4.8 2.4 2.3 -0.6 1.5 2.3
Poland . . . . . . . 45.6 43.0 409 407 402 . 5.8 -7.0 -2.5 0.8 0.9
Portugal 59 4.4 4.1 4.2 4.1 4.1 57.7 51.3 51.3 511 509 510 134 3.4 4.3 1.1 1.2 1.4
Slovak Republic . . . . . . . 36.7 358 364 363 363 . 5.3 25 6.0 24 2.3
Spain 10.6 13.1 11.0 107 106 105 51.2 48.8 479 481 480 477 7.0 2.7 3.8 3.8 3.4 2.8
Sweden 24 4.4 4.7 4.7 4.7 4.7 39.8 39.0 436 426 432 435 5.8 17 -0.5 -1.6 2.0 2.3
Switzerland 0.3 24 2.2 2.2 2.2 2.2 50.5 53.6 56.3 555 553 554 4.2 1.1 11 -0.7 0.5 0.9
Turkey . . . . . . . . . . . . 74.5 61.1 185 100 127 9.0
United Kingdom 75 7.4 5.4 5.3 5.3 53 50.9 53.0 550 556 558 558 54 2.2 24 2.8 2.3 2.3
United States 6.3 55 4.8 4.8 4.8 4.8 49.9 489 495 491 493 495 2.8 17 0.3 04 2.0 1.9
Euro area 6.5 84 8.2 8.2 8.1 8.0 52.7 50.2 483 480 479 479 3.8 1.0 17 0.7 11 12
Total OECD 5.8 6.2 5.9 5.8 5.8 5.8 53.2 51.2 50.0 495 496 49.6 4.4 2.6 0.8 0.3 15 14

Note: The structural unemployment rate corresponds to "NAIRU". For more information about sources and definitions, see OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).
Source: OECD Economic Outlook 76 database.
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Annex Table 23. Household saving rates

Per cent of disposable household income

Net savings
Australia
Austria
Canada
Denmark

Finland
France
Germany

Hungary
Ireland

Italy
Japan

Korea
Netherlands

New Zealand
Norway
United States

Gross savings
Belgium
Portugal

Spain

Sweden

Switzerland
United Kingdom

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
82 70 87 93 62 57 50 58 49 58 39 19 15 29 25 04 22 21 -18 -14
139 119 128 140 149 120 109 118 117 99 74 84 83 84 75 82 85 83 88 88
119 123 130 130 133 130 119 95 92 70 49 49 40 47 46 32 14 15 16 17
12 02 32 30 20 05 -36 01 -17 -44 -32 -80 57 -12 01 03 -03 -16 -13
31 -10 -14 18 71 1200 78 19 48 04 22 04 15 -14 -12 02 04 16 11 08
64 69 72 78 87 97 104 98 112 100 113 108 104 109 115 121 111 102 99 96
129 132 127 139 130 130 123 116 112 108 104 103 98 97 102 105 107 111 111 108
. ; . . . . 99 127 156 194 201 213 174 160 177 177 173 173 177 177
110 81 62 79 90 85 114 76 113 97 106 133 122 99 104 103 83 82 82 82
246 240 237 240 229 214 208 192 179 189 154 122 98 92 103 106 105 113 109 103
139 130 131 139 150 142 137 126 119 98 100 110 107 95 66 64 63 51 50 50
227 249 235 220 244 233 206 203 180 171 163 237 162 105 60 15 25 34 37 51
135 134 153 175 138 161 135 143 144 130 134 129 96 68 95 100 101 107 107 99
40 33 29 07 21 08 02 -31 38 -25 41 -42 51 -41 -44 52 65 -81 -71 -63
46 12 11 22 29 50 61 52 46 22 28 58 55 52 41 92 76 15 17 18
70 73 71 70 73 77 58 48 46 40 36 43 24 23 18 20 14 08 05 12
152 154 150 173 174 184 195 195 186 169 156 144 144 131 144 148 142 138 134 139
. . . . . . . . 136 118 103 99 86 109 119 127 130 128 128 124
106 110 102 123 134 119 144 119 162 142 134 122 111 107 103 106 106 107 11.0 110
10 30 29 16 50 95 116 102 90 66 41 31 20 29 83 97 85 83 78 71
. . . 96 100 107 112 111 116 113 105 107 100 118 119 82 82 80 80 80
64 49 67 80 102 116 108 93 100 94 94 61 49 50 65 53 55 64 74 79

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 conseguence,
there are breaks in many national series. See Table “National Account Reporting Systems and Base-years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http://www.oecd.org/eco/sources-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). 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 Economic Outlook 76 database.
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Annex Table 24. Gross national saving
Per cent of nominal GDP

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Australia 188 194 213 226 217 181 162 172 186 175 178 189 190 186 191 190 197 190 .
Austria 231 232 233 239 244 250 248 239 224 223 216 214 213 218 212 220 217 229 224
Belgium 179 190 198 225 236 239 231 235 246 259 258 246 257 257 261 257 245 247 237
Canada 202 188 200 208 201 176 149 136 142 165 186 191 199 194 210 241 228 223 .
Czech Republic . . . . . . . 2719 281 273 299 274 261 278 254 244 . . .
Denmark 174 183 186 192 195 207 200 203 192 191 204 204 212 208 215 225 236 229 227
Finland 244 238 237 262 261 248 171 144 155 188 222 211 245 258 258 278 275 264 242
France 181 194 196 208 216 215 209 205 190 192 195 192 204 214 223 224 220 209
Germany 231 246 238 249 261 2641 233 231 219 219 218 213 214 215 208 206 202 211 204
Greece 26 224 189 213 190 191 207 200 185 194 180 174 179 178 168 176 178 188 195
Iceland 159 190 166 163 162 174 168 166 182 184 177 179 185 179 156 143 179 184 158
Ireland 135 134 145 147 150 180 177 156 177 180 208 223 242 259 247 252 228 205

Italy 26 224 219 218 210 207 196 183 192 197 216 219 216 212 207 200 200 197 184
Japan 320 321 323 335 336 338 345 337 323 304 295 298 301 291 279 2718 264 257 .
Korea 306 346 384 407 376 376 374 365 362 356 34 337 333 387 326 322 301 291

Mexico 258 191 245 213 203 203 187 166 151 148 193 224 240 205 205 207 180

Netherlands 239 242 239 256 272 261 254 245 246 262 2714 267 2719 252 266 271 252 226

New Zesland 186 189 180 186 178 162 130 139 166 173 172 162 158 154 140 154 182 . .
Norway 311 254 256 250 260 257 247 237 238 248 264 284 301 273 291 365 350 323 308
Portugal 87 106 119 116 124 111 8.6 8.0 5.0 4.1 4.7 38 3.7 4.3 31 0.6 0.4 0.7

Spain 219 229 226 235 229 229 223 205 205 200 223 220 225 224 225 225 226 228 .
Sweden 206 214 217 224 231 216 185 157 140 177 207 202 205 213 217 226 221 218 216
Switzerland 318 314 311 332 340 337 316 291 300 296 299 294 313 323 331 349 315

Turkey 207 239 243 289 264 215 177 185 187 189 201 226 216 206 137 152 126 187 .
United Kingdom 81 172 173 172 171 162 153 140 139 155 157 158 169 177 155 154 153 149 147
United States 172 154 159 172 167 159 161 151 150 158 164 167 176 183 179 180 161 146

Note: Based on SNA93 or ESA95 except Turkey that reports on SNA68 basis.
Source: OECD Annual National Accounts database.
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Annex Table 25. General government total outlays
Per cent of nominal GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Australia 389 363 355 362 379 397 398 393 391 379 368 367 358 37 372 363 360 357 358 354
Austria 544 532 519 516 523 532 564 560 560 554 531 534 532 514 509 506 508 499 494 482
Belgium 570 551 534 534 544 547 557 534 529 531 514 507 500 493 493 502 510 492 495 491
Canada 46.1 454 458 488 523 533 522 497 485 466 443 444 425 411 418 409 405 394 389 389
Czech Republic” . . . . . . . . 544 428 424 438 429 421 450 469 545 461 458 452
Denmark 550 572 573 570 578 590 617 616 603 598 580 576 563 549 553 558 561 556 546 541
Finland 485 470 451 487 576 629 641 628 595 598 564 528 521 491 491 501 510 505 506 504
France 519 514 504 507 515 530 553 550 551 554 549 537 535 525 525 534 545 545 544 539
Germany” 458 453 440 445 471 481 493 490 494 503 493 488 487 457 483 4877 488 478 472 461
Greece 451 440 454 502 467 494 520 499 510 492 478 478 476 521 502 491 483 498 484 481
Hungary . . . . 567 603 598 634 569 539 518 525 502 478 490 526 49.7 513 50.7 500
Iceland 374 425 450 424 437 446 445 443 437 432 416 424 435 431 441 458 480 459 445 436
Ireland 520 485 421 432 448 453 451 443 415 396 371 349 345 320 335 338 343 339 340 343
Italy 508 515 528 544 555 567 577 545 534 532 511 499 489 469 487 48.0 489 487 483 487
Japan® 315 309 302 317 315 325 342 348 358 363 351 361 377 382 377 381 376 367 372 375
Korea 177 179 190 195 206 218 214 209 208 218 224 247 239 238 250 248 273 279 282 283
Luxembourg . . . 432 444 460 457 445 455 456 433 420 412 387 388 431 449 453 456 456
Netherlands 584 566 545 548 548 558 560 536 514 496 482 472 469 453 467 478 490 489 486 478
New Zealand 536 527 519 533 515 495 460 430 419 410 417 427 410 398 386 385 383 382 387 391
Norway 505 526 522 540 549 562 551 541 515 490 472 496 481 427 443 474 487 467 451 453
Poland . . . . . . . . 513 512 502 485 481 449 476 489 482 477 466 451
Portugal 400 385 388 421 451 462 478 460 450 458 448 441 453 452 463 459 477 480 473 473
Slovak Republic . . . . . . . 578 541 615 650 608 569 599 515 510 394 392 390 381
Spain 410 409 422 434 449 459 494 473 450 437 418 414 402 400 396 399 396 410 402 401
Sweden 623 625 624 635 655 702 729 709 676 652 629 607 603 573 570 582 582 575 572 567
Switzerland . . . 300 318 339 348 348 346 353 36 361 346 340 348 3H4 360 360 357 352
United Kingdom 436 411 405 422 440 461 461 453 450 430 414 402 397 375 410 418 437 444 450 452
United States* 370 361 360 370 378 385 380 370 369 365 353 346 342 340 351 360 361 356 356 357
Euro area 489 484 479 487 501 513 529 518 514 515 502 493 489 471 481 485 489 486 482 477
Total OECD 404 396 393 403 415 426 431 423 423 419 407 403 400 392 402 408 411 406 405 404

Note: Total outlays are defined as current outlays plus 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 27. See OECD Economic Outlook Sources and Methods
(http:/fwww.oecd.org/eco/sources-and-methods).

a) In 1995 data reflect the large privatisation campaign which transferred some public enterprises to private ownership through vouchers distributed to the population. In 2003 the activation of State guarantees, mainly for the
banking sector, accounts for about 7.7 per cent of total outlays.

b) The 1995 outlays are net of the debt taken on this year from the Inherited Debt Funds.

¢) The 1998 outlays would be 5.3 percentage points of GDP higher if it included central government's assumption 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.

d) The 1995 outlays would be 4.9 percentage points of GDP higher if capital transfers to a housing agency offering rentals to low income people were taken into account.

e) These data include outlays net of operating surpluses of public enterprises.

Source: OECD Economic Outlook 76 database.
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Annex Table 26. General government total tax and non-tax receipts
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
Switzerland
United Kingdom
United States”

Euro area
Total OECD

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
364 355 349 345 336 333 339 345 32 357 364 374 378 365 364 366 368 364 362 358
503 503 493 497 500 516 525 513 503 514 511 510 508 498 510 502 495 484 473 461
490 477 457 466 469 46,6 483 483 485 493 494 500 496 495 499 503 513 491 491 486
406 410 412 430 439 442 435 430 432 438 445 445 441 441 429 412 412 406 401 399

. . . . . . . . 410 397 400 388 392 385 391 402 419 417 412 413
575 587 576 560 554 568 589 591 580 588 583 587 595 574 582 574 573 565 560 556
501 523 520 542 566 573 569 571 557 569 551 545 543 561 543 544 532 528 527 526
499 490 486 486 491 488 493 494 496 513 518 511 517 511 509 502 504 507 512 510
440 433 441 425 441 455 462 466 461 469 466 466 473 471 455 451 450 439 437 433
355 324 318 345 356 372 386 407 409 417 437 453 458 479 465 453 436 445 449 449

. . . . 537 532 532 523 493 481 446 445 446 448 443 432 436 459 458 455
365 405 405 390 407 418 400 396 407 416 416 429 459 456 443 453 463 46,0 457 446
439 442 404 404 420 423 423 423 394 395 386 372 369 364 345 336 345 341 339 339
39.1 402 411 426 438 461 474 452 458 461 484 468 471 462 460 456 464 457 452 451
319 320 320 338 333 332 319 310 311 312 313 306 305 307 316 302 299 302 307 312
201 211 221 227 222 231 236 237 246 252 257 265 267 293 296 303 314 313 316 317

. . . 480 456 462 473 473 476 475 465 451 449 447 452 459 456 449 448 444
532 524 495 494 522 516 532 501 473 478 471 464 476 475 466 459 458 460 459 459
51.0 488 483 489 47.7 463 447 454 449 439 435 430 417 413 406 410 414 412 408 409
551 553 540 562 550 544 537 544 549 556 550 531 543 582 579 565 571 549 556 567

. . . . . . . . 474 465 457 445 449 425 438 439 443 423 419 408
328 348 357 355 375 415 397 383 396 410 412 410 424 423 419 432 449 451 443 435

. . . . . . . 517 533 541 588 571 498 476 455 453 356 353 352 342
380 378 396 395 403 423 424 408 384 388 386 383 390 391 392 398 400 400 400 400
662 655 673 672 636 626 615 616 607 624 619 626 626 624 599 580 583 580 579 578

. . . 306 306 315 321 328 333 339 332 347 347 363 357 3B6 352 350 350 350
418 416 413 407 409 396 381 386 391 388 392 402 407 413 417 401 402 412 418 419
327 325 328 327 329 327 330 334 338 343 345 350 351 357 347 322 315 312 314 315
443 440 441 441 451 462 472 467 463 472 475 470 476 471 464 460 462 457 456 453
372 370 372 374 377 380 381 381 383 388 391 391 393 395 390 376 374 371 373 373

Note: Datarefer to the general government sector, which is a consolidation of accounts for central, state and local governments plus social security. Non-tax receipts consist of property income (including dividends and other
transfers from public enterprises), fees, charges, sales, fines, capital tranfers received by the general government, etc. See OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-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 Economic Outlook 76 database.
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Annex Table 27. General government financial balances

Surplus (+) or deficit (-) as aper cent of nominal GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Austraia -26 -09 -06 -17 -43 -64 -58 -48 -39 -22 -04 0.7 2.0 08 -08 0.3 0.8 0.7 04 05
Austria -40 -28 -26 -20 -23 -16 -39 47 -57 -40 -20 -25 -23 -16 01 -04 -13 -15 -21 -21
Belgium 79 -73 -77 -68 -75 -81 -74 51 -44 -38 -20 -07 -04 0.2 0.6 0.1 03 -01 -04 -05
Canada 54 -43 -46 58 -84 91 87 -67 -53 -28 0.2 0.1 16 29 11 0.3 0.6 11 12 1.0
Czech Republic " . . . . . . . -134 31 -24 50 -36 -37 -59 -68 -126 -43 -46 -39
Denmark 25 15 03 -10 -24 -22 -29 -24 -23 -10 0.4 11 32 25 28 16 12 0.9 14 15
Finland 16 53 6.9 55 -10 55 -72 57 -39 -29 -13 16 2.2 7.1 5.2 4.3 21 2.3 21 2.3
France 20 25 -18 -21 -24 -42 60 55 55 41 -30 -27 -18 -14 -15 -33 -41 -37 -31 -29
Germany -18 -20 o1 -20 -29 -26 -31 -24 -33 -34 -27 -22 -15 13 -28 -37 -38 -39 35 -27
Greece* -96 -116 -136 -157 -110 -122 -134 -93 -102 -74 -40 -25 -18 -42 -37 -38 -46 -53 -35 -32
Hungary . . . . -30 -71 -66 -110 -76 59 -72 80 -56 -30 -47 -93 -62 -54 -49 -45
Iceland 09 -20 -46 -33 -30 -29 -45 -48 -30 -16 0.0 0.5 24 25 02 -04 -16 0.1 12 1.0
Ireland -81 -42 -17 -28 -29 30 -27 -20 -21 -01 15 2.3 25 44 10 -02 0.2 02 -01 -04
Italy -118 -113 -117 -118 -11.7 -107 -103 -93 -76 -71 -27 -31 -18 -07 -27 -24 -25 -29 -31 -36
Japan 0.3 11 18 21 18 08 -24 38 -47 51 -38 b5 -72 -75 61 -79 -77 -65 -64 -63
Korea 24 3.2 31 3.2 16 13 2.2 2.8 38 34 33 17 29 5.4 4.6 55 4.1 34 34 34
Luxembourg . . . 4.8 12 0.2 15 2.7 21 19 32 3.2 3.7 6.0 6.4 2.8 08 -04 -08 -12
Netherlands 53 -42 50 -3 -27 -42 -28 -35 -42 -18 -11 -08 0.7 22 -01 -19 32 -29 -27 -19
New Zeaand -26 -40 -36 -43 -39 -33 -13 25 30 29 19 0.3 0.6 15 20 25 31 29 21 19
Norway 4.6 26 18 22 01 -19 -14 0.3 34 6.5 7.7 36 62 156 136 9.1 83 82 105 114
Poland . . . . . . . . -39 47 -45 -40 -32 -24 -38 -49 -38 -54 -47 -43
Portugal -72 -38 -31 -66 -76 -48 -81 -77 55 -48 -36 -32 -29 -29 -44 -27 -28 -29 -30 -38
Slovak Republic . . " . " . . 61 -09 -74 -62 -38 -71 -123 -60 -57 -37 -39 -38 -39
Spain 31 31 -26 -39 46 37 -70 65 66 -50 -32 -30 -12 -09 -04 -01 04 -11 -01 -01
Sweden 38 29 4.8 38 -19 -76 -114 93 -69 -28 -10 19 2.3 51 29 -03 0.1 05 0.7 12
Switzerland . . . 06 -11 -24 -27 -19 -12 -14 -24 -15 0.0 23 0.9 02 -08 -10 -06 -02
United Kingdom -18 05 o8 -16 -31 -65 -79 -68 -58 -42 -22 0.1 1.0 3.8 07 -17 35 -32 -32 -33
United States -43 -36 -32 -42 -49 58 -49 -36 -31 -22 -08 0.4 0.9 16 -04 -38 -46 -44 -41 -42
Euro area -45 -44 37 -46 50 51 58 51 51 -43 -26 -23 -13 o1 -17 -24 -28 -29 -26 -24
Total OECD -32 -26 -21 -29 -37 -46 50 -42 -40 -31 -17 -12 -08 03 -12 -32 -37 -35 -32 -32
Memorandum items
General government financial balances

excluding social security

United States -48 -44 -42 53 58 66 56 -44 -39 -31 -19 -08 -06 01 -20 -54 -60 -57 -56 -58
Japan® 25 -20 -14 -14 -09 -17 -46 57 66 68 -56 -69 -83 -80 -62 -77 -74 -62 -61 -6.1

Note: Financial balances include one-off revenues from the sale of the mobile telephone licenses. These revenues are substantial in a number of countries including Australia (2000-2001), Austria (2000), Belgium (2001),

Denmark (2001), France (2001-2002), Germany (2000), Greece (2001), Ireland (2002), Italy (2000), Netherlands (2000), New Zealand (2001), Portugal (2000), Spain (2000) and the United Kingdom (2000). Asdata
are on anationa 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. For more details see
footnotes to Annex Tables 25 and 26 and OECD Economic Outlook Sources and Methods (htip://www.oecd.org/eco/sources-and-methods) .
a) Recent revisions to Greek budgetary data suggest deficits of 6.6, 4.3 and 3.4 per cent of GDP in 1997-1999 respectively. At the cut-off date for information, no data were available for the underlying changes to the

spending and revenue components.

b) Prior to 1991, when SNA93 was adopted, these data included private pension funds.

Source: OECD Economic Outlook 76 database.
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Annex Table 28. Cyclically-adjusted general government balances
Surplus (+) or deficit (-) as aper cent of potential GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Australia 22 07 -05 -11 -26 -47 -46 -42 -34 -19 -02 0.5 16 03 -11 0.1 0.6 0.5 0.2 0.4
Austria -33 26 -25 -24 29 -20 -36 45 55 -40 -20 -28 -29 -28 -02 -03 -07 -09 -16 -17
Belgium -8 -r0 80 -r8 -77v -78 53 37 33 -21 -14 -03 -07 -11 -01 0.4 11 03 -02 -06
Canada 58 56 59 62 -68 -70 -68 -59 -46 -16 12 0.9 17 24 12 0.1 0.7 12 11 1.0
Denmark 0.8 0.4 04 -04 -14 -03 06 -13 -14 -05 0.2 0.8 2.7 15 18 16 24 16 16 13
Finland 0.3 2.8 3.3 34 21 18 22 21 2.3 1.9 0.7 2.3 2.6 6.1 5.4 4.7 2.8 24 19 15
France -10 -23 -24 -29 -29 45 52 49 -49 30 -19 -21 -15 -19 -20 832 -34 -31 -25 -24
Germany -2 23 09 40 35 -32 -21 -16 -28 -26 -19 -17 -14 -20 -34 -34 -27 -26 -23 -19
Greece -81 -11.5 -144 -158 -114 -121 -116 -76 -85 -58 -29 -17 -12 -42 -45 -42 52 59 -37 -32
Iceland -31 32 -48 -34 -22 -01 -17 -31 -08 -06 0.4 0.6 2.6 22 0.3 09 -08 -01 0.7 05
Ireland -64 -34 -17 -42 -29 -20 -06 04 -06 11 17 24 17 31 -01 -11 0.0 02 -02 -05
Italy -109 -11.3 -120 -119 -114 99 83 -79 -70 -63 -22 -28 -16 -25 -33 -26 -22 -27 -30 -37
Japan“ 0.8 0.9 13 12 12 03 -24 37 -46 54 -42 53 67 -72 55 -68 -68 -63 -64 -66
Netherlands 37 -32 59 75 47 52 -21 30 -40 -21 -21 -27 -18 -14 -19 -22 -14 -06 0.0 0.3
New Zealand -32 -36 -32 -28 -06 0.1 0.3 2.3 23 19 14 11 0.5 10 16 17 25 18 17 17
Norway 0.7 12 09 -07 -33 -53 56 -44 -13 -14 -12 -23 -10 11 02 -27 -30 -38 -27 -13
Portugal 57 36 -39 -78 -93 57 -72 64 -49 -46 -38 -40 -39 -44 50 -24 -14 -14 -17 -29
Spain -28 -38 -38 52 57 -39 56 -H52 52 33 -20 -25 -11 -17 -07 -01 06 -07 0.2 0.2
Sweden 2.8 18 3.9 3.9 02 -36 -52 50 -44 -01 0.9 26 18 3.6 27 -01 0.9 0.6 0.3 0.3
United Kingdom 25 -14 -10 -25 -21 -44 59 59 52 36 -20 0.2 12 1.0 03 -17 -34 -34 -34 -35
United States 42 -38 -36 -44 -42 52 -44 -33 -26 -18 -06 0.5 0.6 13 -01 -32 -41 -42 -40 -42
Euro area -38 -46 46 59 b57 52 44 -40 -43 -33 -19 -20 -14 -18 -23 -24 -20 -21 -18 -18
Total OECD -32 31 30 -38 -38 -44 -43 -38 -36 -28 -15 -11 -09 -08 -14 -31 -34 -34 -33 -33

Note: Cyclically-adjusted balances exclude one-off revenues from the sale of mobile telephone licenses for those countries listed in the note to Table 27. For details on the methodology used for estimating the cyclical

component of government balances see OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods) .
a) Includes deferred tax payments on postal savings accountsin 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit | nsurance Company.
b) Asapercentage of mainland potential GDP. The financial balances shown exclude net revenues from petroleum activities.

Source: OECD Economic Outlook 76 database.
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Annex Table 29. General government primary balances

Surplus (+) or deficit (-) as aper cent of nominal GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Australia 15 30 33 17 -11 27 27 06 02 12 24 30 42 29 11 20 23 22 18 19
Austria 13 00 02 08 07 14 08 -17 25 -06 12 06 06 13 29 22 11 10 01 02
Belgium 22 26 32 44 33 26 32 41 45 47 57 67 63 67 68 58 55 46 40 36
Canada 12 -01 00 -07 -31 38 34 -15 04 25 50 49 59 60 40 28 24 24 23 20
Denmark 75 58 43 28 16 10 06 09 09 19 33 36 57 46 46 31 23 19 22 22
Finland 07 44 57 37 -29 15 -76 -46 -30 -15 07 34 38 81 59 45 23 22 20 21
France 02 03 04 03 01 -14 -30 -24 -22 07 01 04 11 14 12 -05 -16 -12 -06 -04
Germany 07 04 24 03 -06 01 -03 04 -01 02 05 10 16 43 00 -09 -11 -12 -08 00
Greece 31 -44 -63 -59 -17 -10 -11 42 20 40 42 58 56 33 30 22 09 -01 18 25
Iceland 09 -13 -38 20 -17 -18 32 34 -13 00 13 21 38 36 13 -07 -12 07 16 15
Ireland 12 22 45 34 28 22 21 26 19 31 41 47 39 53 11 00 04 03 01 -02
Italy -42 -33 27 -18 04 15 23 17 33 38 61 47 44 53 33 29 23 18 15 13
Japan 24 29 33 33 29 19 -12 25 -34 37 25 -41 -58 -60 -47 -64 -62 -50 -47 -43
Korea 23 31 28 27 11 07 18 24 33 27 24 07 20 44 38 46 28 23 25 25
Luxembourg . . . 26 09 -17 00 15 09 10 24 22 30 51 51 17 -03 -14 -18 -21
Netherlands 05 05 -08 -11 18 03 17 10 06 29 33 34 45 53 26 05 -09 -06 -04 04
New Zealand 14 -06 00 -01 -07 -05 12 39 44 37 25 07 07 16 19 22 28 26 18 15
Norway 17 -08 -16 -13 -36 -53 -42 -19 11 43 57 14 39 130 104 55 48 47 61 59
Poland . . . . . . . . 15 05 -07 -03 -04 00 -12 -16 -08 -23 -14 -10
Portugal 03 29 31 20 12 38 -03 -11 08 06 07 03 04 04 -12 03 01 00 00 -09
Slovak Republic -49 01 -65 -50 -24 57 -100 -34 -28 -24 -20 -20 -22
Spain 06 -04 02 -08 -12 00 23 -19 -18 00 12 09 22 22 24 24 26 12 20 19
Sweden 43 27 41 27 30 -86 -118 -85 55 -12 10 33 37 59 36 06 00 02 05 10
Switzerland . . . 10 -07 -18 -21 -13 -05 -06 -16 -07 09 29 16 09 -01 -03 01 05
United Kingdom 16 35 36 11 -07 -41 55 -41 29 -13 09 31 34 60 25 -02 -19 -16 -17 -18
United States 12 -05 01 -08 -13 22 -15 -02 04 12 24 35 36 41 19 -17 28 26 -22 -20
Euro area 06 04 04 01 -02 01 05 -01 00 08 20 20 25 37 18 08 03 00 03 06
Total OECD 01 05 10 03 04 -11 -15 08 -04 04 16 19 20 28 11 -10 -17 -15 -12 -10

Note: The primary balance is the difference between the financial balance and net interest payments. For more details see footnotes to Annex Tables 27 and 31 and OECD Economic Outlook Sources and Methods
(http:/fwww.oecd.org/eco/sources-and-methods) .
Source: OECD Economic Outlook 76 database.
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Annex Table 30. Cyclically-adjusted general government primary balances
Surplus (+) or deficit (-) as aper cent of potential GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Australia 18 31 33 2.3 03 -12 -16 -01 0.6 15 26 2.8 3.9 24 0.8 18 22 2.0 17 18
Austria -0.7 0.4 0.3 05 0.1 11 -05 -15 -23 -06 12 0.3 0.1 0.2 2.7 22 16 15 0.6 05
Belgium 4.0 29 29 3.7 31 29 4.9 53 54 6.2 6.2 7.0 6.1 5.6 6.2 6.0 6.2 5.0 4.2 35
Canada -5 -13 -11 -10 -16 -19 -16 -08 1.0 3.6 5.8 5.6 6.0 55 4.0 2.6 25 25 2.2 2.0
Denmark 59 4.8 4.4 33 25 2.8 3.9 2.0 17 24 31 33 51 35 37 31 34 2.6 24 19
Finland -0.6 19 2.0 16 0.3 0.1 19 31 31 3.3 25 4.0 4.2 7.1 6.1 50 3.0 2.3 18 14
France 11 -01 -01 -05 -03 -17 -23 -18 -17 0.2 12 0.9 13 0.9 08 -05 -09 -06 0.0 0.1
Germany 13 0.2 15 -17 -12 -05 0.7 12 0.4 0.6 13 15 17 10 -05 -06 0.0 0.0 0.4 0.8
Greece -19 43 -70 -60 -20 -09 0.2 54 32 52 51 6.4 6.1 32 23 18 04 -05 16 2.6
Iceland 32 -24 41 -21 -10 09 -04 -17 0.8 10 17 21 4.0 33 14 06 -04 0.5 11 0.9
Ireland 0.2 3.0 45 21 2.7 31 39 4.6 3.2 4.2 4.3 4.8 31 4.0 01 -09 0.3 0.3 00 -03
Italy -35 -832 830 -19 -02 20 38 28 3.8 4.4 6.4 4.9 4.5 3.6 2.7 27 25 20 17 12
Japan* 2.8 2.8 2.9 25 23 5 -12 -25 33 -41 -29 -39 52 58 -41 -54 54 -48 -47 -45
Netherlands 0.9 15 -16 -32 -01 -07 24 15 0.7 26 24 16 2.2 1.9 0.8 0.2 0.9 16 2.2 2.6
New Zeaand 09 -03 05 13 24 2.8 2.7 37 38 2.7 19 15 0.6 11 15 14 22 14 13 13
Norway” -26 -25 -28 -46 -75 92 87 69 -40 -41 37 -48 -39 -24 -39 -72 -74 -81 -83 -83
Portugal 15 3.0 24 11 -01 31 0.4 0.0 13 0.8 04 -05 -06 -11 -18 0.6 15 14 11 0.0
Spain -04 -09 -08 -21 -23 -02 -11 -07 -05 14 22 15 2.2 15 21 24 28 15 2.3 21
Sweden 3.2 16 32 28 -09 -45 56 -42 -30 15 29 4.0 3.2 4.4 34 0.8 0.7 0.3 0.1 0.2
United Kingdom 1.0 18 19 0.3 03 -21 -35 -833 -23 -07 11 3.2 35 3.2 21 -01 -18 -19 -19 -19
United States -2 07 -03 -10 -07 -18 -10 0.1 0.9 16 2.6 3.6 34 3.9 22 -12 -23 -25 -21 -20
Euro area 00 -06 -04 -13 -08 -01 0.7 0.9 0.7 18 2.7 24 25 19 12 0.9 1.0 0.8 11 11
Total OECD 0.0 0.1 04 -04 -03 -08 -08 -03 0.0 0.8 19 21 2.0 19 10 -09 -14 -14 -12 -1

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://www.oecd.org/eco/sources-and-methods) for details on the methodology used for estimating the cyclical component of government balances.

a) Includes deferred tax payments on postal savings accountsin 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit Insurance Company.

b) Asapercentage of mainland potential GDP. The financial balances shown exclude net revenues from petroleum activities.

Source: OECD Economic Outlook 76 database.
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Annex Table 31. General government net debt interest payments
Per cent of nominal GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Australia 41 38 39 35 31 37 32 42 41 34 28 22 22 21 19 17 15 15 14
Austria 27 29 28 28 29 30 32 31 32 34 31 30 29 29 28 26 23 24 22
Belgium 101 99 109 113 108 108 106 92 89 85 77 73 67 65 62 57 52 47 44
Canada 42 42 46 52 53 53 53 52 57 53 48 48 43 31 29 25 18 13 11
Denmark 50 43 40 38 40 32 35 33 31 29 29 25 24 21 18 16 11 10 08
Finland 09 -09 -12 -17 -19 -19 03 11 09 15 19 17 16 11 07 02 02 -01 00
France 22 21 22 24 26 27 30 31 33 33 32 31 29 28 28 27 28 25 25
Germany 25 25 23 22 23 27 28 28 32 32 32 33 31 29 28 27 28 27 28
Greece 65 72 73 98 94 112 122 135 121 115 82 82 74 75 67 60 55 53 52
Iceland 01 07 08 13 12 10 14 14 17 16 13 16 14 11 11 -03 05 06 04
Ireland 69 65 62 62 57 52 48 45 40 32 26 24 14 09 02 02 02 02 02
Italy 76 80 90 99 113 122 126 110 109 109 88 78 62 60 59 53 48 47 47
Japan® 20 18 15 13 11 11 12 12 13 13 13 14 15 15 14 15 15 15 17
Korea 01 -01 -03 -05 -05 -05 -05 -04 -05 -07 -08 -11 -09 -11 -08 -09 -13 -11 -09
Luxembourg . . . 22 20 -19 -16 -13 -11 -09 -08 -09 -07 -09 -13 -11 -10 -10 -10
Netherlands 47 47 42 43 45 45 46 44 47 47 44 42 38 31 27 25 24 23 23
New Zealand 40 33 37 42 32 28 25 14 14 08 06 04 01 01 -01 -03 -04 -04 -04
Norway 29 -35 -34 -35 37 -34 -28 22 -23 22 21 21 23 -26 -31 -36 -36 -34 -44
Poland .. . - . . . . . 53 42 39 37 28 24 26 33 31 31 33
Portugal 75 66 61 86 88 85 77 66 63 54 42 35 32 33 32 31 30 29 29
Slovak Republic . . . . . . . 13 08 09 12 13 15 23 26 29 14 18 19
Spain 25 28 29 31 33 37 47 46 49 50 44 40 33 31 28 25 22 22 21
Sweden 04 03 -07 -11 -11 -10 -04 08 14 16 20 14 14 08 08 09 -01 -03 -02
Switzerland . . . 04 04 06 06 07 08 07 08 08 09 05 07 07 07 07 07
United Kingdom 35 31 28 27 24 24 25 27 29 29 31 30 24 22 18 15 16 15 15
Uniited States 31 31 33 34 36 35 34 34 36 34 32 31 27 25 23 21 18 18 20
Euro area 39 40 42 45 48 52 53 50 50 51 46 43 38 36 35 32 30 30 30
Total OECD 31 31 31 32 33 34 34 34 35 35 32 31 27 25 23 22 20 19 20

Note: Inthecaseof Ireland and New Zealand where net interest payments are not available, net property income paid is used as a proxy. For Denmark, net interest payments include dividends received. See OECD
Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-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 Economic Outlook 76 database.
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Annex Table 32. General government gross financial liabilities
Per cent of nominal GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Australia . 215 250 231 239 287 322 426 446 414 396 341 284 252 221 207 196 206 182 180
Austria 581 592 582 576 576 573 621 650 697 699 699 674 698 694 702 719 697 695 699 702
Belgium 128.7 129.1 1257 129.7 1314 1405 1443 1412 1388 1361 1299 1247 1203 1150 1135 1104 1049 1004 1001 96.6
Canada 715 711 723 745 821 899 969 982 1008 1003 962 939 895 818 810 777 733 706 672 648
Czech Republic . . . . . . . . . . 122 129 134 182 253 288 378 391 411 425
Denmark 722 707 690 698 708 749 889 824 784 745 704 671 611 544 537 541 495 484 468 452
Finland 203 191 169 167 251 451 583 609 657 666 648 614 559 532 513 508 515 518 525 530
France 401 400 399 395 403 447 516 553 639 675 694 711 673 662 649 687 712 740 762 774
Germany “ 418 423 409 415 388 418 474 479 571 603 618 632 616 609 605 629 651 670 686 691
Greece” 530 627 657 796 822 878 1101 1079 1087 111.3 1082 1058 1052 1140 1147 1125 1099 1121 1114 107.2
Hungary . . . . . . . . . . 673 649 664 602 601 611 603 571 588 602
Iceland 281 315 373 369 391 472 542 569 603 576 543 493 445 419 474 436 416 371 339 319
Ireland 1117 1081 987 940 954 924 950 895 819 734 646 537 487 383 359 327 321 293 269 253
Italy 98.1 1003 1033 1125 1165 126.0 1279 1344 1335 1357 133.0 1334 1284 1245 1220 1215 1209 120.0 1195 1193
Japan© 764 741 708 686 648 687 749 797 871 939 1003 1122 1257 1341 1423 1493 1575 1635 1700 1754
Korea 12.6 9.6 8.8 7.7 6.7 6.3 5.6 52 55 59 75 131 156 163 174 166 187 193 200 213
Luxembourg . . . 54 4.6 55 6.8 6.3 6.7 7.2 6.8 6.3 6.0 55 55 5.7 53 52 52 54
Netherlands 854 875 882 878 889 928 977 877 908 898 845 829 742 667 621 621 632 661 681 687
New Zealand . . . . . . 708 627 569 508 501 49.7 471 447 422 402 374 346 332 323
Norway 337 328 328 293 275 322 405 369 344 307 275 262 268 300 292 357 352 349 311 268
Poland . . . . . . . . . . 456 418 432 400 410 467 516 532 570 585
Portugal . . . . . . . . 725 718 680 642 628 614 651 681 703 706 718 739
Slovak Republic . . . . . . . . . 306 331 340 472 499 487 434 428 401 389 377
Spain . . .. 488 507 530 668 654 703 771 760 761 703 673 635 613 594 584 563 542
Sweden 625 56.1 510 468 555 740 79.0 835 822 847 828 8l2 716 642 632 621 619 612 603 590
United Kingdom 489 428 369 330 336 398 496 478 527 526 532 538 488 459 412 415 420 434 449 465
United States 641 648 651 666 713 737 754 746 742 734 709 677 641 582 579 602 625 635 649 66.8
Euro area 595 601 603 627 633 668 722 733 787 827 826 87 792 770 755 766 774 783 790 789
Total OECD 619 608 601 608 627 663 704 712 739 755 743 746 734 709 711 732 754 768 784 798

Note: Gross debt data are not always comparable across countries due to different definitions or treatment of debt components. Notably, they include the funded portion of government employee pension liabilities for
some OECD countries, including Australiaand the United States. The debt position of these countriesis 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. General government financial liabilities presented here are defined according to ESA95/SNA93 for al countries with the
exception of the Czech Republic, Greece, Ireland, Luxembourg and the Slovak Republic where debt measures follow the definition of debt applied under the Maastricht Treaty. Maastricht debt for European Union
countriesis shown in Annex Table 60. For more details see OECD Economic Outlook Sources and Methods (htip://www.oecd.org/eco/sources-and-methods).

a) Includes the debt of the Inherited Debt Fund from 1995 onwards.

b) Recent revisions to Greek budgetary data suggest gross debt data of 114.0, 112.4 and 112.3 per cent of GDP in 1997-1999 respectively.

¢) Includes the debt of the Japan Railway Settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD Economic Outlook 76 database.
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Annex Table 33. General government net financial liabilities
Per cent of nominal GDP

Austraia
Austria
Belgium
Canada
Denmark
Finland “

France
Germany”
Hungary
Iceland

Italy

Japan ¢
Korea
Netherlands

New Zealand
Norway

Portugal

Spain

Sweden

United Kingdom
United States

Euro area
Total OECD

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
. 163 119 109 117 165 226 275 282 223 225 170 159 99 58 41 24 19 14 09

346 364 359 354 353 364 411 432 478 473 480 442 445 431 436 452 434 432 436 439
1202 1206 1172 1169 1182 1252 127.9 1262 1256 1233 1183 1128 1077 1025 1001 979 9053 908 905 87.0
3903 382 411 433 500 585 644 674 693 675 635 608 535 448 405 379 343 311 281 257
187 198 186 184 210 231 253 256 259 245 213 211 126 87 65 79 47 36 20 04
280 -292 -334 -356 -341 -249 -161 -163 |-38 65 -7.4 -150 -515 -315 -325 -323 -338 -348 -355 -36.1
133 151 157 175 188 204 271 283 389 426 433 417 336 349 367 423 441 461 476 487
211 220 205 210 202 245 281 293 396 425 434 461 453 424 441 486 519 547 571 580
; . . ; . . . . . . 240 306 327 309 335 308 307 418 435 449

82 99 179 194 201 271 353 384 404 402 382 317 241 240 269 234 235 227 206 186
888 910 939 841 890 978 1060 1113 1092 1109 1070 1082 103.7 989 969 977 971 962 958 055
556 469 383 246 126 143 177 203 245 297 352 458 536 591 652 714 791 844 901 947
93 -128 -154 -163 -151 -146 -153 -160 -17.4 -190 -21.5 -231 -239 -27.0° -300 -318 -200 -30.7 -32.7 -34.3
256 292 325 334 346 406 453 442 541 529 507 480 366 351 333 353 368 390 411 416
. . . . . . 479 408 347 307 284 258 238 207 203 180 139 99 74 52

426 -42.7 -419 -417 -379 -356 -324 -310 -326 -365 -429 -469 -527 -60.6 -71.9 -725 -789 -805 -839 -911
. - . . . 264 286 287 283 272 271 295 332 354 357 369 390

30,7 327 332 415 435 489 531 523 517 462 433 418 399 380 370 349 328

63 02 -59 -78 -50 45 103 204 253 257 231 200 94 14 29 48 45 38 29 16

258 205 156 149 155 225 323 330 389 405 426 437 398 369 335 343 349 363 378 304
465 476 477 489 525 559 584 579 572 563 531 493 443 390 380 407 428 443 457 476
354 369 373 361 375 406 454 466 531 564 558 558 50.8 490 491 515 525 534 540 54.0
309 386 372 354 361 396 434 443 469 480 470 467 435 408 406 431 452 466 480 492

Note: Net debt measures are not always comparable across countries due to different definitions or treatment of debt (and asset) conmponents. First, the treatment of government liabilities in respect of their employee pension
plans may be different (see note to Annex Table 32). Second, a range of items included as general government assets differs across countries. For example, equity holdings are excluded from government assets in some

countries whereas foreign exchange, gold and SDR holdings are considered as assets in the United States and the United Kingdom. For details see OECD Economic Outlook Sources and Methods

(http://www.oecd.org/eco/sources-and-methods).

a) From 1995 onwards housing corporation shares are no longer classified as financial assets.

b) Includes the debt of the Inherited Debt Fund from 1995 onwards.
¢) Includes the debt of the Japan Railway Settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD Economic Outlook 76 database.
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Annex Table 34. Short-term interest rates
Per cent, per annum

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Fourth quarter

2004 2005 2006

Australia 145 102 6.5 52 5.7 7.7 7.2 5.4 5.0 5.0 6.2 4.9 4.7 4.9 55 5.9 6.1 55 6.1 6.1

Austria 9.0 9.5 9.5 7.0 51 4.6 34 35 3.6

Belgium 9.6 9.4 9.4 8.2 5.7 4.8 3.2 34 3.6

Canada 13.0 9.0 6.7 50 55 7.1 4.5 3.6 51 4.9 57 4.0 2.6 3.0 2.5 35 4.2 3.0 3.7 4.4

Czech Republic . . . 131 91 109 120 159 143 6.9 5.4 5.2 35 2.3 24 3.0 32 2.9 3.0 33

Denmark 10.9 9.7 11.0 104 6.1 6.1 39 3.7 4.1 3.3 4.9 4.6 3.5 24 21 2.2 2.7 2.2 2.2 3.1

Finland 140 131 133 7.8 54 58 3.6 3.2 3.6

France 10.3 96 103 8.6 58 6.6 39 35 3.6

Germany 85 9.2 9.5 73 54 45 33 33 35

Greece 230 233 217 213 193 155 128 104 116 8.9 4.4

Hungary . . . 172 269 320 240 201 180 147 11.0 108 8.9 82 115 100 8.7 | 10.9 9.6 8.1

Iceland 148 146 105 8.8 4.9 7.0 7.0 7.1 74 86 112 110 8.0 5.0 6.2 8.7 8.8 7.8 9.0 8.0

Ireland 11.3 104 143 9.1 5.9 6.2 5.4 6.1 5.4

Italy 122 122 140 102 85 105 8.8 6.9 5.0

Japan 7.7 74 45 3.0 2.2 12 0.6 0.6 0.7 0.2 0.2 0.1 0.1 0.0 0.0 0.0 0.4 0.0 0.0 0.5

Korea . 183 164 130 133 141 127 134 152 6.8 7.1 53 4.8 4.3 3.8 3.7 3.9 3.6 39 39

Luxembourg 9.6 9.4 9.4 8.2 57 4.8 3.2 34 3.6

Mexico 350 198 159 155 146 482 329 213 262 224 162 122 7.5 6.5 6.8 7.8 8.1 75 7.9 8.3

Netherlands 8.7 9.3 9.4 6.9 52 4.4 3.0 3.3 35

New Zealand 139 100 6.7 6.3 6.7 9.0 9.3 7.7 7.3 4.8 6.5 5.7 5.7 54 6.1 6.7 6.7 6.6 6.7 6.7

Norway 115 106 118 7.3 59 55 4.9 3.7 58 6.5 6.7 7.2 6.9 41 20 20 2.6 20 20 3.0

Poland . . . 349 318 277 213 231 199 147 189 157 8.8 5.7 6.4 7.5 75 7.3 7.3 7.1

Portugal 169 177 161 125 111 9.8 74 57 4.3

Slovak Republic . . . . . . 115 202 181 148 8.2 7.5 75 59 4.6 4.4 41 45 4.3 4.0

Spain 152 132 133 117 8.0 9.4 75 54 4.2

Sweden 13.7 116 129 8.4 74 8.7 5.8 4.1 4.2 31 4.0 4.0 4.1 3.0 21 3.2 4.6 20 4.0 4.7

Switzerland 8.9 8.2 7.9 49 4.2 29 2.0 1.6 15 14 3.2 29 11 0.3 0.5 1.6 24 0.7 19 24

Turkey . . . . . . . . . . 389 924 595 385 225 147 125 | 157 144 126

United Kingdom 148 115 9.6 59 55 6.7 6.0 6.8 7.3 54 6.1 50 4.0 3.7 4.6 55 5.8 50 5.8 58

United States 8.2 59 3.8 3.2 4.7 6.0 54 5.7 55 54 6.5 3.7 18 1.2 15 2.8 3.8 21 3.2 4.2

Euro area 10.7 106 112 8.6 6.3 6.5 4.8 4.3 3.9 3.0 4.4 4.3 3.3 2.3 21 21 2.7 21 21 3.0

Note: Three-month money market rates where available, or rates on proximately similar financial instruments. See OECD Economic Outlook Sources and Methods (hitp://www.oecd.org/eco/sources-and-methods).
Individual euro area countries are not shown after 1998 (2000 for Greece) since their short term interest rates are equal to the euro arearate.
Source: OECD Economic Outlook 76 database.
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Annex Table 35. Long-term interest rates
Per cent, per annum

Fourth quarter

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2004 2005 2006
Australia 13.2 10.7 9.2 7.3 9.0 9.2 8.2 6.9 55 6.1 6.3 5.6 58 54 5.7 5.9 6.4 5.6 6.1 6.5
Austria 8.7 8.5 8.1 6.7 7.0 7.1 6.3 57 4.7 4.7 56 51 5.0 4.2 4.2 4.1 43 4.0 4.2 45
Belgium 10.1 9.3 8.7 7.2 7.7 7.4 6.3 5.6 4.7 4.7 5.6 51 4.9 4.1 4.1 4.1 4.4 4.0 4.2 4.5
Canada 10.7 9.5 8.1 7.2 8.4 8.2 7.2 6.1 5.3 5.5 5.9 5.5 5.3 4.8 4.7 4.7 5.2 4.7 4.8 5.3
Denmark 10.6 9.3 9.0 7.3 7.8 8.3 7.2 6.3 5.0 4.9 57 51 51 4.3 4.3 4.3 45 4.2 4.4 4.7
Finland 13.2 11.7 12.0 8.8 9.0 8.8 7.1 6.0 4.8 4.7 55 5.0 5.0 4.1 4.1 4.1 4.4 3.9 4.1 45
France 9.9 9.0 8.6 6.8 7.2 7.5 6.3 5.6 4.6 4.6 54 4.9 4.9 4.1 4.1 4.1 4.3 3.9 4.2 4.5
Germany 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 4.1 4.1 4.0 4.3 3.9 4.1 4.4
Greece . . . . . . . 9.8 8.5 6.3 6.1 5.3 5.0 4.3 4.2 4.1 4.4 4.0 4.2 4.5
Iceland . . 131 13.4 7.0 9.7 9.2 8.7 7.7 85 11.2 104 8.0 6.7 75 9.0 9.0 8.1 9.2 8.8
Ireland 10.3 9.4 9.3 7.6 8.0 8.2 7.2 6.3 4.7 4.8 5.5 5.0 5.0 4.1 4.1 4.1 4.4 4.0 4.2 4.6
Italy 13.5 133 13.3 11.2 10.5 12.2 9.4 6.9 49 4.7 5.6 5.2 5.0 4.3 4.3 4.2 4.4 4.0 4.3 4.6
Japan 7.0 6.3 5.3 4.3 4.4 34 3.1 24 15 1.7 1.7 13 1.3 1.1 15 1.8 25 15 2.0 2.8
Korea 15.1 16.5 15.1 12.1 12.3 12.4 10.9 11.7 12.8 8.7 8.5 6.7 6.5 5.0 4.8 4.8 53 4.6 5.0 5.3
Luxembourg . . . . 7.2 7.2 6.3 5.6 4.7 4.7 55 4.9 4.7 33 31 33 36 32 33 37
Mexico 34.9 19.7 16.1 15.6 13.8 39.9 344 224 248 241 16.9 13.8 8.5 74 7.6 8.5 8.9 8.3 8.6 9.1
Netherlands 8.9 8.7 8.1 6.4 6.9 6.9 6.2 5.6 4.6 4.6 5.4 5.0 4.9 4.1 4.1 4.0 4.3 3.9 4.1 4.5
New Zealand 12.4 101 84 6.9 7.6 7.8 7.9 7.2 6.3 6.4 6.9 6.4 6.5 5.9 6.1 6.0 6.0 6.1 6.0 6.0
Norway 10.7 10.0 9.6 6.9 74 74 6.8 5.9 54 55 6.2 6.2 6.4 5.0 45 4.9 5.6 45 53 6.2
Portugal . . . . 10.5 11.5 8.6 6.4 4.9 4.8 5.6 5.2 5.0 4.2 4.2 4.2 4.5 4.1 4.3 4.6
Slovak Republic . . . . . . 9.7 94 217 16.2 9.8 8.1 6.9 5.0 5.1 5.2 53 5.1 5.3 5.4
Spain 14.6 12.8 11.7 10.2 10.0 11.3 8.7 6.4 4.8 4.7 55 51 5.0 4.1 4.1 4.1 4.3 3.9 4.1 45
Sweden 13.2 10.7 10.0 8.5 9.5 10.2 8.0 6.6 5.0 5.0 54 51 5.3 4.6 4.5 5.2 5.6 4.3 5.6 5.6
Switzerland 6.4 6.2 6.4 4.6 5.0 45 4.0 34 3.0 3.0 3.9 34 32 2.7 2.8 33 3.6 3.0 33 3.7
Turkey . . . . . . . . . . 3717 996 635 441 24.2 16.5 126 | 20.7 143 128
United Kingdom 11.8 10.1 9.1 7.5 8.2 8.2 7.8 7.1 55 5.1 5.3 49 4.9 4.5 5.0 5.2 5.2 5.1 5.2 5.2
United States 8.6 7.9 7.0 59 7.1 6.6 6.4 6.4 53 5.6 6.0 5.0 4.6 4.0 4.3 4.7 53 4.2 4.9 55
Euro area . 10.3 9.8 7.9 8.0 84 7.1 5.9 4.7 4.6 54 5.0 4.9 41 41 4.1 43 39 4.1 45

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 also OECD Economic Outlook Sources and Methods
(http:/fwww.oecd.org/eco/sources-and-methods).
Source: OECD Economic Outlook 76 database.
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Annex Table 36. Nominal exchange rates (vis-a-vis the US dollar)
Average of daily rates

Estimates and assumptions’
Monetary unit 1994 1995 1996 1997 1998 1999 1999 2000 2001 2002 2003
2004 2005 2006

Australia Dollar 1369 1350 1277 1348 1592 1550| 1550 1.727 1.935 1.841 1.542 1.363 1.325 1.325
Austria Schilling 1142 1008 1058 1220 1238 1291
Belgium Franc 3346 2950 3098 3576 3630 37.86
Canada Dollar 1366 1372 1364 1385 1483 1486| 1486 1485 1.548 1.570 1.400 1.300 1.198 1.198
Czech Republic Koruny 2879 2654 2715 3170 3228 3459| 3459 38.64 38.02 32.73 28.13 25.85 24.45 24.450
Denmark Krone 6.360 5.604 5798 6.604 6.699 6.980| 6.980 8.088 8.321 7.884 6.577 6.006 5.731 5.731
Finland Markka 5223 4367 4592 5187 5345 5580
France Franc 5552 4991 5116 5837 5899 @ 6.157
Germany Deutschemark 1.623 1.433 1.505 1.734 1.759 1.836
Greece Drachma 2422 2316 240.7 2729 2953 3057
Hungary Forint 105.1 1257 1526 1866 2142 237.0| 2370 2821 286.4 257.3 224.2 203.4 190.9 190.9
Iceland Krona 69.99 6477 6669 70.97 7117 7243| 7243 7884 97.67 91.59 76.69 70.67 67.68 67.68
Ireland Pound 0670 0624 0625 0660 0.703 0.739
Italy Lira 1613 1629 1543 1703 1736 1817
Japan Yen 102.2 941 1088 1210 1309 1139| 1139 1078 1215 125.3 1159 108.4 105.7 105.7
Korea Won 8043 7714 8044 9505 14005 1186.7|1186.7 1130.6 12904 12510 11910 11523 11116 11116
Luxembourg Franc 3346 2950 3098 3576 3630 37.86
Mexico Peso 3389 6421 7601 7.924 9153 9553 | 9553 9453 9.344 9.660 10.790 11.306 11.428 11.428
Netherlands Guilder 1820 1605 1686 1951 1983  2.068
New Zealand Dollar 1.687 1524 1454 1513 1869 1.892| 1.892 2205 2.382 2.163 1.724 1.515 1.448 1.448
Norway Krone 7057 6337 6457 7072 7545 7797 | 7.797 8.797 8.993 7.986 7.078 6.767 6.368 6.368
Poland Zloty 2273 2425 2695 3277 3492 3964 | 3964 4.346 4.097 4.082 3.888 3.675 3.330 3.330
Portugal Escudo 166.0 1499 1542 1752 1801 1882
Slovak Republic Koruna 320 2974 3065 3362 3523 41.36| 4136 46.23 48.35 45.30 36.76 32.44 31.02 31.020
Spain Peseta 1340 1247 1267 1464 1494  156.2
Sweden Krona 7716 7134 6707 7.635 7947 8262| 8262 9.161 10.338 9.721 8.078 7.380 7.008 7.008
Switzerland Franc 1.367 1182 1236 1450 1450 1503 | 1.503 1.688 1.687 1.557 1.345 1.246 1.178 1.178
Turkey Lira 29778 45738 81281 151595 260473 418984 (418984 624 325 1228269 1512342 1502542 1437 340 1526498 1579 354
United Kingdom Pound 0.653 0634 0641 0611 0604 0.618| 0.618 0.661 0.694 0.667 0.612 0.548 0.539 0.539
United States 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 area Euro . . . . . . 0939 1.086 1.118 1.062 0.886 0.808 0.772 0.772

SDR 0699 0659 0689 0726 0737 0731 0731 0.758 0.785 0.773 0.714 0.677 0.665 0.665

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 5 November 2004, except for Turkey, where exchange rates vary according to official exchange rate policy.
Source: OECD Economic Outlook 76 database.
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Annex Table 37. Effective exchange rates
Indices 1995 = 100, average of daily rates

Austraia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland

Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

Estimates and assumptions’

2004 2005 2006

111.9 104.8 99.5 107.2 103.9 1139 1154 107.5 107.7 100.0 93.8 97.2 108.6 116.9 117.8 117.9
90.2 924 95.5 97.7 102.4 101.4 99.5 101.6 102.3 100.0 100.5 101.0 104.1 105.1 106.0 106.1
93.0 95.9 98.0 102.3 108.1 106.3 102.1 104.6 104.1 100.0 101.2 102.9 108.0 109.6 111.1 111.2
118.9 112.9 107.8 102.8 102.0 103.9 104.3 99.4 99.0 100.0 97.0 95.5 105.8 112.6 121.4 121.4
. . 94.7 98.1 98.8 100.4 97.4 99.0 98.7 100.0 104.9 116.7 116.0 115.8 117.4 117.4
90.8 93.6 98.0 100.3 105.5 104.6 102.1 104.8 104.2 100.0 101.8 103.0 107.5 108.9 109.9 109.9
100.5 88.2 79.4 90.0 103.6 101.0 98.8 101.7 104.7 100.0 102.1 103.9 109.1 110.8 111.9 111.9
89.8 93.6 97.5 100.4 104.5 104.9 102.1 104.6 103.8 100.0 100.9 102.5 107.1 108.7 110.1 110.2
84.9 89.0 93.9 98.5 106.0 104.5 100.9 104.6 104.5 100.0 101.2 103.0 109.0 111.0 112.5 112.7
136.6 128.6 119.9 1145 1131 111.3 109.3 106.2 107.0 100.0 100.8 102.5 106.9 108.3 109.5 109.6
. . 214.0 1924  152.7 130.1 120.5 109.2 1054  100.0 101.8 108.8 107.5 109.3 112.0 112.0
103.2 102.9 96.9 92.7 93.1 92.6 94.6 97.2 98.9 100.0 84.7 86.7 91.3 92.0 92.9 92.9
108.9 113.6 107.9 109.7 111.7 114.6 114.4 111.1 107.8 100.0 101.3 103.7 113.6 115.6 118.4 118.4
116.4 115.4 99.4 99.3 91.4 100.6 102.0 104.1 103.8 100.0 101.2 103.1 108.0 109.6 110.9 1111
55.4 60.1 74.4 86.4 92.5 80.7 77.1 80.1 91.9 100.0 92.3 88.4 91.2 94.8 95.9 96.0
128.7 119.9 118.1 1194 1198 121.8 112.7 81.6 934  100.0 92.4 95.5 94.7 93.9 95.7 95.7
96.4 98.5 99.1 101.9 105.3 104.1 101.8 102.9 102.7 100.0 100.4 101.6 105.0 106.3 107.1 107.2
259.1 2594 2725 263.9 138.7 117.8 115.6 102.7 97.9 100.0 102.8 99.6 87.0 81.8 80.3 80.3
88.9 924 96.9 101.5 108.5 107.0 101.8 105.4 105.3 100.0 101.4 103.7 110.3 112.6 114.2 114.2
104.6 97.3 102.0 109.4 116.8 124.2 127.2 114.3 110.3 100.0 99.0 106.9 121.0 1285 1314 131.5
99.2 101.0 99.9 100.7 104.4 104.5 105.5 102.4 102.2 100.0 103.3 112.1 109.5 105.6 107.9 108.0
. . 170.4 139.1 122.6 114.3 106.2 103.9 97.0 100.0 110.3 1055 94.9 92.6 98.0 98.0
100.5 106.2 102.5 101.6 104.8 104.5 103.0 103.0 102.4 100.0 100.9 101.9 104.7 105.4 106.3 106.3
. . 95.7 94.6 97.8 98.7 103.2 104.2 98.3 100.0 97.6 97.9 103.4 107.5 107.5 107.6
125.5 124.2 111.0 105.7 106.0 107.1 102.8 104.0 103.1 100.0 101.1 102.6 106.4 107.6 108.6 108.7
109.8 1125 92.6 93.7 94.1 103.6 100.3 100.0 99.8 100.0 92.0 94.3 99.7 101.2 103.0 103.0
83.5 83.0 86.9 95.7 104.1 102.8 96.9 101.1 101.8 100.0 104.1 109.4 111.1 111.5 114.0 114.0
99356 59293 41524 1684.0 970.6 569.2 3384 2045 136.9 100.0 56.4 41.7 36.5 35.4 32.2 3L1
84.8 82.8 76.5 79.0 76.4 78.1 91.0 97.0 97.4 100.0 99.0 100.1 96.5 1011 99.7 99.7
67.0 68.3 72.6 76.9 78.4 82.8 88.7 97.9 97.6 100.0 105.4 105.7 99.2 94.7 91.4 91.4
90.6 96.5 95.5 102.1 111.0 113.2 106.1 111.8 109.9 100.0 102.5 106.1 118.7 122.9 126.1 126.4

Note: For details on the method of calculation, see the section on exchange rates and competitiveness indicatorsin OECD Economic Outlook Sources and Methods (http.//www.oecd.org/eco/sources-and-methods).
a) On the technical assumption that exchange rates remain at their levels of 5 November 2004, except for Turkey, where exchange rates vary according to official exchange rate policy.
Source: OECD Economic Outlook 76 database.
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Annex Table 38. Export volumes of goods and services
National accounts basis, percentage changes from previous year

Austraia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France®
Germany
Greece

Hungary
Iceland

Ireland

Italy

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zedand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States’

Total OECD

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
12.2 35 29 85 131 5.4 8.0 9.0 50 106 115 -0.2 47 109 18 03 -26 6.4 8.3 9.8
2.3 9.8 101 8.2 3.0 15 -26 55 6.3 48 114 8.6 57 105 6.8 3.8 14 8.1 8.0 79
46 103 8.8 4.6 2.8 24 0.9 9.0 4.8 22 6.2 5.7 53 8.2 18 13 17 3.6 6.3 7.4
29 8.9 1.0 4.7 18 72 108 127 85 5.6 8.3 9.1 107 89 -28 11 -24 7.7 6.8 5.6
39 167 8.2 85 106 57 168 118 2.7 62 167 120 104

43 112 4.2 6.2 61 -09 -15 7.0 31 4.3 41 43 122 134 4.4 48 -00 4.9 6.0 6.4
3.0 29 3.0 16 -74 100 162 135 8.6 55 138 9.2 61 194 -08 52 12 22 5.8 6.0
2.7 86 106 4.9 5.4 52 -01 7.9 7.7 32 120 8.4 42 134 19 17 -26 34 6.0 75
0.7 55 103 132 -7.3 -20 -54 77 6.0 53 114 6.4 51 142 6.1 4.1 18 8.1 5.7 8.1
6.0 -21 20 -35 41 100 -26 74 3.0 35 200 53 181 141 -10 -7.7 1.0 4.3 75 8.7
. . . . . . . 137 134 84 264 167 131 218 7.8 3.7 72 147 126 122
33 -36 29 -00 -59 -20 6.5 95 -23 9.9 53 21 40 5.0 7.7 3.6 0.3 6.3 51 6.8
13.7 9.0 103 8.7 57 139 97 151 200 122 174 220 152 204 85 57 -09 6.6 8.8 72
4.5 51 7.8 75 -14 7.3 9.0 9.8 126 0.6 6.4 34 0.1 9.7 16 -34 -39 4.5 6.1 5.4
-0.8 5.3 9.3 6.7 4.1 39 -01 3.6 41 6.4 114 -24 15 124 -61 80 101 144 74 8.0
227 122 -43 41 112 113 113 161 246 122 216 127 146 191 -27 133 157 211 133 153
33 111 126 5.6 9.2 2.7 4.8 7.7 4.6 58 147 141 148 173 18 -06 18 6.7 74 7.7
9.5 5.8 5.7 53 51 5.0 81 178 302 182 107 121 124 164 -38 15 11 124 8.4 8.4
35 8.1 75 5.6 5.6 18 4.8 9.7 8.8 4.6 8.8 7.4 51 113 16 08 -00 6.4 7.1 75
5.6 61 -14 49 108 3.7 46 100 3.8 3.7 3.9 18 8.1 6.0 25 6.3 17 6.3 4.3 7.6
11 6.4 110 8.6 6.1 4.7 32 8.4 49 102 7.7 0.6 2.8 4.0 5.0 0.1 12 24 2.6 3.8
. . . . . . . 131 229 120 122 143 -26 232 31 48 147 134 122 126
11.2 82 122 9.5 12 32 -33 8.4 8.8 7.1 7.1 9.1 29 7.8 1.0 2.0 4.0 7.3 6.1 6.2
. . . . . . . 148 45 -11 176 128 50 137 6.3 55 226 145 123 130
53 3.8 14 4.7 8.3 75 78 167 94 104 153 8.2 77 101 3.6 12 2.6 53 7.6 7.4
4.3 2.8 32 18 -19 22 83 138 113 41 133 85 82 111 0.4 1.0 53 107 8.0 7.8
14 6.2 6.1 28 -13 31 13 19 0.5 36 111 3.9 65 122 02 -02 0.0 4.1 51 5.6
264 184 -03 2.6 37 110 7.7 152 80 220 191 120 -70 192 74 111 160 145 139 126
6.1 0.7 45 55 -01 4.3 4.4 9.2 9.3 8.6 8.4 2.8 4.3 9.4 29 0.1 0.1 26 7.9 8.2
108 160 115 9.0 6.6 6.9 3.2 87 101 84 119 24 4.3 87 -54 -23 19 8.9 9.2 100
47 7.8 7.8 7.3 23 4.3 4.6 8.9 8.9 6.7 11.0 52 54 116 -00 19 24 8.3 78 85

Note: Regional aggregates are calculated inclusive of intra-regional trade as the sum of volumes expressed in 2000 $.

a) Volume data use hedonic price deflators for certain components.
Source: OECD Economic Outlook 76 database.
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Annex Table 39. Import volumes of goods and services
National accounts basis, percentage changes from previous year

Austraia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France’
Germany
Greece

Hungary
Iceland
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zeadand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States’

Total OECD

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
27 171 206 -40 -24 71 42 143 7.9 83 105 6.0 9.3 75 -42 119 110 135 7.6 9.1
4.8 9.3 9.6 7.6 4.6 16 -48 102 6.0 5.0 7.8 5.6 50 101 50 -02 4.8 7.1 8.1 8.2
6.8 107 100 4.8 2.8 31 0.5 7.4 4.8 23 5.0 73 4.5 8.3 1.0 10 21 33 6.2 7.6
53 135 59 2.0 25 4.7 7.4 8.0 5.7 51 142 5.1 7.8 81 -50 14 3.8 8.4 9.1 6.3

87 212 134 7.0 8.4 50 162 129 4.9 78 173 112 9.6

-3.1 8.3 4.1 12 30 -04 -27 123 75 35 100 8.9 55 135 34 73 -06 6.6 7.0 7.1
9.2 9.4 9.6 00 -132 0.4 21 123 6.6 62 117 7.7 37 163 0.6 17 3.0 0.2 4.0 55
7.6 8.6 84 55 24 17 -38 8.6 7.6 17 72 115 6.1 152 16 33 0.3 7.7 7.7 75
4.7 5.7 85 107 123 05 -54 7.4 5.8 3.3 8.4 8.6 81 111 14 -16 3.9 6.4 4.9 75
21 73 105 8.4 5.8 11 0.6 15 8.9 70 142 92 150 151 -52 -29 4.8 51 4.1 75

. . . . . . . 88 -07 62 246 228 123 211 51 6.2 103 147 118 112

233 -46 -103 1.0 53 -60 -78 4.1 39 165 77 234 4.2 80 -90 -25 97 125 110 8.1
6.2 49 135 51 24 8.2 75 155 164 125 168 261 121 213 6.7 34 -23 6.0 8.6 6.9

12.2 5.9 89 115 2.3 74 -10.9 8.1 97 -03 101 8.9 5.6 7.1 05 -02 -06 4.3 75 6.7

136 185 169 78 -11 -07 -14 79 125 131 10 -66 33 9.2 0.1 19 5.0 9.9 71 6.9

199 137 171 139 192 53 62 216 224 143 35 -218 278 201 -42 152 97 140 128 145
73 105 9.1 5.0 91 -31 5.2 6.7 4.2 76 139 153 146 154 37 -26 16 6.9 1.7 1.7
51 367 180 197 152 196 19 213 -150 229 227 166 141 215 -16 14 -10 105 9.1 8.9
3.7 6.4 7.7 3.8 4.9 15 0.3 9.4 105 4.4 9.5 85 58 105 22 0.8 0.6 53 6.4 7.6
86 -09 135 36 -52 8.3 53 131 9.0 7.7 22 13 117 0.3 17 8.4 9.2 146 5.2 7.2

-65 -24 22 25 0.5 16 49 5.8 57 88 124 85 -18 2.7 0.9 2.3 22 6.8 3.7 33

. . . . . . . 113 242 280 214 185 10 156 -53 26 93 104 112 119

231 180 59 145 72 107 -33 8.8 7.4 49 100 142 85 55 11 -03 -09 71 55 6.4

. . . . . . . -47 116 197 142 165 -67 105 110 52 138 140 127 119

248 161 177 9.6 103 68 -52 114 111 80 133 132 126 105 3.9 31 4.8 74 8.2 8.1
7.6 45 1.7 0.7 -49 15 -22 120 7.2 37 120 113 49 115 -26 -19 5.0 6.9 9.3 7.5
6.1 5.0 5.8 32 -19 -38 -01 1.7 4.3 3.2 8.3 75 4.3 9.6 32 -28 14 4.7 6.1 6.0

230 -45 69 330 -52 109 358 -219 296 205 224 23 37 254 -248 158 271 270 121 112
79 128 7.4 05 -45 6.8 3.3 5.8 5.6 9.7 9.8 9.3 7.9 9.1 4.9 4.1 13 4.7 6.5 6.3
5.9 3.9 4.4 36 -06 6.9 87 119 8.0 87 136 116 115 131 -27 34 44 101 7.7 73
7.5 8.8 8.8 6.0 2.6 4.0 3.0 9.4 8.1 74 101 7.4 84 119 -03 2.6 3.6 8.4 7.6 7.7

Note: Regional aggregates are calculated inclusive of intra-regional trade as the sum of volumes expressed in 2000 $.

a) Volume data use hedonic price deflators for certain components.
Source: OECD Economic Outlook 76 database.
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National accounts basis, percentage changes from previous year, national currency terms

Annex Table 40. Export prices of goods and services

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”

Total OECD

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
38 80 60 11 51 20 10 -40 60 -26 -01 24 51 131 69 -21 -52 30 19 08
7 22 25 10 07 01 05 13 20 11 12 04 07 14 08 06 01 12 12 08
33 38 69 -16 08 09 -15 13 16 17 48 -13 00 96 14 -11 -12 19 12 08
20 03 21 07 36 29 44 59 64 06 02 -03 11 62 13 -19 -13 18 02 20
68 64 21 55 38 08 29 -07 -61 08 42 13 11

13 -08 68 07 17 25 03 06 14 17 30 26 -10 80 06 -27 04 13 02 04
17 48 57 04 -03 59 68 13 49 -03 -07 -09 -51 33 -24 -49 -31 14 -02 -13
05 26 37 -13 06 -17 22 01 07 16 20 -14 -14 23 01 -17 02 09 05 02
0 17 25 02 13 10 07 10 20 01 12 02 08 30 09 01 -08 02 09 08
89 119 139 159 140 101 91 86 87 56 36 41 19 80 13 24 22 07 09 08
W e e . . . . 185 337 231 115 137 38 91 29 -44 -01 -01 03 11
120 183 263 176 69 -13 48 59 48 02 24 49 01 40 215 -17 71 37 29 20
05 56 73 81 03 20 68 02 19 -03 12 28 23 58 41 -03 -50 -01 18 16
10 34 66 30 39 09 104 33 88 10 03 10 00 63 32 18 10 22 04 14
42 -18 33 17 -23 -25 66 -31 -18 29 16 06 -84 -39 14 -17 -42 -19 05 04
29 10 03 51 24 31 11 14 17 -31 47 247 -193 -42 24 -94 14 29 26 -21
21 20 43 01 12 18 57 31 15 15 40 27 26 80 24 22 -13 20 20 20
1506 645 189 252 76 52 33 59 796 28 71 94 66 35 -25 34 132 87 62 25
50 02 40 -08 01 20 -21 05 09 05 27 -14 07 82 15 -10 00 09 08 -01
49 28 94 02 29 55 22 27 04 -26 -24 51 -02 155 76 -81 -75 -09 -08 08
18 06 107 30 -12 70 20 -27 19 69 20 -79 107 357 -32 -102 19 112 86 09
W e e ... . 37 196 76 139 132 59 17 13 48 58 114 10 30
108 117 118 63 34 05 49 64 56 -17 26 08 02 54 19 03 -18 01 13 08
- . . . . . . 107 84 40 03 21 57 123 54 07 -33 -10 04 03
35 47 60 08 15 29 50 46 59 15 33 06 04 73 27 11 07 03 20 16
26 51 65 18 16 -28 91 39 72 -49 03 -12 -24 29 23 -17 -19 -01 04 02
03 20 59 05 33 16 17 -00 -01 -08 07 -04 -07 21 02 -02 06 20 -06 01
308 749 532 382 610 625 599 1648 730 690 870 601 521 399 869 214 47 56 56 30
29 03 82 44 16 16 88 10 32 13 -40 -38 -06 22 -08 04 13 -08 16 11
25 52 17 07 13 -04 00 11 23 -13 -17 -23 -06 17 -04 -04 21 36 27 14
37 46 48 19 11 07 05 24 52 16 15 09 -12 37 13 -08 02 17 14 09

Note: Regional aggregates are calculated inclusive of intra-regional trade. They are calculated as the geometric averages of prices weighted by 2000 trade volumes expressed in $.
a) Certain components are estimated on a hedonic basis.
Source: OECD Economic Outlook 76 database.
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National accounts basis, percentage changes from previous year, nationa currency terms

Annex Table 41. Import prices of goods and services

Austrdia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France”
Germany
Greece

Hungary
Iceland
Ireland

Italy

Japan

Korea

L uxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States’

Total OECD

1087 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
30 -40 -14 4.1 13 4.2 57 -43 34 -66 -17 68 -45 7.3 58 -46 -89 -53 -04 -01
-2.0 2.3 31 0.5 11 0.5 0.8 12 0.9 24 18 0.3 0.6 2.8 04 -12 -09 13 10 0.3
-4.1 24 58 -13 -10 -24 -26 17 14 25 56 -22 0.7 120 13 -21 -10 25 20 0.9
-2 21 0.2 14 -16 4.4 6.4 6.6 34 -11 0.8 37 -02 21 3.0 06 -70 -28 -28 11
55 5.8 0.7 52 -18 16 62 -26 -84 -05 18 2.0 15

16 -14 68 -0.6 28 -08 -05 0.7 12 -00 22 25 -24 6.8 04 -31 -17 07 -06 -01
-0.2 24 4.4 0.6 2.9 8.2 7.4 0.1 0.5 0.4 07 -21 -21 69 -27 -28 0.4 5.2 25 0.1
-14 17 60 -16 -01 -31 -32 0.4 0.6 24 16 -28 -16 52 -11 -44 -02 -07 -02 -09
-4.8 18 53 -09 22 -12 -10 0.6 0.8 0.5 31 -20 -10 7.4 08 -17 -24 0.4 12 0.0
6.9 92 147 137 123 123 7.4 5.6 75 5.0 2.8 3.8 17 9.3 18 0.9 14 19 21 0.4
. . . . . . . 156 328 243 120 126 6.4 10.8 24 53 0.2 1.0 0.6 11
74 192 315 193 33 -08 9.1 5.6 35 31 03 -07 0.7 68 212 -22 -30 4.6 18 20
13 6.4 62 -37 24 -12 4.5 24 38 -05 0.7 25 25 75 36 -10 -45 -03 12 19
-1.7 48 69 -18 0.5 11 148 48 111 -29 14 -13 02 142 26 01 -08 2.2 17 14
-89 -39 5.6 73 51 -51 -83 -45 -11 8.6 59 -30 -82 15 29 -19 -19 12 29 13
02 -16 -54 7.3 19 35 0.3 1.0 4.3 30 114 272 -168 59 58 -89 12 6.2 09 -06
-1.2 0.8 3.8 16 25 27 32 21 13 0.9 3.6 12 23 1.7 34 -21 -18 16 18 2.0
1315 684 149 162 9.1 4.3 3.7 53 952 212 36 122 33 01 -28 23 144 85 55 2.7
-30 -0.2 46 -13 03 -11 -21 0.1 0.2 12 22 -15 0.5 8.3 05 -10 -07 2.3 2.3 0.1
-49 32 8.1 15 2.3 62 -14 -39 -18 -37 -05 5.6 0.7 147 23 -65 -111 -43 0.2 0.8
6.9 4.4 7.0 12 -04 -18 15 0.9 0.8 10 0.3 14 -11 6.6 03 -6.7 18 6.1 17 10
. . . . . . . 270 180 104 157 108 7.1 7.7 13 52 69 121 24 35
95 117 106 41 10 -42 4.4 4.3 3.9 16 27 -12 -03 8.2 00 -21 -12 13 19 0.7
. . . . . . . 123 7.3 7.2 03 -02 81 116 84 -02 -34 0.6 05 -02
-2.8 0.1 19 -28 -15 12 6.1 5.8 4.4 0.7 35 -03 0.7 9.7 05 -13 -02 33 32 0.9
3.8 41 5.7 33 03 -24 139 4.2 57 -48 12 -05 11 4.7 42 -00 -22 14 2.9 11
-3.6 4.3 86 -11 0.9 23 -18 -45 -24 -01 35 -18 -02 5.7 06 -40 -15 05 -04 -01
331 790 667 284 602 631 489 1633 850 804 741 625 482 506 892 317 19 3.8 4.9 2.2
24  -09 6.5 33 03 -00 8.6 3.0 5.9 01 -71 -58 -12 31 -03 -23 05 -04 31 15
6.1 4.8 2.2 28 -04 01 -09 0.9 27 -18 -36 -54 0.6 42 -25 -12 34 5.1 4.1 19
3.2 4.2 4.9 24 0.7 0.4 0.1 2.7 5.8 19 14 -05 -07 6.0 10 -15 0.2 2.3 2.2 1.0

Note: Regional aggregates are calculated inclusive of intra-regiona trade. They are calculated as the geometric averages of prices weighted by 2000 trade volumes expressed in $.
a) Certain components are estimated on a hedonic basis.
Source: OECD Economic Outlook 76 database.
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Annex Table 42. Competitive positions: relative consumer prices
Indices, 1995 = 100

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

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
108.7 119.7 1274 1253 1228 1109 1024 1075 1057 1156 1145 1047 1050 100.0 96.2 1015 1147 1237
106.0 1053 1032 1054 103.7 1052 1065 1066 109.6 1072 1035 1038 1027 1000 100.2 1004 1029 103.7
1093 1063 1041 1083 1072 1079 1078 1095 1132 1104 1050 1058 1042 1000 100.8 1019 1063 107.8
1217 129.0 1345 1341 1381 127.6 1189 109.2 1069 1070 106.3 100.3 99.4 100.0 96.9 96.0 1069 1129

77.2 81.1 83.8 89.3 90.8 99.5 98.1 1000 106.6 1183 1152 1153

1044 1038 101.0 1049 101.0 1016 1025 1022 1058 1042 1015 1037 1038 1000 1014 103.0 1076 108.3
1342 1383 1449 1487 1420 1226 1025 1064 1142 1075 1034 1047 1046 1000 1014 1022 1058 1054
1122 1098 106.7 1103 1069 1084 1095 1094 1116 1109 1064 1071 1049 100.0 99.7 1010 1055 106.9
1100 107.1 1033 1064 1050 109.6 1133 1140 1183 1135 1080 109.1 1065 100.0 99.9 1004 1049 106.0
89.1 91.0 91.0 95.5 96.8 994 1001 1009 1041 1070 1077 1063 1070 1000 100.9 1036 109.2 111.2
. . . . . . 95.8 93.5 88.8 89.7 95.2 95.8 98.7 1000 1081 1191 1208 1283
106.1 1124 1053 1024 1046 104.6 98.4 92.2 90.8 90.1 91.6 93.7 96.5 100.0 88.1 93.5 98.6 100.9
1225 1179 1144 1195 1156 1192 1106 1103 111.2 1130 111.6 1083 1048 1000 1040 109.6 121.6 1235
1188 1175 1193 1239 1246 1225 1034 100.5 933 1033 1037 1051 1041 1000 1011 103.2 1085 110.0

86.7 91.9 82.4 74.7 80.5 82.9 96.1 103.8 105.6 88.3 83.3 84.2 944 100.0 89.5 83.7 84.6 85.4
105.0 1086 121.0 1182 1177 1107 1075 108.7 1100 1139 1074 81.9 93.0 100.0 94.6 995 1006 1015
1045 103.0 101.3 1044 1034 1044 1043 1056 1082 1056 1025 1027 1020 1000 1005 101.8 1053 106.5

56.9 719 75.2 o 86.1 93.3 99.7 95.3 64.6 721 83.4 84.2 921 100.0 1065 106.6 95.3 91.4
1149 1119 1059 1082 1060 1078 1083 1083 1124 1093 1035 1063 1057 1000 1029 1064 1132 1145
123.6 1309 1226 1210 1148 1040 1065 1122 1202 1274 1298 1160 1103 100.0 99.1 1081 1222 1299
1116 1146 1137 1119 1081 1080 1040 1012 1036 1024 103.6 1009 1014 1000 103.8 111.8 109.8 104.6

. . . . . . 733 74.0 79.1 84.8 87.8 93.2 90.7 100.0 1129 107.8 95.6 94.2
82.4 82.8 85.2 89.7 95,5 1040 100.9 99.3 1028 1026 101.3 1021 1022 100.0 1025 1048 108.6 109.3
. . . . . . 83.7 82.8 84.7 84.5 89.2 91.1 90.7 1000 1012 1023 1153 126.0
101.8 1069 1131 1199 1214 1210 1078 1029 1044 1061 1014 1023 1022 1000 1021 1045 1092 1114
1145 1174 1195 1240 1299 1300 1068 1053 1044 1124 106.7 103.6 101.7 100.0 91.6 93.9 99.0 99.0
106.7 104.6 974 1042 1039 1021 1040 1087 1152 1111 1026 1043 1030 100.0 1021 1057 1057 1045

734 70.4 76.1 85.1 86.7 83.3 89.4 65.7 71.2 719 76.8 84.6 89.4 100.0 817 88.7 959 100.5

80.9 87.1 86.6 89.7 91.6 88.2 78.6 79.0 76.1 77.3 90.6 97.4 97.2 100.0 98.0 98.6 958 101.1

95.4 89.2 89.2 87.4 85.8 84.0 85.2 85.3 84.1 86.7 91.1 98.4 97.0 100.0 1057 105.8 99.4 95.3
112.3 1075 1031 1127 109.0 1132 1064 1060 109.8 108.7 99.1 1012 1113 1000 1019 1055 1177 1214

Note: Competitiveness-weighted relative consumer prices 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.

Anincrease 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/sources-and-methods).
Source: OECD Economic Outlook 76 database.
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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
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
188.1 1847 1872 1711 1522 1324 1163 1180 1148 1189 1199 1066 1049 100.0 92.8 994 1140 126.0
166.7 1584 1499 149.6 1455 1480 150.1 1386 1378 1406 126.7 113.0 109.2 100.0 95.8 96.2 98.8 97.7
1101 1071 1049 1115 1113 1113 1105 1110 1146 1094 101.8 1042 1060 1000 1019 1033 1082 110.8
1120 1207 1248 1282 131.8 1206 1078 1004 1027 1087 109.1 1032 1021 100.0 1005 101.3 1133 1200

. . . . . . 81.0 895 84.6 90.3 891 98.0 99.6 1000 1024 1088 1064 1022

94.5 956  89.8 97.9 940 963 1013 969 1009 104.7 99.3 1043 1047 1000 1014 1036 109.8 1122
1509 1559 1633 1716 1648 1291 985 1042 1203 1132 1070 109.6 1105 1000 1038 1035 1075 108.9
131.3 1264 1218 1293 1236 121.3 1231 1220 1214 1209 1144 1095 106.1 100.0 97.7 99.6 1028 1017

89.5 89.1 86.2 888  89.6 96.3 98.2 995 1077 1049 998 1018 1034 1000 1012 1011 1049 106.8

86.2 952 1011 107.7 99.2 95.6 89.5 935 1016 1043 1074 1025 1045 100.0 99.7 1026 107.6 114.0

. . . . . . 1544 1542 1268 1172 1175 1083 1088 1000 1094 1251 131.0 1364

79.6 870 770 743 809 813 74.2 729 734 727 76.6 82.9 91.9 100.0 86.0 91.7 96.6 98.3
2470 2260 2127 2246 2124 2053 1888 1793 1608 1559 1325 1283 1174 100.0 98.8 93.2 100.7 103.1
116.7 1138 1142 1135 1164 1147 1050 100.0 877 981 994 1045 1062 1000 1009 1085 1174 1228

68.3 70.6 64.0 59.7 654 722 86.5 95.8 97.3 82.4 78.0 84.5 96.6 100.0 93.2 85.7 83.8 82.9

89.1 1095 1295 1259 1284 1183 1144 1178 1312 1410 1266 88.0 939 100.0 93.0 97.9 97.8 96.6
139.7 1268 1199 1208 1182 1181 1169 1152 1135 1087 1047 1046 1003 1000 1042 103.6 1059 107.8

86.2 895 992 1009 1128 1256 1353 1320 822 83.6 918 89.0 923 100.0 1065 110.1 98.3 96.3
1136 1113 1038 1055 1039 1069 1063 1027 106.7 1031 998 1037 1043 100.0 1026 109.0 1198 120.6

930 1035 96.1 96.2 95.3 85.3 88.6 969 1039 1154 1211 1116 1119 100.0 97.0 1068 1220 1325

78.3 828 813 80.3 79.1 78.0 76.3 80.3 850 84.5 91.2 94.9 97.7 1000 1020 1160 1163 1116

. . . . . . 84.8 90.5 99.0 1009 101.3 106.6 100.2 100.0 1035 93.5 76.8 68.4

85.3 88.7 96.5 91.6 935 102.6 93.5 97.0 1022 933 946 96.3 99.0 100.0 1024 1051 109.1 1105

. . . . . . 78.6 7.7 82.8 909 986 1025 99.8 100.0 96.4 983 1050 1123

78.8 83.9 904 1017 1027 1054  96.0 93.1 93.9 98.0 96.8 99.4 995 1000 1022 1054 1100 1148
140.7 1463 1534 1582 1609 1578 1127 106.6 1065 1189 1119 1075 1019 100.0 96.5 93.1 96.0 99.0

87.5 89.0 84.0 90.3 90.7 88.2 87.8 964 1055 101.2 96.3 99.0 1004 1000 1049 1119 1147 1152

522 417 720 1022 1124 1015 101.2 65.9 59.1 59.2 66.5 74.1 87.1 100.0 713 70.0 73.0 77.2

74.7 79.8 77.1 79.8 82.1 76.1 67.3 68.7 684 711  86.2 95.4 96.9 100.0 97.1 1016 97.3 1020
103.5 95.9 96.8 94.1 924  89.0 881 873 82.7 836 877 95.3 955 1000 1021 99.4 94.2 88.7
106.2 1017 965 1056 1033 1079 1037 1012 1049 1054 95.6 97.2 1108 100.0 1014 1071 1204 126.2

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. Anincrease 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/sources-and-methods).
Source: OECD Economic Outlook 76 database.
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Annex Table 44. Export performance for total goods and services
Percentage changes from previous year

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Australia 31 -65 -68 17 8.3 0.1 27 -11 59 0.8 4.1 27 -30 -17 24 51 -86 -42 -12 -06
Austria -2.7 3.2 25 2.6 0.7 35 -18 -19 -11 -04 1.7 1.2 -05 -15 4.4 20 -34 -06 -01 -09
Belgium -1.4 2.6 09 -08 -10 0.3 15 10 -29 -30 -30 -23 -16 -33 o1 -08 -14 -37 -14 -09
Canada -2.9 37 -40 0.8 14 0.9 2.9 11 01 -29 -38 -06 02 -36 -08 -22 -67 -22 -11 -20
Czech Republic . . . . . . . -2.7 8.0 13 -14 2.3 11 4.2 8.9 0.8 0.2 7.1 3.2 1.0
Denmark -1.2 45 -30 18 45 -23 -18 -17 -44 -18 -56 -36 5.7 2.0 3.7 32 -38 -25 -16 -14
Finland -7 -40 -39 -07 -70 150 141 5.0 02 -09 37 37 1.0 6.2 -27 17 -44 -67 -31 -32
France -3.4 0.9 25 -04 14 24 -03 04 -01 -26 2.0 13 -27 24 03 -06 -63 -39 -21 -13
Germany 52 21 25 86 -79 -34 -68 -06 -24 -12 1.3 -06 -10 1.8 4.4 10 -24 -05 -29 -08
Greece 09 -80 -44 -65 35 125 45 00 -42 -27 91 -14 109 21 -23 -105 -37 -43 -11 -03
Hungary . . . . . . . 55 54 31 161 9.2 6.9 8.8 51 21 24 5.9 4.3 3.2
lceland -31 -117v 51 -47 -75 -41 6.3 11  -95 25 33 -41 -26 -50 6.3 13 -28 -11 -20 -06
Ireland 6.4 0.6 2.2 3.6 33 9.9 8.7 6.3 112 5.3 73 143 7.2 8.2 74 30 -40 -09 10 -08
Italy -10  -23 0.1 29 44 7.8 7.7 2.0 43 54 -31 -30 60 -23 -01 -59 -82 -40 -23 -36
Japan -86 -41 15 01 -29 -36 -75 -75 -63 -21 08 -23 -69 -20 -43 2.7 35 28 -22 -23
Korea 144 14 -119 -15 5.7 5.2 4.2 54 125 22 112 126 6.8 46 -21 7.8 7.8 8.6 3.0 4.1
L uxembourg -2.8 3.2 4.4 0.3 57 0.5 54 -06 -27 0.9 5.2 51 77 53 03 -21 -08 -03 02 -01
Mexico 33 11 11 14 46 -19 -02 55 202 91 -24 11 19 33 -15 -12 -31 21 0.5 0.9
Netherlands -2.7 01 -06 -04 14 -02 5.8 17 14 -05 -01 -01 -14 0.0 02 -08 -33 -07 -03 -07
New Zealand 12 52 -117 1.0 80 -17 -01 -10 57 -50 -45 03 -01 -52 4.0 03 -46 -41 -42 -18
Norway -49  -20 3.2 4.8 5.0 18 21 -03 -26 38 -21 -71 -39 -67 39 -22 -16 -44 -47 -36
Poland . . . . . . . 54 141 6.5 33 83 -68 94 -08 21 85 35 3.0 2.9
Portugal 33 -02 31 34 -37 -04 -18 0.1 11 15 -27 -01 -45 -28 -11 0.1 0.9 03 -14 -18
Slovak Republic . . . . . . . 63 -46 -7.2 7.8 5.1 0.0 0.3 15 28 156 35 2.8 33
Spain -16 -38 -54 -15 4.2 38 8.8 84 16 51 50 -04 16 -07 22 -01 01 -21 -01 -08
Sweden 03 -39 -36 -23 -39 0.7 6.7 5.0 31 -26 2.8 1.6 24 -03 -08 -21 1.3 24 02 -05
Switzerland -48 -14 -19 -34 57 0.4 13 -59 -72 -22 15 -19 -04 03 -05 -24 -39 -39 -29 -30
Turkey 221 112 -6.7 0.5 22 176 7.1 8.2 10 154 9.8 72 -121 6.7 3.9 71 101 5.2 37 1.9
United Kingdom 05 -58 -30 03 -38 18 3.0 0.4 0.7 23 -14 -43 27 -24 20 -25 35 53 -04 -06
United States 3.6 31 2.6 2.7 0.6 07 -13 -15 26 -0.2 o6 -07 -19 32 -47 -44 -20 -08 -01 0.7
Total OECD -16  -07 0.1 19 -13 07 -01 -03 05 -05 o6 -03 -16 -06 -03 -10 -20 -07 -08 -05
Memorandum items

China . . . . 94 118 106 133 -37 84 139 8.7 57 125 73 211 203 8.6 8.7 8.9
Dynamic Asia’ . . . . 6.2 6.4 4.5 19 08 -45 -20 -23 -18 -17 -47 14 16 -03 1.0 0.0
Other Asia . . . . 7.1 4.8 4.8 0.7 25 0.5 2.8 55 19 84 4.3 57 -06 0.8 4.2 4.8
Latin America . . . . -4.4 1.6 53 53 35 -10 -15 12 -28 -47 4.9 1.3 31 14 -21 -26
Africa& Middle-East . . . . -4.9 4.1 34 -36 -75 -31 -21 11 -05 -45 12  -19 21 -58 37 -24
Central & East Europeb . . . . -109 -83 155 -78 -65 -46 -4.2 0.1 37 -49 21 4.8 23 -02 -09 -12

Note: Regional aggregates are calculated inclusive of intra-regional trade. Export performance is the ratio between export volumes and export markets for total goods and services. The calculation of export markets
isbased on a weighted average of import volumes in each exporting country’s markets, with weights based on trade flows in 2000.

a) Dynamic Asiaincludes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand.

b) Data prior to 1996 are OECD estimates.

Source: OECD Economic Outlook 76 database.
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Annex Table45. Shares in world exports and imports
Percentage, values for goods and services, national accounts basis

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

A. Exports

Canada 35 34 36 36 35 3.6 3.7 38 41 4.2 41 38 36 3.6 3.6 35
France 6.1 6.2 5.6 55 5.6 54 52 5.6 53 4.8 4.9 4.9 49 47 4.6 4.5
Germany 10.8 10.7 9.4 9.3 9.6 9.1 8.6 9.2 8.9 8.1 8.6 9.0 94 9.4 9.2 9.0
Italy 50 51 4.7 4.6 47 48 45 4.6 4.3 39 41 4.0 41 40 39 37
Japan 8.0 8.0 8.4 8.2 7.7 6.9 6.7 6.2 6.4 6.5 57 5.6 55 55 54 52
United Kingdom 55 55 52 52 51 53 55 5.6 55 5.2 5.2 52 4.9 4.7 4.6 45
United States 138 13.7 139 13.6 129 131 139 141 141 14.0 13.6 12.6 11.3 10.8 105 10.6
Other OECD countries 240 240 24.0 24.4 254 254 24.9 26.0 26.0 253 26.0 26.3 26.9 271 27.0 26.7
Total OECD 76.6 76.5 74.9 74.5 74.5 735 73.0 75.1 74.5 71.9 722 714 70.7 69.8 68.7 67.8
Non-OECD Asia 11.6 125 13.7 14.6 14.9 15.3 15.8 14.7 151 16.3 16.0 16.8 17.1 17.3 17.8 18.8
Latin America 2.6 26 28 29 28 28 30 29 2.8 29 29 27 27 27 28 28
Other non-OECD countries’ 9.2 8.4 8.6 8.0 79 8.4 8.2 7.2 7.6 9.0 8.9 9.0 9.6 10.2 10.7 10.7
Non-OECD 234 235 251 255 255 26.5 27.0 24.9 255 28.1 278 28.6 29.3 30.2 313 32.2
B. Imports

Canada 35 34 36 3.6 33 32 35 3.6 37 37 36 34 32 31 31 30
France 6.1 6.1 52 52 53 5.1 4.7 51 4.9 4.6 4.6 4.6 4.8 4.7 4.6 4.4
Germany 10.8 10.8 9.5 94 9.5 8.9 8.3 8.8 8.7 8.0 8.1 79 84 8.2 8.0 7.7
Italy 5.0 51 4.1 4.0 41 4.0 39 4.1 4.0 3.7 39 39 40 39 39 38
Japan 6.7 6.3 6.4 6.5 6.6 6.6 6.2 52 55 57 53 50 4.8 438 4.7 4.6
United Kingdom 58 57 55 55 53 54 5.6 59 59 55 57 58 55 54 53 51
United States 14.3 14.4 154 15.6 14.6 14.8 15.7 16.7 17.9 18.8 18.4 18.0 16.9 16.4 16.0 15.8
Other OECD countries 239 24.0 23.6 24.0 245 24.8 243 25.2 25.2 24.6 24.7 25.2 26.0 26.2 26.2 25.8
Total OECD 76.1 75.8 73.4 73.8 731 729 72.3 74.6 75.8 74.6 74.3 73.8 735 72.6 71.7 70.2
Non-OECD Asia 11.3 124 14.2 149 155 15.7 158 13.7 139 153 14.9 155 158 16.6 17.0 179
Latin America 23 25 3.0 3.0 32 31 35 36 3.0 3.0 3.0 25 2.3 24 25 25
Other non-OECD countries’ 10.3 9.3 9.5 8.2 8.2 8.3 8.4 8.0 7.3 7.2 79 8.2 84 8.4 8.8 9.3
Non-OECD 239 242 26.6 26.2 26.9 271 217 254 24.2 254 25.7 26.2 26.5 274 28.3 29.8

Note: Regional aggregates are calculated inclusive of intra-regional trade.
a) Central and Eastern Europe data prior to 1995 are OECD estimates.
Source: OECD Economic Outlook 76 database.
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Annex Table 46. Geographical structure of world trade growth
Average of export and import volumes

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

A. Trade growth by main regions (percentage changes from previous year)

NAFTA“ 32 72 6.5 111 83 8.9 12.8 7.9 89 115 -3.7 11 25 9.6 83 8.0
OECD Europe 17 3.0 -0.2 8.3 8.0 53 10.1 8.2 5.8 117 2.6 16 18 6.4 7.0 7.6
OECD Asia& Pacific’ 39 32 16 8.6 10.6 10.3 7.6 -39 7.0 12.6 -3.0 7.6 8.7 13.6 9.0 9.9
Total OECD 24 4.2 19 9.2 85 71 105 6.3 6.9 118 -0.1 22 3.0 8.4 7.7 8.1
China 15.3 22.7 243 20.2 12.9 228 17.3 1.9 17.2 255 6.0 231 26.5 20.1 16.7 185
Non-OECD Asiaexcluding China 12.8 124 12.0 136 134 6.6 8.2 -6.3 5.7 15.9 -4.6 6.8 7.2 114 111 11.6
Latin America 9.1 135 16.0 8.7 11.0 52 15.6 8.0 -5.2 5.9 34 -5.7 55 14.3 9.4 8.4
Other non-OECD countries® -4.9 -4.5 7.2 -0.1 13 4.7 55 -0.0 5.2 9.1 5.8 6.5 8.6 8.0 10.8 121
Non-OECD¢ 4.1 5.7 113 8.3 89 7.2 9.0 -1.8 53 13.7 0.7 75 104 12.2 11.9 128
World 29 4.6 45 8.9 8.6 71 10.1 4.0 6.5 12.3 0.1 3.6 5.1 9.5 9.0 9.5
B. Contribution to World Trade growth by main regions (percentage points)

NAFTA¢ 0.6 14 13 23 17 18 2.7 17 2.0 26 -0.9 0.2 0.5 2.0 17 17
OECD Europe 0.7 13 -0.1 34 32 21 4.0 32 24 4.8 1.0 0.7 0.7 25 2.7 29
OECD Asia& Pacific’ 0.4 0.4 0.2 0.9 11 11 0.8 -04 0.7 13 -0.3 0.7 0.9 14 10 11
Total OECD 18 3.0 14 6.5 6.1 5.0 75 45 5.1 8.7 -0.1 16 22 5.9 54 5.6
China 0.2 0.3 0.4 0.4 0.3 0.5 0.5 0.1 0.5 0.8 0.2 0.8 11 10 0.9 11
Non-OECD Asia excluding China 13 14 14 17 18 0.9 11 -0.8 0.7 19 -0.6 0.8 0.9 14 14 15
Latin America 0.2 0.4 0.5 0.3 0.4 0.2 0.5 0.3 -0.2 0.2 0.1 -0.2 0.2 0.4 0.3 0.2
Other non-OECD countries® -0.6 -0.5 0.8 -0.0 0.1 0.4 0.5 -0.0 0.4 0.8 0.5 0.6 0.8 0.7 10 11
Non-OECD¢ 11 15 31 24 25 20 2.6 -05 14 3.6 0.2 20 29 3.6 3.6 39
World 29 4.6 45 8.9 8.6 71 10.1 4.0 6.5 12.3 0.1 3.6 5.1 9.5 9.0 9.5

Note: Regional aggregates are calculated inclusive of intra-regional trade as the sum of volumes expressed in 2000 $.
a) Canada, Mexico and United States.

b) Australia, Japan, Korea and New Zealand.

¢) Central and Eastern Europe data prior to 1996 are OECD estimates.

Source: OECD Economic Outlook 76 database.
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Annex Table 47. Trade balances for goods and services
$ billion, national accounts basis

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
Total OECD

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
21 30 -77 32 11 09 -15 -45 52 -07 15 -65 -107 -46 15 -56 -154 -165 -144 -136
04 07 07 15 03 -00 13 -16 -07 -19 04 31 36 27 46 105 101 132 153 169
23 38 39 40 43 58 73 101 125 107 1.2 105 108 68 83 111 121 130 126 129
50 38 02 08 -34 -22 00 67 189 247 126 123 242 416 411 325 342 542 660 725
03 -10 24 37 31 07 -07 -17 -15 -16 -20 -13 -15 -13

19 32 33 68 79 97 94 8l 74 90 60 35 83 94 103 98 139 153 168 178
01 08 23 22 -1l 10 41 57 102 97 99 114 108 112 101 112 106 110 116 116
89 81 91 -118 -54 81 194 184 227 257 413 388 323 173 216 27.3 206 112 7.6 148
549 505 592 908 -39 -47 34 66 159 248 287 321 170 77 370 898 1045 1355 1565 184.2
25 37 53 83 86 82 -76 -63 -86 -99 -89 -102 -107 -119 -100 -114 -155 -189 -201 -210
-« . . . . 31 24 01 02 04 -07 -13 -18 -08 -16 -35 -52 60 59
01 01 01 01 01 00 02 03 03 00 00 -04 -04 -06 -01 02 -03 -07 -L1 -12
14 23 21 22 24 41 53 54 76 85 100 100 130 124 155 201 235 283 339 369
36 06 -16 06 -02 -13 321 357 446 608 474 406 244 107 158 115 80 99 -14 -7.9
728 644 455 285 562 822 970 965 748 234 474 724 694 680 262 513 691 867 839 OL8
105 142 56 -21 -80 -38 12 -34 57 -192 -43 440 208 162 111 74 154 276 221 218
00 01 04 04 03 10 13 18 22 21 24 28 33 41 34 40 51 61 70 77
108 25 01 -29 -91 -183 -158 -203 76 69 -04 90 -7.8 -113 -141 -121 -105 -80 -91 -119
42 69 63 110 119 116 180 212 247 237 223 214 174 193 204 215 257 206 301 308
02 15 02 01 13 08 12 11 07 03 02 02 05 05 16 10 05 -05 -L1 -1l
20 05 36 77 95 88 77 77 92 143 131 28 118 288 200 265 301 364 475 502
e« . . . 08 21 30 -22 -61 -83 -99 -109 -68 -64 52 -49 67 -75
20 -40 31 -47 58 -73 60 62 67 -74 -82 -99 -119 -120 -112 -98 -97 -121 -136 -146
-« .« . . . 06 09 05 22 -20 -24 09 -05 -17 -17 -05 -10 -1L4 -10
02 -43 -136 -176 -179 -172 -40 -08 -11 31 57 03 -7.5 -125 -93 -86 -139 -304 -408 -445
33 33 13 12 42 45 73 97 168 178 179 156 155 139 138 156 202 270 252 264
37 33 18 32 55 109 143 149 162 155 146 132 149 141 109 190 228 273 284 298
-18 08 -16 -64 -41 -47 -102 05 -73 -114 -110 -74 -63 -149 31 -27 -7.9 -183 -182 -17.9
83 -304 -346 -252 -109 -133 98 -73 56 -53 17 -141 -258 -205 -305 -469 -535 -747 -838 -8L8
-1452 -1104 -882 -780 -27.5 -333 -650 -936 -914 -963 -1016 -160.0 -260.5 -379.5 -367.0 -424.9 -498.1 -607.8 -681.2 -715.8
532 529 374 660 -237 -7.1 745 899 1234 1498 1621 1509 1025 559 1062 1771 18L2 1965 1988 227.8
18 56 -331 -32 -12 333 1073 1060 1611 1211 1490 1055 -484 -207.0 -176.8 -162.9 -200.6 -267.9 -335.6 -321.1

Source: OECD Economic Outlook 76 database.
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Annex Table 48. Investment income, net

$billion

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Australia -58 -86 -104 -132 -122 -101 -81 -124 -140 -152 -138 -114 -116 -108 -99 -110 -146 -173 -17.1 -183
Austria -08 -09 -09 -09 -14 -14 -15 -17 -24 -09 -15 -20 -29 -25 -31 -16 -18 -25 -26 -29
Belgium* 18 21 40 48 5.7 6.4 6.9 7.4 7.3 6.8 6.3 6.9 6.6 5.9 5.6 7.6 7.9 92 112 137
Canada -171 -175 -205 -194 -174 -175 -208 -189 -227 -215 -209 -200 -226 -223 -254 -183 -168 -193 -205 -19.9
Czech Republic -1 -00 -01 -07 -08 -11 -14 -14 -22 -36 -42 -60 -70 -77
Denmark 41 37 -38 51 51 -49 -38 -38 -38 37 -34 -28 -25 -41 -30 -35 -39 35 -35 -34
Finland -16 -17 -27 -37 -47 55 -49 -44 -44 37 -25 -31 -24 -18 -09 -05 -24 -14 -05 0.3
France -7 -10 -03 -16 -33 -60 -66 -60 -84 -19 7.2 92 189 156 145 43 7.0 98 119 139
Germany 5.2 94 143 206 203 218 166 29 0.1 12 -15 -76 -103 -24 -95 -158 -140 -92 -43 0.0
Greece -7 -18 -19 -20 -20 -24 -17 -14 -18 -21 -17 -16 -07 -09 -19 -20 -29 -35 -40 43
Hungary . . . . . . -0.1 0.1 0.0 00 -27 -30 -29 -26 -29 -36 -44 56 -62 -65
Iceland -02 -02 -02 -02 -02 -02 -01 -02 -02 -02 -02 -02 -02 -02 -03 -01 -01 -02 -04 -05
Ireland 31 -39 43 50 -46 -56 -53 -54 -73 -82 -97 -106 -137 -135 -164 -222 -262 -305 -350 -374
Italy -49 55 -72 -146 -175 -219 -174 -169 -159 -152 -103 -11.2 -11.1 -119 -104 -145 -194 -137 -190 -194
Japan 166 209 230 227 260 356 407 406 442 533 581 549 581 606 693 655 711 823 916 998
Korea -16 -13 -06 -01 -02 -04 -04 -05 -13 -18 -25 56 -52 -24 -12 0.4 06 -03 0.1 15
Luxembourg . . . . . . " " 1.6 1.3 0.5 02 -05 -13 -16 -23 -30 -34 -39 -43
Mexico -68 -73 -83 -87 -86 -96 -114 -130 -133 -140 -128 -133 -129 -148 -140 -124 -127 -150 -165 -175
Netherlands 14 12 29 -06 04 -10 0.9 3.6 7.3 35 70 -27 35 -22 -28 -10 -22 4.0 7.2 9.9
New Zealand 20 -21 -19 -16 -25 -25 -29 -34 40 -47 -49 -26 -31 -32 -30 -30 -39 -45 -46 -45
Norw; -14 -25 -28 -34 -39 -28 -27 -22 -18 -19 -16 -12 -19 -16 ~-11 0.7 15 -01 31 32
Poland . . . . . . -34 -26 -20 -11 -11 -12 -10 -15 -14 -19 -31 -39 -48 53
Portugal -08 -08 -06 -01 0.2 0.6 02 -06 -00 -10 -15 -16 -18 -30 -30 -21 -24 -21 -21 -23
Slovak Republic . . . . . . -0 -01 -00 -00 -01 -02 -03 -03 -03 -05 -01 -06 -05 -05
Spain -26 33 -28 35 43 58 -36 -78 -41 -61 -68 -75 -95 -83 -98 -106 -119 -131 -147 -159
Sweden -16 -18 -23 -45 64 -100 -88 -59 55 -63 -49 -32 -20 -14 -14 -1 0.3 0.6 11 18
Switzerland 6.8 8.9 8.1 8.8 8.8 8.3 9.1 79 119 126 162 176 202 219 140 109 264 257 276 287
Turkey 21 -25 -23 -25 -27 -26 -27 -33 -32 -29 -30 -30 -35 -40 -50 -46 -54 -37 -39 441
United Kingdom 14 13 -12 51 -59 02 -03 5.1 33 18 64 214 -18 80 168 327 362 472 488 511
United States 143 187 198 285 241 242 253 171 209 223 126 38 132 206 236 72 333 184 -34 -262
Euro area -87 -60 05 -66 -112 -207 -163 -30.1 -280 -264 -145 -315 -237 -264 -393 -60.7 -715 -564 -559 -487
Total OECD -124  -38 -30 -104 -173 -128 -69 -255 -196 -10.3 60 -24 -52 140 133 -67 285 379 281 229

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.
b) Datain 1993 are OECD estimates.

Source: OECD Economic Outlook 76 database.
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Annex Table 49. Total transfers, net

$billion

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Australia 0.0 0.0 0.2 0.4 01 -01 -01 -02 -01 01 -00 -03 -00 -00 o0 -01 -01 -01 -00 -00
Austria -2 -00 02 00 01 -10 -10 -11 -17 -18 -17 -19 -20 -13 -12 -18 -23 -27 -32 -38
Belgium® -14 -17 -18 -20 -21 -25 -26 -33 -42 41 -37 -43 -46 -39 -41 -43 -66 -67 -65 -52
Canada -9 09 -10 -08 -11 -09 -06 -03 -01 0.5 0.5 0.6 0.5 0.8 1.0 0.6 0.2 04 0.3 0.3
Czech Republic 0.1 0.1 0.6 0.4 0.4 0.5 0.6 0.4 0.5 0.9 0.5 0.5 0.6 0.7
Denmark -0.2 -1.0 -1.2 -1.2 -1.6 -1.7 -1.7 -2.0 -24 -2.6 -1.8 -2.3 2.7 -3.0 -2.6 -3.0 -3.9 -4.3 -5.0 -5.0
Finland -0.5 -0.5 -0.8 -1.0 -1.0 -0.8 -0.5 -0.5 -0.5 -0.9 -0.7 -1.1 -1.0 -0.7 -0.7 -0.7 -1.1 -1.4 -1.2 -1.2
France -54 -67 -77 -98 -93 -111 -82 -115 59 -74 -18 -18 -28 -09 -12 -18 -29 -39 -16 -16
Germany -16.5 -187 -185 -219 -354 -328 -333 -368 -387 -339 -305 -303 -26.7 -262 -246 -263 -324 -372 -385 -38.2
Greece” 3.0 3.6 4.0 4.7 6.2 6.5 6.5 6.9 8.0 8.0 8.3 7.9 4.1 3.4 3.4 3.6 4.3 51 5.6 5.7
Hungary . . . . . . 0.8 0.9 02 -0.0 0.2 0.2 0.4 0.4 0.4 0.5 07 -00 -01 -01
lceland o0 -00 00 -00 -00 00 -00 -00 00 -00 -00 -00 -00 -00 -00 00 -00 -00 0.0 0.0
Ireland 1.3 14 15 2.4 2.6 2.1 1.9 1.7 18 2.2 2.0 15 1.3 0.9 0.3 0.7 0.5 0.8 0.7 0.5
Italy -1.3 -2.3 -39 -4.0 -7.6 -7.8 -7.3 -7.2 -4.2 -6.6 -4.2 -7.4 -5.4 -4.3 -5.8 -55 -8.1 -7.6 -9.1 -9.1
Japan -3.1 -3.3 -3.1 -48 -12.0 -3.8 -5.1 -6.1 -1.7 -9.0 -8.9 -88 -12.1 -9.8 -7.9 -4.9 -7.4 -8.2 -85 -85
Korea 1.8 2.3 11 11 0.8 11 1.2 1.3 02 -0.0 0.7 34 1.9 07 -04 -16 -28 -16 -25 -30
Luxembourg . . . . . . . . -0.6 -0.6 -0.5 -0.4 -0.6 -0.5 -0.5 -0.2 -0.5 -0.9 -0.8 -0.6
Mexico 1.9 2.3 2.6 3.8 3.0 34 3.6 38 4.0 4.4 5.3 6.0 6.3 71 92 103 138 144 149 152
Netherlands 20 -19 -19 29 41 -43 -45 52 64 -68 -61 -72 -64 -63 -67 -62 -7.7 -94 -107 -116
New Zealand 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.3 0.3 0.6 0.3 0.3 0.2 0.2 0.2 0.1 0.1 0.0 0.1 0.1
Norway 10 -10 -10 -12 -12 -15 -13 -17 21 -15 -14 -15 -14 -14 -16 24 -31 26 27 -27
Poland® . . . . . . 0.9 1.3 1.0 17 2.0 2.9 2.2 2.4 2.9 3.3 4.2 5.0 55 6.0
Portugal” 3.8 4.3 4.6 55 6.0 7.8 6.7 5.4 7.2 4.4 3.8 4.1 3.9 3.4 3.4 2.8 3.4 4.1 4.6 5.1
Slovak Republic . . . . . . 0.1 0.1 0.1 0.2 0.2 0.4 0.2 0.1 0.2 0.2 0.2 0.4 0.5 0.5
Spain 2.6 4.5 4.6 2.7 2.7 2.1 1.3 1.3 4.7 2.4 2.8 3.3 3.0 1.4 1.6 2.3 0.4 14 2.7 2.7
Sweden -13 -14 -18 -19 -20 -14 -13 -12 -26 -20 -24 -26 -27 -25 -24 -28 -20 -27 -21 -21
Switzerland -1 -17 -17 -23 -26 -30 -27 -34 -42 40 -34 37 -41 -29 52 57 b2 55 59 59
Turkey 2.4 2.2 35 4.5 51 4.1 38 31 45 4.4 4.9 57 5.2 52 38 35 2.1 34 4.4 57
United Kingdom -5.9 -6.3 -7.3 -8.8 -2.2 -99 -79 -8.2 -119 -7.4 -9.7 -139 -119 -147 -95 -129 -161 -19.0 -194 -20.7
United States -233 -263 -26.2 -26.7 107 -331 -371 -368 -341 -386 -404 -484 -46.8 -557 -46.6 -594 -674 -77.1 -79.7 -85.6
Euro area -16.3 -179 -200 -26.2 -423 -419 -411 -503 -406 -451 -324 -375 -372 -348 -361 -375 -53.0 -584 -579 -57.2
Total OECD 471 -518 -555 -637 -450 -885 -882 -995 -950 -980 -86.1 -99.0 -1015 -107.6 -94.0 -1109 -139.1 -1555 -157.5 -162.2

a) Including Luxembourg until 1994.

b) Breaks between 1998 and 1999 for Greece and between 1995 and 1996 for Portugal, 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).

c) Datain 1993 are OECD estimates.

Source: OECD Economic Outlook 76 database.
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Annex Table 50. Current account balances

$hillion

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Australia -80 -116 -179 -159 -110 -111 -97 -171 -193 -158 -124 -181 -223 -154 -83 -167 -30.1 -341 -327 -331
Austria -02 -03 03 12 -00 -07 -14 -34 -62 53 -65 -52 -64 -48 -37 07 -11 -04 0.1 0.3
Belgium” 41 5.2 51 6.2 7.2 99 130 142 153 138 138 133 129 9.0 89 141 128 131 119 16.0
Canada -135 -149 -21.8 -198 -224 -211 -21.7 -130 -44 34 -82 -77 17 197 162 144 171 345 451 521
Czech Republic 05 -08 -14 -41 -36 -13 -15 -27 -33 -42 57 -69 -79 -83
Denmark -30 -16 -17 0.6 12 32 39 23 12 2.7 07 -16 31 23 49 34 57 75 8.3 9.4
Finland -7 -28 57 -69 -69 52 -12 11 5.4 5.0 6.6 74 7.2 8.9 87 101 6.6 9.1 9.8 10.6
France -45 -46 46 98 57 438 9.6 74 110 208 376 393 414 188 219 138 71 34 3.7 129
Germany 438 507 554 446 -220 -190 -139 -293 -270 -137 -94 -123 -240 -253 16 415 548 891 1112 1410
Greece’ -19 -16 -34 -48 -28 -38 -21 -15 -47 66 -53 -38 -77 -99 -113 -101 -11.2 -121 -13.0 -135
Hungary . . . . . . -20 -19 0.1 02 -20 -34 -38 -40 -32 -47 -73 -90 -98 -101
Iceland -02 -02 -01 -01 -03 -02 0.0 0.1 01 -01 -01 -06 -06 -08 -03 01 -04 -11 -15 -18
Ireland -01 -00 -06 -04 03 0.6 18 15 17 20 19 0.7 03 -03 -07 -15 -22 -11 -02 0.2
Italy -25 -76 -118 -165 -235 -288 75 126 248 397 333 228 80 -61 -10 -99 -210 -90 -288 -357
Japan 843 788 66.2 46,6 693 108.6 131.1 1304 1134 648 97.8 1195 1143 1188 89.6 111.7 1353 1645 167.6 183.6
Korea 101 145 54 -20 -83 -39 10 -39 -85 -230 -82 404 245 122 8.0 54 123 242 197 203
Luxembourg . . . . . . . " 25 23 19 1.8 1.8 2.7 18 25 23 28 37 41
Mexico 43 -23 57 -76 -145 -244 -234 -296 -14 -26 -75 -161 -139 -178 -183 -140 -90 -89 -109 -145
Netherlands 4.2 7.0 9.4 8.1 7.4 69 132 173 258 215 251 130 157 73 75 105 151 242 255 280
New Zealand -7 -04 -16 -14 -11 -16 -17 -20 -31 -39 -44 -21 35 -25 -13 -19 -33 -49 56 -55
Norway -44  -40 -02 31 42 42 34 38 53 110 101 0.0 83 248 263 248 285 360 480 508
Poland” . . . . . . -4.6 0.9 08 -33 -58 -69 -125 -100 -54 -50 -41 -37 -60 -69
Portugal” 04 -10 02 -02 -07 -03 03 -23 -02 -42 61 -78 -97 -116 -104 -81 -75 -104 -114 -120
Slovak Republic . . . . . . -0.6 0.7 05 -20 -18 -20 -10 -07 -17 -19 -03 -10 -14 -09
Spain -02 -37 -109 -181 -199 -216 -57 -64 08 04 25 -30 -138 -194 -164 -159 -236 -41.3 -509 -55.7
Sweden -00 -06 -31 -63 -47 -74 -27 25 85 9.7 103 9.7 107 9.9 9.7 128 194 256 242 261
Switzerland 7.6 9.1 71 88 107 153 192 173 213 220 255 259 303 317 200 236 426 460 484 509
Turkey -0.8 16 09 -26 03 -10 -64 26 -23 -24 -26 20 -13 -98 34 -15 -69 -153 -143 -129
United Kingdom -127 -354 -431 -391 -190 -229 -179 -103 -143 -109 -16 -66 -396 -362 -322 -271 -334 -465 -543 -514
United States -160.7 -121.2 -99.5 -79.0 3.7 -48.0 -82.0 -118.0 -109.5 -120.2 -136.0 -209.6 -296.8 -413.5 -385.7 -473.9 -530.7 -669.0 -761.3 -825.5
Euro area 415 414 332 35 -665 -572 213 112 493 757 954 660 255 -30.7 69 476 321 674 615 9.1
Total OECD -57.2 -46.7 -81.8 -111.4 -585 -67.5 78 -247 363 1.0 455 -125 -178.3 -324.9 -274.7 -307.1 -338.0 -395.1 -483.0 -481.7

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) Breaks between 1998 and 1999 for Greece and between 1995 and 1996 for Portugal, 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).

¢) Datain 1993 are OECD estimates.

Source: OECD Economic Outlook 76 database.
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Annex Table51. Current account balances as a percentage of GDP

Austraia
Austria
Belgium®
Canada

Czech Republic

Denmark
Finland
France
Germany
Greec

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
Total OECD

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
39 -44 61 52 35 -37 -33 51 54 39 -31 50 57 -40 23 -41 59 -55 -49 -46
02 02 02 07 00 -03 -07 -16 -26 -22 -31 -24 -30 25 -19 04 -04 -01 00 01
28 33 32 31 36 44 60 60 56 51 56 53 51 39 39 57 42 37 31 40
32 30 -39 -34 37 -36 -39 23 -08 05 -13 12 03 27 23 20 20 34 39 43

.. 12 -18 25 67 -63 -21 -25 -49 54 -56 62 -65 66 65
28 -14 -16 04 09 21 28 15 07 15 04 -09 18 15 30 20 27 31 31 34
19 26 49 50 55 -48 -14 11 42 39 54 57 56 74 72 76 41 49 49 50
05 05 05 08 -04 04 08 05 07 13 27 27 29 14 17 10 04 02 02 06
39 41 46 29 -12 -10 -07 -14 -11 -06 04 -06 -L1 -14 01 21 23 33 39 47
33 25 51 57 30 -37 -23 -15 -40 53 -44 -31 -62 -87 97 -76 65 -60 58 56
- . . . . . 50 -46 04 05 -44 -72 -78 -87 63 -71 -89 91 -85 -82
33 37 -19 21 -41 -24 07 20 08 -18 -17 -69 -70 -101 -40 11 -41 -85 -110 -116
02 00 -15 -08 07 10 37 27 26 28 24 08 03 -04 07 -13 -14 06 -01 01
-03 09 -14 -15 -20 -23 08 12 23 32 28 19 07 06 -01 -08 -14 -05 -16 -L9
35 27 22 15 20 29 30 27 21 14 23 30 26 25 22 28 31 35 35 37
71 76 23 -08 -27 -12 03 -09 -16 -42 -13 118 55 24 17 10 20 37 27 27
w . . . . . . 139 127 110 94 89 137 90 118 82 88 106 1Ll
28 -13 -26 -29 -46 67 58 -70 -05 -08 -19 -38 -29 -31 -29 22 -14 -14 -15 -19
18 29 39 27 24 21 41 50 62 52 66 33 39 20 19 25 29 42 42 44
48 09 37 -31 27 -41 -38 -39 51 59 -65 -40 -62 -48 -24 -31 -42 51 53 50
48 -41 01 25 36 33 29 30 36 69 64 00 53 149 155 129 129 142 163 164
W« . . . . 49 09 06 -22 -38 41 -76 -60 -29 -26 -20 -15 -21 -22
10 20 03 03 -08 -02 04 -24 01 -38 57 -69 -85 -109 -95 67 -51 -63 63 -63
W« . . . . 43 47 27 -94 86 90 -48 -34 -82 -79 09 -26 -30 -19
00 -10 -28 -35 36 -36 -1l -13 01 01 05 -05 -23 -34 -28 -24 -28 -42 -47 -48
00 03 -15 -26 -19 -28 -13 11 34 36 42 39 43 41 44 53 64 74 64 65
43 47 38 37 45 61 79 64 67 73 97 97 115 129 80 84 132 128 124 126
09 21 09 -17 02 -06 -35 27 -16 -13 -13 12 -10 -49 25 -08 -29 -52 -45 -38
-18 -42 51 -40 -18 -21 -19 -10 -13 09 -01 -05 -27 -25 23 -17 -19 -22 -24 -22
-34 24 -18 -14 01 -08 -12 -17 -15 -15 -16 -24 -32 -42 -38 -45 -48 57 62 64
11 10 08 01 -11 -09 04 02 07 11 15 10 04 05 01 07 04 07 06 09
04 03 05 -06 03 -03 00 01 02 00 02 -0l -07 -13 -11 -12 -11 -12 -14 -13

a) Including Luxembourg until 1994.

b) Breaks between 1998 and 1999 for Greece and between 1995 and 1996 for Portugal, 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).

c) Datain 1993 are OECD estimates.

Source: OECD Economic Outlook 76 database.
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Annex Table 52. Structure of current account balances of major world regions
$hillion

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Goods and services trade balance”
OECD -3 -1 33 107 106 161 121 149 105 -48 -207 -177 -163 -210 -268 -336 -321
Non-OECD of which: 16 -27 -34 -57 -18 -57 -17 -11 -10 105 219 152 200 274 332 393 345
Non-OECD Asiaof which: 7 10 3 -14 -5 -24 -10 23 83 91 81 84 115 125 86 104 125
China 11 12 5 -11 8 12 18 43 44 31 29 28 37 36 14 34 47
Dynamic Asia’ 10 9 9 9 3 -12 0 4 62 80 72 71 91 106 93 87 87
Other Asia -13 -10 -12 -12 -16 -24 -28 -24 -23 -19 -20 -15 -13 -18 -21 -18 -9
Latin America 27 14 3 -6 -7 -19 -17 -32 -46 -16 -3 -9 21 38 43 39 35
Africa& Middle-East 2 -50 -37 -34 -11 -14 8 5 -43 6 92 48 38 77 155 188 134
Central & East Europe’ -20 -1 -4 -3 6 1 2 -7 -4 24 48 29 26 34 49 62 52
World? 12 -28 -1 50 88 105 104 138 95 57 12 -25 37 64 64 57 24
Investment income, net
OECD -10 -17 -13 -7 -26 -20 -10 6 -2 -5 14 13 -7 28 38 28 23
Non-OECD of which: -38 -33 -39 -46 -44 -59 -69 =72 -81 -82 -90 -85 -89 -94 -103 -117 -119
Non-OECD Asiaof which: -8 -9 -10 -12 -9 -20 -24 -20 -27 -26 -29 -25 -25 -14 -13 -15 -14
China 1 1 0 -1 -1 -12 -12 -11 -17 -14 -15 -19 -15 -8 -11 -16 -17
Dynamic Asi & -3 -4 -4 -4 -3 -2 -6 -2 -4 -5 -6 0 -2 4 9 12 16
Other Asia -5 -6 -6 -6 -6 -6 -6 -7 -7 -7 -7 -6 -8 -10 -11 -12 -12
Latin America -26 -23 -21 -23 -24 -28 -29 -35 -37 -39 -38 -41 -38 -44 -49 -60 -65
Africa& Middle-East 0 2 -2 -5 -8 -6 -8 -6 -3 -7 -12 -10 -14 -17 -18 -17 -14
Central & East Europe” -5 -3 -6 -5 -2 -5 -7 -11 -14 -10 -11 -8 -11 -20 -24 -24 -27
World? -49 -50 -51 -53 -69 -79 -79 -66 -83 -87 -76 -72 -95 -65 -65 -89 -96
Totd transfers, net
OECD -64 -45 -89 -88 -99 -95 -98 -86 -99 -102 -108 -94 -111 -139 -155 -158 -162
Non-OECD of which: 12 -1 33 29 27 28 35 42 35 41 44 49 61 69 79 85 20
Non-OECD Asiaof which: 9 11 14 13 16 14 19 26 19 23 26 27 37 44 49 49 50
China 0 1 1 1 0 1 2 5 4 5 6 8 13 18 15 15 16
Dynamic Asid’ 0 1 2 1 1 -2 -2 -2 -4 -4 -4 -5 -5 -5 1 1 1
Other Asia 8 9 10 11 15 15 19 23 19 22 24 24 29 32 33 33 33
Latin America 5 7 8 7 9 11 10 10 11 13 13 15 17 19 23 27 30
Africa& Middle-East -5 -26 6 3 -1 -1 1 2 1 -0 -1 0 -1 -3 -4 -4 -4
Central & East Europe” 3 7 5 5 3 4 4 4 4 5 6 6 7 9 11 13 14
World? -51 -46 -56 -59 -73 -67 -63 -44 -64 -61 -63 -45 -50 -70 -76 -73 -73
Current account balance
OECD -111 -58 -68 8 -25 36 1 46 -13 -178 -325 -275 -307 -338 -395 -483 -482
Non-OECD of which: -10 -61 -40 -73 -36 -87 -51 -41 -56 64 173 116 172 250 308 361 316
Non-OECD Asiaof which: 8 12 7 -13 1 -30 -16 29 74 88 78 86 127 155 122 137 161
China 12 13 6 -12 7 2 7 37 31 21 21 17 35 46 18 34 46
Dynamic Asia’ 7 6 8 6 1 -16 -8 0 54 71 61 66 83 105 103 100 104
Other Asia -11 -7 -7 -7 -7 -15 -15 -8 -11 -4 -3 3 8 4 1 4 12
Latin America 6 -3 -10 -22 -22 -36 -36 -57 -72 -41 -28 -35 0 14 17 6 -0
Africa& Middle-East -3 -73 -32 -36 -21 -21 1 1 -44 -1 79 38 23 57 132 167 116
Central & East Europe” -21 3 -4 -3 6 -0 -0 -13 -14 18 43 27 23 24 36 50 39
World? -122 -119 -107 -66 -60 -51 -50 5 -69 -114 -152 -159 -135 -88 -87 -122 -166

Note: Historical datafor the OECD area are aggregates of reported balance-of-payments data of each individual country. Because of various statistical problems as well as alarge number of non-reporters among non-OECD
countries, trade and current account balances estimated on the basis of these countries’ own balance-of-payments records may differ from corresponding estimates shown in this table.

a) National accounts basis for OECD countries and balance-of-payments basis for the non-OECD regions.

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

¢) Dataprior to 1995 are OECD estimates.

d) (I}(fe}‘lects ?tatistical 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

ifferent from zero.
Source: OECD Economic Outlook 76 database.
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Annex Table 53. Export market growth in goods and services
Percentage changes from previous year

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Australia 89 107 104 6.7 45 5.2 52 103 116 9.7 71 -28 79 128 -0.7 5.7 66 11.0 96 105
Austria 5.1 6.3 7.4 5.4 22 -19 -08 7.6 75 5.3 9.6 7.3 62 122 2.3 18 5.0 8.7 8.1 8.9
Belgium 6.1 75 7.8 55 3.9 21 -06 79 7.9 54 9.5 8.2 70 119 1.7 2.2 31 7.6 7.8 8.4
Canada 6.0 51 5.2 39 0.3 6.2 77 114 8.3 87 127 98 105 130 -21 34 46 101 8.0 7.8
Czech Republic . . . . . . . 6.8 8.0 6.9 10.0 8.1 46 122 2.7 20 6.0 8.9 85 9.4
Denmark 5.6 6.4 7.4 4.3 15 14 0.3 8.8 7.8 6.2 103 8.1 62 113 0.6 15 39 7.6 77 79
Finland 4.8 7.2 7.2 23 -04 -44 18 8.1 8.3 6.5 9.7 53 51 125 20 34 5.8 9.5 9.3 9.5
France 6.3 7.6 7.8 5.4 4.0 27 0.1 75 7.8 6.1 9.7 7.0 70 107 1.6 2.3 39 7.6 8.3 9.0
Germany 6.2 7.8 7.6 4.3 0.6 15 14 84 8.6 6.6 9.9 7.0 6.1 121 1.6 31 43 8.7 8.8 8.9
Greece 5.0 6.4 6.7 3.2 06 -22 20 7.4 75 6.3 101 6.8 65 118 1.3 31 49 9.0 8.7 9.0
Hungary . . . . . . . 7.8 7.6 51 8.9 6.9 57 120 2.6 16 4.8 8.3 79 8.7
Iceland 6.6 9.1 8.5 49 1.7 22 0.2 8.4 8.0 7.1 8.9 6.6 6.8 105 1.3 2.3 32 75 7.2 75
Ireland 6.9 8.4 79 5.0 24 36 1.0 8.3 7.9 6.6 9.5 6.8 74 113 1.0 2.7 33 75 7.7 8.1
Italy 55 7.6 7.6 4.4 31 -04 1.2 7.6 8.0 6.4 9.7 6.7 65 123 1.6 27 47 8.8 8.6 9.2
Japan 8.6 9.8 7.8 6.8 7.2 7.8 80 120 111 87 105 -0.2 90 148 -19 51 64 113 9.8 105
Korea 73 107 8.7 5.6 5.2 5.8 69 101 108 9.8 9.3 0.0 73 139 -0.6 51 74 115 100 108
Luxembourg 6.3 77 7.9 5.3 33 22 -07 8.3 75 4.8 9.1 8.6 65 114 15 15 2.7 7.0 7.2 7.8
Mexico 6.0 47 45 39 0.5 7.0 83 116 8.4 83 134 108 103 127 -24 2.8 44 101 7.9 75
Netherlands 6.4 8.0 8.2 6.0 41 20 -09 7.8 7.2 5.1 9.0 75 66 113 1.4 17 34 7.1 7.4 8.2
New Zealand 69 120 116 3.8 2.6 55 47 111 100 9.2 8.8 15 81 118 -14 6.0 6.6 109 8.8 9.6
Norway 6.3 85 75 3.6 11 29 1.0 8.8 7.7 6.2 101 82 70 115 11 23 29 7.1 7.6 7.7
Poland . . . . . . . 73 77 51 8.6 5.6 46 126 4.0 27 5.7 9.5 8.9 9.5
Portugal 7.7 8.4 8.8 5.9 5.0 36 -15 8.2 7.7 55 101 9.3 7.7 108 21 2.0 31 7.0 7.6 8.1
Slovak Republic . . . . . . . 8.0 9.5 6.6 9.1 7.3 50 133 47 2.6 6.0 106 9.3 9.4
Spain 7.0 79 7.2 6.3 39 36 -08 7.6 7.6 5.0 9.9 8.6 6.0 109 1.4 14 25 7.6 7.7 8.2
Sweden 4.0 7.0 7.1 4.2 2.0 15 15 8.3 8.0 6.8 10.2 6.7 57 114 1.3 31 39 8.1 7.8 8.3
Switzerland 6.5 7.8 8.1 6.4 4.7 2.7 0.1 8.3 8.3 6.0 95 6.0 6.9 118 0.7 2.2 4.1 8.4 8.2 8.8
Turkey 35 6.5 6.9 21 15 -56 0.5 6.5 6.9 5.7 85 45 58 117 34 38 5.3 8.8 98 105
United Kingdom 55 6.9 7.8 5.1 39 24 1.3 8.7 85 6.2 10.0 7.3 72 122 0.8 2.7 3.8 8.3 8.4 8.9
United States 69 125 8.6 6.1 6.0 6.1 46 104 7.4 86 112 31 64 124 -0.7 2.2 4.0 9.8 9.4 9.2
Total OECD 6.4 8.5 7.7 5.3 3.7 3.6 5.2 9.3 8.4 72 103 54 71 123 0.3 29 4.4 9.1 8.7 9.0
Memorandum items

China 94 112 9.7 7.2 51 4.0 52 105 112 8.6 82 -22 66 136 -16 4.1 51 103 9.4 9.9
Dynamic Asia’ 85 119 9.4 6.4 6.1 7.2 75 114 118 101 90 -15 85 148 -10 6.1 79 119 100 110
Other Asia 6.1 8.7 8.3 4.8 3.9 4.0 4.1 9.2 9.4 8.4 9.0 25 78 125 -01 4.7 5.7 9.9 9.3 10.0
Latin America 5.9 7.1 51 4.6 4.6 6.5 6.6 105 9.7 74 125 7.2 49 112 -02 0.5 43 105 8.9 8.8
Africa& Middle-East 6.9 8.8 89 6.0 51 41 24 88 103 8.3 8.2 11 81 124 0.1 4.8 5.6 9.7 96 105
Central & East Europe 3.6 6.9 69 -00 -49 -145 3.2 6.1 8.9 7.0 8.8 23 27 146 45 5.7 89 118 112 113

Note: Regional aggregates are calculated inclusive of intra-regional trade. The calculation of export markets is based on aweighted average of import volumesin each exporting country’s market, with weights based on
goods and services trade flows in 2000.

a) Dynamic Asiaincludes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand.

Source: OECD Economic Outlook 76 database.
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Annex Table 54. Import penetration
Goods and services import volume as a percentage of total final expenditure, constant prices

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Australia 106 118 134 128 125 130 131 142 147 152 161 162 168 175 165 175 186 201 207 215
Austria 232 240 249 254 257 256 246 261 269 274 285 289 293 306 315 312 322 333 346 358
Belgium 363 377 391 395 397 402 405 414 420 423 426 438 441 452 453 453 455 456 465 477
Canada 195 207 213 216 224 230 238 244 249 255 273 275 279 284 270 267 270 280 292 299
Czech Republic . . . . . . 315 324 354 374 391 414 423 452 477 487 500 534 553 56.7
Denmark 205 216 222 223 226 224 220 231 239 241 253 264 270 290 293 306 304 312 321 330
Finland 184 190 195 197 187 194 201 213 215 222 229 232 234 252 251 249 251 244 246 251
France 145 150 155 159 161 161 158 166 174 175 182 194 198 215 214 217 217 226 236 245
Germany 1r7 179 186 193 188 186 179 187 192 196 207 218 228 242 242 239 246 256 262 272
Greece 158 162 171 182 186 187 190 189 200 207 223 233 253 271 253 241 241 244 244 252
Hungary . . . . . . 293 305 300 310 349 385 403 438 441 447 464 489 508 525
Iceland 279 270 248 248 258 253 236 236 242 262 268 300 300 305 281 277 287 299 311 318
Ireland 327 330 346 339 340 351 361 381 393 402 414 451 452 477 478 472 457 459 467 472
Italy 152 154 162 174 175 185 169 177 187 185 196 207 214 220 218 217 215 220 230 238
Japan 53 5.8 6.4 6.6 6.3 6.2 6.1 6.5 7.2 7.8 7.7 7.3 75 8.0 79 8.1 8.3 8.7 9.1 9.5
Korea 166 172 186 186 202 204 202 226 247 259 258 226 253 273 258 273 286 302 320 339
Luxembourg 495 500 499 498 499 486 487 493 498 509 520 539 554 567 572 560 557 564 571 579
Mexico 80 104 117 131 143 161 161 182 168 191 213 231 249 274 271 272 268 279 289 298
Netherlands 293 301 307 306 312 312 311 324 340 343 355 364 368 383 385 386 390 399 410 423
New Zealand 178 173 190 195 190 201 202 212 220 227 226 228 239 233 232 238 248 266 272 281
Norway 213 209 210 209 204 202 205 205 207 212 223 233 226 225 223 224 227 233 234 235
Poland . . . . . . 142 150 170 199 219 241 236 256 244 246 255 264 276 290
Portugal 197 212 211 228 233 250 247 261 267 270 281 299 308 313 312 310 311 322 329 337
Slovak Republic . . . . . . 371 346 358 386 407 434 414 433 450 452 474 495 513 529
Spain 119 130 144 151 160 168 162 174 186 194 207 221 235 245 247 249 253 261 272 281
Sweden 211 214 222 222 214 219 218 232 237 242 259 273 274 287 279 272 278 285 296 304
Switzerland 234 237 240 233 231 224 224 236 243 248 259 268 274 286 290 283 287 203 301 309
Turkey 151 143 151 178 168 176 211 180 210 230 254 252 254 285 245 258 295 325 338 349
United Kingdom 154 164 170 170 165 174 176 178 182 192 201 211 219 227 232 236 234 236 243 250
United States 7.7 7.7 7.7 7.9 7.9 8.1 85 9.1 96 100 108 114 121 131 127 128 130 136 141 145
Total OECD 118 122 127 130 131 133 134 141 147 153 161 167 175 186 184 185 188 195 202 209

Note: Regional aggregate is calculated inclusive of intra-regional trade as the sum of import volumes expressed in 2000 $ divided by the sum of total final expenditure expressed in 2000 $.
Source: OECD Economic Outlook 76 database.
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Annex Table 55. Quarterly demand and output projections
Percentage changes from previous period, seasonally adjusted at annual rates, volume

2005 2006 Fourth quarter”
Q2 Q3 Q4 Q1L Q2 Q3 Q4 | 2004 2005 2006

2004 2005 2006

Private consumption

Canada 33 32 29 33 32 31 2.8 27 27 2.7 3.6 32 27
France 2.3 22 22 20 22 2.2 22 2.3 24 24 25 21 2.3
Germany -0.7 0.8 19 1.1 14 1.7 20 21 2.3 2.3 0.0 13 22
Italy 1.3 15 2.6 1.6 22 24 28 28 2.6 2.6 15 20 27
Japan 34 22 1.7 20 20 20 1.6 1.6 1.6 1.6 33 19 1.6
United Kingdom 3.0 1.8 1.7 1.8 1.8 1.8 16 1.6 1.6 1.6 2.6 1.8 1.6
United States 3.6 31 31 29 3.0 31 32 32 3.2 3.2 33 29 32
Euro area 1.2 1.6 24 1.8 21 22 25 25 2.6 2.6 15 19 25
Total OECD 29 25 27 27 2.8 2.8 27 27 27 2.8 2.8 27 27
Public consumption
Canada 2.8 31 31 32 32 32 32 2.8 2.8 2.8 27 32 29
France 23 17 1.7 24 20 1.6 1.6 1.6 1.6 1.6 14 21 1.6
Germany 0.1 0.0 0.1 0.0 0.0 0.0 0.2 0.2 0.3 0.3 -0.1 0.2 0.2
Italy 0.7 0.6 0.3 1.2 0.7 0.2 -0.1 0.1 0.5 1.0 -0.4 0.9 0.4
Japan 19 21 20 20 20 20 20 20 2.0 20 22 20 20
United Kingdom 38 19 20 3.0 30 3.0 2.8 04 04 04 1.6 27 1.0
United States 18 1.6 1.2 15 13 1.1 1.2 1.2 1.2 1.2 1.8 14 1.2
Euro area 1.4 1.1 1.1 1.3 1.2 1.1 1.0 11 11 1.2 0.9 1.3 1.1
Total OECD 19 17 15 1.0 13 12 1.8 1.6 1.6 15 20 1.2 1.6
Business investment
Canada 54 7.1 6.8 7.8 7.4 7.4 6.6 6.6 6.1 6.1 54 7.6 6.3
France 39 33 39 2.8 35 38 41 4.0 41 41 44 32 4.0
Germany -1.0 1.8 5.6 1.7 45 5.2 5.8 6.8 6.7 6.8 -1.2 32 6.5
Italy 4.4 59 4.9 6.4 6.5 5.8 5.0 4.2 3.2 33 7.3 6.3 39
Japan 9.0 34 4.0 4.0 45 45 4.0 38 3.6 3.6 34 4.2 37
United Kingdom 6.0 38 33 3.6 32 32 32 32 3.2 3.2 5.4 33 32
United States 10.2 9.9 9.8 9.2 100 100 101 9.7 9.3 9.4 9.9 9.2 9.6
Euro area 24 37 4.9 4.0 5.0 4.9 51 5.0 47 4.8 23 44 4.9
Total OECD 6.9 6.4 6.7 6.4 6.9 6.9 6.8 6.6 6.3 6.3 6.1 6.5 6.5
Total investment
Canada 6.2 5.3 45 5.4 5.0 4.9 4.3 4.3 4.1 4.1 5.4 5.2 4.2
France 35 31 33 2.8 32 33 35 35 33 33 39 3.0 34
Germany -2.0 0.6 34 0.7 25 30 35 4.2 4.2 4.3 -2.9 1.7 4.0
Italy 38 4.9 4.2 51 52 4.8 43 37 3.0 30 6.2 51 35
Japan 2.8 1.2 22 2.3 2.6 25 22 19 1.8 19 -0.6 24 20
United Kingdom 6.5 53 35 5.9 51 4.0 2.8 2.8 27 2.7 6.2 51 2.8
United States 8.9 5.8 59 4.8 53 5.6 6.3 6.4 6.2 6.2 7.7 4.9 6.3
Euro area 19 29 38 32 39 39 4.0 3.8 3.6 37 1.7 36 38
Total OECD 6.0 45 4.7 4.6 4.8 4.8 4.7 4.6 45 4.6 4.8 4.7 4.6

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 (hitp://www.oecd.org/eco/sources-and-methods).

a) Year-on -year growth rates in per cent.

Source: OECD Economic Outlook 76 database.
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Annex Table55. Quarterly demand and output projections (cont'd)
Percentage changes from previous period, seasonally adjusted at annual rates, volume

2005 2006 Fourth quarter”
Q2 Q3 Q4 Q1 Q2 Q3 Q4 | 2004 2005 2006

2004 2005 2006

Total domestic demand

Canada 3.0 3.9 3.2 3.7 35 34 31 3.0 29 29 31 3.7 3.0
France 32 25 23 2.2 23 2.3 2.3 2.3 24 24 3.4 2.3 24
Germany 0.3 0.9 18 0.7 13 16 1.9 21 22 22 0.3 1.0 21
Italy 12 21 25 25 2.6 25 2.6 25 23 24 1.6 25 25
Japan 32 1.9 19 22 2.2 21 18 18 17 17 2.3 21 18
United Kingdom 38 24 20 27 2.6 24 2.0 16 16 16 2.8 25 17
United States 47 34 35 31 33 34 3.6 3.6 3.6 3.6 4.3 3.2 3.6
Euro area 17 1.9 24 19 2.3 24 25 24 25 25 16 21 25
Total OECD 3.6 2.8 3.0 3.0 31 3.0 2.9 29 29 29 31 3.0 29
Export of goods and services
Canada 7.7 6.8 5.6 5.7 55 55 5.7 5.7 5.7 57 | 100 5.6 5.7
France 34 6.0 7.5 6.9 7.3 7.4 7.6 7.6 7.6 7.8 3.9 6.9 7.7
Germany 8.1 5.7 8.1 6.8 7.9 8.0 8.1 8.3 8.3 8.3 7.8 7.4 8.2
Italy 45 6.1 5.4 3.6 6.4 53 52 53 55 5.7 7.8 45 54
Japan 14.4 7.4 8.0 8.0 8.0 8.0 8.0 8.0 8.0 80 | 104 8.0 8.0
United Kingdom 2.6 7.9 8.2 7.4 8.2 7.8 8.6 85 8.0 7.7 4.8 7.9 8.2
United States 8.9 92 100 | 10.0 100 100 100 100 100 10.0 74 100 100
Total OECD” 8.9 8.2 8.9 8.3 8.7 8.8 8.9 9.0 8.9 8.9 8.1 85 8.9
Import of goods and services
Canada 8.4 9.1 6.3 8.2 7.0 6.1 6.1 5.9 5.9 5.7 9.3 7.7 59
France 7.7 7.7 75 7.3 75 7.4 7.6 75 75 75 8.6 7.4 75
Germany 6.4 4.9 7.5 5.0 6.0 7.0 8.0 8.3 8.3 8.4 6.0 5.7 8.2
Italy 4.3 75 6.7 6.1 8.2 6.9 6.8 6.6 6.1 59 7.4 6.9 6.3
Japan 9.9 7.1 6.9 7.0 7.0 7.0 7.0 7.0 6.5 6.5 9.8 6.7 6.7
United Kingdom 47 6.5 6.3 6.5 6.8 6.4 6.3 6.3 5.9 5.7 4.8 6.6 6.1
United States 10.1 7.7 7.3 7.0 7.0 7.0 75 75 7.5 75 9.8 7.0 75
Total OECD” 9.0 7.6 7.6 7.3 75 75 7.8 7.8 7.7 7.6 8.8 7.3 7.7
GDP
Canada 3.0 33 31 3.0 32 33 32 31 3.0 31 3.6 31 31
France 21 2.0 23 21 22 2.2 22 23 24 24 21 21 2.3
Germany 12 14 23 16 23 2.3 2.3 24 2.6 2.6 12 19 25
Italy 13 17 21 17 2.0 21 21 21 21 2.3 17 18 2.2
Japan 4.0 21 23 25 25 25 22 21 21 22 2.6 24 21
United Kingdom 32 2.6 24 2.8 2.7 2.6 24 2.0 2.0 2.0 2.7 2.7 21
United States 4.4 33 3.6 32 34 35 3.6 3.7 3.6 3.6 3.8 33 3.6
Euro area 18 1.9 25 21 25 25 25 25 2.6 2.6 1.9 2.3 25
Total OECD 3.6 2.9 31 3.0 3.2 3.2 31 31 31 31 31 31 31

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/sources-and-methods).

a) Year-on -year growth rates in per cent.

b) Includes intra-regional trade.

Source: OECD Economic Outlook 76 database.




Annex Table56. Quarterly price, cost and unemployment projections

Percentage changes from previous period, seasonally adjusted at annual rates, volume

Statistical Annex - 223

Lo b
Consumer price index

Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
GDP deflator
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
Total OECD

Unit labour cost (total economy)

Canada

France

Germany

Italy

Japan

United Kingdom
United States

Euro area
Total OECD

Unemployment
Canada
France
Germany
Italy
Japan
United Kingdom
United States

Euro area
Total OECD

2005 2006 Fourth quarter”

2004 2005 2006
Q2 Q3 Q4 Q1 Q2 Q3 Q4 2004 2005 2006
19 20 1.8 1.9 18 18 18 18 18 18 24 1.8 18
2.3 1.8 1.8 1.6 17 18 19 19 19 19 21 1.7 1.9
1.7 1.3 0.6 0.7 0.6 0.6 0.6 0.6 0.7 0.7 1.9 0.8 0.6
21 25 22 32 25 2.2 21 21 21 21 1.6 2.8 21
-0.1 0.1 0.6 0.3 0.5 0.5 0.6 0.6 0.7 0.8 0.0 0.3 0.7
1.3 1.7 21 18 19 2.0 21 2.2 2.2 2.2 1.3 1.8 22
2.6 24 21 21 21 21 21 21 21 21 3.2 21 21
21 2.0 17 2.0 16 16 1.6 1.8 15 17 21 1.8 1.6
35 2.8 21 17 22 2.0 21 2.2 2.2 21 4.7 19 21
19 1.8 17 1.9 17 17 17 16 19 2.0 19 1.8 18
0.9 0.8 0.9 0.9 0.7 0.8 10 10 1.0 11 0.8 0.9 1.0
2.8 21 20 21 19 17 18 21 2.3 25 29 20 22
-2.3 -1.3 -0.3 -1.2 -1.0 -0.6 0.0 0.1 0.2 0.4 -1.6 -11 0.2
21 22 2.3 2.3 24 24 24 2.3 2.2 21 19 2.3 2.3
2.0 18 17 17 17 17 19 16 17 17 22 1.8 17
19 1.7 1.8 19 17 17 18 18 18 18 17 1.8 1.8
1.8 1.7 17 15 17 18 1.8 1.6 17 1.8 1.9 1.7 17
1.3 1.6 15 15 18 16 14 14 15 14 15 1.6 14
0.5 11 1.3 11 16 12 11 15 13 12 04 14 13
-04 0.0 0.4 -1.2 -1.4 -1.0 15 14 13 1.0 0.9 -11 13
31 22 1.6 0.8 1.0 15 17 18 19 19 4.3 1.0 18
-3.9 -1.7 -1.3 -1.3 -11 -1.3 -15 -1.3 -1.2 -11 -2.7 -1.2 -1.3
2.7 2.8 24 2.6 25 25 2.2 2.7 24 21 35 2.6 2.3
0.7 22 20 22 20 19 25 17 18 1.8 1.3 2.3 1.9
1.0 1.2 1.3 0.5 0.6 0.8 16 1.7 1.7 15 1.8 0.7 1.6
0.6 15 15 13 12 13 19 16 16 15 13 14 16

Per cent of labour force

7.2 7.1 7.2 7.1 7.1 7.1 7.2 7.2 7.2 7.2 7.1 7.1 7.2
9.8 9.7 9.2 9.7 9.6 9.5 94 9.3 9.1 9.0 9.8 9.5 9.0
9.2 9.3 8.9 9.3 9.3 9.2 9.1 9.0 8.8 8.7 9.3 9.2 8.7
8.1 75 7.3 75 74 74 7.3 7.3 7.3 7.2 7.9 74 7.2
4.8 45 4.2 4.6 45 4.4 4.3 4.2 4.1 4.0 4.8 4.4 4.0
4.7 4.7 5.0 4.7 4.7 4.8 49 5.0 51 5.2 4.7 4.8 5.2
55 53 51 54 53 53 52 52 51 5.0 54 5.3 5.0
8.8 8.6 8.3 8.7 8.6 8.6 84 8.4 8.2 8.2 8.8 8.6 8.2
6.6 6.5 6.3 6.5 6.5 6.4 6.4 6.3 6.3 6.2 6.5 6.4 6.2

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are 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 begiming of the Statistical Annex and OECD

Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).
a) Year-on -year growth rates in per cent.

b) For the United Kingdom, the euro area countries and the euro area aggregate, the Harmonised Index of Consumer Prices (HICP) is used.

Source: OECD Economic Outlook 76 database.
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Annex Table 57. Contributions to changes in real GDP in OECD countries

Asaper cent of real GDP in the previous period, seasonally adjusted at annual rates

2003 2004 2005 2006 2003 2004 2005 2006
Australia Germany
Final domestic demand 51 53 39 38 Final domestic demand -04 -0.8 05 17
Stockbuilding 11 -0.2 0.1 0.1 Stockbuilding 0.9 1.0 0.3 -0.1
Net exports -2.8 -19 -0.3 -0.4 Net exports -0.6 0.9 0.6 0.7
GDP 33 3.6 38 3.6 GDP -0.1 12 14 23
Austria Greece
Final domestic demand 1.7 12 2.0 25 Final domestic demand 6.0 4.8 35 4.0
Stockbuilding 0.1 -0.2 0.0 0.0 Stockbuilding -0.1 -04 -0.1 0.0
Net exports -1.5 0.7 0.2 0.1 Net exports -1.3 -0.7 0.3 -0.5
GDP 0.8 18 23 26 GDP 45 38 32 35
Belgium Hungary
Final domestic demand 16 1.9 21 2.6 Final domestic demand 54 45 35 34
Stockbuilding -0.1 0.4 0.0 0.0 Stockbuilding 0.3 0.4 0.3 0.0
Net exports -0.3 0.4 0.3 0.1 Net exports -2.8 -0.9 -0.2 0.2
GDP 13 2.7 24 2.7 GDP 29 39 36 35
Canada Iceland
Final domestic demand 34 36 35 32 Final domestic demand 8.0 84 7.7 5.9
Stockbuilding 0.9 -0.8 0.4 0.0 Stockbuilding -0.3 0.3 0.0 0.0
Net exports -2.4 0.0 -0.7 -0.1 Net exports -3.6 -2.6 -2.8 -11
GDP 20 3.0 33 31 GDP 41 5.9 5.2 4.8
Czech Republic Ireland
Final domestic demand 53 4.6 4.2 4.0 Final domestic demand 23 31 3.6 3.2
Stockbuilding -04 0.6 0.0 0.0 Stockbuilding 05 0.0 0.0 0.0
Net exports -2.2 -2.8 -0.9 -0.7 Net exports 11 18 19 18
GDP 31 39 4.2 4.1 GDP 3.6 4.9 55 4.9
Denmark Italy
Final domestic demand 0.7 27 29 27 Final domestic demand 0.7 17 21 25
Stockbuilding -04 0.2 0.1 0.0 Stockbuilding 0.6 -04 0.0 0.0
Net exports 0.3 -0.5 -0.3 -0.1 Net exports -0.9 0.1 -04 -04
GDP 05 24 27 26 GDP 04 13 17 21
Finland Japan
Final domestic demand 22 24 25 23 Final domestic demand 14 29 18 18
Stockbuilding -0.2 1.0 -0.9 -0.1 Stockbuilding 0.3 0.2 0.0 0.0
Net exports -0.5 0.9 1.2 0.8 Net exports 0.7 0.9 0.3 0.4
GDP 21 31 28 31 GDP 25 4.0 21 23
France Korea
Final domestic demand 15 25 2.3 2.3 Final domestic demand 0.7 12 2.7 31
Stockbuilding -0.2 0.7 0.3 0.0 Stockbuilding -0.6 0.0 0.0 0.0
Net exports -0.8 -1.2 -05 -0.1 Net exports 2.8 4.0 15 1.9
GDP 05 21 2.0 2.3 GDP 31 5.0 45 5.0

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/sources-and-methods). Totals may not add up due to rounding and/or statistical discrepancy.

Source: OECD Economic Outlook 76 database.
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Annex Table 57. Contributions to changes in real GDP in OECD countries (cont'd)
As aper cent of real GDP in the previous period

Luxembourg
Final domestic demand
Stockbuilding
Net exports
GDP
Mexico
Final domestic demand
Stockbuilding
Net exports
GDP
Netherlands
Final domestic demand
Stockbuilding
Net exports
GDP
New Zealand
Final domestic demand
Stockbuilding
Net exports
GDP
Norway
Final domestic demand
Stockbuilding
Net exports
GDP
Poland
Final domestic demand
Stockbuilding
Net exports
GDP
Portugal
Final domestic demand
Stockbuilding
Net exports
GDP
Slovak Republic
Final domestic demand
Stockbuilding
Net exports
GDP

2003 2004 2005 2006
0.1 29 3.2 2.8
2.0 0.0 0.0 0.0
0.6 11 13 16
29 4.2 4.5 4.3
2.3 45 43 4.5

-1.7 -0.7 0.1 0.2
0.7 0.4 -04 -04
13 4.2 39 4.2

-0.7 0.2 0.3 16
0.2 0.1 0.1 0.2

-04 11 0.9 0.5

-0.9 12 12 24
6.0 7.6 24 2.7

-0.3 0.1 0.2 0.0

-2.3 -2.8 -05 -0.2
3.2 4.8 21 2.6
13 3.2 3.0 2.2

-0.8 0.9 0.2 0.0

-0.1 -0.9 0.1 0.7
0.4 32 3.2 29
19 3.7 4.1 4.3
0.6 13 0.1 0.2
13 0.6 0.0 0.0
3.8 54 43 45

-3.0 2.0 25 35
0.0 0.0 -0.1 0.0
18 -05 -0.2 -0.6

-1.2 15 2.2 2.8
0.1 29 4.4 3.6

-2.3 13 0.5 -0.1
6.4 0.8 -0.1 16
4.2 49 4.8 5.0

Spain
Final domestic demand
Stockbuilding
Net exports
GDP
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
Euro area
Final domestic demand
Stockbuilding
Net exports
GDP
Total OECD
Final domestic demand
Stockbuilding
Net exports
GDP

2003 2004 2005 2006
3.2 35 33 3.6
0.1 0.0 0.0 0.0

-0.8 -0.9 -0.5 -0.6
25 2.6 2.7 3.0
0.8 1.9 2.8 25
0.4 -0.8 0.4 0.0
0.6 24 0.3 1.0
17 33 33 32
0.4 2.3 2.0 21

-0.2 -04 0.1 -0.1

-05 0.0 -0.2 0.1

-04 1.9 19 2.0
5.9 13.9 5.6 53
3.0 12 -0.1 0.1

-3.1 -5.0 04 04
5.8 9.8 6.4 5.8
26 39 25 21
0.0 0.1 0.0 0.0

-04 -0.7 0.1 0.2
22 32 2.6 24
3.6 45 35 35

-0.1 0.5 0.1 0.1

-0.5 -0.6 -0.3 -0.1
3.0 44 33 3.6
0.9 1.3 1.7 2.3
0.3 0.3 0.1 0.0

-0.6 0.1 0.1 0.1
0.6 18 19 25
24 34 2.8 29
0.1 0.3 0.1 0.1

-04 -0.1 0.0 0.1
2.2 3.6 2.9 31

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 (hitp://www.oecd.org/eco/sources-and-methods). Totals may not add up due to rounding and/or statistical discrepancy.

Source: OECD Economic Outlook 76 database.
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Annex Table 58. Household wealth and indebtedness”

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Canada
Net wealth 4406 4572 4762 4837 4983 5085 5054 5144 5052 5062 5140 5150
Net financial wealth 1949 2042 2142 2257 2360 2450 2405 2476 2434 2375 2338 2251
Non-financial assets 2456 2529 2620 2580 2622 2635 2650 2668 2618 2687 280.1 2898
Financial assets 2916 3038 317.3 3291 3429 3545 3524 3616 3561 3524 350.1 3449
of which: Equities 522 584 636 663 748 849 920 925 941 984 954 945
Liabilities 967 995 1031 1034 1068 1096 1120 1140 1127 1149 1162 1198
of which: Mortgages 646 665 685 688 708 716 718 718 696 698 709 730
France
Net wealth 5104 5160 4948 5077 5337 5576 5780 6439 6302 6161 606.6 .
Net financial wealth 1731 1889 1665 1950 2202 2416 2622 3105 2826 2552 2265 2405
Non-financial assets 337.3 3271 3284 3127 3135 3160 3158 3334 3476 3610 380.1 .
Financial assets 2534 2714 2511 2629 2889 3108 3361 3858 3592 3368 3025 319.1
of which: Equities 1155 1262 949 896 1045 1171 1376 1776 1557 1299 1007 1102
Liabilities 80.3 826 846 679 687 692 738 753 766 8.7 760 786
of which: Long-term loans 53.0 54.7 53.7 51.6 52.2 52.6 52.9 55.0 55.2 55.6 56.9 59.9
Germany
Net wealth 4656 4818 4864 4960 5028 5128 5156 5227 511.8 5015 4995 5089
Net financial wealth 1241 1344 1303 1354 1405 1520 1552 1673 1622 1629 1600 170.6
Non-financial assets 3414 3474 3562 3606 3623 3608 3603 3554 3496 3386 3395 3383
Financial assets 2099 2254 2273 2360 2452 2595 2662 2815 2762 2742 2718 2822
of which: Equities 308 395 407 434 468 57.2 530 754 745 706 571 622
Liahilities 857 910 970 1006 1048 1076 1110 1142 1140 1113 1118 1116
of which: Mortgages 503 538 580 610 645 671 685 719 722 720 735 765
Italy
Net wealth 7463 7824 7480 7394 7215 7528 7721 8054 8193 7996 8109
Net financial wealth 2053 2266 2286 2283 2304 2501 2751 3107 3147 2788 2519
Non-financial assets 5411 5558 5194 5111 4911 5028 497.1 4946 5046 5208 559.0
Financial assets 237.7 2610 2560 2546 2633 2839 3149 3491 3502 3235 2955
of which: Equities 479 544 493 465 509 765 1149 1629 1565 1211 879
Liabilities 306 318 319 306 320 299 322 360 375 375 393
of which: Medium and long-term loans 144 149 152 186 191 205 225 259 273 276 297
Japan
Net wealth 789.6 7723 7687 7570 7670 7587 7404 7689 7642 7643 753.1
Net financial wealth 2535 2631 2803 2889 3024 3068 3033 3392 3430 3544 3614
Non-financial assets 536.1 509.2 4884 4681 4646 4519 437.1 4298 4212 4100 3917
Financial assets 380.8 3952 4122 4261 4363 4411 4371 4732 4785 4919  497.2
of which: Equities 357 369 455 447 400 359 254 475 414 376 417
Liabilities 1273 1321 1319 1372 1339 1343 1338 1341 1355 1376 1358
of which: Mortgages 516 538 56.0 58.6 60.2 54.3 550 578 595 621 617
United Kingdom
Net wealth 546.6 5829 5439 5558 569.3 6170 6653 7489 7334 6692 6749 7245
Net financial wealth 2341 2787 2571 2856 291.0 3362 3528 4075 3702 3058 2499 269.1
Non-financial assets 3125 3042 2868 2702 2783 2808 3125 3413 3632 3634 4251 4554
Financial assets 3435 3852 3647 3922 3956 4408 4611 5191 4835 4230 3787 4127
of which: Equities 611 736 702 762 756 913 917 1202 1087 767 565 673
Liabilities 1094 1065 1075 1066 1046 1047 1083 1115 1133 1166 1287 1389
of which: Mortgages 790 783 795 781 772 761 785 808 818 842 927 1020
United States
Net wealth 4799 4896 4791 5093 5292 5657 5845 6324 5847 5515 5064 545.2
Net financial wealth 2740 2840 2769 3056 3273 3629 3790 4201 3688 3277 2743 3022
Non-financial assets 2058 2055 2022 2038 2019 2028 2056 2124 2159 2238 2321 2430
Financial assets 3612 3738 3689 3993 4228 4595 4766 5219 4717 4346 3854 4204
of which: Equities 753 85 792 979 1119 1369 1480 1825 1467 121.3 915 1111
Liabilities 871 897 919 938 955 965 977 101.8 1029 1069 1112 1181
of which: Mortgages 623 636 638 635 642 647 656 683 689 729 780 839

a

<

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 wedlth 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/sources-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'talia, Supplements to the Statistical Bulletin; Ando, A. L.Guiso, |.Visco (eds.), Saving and the Accumulation of Wealth, Cambridge
University Press 1994; OECD, Financial Accounts of OECD countries . Japan: Economic Planning Agency, Government of Japan, Annual Report on National Accounts.

United Kingdom: Office for National Statistics, United Kingdom National Accounts, and Financial Statistics. United States: Federal Reserve Statistical Release, Flow of
Funds Accounts of the United States.
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Annex Table 59. Central government financial balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Canada -4.6 -39 20 0.7 038 0.9 1.9 13 038 0.4 0.3 0.3 0.2
France® -49 4.2 3.7 28 29 24 21 -19 32 -35 -2.8 23 23
Germany 12 14 22 -16 -18  -16 14 14 17 -1.9 1.7 -17 -1.2
Italy 91 7.7 6.9 2.7 25 15 11 27 26 24 29 31 -36
Japar’ -43 -44 44 -39 55 77 67 62 7.3 71 -6.8 6.7 6.4
United Kingdom 6.7 55 -4.6 2.2 0.3 1.2 41 0.8 .17 37 34 34 35
United States 31 2.7 -1.9 0.6 05 11 1.9 04  -26 3.7 3.7 35  -36

excluding social security -4.0 -35 -2.8 -1.6 -0.7 -0.4 04 -1.2 -4.2 -5.1 -5.0 -5.0 -5.2
Total of above countries -4.0 -36 -3.0 -16 11 -1.0 0.1 -1.2 31 -38 37 -36 -35

Note: Central government financial balances include one-off revenues from the sale of mobile telephone licenses.

a) Datafor 2005 include the payment by EDF in respect of the transfer of its pension liabilities to the government.

b) Dataare only available for fiscal years beginning April 1 of the year shown. The 1998 deficit would rise by 5.3 percentage points of GDPif it included the central
government's assumption of the debt of the Japan Railway Settlement Corporation and the National Forest Special Account.

Source: OECD Economic Outlook 76 database.

Annex Table 60. Maastricht definition of general government gross public debt
As apercentage of nominal GDP

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Austria 63.4 67.9 67.6 63.8 64.2 66.5 65.8 66.1 65.7 64.5 64.3 64.6 65.0
Belgium 1357 1339 1306 1247 1195 1148 109.2 1080 1054 99.9 95.5 95.1 91.7
Czech Republic . . . 12.2 12.9 134 18.2 253 28.8 37.8 39.1 411 425
Denmark 7.4 732 69.7 65.7 61.2 57.7 52.3 49.2 48.8 45.9 44.8 433 41.8
Finland 57.9 57.0 57.2 54.0 48.6 47.0 44.6 43.8 42.6 455 45.8 46.5 47.0
France 48.4 54.5 57.1 59.3 59.5 58.5 56.7 56.5 58.7 63.7 66.5 68.7 69.8
Germany 49.3 57.0 59.8 61.0 60.9 61.2 60.2 59.4 60.9 64.2 66.0 67.7 68.1
Greece 1079 108.7 111.3 1082 1058 1052 1140 1147 1125 1099 1121 1114 1072
Hungary . . . 64.2 61.9 61.2 55.4 53.5 57.2 59.1 55.9 57.6 59.1
Ireland 89.5 81.9 73.4 64.6 53.7 48.7 38.3 35.9 32.7 321 29.3 26.9 253
Italy 1248 1242 1232 1205 1168 1155 1111 1106 1079 1061 1051 1047 1044
L uxembourg 6.3 6.7 7.2 6.8 6.3 6.0 55 55 57 53 52 52 5.4
Netherlands 76.4 77.2 75.2 69.9 66.8 63.1 55.9 52.9 52.6 54.1 57.0 58.9 59.5
Poland . . . 44.0 39.1 40.3 36.6 36.7 411 45.4 46.9 50.8 52.2
Portugal 62.1 64.3 62.9 59.1 55.0 54.3 53.3 55.8 58.4 60.3 60.5 61.7 63.8
Slovak Republic . . 30.6 331 34.0 47.2 49.9 48.7 434 42.8 40.1 38.9 37.7
Spain 61.1 63.9 68.1 66.6 64.6 63.1 61.1 57.5 54.4 50.7 49.7 47.6 45.6
Sweden 73.9 73.7 735 70.6 68.1 62.7 52.8 54.4 52.6 52.0 51.3 50.3 49.0
United Kingdom 48.6 51.8 52.3 50.8 a7.7 451 42.0 38.8 38.3 39.8 41.2 42.7 443
Euro area 70.0 74.4 76.5 74.9 73.8 72.9 70.4 69.4 69.3 70.6 715 72.2 721

Note: For the period 1994-2003, gross debt figures are provided by Eurostat, the Statistical Office of the European Communities, unless more recent data are available, while
GDP figures are provided by National Authorities. The 2004 to 2006 debt ratios are in line with the OECD projections for general government gross financial liabilities
and GDP. See OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) Recent revisions to Greek budgetary data suggest gross debt data of 114.0, 112.4 and 112.3 per cent of GDP in 1997-1999 respectively.

Source: OECD Economic Outlook 76 database.

© OECD 2004
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Annex Table 61. Monetary and credit aggregates: recent trends

Annualised percentage change, seasonally adjusted

Canada

Japan

United Kingdom

United States

Euro area

M2

BL
M2+CD

a

BL

MO
M4
BL

M2
M3
BL

M2
M3
BL

Annual change (to 4th quarter) Latest
twelve
months
1999 2000 2001 2002 2003
38 7.3 5.7 6.0 5.2 5.9 (Sep. 2004)
59 7.3 5.2 51 4.8 7.4 (Aug. 2004)
31 2.0 3.1 2.9 1.5 2.0 (Sep. 2004)
-0.6 25 -14 -3.1 -0.5 24 (Sep. 2004)
9.8 6.6 7.7 6.9 7.5 5.8 (Oct. 2004)
35 8.9 7.7 5.9 6.5 9.8 (Sep. 2004)
8.1 12.8 84 9.3 8.6 11.7 (Sep. 2004)
6.2 6.1 10.2 6.7 53 4.5 (Oct. 2004)
7.7 9.3 12.7 6.4 4.6 49 (Oct. 2004)
4.4 12.1 25 5.0 5.8 85 (Sep. 2004)
6.7 4.0 8.5 6.6 6.8 6.2 (Sep. 2004)
51 4.6 10.7 6.7 6.9 5.9 (Sep. 2004)
6.6 5.9 7.2 3.8 5.6 5.9 (Sep. 2004)

a) Commercial bank lending.

Source: OECD Economic Outlook 76 database.
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