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I would first like to tell you how pleased | am to participate in thisinitiative of the Lisbon
Council. The organisers have given me avery challenging task however. | am supposed to tell you
how to get the reform agenda right. No less. Thisissue s, of course, very topical since, next week
the European Council will revisit and relaunch the Lisbon Agenda

It is aso topical in a deeper sense as growth is back everywhere at the centre-stage of
public attention. It is no secret, for instance, that disappointment with economic performance has
reached new heights in many EU countries. It is also felt, throughout the OECD, that regaining
growth momentum is key to preserving standards of living, at atime of rapidly ageing societies.
So, to put it in a nutshell, we are now faced with a growth challenge of large magnitude. And it is
to meet this challenge that the OECD launched, just a few days ago, a new annua publication
called: “Economic Policy Reforms: Going for Growth”.

Since this report devotes a lot of attention to European countries, | would like to use it as
abasisfor my presentation. | would like to tell you:

- Why Europeans should pay much more attention to long-term growth;

- What economists can do to focus European minds on growth-oriented reforms;
- Where Europe’s problems lie; and

- What the OECD’ s main policy priorities are for Europe.

l. The need to stem economic decline

The Lisbon Agenda has set very high ambitions for Europe, such as “overtaking”
America. This approach is not without merits: it is always good to set objectives in a positive
perspective. But it is not without drawbacks too: it tends, for instance, to cloud the bleak reality of
current European economic performance, which is characterised by a premature interruption of
economic convergence. The story is probably a familiar one to many of you, but it's worth
repeating. Economic catch-up, which was widely believed to be automatic, started to stall during
the 1980s and degenerated into relative decline during the 1990s (Graph 1). Today GDP per
capita in France, Germany or Italy is 30 per cent below US levels and, at current trends, this gap
will increase over the foreseeable future.

Before overtaking America, the first, very ambitious objective, should be to stop
Europe's relative decline. This will be hard enough to achieve over the next few years, in a
context where ageing will exert a strong depressing influence on GDP per capita.



. To get the Agenda right, economists should work harder at explaining the need for
economic policy reforms

Working harder and better at explaining the need for reforms, is exactly what the OECD
has recently decided to do. As you may know there is aready, at the OECD, a very vauable
surveillance which operates on a country by country basis. But we felt that more could be done to
address the issue of inadequate economic convergence. What was lacking was a cross-country
surveillance devoted to growth, OECD wide. And it was felt that a benchmarking exercise,
covering both economic performance and policies, would provide the most natural way to push
countries ahead. Through naming and shaming and, at times, complimenting.

Comparing and benchmarking may indeed be the best way to address inability to
converge at its core. At the end of the day, being unable to converge smply means losing the
capacity to learn from others and their successes. Regaining this capacity to learn implies first an
ability to situate oneself on the internationa scale and to evaluate the gaps that need to be bridged.
An ability to benchmark oneself accurately.

In the case of Europeans, learning from others does not only mean learning from North-
America or Asia but aso from other Europeans. There is, for instance, a lot that is worth
emulating in the performance of some of the smaller European countries.

Assessing the extent to which one is lagging behind is of course rather unpleasant, even
more so if the gap isworsening. And the natural temptation is to minimise the significance of the
comparison. In the end, aren’t we all unique and truly incomparable! And so proud of our own
way of life, which is worth so much more than a vulgar GDP per capita statistic. For instance,
Europeans may have a stronger preference for leisure than others. And, as you know, the
increased welfare associated with more leisure is not recorded in GDP statistics. In this case,
benign neglect in the face of alow GDP per capita would be warranted.

This reticence in the face of potentialy misleading comparisons is not without
legitimacy. And it needs to be taken seriously. In this domain of benchmarking, however, recent
methodological progress can help us.

The OECD has now developed a diversified set of structural policy indicators. When
tested through modern and rigorous econometric techniques, these policy indicators seem to do a
reasonably good job at explaining economic performance. It then becomes easier, in this context,
to understand what lies behind a comparatively low GDP per capita. And find out what reflects
bad policies as opposed to legitimate societal choices. If it turns out that weak GDP is genuinely
reflecting weak policies, then ignoring international comparisons becomes a fault.

To sum it up, what the OECD is trying to do with its publication “Going for Growth” is
moving beyond a superficial form of benchmarking, that only focuses on apparent performance.
Instead the OECD is engaging in “deep benchmarking” with a focus on policies and their
influence on performance.

We would like this exercise to reach an audience that goes beyond the inner circle of
policy makers. Indeed, learning to situate one self in order to improve is not just the business of



governments. It is also necessary for society at large, since there is no successful reform without
broad public support. Y et, in many European countries, pessimism about the benefits of economic
reform has alowed vested interests to prosper or to remain well entrenched. The widespread
belief that economic reforms do not generate overall gains for society, but only losers and
winners, has often proved difficult to dispel.

Reform pessimism in Europe has alowed, in turn, a vicious circle to develop where
reforms can only start in earnest at a late stage. This is unfortunately a time when growth has
already weakened and when positive payoffs may be slowest.

To be more successful at reforms, Continental Europe needs to start being more
proactive. Getting the support of public opinion for such an approach is a chalenge however:
there is a need not just to produce the evidence on the analytical side, but also to articulate
concretely the case for reform. Our newborn publication is precisely an attempt at playing this
role of “reform catalyst”.

1. Wheredo Europe'sproblemslie? What does benchmarking reveal?

The starting point, here, is a set of performance indicators, such as GDP per capitaand its
main components. labour utilisation and labour productivity. These components are in turn
subdivided. For instance, labour utilisation indicators are broken down into overal rates of
employment — i.e. the share of persons at work — and number of hours worked per employee.
Overdl rates of employment are themselves split into employment rates by age group: between 25
and 55, above 55, etc.

Besides these performance indicators, we have also built, as already mentioned, policy
indicators, dealing for instance with labour and product markets, as well as education and
taxation. To list just a few of our labour market indicators, we tried to evaluate the stringency of
employment protection legislation, the implicit tax on continued activity, the tax wedge on labour
income and the relative cost of unskilled labour.

All these indicators can be put to various uses:

= They can help produce a “group diagnosis’ for the OECD as a whole and large regional
groupings. This diagnosis shows Europe’s performance to be lagging behind the US both in
terms of productivity and labour utilisation, with the gap in labour utilisation extremely large
(Graph 2). It aso suggests that substantial progress may have been achieved in increasing
competitive pressures on product markets while labour market reforms have remained very
subdued (Graphs 3 and 4).

= They can help yield a better and deeper understanding of issues. | would like to single out, in
particular, the indicators that relate to the employment rate of ageing workers. They provide,
in my view, a graphic illustration of how to link structura policy indicators to economic
performance.

As just noted, continental Europe lags behind in terms of GDP per capita, in large part
because of a low rate of labour utilisation, and, more specifically, because the labour force



participation of ageing people is weak. People aged over 55 are basically absent from the labour
market while they are still very active in Asia, North America and English-speaking countries, as
well asin Nordic countries (Graph 5).

As | mentioned earlier, beyond these uncontroversial statistics, there is however alively
debate about what this low labour utilisation on the continent means. Isit areflection of different
cultural choices, a better way of life? Or does it stem from misguided policies that are hampering
labour supply?

To shed light on this debate we have computed “implicit tax on continued activity”
indicators (Graphs 6 and 7). This tax represents the income forgone by a person who would like to
continue working despite the possibility of joining lofty pre-retirement schemes benefiting from
large public transfers.

What our note documents is the troubling fact that in those countries where the implicit
tax is high, the participation rate of ageing workers is generally well below the OECD average
(Graph 8).

Through rigorous econometric analysis, we have been able to evaluate more precisely the
labour disincentives that these implicit taxes produce. To that end, we have simulated what would
happen in a state of the world where socia and pension systems are neutral with respect to labour
supply all across the OECD.

What we find out in the end is that in the absence of biased public policies, the French
and the Germans may wish to work as long as their American or Scandinavian counterparts
(Graph 9).

V. What are the main policy conclusionsfor Europe?

The final contribution benchmark indicators can make is to help design priorities for
action for individual countries aswell asthe EU at large (Table 1).

Let me remind you first what was our assessment of the progress achieved over the past 5
years:

- On the positive side, a significant move toward more flexible and open product markets,
thanks largely to good work from Brussels. This may contribute to higher productivity
gainsin the future,

- On the less positive side: little progress in the area of labour markets. While in certain
areas such as pension reforms some progress has been achieved, in other crucial areas such
as employment protection legislation, inaction has been the rule.

In the large continental EU economies, boosting the low overall rate of labour utilisation
Is the main challenge. Based on our indicators the main policy priorities to improve labour
utilisation in large European countries include:



- To strengthen work incentives by reducing the tax wedge on labour income and the
implicit tax rate on continued activity;

- To better protect employment prospects by increasing flexibility in wage setting and
bargaining. Great care should be taken in particular not to increase further the cost of
unskilled labour;

- To alleviate the “insiders/outsiders’ syndrome by loosening employment legislation
protection.

We also identify the scope for raising labour productivity. Here, as mentioned above,
product market regulation reforms have already moved in the right direction. In the EU countries
these gains have been largely driven by the implementation of EU directives, mostly in the
context of the Single Market initiative. But more product market reform is needed. In France,
adapting regulations could promote greater competition in the retail distribution sector, as would
reforms that lowered entry barriers in network industries. In Germany, competition in government
procurement and the provision of public local services could also be strengthened. In Italy, where
productivity gains and competitiveness are particularly weak, there is enormous scope, finaly, for
market liberalisation in the services sector.

To raise productivity in Europe it will also be important to increase spending on R&D
and tertiary education. Here what is needed is more privately funded R&D as well as more private
funding of tertiary education.

In other policy domains reforms are needed at the European level. In particular:

= Lowering the obstacles to geographic labour mobility, by enhancing the portability of accrued
pension rights and other benefits, could contribute to reduce unemployment in some regions
(Graph 10).

= Earlier reforms to the Common Agriculture Policy have been significant, but the overall level
of assistance is still too high (Graph 11). Reducing further producer support to agriculture is
thus needed.

* |n network industries, competition is still undermined by a dominant incumbent in some
sectors. Competition policy should do more to reap the potential gains from liberalising
network industries. The scope for improvement could be substantial. For instance, in the
electricity sector where the dispersion of electricity prices for industrial use among EU
countriesis large (Graph 12).

= Many obstacles are still preventing the realisation of a single market in service sectors. In this
context, implementation of the draft EU services directive would represent a milestone
towards achieving such a single market in services.

To put it succinctly, the message | am trying to convey this morning is that many
European economies, though not al, are falling behind in terms of per capita GDP. Thisislargely
attributed to public policies that result in low labour utilisation and lacklustre growth in
productivity.

The diagnosis should be no cause for fatalism, however. After all Europe has many
strengths, not least a highly skilled workforce and a modern infrastructure. With appropriate



policies, there is every reason to believe that Europe could be aworld leader. But as said towards
the beginning, it is not enough to simply identify the policies needed to spur higher output.

Success aso requires winning broad support for change. As you are well aware, that is
not an easy task. Here, the OECD is trying to play a part through its surveillance work. By
bringing together a new type of multilateral surveillance in the form of an annual publication, our
aim isto help catalyse and sustain the momentum for structural reforms.

* Available on http://www.oecd.org/eco/




Graph 1: In thelarge euro area countries per capita GDP relativeto the U.S hasreceded
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Graph 2: What'sbeen driving thegap in per capitaincomes?

Percentage point difference in PPP-based GDP per capitawith respect to the Untied States, 2002
Per centage gap with respect to US GDP
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Graph 3: Product market regulation restrictivenessis converging towardsamore liberal
stancein all OECD countries...
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Graph 4: ...but no progress has been made in refor ming employment protection legislation
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Graph 5: Thereisawidedispersion in older worker employment rates...
Employment of men and women age 55-64 as a percentage of the population age 55-64, 2002
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Graph 6: ...which islargely explained by disincentivesin old age pension systems...
Implicit tax rates on continued work over next 5 yearsin current old-age pension systems*
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Source: OECD.

Graph 7: ...and in social transfer programmes
Implicit tax rates on continued work over next 5 yearsin current social transfer programmes !
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Graph 8: Labour force participation rates of population aged 55-64 and the implicit tax on
continued work?
Percentage points gap vis-a-vis OECD average
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Graph 9: Suppressing various policy distortionswould have a lar ge positive impact on the

labour force participation of older workers
(projected labour force participation rates of the 55-64 age group in 2025 under different scenarios)
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Graph 10: Geographic maobility, unemployment rates and unemployment insurance
in selected OECD countries
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Graph 11: In the EU, producer support to agricultureisrelatively high*
Percentage of total value of agricultural production, 2003
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Graph 12: In the EU, electricity pricesfor industry vary widely, 2003 *
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Table 1.1. Structural policies and performance: proposed priorities

Performance areas

Labour utilisation

Labour productivity

Australia

Aulstria

Belgium

Canada

Czech Republic

Denmark

Finland

Refocus disability benefit schemes to encourage work by
those with substantial work capacity.

Increase the weight of employability in the setting of mini-
mum wages (“award wages").

Strengthen employment prospects for lower-skilled workers
by improving vocational education.

Reduce fax wedge on low-come warkers fo Improve work
incentives for this group.

Reduce implicit tax on continued work to cut disincentives
to work at clder ages.

Reform child support benefit sysfem to weaken inactivity
fraps.

Strengthen work incentives by reducing the tax wedge on
labour income.

Reduce disincentives to work at older ages by limiting early
retirement through unemplayment.

Reduce the incide nce of fang-ferm unemployment by
strengthening job-search requirements and improving skills
of the wnemployed,

Strengthen incentives to move from welfare to work via
stricter job search and activation requirements.

Restrain growth in public health care costs fo §mit increases
in taxation and fabour cosfs.

Stimulata hiring by cutting the costs of EFL for regular
workers.

Reduce tax wedge on low-income warkars to strengthen
work incentives forthis group.

Further liberalise the rental howsing markef fo ncrease
abour mobilty:

Strengthen work incentives by reducing the tax wedge on
labour income.

Assist disabled beneficiaries to rejoin the labour force part
time, and introduce a waiting period and stronger certifica-
tion for sickness banafit.

Reduce implicit tax on confinued work embedded in the
early retirement scheme.

Strengthen work incentives by reducing the tax wedge on
labour income.

Reduce implicit tax on continued work at older ages by
refarming early retirament pathways.

Promote greater fexbility in ceniralis ed wage agresments fo
expand employment apporfunities.

Reduce the incidence of fong-ferm unemployment by
fapering unemplovment benefits with duration.

Accelerate reforms aimed at lowsring barriers o enfry in
nefwork Industries.

Raise overall human capital by improving graduation rates
from tertiary education,

Reduce administrative costs for start-ups and ease entry
regulations in profassional services.

Strengthen competition faw and enforcement by giving more
powers fo the compelition authonty.

Ease sectoral regulations and subject all new regulations to
an efficiency test.

Improve educational oufcomes far students from etfinic
backgrounds.

Switch from foreign ownership barriers to other means to
pursue cultural goals, etc.

Further liberalise professional services by removing
inter-provincial trade restrictions.

Reduce effechve taxalion on capital fo encourage busingss
imvestmeant.

Implement intended reform of bankruptcy laws and simplify
business registration.

Reform system of taxes and benefits fo reduce poverty fraps
far non-employed housaholds.,

Reduce barriers to entry in industries to strengthen compe-
tition in product markets.

Improve educational achievemeants fo rakse the efficlency of
the work force.

Reduce the scale of public ownership, especially raising
private provision of publich-funded services.
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Table 1.1. Structural policies and performance: proposed priorities (cont.)

Performance areas

Labour utilisation

Labour productivity

France

Germany

Greace

Hungary

Iceland

Ireland

Italy

Stimulate hiring by cutting the costs of EPL for ragular
workers.

Stimulate labour demand for youth and low-skilled by
allowing for a relative decline inthe minimum cost of labour.

Reduce implicit tax on continued work at older ages by
reforming early retirement pathways.

Strengthen woark incentives by reducing the tax wedge on
[abour income.

Reduce disincentives fo work af older ages by ramoving
preferenfial unemmoyment benefit e igibility condifions for
older workers.

Reduce age/gendar imbalances in unemploymeant by easing
the most stringent provisions of EPL.

Reduce disincentives to work at older ages by inking
pension to lifstime earnings.

Reduce the ta weadge for low-income workers to improve
their incentives to work in tha formal economy.

Refocus disability benefit schames fo encowrage work by
those with substanfial work capaciy.

Downsize the howswg foan subsidy programme fo reduce
houwsing markat gistortions and facifitate fabawr mobiity:

Reduce government backing of bonds issued by the
Housing Finance Fund fo reduce housing market distorfions
and faciitate labour mobility.

Strengthen work incentives for lowerskilled second earners
via a tax credit or a subsidy for child care.

Phase-out tay deductibility of mortgage paymeants to reduce
housing market disfortions and facifiate labowr mobiity:

Strengthen work incentives by reducing the tax wedge on
[abour income.

Promote grealer flexibilfity in wage bargaining by decenirall-
sing wage-seffing arrangements in the public secfor.

Accelerate reforms aimed af fowering barriers fo entry in
network indusiries.

Promole grealer compelition in refail distribulion by
reviewing regulation concerming retail outlet lacations and
priging rules.

Improve secondary education achievements to raise effi-
ciency of the workforce,

Liberalise professional services by phasing-out binding fes
schedules in specific professions.

Rafse compelition in government procurement fo increase
pubiic spending efficiency

Accelerate reforms aimed at [owearing barrigrs to entry in
network industries.

Promote greater domestic competition by reducing
administrative costs for start-ups.

Simplitfy the tax code fo reduce compliance costs for
businegsses and to boost privale investment

Reduce state control on the operations of netwark industries
to allow prices to bettar reflect market signals and to
facilitate entry.

Fromote greater domestic competition by reducing adminis-
trative costs for start-ups.

Lower barriers o entry for domestic and foreign firms
gspecially in the energy and fisheries sectors.

Raize overall human capital by improving enrolment and
graduation rates from upper-secondary education.

Reduce producer support to agriculture, espacially the most
trade-distorting type.

Ralse public-seclor efficlency by acceleraling performance
measurement and manage me.

Ease regulatory burdan on business operations to reduce
compliance costs.

Promote greater competition in network industries and retail
distribution by facilitating entry.

Strengthen enforcement of competition law by giving the
compeliton authorty maore power

Reduce the scope of public ownership by allowing for mora
competition in the provision of public local services.

Raise overall human capital by improving access to, and
graduation rates from, upper-secondary and tertiary
education.

improve coiporate governance by strenghening direcfors”
Independence and minority shareholder rights.
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Table 1.1. Structural policies and performance: proposed priorities {cont.)

Performance areas

Labour utilisation

Labour productivity

Japan

Korea

Luxamhbourg

Mexico

Netherlands

heww Zealand

Horway

Stimulate hiring by cutting the costs of EFL for regular
workers.

Stimulate hiring by cutting the costs of EPL for regular
workars.

Reduce implicit tax on continued work at older ages by
reforming early retirement pathways.
Strengthen incentives to move from welfare to work by

raising in-work benefits at low wages relative to unemploy-
ment benafits.

Shift burden of laxation towards consumplion by Droade-
mng the value-added lax bass.

Strengthen work incantives by reducing the tax wedge on
labour income.

Refocus disability benefit schemes to encourage work by
those with substantial work capacity.

Stimulate @bowr mobiity by reforming residential zoning
resirictions.

Strengthen incentives to maove from welare to work via
activation requirements and back-to-work bonuses.

Stimulate @bowr demand by reconsidering recent measuras
that have raised labour cosis.

Refocus disability and sickness benefit schames to
encourage work by those with substantial work capacity.

Use direct fransfars rather than provisians of abour markat
and natural esource policks fo achisve regional obfeciives.
Reduce fufure pension confribufions by using the Pefralsum
Fund fo pre-fund part of pension liabiliies.

Promote greater competition in network industries and
professional services by facilitating entry.

Reduce producer support to agricultura, espacially the most
trade-distorting type.

Improve the souwndness and functioning of financial sysiam
by resolving the non-performing loan problem.

Reduce barvers to foreign direct investment to enhance
technological fransfars fram abroad.

Promote greater competition in network industries and
professional services by facilitating entry.

Reduca producer support to agricultura, espacially the most
trade-distorting type.

Improve the soundness and functioning of the financial
system by extending privalisafion and strengthaning
financial supervision.

Reduce barders fa forelgn direct investment to enhance
technological fransfars fram abroad.

Improve primary and secondary education achievemeants to
raize efficiency of the work force,

Raisa public-sector efficiency by expanding the rofe of
e-government and simplifiving agminisirative procedures.

Reduce barvers to compefition in idecommunicalions o
raap further benafits from libearalisation.

Improve secondary education achievements to raise effi-
ciency of the workforce.

Promate greater competition in product markets by redu-
cing barriers o entry in industries.

Reduce barriers to foreign ownership to enhance technolo-
gical transfers from abroad.

Strangthen investars " confidence by improving the enfarcea-
bility of confracts.

Reduce compliance costs for businesses by simplifying
administrative procedures.

Promate graater competition in network industries and retail
distribution by faciliating entry.

Reduce barriers to foreign ownarship and use other means
to protect sensitive land.

Improve educational achievement, in particular amang
ethnic minorities.

Improve the reguiatory framework for addressing infrastruc-
fure bottienecks.

Reduce the scope of public ownership by pursuing privati-
sation of competitive act vities in network industries.
Reduce producer support to agricultura, especially the most
trade-distarting type.
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Table 1.1. Structural policies and performance: proposed priorities (cont))

Parformance areas

Labour utilisation

Labaur productivity

Poland

Portugal

Slovak Republic

Spain

Swaden

Switzerland

Refocus disability benefit schemes to encourage wark by
those with substantial work capacity.

Incraase fabour mobifity by improving transport and
housing infrastructure.

Stimulate labour demand for youth and low-skilled by
alowing for a refative dacline i the minimum cost of labour,

Stimulate hiring of regular workers and facilitate labour
mability by cutting the costs of EPL.

Reduce the tax wedge for low-income workers to improve
their incentives to work in the formal economy.

Framafe a ries-based busingss snvironment by
strangthening the governance of the fudicial and
anforcameant sysfems faw

Reduce future pension confributions by ralsing standard
retirament age.

Promote greater flexibility in wage determination by
limiting the extent of administrative extension of collective
agreements.

Stimulate hiring of regular workers by cutting the costs of
EPL for this group.

Reduce future pension contributions by making the public
pension system actuarially fair

FPhase out fax advantages for hame awnership fo reduce
housing market distorfions and facifitate labour mobiity,

Refocus sickness and disability banefit schames to
encourage work by those with substantial work capacity.

Strangthen work incentives by reducing the tax wadge on
labour income.

Reduce work gisincentives by recansigering measures that
would result in fower working houwrs.

Improve fabowr mabiity by redueing housing market
distortions.

Refacus invalidity pension schemes fo encourage work oy
those with substantial work capacity and fo siem rises in
fax burden.

Pramafe competiion in the provision of medical products
and services fo confain increasss in health care costs.

Intensify competitive prassuras in a number of sactors by
strangthening the privatisation programme.

Reduce barriers to foreign ownership to enhance technolo-
gical transfars from abroad.

Improve secondary education achievements to raise
afficiency of the workforce.

Reduce state control in certain network industries to
promote effective competition.

Raise public-sector efficiency by accelerating the refarm af
public administatian.

Simphity the tax system fo reduce compliance costs for
busingsses.

Reduce state contral in certaing network industries to
promote effective competition.

Raise overall lavel of human capital by improving secondary
education achievements and access to fertiary education,

Raise overall lavel of human capital by impraoving upper-
secondary and tertiary education achievemeants.

Reduce the scope of public ownership by allowing for more
competition in the provision of public local services.

Further liberalise professional servicas by remaoving inter-
cantonal trade restrictions.

Promote greater competition in product markets by
reducing barriers toentry in netwark industries.

Reduce producer support to agriculture, especially the most
trade-distorting type.
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Notes

Table 1.1. Structural policies and performance: proposed priorities (cont.)

Performance areas

Labour utilisation

Labour productivity

Turkey

United Kingdom

United States

Strengthen incentives to wark in formal activities by
reducing the tax wedge on labour income.

Refocus invalidity pension schames to encourage work by
thosewith substantial work capacity.
Strengthen employment prospects for low-skilled warkers

by improving vocational education at the upper-secondary
lewiel,

Limit increases in labour costs by reforming Madicare to
restrain health care costs.

Encourage privale saving Dy shifting the burden of faxation
towards consumption.

Promote greater domestic competition by reducing
administrative costs for star-ups.

Reduce the scope of public ownarship to allow for more
competition in network industries.

Raise public-sector e fficiency by implementing resulfs-
oriented budgeting in core public activitles.

Reduce genders imbalances in education by raising
eduicational enrolments by women.

Improve public infrastructure, especially far transport to
further reduce bottlenecks.

Raise public-sector efficiency by strengthening incentives fo
pursue parfarmance fargets in publicly-funded Services.
Enhance compalilion in some service saclors by reviewing
planning restrictions.

Improve primary and secondary education achievements to
raisa efficiency of the warkforce.

Reduce producer support to agriculture, especially the most
trade-distorting type.

Eurnpean Union

Stand firm on promaofing transparency and accountabiiy in
corporale governance.

Ease internal requlatary obstacles to cross-border trade and
entry to strengthen competition.

Promote greater competition in product markets by further
reducing barriers to market contestability in network
industries.

Reduce producer support to agriculture, especially the most
trade-distorting type.

Enhance compalition in fnancial services by ensuring full
implementation of Financial Sérvices Action Plan.

lmprove infra-EU labour mobiity by enhancing porfabiity of
pension and other benefit entiflaments.

R

(¥a]

Given that the high ranking of Norway partly reflects the contribution from exploiting its oil
rezerves, the United States is considered as the leading country in terms of GDF per capita.

However, GDP per capita overstates the level of living standards in Ireland because oflarge income
transfers to abroad from foreign subsidiaries (see Annex 1.4.1).

The indicators displayed in Chapter 2 are generally comparable across countries and over time.
However, movements in some of the indicators may also reflect changes in the methodology used
for the calculation.

The efficiency of the health sector 15 considered even though the link with growth performance
1z perhaps not as obvious as in the caze of education. The reason 1s that fast-rising health care
costs, ag have been observed in many countries in recent years, can have an adverse influence
on employment rates by putting upward pressures on indirect labour costs. In countries where
health care is provided by the public sector, the associated costs are reflected in social security
contribution rates and hence the tax wedge. And, in countries where health care is, to a large
extent, provided by the private sector, the cost increases will not show up in the measured tax
wedge, but will nonetheless be reflected in labour costs.

The policy areas covered by indicators will be expanded in the future as planned special studies
on particular policy-performance linkages will enrich the indicator set used for surveillance.
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