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Summary of projections”
Seasonally adjusted at annual rates

1993 1994 1995
1993 1994 1995 i I I I 1 I
Percentage changes from previous period

Real total domestic demand
United States 3.8 4.4 3.0 33 43 4.7 4.1 2.8 2.4
Japan 04 15 3.4 14 0.4 1.3 33 35 33
Germany -14 i.0 22 -39 1.6 0.4 1.7 1.5 39
OECD Europe -1.2 1.1 2.6 -2.5 0.8 0.9 19 26 34
Total OECD 1.1 2.6 30 0.6 2.1 25 31 29 3.0

Real GDP
United States 3.0 4.0 3.0 2.3 347 4.2 3.8 2.8 24
Japan 0.1 0.8 2.7 0.9 0.5 0.8 2.1 29 2.9
Germany -13 1.8 2.6 -3.5 25 1.3 2.0 2.0 4.3
OECD Europe -0.2 1.9 2.8 0.8 1.5 1.7 25 2.8 3.3
Total OECD 1.2 2.6 29 0.9 2.1 2.6 3.0 2.9 3.0

Per cent

Inflation®
United States 2.5 2.1 2.8 32, 1.7 2.1 2.3 2.9 34
Japan 1.0 0.8 0.8 0.6 1.3 04 1.0 0.8 0.8
Germany 39 2.8 2.0 4.1 2.7 32 29, 2.0 1.9
OECD Europe (excluding Turkey) 3.6 29 24 3.8 3.0 3.0 24 2.5 24
Total OECD (excluding Turkey) 2.6 2.1 23 29 2.1 21 21 2:3 24
Total OECD 34 315 3.3 39 24 43 34 353 3.1

Per cent of labour force

Unemployment
United States® 6.8 6.3 5.8 7.0 6.6 6.5 6.2 59 7
Japan 2.5 29 2.8 24 2.6 29 29 2.8 2.8
Germany 8.9 10.0 10.0 8.5 9.2 99 10.2 10.1 9.9
OECD Europe 10.7 11.7 11.8 10.3 11.1 11.6 11.9 11.8 11.7
Total OECD 8.2 8.5 8.3 8.1 8.3 8.5 8.5 8.4 8.2

Per cent of GDP

Current balances
United States -1.7 2.1 2.1 -1.6 -1.8 =20 22 2.2 -2.1
Japan il 2.8 2.5 313 29 219 2.7 2.6 24
Germany -1.1 -0.7 0.2 —0.8 -1.4 0.8 05 0.3 -0.1
OECD Europe 0.3 0.7 1.0 0.1 0.5 0.6 0.8 0.9 1.0
Total OECD 0.1 0.1 0.1 0.0 0.1 0.1 0.1 0.1 0.1

Per cent

Short-term interest rates?
United States 3.0 4.2 5.5 3.0 3.0 3\ 4.7 54 5.6
Japan 2.9 23 2.7 3.3 2.6 2.2 23 2.5 2.8
Germany 73 Sl 43 8.0 6.6 5.6 4.6 4.3 4.3
Major 4 European countries® 8.1 58 M2 9.0 73 6.1 5.5 Si2 S|

Percentage changes from previous period
World trade’ 33 6.7 12 2.0 6.4 6.7 i7:1 7.2 74

a) Assumptions underlying the projections include:
— no change in actual and announced policies,
— unchanged exchange rates from 10 May 1994; in particular $1 = Y 103.18, DM 1.66;
— dollar price {(OECD fob imports) for internationally traded oil of $13.2 per barrel for 1994 I, and constant in real terms thereafter;
— the cut-off date for other information used in the compilation of the projections was 16 May 1994,
Figures for ““Total OECD™" do not include Mexico.
b) GDP defiator, percentage changes from previous period.
c) Unemployment data for the United States refer to the old survey until end-1993 and the new survey thereafier.
d) United States: 3-month Treasury bills; Japan: 3-6 month CD; Germany, France, Italy, United Kingdom: 3-month interbank rates.
e) Unweighted average of Germany, France, Italy and the United Kingdom.
) Arithmetic average of the growth rates of world import volumes and world export volumes.
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The outlook

A growth-oriented
approach to longer-term
policy setting

Introduction

Economic growth in the OECD area as a whole is steadily gathering strength.
OECD activity could expand by over 2/ per cent in 1994 and close to 3 per cent in
1995. Where recoveries are well established (North America, the United Kingdom,
Australia and New Zealand), output continues growing at a healthy pace, and unem-
ployment is falling. Recovery is becoming apparent in an increasing number of
continental European countries. For continental Europe as a whole, however, the pick-
up of domestic demand is modest; and, despite a significant boost from net exports,
GDP growth is unlikely to be sufficient to reduce the unemployment rate until 1995. In
Japan, recent indicators are encouraging. Domestic demand should strengthen progres-
sively this year and could expand relatively rapidly next; output growth in Japan will
nonetheless probably remain weak because of a continued decline in net exports due to
the appreciation of the yen. Inflation is projected to remain low, declining somewhat in
Europe and picking up slightly in North America.

Recovery must be sustained; this is not the time for any relaxation of policy
effort. Attention should be concentrated on ensuring that the longer-term setting of
policy is aimed effectively at achieving fundamental economic and social goals.

OECD economies must expand more rapidly than over the past two decades if
they are again to become high-employment societies with steadily-rising national
living standards. The challenge is to raise economies’ capacity to grow, ie. their
““supply potential’’. Individual aspirations for high living standards and agreed social
needs are such that there is no basic secular deficiency of demand in OECD countries,
even though there may be periods in which effective demand is cyclically weak.
However, growth-inhibiting rigidities have increased considerably over the past two
decades or so, making the OECD recovery more inflation-prone. The ways in which
most OECD countries sought to extend and deepen social protection have played an
important role in this respect. Increasing inflexibility has weakened the pace at which
output potential and overall living standards could rise, making it increasingly difficult
to achieve social goals, and contributing significantly to rising unemployment.

Faster growth of output and productivity economy-wide, as well as high employ-
ment, would provide the economic basis for improved social cohesion. Achievement
of these goals requires appropriate macroeconomic and structural policies. A common
element in both sets of policies is the provision of a framework in which economic

.agents have the greatest possible scope and incentive — and also the ability — to

innovate, adapt and work.
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Experience over the post-war period shows that macroeconomic policy has an
asymmetric influence. While bad macroeconomic policy always results in bad eco-
nomic performance, good macroeconomic policy does not, by itself, guarantee good
overall economic performance. It must be combined with structural policy reforms if
fundamental goals of a sustained expansion of living standards with much lower
unemployment are to be achieved.

The key elements of ‘‘good’” macroeconomic policy are:

* Improving public finances. Budget deficits have weighed increasingly
adversely on economic performance by pre-empting national saving, raising
interest rates through the build-up of public debt and impeding private-sector
investment. Continuing efforts towards fiscal consolidation should set the
stage for sound public finances consistent with better overall economic per-
formance over the longer term. The greater scrutiny of public expenditure,
aimed at improving its quality, will also support better performance. As
economies recover, it is important to take the crucial lesson from recent
history and avoid the temptation to relax the commitment to an underlying
improvement in public finances as deficits fall in response to strengthening
activity.

* Keeping inflation under control. Most OECD countries have achieved low
inflation or effective price stability. It is essential to build on this to establish
firmly the credibility of policy geared to maintaining price stability over the
longer term. With inflation uncertainty eliminated, investors and consumers
can take decisions in a context of clear relative price signals. This will
contribute to the efficient allocation of resources.

* Ensuring coherence of fiscal and monetary policies. 1t is particularly impor-
tant to avoid a situation in which monetary policy, aiming at the objective of
underpinning price stability, is overburdened because of an inconsistent fiscal-
policy setting. Moreover, even with coherent, appropriately set
macroeconomic policies, patience is typically required because it takes time to
unwind imbalances. Trying to force the pace, via macroeconomic stimulus
beyond the adaptive capacity of the economy, would only be
counterproductive.

* Achieving consistency of policies and the exchange-rate regime. Within
essentially fixed exchange-rate systems, appropriate macroeconomic policies
must be supported by structural policies. These should aim to ensure that
wage and price adjustments provide sufficient flexibility in responding to
shocks to make commitments to fixed exchange rates credible and viable.
Where exchange rates are floating, currency movements resulting from diver-
gent monetary policy actions that are appropriate domestically should be
accepted, so long as they remain within reasonable limits.

* Supporting macroeconomic policy with a further liberalisation of the multilat-
eral trading system. Governments must be seen to be engaging in co-operative
efforts to ensure that the implementation of macroeconomic policies does not
lead to tensions, not only in the exchange markets but also in trade matters, to
avoid undermining business and consumer confidence. It is particularly
important that the Marrakesh agreement, which concluded the Uruguay
Round negotiations, be implemented fully and rapidly.



Macroeconomic policy
requirements in the
current situation

Actions to reduce unemployment significantly have been reviewed extensively by
the OECD Secretariat in carrying out the mandate received from Ministers in 1992 to
examine the reasons for and the remedies to the disappointing progress in dealing with
unemployment. A synthesis of this work, presented to Ministers and published under
the title ““The OECD Jobs Study’’, is presented immediately following this introduc-
tion. Although the structural-reform recommendations focus on unemployment, many
of them would help to improve economic performance more generally.

During the recent downturn, general government budget positions weakened by
the equivalent of 3 per cent of GDP on average in the OECD area. While the
deterioration was partly due to the recession, a third to a half appears to have been
structural. OECD governments recognise the need for action to restore balance to
public finances, and most countries have embarked on medium-term programmes to
reduce deficits. There has been a steady tightening of fiscal stance throughout the
OECD area since last year, the notable exception being Japan, and budget positions
should improve as recoveries become established in more countries.

There are no grounds for complacency. If the recovery is sustained at an average
annual growth rate of 2'/> to 3 per cent over the remainder of the decade, implementa-
tion of present plans is likely to narrow general government deficits significantly,
perhaps to between 1 and 2 per cent of GDP in 2000. However, this would be
sufficient only to stabilise gross public debt relative to GDP during the period to the
end of the century, and in most countries at very high levels: some 70 to 75 per cent
for the OECD as a whole, compared with below 60 per cent in the late 1980s.
Furthermore, were there significant slippage in implementing consolidation pro-
grammes, or were growth not sustained, the situation could be substantially worse.
Only slightly lower growth — by half a percentage point per year — could lead to debt
levels in 2000 averaging close to 85 per cent of GDP.

With the room for manoeuvre on fiscal policy severely circumscribed, monetary
easing has been the motor of OECD economic recovery — although a series of fiscal
stimuli have also been adopted by Japan. Short-term interest rates fell significantly
from the peaks in the late 1980s or early 1990s to more recent troughs (or most recent
observations): by 6 to 7 percentage points in the United States and Japan; by around
5 to 10 percentage points in most continental European countries; and by around
10 percentage points or more in the United Kingdom, Canada, Australia, Finland and
New Zealand. Peak-to-trough falls in long-term interest rates, although smaller, have
also been substantial.

More recently, however, long-term interest rates have risen across countries. This
started in the United States in October last year, in Japan in early January, and
followed in most other countries from the end of January. Policy implications depend
on the relative importance attached to different causes of these developments:

« Insofar as the rise in long-term interest rates reflects an improvement in long-
run growth expectations and higher expected returns on business investment
over time, it may have no special implications for policy.

* Insofar as it reflects an increase in inflation expectations or a slippage in the
pace of fiscal consolidation and the prospect of higher public debt relative to



national and global saving, a firmer hand on the relevant policy lever — mone-
tary or fiscal — is called for.

« Insofar as it reflects the perception of higher risks involved in long-term
financial investments associated with greater uncertainty about the future
course of domestic or external policies, there may be a need to articulate
policy intentions more effectively in order to stabilise the expectations of
domestic and international investors in bond markets.

« Insofar as the earlier declines and recent increases in bond yields reflect short-
run erratic and reversible factors and have been taken by corporate and other
borrowers as such, this would not affect economic activity, and hence would
not require policy response. To the extent that the earlier decline in long-term
interest rates had begun to be built into real economic decisions by prospec-
tive borrowers, the reversal could inhibit recovery and thus could call for a
relatively easier stance of monetary policy (i.e. less rapid tightening or greater
easing than earlier envisaged), if this could be achieved without additional
upward pressure on long-term rates.

These considerations, together with the implications of different cyclical posi-
tions among major countries, point to differing policy requirements.

* The United States, where recovery is relatively strong and the margin of spare
capacity is possibly the least of all OECD countries, has already begun to
move to the more ‘‘neutral’” monetary policy stance necessary to guard
against inflation pressures that would otherwise threaten sustained recovery.
Continuing efforts to convince the markets of the monetary authorities’ readi-
ness to adjust the monetary policy stance as necessary to keep inflation under
control could contribute to the stability of market conditions and help to
sustain non-inflationary growth.

* In other countries where recoveries are under way, margins of spare capacity
are larger than in the United States, but the forces which have led to tighter
monetary conditions there are likely to come increasingly into play.

« In countries where activity is still weak, easy monetary conditions should be
maintained. Further cuts in short-term interest rates could be envisaged,
depending on how weak recovery is likely to be, how inflation prospects are
viewed and whether it is judged that action on short-term interest rates can be
taken without increasing the pressure on long-term interest rates.

In all countries, insofar as real long-term interest rates are considered to be too high,
the solution is more likely to be found in more ambitious reduction of budget deficits.

13 June 1994
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THE OECD JOBS STUDY

At the meeting of the OECD Council at Ministerial Level in May 1992, the Ministers invited the Secretary-
General to initiate a comprehensive research effort on the reasons for and the remedies to the disappointing progress
in reducing unemployment. In response to this mandate, the OECD Secretariat has examined a number of broad areas:
macroeconomic policy; trade; technology; wage formation; labour adjustment; education and training; benefit systems
and taxation. This work will be published in September under the title ‘“The OECD Jobs Study: Evidence and
Explanations’’. The note which follows is a brief summary of the Policy Report based on this work which the Secretary-
General presented to the Ministers at their meeting in June and which is provided as a supplement to this issue of the

Economic Outlook.

Nature and dimensions of unemployment

Unemployment in the OECD area of 35 million,
some 8'/> per cent of the labour force, represents an
enormous waste of human resources, reflects an impor-
tant degree of inefficiency in economic systems, and
involves a disturbing degree of social distress. The mea-
sured unemployment rate ranges from about 2% per cent
in Japan and around 6 per cent in the United States to an
average of around 11"z per cent in OECD Europe. And
these figures do not include ‘‘discouraged workers’’ and
those part-time workers who would prefer to work full
time.

Unemployment has a cyclical component, which
diminishes when economic growth picks up; and a struc-
tural component, which typically is not reduced by eco-
nomic growth. The exact proportion of each is uncertain,
but varies significantly across countries:

— In the United States, the cyclical element in
unemployment is declining rapidly; structural
unemployment, at around 6 per cent of the
labour force, seems to have changed little over
the past decade.

— In the European Community, Canada and
Oceania (Australia and New Zealand), the level
of structural unemployment has risen over time,
to perhaps 7 to 10 per cent of the labour force,
and currently significant cyclical unemployment
is superimposed upon it.

— In members of the European Free Trade Associ-
ation, unemployment remained rather low for
many years, rarely rising above 2 per cent and
with relatively little cyclical variation, but
recently has risen to over 7 per cent, with some
of the rise probably being structural.

— In Japan, there is low structural unemployment,
of around 2 per cent, but cyclical unemployment
is now growing.

The burden of high and persistent unemployment is
shared unevenly among labour force groups. In almost all
OECD countries, the young and the unskilled experience
very high rates of unemployment. The growing numbers
of long-term unemployed, especially in Europe, have
become a major concern because of the social hardship
and demotivation resulting from prolonged joblessness.

Needed structural and macroeconomic action

The policy problem has both macroeconomic and
structural dimensions (elaborated below in the section on
recommendations). Also important are the various inter-
actions between structural and macroeconomic perform-
ance. Structural reforms will bear full fruit only in a
stable macroeconomic environment, in which private sec-
tor participants can be more confident about medium-
term prospects and can thereby adjust more easily to
changing circumstances. And macroeconomic policy has
more chance of succeeding in supporting the desired
level of demand without giving rise to inflation if struc-
tural conditions and policies prevent rigidities, make
economies both more innovative and adaptable, and
allow resources to move to their most profitable uses.

Linked with these economic considerations is an
important social dimension. An adequate degree of social
protection is necessary to reassure workers, and
encourage them to react positively to structural changes.
At the same time, it is necessary to provide a decent
minimum standard of living for those members of society
who are unable to adjust.



Benefiting from structural change

Particular emphasis is placed on structural policies,
because in today’s globalised world the achievement of
high employment with continual growth in productivity,
and thereby living standards, involves adapting to, and
benefiting from, continual structural change. Today the
forces impelling structural change — including cheaper
transport, the new information technologies, liberalised
capital flows, strong competition, and an increasing
mobility of people — are very strong. The potential gains
from exploiting these developments are great. But their
realisation depends upon a markedly enhanced capacity
in OECD economies to adapt and to innovate. Hence
considerable attention has to be paid to ensuring that
policies do not hinder, and preferably foster, such struc-
tural change.

The process of structural change involves the con-
tinual squeezing out of low-productivity, low-wage jobs,
and the emergence of higher productivity, higher wage
jobs. The process is turbulent: 10-15 per cent of all jobs
in an OECD economy are destroyed each year, while a
broadly similar number are created.

New skills

One clear dimension to structural change has been,
and continues to be, a systemic shift away from the
employment of low- or narrowly-skilled labour, both in
manufacturing and in services. This reflects both demand
and supply-side factors, but the most important cause has
apparently been technical progress, which is increasingly
being reflected in a move towards a more knowledge-
intensive economy. A sharp widening of wage differen-
tials in the United States has preserved employment of
some of the unskilled, but at the expense of an increase in
in-work poverty; in Europe wage inflexibility has pre-
vented the emergence of in-work poverty, but at the
expense of high rates of unemployment of the low-
skilled. Only the Japanese economy has handled the
problems of this period of adjustment relatively well,
although more recently it has been wrestling with sub-
stantial pressure for change.

Bolstering the ability of economies to create new
jobs is one facet of the strategy to reduce unemployment.
But a high-productivity, high-wage job strategy can work
only with qualified people to fill the new jobs. People
must have a solid education. Workers will have to
acquire and later re-acquire skills through training.

Active labour market policies, too, will help transform
redundant qualifications into employable skills.

Many people will need help to fit the requirements
of high-skill jobs. But some will be unable to meet these
requirements and will be unemployed or take low-skill,
low-wage jobs. The commitment to support them will be
a valuable investment towards a more cohesive and car-
ing society. As OECD economies progress, it becomes
all the more important to hone the support policies and
mechanisms so that they provide effective help to those
who most need it.

A growing adjustment gap

While the need for a powerful capacity to innovate
and to adapt has probably never been stronger, the capac-
ity of OECD economies to adjust has been progressively
diminished over the past two to three decades, often as
the unintended and unexpected side effect of policies put
in place to regulate markets and to provide social
protection.

Thus, for example, entrepreneurship has been dis-
couraged by a variety of red-tape regulations and con-
trols. Firms have also been discouraged from hiring
workers by: growing non-wage labour costs which drive
a wedge between the worker’s wage and what he or she
costs the employer; minimum wages that are set too high
relative to productivity levels, particularly for young peo-
ple, weakening the incentive to hire them; employment
protection legislation, enacted to protect those already in
employment, that has operated perversely to discourage
employers from taking on additional workers; and barri-
ers to competition in product markets that have led pro-
ducers to restrict output and employment and set prices
artificially high.

In the areas of labour market and social policy, the
levels and structure of benefit systems have varjously:
encouraged a disproportionate share of the labour force
in some countries to become registered as disabled; and
reduced work incentives for the unemployed and low-
wage workers through the interaction of tax and benefit
systems.

Thus a gap has been widening between the need to
innovate and adapt and the capacity to do so. In the
resulting environment of high and rising unemployment,
pressures are growing to slow the process of change. But
this can only be counterproductive: hindering change
neutralises the mainspring of productivity growth and
higher living standards, while weakening the capacity
to create new jobs (see Box ‘‘What the Answer
is Not™’).



WHAT THE ANSWER IS NOT

Regardless of the form that it takes — low-paid, low quality jobs or overt unemployment — the present unemployment
problem in Member countries is serious. It brings with it unravelling of the social fabric, including a loss of authority of
the democratic system; and it risks resulting in the disintegration of the international trading system.

Faced with this weakening of both national and international cohesion, it is scarcely surprising that pressures should
surface in a number of countries for various types of ‘‘quick fixes’’. There is talk in some countries of legislated, across-
the-board, work-sharing. And there are vocal calls in most OECD countries for action to soften or slow down the pace of
adjustment through protectionism. Experience shows, however, that such quick fixes are inappropriate ways of dealing
with many of the causes that underlie much of the present unemployment problem.

Legislated, across-the-board, work-sharing addresses the unemployment problem not by increasing the number of
jobs through more economic activity but through rationing gainful work. Enforced work-sharing has never succeeded in
cutting unemployment significantly, not least because of worker resistance to reduced income. This ‘‘cure’” must be
distinguished from voluntary negotiations between workers and firms over flexible working time arrangements, which can
lower costs and lead to higher employment.

Protectionism reduces overall economic welfare; increases costs to consumers, often hurting most those with lowest
incomes; penalises successful enterprises; harms exports; encourages tariff factories; harms developing countries’ trade;
and increases the pressures for international migration. It encourages domestic monopolies, while cutting the economy off
from mainstream developments in the world outside. Producers, dependent on protection for their survival, ultimately
become prepared to spend large sums to preserve its continnance. Lobbying, and even bribery and corruption, become

more widespread.

Policy recommendations

Accordingly, the OECD’s policy recommendations
are designed to improve the ability of economies and of
societies both to cope with, and benefit from, change, by:

— enhancing the ability to adjust and to adapt; and

— increasing the capacity to innovate and be

creative.

Most OECD countries face broadly these basic
policy needs and constraints; hence most of the recom-
mendations apply to most countries. At the same time,
differences in country circumstances and institutions
mean that there will be differences in the priorities for
individual countries.

The recommendations do not apply to governments
alone. In many cases responsibility for action to improve
employment performance lies most directly with employ-
ers, trade unions and individual workers.

The strategy for jobs contains a range of
macroeconomic and structural policies: structural
reforms will be more successful in a stable
macroeconomic environment; in the absence of structural
reforms, growth soon becomes stifled by inflation
pressures.

The recommendations elaborate the following
broad programme of action (for full details on all the
recommendations, see Part Il of the Policy Report):

Set appropriate macroeconomic policy

Macroeconomic policy has two roles in reducing
unemployment: over the short term it limits cyclical fluc-
tuations in output and employment; and over the longer
term it should provide a framework, based on sound
public finances and price stability, to ensure that growth
of output and employment is sustainable, inter alia
through adequate levels of saving and investment.

Enhance the creation and diffusion of technological
know-how

Technological development is the main force
determining growth in productivity, employment and liv-
ing standards in the medium and long run. While labour-
saving technical progress reduces the labour inputs nec-
essary per unit of production and hence can displace jobs
in the short-run, in particular in low-skilled occupations,
the higher productivity associated with process innova-
tions increases real incomes, while the creation of new
products and services generates additional demand. Poli-
cies should accordingly be aimed at improving the ability
of societies and economies to create, and make effective
use of, new technologies which form a base for the
expansion of high-productivity, high-wage employment.

Increase working-time flexibility

Increasing short-term and lifetime flexibility of
working time in contracts voluntarily entered into by
employers and workers would lead to higher employ-
ment. An important element in this process would be to
foster the growth of voluntary part-time work. Govern-



ments have a role to play in this process by removing
obstacles to, and facilitating, reductions in working time
and by reviewing existing taxation and social security
provisions which discriminate against part-time work.

Nurture an entrepreneurial climate

Broadly-based policies are needed to encourage
vigorous enterprise creation in the private sector. Public
policy should remove regulations and practices that
impede entrepreneurship and ensure that industrial assis-
tance does not unduly favour established large firms at
the expense of new small firms. These actions need to be
accompanied by public education campaigns to
encourage entrepreneurship and to remove negative con-
notations linked to business failure. Programmes to foster
entrepreneurship and small business should be integral
parts of local development strategies.

Increase wage and labour cost flexibiliry

Wages have an important allocative role to play in
labour markets by providing clear signals to workers and
firms. At the same time, non-wage labour costs
— employers’ social security contributions, pay for time
not worked etc. — which drive a wedge between what
employers must pay to hire a worker and the value of his/
her product have become a significant proportion of total
Iabour costs in many countries over the last two decades.
Where wage movements do not offset these growing
non-wage labour costs, unemployment increases. Hence,
there is a need in both the public and private sectors for
policies to encourage greater wage flexibility and, in
countries where the scope for increasing such flexibility
is limited, to reduce non-wage labour costs. Actions on
these fronts would involve changes in taxation, social
policy, competition policy and collective bargaining.

Reform employment security provisions

Employment security provisions operate in two
directions. These provisions recognise the reality of long-
term reciprocal commitments between workers and firms,
and encourage firms to retain and retrain workers who
would otherwise be made redundant. However, if firms
perceive that employment security provisions oblige
them to keep workers who are no longer wanted, they
become cautious in hiring, and ‘‘screen’’ applicants more
carefully, to the particular detriment of job-seekers with
labour market disadvantages. Policy must strike a bal-
ance between giving employers more freedom over hir-
ing and firing decisions, and providing both sufficient
employment security for workers and firms to be willing
to invest in long-term training and protection for workers
against unfair dismissal.

Extend and enhance active labour market policies

There is a general agreement on the need to shift
the focus of labour market policies from the passive
provision of income support to more active measures
which assist re-employment. Public spending on labour
market programmes in almost all countries is still domi-
nated by passive measures. At the same time, it is impor-
tant to enhance the effectiveness of active measures. Pro-
grammes should be targeted on specific client groups, or
be designed to remedy specific labour market problems.
It is also important to ensure a close interaction between
active measures and unemployment and related benefit
systems.

Improve labour force skills and competences

Extending and upgrading workers’ skills and com-
petences must be a life-long process if OECD economies
are to foster the creation of high-skill, high-wage jobs.
Education and training policies should be directed at fur-
thering this goal, as well as at achieving other fundamen-
tal social and cultural objectives. This will require a
major shift in policy in some countries and, in others,
sustained development of existing policies, in particular
those aimed at effective action to tackle three major
problem areas: the quality of initial education, including
early childhood education; the transition from school to
work; and investment in work-related skills, especially
for the least-qualified workers.

Reform unemployment and related benefit systems

Unemployment insurance and related benefit sys-
tems were originally designed to provide temporary
income support to the unemployed during the process of
finding a new job. With the growth of long-term and
repeat unemployment, these systems have drifted towards
quasi-permanent income support in many countries, low-
ering work incentives. To limit disincentive effects
— while facilitating labour market adjustments and pro-
viding a necessary minimum level of protection — coun-
tries should legislate for only moderate levels of benefit,
maintain effective checks on eligibility, and guarantee
places on active programmes as a substitute for paying
passive income support indefinitely. Possibilities should
be explored for making the transition from income sup-
port to work more financially attractive, through lowered
income tax and social security charges on low earnings
and the provision of in-work benefits to low-paid work-
ers, and limiting the extent to which benefit is reduced
when beneficiaries take a pari-time job.



OECD ECONOMIC OUTLOOK AND POLICIES

GENERAL ASSESSMENT OF THE MACROECONOMIC SITUATION

Recovery is becoming increasingly widespread
throughout the OECD area. Output is projected to
rise by 2'/: per cent in 1994 and by nearly 3 per cent
in 1995 and, while unemployment will remain very
high, it should decline slightly next year. Virtually all
the improvement in unemployment will take place in
the United States, while in Europe it will remain close
to 12 per cent of the labour force. Inflation will
remain low nearly everywhere. Risks attached to this
projection are mixed. On the positive side, steadily
improving confidence could induce a greater
strengthening of household spending, and healthy
profits could result in more vigorous business invest-
ment. On the other hand, the rise in bond yields in
most countries during the first half of 1994, unless
reversed significantly, may put downward pressure
on business spending and residential construction.
Most countries have recognised a need to improve
their fiscal positions following the widespread deterio-
ration of general government financial balances
between 1989 and 1993, and many are taking action
in 1994 or 1995 to achieve this. While the average
deficit for the area as a whole is projected to fall
during this period, this will not be enough to stabilise
debt-to-GDP ratios. Against the background of the
global rise in long-term interest rates, immediate
monetary concerns differ across countries according
to their cyclical situation: where recoveries are well
established there is a need to ensure that the disinfla-
tion gains of recent years are not threatened, while in
countries where activity remains weak and inflation is
already low there is a need to nurture the emerging
recovery.

RECENT DEVELOPMENTS AND ECONOMIC
PROSPECTS

Overview

Recoveries are now firmly established in countries
accounting for about half of area GDP — notably the
United States — and they are becoming apparent in an

increasing number of other countries. Output in the
OECD area is likely to rise by 2> per cent in 1994 and
by nearly 3 per cent in 1995. This represents an upward
revision to the OECD Secretariat’s projections (Table 1),
the first since 1991. Inflation is projected to remain sub-
dued at around 2-2Y. per cent on average (excluding
Turkey). In the United States, the economy is rapidly
approaching full capacity use, and inflation may pick up
slightly in 1995. In contrast, large margins of spare
capacity outside the United States should exert continued
downward pressure on wages and prices in most coun-
tries. In Japan, given the negative contribution to growth
from net exports in both 1994 and 1995, the recovery of
output is contingent on the strength of domestic demand
supported by fiscal stimulus and continued low interest
rates. Recoveries are weak and in their early stages in
most of continental Europe, and are importantly sup-
ported by net exports in the current phase. Output growth
there is projected to strengthen steadily during the course
of this year and 1995 as households reduce their saving
rates and business investment rises. As activity gradually

Table 1. Output projections compared
Percentage changes from previous period

1994 1995

United States

Now 4.0 3.0

December 19934 3.1 2.7
Japan

Now 0.8 27

December 1993« 0.5 2.3
Germany

Now 1.8 2.6

December 1993¢ 0.8 22
OECD Europe

Now 1.9 2.8

December 19934 1.5 2.6
Total OECD

Now 2.6 2.9

December 19934 2.1 247

a) OECD, Economic Outlook 54, Paris 1993,



gains momentum in Japan and Europe and slows in the
United States, growth rates in the major regions of the
OECD area are likely to converge during 1995, although
the level of slack will still vary considerably.

As the recovery at the area-wide level is gathering
pace only slowly, unemployment is unlikely to fall until
1995, when it should drop to 8 per cent of the labour
force, still nearly 35 million people. In Europe, the
unemployment rate is likely to remain close to 12 per
cent. The desynchronisation of business cycles across the
OECD area and the effects of exchange rate changes over
the last two years, have been giving rise to sharp changes
in the external outlook: a visible increase in the US
deficit, a turnaround towards a declining surplus in
Japan, and a swing in Europe from deficit to surplus.

There has been a perceptible change in mood since
the second half of last year. This change has not been
uniform across countries, and has perhaps been more
tentative in Japan — which entered the recession later than
any other major country — than elsewhere. However, the
weakness of confidence, which has been so widespread
during recent years, has been giving way to greater opti-
mism throughout most of the OECD area (Table 2). This
has been particularly evident in business sectors in
Europe. Furthermore, in the United States concern about
the upswing taking root has given way to growing preoc-
cupation with the shrinking margin of spare capacity and
the pace of aggregate demand growth consistent with
keeping inflation low. In a number of other countries
where recoveries have appeared hesitant, recent data and
indicators appear to confirm their more broadly based
character, and, where the recovery is in its early stages or
has yet to begin, leading indicators are pointing to a
strengthening of activity in the near term. There is now a
widespread perception that the trough in economic activ-
ity has been passed in almost all countries.

The projections embody a significant tightening of
monetary policy in the United States (some of which has
already taken place) in the face of growing pressures on
capacity; positive effects on demand in Japan from the
fiscal package announced early in 1994 and continued
monetary ease; and support for recovery in continental
Europe from assumed declines in short-term interest rates
beyond those that have already occurred (see Box on
““Policy and Technical Assumptions Underlying the Pro-
jections™’). In many countries, apart from Japan, fiscal
consolidation is projected to restrain demand in the short
run. Other features of the projections include:

— The recovery in Europe is importantly driven by

a large net export stimulus (with large negative
counterparts in the United States and Japan).

Table 2. The changing mood
Business Consumer Leading
climate confidence? indicator®
United States
Most recent? 117.3 99.4 1245
Three months earlier 117.3 101.2 1224
Six months earlier 108.8 88.8 119.1
Japan
Most recent? =50 85.0 129.8
Three months earlier =51 80.5 126.8
Six months earlier -40 85.4 126.1
Germany
Most recent 86.1 22 115.6
Three months earlier 76.3 -29 1135
Six months earlier 69.8 -30 111.7
EC
Most recent? ~10 -21 Hl7]
Three months earlier -17 -24 1159
Six months earlier -23 -25 113.7

a) Index 1985 = 100 for the United States; per cent balance for Japan and EC;
weighted average of present and future (six months ahead) business situation
for Germany, where a level of 100 is “‘normality”’.

b) Index 1985 = 100 for the United States and Japan; per cent balance for
Germany and EC.

¢) OECD trend restored index of leading indicators. Index 1985 = 100.

d) For the United States and the EC, April 1994 for business climate and
consumer confidence and March for leading indicator; for Japan, first quarter
1994 for business climate and consumer confidence and March for leading
indicator; for Germany, March for business climate and leading indicator and
April for consumer confidence.

Sources: Economic Planning Agency, Tankan Survey; IFO; Eurostat; OECD,
Main Economic Indicators and Leading Economic Indicators.

— Household saving rates in Japan and the major
European countries are projected to decline, pro-
viding support for private consumption. In
Japan, this reflects increasing willingness of
households to spend income gains from the tax
cuts which become effective from mid-1994 and
are assumed in the projections to be continued in
fiscal year 1995. In Europe, it is in response to
lower interest rates and improving confidence.

— Business investment is expected to continue to
be a major source of strength in North America.
In Europe, it is projected to pick up in the sec-
ond half of 1994 and to become an important
force sustaining the recovery in 1995. In Japan,
business investment may recover during
1995 but stock-adjustment processes will con-
tinue to limit any contribution to output growth
from capital formation.

— De-stocking is projected to cease being a drag
on output growth in many European countries.



follows:

price of around $15 to $16 per barrel.

The cut-off date for information was 16 May 1994,

POLICY AND TECHNICAL ASSUMPTIONS UNDERLYING THE PROJECTIONS

Fiscal policy assumptions are based on announced measures and stated policy intentions, where they are embodied in
well-defined programmes. In particular, in Japan. the proposed income tax cuts are assumed to be extended to FY 1995.

Policy-controlled short-term interest rates are assumed to be set in line with the stated priorities of national monetary
authorities with respect to inflation (and in some cases, to support recoveries). The link between objectives and instruments
is uncertain and to a substantial extent endogenous to the projections themselves. In the United States, the assessment
involves raising short-term interest rates further as the economy reaches full capacity utilisation; in Japan, it involves
continued low nominal interest rates; in Germany, policy-controlled rates are assumed to fall somewhat further through
1994 as inflation pressures continue to ease; and for most other European countries, short-term interest rates reflect a
commitment to a high degree of exchange-rate stability against the Deutschemark.

The most important technical assumptions and external factors which affect the projections may be summarised as

i) The projections assume constant nominal exchange rates: those prevailing on 10 May 1994. The fixed exchange-
rate assumption is modified for Greece and Turkey to allow for continuous exchange-rate depreciation, reflecting
an interpretation of current ‘‘official”” exchange-rate policies.

i) The average dollar price (OECD fob imports) for internationally traded oil is estimated to be $13Y: per barrel on
average for 1994 and $13'/ for 1995 (remaining constant in real terms). This broadly corresponds to a Brent spot

iii) World commodity prices are projected, after steep increases in the first half of 1994, to rise in line with prices of
manufactured exports from the second half of 1994 onwards.

Demand and output

Economies that have achieved sustained recoveries

In those economies where sustained recoveries
have been achieved, growth of output is likely to
approach or to exceed potential rates in 1994 and to
remain strong in 1995. In the United States, it is expected
to reach 4 per cent in 1994 before declining to 3 per cent
in 1995. The recovery there — now entering its fourth
year — has become broadly based. led by high rates of
business investment in response to growing pressures on
productive capacity and a relative decline in investment
goods prices. Buoyant disposable incomes, which have
stimulated private consumption, and rising residential
investment have also been sources of strength. Recov-
eries elsewhere in the OECD area should provide support
for exports, but, since the strength of domestic demand
will generate rapid growth of imports, the net foreign
contribution to output growth is likely to remain negative
both this year and next (Table 3). A number of forces
will increasingly hold growth of domestic demand and
activity in check, including higher short-term interest
rates, continuing fiscal restraint, and the progressive com-
pletion of stock-adjustment processes in investment
goods and consumer durables.

An increasing number of countries has joined the
United States in enjoying a well-established recovery.
Growth in these countries is projected to be above the

Table 3. Contributions to growth of real GDP
Change as a percentage of real GDP in the previous year

1993 1994 1995
United States
Final domestic demand ¢ 3. 43 3.1
Stockbuilding 0.2 0.2 ~-0.0
Net foreign contribution® 0.9 0.5 0.1
GDP 3.0 4.0 3.0
Japan
Final domestic demand* 0.5 1.6 34
Stockbuilding -0.1 —0.1 0.1
Net foreign contribution” -0.3 -0.7 0.7
GDP 0.1 0.8 2-7
Germany
Final domestic demand* -0.8 0.8 2.0
Stockbuilding 0.6 0.2 0.2
Net foreign contribution 0.2 0.7 04
GDP -1.3 1.8 2.6
OECD Europe
Final domestic demand“ -0.7 1.1 23
Stockbuilding 0.6 0.0 0.2
Net foreign contribution” 1.1 0.8 0.3
GDP 0.2 1.9 2.8
Total OECD
Final domestic demand ¢ 13 2.5 2.8
Stockbuilding 0.2 0.3 0.2
Net foreign contribution® -0.2 -0.2 0.1
GDP 12 2.6 29

a) Final domestic demand comprises private and public consumption and total
gross fixed investment.

b} The net foreign contribution is the change in exports of goods and services,
less imports of goods and services as a percentage of GDP in the previous
year.



average for the area as a whole during the two-year
period 1994-95, and, in most cases, should be stronger
next year than in 1994. In the United Kingdom, Australia
and New Zealand, strengthening confidence and rising
incomes are supporting private consumption and low
interest rates are encouraging investment activity, while
in Canada, Finland, Ireland, Norway and Sweden net
exports are contributing importantly to the improved out-
look. The turn-arounds in Sweden and Finland, which,
until recently, have been among the weakest economies
in the OECD area, have been particularly striking. In
Denmark, an expansionary fiscal stance is contributing
significantly to a recovery of demand.

Economies in which recoveries are in their early stages

The forces acting in the group of economies in
which recoveries remain weak and in their early stages
— Japan and much of continental Europe — are quite
divergent. In Japan, the main sources of strength for
domestic demand in 1994 appear to be increased public
spending, notably in the form of infrastructure invest-
ment, and residential construction, which has responded
strongly to low interest rates and the greater availability
of subsidised public housing loans. Furthermore, the
income tax cut announced as part of the February
1994 package should provide a boost to private consump-
tion and increasingly operate to sustain demand in the
second half of this year and in 1995. However, business
investment has responded relatively slowly to lower
interest rates and, although corporate balance sheets have
improved, it remains weak. At the same time, net exports
are projected to continue to act as a drag on the economy
as the high level of the yen leads to large export-market
share losses and increased import penetration in both
1994 and 1995. Consequently, the recovery of output is
likely to be relatively weak, as growth should amount to
less than 1 per cent in 1994 and to around to 2> to 3 per
cent in 1995.

In many continental European countries the recov-
ery will depend on continuing strength of net exports.
Final domestic demand has not yet responded signifi-
cantly to the easier monetary conditions which now exist
in most of the region, although housing construction has
been strengthening in some cases. Fiscal policy is being
tightened substantially in Germany, France and Italy and
in some smaller countries, and the partial reversal of the
falls in long-term interest rates which occurred during
1992 and 1993 will be a negative influence on housing
and business investment. However, stockbuilding is now
making positive contributions to growth after having
been a source of weakness in many countries in 1993.
Furthermore, falling household saving rates and improv-
ing confidence, as unemployment rates stabilise and

order books lengthen, should provide some further sup-
port for demand and activity. In 1995, a recovery of
business investment as profits improve should be another
positive factor. Growth is projected to be positive this
year in all continental European countries outside
Scandinavia, although it is not likely to reach 2 per cent
in any of them. In most cases, it should reach 2'/> per cent
in 1995.

Labour markets and inflation

The recovery should cause area-wide unemploy-
ment to peak in 1994 at around &' per cent of the OECD
labour force, or more than 35 million people, and to fall
to around 8 per cent during 1995 (Table 4). Virtually
all of the improvement is projected to take place in the
United States. In Europe, the cyclical element of unem-
ployment is significant, and although this is projected to
decline somewhat in countries where recoveries are well-
established, there is a risk that it could persist and gradu-

Table 4. Labour markets and inflation

1993 1994 1995
Per cent
Employment growth

United States* 15 3.2 1.8
Japan 0.2 0.3 0.9
Germany -1.9 -1.8 0.0
OECD Europe -19 -0.8 0.6
Total OECD -0.3 0.8 1.1

Per cent of labour force

Unemployment rate

United States® 6.8 6.3 58
Japan 25 219 2.8
Germany 8.9 10.0 10.0
OECD Europe 10.7 11.7 11.8
Total OECD 82 8.5 8.3
Millions
Unemployment
United States* 8.7 83 7.8
Japan 1.7 1.9 1.9
Germany 34 38 3.8
OECD Europe 20.4 22.4 22.6
Total OECD 335 353 34.7
Per cent
Inflation?
United States 2.5 2:1 2.8
Japan 1.0 0.8 0.8
Germany 39 2.8 2.0
OECD Europe (less Turkey) 3.6 29 24
Total OECD (less Turkey) 2.6 2:1 2:3
Total OECD 34 315 33

a) Break in series as of January 1994.
b) GDP deflator, percentage change from previous period.



Figure 1. Output, employment and labour force in recoveries
Percentage change, at annual rates
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ally become structural. In Japan, unemployment has been
cushioned by pro-cyclical movements in the Iabour force
and the reluctance of firms to lay people off, but as the
economy recovers, these effects could work in reverse,
so unemployment may fall only very slowly.

The reductions in unemployment which are pro-
jected to take place by 1995 are likely to show only
minor differences from what would be expected on the
basis of past experience. In the United States, the growth
in the labour force has been unusually slow during the
current upswing (Figure 1). Employment growth has also
been slower than in the past, partly because the growth of
output has been relatively weak, and partly because the
growth of productivity has been slightly stronger. On
balance, unemployment may fall slightly more slowly
than in past recoveries. In Japan, differences in employ-
ment and labour force growth — and consequently also in
unemployment developments — are projected to be small
compared with earlier episodes, though both output and

productivity growth are likely to be weaker than in prior
upswings. In Europe, employment is projected to be
weaker than in the past, while labour force growth is
slightly lower than on previous occasions. Consequently,
the rise in unemployment will be comparable to past
experience in the early stages of recovery. Productivity
and output growth are also broadly comparable to previ-
ous experience. However, this may understate the under-
lying improvement in productivity, since some shift
toward more part-time work, much of it voluntary,
appears to be taking place in some countries.

Inflation is projected to remain stable during
1994 and to rise slightly in 1995 for the OECD area as a
whole (excluding Turkey where inflation is high and
projected to rise further during 1994). The rise in 1995 is
largely accounted for by a mild but perceptible upward
drift in the United States, where price and wage pressures
are likely to emerge in the course of 1994, and may
become increasingly visible in 1995 as the margin of



spare capacity disappears. Moreover, price increases may
be exacerbated by the recovery of oil and commodity
prices, whose weakness until recently has been a
restraining factor. Thus, as measured by the GDP defla-
tor, inflation may pick up from around 2 per cent this
year to about 3 per cent in 1995. In Canada, Australia
and New Zealand, inflation may also rise slightly over
the projection period, although it will remain low. In
Japan, on the other hand, a broad degree of price stability
is expected to prevail in both 1994 and 1995, and in most
of Europe disinflation is projected to continue: large out-
put and labour market gaps should damp wage growth
throughout the projection period, and, as productivity
strengthens for cyclical reasons, unit labour costs should
grow only slowly. Excluding Turkey, inflation in Europe
may drift down from about 3 per cent in 1994 to around
2'/> per cent during 1995.

Financial markets and exchange rates

Movements in short-term interest rates continue to
reflect diverging cyclical positions and perceived infla-
tion threats in the three major regions. In the United
States, the Federal Reserve has tightened monetary con-
ditions on several occasions since it began to shift to a
more ‘‘neutral’’ stance in February, and short-term inter-
est rates have risen by around 1'/: percentage points since
that time. They are assumed in the projections to rise
further as the spare capacity in the economy is eliminated
(Figure 2). In Japan, money market rates have been very
low. They edged up in January, as the markets’ earlier
expectation of a further cut in the discount rate was not
realised but more recently they have softened slightly.
They are assumed to remain low in the projections. In
Germany, improving inflation prospects and a satisfac-
tory outcome of some contentious wage negotiations
have allowed money market rates to resume the clear
downward trend they have followed since September
1992, after a pause during the early part of this year. In
the projections they are assumed to fall somewhat further
during the course of 1994. The easing of monetary condi-
tions in Germany has been reflected in similar moves by
many other European countries, including France and
most other participants in the European Exchange Rate
Mechanism (ERM), and this is assumed to continue.

Since the beginning of the year, bond markets have
often been turbulent and long-term interest rates have
risen sharply nearly everywhere. Trough-to-peak move-
ments have ranged from around ¥+ to around 2'/> percent-
age points (Table 5). The trough was reached earliest in
the United States in the latter part of 1993, and then in
Japan in early January, while the more generalised global
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Table 5.

10-year benchmark government bond yields, per cent

Developments in long-term interest rates

Increase

PR —— End-Jan. 25 May since
Low point since mid-1993 1994 1904 low

point¢

(A) Date (B) (B)-(A)
United States 52 15 October 5.6 7.2 2.0
Japan 3.0 10 January 3.5 3.7 0.8
Germany 5.5 3 January 5.7 6.9 1.4
France 5.6 12 January 5.7 7.1 15
Italy 8.3 3 February 8.4 9.5 12
United Kingdom 6.1 19 January 6.2 8.3 22
Canada 6.3 31 January 63 8.4 2.1
Australia 6.1 31 January 6.1 8.8 2.6
Belgium 6.3 3 January 6.5 7.7 1.3
Denmark 59 12 January 6.0 7.7 1.8
Netherlands 5.5 3 January 5.7 6.9 1.4
Spain 7.8 31 January 7.8 9.6 19
Sweden® 6.7 31 January 6.7 9.1 24

a) Percentage points; figures may not equal difference between columns (B)
and (A) due to rounding.

b) 9-year governmeni bonds.

Sources: Financial Times, Nikkei Shinbun, The Economist, Bank of Canada,
Swedish Riksbank.

upward movement in yields began around the end of that
month. This general movement came in two broad
phases. In the first phase, running from early February
through to around the middle of March, movements in
global bond markets were fairly closely correlated across
countries in both timing and magnitude, with rises of
60-70 basis points occurring in each of the three largest
OECD economies, and slightly larger rises elsewhere. In
the second phase, there was some decoupling of bond
market trends between the major regions. Japanese bond
yields declined over April and May while there were
further increases in yields in North America and Europe
— although these increases were much less closely syn-
chronised than they had been earlier. In the projections,
long-term interest rates in the United States remain close
to their recent levels of around 7 per cent and then
decline marginally through next year as activity slows
and inflation remains within reasonable bounds, while in
Japan they rise gradually as the recovery gains momen-
tum. German long-term interest rates are projected to drift
down to around 6 per cent, with interest rate profiles for
the other continental European countries assumed to
reflect those in Germany.

Despite the turbulence in financial markets since
the beginning of the year, there was relative calm in
foreign exchange markets until April, with the most sig-
nificant feature being the continued strength of the yen
and the European currencies vis-a-vis the dollar. In early
May, however, downward pressure on the dollar against
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these currencies became more acute. Concerted interven-
tion by central banks, unequivocal statements by the
United States authorities that they do not wish to see the
dollar undervalued, and, subsequently, monetary policy
adjustments in the United States and Germany checked
and slightly reversed this development. Within Europe,
pressures on exchange rates within the ERM that pre-
vailed during 1992 and 1993 have largely dissipated, and
these rates have remained relatively stable and close to
their central parities. Projections are based on exchange
rates prevailing on 10 May 1994, which imply an effec-
tive appreciation of around 8 per cent for the yen and an
effective depreciation of 6 per cent for the Canadian
dollar since the beginning of the year. Effective exchange
rates of other major countries, including the United
States, have changed little over this period.

External trade and current accounts

World wade growth slowed to around 3 per cent in
1993 as trade between OECD countries dropped by half

Table 6. Trade summary
Percentage changes from previous period

1992 1993 1994 1995

A. Merchandise trade volumes

World trade« 5.0 33 6.78 Fi2
of which:

Manufactures 583 33 73 76
OECD exports 4.0 1.8 59 68
OECD imports 43 1.3 6.1 6.7
Non-OECD exports 45 7.3 89 84
Non-OECD imports 10.0 8.5 82 84
Memorandum items

Intra-OECD trade” 32 0.6 51 63
OECD exports to non-OECD 102 8.6 82 8.1

OECD imports from non-OECD 44 74 86 78

B. Trade prices
(average values in dollars)

OECD exports 22 =59 0.0 23
OECD imports 05 -75 -1.0 23
of which:
Energy -73 80 -142 07
Non-energy raw materials 1.7 10 29, 135

Memorandum item
OECD terms of trade with rest of
the world¢ 34 1.9 36 02

a) Arithmetic average of the growth rates of the world import volume and the
world export volume.

b) This is a simple arithmelic average of the intra-OECD export and import
volumes implied by the total OECD (rade volumes and the estimaied trade
flows between OECD and the non-OECD areas. Historical figures are based
on the 1991 structure of trade by value, deflated by lotal OECD export
prices.

¢) Ratio of OECD export prices to the non-OECD import prices from the non-
OECD.

a per cent (Table 6), principally as a result of significant
measured falls in intra-European trade. The growth rates
of OECD imports and exports. which were both in the
1 to 2 per cent range in 1993, are expected to recover to
around 7 per cent by 1995. In contrast, non-OECD trade
continued to rise at a rate of around 8 per cent in
1993 and is likely to maintain that pace this year and
next. As in the past few years, the dynamism of non-
OECD trade growth has been concentrated in the Asia-
Pacific region, where both export and import growth are
likely to remain buoyant, in the range of 10 to 11 per cent
per annum. Intra-regional trade is growing rapidly in
Asia and Latin America, and exports from OECD coun-
tries to these regions may not rise at the same rate as
these regions’ total imports. Growth of exports from cen-
tral and eastern European countries in transition to mar-
ket economies may recover following a slowdown in
1993 but import growth in some countries could be con-
strained by the availability of external finance.

The desynchronisation of economic activity across
OECD regions, together with the effects of exchange-rate
changes over the past two years, have been giving rise to
sharp changes in the external outlook (Table 7): the
United States’ current deficit is projected to rise to more

Table 7. Trade and current account balances

$ billion
1992 1993 1994 1995
United States
Trade balance -96.1 -132.5 -153.5 -162.8
Non-factor services, net 56.4 55.7 555 58.3
Investment income, net 6.2 0.1 -8.7 -14.4
Transfers, net -32.9 =325 ~33.8 -34.7
Current balance —66.4 -109.2 -140.6 -153.6
as per cent of GDP ~-1.1 -1.7 -2.1 2.1
Japan
Trade balance 1323 141.4 135.0 128.5
Non-factor services, net —46.3 452 -44 .4 -51.3
Investment income, net 36.2 41.3 45.8 51.0
Transfers, net —4.6 6.2 -7.5 -8.1
Current balance 117.6 131.4 128.8 120.1
as per cent of GDP 32 3.1 2.8 2.5
Germany
Trade balance 320 42.1 59.2 71.0
Non-factor services, net -37.7 -41.3 —42.4 —45.1
Investment income, net 15574 9.1 44 4.6
Transfers, net -32.0 -31.3 -34.2 —34.7
Current balance 22.0 -21.3 -13.0 4.2
as per cent of GDP ~-1.1 -1.1 0.7 -0.2
OECD Europe
Trade balance —4.0 66.7 112.7 137.2
Non-factor services, net 204 21.6 24.5 24.0
Investment income, net 244 -25.6 -30.1 -27.7
Transfers, net —45.1 —42.0 -52.0 -56.4
Current balance -53.1 20.7 55.1 77.1
as per cent of GDP 0.7 0.3 0.7 1.0




than $150 billion in 1995; the Japanese external surplus
peaked during 1993 at more than $130 billion and is
projected to decline slightly to $120 billion by 1995; and
the overall current balance in Europe is projected to
swing from a deficit of around $55 billion in 1992 to a
surplus approaching $80 billion in 1995 (see the chapter
*“The Desynchronisation of OECD Business Cycles’’ for
more discussion of these developments).

RISKS AND UNCERTAINTIES IN THE
CURRENT SITUATION

There are a number of important uncertainties in
the current situation which could affect economic per-
formance and the formulation of policy. One concerns
the role of rising net exports as a driving force for recov-
ery in Europe. The positive contributions to growth
which Europe is receiving from net exports, which reflect
gains in non-OECD markets as well as trade with other
OECD regions, are projected to find counterparts in a
rising external deficit in the United States and a smaller
external surplus in Japan. If, for any reason, imports in
the United States and Japan prove to be weaker than
projected, or exports from these countries prove to be
stronger, the prospects for a continuing boost to Euro-
pean activity from net exports would be thrown in doubit.
Without this boost, the recovery could falter before
domestic sources of growth assert themselves more
strongly.

A second, related, uncertainty is the prospective
evolution of household saving behaviour. In much of
Europe, including all four major countries, falling house-
hold saving rates are projected to play an important role
in supporting domestic demand both this year and next.
In 1995, this is also true for Japan. There are several
reasons for expecting a change in household saving beha-
viour: comparatively high saving in recent years has per-
mitted households to build up a buffer of precautionary
savings; the projected stabilisation and subsequent slight
fall in unemployment may enhance household confi-
dence; interest rates in most of Europe will be lower in
the projection period than in the recent past, reducing the
incentive to defer purchases of durable goods and to
build up savings balances; and the falls in inflation which
have taken place in recent years will allow households to
preserve the real value of their financial assets by saving
a smaller share of current income.

While household saving rates could fall even more

than projected, it is also possible that the assumptions
underlying these projections could turn out to be too
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Table 8. The effects of thriftier saving behaviour
in Europe«

Percentage point change from baseline

1994 1995 1996-2000

German short-term interest rate 0.3 -1.2 -1.2
German consumer price inflation 0.0 0.0 -0.0
European GDP growth —0.1 0.2 0.1
European share of private

consumption in GDP —0.1 04 —0.5
European share of investment in

GDP 0.0 0.1 0.2

a) The simulation, which has been performed using the OECD Secrelariat’s
Interlink model concerns an ex ante rise in European household saving rates
by - percentage point in the second half of 1994 and 1 percentage point
thereafter. German short-term interest rates are set so as to maintain
unchanged infiation in the medium term, and long-term rates are assumed Lo
change by half of the change in short-term interest rates. Inierest rates in
other European countries are assumed to follow German interest rates.
keeping intra-European exchange rates stable, and fiscal policy is assumed to
be unchanged everywhere.

optimistic. Model simulations suggest that if intended
European saving rates were to be a half percentage point
higher in the second half of 1994 and a full percentage
point higher from 1995 onwards than currently projected,
the short-term effect would be somewhat weaker output
even if monetary policy were eased to keep inflation
unchanged over the medium term (Table 8). The effects
would be moderate and activity would gradually be
crowded back in, as lower interest rates boosted con-
sumption and investment while improved competitive-
ness led to increased market shares on both foreign and
domestic markets. Nonetheless, the recovery would be
delayed, particularly if a monetary policy response was
slow, and an associated negative impact on confidence
could adversely affect the situation further.

A third uncertainty relates to the share of profits in
national income, which is comparatively high in histori-
cal terms in many countries, particularly in Europe
(Table 9). High profit shares could affect the shape of the
recovery because many enterprises, particularly in coun-
tries where balance sheets are relatively healthy, may feel
little pressure to restore operating margins as demand
increases. This may provide more scope for output to
increase before inflation pressures emerge than in the
past. With profits likely to improve further for cyclical
reasons, both the incentive and the financial capacity to
increase capital spending should be good, implying some
upside risk to business investment and hence the outlook.

Some of the risks in the current situation also stem
from financial market developmentis. A major positive
force which has been contributing to the improvements in
the European outlook is the decline in long-term interest



Table 9. The share of non-wage income
in business-sector value-added ¢

Average for the period

1993

1970-79 1980-89
United States 321 33.0 33.7
Japan 337 31.1 312
Germany ” 339 33.7 36.8
OECD Europe* 314 33.1 36.0
OECD* 322 32.9 342

a} Difficulties in making an appropriate imputation for the labour income of the
self-employed mean that great care is needed in interpreting cross-country
differences in the level of capital income shares. For delails, see the section
on “‘Sources and Methods™" in the Annex.

Averages concern western Germany; 1993 data concern the whole of
Germany and the whole economy and exclude the employment adjustment
for unpaid family workers for which data are not available.

c) Aggregates exclude Iceland. Portugal and Turkey.

Sources: OECD, National Accounts and OECD Secretariat estimates.

b)

rates during 1993, whose effects are operating with a lag.
Given that financing patterns in much of continental
Europe appear to be such that both households and enter-
prises are relatively more dependent on financing at long-
term rates than elsewhere, the question arises as to
whether the reversal of a significant part of this decline
threatens the recovery. If the recent rises in long-term
rates have been related to portfolio adjustments by both
domestic and international investors in response to
revised expectations or increased uncertainty about the
future course of monetary policies — rather than stronger
financing demands of the private sector or higher infla-
tion expectations which are shared by borrowers and
lenders — there may be a risk in this regard. This would
be the case to the extent that the improving outlook
depends on prospective spending plans which have been
based on the earlier declines in long rates.

A wider set of risks stem from continuing trade
frictions. These have not abated with the signing of the
new international trade agreement in Marrakesh, as
demonstrated by present debates regarding whether the
issue of workers’ conditions should be integrated into the
trade policy agenda. Indeed, attempts to achieve objec-
tives in other areas of concern, such as social conditions,
human rights, environmental protection, cruelty to ani-
mals and cultural independence have increasingly been
focused on trade policy. While there may be legitimate
worries associated with free trade in relation to each of
these areas, it is of concern that narrow groups with
vested interests to defend through protectionist measures
may cloak themselves as defenders of these wider goals.
Before invoking trade policy measures a crucial question
to be answered is whether restrictions on trade are really
the first-best way to deal with these other problems.
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MACROECONOMIC POLICIES

As recoveries gather pace in a growing number of
countries and evidence accumulates that they are begin-
ning in most others, medium-term considerations will
weigh increasingly in the design of macroeconomic poli-
cies. In particular, all OECD countries need to ensure
that:

— public finances are managed so as to achieve
budget positions which are both sustainable over
the longer term and do not act as an undue drain
on national saving; and

— the disinflation gains of recent years are sus-
tained over the medium term.

Since both fiscal and monetary policies are impor-
tant forces shaping the current economic situation, the
need to nurture and sustain the recovery in some coun-
tries is affecting the implementation of these policies in
the short term. Given the desynchronisation of business
cycles across the OECD area, there are differences in
immediate macroeconomic policy priorities across coun-
tries. Where recovery is well-established, i.e. outside
continental Europe and Japan and, increasingly, in the
Nordic countries, the main focus is on achieving contin-
ued non-inflationary growth while taking appropriate
action to deal with fiscal imbalances. Where recovery is
more tenuous and output gaps are large, as in many
continental European countries, the overall policy stance
is faced with the task of supporting the recovery while in
many of these countries fiscal imbalances are so large as
to leave no alternative to immediate consolidation.
Finally, in Japan, where signs of recovery are still
patchy, patience may be needed while establishing a
medium-term framework for the unwinding of fiscal
stimulus which has been provided in recent years.

Fiscal policy issues

Medium-term orientations for fiscal policy: the need for
sustainable budget positions

A sustainable fiscal policy is difficult to define, but
policies that imply ever-rising debt-to-GDP ratios are
unlikely to qualify since, at some stage, the debt servic-
ing burdens they imply are likely to become unacceptable
to taxpayers, financial markets, or both. Accordingly,
increased government saving which results in lower pub-
lic indebtedness would enhance the sustainability of fis-
cal policies.

A definition of sustainability which stresses the
stability of the debt-to-GDP ratio may be as operational
as any that is available,! but its limitations must be borne



in mind. One is that it gives no consideration to the
absolute level of the debt-to-GDP ratio. In theory, it is
unclear whether the long-run gains from lowering the
ratio that has been reached at a point in time exceed the
costs of the higher taxes or reduced expenditures needed
for this transition. In practice, however, if the debt-to-
GDP ratio is high on a sustained basis, its acceptability to
taxpayers and financial markets will often be tenuous. A
high debt-to-GDP ratio can also be a source of instabil-
ity, because of the potentially large adverse impact of any
increases in real interest rates. Second, the debt-to-GDP
ratio does not take account of contingent liabilities. In
particular, public pension policies in many countries
imply obligations to ageing populations that are accruing
steadily but are not reflected in government indebtedness
figures. There are large uncertainties in any attempt to
value these obligations, but indicative calculations by the
OECD Secretariat (Table 10) suggest that they are large
in comparison to debt levels currently carried on balance
sheets. These considerations underline the importance of
an approach to budgetary policy that allows for unwel-
come contingencies and is forward looking.

Budget prospects in OECD countries

General government budget positions have weak-
ened in most OECD countries since 1989, and the area-
wide deficit for 1993 reached 4/« per cent of GDP
(Table 11). In Europe, it was substantially higher, at
6'/s per cent of GDP. While a significant part of these
deficits is cyclical, a large part appears to be structural.
Most countries have recognised the need to correct this
situation, many have announced their intention of doing

so (see Table 14 in the appendix to this chapter), and
some of these have now taken concrete measures to
translate these intentions into reality.

In the United States, the federal budget deficit is
now falling and the strength of the economy may cause
this to occur more rapidly, for a time, than expected.
However, on present plans the improvements are unlikely
to continue beyond 1996 unless further action is taken to
restrain the growth of social transfers. While reform of
both health care and welfare systems is on the agenda,
obtaining the agreement needed to pass legislation could
involve decisions that would add to upward pressures on
spending rather than reduce them. There is thus a clear
risk of slippage in the underlying position over the
medium term. In many European countries, stringent
consolidation plans are in place, which are generally
designed to make a credible effort to achieve the Maas-
tricht targets. However, given the gradual nature of the
projected recovery, there is likely to be rather slow pro-
gress in reining in deficits. Furthermore, there is a risk
that concerns about the impact of fiscal restriction on the
recovery, and hence the unemployment situation, will
lead to slippage. Canada, too, envisages progress in fiscal
consolidation at the federal level which, if carried
through and supported by continued successful control
efforts by the provinces, should help to reduce the cur-
rent high risk premium built into Canadian interest rates.
This would limit the effects of rising US interest rates on
activity in Canada.

Among the major countries, the only exception to
the trend towards fiscal consolidation is Japan, where the
tax cuts and increased public works spending announced

Table 10. Estimated net public pension liabilities
Present value of current rights and future liabilities as of 1990
Per cent of 1990 GDP

United States Japan Germany France Ttaly ftaly* Klijn‘jgi(lj?m Canada

Case A: Discounted at 4 per cent from 1990 to 2010 and at rates thereafter which decline to 3 per cent in 2050
Accrued rights 113 162 157 216 259 242 156 121
Future rights less future contributions -46 56 4 0 =25 -141 31 130

Total net liabilities 66 218 160 216 233 101 186 250
Case B: Discounted at 5%: per cent from 1990 to 2010 and at rates thereafter which decline to 47 per cent in 2050
Accrued rights 89 128 125 171 213 201 121 92
Future rights less future contributions -74 —-36 -63 -106 -99 -162 —65 =7

Total net liabilities 15 92 62 65 114 39 56 85
Memorandum item: Existing assets in

public pension systems 23 18 0 0 0 0 0 8
a) Taking into account the announced increase in pension age by five years.
Sources: Van den Noord, Paul and Richard Herd, *‘Pension Liabilities in the Seven Major Countries™, OECD Economics Department Working Papers, No. 142, Paris

1993, Tables 1, 2, 7 and 8; Statistics Canada, National Balance Sheet Accounts, Annual Estimates, 1983-1992, Ottawa, February 1994.
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Table 11. Government financial balances and gross debt
Per cent of GDP
MTRS«
1989 1993 1994 1995 2000

General government financial balances
United States” -15 35 -26 -21 -17
Japan 25 03 -19 -17 0.1
Germany 01 33 29 28 -15
OECD Europe© -25 -63 -6.1 52 =20
Total OECD< -12 42 40 -33 -15
General government financial balances

excluding social security
United States® ¢ ¢ 25 43 35 3.1 -
Japan¢ -08 -35 57 56 -
Central government financial balances
United States (excluding social

security)? ¢ -34 43 -36 -33 -
Japan’ -12 26 -33 -32 -
General government gross debt¢
United States 532 639 642 64.1 626
Japan 70.6 747" 794 826 816
Germany 432 485 537 643 668
OECD Europe© 571 674 717 761 763
Total OECD¢ 576 674 702 724 726

a) Medium-term reference scenario. The figures in this column are OECD
Secretariat estimates of the implications of successful implementation of
medium-term fiscal plans in an environment of sustained recoveries with low
inflation, as described in the appendix to this chapter.

b) Excludes deposit insurance outlays.

¢) Regional and area-wide totals exclude Iceland, Luxembourg, New Zealand,
Switzerland and Turkey.

d) OECD Secretariat estimates, derived from fiscal year data converted to a
calendar year basis. The coverage of the social security systems is not the
same in the United States and Japan.

¢) Includes the surplus of state and local government pension schemes.

f) For the fiscal years beginning 1 April of the year shown.

g) Gross financial liabilities according to SNA concepts. It should be noted that
this differs from the definition of debt applied under the Maastricht Treaty.

h) OECD Secretariat estimate.

in the February package will provide a significant stimu-
lus during 1994. The February package in Japan is the
fourth recourse to fiscal action to support activity during
the past two years. The impact of these packages on the
budget has been reinforced by cyclical weakness of the
economy, with the result that the general government
financial balance in 1994 will show a deficit of around
2 per cent of GDP, a decline of nearly 5 percentage
points in three years. Leaving aside the social security
surplus, the deficit will be around 5 per cent of GDP
both this year and next. Given the need to maintain a
strong fiscal position in the medium term, these trends
raise questions about the scope for further action along
these lines. At the same time, the effect of the packages
on domestic demand and activity have so far been largely
offset by the negative impact of the problems of balance

sheet adjustment and the high yen. The issue the govern-
ment faces is how soon it will be able to move to restore
a stronger fiscal position in the light of the weakness of
the economy. The desirability of reforming the tax sys-
tem to put less weight on direct taxes argues for making
the income tax cuts permanent and funding them by
raising indirect taxes. The implementation of such a tax
increase should wait until it is clear that the recovery is
well-established, but a strategy for ensuring that it hap-
pens at an appropriate time could be put in place now.

As a result of the general trend toward consolida-
tion, fiscal policy, as measured by changes in structural
budget balances (Table 12), will be a force acting nega-
tively on demand and activity in most of the OECD
region except for Japan in 1994 and nearly everywhere
during 1995. However, monetary authorities can be
expected to take this into account. In an environment in
which recovery is taking hold in an increasing number of
countries, the average deficit for the OECD area is pro-
jected to fall to around 3Ys per cent of GDP in 1995.
While this represents an improvement in overall fiscal
positions, it will not be enough to stabilise debt-to-GDP
ratios, which will rise to around 70 per cent for the area
as a whole during 1994 and somewhat further in 1995.

The short-term projections do not go beyond 1995.
To facilitate the analysis of medium-term fiscal plans, the
OECD Secretariat has therefore constructed a reference
scenario, described in the appendix to this chapter, which
extends the short-term projections to the year 2000. This
scenario embodies the assumptions that recoveries in the
OECD area are sustained, generating average growth
rates in the 2Y%:-3 per cent range from 1995, and that
plans for medium-term budget consolidation are largely
implemented successfully.? Under these conditions, gen-
eral government budget deficits on average would con-
tinue to decline after 1995 until they fell to around
1'/> per cent of GDP for the OECD area by 2000. This

Table 12. Changes in cyclically-adjusted general

government financial balances<
Per cent of trend GDP

1993 1994 1995
United States +0.7 +0.4 +0.2
Japan -0.1 -1.1 +0.5
Germany +1.4 +0.8 +0.1
OECD Europe® +0.3 +0.6 +0.7
Total OECD* +0.4 +0.3 +0.5

a) OECD Secretariat estimates and projections. A positive sign indicates a
move toward lower deficit or higher surplus.

b} Regional and area-wide totals exclude Iceland, Luxembourg, New Zealand,
Switzerland and Turkey.



would be sufficient to stabilise gross public debt after
1995 somewhat above 70 per cent of GDP for the OECD
area as a whole, and at more than 75 per cent in Europe.
While this figure for Europe is substantially higher than
the Maastricht target of 60 per cent, it should be noted

that the Maastricht concept of gross debt differs from that
used here and that in some cases these differences are
significant (see Box on ‘‘General Government Gross
Debt in the European Community’’). For individual
countries, the behaviour of gross debt-to-GDP ratios

GENERAL GOVERNMENT GROSS DEBT IN THE EUROPEAN COMMUNITY

The convergence criteria agreed by member countries of the European Community and set out in the Maastricht
Treaty for assessing progress towards Economic and Monetary Union include general government gross debt. The key
features of the debt definition to be applied under the Maastricht Treaty are the following:

— Government debt is consolidated, by eliminating those liabilities the corresponding financial assets of which are
held by the general government sector.

— Debt is specified using European System of Integrated Economic Accounts (ESA) definitions as comprising
currency and deposits, bills and short-term bonds, long-term bonds, other short-term loans and other medium- and
long-term loans.

— Debt is valued at nominal value (face value). Index-linked debt is valued at its face value adjusted by the index-
related capital uplift accrued to the end of the year.

Another definition of gross debt is used by the OECD Secretariat. It is based on the System of National Accounts
(SNA) and is also consolidated, where data are available. However, it is a broader definition of gross debt and includes all
gross financial liabilities, including, where data are available, liabilities such as trade credits extended to the government
which are not included in the Maastricht definition. Some differences in valuation also arise as SNA provides for some
liabilities to be valued at market value or at issue price plus imputed interest accrued.

Debt data consistent with the Maastricht definition are not yet available from member countries of the European
Community. However, the European Commission has published estimates of consolidated general government gross debt
at nominal value.” shown in the table below.

Measures of general government gross debt, 1993
Per cent of GDP

European Commission OECD
Belgium 138.4¢ 145.6*
Denmark 80.6¢ 66.1%4
France 44.1 525
Germany 48.9 48.5
Greece 121.2° 106.1% 4
Ireland 99.0 90.5¢%
{taly 118.1 113.9%
Luxembourg 10.0¢4 -
Netherlands 814 79.0¢
Portugal 60.4 67:5%
Spain 55.9 59.1:4
United Kingdom 48.8/ 46.5%
EC 65.9 67.7

a) Social Security debt not included.

b} OECD Seccretariat estimates.

¢) Deposits by the government at the central bank, securities, other than government securities, held by the general
government sector and public debt on behalf of public enterprises amounted to 27.3 per cent of GDP in 1993.

d} Debt not consolidated within the general government sector.

¢} Mililary debt and various balances outstanding with the banking sector are not included.

/) End of financial year (31 March 1994).

1. Evropean Commission, European Economy, Annual Economic Report for 1994, No. 56, Brussels, 1994.

17



Figure 3. Medium-term scenarios for government deficits and debt
Per cent of total OECD GDP
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1. See discussion intext and in the appendix to this chapter.

would vary widely, but for many countries — though by
no means all — it would stabilise around 1995 levels or
decline somewhat (for further details, see Table 16 in the
appendix to this chapter).

The scenario suggests that, on plausible assump-
tions about the evolution of the economic environment,
present fiscal plans will bring budget deficits down to
levels which are generally sustainable, in the sense that
they will halt the steady increase in public indebtedness
that most countries have experienced. However, there are
a number of grounds for regarding this prospect as a high
risk option and for taking a more ambitious approach to
fiscal consolidation as soon as recoveries are clearly
under way.

First, while debt levels in the scenario stabilise
relative to GDP in most countries, they do so at levels
which are very high compared to recent experience: some
15 per cent of GDP higher than in 1989. Second, the
scenario takes no account of the contingent liabilities
associated with ageing populations alluded to above.
Even in countries where large assets in social security
funds are neglected in calculations that focus on gross
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debt (notably the United States, Japan and Canada), these
are insufficient to meet the pension obligations already
accrued.® Third, the medium-term plans which are
embodied in the scenario in many countries are to a
significant degree objectives rather than projections
based on concrete decisions which have been announced
and passed into law. Furthermore, spending pressures in
social domains remain high, while in many countries
there is resistance to tax increases. Consequently, there is
a considerable risk of slippage and the scenario implicitly
assumes that measures are taken to avoid this (see Box
on ‘‘Budgetary Processes and Expenditure Control’’).

Finally, because debt levels are so high, the suc-
cess which countries have in stabilising debt ratios on the
basis of current fiscal plans will be highly dependent on
growth rate assumptions embedded in the scenario. As
these assumptions imply a long, sustained recovery, they
could be too optimistic. If so, and no further corrective
fiscal action is taken, a cumulative spiral of rising debt
and deficits could occur which would lead debt-to-GDP
ratios to return to rapidly rising trends. An alternative
scenario in which growth after 1995 is half a percentage



BUDGETARY PROCESSES AND EXPENDITURE CONTROL

In order to resist pressures for more spending. most OECD countries have set themselves a global budget target of
some kind, either as a ratio of the deficit or debt to GDP or as a rate of change, or as an absolute value. This is beneficial if
the medium-term target clearly signals the direction of government policy, if the target is judged credible, and if it can be
monitored. But it can be harmful if failure to meet the target results in a severe penalty from the financial markets, and
counter-productive if it encourages a reduction in the transparency of fiscal practices. Building budget targets into law to
make them more binding has had mixed success. Most countries that have attempted to do so have had to revise and re-
specify their targets as time has gone by. Failure to meet targets seems to have been only partly due to economic
conditions.

Most countries now use some degree of forward planning in their budget process, starting with a projection of the
fiscal situation three to five years ahead based on the costing of existing policies — the “‘baseline’”. This baseline generally
provides an indication of how much effort will be necessary to achieve a given consolidation target and can provide early
warning signals. A shifting or unreliable baseline would make achieving fiscal goals more difficult, especially if the
baseline keeps ‘‘slipping’” and each new set of projections presents a worse fiscal outcome than the previous one.

A reliable baseline must distinguish between economic conditions that are cyclical from those that tend to be
structural, at Jeast in their effect on the budget. It is important to ensure that a cyclical spending increase resulting from an
economic downturn does not get spent on other programs as the economy improves, resulting in cyclical deficits becoming
structural. (*‘Offsetting savings” rules need to be tightly specified to avoid this.) Furthermore, price effects must be
considered realistically. The cost of providing government services has generally risen faster than inflation, and assump-
tions about inflation also affect cash benefit rates. The baseline also depends on assumptions about the structural
parameters affecting underlying trends in transfer payments (and some discretionary spending). Most entitlement expendi-
tures are beyond the direct control of the budget process. If institutional arrangements or political realities prevent
reconsideration of these entitlements, fiscal consolidation will be much more difficult to achieve, since greater savings will
have to be found elsewhere.

For new policies, there is a high risk that once a policy or programme has been adopted, public expectations may
make it difficult to cancel, even if costs become significantly higher than had been expected. There may be more risk that
costs escalate if the decisions focus only on the broad parameters of the policy rather than specifying the details. Another
source of risk arises when new policy costings rely heavily on assumptions. One way to deal with these risks would be to
establish stricter rules for the costing of policy proposals, including a requirement to set out all assumptions and provide a
sensitivity analysis of these assumptions. As a starting point, more systematic efforts to track whether proposed policy
costings are subsequently realised could draw attention to areas where policy costing methods could be improved. Multi-
year budgeting can reduce the scope and incentive to engage in back-loading of policies — adopting a policy that initially
costs very little but has the capacity to grow rapidly in the future.

point per year lower than in the reference scenario sug-
gests that the impact on the average debt-to-GDP ratio
for the area would amount to an additional 10 percentage
points by the year 2000 (Figure 3), although the effects
on individual countries would vary widely.

Monetary policy issues

For most of the past two decades, with inflation
often high in most countries, ‘‘reduce inflation to low
levels and keep it there’” has provided adequate guidance
to monetary authorities in defining medium-term objec-
tives. At the present juncture, however, given the
achievement of low inflation rates in most OECD coun-
tries, a clearer definition of longer-run inflation objec-
tives would be useful. National authorities that have
spelled out their inflation objectives in numerical terms

have generally opted for low positive figures, often in the
vicinity of 2 per cent or less, fairly close to what might
be termed ‘‘practical price stability’”. With inflation now
close to this range in many countries, the medium-term
focus of policy is likely to shift from reducing inflation to
locking in the reductions that have been achieved, and to
establishing a track record of keeping inflation to satis-
factorily low levels (the chapter ‘‘Inflation Objectives in
the Medium to Longer Term’” provides a broader discus-
sion of these issues).

Against the background of the desynchronised bus-
iness cycle, a medium-term objective of practical price
stability implies different immediate policy concerns
across countries: where recoveries are well established
and output gaps are diminishing rapidly there is a need to
ensure that the disinflation gains of recent years are not
threatened, while in countries where the output gap is
large and/or rising and where inflation is already low



Figure 4. Real and nominal bond yields
Percentage point change from 31 January 1994
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there is a need to nurture the emerging recovery without
rekindling inflation.

The global rise in long-term interest rates

The rise in long-term interest rates which has
occurred in nearly all countries since the beginning of
1994 is an important development which must be taken
into account in formulating monetary policy. It occurred
at a time when expectations may have been emerging that
a correction in global bond markets was overdue follow-
ing the long ‘‘bull run’’ which began in 1992. Bond
yields had fallen to relatively low levels in nominal terms
(in Germany, close to record lows) and the United States
market had already undergone a small upward correction
in late 1993. At the same time, a number of key institu-
tional players, including hedge funds and other invest-
ment vehicles, had reportedly built up large exposures to
global bond markets during the strengthening market of
the preceding year. Since many of these institutions were
guided by operational procedures that required them to
reduce exposures in a falling market, the existence of
these exposures tended to reinforce selling pressures once
the markets started to move.

Day-to-day developments were heavily influenced
by a number of events and perceptions in financial mar-
kets which helped to initiate and to sustain the sharp
movements which have occurred. Among the most
important were:

— the tightenings of US monetary policy, particu-
larly the initial one on 4 February;

the failure of the United States-Japan trade talks
on 11 February, which gave sharp impetus to the
downward pressure on the dollar-yen exchange
rate;

the release of US national accounts figures on
3 March, showing exceptionally strong growth
in fourth quarter GDP, and adding to percep-
tions that inflation pressures would build up in
the absence of measures to slow the economy
down;

the temporary pause in the decline of short-term
interest rates in Germany during the early part of
the year, whose impact on market expectations
was reinforced by some contentious wage nego-
tiations early in 1994 and a series of strong
money supply figures;

the general impression that prevailed in financial
markets, prior to the 4 May concerted interven-
tion in exchange markets to support the dollar,
that the United States authorities favoured a
weaker dollar to help correct trade imbalances;
official statements in Germany which were
widely interpreted as implying that short-term
interest rates there would not come down further
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following the cuts in the discount and lombard
rates on 11 May; and

— cancellations of public security tenders by the
Bundesbank in late May, which were widely
seen as a sign of lack of confidence in the
market.

While the events described above go some way
towards explaining the timing of the change in sentiment
in global financial markets, there were a number of more
fundamental macroeconomic factors at work. Increased
long-term expectations of inflation appear to have played
a significant role in the rise in bond yields in at least
some countries. The evidence from indexed-bond mar-
kets in countries where these are available (the United
Kingdom, Canada and Australia) suggests that rises in
long-term expected inflation rates in the range of /2 to
1 percentage point have taken place in those countries in
the period since February (Figure 4). In the United King-
dom, this shift amounted to a little over half the size of
the total rise in nominal bond yields. In the United States,
there is little sign of an increase in inflation at present but
the rapidly narrowing output gap may be indicative of
future inflation pressures, and concerns that inflation may
increase have figured prominently in market commenta-
ries. The combination of higher nominal bond yields with
somewhat weaker exchange rates in these countries is
also consistent with higher inflation expectations as a key
factor. This apparent shift in expectations about inflation
prospects may have been super-imposed on other forces
working to raise bond yields across a broader range of
countries.

There are also a number of other fundamental fac-
tors which may have put upward pressure on real bond
yields over recent months:

— Upward revisions to expectations about the
behaviour of short-term interest rates. These
revisions have been reflected in significant
upward adjustments to the profile of forward
interest rates (Figure 5). Since these rates affect
the holding cost of longer-term securities, these
movements can explain part of the recent
upward pressure on real bond yields.
Expectations of stronger economic growth. With
recoveries in the United States and several other
countries stronger than had been expected last
year, the Japanese recession a little shallower
than expected, and recoveries beginning to take
shape in continental Europe, growth prospects
for the industrial countries as a whole have
improved significantly. This improvement could
be expected to be reflected in higher real yields
on long-term securities.

Fiscal policies. The fiscal expansion in Japan
and concerns about fiscal slippage in some other



Figure 5. Spot and futures three-month interest rates'
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countries may have contributed to real yield
increases in the countries affected, although the
impact does not appear to have been large. In
some countries, for example Italy and Sweden,
poor fiscal situations appear to help explain rela-
tively high differentials in long-term yields vis-
a-vis Germany, but there do not appear to have
been any new fiscal developments of a nature
that would explain substantial changes in yields
during recent months.

Increased financial risk premia. Markets may be
demanding higher real returns because the pol-
icy environment may be perceived to have
become less certain. For example, in some coun-
tries which have recently experienced large
reductions in inflation, the authorities’ resolve to
keep inflation at lower rates has not yet been
tested in the upward part of the business cycle.
Also, international financial markets may be per-
ceived as having become potentially more vola-
tile as a result of recent events, thus tending to
reinforce other sources of upward pressure on
real yields.

The relative calm that prevailed in foreign
exchange markets during the earlier part of the episode
was somewhat surprising. More recently there have been
bouts of dollar weakness against the yen and many Euro-
pean currencies in somewhat unsettled market condi-
tions. The generally bearish sentiment toward the
US dollar appears to have accentuated pressure on bond
markets in the United States by making these assets less
attractive to foreign investors, who face the risk of capi-
tal losses if the dollar continues to decline.

The policy implications of recent bond market
developments depend on the interpretation of their causes
and likely macroeconomic consequences. To the degree
that higher bond yields reflect the improving economic
outlook and there is no risk of inflation, they may not call
for any policy adjustments. Insofar as they suggest an
increase in inflation expectations or concerns about the
pace of fiscal consolidation, they may call for more
effective articulation of clear commitments to sound pub-
lic finances and price stability and, where necessary,
decisive corrective action. To the extent that they have
been caused by increased financial risk premia or upward
revisions to expectations about the behaviour of short-
term interest rates they may represent a contractionary
force that needs to be taken into account. In assessing the
policy implications of the recent bond market behaviour,
it is also important to keep in mind that asset markets
including bond markets sometimes display exaggerated
swings unrelated to fundamental factors. A careful bal-
ancing act is required to avoid both the risk of not acting
to correct forces which will be destabilising and the risk
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of over-reacting to erratic and reversible short-run move-
ments in bond markets.

Monertary policy in individual countries

In the United States, the need to overcome balance-
sheet problems in the wake of heavy borrowing during
the 1980s implied that monetary conditions were, in fact,
tighter than suggested by low short-term interest rates and
the strongly upward-sloping yield curve. However, since
1990 corporate indebtedness has fallen markedly, and
debt service payments by even more. Household debt
service payments have also fallen due to lower interest
rates, despite some rebound in household indebtedness in
1993. Many home owners have been able to lock in low
interest rates over the longer term by refinancing their
mortgages at the low long-term rates prevailing until
recently, which should limit their vulnerability to future
rises in interest rates. While concern has been expressed
that the financial situation of households remains rela-
tively fragile, because savings have increasingly been
placed in illiquid forms such as pension funds and life
insurance reserves or more risky assets such as bond and
equity mutual funds,* there is little doubt that it has
improved in recent years.

Against this background, the issue which has been
facing the monetary authorities, and which has lain
behind the rises in short-term rates since the initial move
in early February, is how rapidly short-term rates should
be raised, and by how much, in order to slow the
economy’s expansion to a more sustainable pace. It is
recognised that, even if there are very few visible indica-
tors of upward pressure on inflation, timely adjustment of
short-term interest rates would ultimately involve less
tightening than if it were delayed until inflation pressures
have actually emerged. Nevertheless, short-term market
interest rates have remained low in the United States for
much longer than has been the case during previous
cyclical upswings (Figure 6). The half percentage point
increases in the discount rate and the federal funds rates
in May were substantial, but at some stage further rises
may be necessary: even the monetary tightening embod-
ied in the projections. with short-term rates rising to
5'/z per cent next year, could allow a slight upward drift
in inflation. At this stage, given the background of unset-
tled bond and foreign exchange markets, the immediate
task facing the authorities is to stabilise market condi-
tions by convincing market participants of their readiness
to take action promptly when it becomes necessary to do
so in order to keep inflation under control. This could be
expected to be reflected favourably in long-term interest
rates.



Figure 6. Monetary policy episodes in the three major OECD countries
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In the United Kingdom, Canada and some smaller
economies where recoveries are also well-established,
recessions were in most cases more severe than that in
the United States. Consequently, the degree of slack
which can safely be absorbed before inflation pressures
re-emerge is more substantial, and the scope for reduc-
tions in cyclical unemployment would appear somewhat
greater. While there may be no strong case for raising
interest rates in the near future, the forces which have led
to firmer monetary conditions in the United States will
increasingly operate in these countries.

In Japan, faster growth of domestic demand is
required to support activity against the background of
continued declines in net export volumes, a widening
output gap and virtual price stability. Although short-
term money market rates have fallen to unprecedented
levels in the current downturn, growth in the broad mon-
etary aggregates and bank credit remains slow. While the
cost of financing by blue-chip firms with direct access to
money and capital markets has eased considerably, the
financing terms of small and medium sized firms relying
on bank credit have remained less relaxed, and the short-
term real cost of their borrowing appears high relative to
the cyclical situation.

Given the diminished scope for fiscal policy action
(as noted above, the projections are based on an assumed
extension of income tax cuts during 1995), the question
arises as to whether some further easing of short-term
money-market conditions would be appropriate, should
indicators point to a weaker-than-projected course of
recovery. While such monetary action might not have a
significant direct impact on non-bank sectors’ borrowing
conditions, it might provide further support to banks’
balance sheet adjustment. It could also contribute to some
decline of the yen, whose high level remains a threat to
recovery. However, there is great uncertainty about these
positive effects. In any attempt to ease monetary condi-
tions further, care would be needed not to lay the ground
for a renewed speculative asset-market cycle.

The recovery in continental Europe is in its early
stages and the business climate shows clear signs of
improvement, but a stronger recovery based more firmly
on domestic demand is essential for reversing rising
unemployment. The falls in short-term interest rates in
Germany since September 1992, at a pace which has not
differed greatly from past episodes of monetary easing,
have allowed monetary conditions to soften substantially
throughout the region. These and the falls in long-term
rates which accompanied them until February of this year
have been positive forces. However, the rebound in long-
term rates poses a risk which is difficult to assess, while
the widespread fiscal tightening which is occurring across
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Table 13. The effects of fiscal consolidation in Europe on

monetary policy in Germany*

Percentage point change from baseline

1995 1996 1997-2000
German short-term interest rate -1.6 -1.9 -1.9
German consumer price inflation 0.1 -0.1 0.1
German GDP growth -0.9 0.8 0.2
Rest-of-Europe GDP growth -0.6 0.2 0.2

a) The simulation, which has been performed using the OECD Secretariat’s
Interlink model, concerns a maintained fiscal tightening in all European
countries corresponding to 1 per cent of GDP from 1995 onwards, obtained
through lower government expenditure. German short-term interest rates are
set s0 as (o maintain unchanged inflation in the medium term, and assuming
that long-term interest rates change by half of the change in short-term rates.
Interest rates in other European countries are assumed to follow German
interest rates, keeping intra-European exchange rates stable.

the region is a negative force operating on domestic
demand that must be taken into account in the design of
monetary policy. This tightening alone could allow the
Bundesbank to achieve its inflation objectives with sub-
stantially lower interest rates for the foreseeable future
than would otherwise be the case, although a modest
negative impact would be involved in the short term.
(See Table 13 for illustrative simulation results that sug-
gest sustained fiscal tightening amounting to 1 per cent of
GDP could allow interest rates to be permanently lower
by 1'- to 2 percentage points.”)

The scope for further cuts in short-term interest
rates in the region will depend on how firm the recovery
is and how inflation prospects are viewed, with any
action needing to be judged so as to avoid any additional
upward pressure on long-term interest rates. More
specifically:

— In Germany, there is a continued need for a
pragmatic approach to monetary targeting, tak-
ing into account a wide range of indicators. As
improved inflation prospects unfold, there may
be scope for some further reduction in short-
term interest rates without upward pressure on
long-term interest rates. Such downward moves
would help France and the other countries that
maintain strong links with the Deutschemark to
ease monetary conditions further. However,
should the recovery in continental Europe prove
weaker than projected, somewhat greater cuts in
interest rates, in a way that would not create
tensions in ERM currency relationships, could
be envisaged.

For Italy and some southern European countries
the opportunity for, and the advisability of, fur-
ther reducing interest rates will depend crucially



both on actual developments in the reduction of
budget deficits and inflation. and convincing
longer-term commitments to low inflation and
fiscal consolidation.

APPENDIX: THE MEDIUM-TERM REFERENCE
SCENARIO

Scope and key assumptions

The reference scenario comprises an internation-
ally consistent set of projections for each of the OECD
economies to the year 2000, constructed as an extension
of the short-term projections. Such a scenario is not a
forecast but one of many possible projections. Medium-
term analyses are highly conditional and subject to wide
margins of error. They necessarily incorporate a large
dose of judgement concerning future policies, the scope
for structural change and the path of trend developments
in the OECD area.

An important feature of the reference scenario is
that, for the most part, it embodies a steady adjustment
towards stated medium-term fiscal and monetary policy
goals, primarily those associated with inflation and the
fiscal balance. It therefore serves to highlight areas and
issues of particular uncertainty, where ‘‘normal’’ trend
relationships indicate underlying pressures and imbal-
ances which may be resolved only by policy action or
structural change. It also provides a useful starting point
for policy simulation and alternative scenario analyses.

The scenario is based on the assumptions that com-
modity prices and exchange rates will be broadly
unchanged in real terms beyond the short-term projection
horizon (i.e. from end-1995). For those countries partici-
pating in the ERM and their close trading partners in
Europe, bilateral exchange rates are assumed to be fixed
in nominal terms. Although no explicit assumption is
made about the form and timing of European Monetary
Union, a general convergence over the period of short-
and long-term European interest rates is embodied in the
baseline scenario. Beyond the horizon of the short-term
projections, fiscal and monetary policy assumptions
broadly follow stated medium-term policy objectives. A
summary of these fiscal objectives is given in Table 14.

Broad features of the reference scenario

The following paragraphs describe the broad fea-
tures of the reference scenario for the area as a whole and

main geographic zones. Key movements in main macro-
economic aggregates are summarised in Table 15 and
Figure 7.

Following the steady recovery of activity projected
during 1994-95, real GDP for the OECD area grows in
the scenario by an average 2% to 3 per cent per annum
(with world trade growing at an average 6 to 7 per cent
per annum). Such growth is somewhat higher than cur-
rent estimates of OECD potential, of around 2'/> per cent
per annum, implying a gradual but significant closing of
output gaps over the period in most countries. The pat-
tern of these developments, however, varies across
member countries and zones, in part reflecting the differ-
ent near-term cyclical positions and margins of spare
capacity.

For the United States, the pattern of strong near-
term growth embodied in the short-term projections is
followed by a significant slowdown in 1996 and
1997 with GDP growth stabilising thereafter at an aver-
age 2'/. per cent per annum, broadly in line with poten-
tial. The specific profile of medium-term growth refiects
the strength of near-term growth and the stance of mone-
tary policy, which is assumed to tighten through
1994-95 with the build-up of near-term inflationary
pressure. For Japan and Europe, GDP is projected to
grow robustly between 1996 and 2000, at average rates
of 3%: and 3 per cent respectively, somewhat faster than
current estimates of potential. For the most part, the
growth path for Europe is conditional on a combination
of favourable factors influencing business investment and
private consumption — notably improved confidence and
lower real interest rates — and, to a lesser extent, the
catch-up process within the German economy. The rela-
tively robust path of domestic demand growth in Ger-
many from the mid-1990s is dependent on rising capital
expenditures, principally those associated with the trans-
formation of the eastern Linder.

For the area as a whole. an important contribution
to near-term recovery and medium-term growth is a
resumption of growth in private investment, at annual
rates of 5 to 6 per cent. Growth in real public expendi-
tures is assumed to stay well below 1 per cent per annum,
reflecting the programmes of fiscal consolidation cur-
rently in place in the majority of member countries.
Budgetary restrictions and moderation of real wage
claims tend to restrain growth in households’ real dispos-
able income. As the result, real growth in private con-
sumption, at an average 2'/> per cent per annum, remains
below that of GDP, in spite of some gradual decline in
household saving rates.

Labour productivity is assumed to grow at a rate
broadly consistent with average growth of the last 10 to



Table 14. Fiscal targets

United States

Budgetary savings scheduled under the Omnibus Budget Reconciliation Act (OBRA93) would produce a fall in the federal
budget deficit from $290 billion in FY 1992 to $180 billion by FY 1997/98. Approximately equal contributions are planned
from increased taxation and reduced spending. These targets are based on 2Y per cent average economic growth.

The Government has no explicit targets, but has guidelines to reduce ‘‘construction bonds’ for financing public works

Japan
expenditure to 5 per cent of central government outlays by fiscal year 1995,

Germany The medium-term consolidation strategy aims at cutting the federal deficit from DM 67 billion in 1993 to DM 46 billion
in 1997, and limiting the annual rise of expenditure of the territorial authorities to 3 per cent per annum.

France The Government intends to reduce the central government deficit to 2'> per cent of GDP in 1997 and to increase spending by
the State (including debt servicing) by no more than the inflation rate, assuming an average annual rate
of growth of real GDP of 2.8 per cent and revenues rising in line with GDP.

Italy The new “‘Convergence Programme’’ drawn up in July 1993 targets a reduction in the State deficit (excluding proceeds from

United Kingdom

privatisation) from 9.7 per cent of GDP in 1993 to 5.8 per cent in 1996.

The Government intends to bring the Public Sector Borrowing Requirement back to balance by the end of the century. This
targel assumes that real growth will be around 3 per cent per annum.

The Government intends to bring the federal deficit down to 3 per cent of GDP by FY 1996/97. The Spending Control Act
ensures that over the next two years primary spending will gradually decline as a share of GDP.

The Government intends to lower the federal deficit to 1.2 per cent of GDP by FY 1996/97, with emphasis on tax increases.
The Government intends to reduce the federal deficit to 2Y: per cent of GDP by 1994.

The *‘Plan de Convergence’’ aims at putting fiscal consolidation on course, and targets the general government budget deficit at
3 per cent of GDP in 1996, while setting the debt to GDP ratio on a declining trend.

The Government intends to achieve fiscal balance on a cyclically-adjusted basis by 1999,

The Government intends to stabilise central government debt at 70 per cent of GDP by 1997 and freeze real central government
The Government intends to keep the exchequer borrowing requirement within 3 per cent of GNP and continue to reduce the
The Government intends to achieve a central govermnment deficit of 3%: per cent of Net National Income for 1994
The Government’s long-term programme aims at restricting growth in public expenditure to 2 per cent per year on average
The Government intends to reduce the deficit to 3.3 per cent of GDP, and reverse the upward trend in the public debt ratio,

The Government intends to achieve Maastricht deficit and debt targets for convergence by 1996.

The Government intends to achieve a gradual return to structural budget balance by 1998.

Canada
Australia
Austria
Belgium
Denmark
Finland
expenditure at 1991 levels.
Ireland
debt to GNP ratio.
Netherlands
and a maximum of 3% per cent for 1995 and 1996.
Norway
during 1994-97.
Portugal
reducing it to 67 per cent by 1997.
Spain
Sweden
Switzerland The Federal Government aims for cyclically-adjusted budget balance.

15 years, generally in the range of 1> to 2 per cent per
annum, and area-wide employment is projected to grow
by an average 1 per cent per annum. With the total
OECD labour force growing only slightly less, the reduc-
tion in unemployment over the period is relatively mod-
est, down by about 1 percentage point between 1994 and
2000, to an average 7'> per cent for the total OECD and
10" per cent for OECD Europe. Although modest, these
reductions are likely to be most significant in those coun-
tries experiencing the highest rates of unemployment at
present. By the year 2000 there are four member coun-
tries with projected unemployment rates significantly in
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excess of 10 per cent, compared with nine such countries
in the short-term projection for 1995.

Average OECD inflation, excluding Turkey,
declines slightly from 2 per cent in 1995 to around
2 per cent by the year 2000. For Europe, the rate of
inflation remains relatively stable from 1995 onwards,
whilst for the United States there is upward pressure in
the near term due to the strength of demand and activity.
This development is progressively reversed from
1997 onwards as the effects of monetary tightening are
felt. For Japan, a process of further disinflation continues,
although the profile is distorted in 1996-97 when higher



Table 15. Summary of the medium-term reference scenario”
1992 1993 1994 1995 1996 1997 1998 1999 2000
Percentage changes from previous period

Real GDP
United States 2.6 3.0 4.0 3.0 2.0 1.7 22 243 23
Japan 1.1 0.1 0.8 27 2.8 34 42 42 4.1
Germany 2.1 -1.3 1.8 2.6 2.8 3.1 34 3:2 30
OECD Europe 111 0.2 1.9 2.8 3.0 3.1 3.1 3.0 29
Total OECD 1.7 1.2 2.6 29 2.6 2.7 3.0 2.9 2.9

Inflation®
United States 29 25 21 2.8 352, 34 32 29 2.8
Japan 1.6 1.0 0.8 0.8 1.1 0.8 0.4 0.3 0.2
Germany 5.3 39 2.8 20 1.9 20 2.0 2.0 1.9
OECD Europe (excluding Turkey) 4.3 3.6 29 24 2.4 24 23 23 23
Total OECD (excluding Turkey) 32 2.6 2.1 28 2.5 25 2.3 22 2.1
Total QECD 39 3.4 3.5 33 33 33 3.0 2.8 2.6

Per cent of labour force

Unemployment
United States 74 6.8 6.3 5.8 6.0 6.4 6.5 6.4 6.3
Japan 22 2.5 29 2.8 2.8 257 255 23 2-3
Germany 7.7 8.9 10.0 10.0 9.9 9.8 9.6 9.4 9.4
OECD Europe 9.6 10.7 117, 11.8 11.6 .3 11.0 10.7 10.4
Total OECD 7.8 8.2 8.5 8.3 8.2 8.2 8.0 7.8 7.6

Per cent

Short-term interest rates¢
United States 34 3.0 42 5.5 5A5] 4.8 45 43 43
Japan 43 29 23 27 313 33 383 35 35
Germany 95 73 541 43 4.0 4.0 42 43 43
France 10.3 8.6 53 43 4.0 4.0 42 43 43
Major 4 European countries 11.0 8.1 5.8 52 49 4.9 5.0 Sul 5.2

Per cent of GDP

Government budget balances®
United States 4.5 -3.5 2.6 -2.1 -1.6 -1.7 -1.6 -1.6 -1.7
Japan 1.8 03 -19 -1.7 -1.1 04 -0.3 0.0 0.1
Germany -2.6 -3.3 29 -2.8 -2.8 -24 2.1 -1.8 -1.5
OECD Europe’ -5.2 -6.3 -6.1 5.2 —4.4 =37 -3.0 -2.5 2.0
Total OECD/ -38 4.2 4.0 -33 2.1 -2.3 -2.0 -1.7 -1.5

Current balances
United States -1.1 -1.7 -2.1 2.1 2.1 2.0 -2.0 -1.9 -1.9
Japan 382 3ul 2.8 25 U3 2.1 20 19 1.8
Germany -1.1 -1.1 0.7 0.2 0.1 -0.1 0.0 0.0 -0.1
OECD Europe -0.7 0.3 0.7 1.0 1.1 1.1 1.1 1.0 1.0
Total OECD 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Percentage changes from previous period
World trade* 5.0 3:3 6.7 2 6.9 7.0 7.3 7.2 71

a)
b)
c)
d)
e)
N
g)

The assumptions behind the medium-term scenario are discussed in the text.
GDP deflator.

Unweighted average of Germany, France, ltaly and the United Kingdom.
General government financial balances as per cent of nominal GDP.

Arithmetic average of the growth rates of world import and export volumes.

indirect taxes are assumed to come into effect to offset
the budgetary cost of reductions in direct taxes.

Given the effects of sustained medium-term
growth and active programmes of fiscal consolidation in
most countries, major progress is made in budget deficit
reduction. For the area as a whole, the ratio of general
government net borrowing to GDP falls below 1> per
cent of GDP by the year 2000 and only two countries
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United States: 3-month Treasury Bills; Japan: 3-6 month CD; Germany, France, Italy, United Kingdom: 3-month interbank rates.

Regional and area-wide totals exclude Iceland, Luxembourg, New Zealand, Switzerland and Turkey.

have fiscal deficits much in excess of 3 per cent of GDP,
compared with eleven such countries in 1995. Such a
pace of fiscal consolidation is sufficient to achieve a
broad stabilisation of the ratio of government debt to
GDP for the area as a whole, with some small improve-
ments occurring from 1997 onwards. As reported in
Table 16, the experience across individual member coun-
tries is, nonetheless, varied reflecting different speeds of
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Table 16. Fiscal trends in the medium-term
reference scenario

As a percentage of nominal GDP

General government General government

financial balances* gross debt?
1995 2000« 1995 2000«
United States 214  -1.74 64.1 62.6
Japan -1.7 0.1 82.6 87.6
Germany -2.8 -1.5 64.3 66.8
France -5.2 -1.9 60.6 65.3
ltaly -8.6 -34 1207 1149
United Kingdom 4.3 02 523 46.9
Canada 4.0 -1.8 95.4 91.0
Total of above countries -3.1 -14 72.0 71.8
Australia -34 -0.3 38.8¢ 39.9¢
Austria” -33 -2.1 59.1 56.4
Belgium —4.7 -2.3 1448 1316
Denmark’ =32 1.0 69.6 64.5
Finland’ -5.5 -2.3 64.2 81.6
Greece/ -12.5 -7.2 1124 1221
Ireland -2.6 22 84.9 720
Netherlands -3.7 -2.0 81.7 80.4
Norway/ -1.8 -2.3 50.4 63.1
Portugal -6.6 -2.8 72.6 66.5
Spain/ 5.9 -2.9 67.4 71.0
Sweden -9.5 -5.0 100.8 1234
Total of above smaller countries 5.2 24 7547 7k
Total of above European
countries -5.2 2.0 76.1 76.3
Total of above OECD countries —3.3 -1.5 724 126

Fiscal surplus (+) or deficit (—). See Annex Table 28 for observations and
projections before 1995.

Gross financial liabililies according to SNA definitions. It should be noted
that this differs from the definition of debt applied under the Maastricht
Treaty. See Annex Table 32 for observations and projections before 1995.
OECD Secretariat projections 1o 2000, assuming the successful
implementation of the medium-term fiscal plans summarised in Table 14 in
an environment of sustained recovery and low inflation.

Excludes deposit insurance outlays.

Refers to fiscal year data ending 30 June. Includes indebtedness of local
government towards other levels of general government.

f} Debt figures do not exclude public-sector mutual indebtedness.

a)

b)
(]

dj

e)

fiscal adjustment and different starting levels of public
debt.

With regard to sectoral balances, the main counter-
part to the general improvement in budget deficits is
found in a fall in private sector saving and investment

balances, reflecting relatively robust growth in invest-
ment and modest declines in households saving rates.
Thus, there is no major change in external deficits at the
aggregate OECD level. For Japan, the current account
surplus declines by around ¥: per cent of GDP to below
2 per cent by 2000, with the main counterparts seen in
corresponding small improvements in the current account
positions of the other major seven economies.

Overall, the combination of fiscal consolidation
and low inflation is compatible in most countries with a
general reduction in nominal and real short- and long-
term interest rates. These reductions are most significant
within Europe, where fiscal consolidation is projected to
progress the most.

NOTES

1. See Blanchard O. et al., **The Sustainability of Fiscal Pol-
icy: New Answers to an Old Question’’. OECD Economic
Studies No. 15, Autumn 1990.

2. The fiscal consolidation paths to the year 2000 incorporated
in the medium-term reference scenario have been prepared
by the OECD Secretariat, based on the consolidation plans
announced by governments and summarised in Table 14 in
the appendix to this chapter. It is generally assumed that the
policy changes required to meet these plans will be made
even where these have not been specified in detail by gov-
ernments. However, it should be noted that for the United
States, no allowance for health care reform has been made
and for Japan, a rise in indirect taxation in 1996 and
1997 has been assumed, in order to offset the reductions in
direct taxes that are incorporated in the shori-term projec-
tions. For further details in the context of earlier analysis
along similar lines, see Richardson, P., C. Giomo and
S. Thurman, ‘‘Macroeconomic Performance and Fiscal Pol-
icy Adjustment in the Medium-Term’’, forthcoming Eco-
nomics Department Working Paper, OECD, Paris, 1994,
and Leibfritz, W., D. Roseveare and P. van den Noord,
*‘Fiscal Policy, Government Debt and Economic Perform-
ance’’, Economics Department Working Paper No. 144,
OECD, Paris, 1994.

3. In the medium-term reference scenario, changes in net and
gross government debt are derived from general government
financial balances. Financial assets — the difference between
gross and net debt — are assumed to remain unchanged as a
percentage of GDP.

4. See the remarks by Lawrence B. Lindsey, member of the
Board of Governors of the US Federal Reserve System, to
the Baltimore Chapter of the Commercial Finance Associa-
tion, 7 March 1994.

5. If fiscal consolidation were confined to Germany, the inter-
est rate reduction that would be possible would only be
around 1 percentage point.



INFLATION OBJECTIVES IN THE MEDIUM TO LONGER TERM

The conduct of monetary policy involves making
judgements about longer-run inflation goals against
which current performance can be assessed. Since
inflation generates costly economic distortions, there
is a prima facie case that the appropriate longer-run
objective is a zero rate — or something very close to it.
Two broad sets of practical arguments exist for aim-
ing at a rate somewhat higher than zero: first, there
may be important rigidities which make it difficult or
costly to sustain further inflation reductions when
rates close to zero are reached; and second, some
allowance may need to be made for possible measure-
ment biases in standard price indexes such as the
Consumer Price Index. The empirical evidence is
inconclusive on the first point but, on the second
point, suggests that measurement biases could be sig-
nificant in relation to measured infiation in the range
currently projected for most OECD countries.

Introduction

Given the uncertainties and lags involved in the
transmission of the effects of monetary policy, the desira-
bility of maintaining a medium-term orientation for mon-
etary policy is widely recognised. An implication of this
is that some notion of medium-term inflation objectives
must play an important role in monetary policy formula-
tion. For much of the past twenty-five years, with infla-
tion clearly higher than desirable in many countries, the
general goal of reducing inflation and keeping it low has
probably provided adequate guidance in this regard.
However, as inflation has come down to low levels in
most countries and is projected in many to decline some-
what further despite some recovery of activity, a clearer
definition of medium-term inflation objectives would be
useful. In particular, the merits of pursuing policies of
further disinflation in countries where inflation is low but
still positive by amounts that exceed plausible estimates
of any measurement bias, and the point at which inflation
can be regarded as ‘‘sufficiently’” low, both need to be
assessed. A subsidiary, but related issue is how quickly
countries that have not achieved their objectives should
attempt to do so.

This chapter reviews some key issues involved in
making such an assessment. It covers, first, the question
of whether or not the optimal rate of inflation may be
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higher than zero; second, the costs of inflation and transi-
tional issues involved with the costs of inflation reduc-
tion; and third, possible biases in the measurement of
inflation which may need to be allowed for when formu-
lating longer-run inflation goals.

The Optimal Rate of Inflation

There is strong evidence that high inflation
imposes significant real costs by reducing the efficiency
with which the pricing system allocates resources and by
generating uncertainty. These costs, discussed in more
detail in the next section, arise because institutional
arrangements such as taxation and contracting systems
generally do not fully adapt to inflation, and because high
inflation is usually variable and unpredictable. The desir-
ability of eliminating these costs suggests a prima facie
case for aiming at zero inflation in the longer run, in the
absence of other macroeconomic arguments for a higher
rate.!

Leaving aside the issue of measurement biases
(discussed below) the debate as to whether a higher than
zero inflation rate is optimal has centred around the
following.?

Downward rigidities in nominal wages and prices

In economies where there are significant down-
ward nominal rigidities, there may be a case that inflation
facilitates adjustment in relative prices and wages and
therefore, up to a point, enhances economic efficiency;
for example, a real wage reduction needed in response to
some adverse shock might be easier to achieve when
inflation is positive than when it is zero. The extent to
which this argument justifies tolerating positive inflation
depends on the practical importance of nominal rigidities
for economic performance, as well as on the effective-
ness of inflation in promoting relative wage and price
flexibility compared with other means of pursuing the
same goal. Empirical evidence in this area is not very
conclusive, but suggests that moderate inflation does not
have very much effect on the flexibility of real wages.* It
should also be noted that downward nominal rigidities
are probably at least partly a result of entrenched expec-
tations of positive inflation. To the extent that such rigidi-
ties are important, they might be best tackled at source,



by aiming at price stability and promoting relative price
and wage flexibility through structural policies.

A possible role for negative real interest rates

Positive inflation allows scope for monetary policy
to impose negative short-term real interest rates, should
circumstances arise where that is considered appropriate
for demand management purposes. The likely usefulness
of this policy option needs to be evaluated in the light of
historical experience, taking into account that other
instruments such as fiscal and exchange rate policy
adjustments may also be available to deal with severe
contractionary shocks that arise. Although a role for neg-
ative real interest rates cannot be ruled out, historical
experiences of negative real interest rates have been rela-
tively rare; the main example occurred in the mid- to
late-1970s. a period which is usually regarded as one in
which monetary policy failed to contain inflation.

Credibility of low and zero inflation objectives

An important consideration in the choice of a long-
run inflation objective is the inflation rate at which credi-
bility can most readily be established. Proponents of zero
inflation argue that a zero objective would provide a
clear, easily communicated goal that would promote
credibility, whereas any positive figure would be consid-
ered by the public to be essentially arbitrary and would
cast doubt on the authorities’ anti-inflation resolve. On
the other hand, there may be difficulties in establishing
the credibility of a zero inflation objective if it is per-
ceived to be too ambitious and there are no strong institu-
tional mechanisms for enforcing it.

Benefits and Costs of Moving to Zero Inflation

Where longer-run inflation objectives have not
been met, the immediate issues facing policy-makers
concern the speed and timing of disinflation. Policy
needs to take account of both the costs generated by
continuing inflation, and the transitional costs likely to be
involved in reducing it.

Costs of inflation

The most important costs of inflation are likely to
arise from the fact that, in practice, institutional and
contractual arrangements are not fully adapted to it.*
Inflation, therefore, has the capacity to distort a wide
variety of economic transactions, for example through
interactions between inflation and taxation, the effects of
inflation on uncertainty, and its effect on capital accumu-
lation and growth. However, while there is a strong case
that inflation in general imposes substantial real costs, the
case that such costs remain important at very low infla-
tion rates is less compelling; this is partly because of a
lack of relevant historical experience by which macro-
economic: performances under low and zero inflation
rates could be compared. A brief outline of the main
costs of inflation is presented below, and some empirical
estimates of the magnitudes are reported in Table 17.°

Most tax systems contain important components
that are not fully indexed to inflation. The most important
of the distortions arising from this are probably those
affecting the measurement of capital income; these may
have the effect of raising the cost of capital and may
therefore retard investment, as well as distort its financ-
ing and composition. Examples include:

— use of historical cost valuations to calculate
depreciation allowances, which understates the
true cost of depreciation in the presence of infia-

Table 17. Empirical estimates of the costs of inflation
Income or productivity gain
Study Sources of inflation cost included Country per ].0 P entags p_omls of
inflation reduction
(per cent of GDP)
Fischer (1981) Tax on money balances United States 0.3
Fischer (1981) Interaction of inflation and taxation United States 2
Lucas (1981) Tax on money balances United States 0.9
Cooley and Hansen (1991) Tax on money balances and interaction with income
taxation United States 0.6
Jarrett and Selody (1982) All Canada 84
Black, Macklem and Poloz (1993) Tax on money balances Canada 2
Black, Macklem and Poloz (1993) Interaction of inflation and taxation Canada 8
McTaggart (1992) All Australia 2.5
Grimes (1991} All OECD 0.9¢
Englander and Gurney (1994) All OECD 0.6¢

a) Per cent per annum productivity growth.



Figure 8. Standard deviation and mean of inflation rates
22 OECD countries, 1960-93
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tion and, therefore, increases the rate of taxation
on capital investment;

non-indexation of capital gains in many tax sys-
tems, which also implies overstatement of capi-
tal income, and may encourage a ‘‘locking-in’’
of ownership of business assets subject to capi-
tal gains tax on realisation;

valuation of business inventories at historical
cost, thereby including the inflationary gains on
inventories in taxable profits;

measurement of interest flows on a nominal
basis for tax purposes, which may distort financ-
ing decisions in favour of debt when inflation is
high.

Another mechanism by which inflation may
impose real costs is by generating price uncertainty. This
has two aspects — the effect of high inflation on the
predictability of the aggregate price level, and its effect
on the variability of relative prices. These uncertainties

33

are likely to have a number of negative effects on eco-
nomic efficiency, for example by reducing the informa-
tion content of the pricing system and by inhibiting long-
term nominal contracting. Empirical evidence suggests
that the first of these effects — that of high inflation on
aggregate price uncertainty — is probably the most impor-
tant. This effect is particularly striking in cross-country
comparisons: countries with high average inflation over
extended periods clearly tend to be those whose inflation
rates are more variable (Figure 8).° One of the reasons for
this relationship is that policies are likely to be less stable
in situations of high inflation.

Negative effects of inflation on capital accumula-
tion may reduce the rate of growth of output as well as its
level. Two recent studies 7 have reported estimated reduc-
tions in productivity growth in the range of
0.05-0.10 percentage point for each additional percentage
point of inflation. While these effects may not appear
large in a short-term context, they would imply important
gains over the longer-term from inflation reduction, if it



is true that the rate of productivity growth is permanently
affected by inflation.

A variety of other distorting effects of inflation can
be listed. These include the distortion of repayment
schedules in long-term nominal debt contracts, the
resources devoted to protecting against inflation, and the
distributional effects of inflation when it is not fully
anticipated.

Transitional costs of disinflation

The existence of transitional costs in reducing
inflation raises important questions as to the appropriate
speed and timing of inflation reduction when the rate is
already relatively low and the gap between actual and
desired inflation is small. Particularly relevant is the
nature of the short-run trade-off involved in inflation
reduction, and the extent to which the net benefits of
disinflation might diminish as inflation moves down to
very low rates. This has two aspects. First, as noted
above, some of the costs of inflation are hard to detect at
low single-digit rates, and it is possible that the marginal
distortionary effects of inflation diminish in that range.
Second, it is possible that short-run trade-offs between
output and inflation become less favourable to further
disinflation at low inflation rates, implying a rising output
cost of inflation reduction as inflation approaches zero.®

If it is true that the output costs of reducing infla-
tion rise as inflation is reduced to low single-digit rates, it
suggests two important issues for policy. The first relates
to the appropriate pace of further disinflation during the
time period in which the trade-off cannot be changed by
policy actions. Under such circumstances, it can be asked
whether there may be a case for a relatively cautious or
gradualist approach to inflation reduction, insofar as the
inflation rate is already not too far above its desired
range. However, the benefit of this approach — in terms
of the smaller short-run loss of output and employment -
has to be weighed against any damage that might be done
to the authorities’ credibility by being seen to tolerate
inflation above the desired range for too long a period.

The second issue concerns policy actions to
improve the terms of the trade-offs being faced. These
terms will depend on structural characteristics of the
economy and on the extent to which policy is successful
in shifting inflation expectations during the disinflation-
ary process. Output costs of disinflation will tend to be
smaller in cases where markets are more flexible, and
there are clearly a number of areas, for example in labour
markets, where policy can bring about improvements in
this regard. Mechanisms which help to reduce inflation
expectations and enhance policy credibility can also have
a role in reducing the costs of disinflation. Examples
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include the announcement of inflation targets, enhance-
ment of central bank independence, and the use of ERM
membership to “‘import’ credibility from the
Bundesbank in a number of European countries where
inflation has historically been higher than German rates.
Experience suggests that these mechanisms take time to
be effective but can yield important benefits, in terms of
reduced inflation expectations, over time.

Measurement Considerations

There are a number of respects in which consumer
price indexes (CPIs) — usually the most important infla-
tion indicators for policy purposes — do not exactly meet
the requirements of a true cost of living index.” In net
terms these probably imply upward biases in measured
inflation rates, and the need to allow for such biases in
the formulation of policy objectives is unlikely to be
controversial, provided the likely size of the biases can
be accurately assessed. The main sources of measurement
error are:

— Product substitution bias: fixed-weight
indexes such as the CPI overstate true increases
in the cost of living because they do not fully
allow for consumers’ ability to reduce costs by
substituting away from products whose relative
prices are increasing.

Quality bias: although statisticians attempt to
adjust price indexes for the estimated effects of
quality improvements. the measurement of qual-
ity can be subject to large errors, particularly in
areas affected by the rapid introduction of new
technology.!”

New goods bias: the introduction of new goods
enhances living standards in ways that are usu-
ally not fully incorporated in standard price
indexes.

Outlet substitution bias: this arises through a
tendency for consumers to substitute in favour of
lower-cost retail outlets, so that a fixed-weighted
average of prices charged by standard suppliers
is likely to overstate the increase in average
prices paid.

Available evidence as to the size of these biases,
based on studies in the United States and Canada, is
summarised in Table 18. Best guesses suggest total CPI
measurement biases of up to half a percentage point in
Canada and around one percentage point in the United
States, but these estimates are subject to considerable
uncertainty, and in some cases are based mainly on illus-
trative assumptions and educated guesswork. It is not
necessarily the case that biases in other countries are of



Table 18. Empirical estimates of bias in the CPI: United States and Canada

Study Sources of bias included CPI components affected Estimate of bias (percentage points per annum)
United States

Lebow, Roberts and Stockton (1992) All Total 1.0

Bryan and Cecchetti (1993) All Total Insignificant since 1981

Gordon (1992) Quality Consumer durables 1.5

Manser and MacDonald (1988) Product substitution Total 0.2

Reinsdorf (1993) Outlet substitution Gasoline, food 0:5;210
Canada

Crawford (1993) All Total 0.5 maximum

Fortin (1990) All Total 05t 1.0

similar magnitude, since statistical procedures such as
those dealing with quality adjustment vary from country
to country.

Conclusions

This chapter is concerned with the formulation of
policy objectives in circumstances where inflation has
already been brought down to low single figures — the
detrimental effects of inflation above that level are not in
doubt. Within this context, the case for allowing some
positive inflation. as conventionally measured, depends
essentially on:

— the performance of economies at close to zero
inflation and particularly the extent to which
various nominal rigidities come into play: and

— evidence that consumer price indexes overstate
inflation by economically significant amounts.

Table 19.

On the first of these issues. there is little conclusive
empirical evidence, and ultimately an overall evaluation
of them must be highly judgmental. On the second issue,
there is evidence of some bias and ambiguity in the
measurement of inflation, largely based on data from the
United States and Canada. These do not appear to be
large, but once inflation has come down to around 3 per
cent they may be significant in comparison to the range
of plausible candidates for medium-term inflation
objectives.

To the extent that the arguments for higher-than-
zero inflation are accepted, a good deal of judgement is
required as to what they might imply in numerical terms.
Most national authorities that have tried to define their
longer-run objectives have done so in terms that
emphasise the goal of price stability and put little weight
on arguments for tolerating significantly positive rates.
For example, the US Federal Reserve Chairman has
defined the policy goal as “‘price levels sufficiently sta-

Inflation objectives: selected countries®

Percentage rates

1. Countries with formal inflation targets

United Kingdom 1104

Canada 13

Sweden lto3

Finland 2

New Zealand 0to?2

2. Others

Germany Maximum of 2
France Maximum of 2
Ttaly 2

Switzerland Otol

Goal is lower half of range by 1997
Target range through to 1998
Target for 1995

Target for 1995

Current target range

Medium-term inflation goal
Medium-term inflation goal
Medium-term inflation goal by 1996
Medium-term inflation goal

a) The price indexes that these objectives refer to are as follows:
United Kingdom: Retail Price Index excluding mortgage interest payments;

Canada: The CPI is the official target. but an underlying CPI excluding food. energy. and temporary effects of indirect taxes is used as an operational objective;

Sweden: CPI:
Finland: CPI excluding indirect taxes. subsidies and housing capital costs;
New Zealand: CPJ] excluding indirect taxes;

Germany. France and Swilzerland: Objectives are set out in conjunction with money growth, output and velocity assumptions. so implicitly refer to GDP deflators,

although CPIs remain an important policy focus in each country;
Ttaly: Private consumption deflaior.



ble so that expectations of change do not become major
factors in economic decisions’’.!" Where national author-
ities have set medium-term inflation goals in numerical
terms, these do involve small positive rates rather than an
average of zero (Table 19), but this includes whatever
allowances are made for measurement biases, and the
specified ranges are close to what might be considered
“‘practical price stability’’.

NOTES

1. Theoretical arguments that the optimal inflation rate may
be negative have had little impact on the policy debate and
are not discussed here.

2. These points are discussed by Summers (1991) in support
of the case that the optimal inflation rate is positive. This
case is disputed by proponents of zero inflation, for exam-
ple Crow (1988).

3. See, for example, Crawford and Dupasquier (1993) and
Lebow, Stockton and Wascher (1993).

4. Costs of fully anticipated inflation are essentially the effi-

ciency losses associated with the inflation-tax on real

money balances. These costs are usually estimated to be
small at low inflation rates.

For a more detailed discussion, see Edey (1994).

6. Other evidence, for example, Ball and Cecchetti (1990),

Evans (1991), suggests that this effect is also evident,

though not as strong, at the individual country level.

See Grimes (1991) and Englander and Gumey (1994).

If hysteresis in labour markets is important, these ‘‘short-

run’’ costs of inflation reduction could persist for consider-

able periods.

9. See Edey (1994) for a more detailed discussion of the
choice of indicators and issues of measurement bias.

. Quality measurement errors are usually argued 1o work in
the direction of a net understatement of quality improve-
ment. However, there is some evidence of biases in the
other direction in some categories of goods, for example
clothing.

. Testimony to the House Committee on Banking, Finance
and Urban Affairs, January 24, 1989.
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THE DESYNCHRONISATION OF OECD BUSINESS CYCLES

The most recent business cycle has been far more
desynchronised across major OECD regions than
previous cycles. There are several reasons for this, the
most important of which appears to be the relative
importance of country- or region-specific shocks in
this episode rather than more global shocks that
played a significant role in earlier cycles. Desyn-
chronisation is having important implications for
recovery in much of the area, notably Europe, where
the strength of external demand has acted and is pro-
jected to continue to act as an important driving force
for recovery.

Introduction

The downtum which the OECD area experienced
at the beginning of the 1990s and the recovery which is
now under way have been part of the third major busi-
ness cycle in the past twenty years. While in many indi-
vidual countries the downturn was at least as severe as
the earlier recessions in 1974-75 and 1980-82, it differed
at the global level from these previous cycles in that it
was far shallower. Indeed, in both 1975 and 1982 there
was essentially no area-wide GDP growth, whereas in the
most recent cycle the annual growth rate never fell below
the s per cent rate of increase recorded in 1991. How-
ever, in the latest cycle the weakness of activity was
more prolonged than in previous cycles. By the end of
1995 area-wide output could still be below its long-term
trend; in previous recoveries trend output was reached
relatively rapidly.

The difference in profile can be attributed to the
lower synchronisation of recessions in individual coun-
tries over the course of the current business cycle. In the
1970s, the cyclical trough was reached in 1975 in each of
Japan and the European and North American regions,
and during 1982-83 troughs were only slightly more
spread out! (Figure 9). In the latest cycle, the North
American region reached a peak in 1989 and a trough in
1991, while Europe and Japan did not peak until
1990 and 1991, respectively, and are only projected to
reach the cyclical trough in 1994. Within Europe, the
United Kingdom business cycle has been less syn-
chronised with those in the other major countries. While
business cycles in continental Europe have moved more
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in parallel, the temporary divergence of cyclical condi-
tions in Germany from those elsewhere around the time
of unification is clearly apparent in Figure 9.

Why has this cycle been less synchronised?

Several factors have affected the degree of syn-
chronisation of business cycles in different economies.
First, business cycles in small open economies which
have strong trade links with each other are likely to be
more synchronised than is the case for larger, more
closed economies. The exposure of each of the three
main OECD regions to changing external demand condi-
tions is relatively limited, so that while trade links are
probably strong enough to lead to a considerable degree
of synchronisation of business cycles within major
regions, they do not appear sufficiently strong — by them-
selves — to synchronise cycles across major regions
(Table 20).

Table 20. Shares of domestic and external demand
in total demand, 1992¢

Total Exports to
domestic | gpcp OECD  OECD Non-OECD
demand | N America Europe  Pacific  Regions
By region®
OECD 96.0 - i 4.0
OECD Europe  93.7 1.7 0.6 4.0
OECD North
America 92.7 .. 24 1.2 3L
OECD Pacificc 904 2.8 24 4.6
By country®
Japan 90.5 219 2.0 0.2 43
United States 90.5 1.9 25 4 3.9
Ttaly 834 133 11.2 04 357
United Kingdom 81.1 24 12.0 0.7 3.6
France 81.1 14 13.2 04 39
Germany 80.9 1.3 135 0.5 3.7
Canada 79.1 16.2 1.8 il 149

a)
b)

Total demand = total domestic demand + exports of goods and services.
Ranked by size of domestic demand share. Intra-regional trade has been
netted out, using the share of intra-regional merchandise trade as a proxy
measure for the share of total intra-regional trade.

¢) Japan, Australia and New Zecaland.

Sources: OECD. National Accounts and Monthly Statistics of Foreign Trade.



Figure 9. Business cycles
Deviation of real GDP from long-term trend, as a percentage of trend GDP?
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A. Main OECD areas B. Largest European economies
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1. Trend GDP is calculated using a Hodrick-Prescott filter on annual data, with a smoothing parameter value of 100, and incorporating projections from
the medium-term reference scenario described in the appendix to the chapter “General Assessment of the Macroeconomic Situation”.

Source: OECD Secretariat estimates.



Second, the extent to which domestic demand
movements are correlated across countries depends on
whether there are common pressures affecting all econo-
mies, and the extent to which countries adopt a common
policy stance. In the early 1970s, OECD economies were
all affected by large increases in real oil and commodity
prices, while monetary policy was tightened more or less
simultaneously across most of the OECD area. The sec-
ond major oil price increase in 1979 again represented a
common shock to all OECD economies.

Increasingly since the second oil price shock, how-
ever, more regional forces and divergent policy adjust-
ments have worked to desynchronise business cycles in
the area. The aggressive easing of fiscal policy in the
United States during the early 1980s, at a time when
fiscal consolidation was occurring in much of Europe and
Japan (Table 21), stands out as a particularly important
example, as it contributed to the widely different speeds
with which the different regions recovered from the early
1980s downturn.

In the most recent cycle, country- or region-
specific shocks have been more significant than global
ones. Differences in the timing of national business
cycles have reflected the differences in the timing of
these shocks and of the policy responses to them. In the
United States, firms and financial institutions experienced
deteriorating balance sheet positions following rapid
expansion in the early and mid-1980s, while reductions
in defence spending contributed to the decline in domes-
tic demand. In Japan, rapid asset price inflation contrib-
uted to strong domestic demand at the end of the decade,
but the subsequent collapse in land and stock market
prices generated a severe local shock. Countries in the
European exchange-rate mechanism were affected first
by the fiscal impulse associated with German unification,
which occurred at a time when economies were already
showing signs of overheating. and then by the subsequent
tightening of monetary policy which was required to con-
tain the inflationary consequences.

Table 21.
Surplus (+) or deficit (-) as a percentage of trend GDP

General government structural balances

1981 1983 1986
United States -0.9 -2.6 -3.6
Japan 4.3 -3.1 -0.2
OECD Europe” -5.2 4.3 -3.7

a) OECD Secretariat estimates of the structural component of general
government financial balances.
b) Excluding Iceland, Luxembourg, Switzerland, Turkey:.

Third, the shift to an exchange rate regime in
which the major currencies float against each other has
been an important facilitator of desynchronisation. Fixed
exchange-rate regimes constrain the use of monetary pol-
icy and hence entail a common monetary stance across
countries, tending to promote the synchronisation of busi-
ness cycles, while floating exchange rates allow greater
scope for independent monetary policies. Increasingly
during the 1960s, the requirement to maintain exchange-
rate parities under the Bretton Woods system made it
difficult for individual countries to avoid aligning their
monetary policies with those of the United States. The
excessively easy monetary conditions there during the
early 1970s and the inflationary pressures they created
contributed to the collapse of the system, but not before
generating a high degree of business cycle synchronisa-
tion in the OECD area. While the regime of floating
exchange rates which evolved subsequently has not
directly acted to desynchronise business cycles, it has
allowed greater divergence of monetary conditions across
countries.

The cyclical divergence of the United Kingdom
from the rest of Europe may also have been made possi-
ble by the floating exchange rate which has existed in that
country for most of the period since 1972. Elsewhere in
Europe, stability of exchange rates within the region has
consistently been accorded a high priority and the
exchange-rate mechanism created in 1979 continues to
evolve from a system of fixed-but-adjustable parities
towards a monetary union. This has contributed to an
increasing convergence in monetary stance across partic-
ipating countries, promoting synchronisation of their bus-
iness cycles. While German reunification induced a tem-
porary divergence of cyclical conditions in continental
Europe, the maintenance of a common monetary stance
in ERM participants has led to renewed convergence
within the region.

Implications for the current recovery

In previous cycles, concurrent recessions across
OECD economies have meant that external and domestic
demand weakened together. In contrast, in the current
cycle, external demand has often been counter-cyclical.
Hence, in the United States, where activity slowed ahead
of Europe and Japan, exports held up well during the
early stages of the downturn while imports were slug-
gish, so that net exports moderated the recession during
1990-91 (Figure 10). However, as the economy has
recovered, the opposite pattern has been apparent. The
strength of domestic demand in the United States has
been providing support for activity in weaker economies,



Figure 10. Contributions to changes in real GDP growth!, 1989-95
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EUROPEAN TRADE IN 1993

In 1993. official statistics show that Europe’s trade and current account balances improved by some $70 billion
(nearly I per cent of Europe’s GDP), with virtually all of the improvement being located within the EC. But a major
change to the system by which data on intra-EC trade (which accounts for over half of the foreign trade of European
countries) are collected throws some doubt on the extent to which this good trade performance was genuine. especially as
the new system encountered major teething problems when it was first introduced.

The official statistics indicate that: i) intra-EC trade plunged early in 1993 and recovered only gradually; ii) European
import volumes fell sharply, those of exports less so; #ii) recorded exports to non-European countries also rose sharply in
value terms; and iv) there were marked differences between European countries in their trade performances.

Consideration of the economic forces at work and these statistics indicates that much — though probably not all - of
the recorded improvement was genuine:

— the plunge into recession (real domestic demand in Europe shrank by 1.2 per cent in 1993) would normally result
in a fall in total import volumes relative to those of exports. Recorded import volumes of goods and services
(national accounts basis) fell by 2.7 per cent, and of goods alone by 3.3 per cent. These figures are in line with
historical experience: the average elasticity of import volumes of goods and services with respect to domestic
demand over the last ten years is about 2.5, and of goods alone is also 2.5. Thus, the recorded fall in imports of
goods was about what would have been expected on the basis of historical experience;

— the abolition of customs formalities in the EC should have stimulated intra-EC trade, so the fall in import volumes
should have been less than historical experience would suggest - but perhaps not much Jess. at least inijtially;

— on the export side, conflicting forces were at work. Recession in Europe would have entailed depressed exports to
other European countries (the main export markets). but markets in North America, Latin America and particularly
Asia, were buoyant. Furthermore. exchange-rate changes both within Europe and as between the ecu, the yen and
the dollar resulted in improved competitiveness for most European countries. Hence Europe’s overall export
performance should have been betler than usual - which was the case, as Europe as a whole made modest market-
share gains, in contrast to previous experience of continued erosion of market shares.

Data for EC trade with non-EC countries. and between non-EC European countries and the rest of the world are
available only in value terms, but they have the advantage of being comparable with those of previous years. They show

that:
— Nordic countries” exports to the EC rose substantially. despite the recession in the EC. presumably reflecting
improved competitiveness;
— Nordic countries’ exports to non-European countries. and especially to Asia. rose even more strongly:
— EC countries” exports 1o Asia (especially) and the United States also rose strongly. especially the exports of
countries whose currencies had depreciated or devalued against the ecu.

(continued on next page)
and since 1992, negative net export contributions to In Europe, where domestic demand has been very
growth have moderated the pressures on United States’ weak and is only projected to pick up slowly, support
resources. from net exports cushioned the recession duting

A similar pattern was evident during the early 1993 and is contributing importantly to recovery. A
stages of the downturn in Japan, where rising exports and major change in the way intra-EC trade data is collected

falling imports provided considerable support for activity makes it difficult to interpret the information for individ-
when domestic demand slowed sharply during 1991 and ual EC countries that is available for 1993, especially
1992. The strong appreciation of the yen since 1992, given the size of shifts in trade flows which the data
however, has offset the counter-cyclical support which suggest have been occurring. However, both anecdotal
net exports had been providing. The gross export contri- evidence and examination of the data against the back-

bution to growth has weakened despite the recovery in ground of the divergence of business conditions in the
North America and the strength of activity in much of world economy suggest that much of the recorded
Asia, while import growth has revived despite the weak- improvement for Europe as a whole 1s genuine (see Box

ness of domestic demand. on “‘European Trade in 1993°").
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(continued)

These data are thus consistent with the view that Europe’s competitive position improved on average, mainly because
of the effective appreciation of the yen. This seems to have allowed European producers to regain markets at home and
abroad. Japan’s exports to the rest of Asia increased only modestly, and its exports to Europe and the United States both
fell. Within the overall European picture, the strongly varying trade performance of individual countries can plausibly be
ascribed to differences in competitive position arising from exchange-rate changes within Europe.

The table below shows how disparate was the trade performance of European countries. The possibly flawed data for
the EC indicate market share changes (total goods), ranging from a 15 per cent gain (Spain) to a 10 per cent loss
(Germany). These are much wider differences than normal, but the exchange-rate changes within the EC have also been
very large in the past two years, and the pattern of market share gains and losses reflects these changes, at least
qualitatively.

One puzzle remains. Between 1992 and 1993, the estimated world trade surplus rose by $25 billion. Although small
relative to global gross trade flows, this is a larger amount than could be expected in a year in which there were no major
changes in oil prices, and when the yen appreciated. It may be that EC merchandise imports were indeed understated
relative to merchandise exports by an amount equivalent to about a third of a percentage point of Europe’s GDP. It is also
possible (and this will be clearer as revised data become available) that imports by non-OECD countries in 1993 rose more

strongly than current estimates suggest.

European trade in 1993

Percentage changes from 1992

Europe total

EC *‘Depreciating

**Appreciating™

countries countries?
Imports of goods and services, volume -2.7 —4.3 2.1 -5.9
Imports of goods, volume -3.3 —4.3 -2.6 5.2
Domestic demand growth -1.2 -1.7 -2.3 -1.4
Exports of goods and services, volume 1.3 0.7 7.2 —43
Exports of goods, volume 1.0 0.4 8.6 -3.0
Market growth, total goods -0.5 0.5 0.0 -0.6
Market performance, total goods 14 0.6 8.6 2.4
Exports to DAEs¢, plus China (ecu values) 313 - 36.3 28.8¢
Exports to OECD countries outside Europe (ecu values) 11.1 - 14.3 8.74

a) United Kingdom, laly, Spain, Sweden, Finland.
b) Germany, France, Netherlands. Austria. Denmark. Switzerland.

d) Excluding Denmark.

¢) DAEs are the “*Dynamic Asian Economies™ (Hong Kong, Singapore. Korea.

Taiwan. Thailand and Malaysia).

The pattern of negative net export contributions to
growth in the United States and Japan and positive con-
tributions in Europe has affected the evolution of external
balances in the major regions (Table 22). The coinci-

Table 22. The recent evolution of external balances

in major regions
Per cent of GDP

1989 1990 1991 1992 1993 1994 1995
dence of recession in the United States during 1990-91
. . . Current account balances

with strong growth elsewhere contributed to the improve- .

: . . United States -19 -1.7 -0.1 -1.1 -17 21 =21
ment in the current account in the United States and to Japan 2.0 1.2 22 3.2 3.1 28 25
the deterioration elsewhere, especially in Europe.” How- Europe -1 -04 -08 -07 03 07 L0
ever, after 1992, this movement reversed as the United External adjustment since 1985 in real terms¢
States economy recovered, while Japan and Europe United States 1.5 1.9 26 23 14 08 07
ntered T ion. In th : 1 oativ Japan -39 40 -25 -16 -18 =26 33
entered recessio the United States. the negative net Einsps 30 28 24 21 -06 04 oo

export contributions to growth have been reflected in a
steadily increasing current account deficit which is pro-
jected to rise to more than 2 per cent of GDP during

a} Changes in real net exports of goods and services (national accounts basis)
expressed as percentage of real GDP in the preceding year, cumulaied

from 1985.




1994 and 1995. In Japan, positive net export contribu-
tions during 1991-92 were reinforced by favourable
terms-of-trade movements as the yen strengthened,
resulting in a sharp increase in the external surplus to
more than 3 per cent of GDP. The further appreciation of
the yen since 1992, if sustained, can be expected to lead
to a reduction in the Japanese current account balance in
the medium term and, indeed, a modest decline to around
2'/2 per cent of GDP is projected for 1995. However, in
the short term the weakness of domestic demand is limit-
ing the speed with which this occurs. In Europe, the
positive contributions that net exports are making to
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growth are projected to result in a marked shift in the
region’s external balance, amounting to around 1% per
cent of GDP between 1992 and 1995, roughly providing
the counterpart to the changes projected for the United
States and Japan during that period.

NOTES

1. The dating of peaks and troughs has been based on the size
of deviations of actual GDP from its long-term trend.

S

This tendency was compounded by payments in relation to
the Gulf War.






DEVELOPMENTS IN INDIVIDUAL OECD COUNTRIES

UNITED STATES

Led by the interest-sensitive components of demand,
the economy finished 1993 on a strong note, with real
GDP expanding at a 7 per cent pace, the fastest since
1984. While activity in the early months of 1994 was
restricted by cold weather and the California earth-
quake, it has showed signs of a rebound with the
coming of spring, and capacity utilisation is close to
its previous peak. Inflation has nevertheless remained
on a gentle downward track. With stocks of housing
and other household durables approaching desired
levels and higher interest rates beginning to bite later
in the year, growth should slow over the projection
horizon. But it is likely to remain above its potential
rate, reducing the unemployment rate below levels
consistent with stable inflation and generating a mod-
est acceleration in wages and prices.

Recent developments
GDP surged 7 per cent' in the fourth quarter of

1993, the strongest performance in a decade. Falling
prices again boosted computer investment sharply — but

low interest rates also contributed to extraordinary
increases in all categories of fixed investment. Investment
in non-computer equipment was the strongest since 1983,
and even investment in non-residential structures picked
up faster than any time since the construction boom of
the mid-1980s. Personal income grew rapidly, fuelling
15 per cent growth in durables consumption. A transitory
surge in aircraft exports and grain shipments that had
been delayed by the summer floods helped merchandise
exports jump 29 per cent. However, services exports
again declined slightly, and the boom in investment and
durables consumption pushed imports up almost as rap-
idly. The improvement in the overall goods and services
balance was more than offset by a cyclical increase in net
factor income payments to foreigners and a significant
rise in official transfers, and the current account therefore
deteriorated. For 1993 as a whole, the external deficit
rose to 1.7 per cent of GDP, up from 1.1 per cent in
1992.

With all the national accounts data now available
for 1993, several features stand out. First, US manufac-
turers gained export market share for the first time since
1990. Second, federal budget cuts led to the biggest

UNITED STATES
Demand and output
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1987 prices)

1991
! 1993 1994 1995
current prices | 1991 1992 1993 1994 1995
billion $ 1 I I 11 1 11
Private consumption 3906.3 0.4 2.6 33 3.8 28 2.6 4.1 4.0 3.1 24 2.6
Government consumption 1099.3 1.5 01 =07 -02 1.0 | 2.6 12 -1.8 1.8 0.9 0.6
Private fixed investment 745.5 -1.7 62 110 113 631 [RL1A 126 118 O 519 4.3
Residential 189.6 [-12.8 163 8.7 10.1 1.4 54 107 135 33 1.5 05
Non-residential 555.9 -5.9 29 11.8 118 81 | 132 133 112 114 75 6.0
Final domestic demand 5751.1 -1.2 2.5 3.7 4.2 3.0 2:9 49 4.1 38 2.9 2.5
* change in stockbuilding -8.6¢ | -0.3 0.3 0.2 0.2 0 05 05 0.5 02 -01 -01
Total domestic demand 5742.6 -1.4 249 3.8 4.4 3.0 313 43 4.7 4.1 2.8 24
Exports of goods and services 601.5 6.4 6.4 3K5 T2 7.6 1.8 543 7.5 8.5 74 7.0
Imports of goods and services 621.1 0.5 87 103 105 73 | 105 103 111 O85! 6.8 6.2
* change in foreign balance -19.6¢ 07 03 09 05 -01|-11 -07 06 -03 0.1 0
GDP at market prices 57229 -0.7 2.6 3.0 4.0 3.0 2.3 37 42 3.8 2.8 2.4
Industrial production -19 24 4.1 54 34 4.8 %) 6.9 4.2 3.2 29

* As a percentage of GDP in the previous period.
a) Aciual amount.



UNITED STATES
Employment, income and inflation

Percentage changes from previous period, seasonally adjusted at annual rates

1993 1994 1995
1991 1992 1993 1994 1995 I il I i 1
Employment<” 0.9 0.6 155 32 1.8 14 24| 4.1 24 1.7 JES
Unemployment rate” 6.7 74 6.8 6.3 5.8 7.0 6.6 6.5 6.2 59 S
Compensation of employees 32 543 j) 6.2 5.9 54 4.8 6.8 6.5 5.8 Si
Unit labour cost 39 2.6 22 27 2.9 3.1 1.1 25 2.6 29 32
Household disposable income 4.5 6.1 5.6 5.6 6.1 6.7 3.6 6.1 6.8 6.0 5.8
GDP deflator 3.9 29 2.5 2.1 2.8 3:2 1.7 2.1 23 29 3.1
Private consumption deflator 4.3 3:3 2.7 241 3.1 3] 1.8 1.9 2.8 3.2 3.5

a) Household basis.
b) Break in series as of January 1994.

annual drop in real government purchases since the
defence cut-backs after the Vietnam War, 20 years ago.
Third, inventory accumulation has been strikingly weak
in the current recovery, compared with the typical expan-
sion: the inventory-sales ratio moved down 1.6 percent-
age points during 1993. Fourth, the personal saving rate
has remained relatively low — about 4 per cent since last
summer, even in the fourth quarter when income growth
was particularly rapid. A rise in social insurance contri-
bution rates and increased taxation of high-income
households were key factors in holding down saving.
Finally, although the unemployment rate moved down
nearly a full percentage point during 1993, employment
did not grow particularly rapidly relative to past expan-
sions. Rather, labour force growth was surprisingly weak
for an economic recovery; output increases for the year
as a whole were not exceptional, and productivity gains
were faster than might have been expected.

Despite continued strong underlying momentum, a
variety of factors held real GDP growth to about 3 per
cent in the first quarter of 1994. Most importantly,
record-breaking cold weather held down activity in a
variety of sectors, while the January earthquake in Cali-
fornia did an estimated $30 billion in damage and consid-
erably disrupted production. Significant weather-related
declines occurred in both public and private construction.
Defence cutbacks also led to an unusually steep decline
in public consumption. Finally, bad weather also proba-
bly contributed to a substantial decline in merchandise
exports in January. But by March, both exports and
imports had recovered sharply. Manufacturing hourly
productivity continued to boom in the first quarter, and
the workweek remained exceptionally long. However, a
sharp slowdown in productivity growth was noted in
other sectors. Employment increased moderately in the
first quarter before picking up steam in the spring,” while
labour-force growth has remained sluggish. Even with
the slowdown in GDP growth, capacity utilisation rose to
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83.6 per cent by the end of the quarter — close to the
previous cyclical peak of 84.8 per cent.

Wage pressures remained moderate during the first
quarter, with growth in compensation per hour edging
downward to 34 per cent from last year’s 3'/> per cent
rate. Given the strong growth in productivity over the
second half of last year, increases in unit labour costs
have as yet shown no sign of creating any inflationary
pressures. Boosted slightly by temporary factors, the
GDP deflator rose at a 2.5 per cent rate in the first
quarter, the same as in 1993 as a whole (which was the
smallest annual increase in nearly 30 years). The increase
in core consumer prices (excluding food and energy)
slowed to a 2.9 per cent annual rate in the fourth quarter
and 2.7 per cent in the first four months of this year,
down from an average of 3.3 per cent in 1993.

Policies and other forces acting

The economy has clearly benefited from the envi-
ronment of low interest rates. Favourable financial condi-
tions have facilitated needed balance-sheet restructuring:
businesses have cut the ratio of their overall liabilities
relative to value added to the lowest level since 1983;
households, having stabilised their net worth in relation
to disposable income, have plainly been comfortable with
the sustainability of their indebtedness ever since it
reached a trough in late 1992; and banks have restored
their profitability and capital.® Thus, bank lending terms
and conditions have been steadily relaxed over the past
year or so. and credit supply has strengthened. In addi-
tion, debt-service charges have been slashed, as old debt
continues to be rolled over and mortgages refinanced at
new lower rates. Also, base money growth has averaged
about 10 per cent per annum for well over two years.
Interest-sensitive components of domestic demand have
thus boomed, with private fixed investment and con-
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UNITED STATES
Financial indicators

1991 1992 1995 1994 1995 L o 15 ;
Household saving ratio® 49 5.0 4.6 43 4.4 54l 4.0 4.1 4.5 4.5 43
General government financial balance” 34 —4.5 -35 -2.6 2.1 -3.8 -3.2 2.7 24 22 -1.9
Current balance?® -0.1 -1.1 -1.7 -2.1 2.1 -1.6 -1.8 20 22 22 2.1
Short-term interest rate® 54 34 3.0 42 545] 3.0 3.0 3.7 47 54 5.6
Long-term interest rate* 7.9 7.0 59 6.8 7.0 6.1 5.6 6.6 7.1 i3] 6.9

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

¢) 3-month Treasury bills.

d) 10-year government notes.

sumption of durables reaching their highest share of real
GDP in history in the fourth quarter. These components,
which comprise about one-quarter of GDP, represented
nearly 87 per cent of all real expenditure growth during
1993, versus an average of 41 per cent in previous recov-
eries since 1961.

It was in this context that, despite continuing mod-
est levels of underlying inflation, the Federal Reserve
Board decided to rein in the stimulus provided by low
interest rates in order to forestall a future destabilising
build-up of inflation pressures and curb speculative beha-
viour. For the first time in five years, reserve conditions
were tightened in February, and the federal funds rate
was raised by a cumulated 1'/: percentage points. Long-
term interest rates, which had already drifted up by about
I/ percentage point in the autumn, shot up by another
1'/: percentage points by early May (also boosted by the
strength of incoming data on employment and activity
and stop-loss selling by a number of Jarge investors). The
rise in bond yields was somewhat reversed on the heels
of the latest rate rise, which included a /> percentage
point increase in the discount rate.

While the Federal Reserve’s ultimate goal is to
achieve price stability, its shorter-term objective has been
to move toward policy neutrality, leaving short-term rates
clearly above zero in real terms (historical averages are
close to 1'> per cent). Full employment appears likely to
be reached sometime during 1994, and rates will proba-
bly have to rise further if economic growth is to be
brought down to a sustainable pace. It appears that finan-
cial markets have likewise factored in significant addi-
tional rate increases both this year and next. Accordingly,
the projections assume that short-term rates will reach the
5'/> per cent range (more than 2. percentage points
above the recent trough?®) by the end of 1995, with most
of the increase occurring relatively early, given the sub-
stantial lag between policy adjustment and its impact on
the real economy and inflation. Long-term rates are likely
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to rise much less, since most of the projected tightening
has already been discounted, and they could even drift
downward once activity begins to slacken in 1995.

For its part, federal fiscal policy has been governed
by the Omnibus Budget Reconciliation Act of 1993
(OBRA93). Signed in August, this legislation was
designed to cut a cumulated $500 billion from the federal
budget deficit over the period to 1998, with approxi-
mately equal contributions from increased taxation and
reduced spending. The overall rate of federal expenditure
growth fell to 2/ per cent in 1993, the lowest rate since
1960, and, with revenues rising by more than 8 per cent,
the deficit in FY 1993, at $255 billion, was about $30 bil-
lion below last summer’s Administration estimates. Fur-
thermore, despite a resumption in deposit insurance out-
lays, the decline in the deficit already in the first seven
months of FY 1994 has been nearly double the full-year
decline predicted by the Administration (see Table:
Recent projections for the federal budget deficit),
because of the unforeseen degree of strength of the econ-
omy. However, the state and local surplus (including
social insurance funds which show a surplus of nearly
$60 billion per year) continued to decline for most of last
year, to below $2 billion (compared to a peak of $56 bil-
lion in 1985), owing in large part to a lack of spending
discipline. With growing financial pressures and a cycli-
cal improvement in revenues, some turnaround in state
and local finances is projected to get under way this year
but will be limited by steadily increasing demands on
TesOurces.

In February 1994 Congress approved an $11 bil-
lion supplementary spending bill (partly offset by
$3.3 billion in cancelled budget authority), most of which
was devoted to disaster relief for the California earth-
quake and therefore not subject to the pay-as-you-go
rules of the 1990 Budget Enforcement Act. In March
both houses narrowly defeated the latest attempt to revise
the Constitution to require a balanced budget. But the



UNITED STATES
Recent projections for the federal budget deficit

$ billion, fiscal years except as noted

1993 1994 1995 1996 1997 1998 1999
Office of Management and Budget« * 255 235 176 173 181 187 201
Congressional Budget Office 255 223 171 166 182 180 204
Congressional Budget Office 241 203 167 170 176 173 196
Department of Commerce* 235 188 146 n.a. n.a. n.a. n.a.
Department of Commerce (calendar year)¢ 229 180 n.a. n.a. n.a. n.a. n.a.
OECD Secretariat (calendar year)© 2274 182 166 n.a. n.a. n.a. n.a.
Blue Chip Economic Indicators¢ (calendar year) 227 163 147 n.a. n.a. n.a. n.a.

Without health reform.

Budget basis.

National accounts basis.

Actual estimate as of 31 March.

aj
b}
c)
d)

most important fiscal legislation working its way through
Congress concerns the FY 1995 budget. The
Administration’s proposals specified the details of about
$25 billion in one-year gross expenditure cuts needed to
meet the OBRA93 requirements and allow for new
spending initiatives.’ 115 programmes would be termi-
nated and over 200 others (including public housing,
mass transit subsidies and home heating subsidies for the
poor) would be cut back. With outlays projected to con-
tinue to fall in real terms, the deficit would reach 2'- per
cent of GDP, the lowest since 1989. Were the President’s
health reform to be passed. the 1995 deficit would be
$11 billion lower still, owing to the early introduction of
the proposed additional excise tax on tobacco. In May
the Congress reached a budget deal which calls for a
further $13 billion in unspecified spending cuts over five
years, but less than $1 billion of that pertains to FY 1995.

The Administration maintains that its health
reform would save $59 billion over its first five years, but
analysis by the Congressional Budget Office resulted in a
projected rise in the deficit of $74 billion due to 15 per
cent higher costs for insurance and, therefore, higher
subsidies for the poor and small business.® The issue has
made little progress in the Congress thus far, with few
important votes having been taken at the committee level.
However, all relevant committees are now hard at work
attempting to draft the relevant legislation. The main
thrust of Congressional efforts would appear to be to pare
back the President’s plan in order to reduce costs.

Prospects
The current strength of underlying income and out-

put growth owes much to low interest rates which have
improved business and household finances, thereby pro-
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viding the preconditions for the surge in spending. The
investment-led boom is now generating employment and
income sufficient to boost private demand in the first half
of the year. However, several forces will slow growth
beginning in the second half of 1994. Stocks of housing
and autos have increased rapidly in recent quarters, and
by the third quarter of this year they may have
approached desired levels. Also, recent increases in inter-
est rates will erode some of the business and household
income gains. Nevertheless, real GDP is projected to
grow by 4 per cent this year and 3 per cent in 1995, both
well above potential rates.

The year-end surge in activity left the level of GDP
very high at the start of 1994, relative to the second half
of 1993. Recent indicators point to strong second-quarter
economic activity following the first-quarter slowdown in
growth resulting from bad weather and the earthquake in
California. Most of the projected strength reflects the
ongoing boom in fixed investment. However, equipment
investment growth typically begins to slacken at about
this point in the cycle; even with current capacity pres-
sures and falling relative prices of equipment, by
1995 the expected pick-up in costs and deceleration in
profits should reduce its growth from current double-digit
rates. Spending on structures looks set to increase sharply
over the rest of this year, after being held down by bad
weather last winter, and several factors suggest continu-
ing strength through early 1995. There is room for catch-
up in the stock of stores and factories; as the excess
supply of commercial offices dwindles, presently weak
construction in this sector will no longer be a drag on
growth; and major alterations in coal-fired power plants
will soon be necessary to meet pollution control regula-
tions. Housing construction is also growing robustly,
despite the weather-related pause in starts earlier this
year. New-home sales typically strengthen briefly when



UNITED STATES
External indicators®
Seasonally adjusted at annual rates

1993 1994 1995
1992 1993 1994 1995 1 n I I 1 i
$ billion
Merchandise exports 440.1 456.8 493 535 4491 40644 482 504 524 545
Merchandise imports 536.3 5892 646 698 576.5 6019 630 662 686 709
Trade balance -96.1 —-1325 —154 -163 -1274 -1375 -148 ~159 -162 -164
Invisibles, net 29.7 23.2 13 9 282 18.2 16 10 9 9
Current balance —66.4 -109.2 -141 -154 -99.2 -1193 -132 —-149 -153 -155
Percentage change
Merchandise export volumes® 6.6 4.2 7.8 e 1.0 7.6 75 8.4 7.4 7.3
Merchandise import volumes® 10.4 11.6 11.0 U3 11.7 11.5 11.5 9.6 6.8 6.2
Export performance* -0.2 0.6 03 0.1 -3.1 0.4 0.1 0.6 0.0 0.1
Terms of trade 0.3 13 1.1 0.2 3.6 0.9 1.9 —0.1 0.3 04

a) For further detail. see tables in the External Trade and Paymenis section of the Annex.
b) Derived from values and unit values on a national accounts basis. Certain adjustments 1o the balance of payments basis are therelore excluded, the most important

being the omission of foreign trade of the Virgin Islands.

¢) Ratio between the total of export volumes and export market of total goods.

buyers fear imminent increases in mortgage rates; ulti-
mately, however, higher mortgage rates and a level of the
housing stock closer to desired levels will herald the end
of the residential investment boom, probably around mid-
year.

Spending on consumer durables is being buoyed in
the first semester by strong income growth and falling
unemployment. Eventually, though, rising interest rates
will erode cash flow and slow the pace of consumer
borrowing: consumption growth will ease, and the saving
rate is expected to recover over the period to end-1995.7
State and local purchases are likely to be strong, as the
California government spends on rebuilding from the
earthquake, new prisons are built and environmental
improvements are made. But federal purchases should
continue to decline in the second half of the year, though
by year end the defence-downsizing process should begin
to slow. Export growth in the first semester seems likely
to moderate following the fourth-quarter boom, while
imports may rise sharply with the expansion in domestic
demand. However, with recovery abroad and a slowdown
in domestic demand growth, net exports should be less of
a negative influence on output this year and especially in
1995. Nonetheless. with a worsening investment-income
balance, the current-account deficit is expected to
increase from 1.7 per cent of GDP last year to 2.1 per
cent in 1995.

Productivity growth is projected to remain some-
what faster than trend in 1994; even so, the projected
strength of activity will probably allow moderate
employment growth and over a half percentage-point
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decline in the unemployment rate over the course of the
year. Despite a steady deceleration in projected output
growth to about 2> per cent during the second half of
1995, the unemployment rate may continue to fall to
around 5%: per cent by end-1995, about /- percentage
point below the rate the OECD Secretariat considers to
be consistent with stable inflation. Similarly, excess
capacity in product markets may disappear this year.
Thus, both wage and price inflation are likely to pick up.
By late-1995 consumer price inflation is projected to be
around 3'> per cent, a percentage point faster than
early-1994 rates.

The principal risks associated with these projec-
tions result from the uncertainty surrounding the amount
of excess capacity, if any, remaining in product and
labour markets. Most observers are agreed that output
growth will continue to exceed sustainable rates for the
next few quarters at least, but there is no consensus
whether or not this will lead to any overheating, {ew
signs of which are as yet apparent. If the amount of slack
is in fact greater than assumed here, there may be less
need to raise short-term interest rates as much as pro-
jected by the OECD Secretariat. Then long-term interest
rates may also be somewhat lower, and the slowdown in
output growth and acceleration in inflation later this year
and in 1995 may be less marked. On the other hand, if
capacity is even more fully used or the underlying
strength of activity is even more robust, the pick-up in
inflation would tend to be even more pronounced, bring-
ing about even greater increases in interest rates over the
course of 1995.



NEW LABOUR MARKET DATA IN 1994

In January 1994 the US Bureau of Labor Statistics (BLS) made a comprehensive set of improvements to its Current
Population Survey, also known as the household survey, from which the data on the labour force and unemployment are
derived. The changes comprised a revision to the survey questionnaire as well as a switch to *‘live’” data collection (direct
compuier input during the interview designed to reduce errors). In addition, new population benchmarks based on the
1990 Census results were introduced, raising the measured unemployment rate by 0.1 percentage point. The BLS estimates
that, had the redesigned survey been in place, the unemployment rate would have been an average of over /> percentage
point higher than the official rate in the period September 1992 to December 1993. Overall, the January level of
employment under the new survey was about 1.3 million (1.1 per cent) higher than it had been in December under the old
one, while the upward shift in the labour force was about 1.8 million (1.4 per cent). The number of jobless was therefore
nearly '/> million above December levels and the unemployment rate 0.3 percentage point higher, even though the “‘true’
rate is believed to have declined by 0.1 to 0.3 percentage points in the month, depending on the series used. Finally, a
further modification has been made to the definitions of discouraged workers and those working part-time for economic
reasons: the former must have looked for work during the prior year and the latter must both want and be available to take
a full-time job. On the new basis, the NAIRU (the unemployment rate consistent with stable inflation) is judged by the
OECD Secretariat to be in the range of 6/ to 6 per cent.

NOTES

. All growth rates are seasonally adjusted annual rates unless
otherwise stated.

. The text focuses mainly on the establishment employment
data, since the household data were redefined in January
(see Box). At 6.0 per cent, the latest (May) unemployment
rate was below the OECD Secretarial’s estimate of the rate
consistent with stable inflation.

. Indeed, by September 1993 fully 73.3 per cent of all domes-
tic bank assets were in ‘‘well-capitalised”’ institutions and
only 8.9 per cent in ‘‘under-capitalised’’ institutions, com-
pared with 30.4 and 31.1 per cent, respectively, at the end of
1990.

. Indeed, the mean increase in short rates in all eight cycles
since 1955 has been 4.6 percentage points, with the median
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at 4.0 percentage points. Even excluding the three cycles
during the inflationary period from 1970 to 1980, the mean
rise was 3.1 percentage points.

. Important new initiatives include education reforms and

standards, a school-to-work transition programme, one-stop
career shopping centres, expanded worker training, support
for the information superhighway, community policing and
funding for climate change and environmental programmes
under the North American Free Trade Agreement.

. However, national savings would begin in 1999 and reach

7 per cent of baseline spending or $150 billion per year by
2004.

. Those facing higher federal tax rates resulting from last

year’s increase were allowed three years to pay the
1993 increase. Much of the consumption adjustment to the
tax increase has probably occurred already, but some further
drag on consumption growth may still be in the works.




JAPAN

Although the economy remains very weak, there are
signs that activity is bottoming out. Industrial pro-
duction and retail sales rose in the first months of the
year, while the well established upswing in housing
starts continued. Growth prospects appear better for
the second half of the year, in line with increasing
private consumption and further growth in housing
investment. With income tax cuts assumed to be
extended beyond the current fiscal year, output
growth should accelerate to around 2% per cent next
year. It will, however, remain slower than the pick-up
of domestic demand, against the background of a con-
tinued decline in net export volumes associated with
the appreciation of the yen. Further progress in
banks’ balance sheet adjustment, supported by con-
tinued easy money market conditions, would contrib-
ute to generating the faster growth of money and
credit needed for a long-lasting economic recovery.

Recent developments

In the second half of 1993, GDP fell by 0.5 per
cent at a seasonally adjusted annual rate, only the second
half-yearly fall in output in the past twenty years. The
adjustment of the business sector to the over-investment

of the bubble economy period continued, with a further
decline in private non-residential investment, which is
now 15 per cent below its peak level in 1991. Residential
investment, on the other hand, was relatively buoyant,
reflecting reduced house prices and increased availability
of finance. Consumption also showed some signs of
improvement in the fourth quarter of the year, especially
among non-salaried households, while the strength of the
housing market now appears to be resulting in increased
purchases of certain durable goods. Export growth fell
significantly. reflecting a substantial loss in international
competitiveness due to the appreciation of the yen, while
imports expanded rapidly despite the stagnation of
domestic demand. Abstracting from the recent erratic
movements in quarterly GDP. which increased in the
third quarter only to fall back again in the fourth quarter,
output was essentially stable, at its 1992 level, for the
whole of 1993.

Labour market conditions weakened further in the
second half of 1993. The unemployment rate rose to
2.9 per cent by December — up from 2.5 per cent in June.
Employment has been broadly stable, with reductions in
manufacturing being offset by increases in the non-trad-
able sectors. Labour costs have been contained by reduc-
ing overtime, bonuses and recruiting. Despite these
developments, business profitability continued to deterio-

JAPAN
Demand and output

Percentage changes from previous period. seasonally adjusted at annual rates, volume (1985 prices)

1991
current prices| 1991 1992 1993 1994 1995 [ !9 99 S
trillion Y
Private consumption 2551 22 1.7 Il 23| 3.6 1.6 1.0 2.3 2.7 3.8 39
Government consumption 41.2 1.6 22 352 2.6 2:2 3.6 34 25 22 2.2 22
Gross fixed investment 143.4 37 08 -13 0.6 30 (| 04 -1 07 47 2.8 1.8
Public* 30.3 4.7 14.6 15.9 9.5 0.8 23.0 7.6 9.0 125 -12 -5.7
Private residential 238 -8.2 6.7 3.7 108 64 | 3.8 242 7.0 6.5 6.5 6.0
Private non-residential 89.3 66 40 -84 60 3.1 7.6 -10.0 -7.0 0.3 39 4.5
Final domestic demand 439.7 2.6 0.9 0.5 1.6 33 1.1 0.5 1.3 33 34 3.1
# change in stockbuilding 33" 03 -05 0.1 0.1 0.1 03 02 01 0 0.1 0.2
Total domestic demand 443.0 29 04 04 15 3.4 14 0.4 1.3 33 35 33
Exports of goods and services 46.8 52 5.2 1.0 1.1 2.7 12 =26 2.7 1.8 24 37
Imports of goods and services 38.5 41 -04 32 6.6 75 4.5 3.8 6.2 100 7.0 6.0
* change in foreign balance 834 1.3 08 -03 07 07|04 09 05 -11 -06 -04
GDP at market prices 451.3 4.3 1.1 0.1 0.8 25/ 09 05 0.8 2.1 29 29
Industrial production® - 1.8 6.1 46 0.2 8l 3.5 52 -05 S 3.0 1.0

* As a percentage of GDP in the previous period.
a) Including public corporations.

b)  Actual amount.

¢) Mining and manufacturing.



JAPAN
Employment, income and inflation

Percentage changes from previous period, seasonally adjusted at annual rates

1993 1994 1995
1991 1992 1993 1994 1995 1 I I I 1 I
Employment 1.9 1.1 0.2 03 0.9 0 0.5 0.1 0.6 1.0 1.0
Unemployment rate 2. 227] 2.5 2.9 2.8 2.4 2.6 29 29 2.8 2.8
Compensation of employees 7.8 4.1 2.3 1.4 33 2.1 14 1.0 22 3.6 4.0
Unit labour cost 34 29 2.2 0.6 0.6 1] 20 0.2 0 0.7 1.0
Household disposable income 5.8 29 2.5 26 3.1 3.1 2.5 2.6 219 3.2 312
GDP deflator 2.0 1.6 1.0 0.8 0.8 0.6 1.3 04 1.0 0.8 0.8
Private consumption deflator 2.5 2.1 1.0 0.3 0.3 0.9 0.9 0 0.2 0.3 0.4

rate, though at a slower pace by the end of 1993. The rate
of inflation, measured by the one year rise in the con-
sumer price index (CPI), excluding perishable goods, fell
to 0.9 per cent by the end of 1993, compared with 2.1 per
cent a year earlier. At the same time, the prices of domes-
tically manufactured goods continued to fall.

The government has had some success in offsetting
the demand effects of the falls in private investment and
exports that occurred during 1993. Public investment
rose by 16 per cent in real terms and government con-
sumption grew by 3 per cent, reflecting increased
employment in public services. Following significant
allocations of new funds to the government-owned
Housing Loan Corporation, housing investment picked
up by almost 4 per cent. In total, these three elements
grew nearly 8 per cent in 1993. The increase in private
consumption was only moderate as the growth of earn-
ings slowed to less than 1 per cent, due to falls in
bonuses — which account for almost one-third of pay
— and hours worked. The buoyancy of policy-influenced
demand components, together with some pick-up in con-
sumption in the final quarter of the year, has ensured a
progressive recovery of final domestic demand, which
now appears to have bottomed-out at the end of 1992 or
the beginning of 1993. However, as foreign producers
were able to raise their penetration of Japanese markets,
absorbing nearly all of the increase in demand in 1993,
output did not increase. The current account surplus
stabilised in yen terms and, at 3.1 per cent, fell slightly in
relation to GDP for the first time since 1990, although
with the appreciation of the yen, the dollar value of the
surplus rose somewhat.

While showing a significant increase in activity
during the first quarter of 1994, monthly indicators do not
yet suggest that the recovery is well established. Indus-
trial production was stable in January and February and
then rose sharply in March, despite a marked reduction in
stocks. Survey data suggest the possibility of a continued
rise in output in the second quarter albeit at a more
modest rate. Overtime and unemployment appear to have
stabilised and, in January and February, household con-
sumption was 2 per cent above the fourth quarter level

but slipped back in March as consumers awaited tax
reductions on cars. At the same time, export volumes
grew once again and this strength continued at the begin-
ning of the second quarter. Housing starts in January
were also markedly above the level of the fourth quarter
of 1993. This apparent buoyancy in many demand com-
ponents can be partially discounted due to the increasing
tendency of companies to sell at home and ship abroad
just before the end of their financial year in March. Even
so, indicators which are more forward-looking, such as
orders for machinery, equipment and public investment,
do suggest more strength in the economy later in the
year. Business sentiment improved considerably in the
first quarter reflecting expectations of higher corporate
profits in the coming year; by the spring more than half
of the presidents of major corporations thought that the
economy showed signs of recovery. (None of the execu-
tives had held this view at the end of 1993.) Despite the
continuation in January of the downward movement in
the annual increase of the CPI (excluding food), the
deceleration of the overall CPI came to a temporary halt,
as the price of domestically-produced rice rose due to a
poor harvest, before resuming in April.

Policies and other forces acting

Government policy has become more stimulative
in 1994, building on its success in turning around the
growth of domestic demand last year. An expansionary
package, amounting to 3.2 per cent of GDP, was intro-
duced in February containing measures to increase public
investment spending, cut income tax, raise government
land purchases and authorise further lending for housing
and small enterprises (See Table). The direct impact of
the package on income flows will be around 9 trillion yen
in 1994, falling to about 6 trillion yen in 1995, so averag-
ing 1'/2 per cent of GDP over the two year period. Only
part of the impact on income flows will increase the
general government deficit, the remainder being reflected
in the financial deficit of public corporations (whose
investment is projected to rise by a quarter point of GDP
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JAPAN
Financial indicators

2 1993 1994 1995
1991 1992 1993 1994 1995 I i [ it I
Household saving ratio® 15.1 14.3 14.6 14.8 14.2 14.4 14.7 14.9 14.7 144 13.9
General government financial balance” 3.0 1.8 0.3 -1.9 -1.7 0.9 -0.2 ~1.6 -2.2 2.0 -1.5
Current balance” 27 3.2 3.1 2.8 2.5 318 29 29 2.7 2.6 24
Short-term interest rate* .25 4.3 29 23 2.7 3.3 2.6 22 23 2.5 28
Long-term interest rate? 6.4 53 43 4.2 4.5 4.6 3.9 4.3 4.4 4.6

a) As a percentage of disposable income.
b) As a percentage ol GDP.
¢} 3-6 month CD.

d) Central govemment bonds.

this year) and in the lending of government financial
institutions. The draft budget for FY 1994, beginning in
April, incorporates the tax cuts. The legislation imple-
menting the 1994 tax cut commits the government to the
prompt realisation of a programme of tax reform includ-
ing a permanent and structural reduction in individual
income taxation. It foresees an increase, from the initial
FY 1993 budget, of about 2 per cent in current govern-
ment expenditure and tax transfers, excluding debt ser-
vice, and of 4 per cent in public works authorisations.
However, since last year’s budget was first introduced,
there have been three supplementary budgets, including
the February package, all of which have raised public
works expenditure. As a result, authorisations for public
works spending in 1994 are more than 30 per cent below
those for the fiscal year which ended last March. But
since spending on public works follows authorisations
with a considerable delay, actual expenditure will con-
tinue to grow in 1994 and a drop in this category of
expenditure will probably not materialise until 1995,
depending on that year’s budget.

A small part of the stimulative impact of the Feb-
ruary package will be offset by the planned change in the
social security system. An increase in benefits is to be
financed by raising social security contributions next
October from 14.5 to 16.5 per cent of basic salaries. This
will be shared equally between employees and employ-
ers. The increase in contributions may be slightly more
than that of benefits, with the result that the social secur-
ity surplus is expected to rise by as much as 1 trillion
yen, about 0.2 per cent of GDP. The overall effect of the
February package, the 1994 budget. the rise in social
security contributions and the assumed continuation of
the same rate of income tax cuts into 1995 may move the
overall government sector from a small surplus in
1993 to a deficit of 1% per cent of GDP in 1995, despite
the assumption of a fall in public works expenditure
during 1995. The central government is expected to be
running a deficit of over 3 per cent of GDP and to be
experiencing a significant build-up in its debt while local
government deficits have also increased markedly bring-

£5)

ing the overall government deficit (excluding social
security) to nearly 6 per cent of GDP.

Monetary policy is also aiding the recovery. The
Official Discount Rate (ODR) was lowered last Septem-
ber to 1.75 per cent. a post-1945 historic low. Since then
the Bank of Japan has progressively edged down the rate
of interest on day-to-day money until, after the latest
reduction in May, the margin over the ODR was only
'/« percentage point. However, as there was little expecta-
tion in the markets that there would be a further cut in the
discount rate, three-month market interest rates actually
moved up somewhat in early 1994 before also easing
slightly in May.

Although bond yields have risen by just under
1 percentage point since the beginning of the year,

JAPAN
Fiscal elements of the February economic package

Fiscal year 1994

p vl Per cent

Yen trillion of GDP
Demand stimulation 9.8 2.0
Public works (excluding land) 8.7 0.8
Agricultural investment 0.2 0.0
Income tax reductions 3.8 0.8
Residents tax reduction 1.6 03
Corporate and auto-tax reduction 0.4 0.1
Land transactions 2.8 0.6
Advance land purchases by: 2.0 04
Local authorities 1.5 0.3
Urban development project 0.5 0.1
Normal land purchases 0.8 0.2
Lending programmes 2.7 0.6
Housing loan corporation 12 0.2
Small enterprise loans 1.5 0.3
Overall total 15.3 32

Source: Ministry of Finance.



reflecting concerns about a larger govermment deficit and
the rise in yields abroad, real rates of interest remain
fairly low, at slightly below 3 per cent. Despite this
movement, the stock market rose 15 per cent in the first
five months of the year, escaping the weakness of many
other East Asian markets which have fallen sharply fol-
lowing the jump in US interest rates. The upward move-
ment in bond yields, however, has resulted in an increase
in the interest rate charged on loans from both long-term
credit banks and from institutions financed by the
government’s ‘‘Fiscal Investment and Loan Pro-
gramme’’. These increases may limit some private sector
activity. On the other hand, the steepening of the yield
curve should mean that the banks will be better placed to
increase operating profits and reduce the under-provi-
sioning of bad loans, thereby allowing them eventually to
increase lending.

The government has made a number of proposals
for liberalising the economy. The February economic
package proposed regulatory changes to, inter alia,
increase land supply, reduce construction costs and
enhance restructuring of banks’ balance sheets. At the
end of March, the government introduced a three-point
plan to further reform the economy and try to restart the
framework talks with the US government. Its main fea-
tures are:

— ensuring that domestic demand will lead the
economy. This will be achieved through imple-
menting the existing medium-term public invest-
ment plan and through an already foreseen
reform of the tax system;

bolstering market functions and improving
access for foreign products and services. Four
other areas are singled out for some deregula-
tion: housing and building materials, telecom-

munications, market access and distribution, and
finally finance;

taking voluntary action 1o open markets in three
areas (motor vehicles and parts, government
procurement and insurance). Most car manufac-
turers have announced increases in their pro-
jected purchases of foreign components for
1994. On the other hand, the voluntary restraint
agreement on car exports to the United States
will be ended as it no longer represents a con-
straint on exporters.

A new government was formed in April. It intends that
these measures, together with those announced in the
February package, will form the essential part of a five-
year deregulation plan which will be submitted to the
Diet in June.

Prospects

Growth of output is projected to reach ¥: per cent
in 1994 and about 2% per cent in 1995. Only in 1995 is
output growth expected to be strong enough to bring a
turn around in employment. Inflation may remain low
both in 1994 and 1995, at below 1 per cent on average.
The main force behind the projected turn-round of activ-
ity later this year is the fiscal stimulus. However, as the
tax reductions mainly accrue to higher income groups, a
high percentage may be saved: the projections are based
on the assumption that only 60 per cent of the tax reduc-
tion will actually be spent. Even so, private consumption
should account for most of the growth in demand, while
residential investment is expected to retain its recent
strength. Moreover, public investment programmes

JAPAN
External indicators®
Seasonally adjusted at annual rates
e 1993 1994 1995
1992 1993 1994 1995 1 n i I 1 I
$ billion
Merchandise exports 3309 3513 367 384 3496 3530 362 373 380 388
Merchandise imports 198.5  209.8 232 255 208.7 211.0 225 240 250 260
Trade balance 1323 1414 135 129 1409 1420 137 133 129 128
Invisibles. net -148  -10.1 —6 -8 7.7 -125 -6 =7 -6 -11
Current balance 1175 1314 129 120 1332 1295 131 126 123 117
Percentage change
Merchandise export volumes” 1.7 -19 12 2.8 -01 -6.3 4.4 2.6 2.6 3.5
Merchandise import volumes® 0.6 3.7 94 7.6 6.2 49 11.3 10.0 731 6.3
Export performance* -7.9 -89 7.5 5.1 -6.6 -14.6 —4.5 5.8 -5.1 4.3
Terms of trade 7-3 8.8 237 -0.4 8.4 14.0 -1.5 0.1 -0.6 0.6

a) Tor further delail. see tables in the External Trade and Payments section of the Annex.

b) Customs basis.
¢) Ratio between the total of export volumes and export market of total goods.
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should continue to be strong in 1994, but have been
assumed to fall off subsequently. On the other hand,
corporate investment may start rising again by 1995, as
profitability is expected to be recovering and expectations
of a rise in capacity utilisation become more widespread.
The strength of domestic demand is expected to be partly
offset by large losses in export market share and growth
in import penetration. By 1995, the current account sur-
plus is expected to fall back to its 1992 level of around
$120 billion (about 2.5 per cent of GDP).

There are some risks and uncertainties attached to
these projections:

— On the positive side, the factors that boosted the
saving ratio in 1993 are now being reversed: the
outlook for employment, hours worked and
income growth are improving. Moreover, the
fall in house prices seems to be ending and
consumers have reduced their indebtedness.
Such factors might result in households lower-
ing their rate of saving earlier than expected in
the projections and spending a higher proportion
of the tax cuts than currently envisaged.
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— The principal negative risk comes from the busi-
ness sector which, in the short-term, may
increase the pace at which stocks are reduced
relative to output, so delaying the recovery
somewhat. Furthermore, there is some risk
that, with capacity utilisation remaining low
even in 1995, businesses may prefer to use
their increased profits to reduce indebtedness
rather build new plants and install new
equipment. Competitiveness considerations
may also induce manufacturing companies to
invest further in low-cost locations elsewhere
in Asia.

Another negative risk concerns the yen. If upward
pressure on the exchange rate re-emerges despite funda-
mentals — such as the shrinking current account deficit
and the widening negative interest-rate differential with
the United States — the prospects for a self-sustained
recovery would be weakened through the adverse impact
of the appreciation on corporate profitability and
investment.



GERMANY

While consumption is being restrained by rising
unemployment and a squeeze on real incomes, there
are indications that a gradual recovery is under way,
based on a rebound in foreign orders. Output growth
in 1994 will nevertheless be rather slow, the recovery
of domestic demand being expected to gain momen-
tum only in 1995, as better profitability leads to
stronger investment demand and stabilisation of the
labour market. With the slack in the economy
remaining substantial, the rate of inflation is expected
to fall below 2 per cent by early 1995. Improving
prospects for inflation should allow policy-controlled
interest rates to ease somewhat further without caus-
ing upward pressure on long-term rates, thereby sup-
porting the upturn. While having a dampening short-
term influence on aggregate demand, fiscal consolida-
tion should improve medium-term growth prospects,
by checking the rise in government indebtedness.

Recent developments

While falling by around 2 per cent in 1993 as a
whole, output in western Germany rose slightly during
the six months to September, before relapsing in the final
quarter as renewed weakening of domestic demand out-
weighed a pick-up in exports. Private consumption
declined by 1 per cent in volume terms, as households
adapted their spending to their more constrained circum-

stances, and spending on capital goods also contracted,
construction activity being impaired by relatively
unfavourable weather in November and December.

Growth resumed in the first quarter of 1994. Mer-
chandise exports, in particular, appear to have gained
momentum, foreign manufacturing orders being 11 per
cent higher than in the first quarter of 1993. This reflected
a strengthening of foreign demand, but also a better com-
petitive position: with the rise in wage costs levelling off
and industry undertaking widespread rationalisation, the
deterioration in German competitiveness seems also to
have been arrested. Private consumption continued to be
subdued, as slow nominal wage growth combined with
higher taxes and cuts in social transfers to accentuate the
squeeze in household disposable income; but spending
appears to have been supported to some extent by lower
household savings. Business fixed investment, on the
other hand continued to be held back by substantial
excess capacity, the still-unsatisfactory profit situation
and high real interest rates.

In eastern Germany, GDP growth has re-acceler-
ated since mid-1993, reaching an estimated year-over-
year rate of 10'. per cent in the first quarter 1994. Con-
struction activity continued to rise at double-digit annual
rates, and both industrial output and private business
investment gained strength over the past twelve months.
Exports (including sales to western Germany) remained
the weakest demand component, due to activity still

GERMANY
Demand and output

Percentage changes from previous period, seasonally adjusted at annual rates. volume (1991 prices)

1991
current prices| 1992 1993 1994 1995 R ™ 195 &
billion DM
Private consumption 1607.7 23 0.1 -0.2 0.9 -2.2 2:1 -1.7 0.5 -0.2 3.8
Government consumption 552.1 3.8 0.7 0.1 0.1 5.4 54 =23 -0.8 0.4 04
Gross fixed investment 651.9 4.2 -3.3 4.1 60 | =55 0.4 Sul 547 6.1 6.3
Machinery and equipment 304.6 -19 -114 2.8 7.7 |-158 -5.3 4.8 74 ol 8.0
Construction 3473 9.5 3.1 49 49 2.8 4.5 53 4.5 49 5.1
Final domestic demand 28117 3.0 —0.8 0.8 2.0 -3.6 2.3 ~0.3 1.4 1.4 3.7
* change in stockbuilding 6.7« | 0.3 -0.6 0.2 0.2 -03 0.8 0.7 0.2 0.2 0.2
Total domestic demand 28185 2.4, -1.4 1.0 22 -3.9 1.6 04 1.7 15 39
Exports of goods and services 712.3 0.1 =95 44 74 |-155 0.5 6.0 6.2 7 8.5
Imports of goods and services 715.0 26 -10.0 1.1 58 |-16.5 4.2 2.0 5.0 5.6 7.1
* change in foreign balance 2.7« 1 0.6 0.2 0.7 0.4 0.4 0.9 0.9 0.3 0.5 0.4
GDP at market prices 2 815.7 2] -1.3 1.8 26 | =35 2.5 1.3 210 2.0 43

* As a percentage of GDP in the previous period.
a) Actual amount.
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GERMANY
Employment, income and inflation
Percentage changes from previous period, seasonally adjusted at annual rates

1993 1994 1995
1992 1993 1994 1995 1 I I I 1 I
Employment -1.7 -19 -1.8 0 22 -19 2.0 -1.1 0.1 0.8
Unemployment rate 72574 8.9 10.0 10.0 8.5 9:2 9.9 10.2 10.1 9.9
Compensation of employees 7.6 22 1.0 238 14 1.1 1.0 1.0 33 3.6
Unit labour cost 5.4 335 -0.7 0.2 5.1 -1.3 0.3 -1.0 1.3 -0.6
Household disposable income 7.2 32 2.0 25 2.1 3.0 152 245 -0.2 8.3
GDP deflator 53 39 2.8 2.0 4.1 2.7} 312 2.2 2.0 1.9
Private consumption deflator 4.7 4.0 3.1 1.9 4.9 351 3.6 242 1.8 1.6

being subdued in the west and to entrenched problemis of
competitiveness.

The fall in western German employment has con-
tinued virtually unabated. Firms in the export sector, in
particular, have tried to stem losses in competitiveness
following earlier high wage increases by raising produc-
tivity and cutting their work force. Thus, in spite of a
slightly decreasing labour supply, unemployment rose by
almost half a million over the twelve months to early
1994, to a rate of 8's per cent. In eastern Germany the
labour market has stabilised as a result of the pick-up in
activity; full-time employment has ceased falling year-
on-year, and there has been a substantial reduction in the
number of short-time workers, partly through retraining
and other labour market programmes, and partly through
discouragement or migration to western Germany. As a
result, registered unemployment in eastern Germany has
levelled off at some 1.15 million, corresponding to a rate
of nearly 17 per cent.

With unemployment rising and the effective
exchange rate remaining firm, overall cost pressures have
eased. Even before spring wage contracts came into
force, the year-on-year rise of per capita wages and sala-
ries had slowed to somewhat above 3 per cent, with
further declines in prospect. As a result, manufacturing
unit labour costs have stabilised. Producer prices have

also been on a declining trend for more than a year, but
increases in rents, service prices and public charges have
kept the consumer price index rising at an annual rate of
over 3 per cent. Nevertheless, abstracting from the effect
of the higher mineral oil tax, which came into effect
1 January 1994, the underlying rate of inflation has come
down to around 2'/> per cent.

Policies and other forces acting

From end-October 1993 the Bundesbank paused in
its strategy of gradually easing monetary conditions,
eventually cutting the discount rate by a 2 percentage
point in mid-February. Thereafter, it continued with a
steady lowering of the repurchase rate, following up in
May with half-point cuts in the discount and the Lom-
bard rates, to 4'> and 6 per cent, respectively. The earlier
slow pace of interest rate reduction may have been
prompled, in part, by the uncertain outcome of crucial
wage negotiations. More recently. from early 1994, the
growth of M3 has significantly exceeded the 4 to 6 per
cent target range for the annual rate to the fourth quarter
of 1994, Taking into account special factors which have
been responsible for the monetary overshooting, the

GERMANY
Financial indicators
1992 1993 1994 1995 e y B B s
Household saving ratio® 129 12.1 11.3 110 12.6 11.7 1.4 11.3 10.5 11.7
General government financial balance? -2.6 -33 -2.9 2.8 -2.7 -39 -3.1 -2.8 2.8 -2.9
Current balance® 1.1 -1.1 -0.7 0.2 -0.8 -14 -0.8 0.5 —0.3 -0.1
Short-term interest rate¢ 9.5 73 5.1 4.3 8.0 6.6 5.6 4.6 4.3 43
Long-term interest rate 749 6.5 64 6.1 6.8 6.2 6.4 6.4 6.2 6.0

a)  As a percentage of disposable income.
b} As a percentage of GDP.

¢} 3-month interbank rate.

d) Public sector bonds, 7-15 years.
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GERMANY

Public sector financial balances
DM billion
1990 1991 1992 1993 1994 1995
General government -49.7 -90.9 -78.5 -101.8 955 ~-96.7
Per cent of GDP -2.0 32 -2.6 -3.3 2.9 -2.8
Territorial authorities 944 -123.0 -116.1 -145.0 —153.3 -143.0
Federal government —48.1 -53.2 -39.3 —66.9 —68.0 -71.0
State government west® -19.4 -15.8 -16.2 -24.5 -28.0 -28.0
Local government west 4.2 5.5 9.7 -11.0 ~-11.5 -11.0
State government east® -134 -15.3 -22.0 -28.0 -16.0
Local government east - 1.5 74 -10.0 -10.5 -6.0
German unity fund -20.0 -30.6 -22.4 135 -3.0 2.0
Other funds? -2.7 -6.0 5.8 29 4.3 -13.0
Social security 20.4 24.8 4.4 12.2 17:5 1535
National accounts and other adjustments* 243 73 332 -31.0 40.3 30.8
Memorandum items
Treuhandanstalt 43 -299 -30.5 -37.0¢ -44.0
Public enterprises -9.9 -17.5 -27.0 —3)140%

a)
b)
c)
d)
€)

1991-93: Wesi without Berlin: Easi including Berlin.

Post/Telecom and Railway Companies in the Wesl and in the East.
Official estimales.

Credit fund. Economic Recovery Programme fund, financial equalisation fund, and inherited debt fund.
Lending operations, dividend paid by the Bundesbank and timing and data adjustments.

Sources: Ministry of Finance, Finanzbericht 1994: Deutsche Bundesbank, Monthiy Report; Ministry of Finance submissions: OECD Secrelariat projections.

Bundesbank has responded pragmatically, continuing to
reduce short-term interest rates.

Improving prospects for inflation would appear to
offer scope for a further modest relaxation of monetary
conditions in the second half of 1994, taking three-
months rates down from their present level of just over
5 per cent, to between 4 and 4'/2 per cent by year end.
Long-term rates, having moved up to over 6 per cent in
line with the international firming in bond yields, are
unlikely to come down substantially, given prospective
developments abroad. Thus, the yield curve is set to
steepen which, indeed, would be normal during a period
of recovery.

Largely due to the working of automatic
stabilisers, the general government deficit widened in
1993 to around DM 102 billion or 3'/: per cent of GDP.
The aim of fiscal policy is to stabilise the deficit in
1994 at around DM 100 billion and to reduce it gradually
in subsequent years. Government current expenditure is
planned to rise by no more than 3 per cent per annum in
nominal terms and new revenues are being raised. Thus,
at the beginning of 1994 the mineral oil tax was
increased (the additional revenue being earmarked for the
servicing of the railway debt, for which the federal gov-
ernment has assumed responsibility as the rail system has
been privatised), as were contributions to the old-age
insurance scheme. In 1995, the 7'/> per cent ‘‘solidarity™
income tax surcharge will be re-introduced mainly to
finance transfers to the eastern German states. On the
expenditure side, social transfers such as unemployment
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assistance have been trimmed in 1994 and the public
sector wage bill will barely rise.

A restrictive fiscal stance will thus be maintained
throughout the projection period. Between mid-1992,
when tighiening began, and 1995 the improvement in the
cyclically-adjusted budget balance may amount to a
cumulative 4 per cent of GDP. As the recovery gains
momentum, the general government deficit may fall
below 3 per cent of GDP in 1994 and 1995. Neverthe-
less, the public debt ratio will continue to rise, exceeding
the critical level of 60 per cent of GDP by 1995, when
credit obligations incurred by the Treuhandanstalt will be
taken over by the federal government. By that time, pub-
lic expenditure and revenue shares in GDP will be 5 per-
centage points higher than before reunification. Over the
medium term, a sustained effort to privatise remaining
state-controlled enterprises and to cut industrial subsidies
would be needed if the tax burden were to be brought
back to pre-unification levels.

Prospects

Over the coming months, export growth should
accelerate further and remain the driving force of recov-
ery throughout the projection period. Foreign markets,
particularly in continental Europe, are likely to
strengthen as they come out of recession, while cost-
competitiveness in Germany is set to improve slightly.
Major settlements in the 1994 spring round provided for



External indicators®

GERMANY

Seasonally adjusted at annual rates

1992 1993 1994 1995 p ol g ey i
$ billion
Merchandise exports 405.7 3483 362 399 350.6  346.1 351 372 389 409
Merchandise imports 373.7 306.2 302 328 315.18 2972 296 309 321 335
Trade balance 32.0 42.1 59 71 354 48.9 56 63 68 74
Invisibles, net ~540 635 -72 =75 514  -75.6 -72 -73 ~74 76
Current balance 220 =213 -13 —4 -159 =267 -16 -10 -6 -2
Percentage change
Merchandise export volumes® 231 -5.7 52 ol -132 6.5 4.1 59 749 9.0
Merchandise import volumes® 2.8 9.6 1.4 5.8 -16.7 —1.8 1.4 4.5 54 74
Export performance —0.8 —6.3 -0.3 09 -11.0 0.3 0.7 0.1 1.0 1%
Terms of trade 2.9 0.8 ]3] 0.0 ~0.7 0.5 1.5 1.1 -0.5 -0.1

a) For further deiai]. see tables in the External Trade and Payments section of the Annex.

b) Customs basis.
¢) Ratio between the total of export volumes and export market of total goods.

wage increases in western Germany of 2 per cent or less,
well below the current rate of consumer price inflation.
Some firms in manufacturing have concluded agreements
with their work forces providing for temporary substan-
tial cuts in the work-week at (broadly) the same hourly
wages. Overall wage trends are expected to lead to near
stability in unit labour costs in manufacturing over the
next two years, matching trends in the other major
economies.

Overall, real GDP growth is expected to reach
1%/ per cent in 1994, accelerating to 2'/> per cent in 1995,
with west German growth attaining 1. per cent and 2 per
cent, respectively. With output rising, capacity utilisation

in manufacturing will increase. Profits should thus
recover, in part because of recent rationalisation efforts.
These factors should, in turn, work to reverse the decline
in business fixed investment. Capital spending is
expected to remain particularly buoyant in eastern Ger-
many and to concentrate more on industrial machinery
and equipment, following the strong pick-up in output
growth during 1993. As wage growth decelerates and
productivity converges towards western German levels,
the stage could be set for an improvement in competitive-
ness in the eastern Lénder.

The recovery in output will be reflected in the
labour market only with a lag, as firms initially absorb

GERMANY
Projections for western and eastern Germany

Percentage changes from previous year, volume (1991 prices)

Western Germany Eastern Germany

1993 1994 1995 1993 1994 1995
Private consumption -0.0 0.4 0.9 15 0.9 1.0
Public consumption -1.3 0.0 0.4 2.6 0.6 =13
Gross fixed investment -6.9 14 3.0 15.6 154 17.3
Final domestic demand —-1.8 0.1 1.3 5.7 49 59
* change in stocks -0.7 0.1 0.1 0.6 1.8 0.9
Total domestic demand —2.6 0.2 14 6.0 59 6.3
Exports of goods and services 6.1 44 7.0 9.6 218 23.5
Imports of goods and services -9.5 1.8 6.5 5.3 43 5.8
# change in foreign balance 0.6 1.0 0.7 4.8 24 -3.3
GDP at market prices -1.9 1=2 2.0 7 9.1 8.8
Memorandum items
GDP deftator 33 25 1.7 10.3 4.8 4.0
Private consumption defiator 34 2.8 1.5 7.9 5.1 4.0
Employment -1.6 -1.7 0.1 3.4 -1.9 —0.4
Unemployment rate (per cent of labour force) 7.3 8.4 8.4 15.8 16.8 16.9

* As a percentage of GDP of the previous year.
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accumulated spare capacity. Thus, employment may con-
tinue declining throughout 1994 and pick up only
towards mid-1995. By that time, registered unemploy-
ment may have peaked at a rate of 10 per cent of the
labour force (about 8> per cent in western Germany).
With labour slack remaining significant, wage growth is
likely to remain modest in 1995, allowing consumer
price inflation to abate from a current annual rate of over
3 per cent to about 1% per cent before the end of 1995.

Private consumption may be a lagging component
in the recovery of domestic demand. Under the impact of
declining employment, wage moderation and cuts in
social benefits, real disposable income is expected to fall
by 1 per cent in 1994. The re-introduction of the 7.5 per
cent *‘solidarity’” income tax surcharge at the beginning
of 1995 will constitute a further drag. Nevertheless, the
decline in households’ purchasing power will bottom out
as inflation subsides. This should eventually boost con-
sumer confidence and induce households to increase
spending.
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Since the recovery is projected to be export-led and
domestic demand to remain weak for most of 1994, the
real foreign balance should make a substantial contribu-
tion to the resumption of GDP growth. Allowing for the
improvement in the terms of trade which has stemmed
from the effective appreciation of the Deutschemark the
current account deficit may shrink markedly, to less than
DM 10 billion or about Y4 per cent of GDP in 1995.

While present projections are still for a gradual and
somewhat uneven recovery, the balance of risks appears
to have shifted somewhat. A downward risk still attaches
to domestic demand, where falling real incomes and ris-
ing unemployment may induce consumers to higher (pre-
cautionary) saving. But recent leading indicators suggest
both the possibility of greater export buoyancy and an
unexpected resilience on the part of consumers. In this
event, a stronger than expected pick-up in profits could
encourage higher private investment, thereby underpin-
ning both the recovery and the industrial restructuring
process.



FRANCE

After falling sharply in the first six months of 1993,
GDP rose somewhat in the second half, with a strong
rise in net exports more than offsetting the negative
output effect of the continued decline in domestic
demand. The recovery is likely to have continued in
the first half of 1994, largely due to a revival in
domestic demand: residential investment was boosted
by government incentives and lower mortgage inter-
est rates and private consumption was supported by
specific incentives to purchase new cars. While
growth in disposable income will remain moderate in
1994, consumption should strengthen further as con-
sumer sentiment improves. Business investment could
also remain weak in 1994, but start to rise swiftly as
soon as rates of capacity utilisation increase. Wage
and price inflation should moderate further and the
current account remain in sizeable surplus. Although
the economic situation is improving, progress in low-
ering high unemployment and large budget deficits is
likely to be slow. During 1993 the first steps towards
putting the social security accounts on a sounder foot-
ing were taken and an ambitious multi-year deficit
reduction plan for the State was adopted. However,
concrete measures to achieve such deficit reductions
are yet to be announced for 1995 and beyond.

Recent developments

Aggregate output declined by 0.9 per cent on aver-
age in 1993, but growth resumed during the year as

strong export growth more than compensated for continu-
ing depressed domestic demand in the second half of the
year. Business confidence has improved sharply since
late 1993, with the survey-based outlook for industrial
production becoming positive for the first time since
1990, and manufacturing output rose strongly in the first
months of 1994. Assessments of consumer confidence
showed that these were also rising, but at a much less
spectacular pace.

Preliminary estimates suggest that output rose by
0.9 per cent in the second half of 1993 and recent indica-
tors show that the recovery has strengthened in early
1994. Total domestic demand fell further in the last six
months of 1993, largely on account of another steep
decline in inventories. As a result of tax increases, slow-
ing wage growth and falling employment, real household
income changed little. Even so, private consumption was
the most dynamic domestic demand component as the
saving ratio fell from the high level reached in the first
half of 1993. Government measures to encourage new car
purchases went into effect in early 1994, and these are
likely to continue to have a positive effect in coming
months. A series of government initiatives since
mid-1993 has also provided support to the residential
construction sector. In conjunction with falling mortgage
rates, housing starts have recovered and housing invest-
ment could remain the strongest element of domestic
demand in the immediate future. Business investment,
after declining steeply since 1990, fell further in the sec-

FRANCE
Demand and output

Percentage changes from previous period, seasonally adjusted at annual rates. volume (1980 prices)

1991 _,
current prices| 1991 1992 1993 1994 1995 | | % O e
billion FF
Private consumption 4037.7 1.4 1.3 0.7 1S 23 1 07 20 12 1.4 24 2.8
Government consumption 12559 26 3.0 0.5 1.0 05 | 04 1.0 1.0 1.0 0.3 0.3
Gross fixed investment 1424.1 -07 25 5.1 1.1 42 | -84 -10 1.0 3.3 43 4.9
General government 23111 5.8 35 2.9 22 2.1 3.8 1.3 25 25 2.0 2.0
Household 369.1 -38 09 36 4.5 4.0 | -93 4.3 4.5 4.6 4.0 3.6
Other 823.9 -1.0 51 83 -09 50 |-11.8 42 -1.2 3.0 S:2 6.7
Final domestic demand 6717:7 1.1 08 0.6 13 23 | =23 1.2 1.1 1.7 2.4 2.8
# change in stockbuilding 2364 | 06 06 -13 -0l 04 | 05 26 0.8 0.5 0.4 0.4
Total domestic demand 6741.2 0.6 02 -1.9 12 28 | 28 -14 19 %) 2.8 3.2
Exports of goods and services 1/533:9 3.8 6.7 0 5.2 6.6 | 3.3 s, 4.0 55 6.8 71
Imports of goods and services 15114 28 27 34 2.8 60 | 59 -1.1 39 49 6.1 6.9
* change in foreign balance 2 0.2 1.0 0.9 0.7 0.2 0.8 23 0.1 0.2 0.2 0.1
GDP at market prices 6763.7 0.8 1.2 09 1.8 29 | 2.0 0.9 2.0 24 3.0 38
Industrial production” -01 -11 42 2.0 35 | -6.8 0.4 24 3.0 35 3.8

* As a percentage ol GDP in the previous period.
a) Actual amount.
b) Quarterly index.
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FRANCE
Employment, income and inflation

Percentage changes from previous period, seasonally adjusted at annual rates

1993 1994 1995
1991 1992 1993 1994 1995 I I 1 I i It
Employment 0.1 -0.8 -1.2 04 0.6 -1.2 -1.3 -0.3 0.2 0.5 1.0
Unemployment rate 9.5 10.4 117 12.3 12.2 113 12.0 12.2 12.4 12.3 12.1
Compensation of employees 5.0 3.6 1.8 2:2 33 1.6 0.9 2:7 21 3.5 38
Unit labour cost 4.1 2.4 2.8 0.4 0.4 3.7 0 0.6 0.3 0.4 0.5
Household disposable income 53 4.7 3.1 2.5 32 3.2 2.0 2.6 2.8 32 35
GDP deflator 3.1 2.3 23 1.8 1.6 3:1 1.1 2.1 1.6 1.5 15
Private consumption deflator 32 2.4 241 1.7 14 2.3 1.9 1 [ 14 1.3

ond half of 1993 and the latest investment survey projects
little change in the volume of industrial investment for
1994. Thus, the rise in business confidence has not yet
spilled over into investment plans.

After contracting sharply in the first half of 1993,
both exports and imports recovered in the second. With
exports outpacing imports by a large margin, the contri-
bution of net exports to growth was sizeable. A recovery
in foreign demand and a weaker effective exchange rate
led to strong export growth. In combination with sizeable
terms-of-trade gains, both the trade and current accounts
recorded surpluses of close to $10 billion or nearly 1 per
cent of GDP in 1993. Due to the changes in gathering
intra-EC trade data in early 1993, however, foreign trade
developments have to be interpreted with caution (see the
Box in the chapter ‘‘The Desynchronisation of OECD
Business Cycles’).

Employment in the private sector, while still fall-
ing during the last six months of 1993, stabilised in the
first quarter of 1994 and the rate of unemployment has
remained at 12.2 per cent since November 1993, partly
reflecting labour market policy measures. By early 1994,
the rise of wages was down to about 2'/> per cent (year-
on-year) and consumer price inflation to 1.7 per cent by
April 1994.

Policies and other forces acting

While private sector credit demand remained very
weak over the last year, the growth in total indebtedness
was close to 4 per cent, as public sector credit demand
grew rapidly. However, the broad monetary aggregate,
M3, fell during 1993 in contrast to a targeted growth of
4 to 6'- per cent. This has largely reflected weak nominal
spending growth and portfolio shifts into non-monetary
financial instruments. The Banque de France announced
its new monetary policy objectives in January 1994. The
ultimate goal is price stability, which is defined as a rate
of inflation below 2 per cent in 1994, as well as in a
medium-term perspective. In order to realise the inflation
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objective the monetary authorities will attempt to keep
the franc’s value stable in the context of the European
Exchange Rate Mechanism (ERM) and to hold growth of
money and total indebtedness at a medium-term rate of
about 5 per cent per year.

The Banque de France has continued to ease mon-
etary policy cautiously: it has cut back the intervention
rate gradually to 5.4 per cent and the repurchase rate to
6.4 per cent. The call money rate has followed, with the
differential against German rates narrowing to less than
/. percentage point by early April 1994 but widening
again subsequently. Long-term interest rates reached a
low point in January 1994 at 5.6 per cent. In line with
international developments, they rose sharply to above
7 per cent towards the end of May and the differential
against German rates widened. The franc moved back
into the earlier narrow ERM band vis-a-vis the Deutsche-
mark in November 1993 and has remained close to the
previous floor since then. Despite the sharp appreciation
of the yen, the nominal effective exchange rate has risen
since August 1993 and is once again close to the peak
reached in April 1993. The projections assume a further
gradual decline in short-term interest rates. With sus-
tained credibility in the policy setting, they could fall in
line with German interest rate developments to between
4 and 4'/> per cent by 1995. The projections also assume
some reversal of the rise in long-term rates from the high
level reached in late May.

The State budget deficit for 1993 came in close to
its revised target level of FF 315 billion, with both spend-
ing and revenues somewhat higher than budgeted. The
general government deficit was nearly FF 100 billion
higher than this (5.8 per cent of GDP), largely owing to
the growing financial problems of the social security
system. The 1994 Budget aims at a slight fall in the State
deficit to just under FF 300 billion. Expenditure could be
higher than budgeted because of the government incen-
tives to purchase new cars, and a new subsidy for hiring
young people. Outlays on a national accounts basis will
also rise due to the debt take-over linked with the devalu-
ation of the CFA franc. The general government deficit
could increase somewhat as a per cent of GDP in 1994,
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FRANCE
Financial indicators

1991 1992 1993 1994 1995 = G e
Household saving ratio® 13.1 139 14.1 13.6 13.1 14.5 13.7 3.6 135 13.3 13.0
General government financial balance? -2.2 -39 -5.8 5.9 5.2 -5.8 5.8 -6.0 5.8 5.4 -50
Current balance” -0.6 0.3 0.9 14 1.6 04 14 1.8 IES 1.6 1.7
Short-term interest rate* 9.6 10.3 8.6 53 4.4 9.9 7.3 5.8 4.8 44 43
Long-term interest rate? 9.5 9.0 7.0 6.9 6.4 7.7 64 6.9 6.8 6.5 6.3

a) As a percenlage of disposable income.
b} As a percentage of GDP.

¢} 3-month interbank rate.

d) Public and semi-public sector bonds.

the improvement in the structural component being
slightly outweighed by a further rise in the cyclical com-
ponent. The fall in the cyclically-adjusted deficit is due
mainly to expenditure restraint, social security reforms
and tax increases during 1993, which more than counter-
balance the budgetary effect of the 1994 income tax cuts.
The government’s multi-annual programme provides for
a freeze in real expenditure and a gradual fall in the
deficit. No measures have been announced vyet, but the
projections assume that additional expenditure cuts will
be taken and taxes increased in 1995.

Implementation of the multi-annual labour market
programme has been slowed, as the government with-
drew the introduction of work contracts for young peo-
ple. which would have allowed payments below the min-
imum wage under certain conditions. However, relative
labour costs for young people will still fall, due to a new
programme offering a subsidy of FF 1 000 per month
when young people with no previous work experience
are hired for at least 18 months. The subsidy will be

doubled for jobs starting before October 1994. Hiring of
200 000 young people by October would imply a budget-
ary cost of FF 4 billion. The net effect on unemployment
remains difficult to evaluate. The privatisation pro-
gramme is proceeding, and may generate total receipts of
some FF 400 billion over the next several years.

Prospects

Domestic demand is likely to have recorded posi-
tive growth in the first half of 1994, with housing
demand growing most strongly due to lower mortgage
rates and government incentives to invest in residential
construction. While disposable income growth during
1994 will be limited by low real wage growth and tax
increases, consumption may strengthen as brighter labour
market conditions should lead to improved consumer
confidence and a fall in the saving ratio. Business invest-
ment is likely to remain weak in 1994 as capacity utilisa-

FRANCE
External indicators®

Seasonally adjusted at annual rates

1992 1993 1994 1995 .~ - =D o
$ billion
Merchandise exports 226.5 196.5 204 223 198.8 194.1 199 210 218 228
Merchandise imports 2236 1872 188 204 192.7 1817 184 193 200 209
Trade balance 29 93 16 19 6.1 ‘WA 15 17 18 19
Invisibles, net 1.4 w7 2 3 -1.3 47 2 3 3 4
Current balance 4.3 10.9 18 22 4.8 17.1 17 20 21 23
Percentage change
Merchandise export volumes? 5:2 -1.3 54 6.7 5.4 7.6 41 5.8 7.0 2
Merchandise import volumes? 1.1 -35 3.7 6.1 -7.3 24 3.7 5.0 6.2 7.0
Export performance« 0.3 -0.7 0.3 02 -14 3.0 -0.7 0.1 04 0.2
Terms of trade 1.0 3.1 1.6 -0.1 6.1 1.5 24 0.0 0.1 0.0

a) For further detail, see tables in the External Trade and Payments section of the Annex.

b) Customs basis.

c) Ratio between the 1otal of export volumes and export market of total goods.
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tion appears to have reached exceptionally low levels in
many sectors, but could pick up sharply as soon as cycli-
cal slack starts to fall. Exports are expected to be a major
source of strength, since foreign demand is projected to
expand rapidly. As the recovery of imports proceeds at a
slower pace, the foreign contribution to growth could
remain significant, albeit diminishing towards the end of
the projection period. The current account should remain
in sizeable surplus.

As overall growth recovers, labour market condi-
tions are likely to deteriorate only a little in 1994. How-
ever, recent labour market measures make projections of
unemployment rates unusually uncertain. With growth
strengthening in 1995 above potential rates of about
2'/> per cent, total employment should start rising again
and unemployment should decline. Wage and price infla-
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tion is likely to remain low or fall even further as slack in
the labour and product markets remains sizeable.

Risks attached to the central projection are evenly
balanced and seem smaller than six months ago. Activity
in Europe has firmed and business confidence in France
has risen significantly. In addition, government incen-
tives to invest in housing and to buy new cars have
already shown some effect. Uncertainties relate to inven-
tory accumulation. Stocks feil rapidly during 1993 and
stockbuilding could be stronger than projected. On the
other hand, long-term interest rates are now higher than
expected earlier and strengthening consumption growth
hinges on a fall in the saving ratio. The latter depends
crucially on consumer confidence, which is improving
only slowly.



ITALY

The economy appears to have bottomed out in the
closing months of 1993, as the plunge in domestic
demand came to an end. A modest revival of private
consumption spending is now in sight, setting the
stage, with continued export buoyancy, for a resump-
tion of output growth. Nevertheless, while real GDP
growth should firm over the projection period, partic-
ularly as investment revives, the unemployment rate
seems set to remain at its current record level of
around 11'> per cent. In these circumstances, wage
growth is likely to remain subdued, contributing to
further disinflation gains.

Recent developments

Real GDP fell by 0.7 per cent in 1993, the first
such drop since 1975, as both private consumption and,
notably, gross fixed investment contracted. However, the
recession bottomed out in the second half of 1993, as
lower interest rates and a surprisingly good inflation per-
formance cushioned the fall in both real private con-
sumption and gross fixed investment. Combined with
buoyant export growth, this allowed output to recover. In
February 1994, industrial output was nearly 0.4 per cent
higher than a year earlier and capacity utilisation in

industry rose. Seasonally-adjusted data for industrial out-
put, hours worked and electricity consumption also con-
firm that the economic trough has been passed.

In a drive to restore profitability, large industrial
firms (employing 500 persons and more) cut employment
by more than 5 per cent over the 12 months to December
1993, notably blue-collar jobs. Large service companies
reduced employment by 1.6 per cent. As a result, the
number of lay-offs financed by the Wage Supplementa-
tion Fund (CIG)' surged by 16 per cent. Within services,
retail and wholesale trade suffered most from declines in
employment, notably among the self-employed. Overall,
employment losses pushed the rate of unemployment to
11.3 per cent in January 1994, almost 2 points above its
level a year earlier.

Widening labour market slack and continued pay
restraint in the public sector have reduced nominal wage
growth. By March 1994, the 12-month rise in hourly
contractual wages had fallen to 2.4 per cent, 1.8 points
below the rise in consumer prices. Reinforced by
counter-cyclical gains in productivity resulting from
labour shedding, nominal wage moderation stabilised the
level of unit labour costs in the second half of 1993. At
the same time, after quickening in response to currency
depreciation, the rise in producer and wholesale prices
began to subside, dropping to the level of consumer price

ITALY
Demand and output
Percentage changes from previous period, seasonally adjusted at annual rates. volume (1985 prices)

1991 p .
current prices| 1991 1992 1993 1994 1995 | | '9% s el T
trillion L

Private consumption 889.6 2.7 14 21 0.7 1.7 | 3.7 0.8 0.6 0.8 1.8 2.2
Government consumption 253:2 1.6 1.0 08 0.1 0.2 0.8 04 03 -0.2 0.3 0.4
Gross fixed investment 2819 06 -20 -11.1 06 50 [-157 43 04 3.0 515 6.1
Machinery and equipment 134.0 -0.1 -19 -156 0.2 59 [-228 4.1 0.8 3.5 6.5 70
Construction 147.9 14 =21 62 -13 42 | =717 45 -15 255 4.5 52
Residential 76.1 3.1 03 -08 0.8 34 1 -09 -08 0.5 3.0 35 3.5
Non-residential 71.8 02 46 -122 -39 52 [-152 88 41 1.8 5.8 74
Final domestic demand 14247 251 06 =35 0.3 21} -55 -03 0.3 1.0 2.3 29,
* change in stockbuilding 10.2% | -0.1 03 -1.6 0.1 0.1 -2 0.3 0.1 0.1 0.1 0.1
Total domestic demand 14349 1.9 08 50 0.5 22 1.9 0 0.3 1.1 24 28
Exports of goods and services 257.0 05 5.0 100 6.9 6.7 | 148 4.3 Tl 8.0 6.5 6.0
Imports of goods and services 262.5 34 46 73 3.0 52 |-13.9 32 3.0 3.0 3L 6.8
* change in foreign balance 5.5 | <08 0.1 46 1.1 0.5 Tl 0.3 1.3 1.4 04 0.1
GDP at market prices 1429.5 2 0.7 07 1.5 26 | 07 03 1.6 25 2. 2.6
Industrial production - -19 06 -28 2.2 29 [ -14 -02 3.0 3.0 2.8 3.1

* As a percentage of GDP in the previous period.
a) Final consumption in the domestic market by households.
b) Actual amount.
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ITALY
Employment, income and inflation
Percentage changes from previous period, seasonally adjusted at annual rates

1993 1994 1995
1991 1992 1993 1994 1995 I 1 1 I
Employment 0.9 -0.6 -4.8 -1.6 02 -5.8 3.8 -1.2 0 0.2 03
Unemployment rate“ 11.0 11.6 104 11.7 119 9.9 11.0 11.6 11.8 11.8 119
Compensation of employees 9.2 5.1 1.1 241 3.8 0.6 0.3 24 34 39 4.0
Unit labour cost 79 44 1.7 0.6 1] 1.4 0 0.8 0.8 1.2 13
Household disposable income 955, 7.1 2.1 3.4 3.1 0.5 2.5 3.6 3.8 3.0 27,
GDP defiator e 45 44 34 2.9 5.0 4.1 34 27 3.0 2.8
Private consumption deflator 6.8 53 4.8 39 3.0 4.8 4.8 B8L7, 34 3.0 2.5

a) From the fourth quarter of 1992, data arc based on new definitions and therefore not comparable with carlier figures.

inflation in the closing months of 1993. In April 1994,
the 12-month rate of consumer price increases stood at
4 per cent, about 1 point below the rate prevailing prior
to the autumn 1992 devaluation, despite an increase in
indirect taxes and a surge in import prices.

Stronger price competitiveness resulting from the
lira’s fall helped to lift export volume growth (including
services) to 10 per cent in 1993, while imports slumped
under the weight of sharply reduced domestic demand.
Exports to countries outside the EC were particularly
strong, especially sales of textiles and machinery and
equipment. Outweighing the effects of worsened terms of
trade, buoyant net exports shifted the current account
balance into surplus to the extent of 1.3 per cent of GDP,
the best performance since 1978. The capital account
also swung back into surplus in 1993, permitting the
Bank of Italy to recoup part of its previous large losses in
international reserves.

Policies and other forces acting

Cuts in primary spending? and proceeds from one-
off measures cut the Government borrowing requirement
to L 153.5 trillion in 1993 (9.9 per cent of GDP) from

L 158.7 trillion in 1992, with a primary surplus of 1.7 per
cent of GDP.? In spite of the unexpected fall in real GDP,
the budget outturn almost matched the original deficit
target, the overshoot amounting to only L 0.4 trillion, the
smallest slippage in many years. Cyclical revenue
shortfalls were offset by additional measures of fiscal
restraint taken in May 1993 and by unanticipated savings
on interest payments. On a cyclically-adjusted basis. the
general government budget deficit is estimated to have
contracted by 1 percentage point. Even so, public debt
continued to surge, reaching 115 per cent of GDP, a level
almost twice as high as the average of the other six major
countries. Privatisation proceeds from sales of three
major public banks and other enterprises totalled
L 10 trillion (0.7 per cent of GDP) over the six months to
March 1994.

In line with the 1993 stabilisation programme, the
1994 Budget targets a cut in the borrowing requirement
to L 144.2 wrillion (8.7 per cent of GDP), corresponding
to a primary surplus of 1.9 per cent of GDP. The consoli-
dation measures rely predominantly upon economies in
primary spending, notably in the areas of public con-
sumption, health and pensions. However, preliminary
indicators foreshadow a rise in the deficit to nearly
LL160 trillion for the year, largely driven by transfer over-

ITALY
Financial indicators
1991 1992 1993 1994 1995 1998 o 199 et e
Household saving ratio“ 18.2 18.8 18.9 18.0 16.7 194 184 18.1 17.9 17.2 16.3
General government financial balance® -10.2 -95 95 -97 -8.6 -9.3 -9.7 -9.8 -9.6 -9.0 -8.2
Current balance” -1.9 2.2 13 2.0 25 0.6 1.9 1.9 2. 23 27
Short-term interest rate© 12.0 14.4 10.7 7.6 6.6 11.9 94 8.0 72 6.7 615
Long-term interest rate 1341 13.7 11.3 8.7 8.0 12:9 9.8 8.8 8.6 83 7.8

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

c¢) 3-month interbank rate.

d) Treasury bonds.
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ITALY
External indicators®

Seasonally adjusted at annual rates

1992 1993 1994 1995 g m L ; 8 g
$ billion
Merchandise exports 1776 1715 187 211 168.1 175.0 180 194 205 217
Merchandise imports 175.1 1374 143 158 1429 132.0 137 150 155 160
Trade balance 2.5 34.1 44 53 D5E) 43.0 43 44 50 56
Invisibles, net -29.0 -21.6 24 27 =193 -24.0 -25 -23 26 27
Current balance -26.6 124 20 27 5.9 19.0 19 21 24 29
Percentage change
Merchandise export volumes” 3.6 94 8.9 8.0 12.5 11.0 8.7 74 8.1 84
Merchandise import volumes” 33 -124 44 5.0 -16.8 -6.0 8.1 8.3 4.0 4.0
Export performance* 04 9.8 4.0 1.1 174 6.2 42 1.5 1.0 0.8
Terms of trade 15 —i.1 -0.5 0.4 -3.7 44 2.0 2.0 0.2 0.2

a) For further detail, see tables in the External Trade and Payments section of the Annex.

b) Customs basis.
¢) Ratio between the total of export volumes and export market of total goods.

runs and revenue shortfalls caused by a weaker economic
situation than assumed in the Budget.

In order to push interest rates down to levels more
consonant with the weak state of the economy, the Bank
of Italy reduced the discount rate to 7 per cent in May
1994, the twelfth reduction since the exit of the lira from
the ERM in September 1992. However, the short-term
differential over German money market rates has hardly
changed, remaining large at 2%: per cent even after the
March elections. The long-term interest rate differential,
on the other hand, continued to narrow and at 2'/> points
in May was less than half as large as in September 1992.
Expectations of long-run inflation convergence have
been enhanced by the Labour Accord of July 19937
which provides for greater flexibility in wage bargaining.

Prospects

Given the current state of uncertainty, the OECD
Secretariat projections embody a slower pace of fiscal
consolidation than envisaged by the 1994 Budget and the
1993 medium-term stabilisation programme. Deficit
overruns of L 15 to 20 trillion are projected for 1994 and
1995, mainly reflecting delays in enacting planned cuts in
transfer payments, notably in the domain of health and
pensions. As a result, the government borrowing require-
ment is projected to rise marginally this year to 9.7 per
cent of GDP, before easing to 8.6 per cent in 1995. This
progress toward budget consolidation, though modest. is
assumed to allow some further easing of monetary condi-
tions, with the risk premium attaching to Italian interest
rates diminishing somewhat.

Forward-looking indicators point to a gradual revi-
val of overall activity, with domestic orders and produc-
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tion prospects showing signs of recovery and foreign
orders exhibiting continued buoyancy. Consumer confi-
dence strengthened considerably in April 1994, and as
the fall in real disposable income slows, private con-
sumption should recover somewhat, picking up momen-
tum in 1995 as the saving ratio falls. Along with contin-
ued export buoyancy, rising profitability and lower
interest rates, stronger domestic sales are likely to stimu-
late gross fixed investment. In this setting, output growth
is expected to revive gradually from the trough in 1993,
rising to around 1> per cent in 1994 and firming to
2'/> per cent in 1995.

Given that the projected upturn is rather modest,
the rate of unemployment is expected to remain in the
region of 112 to 12 per cent. This should serve to hold
nominal wage growth to historically low levels. In this
environment, consumer price inflation should continue to
ease, falling to 2'> per cent in the second half of 1995.
Reduced inflation differentials vis-a-vis Italy’s main trad-
ing partners should maintain past gains in external com-
petitiveness, helping, with stronger export market
growth, to push the trade surplus to a new high of around
5 per cent of GDP, notwithstanding weaker terms of
trade. The current account surplus could then rise to
2'/> per cent of GDP in 1995.

The principal risk attaching to the projections con-
cerns fiscal policy. Failure to take decisive action to limit
the 1994 deficit overrun would threaten to destabilise
market sentiment, with possible adverse effects on inter-
est rates. A related risk attaches to private consumption,
where job insecurity could lead to larger precautionary
savings than allowed for in the projections. On the other
hand, business fixed investment could recover more rap-
idly than expected, with beneficial effects on personal
income and consumer confidence.



NOTES

1. The Wage Supplementation Fund (Cassa Integrazione

Guadagni) pays compensation of ‘ternporarily’” laid-off
workers and salaried employees.

. In 1992, the government obtained special powers from Par-
liament to cut primary spending in four major areas: public
employment, pensions, health care and local authorities’
finance.

3

3. The state budget deficit has been redefined to exclude defi-

cits of autonomous companies, the legal status of which
were changed to those of joint-stock companies in 1992,
i.e. state monopolies for salt and tobacco (MS), state tele-
phone service (ASST) and state railways (FS). The state
sector includes the central government. remaining autono-
mous companies, and other state agencies.

. The Labour Accord of July 1993 lays out a new framework

for industrial relations and wage bargaining. The wage
indexation scheme, scala mobile, was abolished in July
1992.



UNITED KINGDOM

Economic recovery strengthened in the course of
1993, and by the first quarter of 1994 real GDP was
2.6 per cent up on a year earlier. Private consump-
tion, led by consumer durables, remained buoyant
during the second half of 1993 and the household
savings ratio fell farther. Business investment has
begun to pick up and, given rising levels of capacity
utilisation and improved corporate financial posi-
tions, should continue to expand. Employment growth
resumed in early 1993 and unemployment started
falling, both developments occurring earlier than in
past cycles. By end-1993, wage settlements and aver-
age earnings growth had dropped to 25-30 year lows,
though earnings growth has, not surprisingly, picked
up a little in the early months of 1994. Inflation in the
retail price index excluding mortgage payments fell
during 1993, despite the sharp drop in sterling’s effec-
tive rate in late 1992, and in April 1994 reached its
lowest rate since 1967. Sustained output growth, low
inflation, modestly declining unemployment and a
small current account deficit are projected for the
coming two years.

Recent developments

The profile of current economic recovery has so far
been strongly influenced by adjustment of household bal-

ance-sheet positions. Given extremely high indebtedness
at the outset of recession — the highest since the Great
Depression — the significant falls in interest rates since
late 1990 substantially reduced debt-service payments.
Gross interest payments declined from a 1990 peak of
around 15 per cent of household disposable income to
some 8 per cent by mid-1993. Led by buoyant demand
for new cars and household durables, private consump-
tion picked up strongly, reaching an annual rate of 4 per
cent in the second half of 1993, and consumer borrowing
rose again. The growth in retail sales strengthened in the
three months to March 1994, and continuing strong new
car sales and housing starts suggest that the impact of
higher taxation on households may be reflected more in
lower savings.

Business investment had until recently been the
missing ingredient in this recovery. Although investment
was cut back sharply, it has remained higher as a propor-
tion of GDP during this economic cycle than in the
1980s, reflecting stronger trend profitability and on-going
investment by the newly privatised firms and the energy
sector. Business investment started to contribute to recov-
ery during the course of 1993, and investment intentions
are now responding to improved cash-flow and balance
sheet positions, and to rising capacity utilisation. Public
investment in transport and social infrastructure was a

UNITED KINGDOM
Demand and output
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1990 prices)

1991
cument prices| 1991 1992 1993 1994 1995 | 199 199 % 1%
billion £
Private consumption 365.1 2.2 0 2.5 2.8 3.0 19 4.0 2.3 2.7 3.1 32
Government consumption 124.2 25 07 05 14 1.7 0 0.5 1.6 1.8 1.6 1.5
Gross fixed investment 96.5 98 -1.6 0.8 4.0 53 0.2 2 4.2 53 52 55
Public* 15.9 -5.9 9.8 1.6 -4.1 1.8 | 146 -27.7 7.1 34 1.4 12
Private residential 145 |-15.7 52 -10 39 63 | -5.0 0.3 45 6.5 6.3 6.3
Private non-residential 66.1 -95 59 1.0 6.4 6.0 | =27 137 34 55 6.0 6.5
Final domestic demand 585.8 -27 02 1.6 2L 4] 1.2 29 255 3.0 312 3.3
* change in stockbuilding -5.1% { 0.7 0.5 0.4 0.6 0.3 0 0.7 0.6 0.4 0.2 0.2
Total domestic demand 580.7 -3.3 04 2.0 3:3 3.4 1.2 35 3.0 33 34 3.5
Exports of goods and services 134.1 -0.9 3.0 3.1 S47. 6.9 4.1 1.8 6.9 73 6.8 6.6
Jmports of goods and services 140.8 5.4 6.3 35 7.0 5] 1.5 6.2 7.2 /.3 72 7.2
* change in foreign balance —6.64 1.2 09 02 05 -03 06 -12 03 02 03 04
* compromise adjustment -0.5¢ | -0.1 -0.1 0 0 0 0.1 0 0 0 0 0
GDP at market prices* 573.6 22 06 1.9 2.8 3.2 1.9 235 2.8 3.2 31 32
Industrial production? —~ -53  -0.8 1:7 2.8 319 2.6 0.5 3.6 3x7 39 3.9

* As a percentage of GDP in the previous period.
a) Including nationalised industries and public corporations.
b) Actual amount.

c) Data for GDP in the past are based on a compromise estimate which is the average of the expenditure, output and income estimates of GDP. The compromise
adjustment is the difference between compromise GDP and the expenditure estimate of GDP.

d) Manufacturing production.



UNITED KINGDOM
Employment, income and inflation
Percentage changes from previous period. seasonally adjusted at annual rates

1993 1994 1995
1991 1992 1993 1994 1995 1 1 1 1 n
Employment -32 2.7 1.3 1.2 1.4 -0.9 0.9 1.2 1.3 1.4 1.4
Unemployment rate 8.3 10.0 10.3 9.6 8.9 10.5 10.2 O} 9.4 9.0 8.7
Compensation of employees 5.1 4.0 24 45 Al 3.0 315 4.8 4.8 5.2 58
Unit labour cost 7.5 4.6 0.8 1.6 1.9 1Al 0.9 1.9 1.5 2.0 2.0
Household disposable income 6.8 74 SH | 4.0 4.7 5.6 2.6 4.6 4.1 4.7 54
GDP defiator 6.5 4.4 34 32 2.5 3.5 4.0 3.1 255 215 2.6
Private consumption deflator 74 4.8 3.5 29 29 4.0 2.8 3.0 2.8 2.8 3.0

major source of strength in 1992 and 1993, though it will
be scaled back in the coming years.

A notable feature of the current business cycle is
that the drop in unemployment occurred at a much earlier
stage in the recovery — several years earlier compared
with the cycle in the early 1980s. Unemployment started
to fall in January 1993, and registered unemployment
was down by some 280 thousand by April 1994. To some
extent, this can be attributed to modest real wage out-
comes and more flexible employment practices, a divi-
dend of structural policies pursued so far. Real wages
had increased throughout the 1990-92 recession (due in
part to strong disinflation in goods markets), but were flat
in 1993.

To date, job creation has been more than accounted
for by growth in (largely voluntary) part-time employ-
ment. Full-time job equivalents have barely changed. To
some extent, this pattern reflects the continuing down-
sizing and cost-cutting in manufacturing and construc-
tion, where full-time male jobs dominate, and is one
reason why long-term unemployment has hit adult males
hard. By contrast, steady service sector output growth has
boosted part-time work (typically by females), notably in
the retailing and hotel and catering sectors. In the event,
the modest pick-up in employment indicates that underly-
ing labour market conditions are firming slowly, albeit
from an uneven base. and that hiring decisions have
quickened.

The economy has been on a strong disinflationary
path due to the large output gap and keen competition,
especially in the retail sector. Inflation and inflation
expectations fell markedly during the past year. By April
1994, the 12-month rate of increase in the retail price
index excluding mortgage payment (RPIX) was down to
2.3 per cent (“‘headline’” retail price inflation was 2.6 per
cent) and might have been even lower without higher
indirect taxes. The growth in economy-wide average
earnings picked up to 4 per cent in the 12 months to
March, as the economy strengthened. This outcome
partly reflected the confluence of weak commodity and
oil prices and an unanticipated fall in total unit labour
costs due to labour shakeout in late 1992, despite steadily
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rising output. These factors absorbed the initial price
level effects of sterling depreciation.

Disinflationary pressures ensured that sterling’s
large nominal depreciation resulted in a big improvement
in international competitiveness. It appears that UK
export performance in manufactures improved in 1993.
Real net exports made a large contribution to the recov-
ery in the first half of 1993, which was subsequently
reversed in the second half of the year. Given uncertainty
concerning the measurement of intra-EC trade, however,
recent trade prices and volume data should be treated
with caution. The current account deficit deteriorated
very little, as the “‘J-curve’ effects typically associated
with depreciation were surprisingly absent according to
the most recent trade data.

Policies and other forces acting

The substantial easing in monetary policy since
1990 should continue to support the economic recovery,
especially in view of still high private sector debt levels.
Since sterling left the European Exchange Rate Mecha-
nism (ERM) its effective rate has dropped by some 12 to
15 per cent, and base lending rates are now down to
5'4 per cent. Although short-term prospects for keeping
underlying inflation (RPIX) near the mid-point of the
government’s 1 to 4 per cent target band are good, mone-
tary policy is assumed to move progressively towards
neutrality, implying a gradual increase in shori-term
interest rates. The recent sharp rise in UK long-term
interest rates and heightened bond market volatility may
exert a mildly restraining influence on private
investment.

The March 1993 budget announced substantial tax
increases, but deferred them until April 1994 (Fiscal
years begin 1 April) in view of the hesitant nature of the
recovery at that time. As the strength of recovery became
clearer, the November 1993 budget raised taxes further
(mainly on households), and non-cyclical spending
excluding debt service was cut substantially (partly by
freezing government running costs in FY 1994/95 ). The
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UNITED KINGDOM
Financial indicators

1993 1994 1995
1991 1992 1993 1994 1995 1 il 1 I I
Household saving ratio® 10.1 12.3 LS 9.9 8.8 124 10.6 10.3 9.6 9.1 8.6
General government financial balance® 2.7 6.4 =17 6.4 4.3 -8.1 -73 6.8 -5.9 4.7 -3.8
Current balance” -1.3 -1.4 -1.7 -2.1 -2.3 -2.1 -14 =2.1 -2.2 -2.3 2.4
Short-term interest rate« 115 9.6 59 5.2 535 6.2 SHY/ 5.2 5.2 ST) 55
Long-term interest rate ¢ 10.1 9.1 7.5 7.8 7.8 8.0 6.9 7.6 7.9 7.8 7.8

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

¢) 3-month interbank raie.

d) 10-year government bonds.

Public Sector Borrowing Requirement is now projected
to be reduced from an outturn of £45.9 billion in
FY 1993/94 to £21 billion (2%: per cent of GDP) in
FY 1996/97, assuming average real GDP growth of
2°/s per cent over the next three years. Public sector
finances would now appear to be on a sustainable
medium-term path, with gross public debt officially pro-
jected to peak at 51 per cent of GDP in 1997 and to
decline relative to GDP thereafter. Together, the two
1993 budgets represent the sharpest fiscal tightening
since the early 1980s and should favour a more balanced
€COnomic recovery.

Prospects

Real output appears to have continued to expand at
a moderate pace in early 1994. Private consumption
growth is projected to slow temporarily in the face of
higher taxation in the second quarter of 1994 but to pick
up thereafter, bolstered by rising employment and a fur-

ther fall in the household saving rates against the back-
ground of a mild rise in house prices and household
wealth. Private investment and a swing in the inventory
cycle should also start to support a more broadly based
recovery, as company balance-sheet positions and cash
flow continue to improve. The real foreign balance may
make a small negative contribution to growth in
1994 despite strong export order books, but may play a
more neutral role in 1995 as export markets in Europe
recover. All in all, real GDP is projected to grow by
2%a per cent in 1994 and by 3 per cent in 1995. The
unemployment rate is projected to decline slowly, to per-
haps below 9 per cent by end 1995. The short-run infla-
tion outlook is benign, although ‘‘underlying inflation’
may now be close to its cyclical low. The current account
deficit, albeit widening slightly, may remain at around
2 to 2'/> per cent of GDP in the coming two years.

The risks surrounding this projection appear
evenly balanced over the short term. The main uncer-
tainty attaching to the outlook is the degree of spare
capacity in the economy and its implications for inflation
as the economy recovers. Although the effects of wide-

UNITED KINGDOM
External indicators®
Seasonally adjusted at annual rates

1992 1993 1994 1995 1 P g R SR o
S billion
Merchandise exports 187.9 1814 195 215 1802 182.6 189 200 210 220
Merchandise imports 2114 202.0 220 244 200.1 2039 214 226 238 250
Trade balance -235 =205 25 -29 -19.8 -21.3 -24 -26 28 -30
Invisibles, net 8.4 4.1 4 4 0.8 5] 4 4 4 4
Current balance -15.1  -164 -21 25 -19.1 -13.8 -20 -23 —24 -26
Percentage change
Merchandise export volumes®” 316 4.1 5.0 7.0 5.0 -1.5 7.3 7.4 6.9 6.6
Merchandise import volumes? 6.2 3.6 7.0 7:2 1.9 6.4 7.2 7.2 7.2 7.2
Export performance* -1.4 24 -0.4 0.3 5.8 -6.2 1.9 1.1 0.2 0.5
Terms of trade 0.6 1.5 0.5 -0.1 2.0 7.1 -2.2 .6 0.0 0.3

a} For further detail. see tables in the External Trade and Payments section of the Annex.

b) Customs basis.

¢) Ratio between the total of export volumes and export market of total goods.
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ranging microeconomic reforms and the expected moder-
ate pace of recovery make a rekindling of inflation
unlikely in the next two years, it is unclear whether the
apparent fall in the ‘‘natural’’ rate of unemployment in
the second half of the 1980s has continued in the 1990s.
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The acid test for the new monetary policy arrangements
will come once forecasts of inflation stand above the
mid-point of the government’s target band and the
authorities are then required to take pre-emptive action to
keep inflation in check.



CANADA

Following a slowdown in mid-1993, economic activity
regained momentum, against the background of
robust growth in the United States the marked
strengthening of international competitiveness, and
the further easing of monetary conditions until early
1994. The recovery of output seems set to continue at
a robust pace, with domestic spending increasingly
supplementing exports as a source of demand. How-
ever, concerns about the high public debt along with
the recent tightening of US monetary policy have
made the Canadian economy vulnerable to financial-
market disturbances, as evidenced by renewed
exchange-rate weakness and subsequent upward
pressures on interest rates despite a favourable infla-
tion performance. Even if temporary, such pressures
could affect confidence and hold back activity in
interest-sensitive sectors of the economy.

Recent developments

The recovery strengthened in the fourth quarter of
1993, with real GDP growing at an annual rate of 3.8 per
cent, led by continued buoyancy in exports and business
investment. Markedly improved competitiveness, result-
ing from both subdued inflation and a lower exchange

rate, enabled Canadian exporters to benefit from strong
demand in the United States. Rising profitability and
restructuring efforts of Canadian businesses appear to be
the major factors behind the ongoing strength in machin-
ery and equipment investment. In addition, business con-
struction showed its first broadly-based gain since the
beginning of the upturn. By contrast, household spending
remained sluggish compared with past recoveries, reflect-
ing weak growth in disposable income associated with
increases in personal income taxation at the provincial
level. More recently, there have been signs that house-
hold demand is gaining momentum: with consumer con-
fidence picking up, retail sales (and in particular new
auto sales) have increased significantly in early 1994.

Despite the stronger rise in output, employment
has shown relatively modest growth, in the 1 to 1%z per
cent range on a year-to-year basis, reflecting continued
employer efforts to cut costs. The resulting substantial
productivity gains, combined with weak wage growth in
a context of high unemployment (at around 11 per cent),
led to a decline in unit labour costs during 1993. This has
largely offset the upward pressure on prices arising from
the depreciation of the Canadian dollar, keeping overall
inflation low. The increase in the consumer price index
— 0.2 per cent in the twelve months to April 1994 —
understates inflation trends, however, as it reflects a sharp

CANADA
Demand and output
Percentage changes from previous period, seasonally adjusted at annual rates, volume (1986 prices)

1991
¢ 1993 1994 1995
current prices| 1991 1992 1993 1994 1995
billion C$ : 1 - ] it
Private consumption 410.3 -2.0 1.1 1.6 2.6 3.6 1.9 17, 2.6 35, 3.6 3.6
Government consumption 142.9 sl 02 -01 01 0.5 02 -14 0.5 0 0.5 1.0
Gross fixed investment 1335 20 -13 0.7 955 73 | =25 6.8 4.1 6.9 7.6 7.2
Public® 16.4 5.0 4.0 23 4.7 9.5 [ -09 29 4.0 8.0 100 100
Private residential 40.7 |-123 63 3.8 3l 6.8 | 8.6 03 2.6 7.1 7.0 6.3
Private non-residential 76.4 13 54 23 6.6 70 | 0.1 10.6 4.8 6.5 78 7.0
Final domestic demand 686.8 -1.2 0.4 121 27 38 0.6 2:1 25 35 319 39
* change in stockbuilding —0.9¢ 04 05 0.7 0.3 0.1 2.1 0 0.6 0.2 0.1 0.1
Total domestic demand 685.9 -0.7 0 1.7 3.0 39 2.7 2.1 3.1 37 4.0 4.0
Exports of goods and services 165.1 0.8 7.9 9.6 9.8 8.7 8.9 9.6 9.9 9.7 8.6 79
Imports of goods and services 172.2 2.7 49 7.6 s 7.5 8.7 6.9 7.4 8.1 TS 7.0
* change in foreign balance -7.1% | 0.6 0.8 0.5 0.7 04 | 0.1 0.8 0.8 0.5 04 0.3
* change in error of estimate -2.9¢ | -0.3 0 0.1 0 0 03 -0.2 0 0 0 0
GDP at market prices 675.9 -1.7 0.7 2.4 37 43 3.0 2.8 39 4.2 4.4 43
Industrial production - -3.7 0.4 4.8 4.5 51 6.1 3.9 4.5 5.0 52 5.1

* As a percentage of GDP in the previous period.
a) Excluding nationalised industries and public corporations.
b) Actual amount.
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CANADA
Employment, income and inflation
Percentage changes from previous period, seasonally adjusted at annual rates

1993 1994 1995
1991 1992 1993 1994 1995 I 1 i I 1 1
Employment -1.8 -0.8 12 9 2.7 1.7 1.1 20 26 247 2.8
Unemployment rate 103 11.3 11.2 10.8 10.2 11.2 11.2 11.0 10.7 10.4 10.1
Compensation of employees 23 3.0 2.6 34 5.0 2.8 1.7 37 4.6 5.0 53
Unit labour cost 4.] 23 0.2 0.3 0.6 0.1 -1.0 -0.2 04 0.6 09
Household disposable income 30 28 3.0 B9 52 44 —0.6 43 47 54 53
GDP deflator 255 1.1 0.8 0.6 149 0.5 0.8 0 1.6 2.0 2:4]
Private consumption defiator 47 1.1 15 0.7 2.1 1.1 1.9 =055 29 2.0 2.4

reduction in tobacco taxes designed to curb the growth in
cigarette smuggling across Canada’s border with the
United States. Abstracting from this, underlying con-
sumer price inflation is of the order of 1'/> per cent, which
is still at the lower end of the current official target
range. With import prices rising markedly, Canada’s
terms of trade have tended to deteriorate. Along with
buoyant import volume growth (in particular of machin-
ery and equipment), this has moderated the decline in the
current-account deficit, which reached about 3'/> per cent
of GDP in the fourth quarter of 1993.

Policies and other forces acting

The general-government deficit amounted to
6 per cent of GDP in 1993. This was 0.2 percentage
points higher than in 1992, largely due to cyclical factors,
the structural component of the deficit being estimated to
have remained broadly stable at just under 3'/: per cent of
GDP. Contrary to the preceding years, the deterioration
in the fiscal position reflected developments at the federal
level: the federal government deficit increased to 4'/s per
cent of GDP (on a national accounts basis), while prov-
inces’ budget consolidation efforts began to curb their
deficits. The February 1994 federal Budget — the first

presented by the newly-elected Government — implies a
slight tightening of the fiscal stance in the near term,
followed by greater restraint over the next two years. The
net impact of revenue-raising initiatives is minimal, with
measures to broaden the tax base offset by lower unem-
ployment-insurance contributions and tobacco taxes. On
the spending side, restriction on civil service wages is
extended and further cuts in unemployment benefits and
defence spending have been announced. Despite addi-
tional infrastructure investment. the expenditure ceilings
set out in the previous Government’s Spending Control
Act are respected, but no extension of the Act beyond the
fiscal year 1995/96 is envisaged. The authorities are com-
mitted to reduce the federal deficit — on a public-accounts
basis — from an estimated 6.4 per cent of GDP in the
fiscal year ending in March 1994 to 3 per cent by
1996/97; this target implies a federal government deficit
of some 2 per cent of GDP on a national accounts basis.

In December 1993, the new Government and the
Bank of Canada agreed to maintain the objective of hold-
ing inflation inside the range of 1 to 3 per cent from
1995 to 1998. With price increases coming in at the
lower end of the target range, monetary conditions con-
tinued to ease until early February 1994, with short-term
interest rates falling to 3%: per cent. The subsequent rise
in US interest rates led to a firming of Canadian money

CANADA
Financial indicators
1993 1994 1995
1991 1992 1993 1994 1995 1 I i 11 1 i
Household saving ratio 10.3 10.8 10.6 104 10.0 1S 9.7 10.6 10.2 10.1 9.9
General government financial balance” -6.3 -6.6 —-6.8 -55 —4.0 -7.5 —6.0 5.8 =541 44 -3.6
Current balance” 4.3 4.0 =35 -32 2.8 -3.7 34 33 -3.2 -3.0 -2.7
Short-term interest rate’ 9.0 6.7 5.0 5.1 347 5.6 4.4 5.0 53 5.7 Skl
Long-term interest rate 9.8 8.8 7.9 79 7.6 8.3 7.5 79 7.8 7.7 7.5

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

¢} 90-day finance company paper.

d} Long-term federal government bonds.
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CANADA
External indicators”

Seasonally adjusted at annual rates

1993 1994 1995
1992 1993 1994 1995 1 I i 1 il
$ billion
Merchandise exports 1334 144.0 155 172 142.3 1457 151 159 168 177
Merchandise imports 1251 134.] 143 156 132.0 1363 140 146 153 160
Trade balance 8.3 9.9 12 16 10.3 9.4 11 13 15 17
Invisibles, net -31.2 -294 -29 -32 -30.8 -28.0 -29 =30 -31 33
Current balance -229 -195 -18 -16 -20.5 -18.6 -18 -17 -17 -16
Percentage change
Merchandise export volumes? 8.6 10.2 9.8 8.8 9.5 9.5 10.0 9.7 8.7 8.1
Merchandise import volumes® 6.4 10.3 8.7 75 10.7 112 7.8 8.2 15 6.9
Export performance -1.0 0.2 0.2 15 -1.1 -0.1 0.1 0.9 1.8 1.6
Terms of trade 0.2 0.9 -0. 0.6 0.8 -0.1 -0.1 0.2 0.8 0.9

a) For further detail. see tables in the External Trade and Payments section of the Annex.

b) Customs basis.
¢) Ratio between the total of export volumes and export market of total goods.

market conditions and some weakening of the Canadian
dollar. For a while interest-rate differentials vis-a-vis the
United States remained narrow. Recently, however,
financial-market concerns over Canada’s heavy public
debt and the future of the federation resurfaced so that,
with downward pressure on the currency intensifying,
short-term interest rates rose sharply from mid-March,
reaching 6'> per cent in early May. Despite some easing
since then, Canadian short-term rates still exceed their
US counterparts by about 150 basis points. Long-term
interest rate differentials, which had narrowed markedly
from October 1993 to January 1994 to a low of 70 basis
points, have also widened significantly, to about
110 basis points at the time of writing.

Prospects

Economic growth is projected to strengthen fur-
ther, reaching 3% per cent in 1994 and 4'/: per cent in
1995. Strong export growth seems set to continue both
because Canada’s export markets are expected to expand
rapidly and because the marked improvement in interna-
tional competitiveness — about 20 per cent since 1991 in
terms of relative unit labour costs in a common currency
— should allow Canadian exporters to gain market share.
Business investment should remain buoyant, fuelled by
rising profits and strong export demand. and household
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expenditure is also expected to gather momentum, as
employment growth boosts disposable incomes and ris-
ing consumer confidence leads to some fall in the saving
ratio. More generally, the significant fall in interest rates
over the last few years should support domestic spend-
ing. Despite the projected pick-up in employment, the
decline in unemployment is likely to be gradual, as
labour-force participation is expected to recover follow-
ing its pronounced cyclical fall. With persistent labour-
market slack, wage increases are projected to remain
moderate, implying little growth in unit labour costs.
Nevertheless, inflation is likely to rise somewhat, reflect-
ing the effects of earlier exchange-rate depreciation, but
should remain in the middle of the official target range.
The current-account deficit is projected to continue to
narrow gradually, as a rising invisible deficit partly off-
sets the widening trade surplus.

The strength of activity will be determined by how
quickly buoyant export demand can be translated into
increased domestic employment and incomes. Given still
high unemployment, consumer confidence may take time
to recover, damping household spending. Confidence
could also be adversely affected by a recurrence of finan-
cial-market disturbances. Indeed, foreign-investor con-
cerns about the fiscal and political situation could limit
the scope for a narrowing of interest-rate differentials
between Canada and the United States — a central feature
of the above projections — thereby moderating the
momentum of the recovery.



AUSTRALIA

Economic recovery consolidated in 1993 after two
years of weak growth, while employment began to
grow rapidly in the second half of the year. Activity
and employment have been supported in recent years
by accommodating macroeconomic policies. Although
unemployment has fallen, it remains high. Wide mar-
gins of spare capacity are thus limiting wage and
price pressures. Output growth is projected to rise to
4 to 4'/> per cent while inflation remains subdued. The
current account deficit is projected to widen slightly
to a little over 4 per cent of GDP.

Recent developments. The economic recovery
strengthened in the second half of 1993, with quarterly
GDP! growth surging to 1.7 per cent in the December
quarter, of which 0.7 percentage point was attributable to
stockbuilding. GDP in the December quarter was some
4 per cent higher than a year earlier. Business investment
remained conspicuously absent from the recovery — it
was flat over the quarter and 4 per cent lower than a year
earlier. Employment growth picked up strongly since
mid-1993, averaging 3.5 per cent (s.a.a.r.) in the second
half of 1993. It has mainly been in services and evenly

divided between full-time and part-time work. Despite a
small rise in the participation rate, the unemployment rate
began falling in late 1993, reaching 10.1 per cent in April
1994, compared with around 11 per cent for most
of 1993.

Average weekly ordinary time earnings of full-
time employees rose by 3.1 per cent in the year to Febru-
ary, only slightly up on the annual increases earlier in the
fiscal year. Combined with strong productivity growth,
this wage moderation has underpinned continued low
inflation. The consumer price index (CPI) rose by only
0.4 per cent in the March quarter 1994 and was 1.4 per
cent higher than a year earlier. Given low domestic infla-
tion, the large nominal exchange rate depreciation which
occurred over the two years to the second semester of
1993 — 17 per cent in effective terms — translated into a
strong increase in international competitiveness.
Together with buoyant demand in many of Australia’s
trading partners, this has contributed to solid export
growth, especially in manufactures and services, and has
held the current account deficit to between 3Y> and 4 per
cent of GDP. The exchange rate has since appreciated by

AUSTRALIA
Demand, output and prices
Percentage changes, volume (1989/90 prices)

1991
current prices 1991 1992 1993 1994 1995
billion A$

Private consumption 236.4 0.9 34 2.4 39 4.0
Government consumption 69.5 2.7 1.9 0.8 3:9 3.0
Gross fixed capital formation N -10.3 -0.5 1.0 5.6 6.2
Final domestic demand 383.6 -1.4 2:3 1.9 42 43
* change in stockbuilding —2.5¢ -0.9 0.4 0.6 -0.2 04
Total domestic demand 381.1 23 2.8 2.5 4.0 4.7
Exports of goods and services 67.2 12.9 4.9 6.7 7.0 7.2
Imports of goods and services 65.7 -2.6 1.2 45 12 941
* change in foreign balance 175 2.6 -0.3 0.5 0.1 -0.2
* change in statistical discrepancy 0.4« -13 0.2 1.1 0 0
GDP at market prices” 383.0 -1.0 2.1 4.1 4.0 43
GDP implicit price deflator? - 1.9 1.3 13 1.8 2:3
Memorandum items
GDP average measure* - -0.7 2.1 34 4.0 43
Private consumption deflator - 3.6 137 1.9 1.8 25
Industrial production - 24 0.2 6.4 6.4 42
Unemployment rate - 9.5 10.7 10.9 10.0 9.2
Household saving ratio? - 6.5 5.4 42 3.6 2.7
General government financial balance« —~ -2.6 -39 -5.0 —4.3 -34
Current balance - 3.4 -3.7 -3.8 -39 —4.3

* As a percentage of GDP in the previous period.
a) Actual amount.
b) The income measure of GDP.

¢} Average measure of the expenditure, production and income measures of GDP.

d} As a percentage of disposable income.
e} As a percentage of GDP.



around 8'/> per cent, reversing some of the previous gains
in international competitiveness.

Policies and other forces acting. The extent of the
strengthening in the economy over the last year has ena-
bled the Government to accelerate the Commonwealth
(federal) budget deficit reduction schedule while address-
ing priority areas such as unemployment, particularly the
long-term unemployed. The Government commitied an
additional AS$6.5 billion over four years from
FY 1994/95° to enhance labour market efficiency and
growth potential. The Government has revised down its
estimate of the Commonwealth budget deficit for FY
1993/94 from A$16.0 billion in last year’s budget to
A$13.6 billion (3.2 per cent of GDP or 3.7 per cent of
GDP excluding privatisation proceeds). The deficit is
expected to fall further to AS$11.7 billion in
FY 1994/95 (2.5 per cent of GDP) and approach balance
in FY 1997/98. Medium-term fiscal projections in the
FY 1994/95 Budget show the general government deficit
falling from 3.7 per cent of GDP in FY 1993/94 to
around 1.0 per cent of GDP in FY 1997/98.

Fiscal policy has been highly counter-cyclical in
recent years. On a calendar year basis, the general gov-
ernment balance (excluding privatisation proceeds) dete-
riorated from a small surplus in 1990 to an estimated
deficit of 5 per cent of GDP in 1993. The OECD Secreta-
riat estimates that approximately two-thirds of that deteri-
oration reflected non-cyclical factors. The general gov-
ernment budget deficit is projected to decline to around
2.7 per cent of GDP in 1995, with the OECD Secretariat
estimating that non-cyclical factors would contribute
around one quarter of the deficit reduction.

Monetary policy settings have been unchanged
since July 1993, when short-term cash rates were cut to
4.75 per cent. Despite stronger than expected growth,
inflation remains low, and the inflation outlook is favour-
able. However, it is expected that monetary policy set-
tings will need to be tightened at some stage during the
upswing: it is assumed in the projections that the cash
rate will begin to rise in the second half of this year.
Largely reflecting the world-wide rise in bond yields in

recent months, long-term Government bond rates have
increased substantially from a low of 6.3 per cent in
January to 8.8 per cent in May.

Prospects. Output growth is projected to accelerate
to around 4> per cent over the coming two years, with
growth in private consumption expenditure picking up to
4 per cent. The long awaited recovery in business invest-
ment is projected to arrive, with its growth rising to
11 per cent in 1995. Investment in plant and machinery is
projected to be particularly strong due to levels of
capacity utilisation in the manufacturing sector that are
high for the stage of the cycle and rising, and to strong
business confidence and profits. Although total employ-
ment is projected to expand at around 2'/>» per cent per
year, the unemployment rate is only projected to fall to
around 9 per cent, reflecting high growth in the
workforce. Underlying inflation is projected to pick up
slightly to 2Y> per cent in 1995, still within the Reserve
Bank’s 2-3 per cent ‘‘comfort zone’ for inflation. The
contribution of continued strong growth in exports (o
GDP growth is projected to be largely offset by an accel-
eration in import growth. The current account deficit is
likely to deteriorate somewhat to around 4/ per cent of
GDP in 1995.

A possible downside risk is that the projected
recovery in business investment may be undermined by
recent increases in long-term real interest rates. The
major upside risk is that improving labour market condi-
tions could boost growth further, especially if the terms
of trade strengthen markedly.

NOTES

1. All references are to the average measure of GDP, known as
GDP(A). GDP(A) is the average of the expenditure, income
and production measures of GDP.

2. Fiscal year begins 1 July.

AUSTRIA

Relatively buoyant domestic demand has made for a
rather mild recession, with GDP receding slightly in
the first half of 1993 but stabilising in the second half.
Driven by higher exports and supported by tax cuts,
output growth resumed in early 1994, and is pro-
jected to accelerate towards its medium-term trend in
1995. Wage moderation is helping to contain the rise
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in unemployment, while also leading to a continued
improvement in inflation performance. Residual infla-
tion inertia in the sheltered sectors may be reduced by
intensified competition resulting from prospective
EC membership. Despite recent slippage, the stance
of fiscal policy remains mildly expansionary, making
for a further rise in the general government deficit.



AUSTRIA
Demand, output and prices
Percentage changes, volume (1983 prices)

1991
current prices 1991 1992 1993 1994 1995
billion Sch

Private consumption 1064.1 29 1.8 0.8 1.6 2.5
Government consumption 349.6 3.1 24 2.0 2.0 1.0
Gross fixed capital formation 483.3 52 2., 2.0 1.5 32
Final domestic demand 1897.0 35 2.1 0.3 1.6 24
* change in stockbuilding 8.1¢ -0.4 0.4 0.3 0.3 04
Total domestic demand 1905.1 3.1 1.7 0.6 1.9 2.8
Exports of goods and services 770.4 5.6 2.8 -1.7 279 6.4
Imports of goods and services 753.0 6.3 2.8 0.2 2.8 6.3
* change in foreign balance 17.4¢ 0.4 0 -0.9 ~0.1 0.1
GDP at market prices 19225 2.7 1.6 -0.3 1.8 27
GDP implicit price deflator - 3.9 4.2 3.9 2.7 22
Memorandum items
Private consumption deflator = 3.5 3.8 3.6 257, 221
Industrial production = 1.7 -10 -1.7 20 4.5
Unemployment rate 3.5 3.6 4.2 4.5 4.6
Household saving ratio” 13.4 12.0 11.5 12.0 12.0
General government financial balance = -2.5 -2.0 -2.8 4.0 =33
Current balance* - 0 -0.1 -0.5 -0.6 -0.6

* As a percentage of GDP in the previous period.
a) Actual amount.

b) As a percentage of disposable income.

c) As a percentage of GDP.

Recent developments. Aggregate demand and out-
put remained broadly flat in the second half of 1993, at a
level slightly higher than a year earlier. Exports were
depressed by persistent stagnation in crucial foreign mar-
kets and losses in competitiveness caused by an increase
in the effective exchange rate of the schilling. Manufac-
turing industry and tourism were particularly hard hit, the
overall fall in private investment being concentrated on
these two sectors. In other, more sheltered areas, activity
was more resistant to recessionary forces. as profits were
squeezed less and employment stability prevented con-
sumer spending on services from weakening signifi-
cantly. Even so, the growth of private household demand
slackened, with real disposable incomes stagnating and
consumers reluctant to make substantial inroads into
savings.

Employment reacted only modestly to output
weakness, falling about /s per cent year-on-year, as cuts
in industry were largely offset by job gains in services.
Wage moderation also contributed towards employment
stability, which implied a levelling-off in productivity
growth. Moreover, labour force growth slowed, partly as
a reaction to fewer job opportunities, thereby limiting the
rise in unemployment, which reached a rate of 4/ per
cent of the labour force. Inflation, though decelerating,
has remained at an annual rate of over 3 per cent, due to
higher public charges and service prices, notably in sec-
tors where demand has stayed lively and competition
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among suppliers is weak. Benefiting from exchange-rate
induced terms-of-trade gains and the fall in domestic
demand for goods of high import content, the trade defi-
cit has narrowed; however. in 1993 this was more than
offset by lower net receipts from tourism, yielding a
small current account deficit.

Policies and other forces acting. As required by
the exchange rate link to the Deutschemark, which
remains one of the cornerstones of economic policy,
interest rates have closely followed German rates. How-
ever, the National Bank has used the room for manceuvre
created by good fundamentals and the acquired credi-
bility of the ‘‘hard currency’’ policy to undercut German
rates slightly, even if this ‘‘negative gap’’ has narrowed
in recent months. Following the Bundesbank’s rate
reduction, in mid-May, the Austrian discount and the
Lombard rates were lowered to 4. and 5> per cent,
respectively. Meanwhile, as elsewhere, long-term bond
yields have moved up to slightly above 6 per cent. As a
result, the previously inverted yield-curve has returned to
a more normal profile.

Mainly due to the effect of automatic stabilisers,
public finances worsened considerably in 1993. The gen-
eral government deficit widened by more than 1 percent-
age point to over 3 per cent of GDP, while the central
government deficit reached almost Sch 100 billion, or
4.7 per cent of GDP, thereby substantially overshooting
the target implied by the medium-term consolidation pro-



gramme. The federal budget for 1994 provides for a
lower deficit of Sch 81 billion (3.7 per cent of GDP), the
decline being mainly due to receipts from asset sales and
a drawing-down of reserves. In national accounts terms
the underlying fiscal stance remains expansionary and the
general government deficit is set to rise to nearly 4 per
cent of GDP. Revenue losses from a general income tax
cut and the abolition of two business taxes are only partly
offset by an increase in the corporate and the payroll tax
rates.

Prospects. With major foreign markets in western
Europe recovering from the recession, and the negative
impact of past strong wage growth and effective schilling
appreciation fading, an export-led pick-up of activity
appears to be under way. Indeed, foreign orders, mer-
chandise exports and industrial output have all rebounded
markedly in recent months. With business confidence
improving, and profits and capacity utilisation returning
to more normal levels, investment growth should resume,
notably in industrial equipment. Given the scope for pro-

ductivity increases, employment may be slower to pick
up, although the unemployment rate should level off at
about 4'/> per cent. Despite slower wage growth, how-
ever, disposable incomes will be boosted by the income
tax cuts and by decelerating inflation, which should
decline towards a 2 per cent annual rate. Personal con-
sumption should thus recover gradually and, as domestic
demand picks up, the current account may weaken
slightly, although the deficit should stay around Y2 per
cent of GDP. In all, GDP growth is projected to average
1%+ per cent in 1994, accelerating to its trend rate of
2%4 per cent in 1995.

The principal risks attach to foreign developments.
Thus, export growth could slacken, undermining the
improvement in profits and holding back investment
longer than expected. On the other hand, the balance of
recent information seems to suggest that export growth
could well be underestimated. Moreover, imminent
EC membership may provide a powerful incentive for
adapting and modernising the capital stock.

BELGIUM

Real GDP fell by 1Y per cent in 1993. The weakness
of the real ecomomy exacerbated long lasting
problems of high unemployment and large govern-
ment budget deficits; and following the crisis in the
European Exchange Rate Mechanism, the exchange
rate and interest rates also came temporarily under
pressure. But financial markets, and the economy in
general, responded very positively to the introduction,
in November 1993, of a ‘“global plan’’ to address the
problems of unemployment, competitiveness, and the
social security system. Economic growth is projected
to resume in 1994 and to accelerate in 1995: combined
with the global plan and a further decline in interest
rates it should significantly reduce the budget deficit.
Labour market conditions should slowly improve.

Recent developments. Real GDP fell by 1Ya per
cent in 1993, a much weaker outcome than the European
average. It reflected widespread weakness of domestic
demand, partly mitigated by a large contribution of the
foreign balance to GDP growth. However, the Belgian
economy seems to be emerging from the cyclical down-
turn. Capacity utilisation in manufacturing edged up
from a low of 74.6 per cent in the first half of 1993 to
77.1 per cent in March 1994; and car registrations
rebounded in the first four months of 1994. The
standardised unemployment rate has stabilised at around
9% per cent. Consumer-price inflation has decelerated
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from 3.8 per cent in 1993 to 2.3 per cent for the
12 months to March 1994, despite an increase in indirect
taxes. Wage growth slowed in 1993 but, given the poor
productivity performance typical of this phase of the
cycle, unit labour costs continued to increase at a fairly
rapid pace — an estimated 4'> per cent. The current-
account surplus of the Belgium-Luxembourg Economic
Union (BLEU) widened markedly — to nearly 5 per cent
of GDP — partly as a result of strong investment income
following a new period of rapid expansion in the Luxem-
bourg banking sector.

Policies and other forces acting. Recent indicators
have been encouraging. The National Bank leading
indicators have rebounded sharply from their trough of
mid-1993, reflecting improved conditions in practically
all sectors of the economy. By March 1994, they had
fully offset their steep decline of 1992-93. Confidence
seems to have improved appreciably following the intro-
duction of the ‘“‘global plan’’ late in 1993 and the very
positive reaction of financial markets. Early in 1994 the
Belgian franc moved back above its DM central rate.

With downward pressure on the Belgian franc dis-
appearing, the National Bank repeatedly reduced its offi-
cial interest rates in the first five months of 1994. Interest
differentials with Germany, despite the tension in interna-
tional bond markets, have narrowed markedly compared
with the summer of 1993, especially at the short end of
the market. Interest rates are projected to continue to



BELGIUM
Demand, output and prices
Percentage changes, volume (1985 prices)

1991
current prices 1991 1992 1993 1994 1995
billion BF

Private consumption 42279 3.1 29 1:S 1.2 2.0
Government consumption 994.0 1.8 153 13 0.1 0.1
Gross fixed capital formation 1302.7 -1.7 0.4 -7.4 0.8 4.0
Final domestic demand 6524.7 1.9 2.2 -2.3 1.0 2.1
* change in stockbuilding -8.5¢ 0.2 0.2 0 0 0
Total domestic demand 6516.2 1.7 2.4 -2.3 1.0 23]
Exports of goods and services 4 846.6 2.5 1.6 -3.4 3.1 54
Imports of goods and services 4657.4 24 2:77 —4.4 2.5 4.6
* change in foreign balance 189.2¢ 0.1 -1.] 1.0 0.5 0.5
GDP at market prices 6705.4 1.8 1.4 -1.3 1.5 2.6
GDP implicit price deflator - 2.7, 34 2.8 2.4 2.2
Memorandum items
Private consumption defiator - 2.5 2.1 2.8 24 242
Industrial production - 2.0 0 =5.2 222 247,
Unemployment rate - 9.3 10.3 11.9 12.8 127
Household saving ratio® 209 21.3 22.9 2119 21.0
General government financial balance ¢ - —6.8 ~7.3 =7.2 5.8 4.7
Current balance? - 2:9) 259 4.9 5.1 54

* As a percentage of GDP in the previous period.
a) Actual amount.
b) As a percentage of disposable income.

¢) As a percentage of GDP. It includes the proceeds of privatisations and sales of other assets, the accounting treatment of which is currently being examined.

d) As a percentage of GDP. Balance for BLEU.

decline in 1994-95, although at a slower pace than
recently: long-term interest differentials with Germany
may narrow somewhat more.

Fiscal policy has been tightened. Cuts in social
security contributions to promote employment and
restore competitiveness (estimated by the Government to
cost the budget an amount representing nearly /> per cent
of GDP) will be fully financed by increases in indirect
taxes. Moreover, a reduction in social security expendi-
ture (representing 1 per cent of GDP) combined with an
increase in revenue (representing nearly '> per cent of
GDP) should allow the social security accounts to be
balanced in 1996, and reduce the deficit of the general
government to 3 per cent of GDP, as required by the
Maastricht target. For 1994, the Government is aiming to
cut the budget deficit to 5.7 per cent of GDP, from
7.2 per cent in 1993. To offset an expected tax shortfall
and expenditure overshooting, it has decided to step up
the 1994 programme of privatisation and sale of other
assets — to some % per cent of GDP. Including the
proceeds of these operations, the OECD Secretariat
expects the general government deficit to decline to
5.8 per cent of GDP in 1994 and to 4.7 per cent in
1995 as a result of the economic recovery, lower interest
rates and the global plan.

Prospects. The outlook is for a moderate recovery
led by consumption and exports. Thanks to the global
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plan — notably the reduction in employers’ social security
contributions — the international competitive position of
Belgium is expected to stabilise, and exporting firms
should progressively reduce their losses of market shares
and thus better benefit from the acceleration of interna-
tional trade. Hence exports (in volume) are projected to
rebound markedly. The negative impact of tighter fiscal
policy on disposable personal income and private con-
sumption is expected to be more than offset by improved
confidence and a decline in the household saving ratio.
Gross fixed investment may grow only a little in 1994,
but with improving sales prospects, rising rates of capac-
ity utilisation, better profit margins and lower interest
rates it is projected to recover markedly in 1995. Reflect-
ing a stronger economy and support measures, employ-
ment may start growing again in 1995, although not
sufficiently to lead to a substantial decline in the unem-
ployment rate for the year as a whole. Persistent slack in
the labour market, together with changes in the system of
wage indexation' and a freeze of wages in real terms
starting in 1995, should result in further disinflation. The
BLEU current-account surplus, as a proportion of GDP,
is projected to edge up, approaching 5'/ per cent in 1995.

The projected recovery is dependent on the macro-
economic situation in surrounding countries and the
growth in international trade; stronger developments
abroad could lead to higher growth than projected. On



the domestic side, the main uncertainties relate to con-
sumer behaviour and its longer-term reaction to the
global plan and the improving economic environment.
All considered, the risks seem to be about balanced.

NOTE

1. Tobacco, alcohol, petrol and diesel fuel have been removed
from the relevant index.

DENMARK

A robust recovery in aggregate demand and output is
already under way, the pick-up in activity in the sec-
ond half of 1993 having been driven principally by a
revival in consumer confidence. The recovery is
expected to gather momentum in 1994 and 1995, with
the unemployment rate, which stood at 12/ per cent
in early 1994, falling by almost 2 percentage points
over the projection period. Inflation will remain rela-
tively low.

Recent developments. A strong recovery in domes-
tic demand and exports boosted output growth in the
second half of 1993, permitting GDP to grow by 1.2 per
cent for the year as a whole. Private consumption grew
by 7.4 per cent (s.a.a.r) in the second half of the year,
with evidence of further increases in early 1994. Reflect-
ing continued firming of consumer confidence retail sales
registered year-on-year growth close to 5 per cent in the
first two months of 1994 and car registrations surged by
more than 60 per cent in the first quarter. At the same

time, the slide in total gross fixed investment has moder-
ated, with residential construction and investment in
equipment showing signs of recovery in the second half
of 1993. The pick-up in domestic demand translated into
strong growth in imports but the expansion in exports
was even more pronounced, pushing the current account
surplus for 1993 to the record level of 4 per cent of GDP.

Labour shedding continued in 1993 and early
1994, albeit at a reduced rate, and the unemployment rate
rose to a post-war record of 12.6 per cent in March. The
growing slack in the labour market has put downward
pressure on wage inflation, and industrial wages
increased by only 2 to 2!/ per cent in 1993. However,
with consumer price inflation averaging 1'/- per cent, real
wages have remained on an upward trend.

Policies and other forces acting. The central bank
remains committed to the stability of the krone while
using any available room to reduce interest rates.
Increased confidence in the currency following the
widening of the ERM intervention band in August ini-

DENMARK
Demand, output and prices

Percentage changes, volume (1980 prices)

1991

current prices 1991 1992 1993 1994 1995

billion DKr
Private consumption 430.0 14 0.7 2.6 5:3 38
Government consumption 210.4 0 0.7 812 -2 0.4
Gross fixed capital formation 136.0 -5.4 -8.2 -1.8 6.6 6.7
Final domestic demand 776.3 -0.3 -0.9 2.0 4.4 34
* change in stockbuilding 2.5¢ -0.3 0.2 =S 1.0 0.5
Total domestic demand 773.8 -0.5 -0.7 04 35 4.0
Exports of goods and services 309.2 7.7 37 =17 4.0 S35
Imports of goods and services 255.6 49 0.5 4.2 8.0 .2
# change in foreign balance 53168 15 119 0.8 -1.0 -0.2
GDP at market prices 827.4 1.0 12 12 4.0 325
GDP implicit price deflator — 245 20 17 2.3 2.5
Memorandum items
Private consumption deflator = 29 2.1 1.5 2.0 2.6
Industrial production - 2.8 1.5 2.4 5.3 5:5
Unemployment rate - 10.5 11.2 122 11.0 10.5
General government financial balance® = 2.1 24 4.5 —4.3 =32
Current balance’ - 1.7 33 359 2.6 25

* As a percentage of GDP in the previous period.
a) Actual amount.
b) As a percentage of GDP.
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tially allowed interest rates to be reduced. However, the
lowering of the discount rate to German levels in January
left the krone weaker, which in turn prompted a more
cautious response to subsequent German discount rate
cuts. The gradual reduction of short- and long-term mar-
ket rate differentials vis-a-vis Germany thus came to a
halt in early 1994. Since then the premium on short rates
has been around 0.5 percentage point, whereas the differ-
ential on bond yields increased in the second quarter.

The 1994 Budget comprises stimulatory measures
amounting to DKr 11 billion (1.2 per cent of GDP) which
are officially estimated to boost GDP growth by 14 per-
centage points in 1994. The general government budget
deficit could, nevertheless, remain broadly unchanged at
4'/s per cent of GDP this year, falling to 3"/ per cent of
GDP in 1995. The major part of the deficit is estimated to
relate to cyclical factors. The fiscal stimulus comprises
both public spending and revenue measures, spending
increases of DKr 6'/: billion having been budgeted inter
alia for labour-market initiatives, education, health and
culture. On the income side the first stage of a five-year
tax reform programme will involve a net loss of revenue
of some DKr 4.6 billion, while shifting the tax burden
away from personal income towards payrolls, pollution
and business. The structural budget position in 1995 is
set to be broadly unchanged. an improvement of the
structural primary balance being largely offset by higher
interest payments.

New public paid-leave schemes, being effective
from the beginning of 1994, give employed and unem-
ployed persons the opportunity to withdraw temporarily
from the labour force. They have proved very popular,
with more than 40 000 (1.4 per cent of the labour force)
persons already on leave by early May 1994. For the
whole of 1994, the paid-leave schemes are projected to
reduce registered unemployment by around 0.8 percent-
age point.

Prospects. Rapid real income growth should drive
output growth to well above potential rates in both
1994 and 1995. Mainly reflecting the effect of fiscal
measures real household disposable income is projected
to grow by 4'/> per cent in 1994 with a further stimulus to
private consumption emanating from a declining house-
hold saving ratio. The recovery in both private consump-
tion and foreign demand is expected to prompt an
increase in business fixed investment, which should be
reinforced by sharply lower credit costs. Moreover, not-
withstanding increased exports in the wake of the recov-
ery in the world economy, the growth contribution from
the real foreign balance is likely to be negative, reflecting
a demand-driven increase in imports. The pick-up in
GDP growth to an annual rate of 4 per cent in 1994,
followed by a 3Y: per cent growth in 1995, is expected to
lead to an increase in total employment for the first time
since 1987, with unemployment being further reduced by
the paid-leave schemes. Underlying price increases are
likely to remain moderate, since the slack in the labour
market, while diminishing, should ensure that the
1995 wage bargaining round results in moderate
settlements.

The main uncertainties attaching to the projections
relate to spending decisions of households in response to
declining interest rates, an easing of liquidity constraints
and rapid capital gains on the housing stock after heavy
losses in previous years. The projection assumes a per-
centage point decrease in the household saving ratio in
1994, followed by an additional 2 percentage points in
1995, which could prove to be conservative. A further
risk relates to the labour market and the popularity of the
paid-leave schemes. The number of temporary withdraw-
als from the labour market could be higher than assumed,
and the tightening of the labour market therefore more
pronounced. resulting in a deficient supply response and
higher-than-projected inflation.

FINLAND

With continued rapid growth of exports and a bot-
toming-out of household demand, real GDP stopped
falling around mid-1993, and this was reflected in a
subsequent stabilisation of unemployment. An accel-
eration of output growth is expected for this year and
next, as domestic demand gradually recovers and
export growth remains strong. Despite rising imports,
the surplus on the current account recorded since the
second half of 1993 should widen significantly. Given
the substantial slack in the economy, inflation is
expected to remain subdued.
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Recent developments. After a long period of
decline, real GDP reached a trough in mid 1993 when it
was 15 per cent below its peak of the first quarter of
1990. Economic activity edged up afterwards, as a result
of continuing strong growth of exports and a deceleration
of the fall in domestic demand. Indeed, household con-
sumption of durables as well as residential investment
seem to have recovered somewhat in the second half of
1993. This reflects considerable monetary easing and the
levelling-off of the personal saving rate, ending a long
period of balance-sheet consolidation by households.



FINLAND
Demand, output and prices
Percentage changes, volume (1990 prices)

1991
current prices 1991 1992 1993 1994 1995
billion Mk

Private consumption 2747 -3.6 =51 —4.6 -0.6 S0
Government consumption 118.7 7253 2.0 5.8 —4.1 -2.5
Gross fixed capital formation 110.1 -20.3 -17.3 -18.0 0.1 9.1
Final domestic demand 503.5 —6.8 7.2 -1.6 -1.4 319
* change in stockbuilding -9.5¢ 24 0.9 -0.6 0.2 0.2
Total domestic demand 494.0 9.2 6.4 -84 -1.1 43
Exports of goods and services 109.3 —£.6 10.0 17.0 11.0 7.1
Imports of goods and services 112.4 -11.7 1.1 0.1 4.0 8.0
* change in foreign balance —3.1¢ 14 2.1 45 25 04
GDP at market prices 490.9 -7.1 -3.8 2.6 1.9 47
GDP implicit price deflator - 25 0.7 I 2.3 19
Memorandum items
Private consumption deflator - 5.6 4.2 3.7 1.5 2.0
Unemployment rate - 7.6 13.1 17.9 i8.5 17.7
General government financial balance? - -1.5 —4.9 -1.9 -5.6 -5.5
Current balance? - =55 —4.6 -1.2 3.0 3.7

* As a percentage of GDP in the previous period.
a) Actal amount.
b) As a percentage of GDP.

Enhanced confidence is also reflected in a rise in house
prices since the second quarter of 1993. Following the
surge in industrial exports, capacity utilisation in manu-
facturing rose during 1993, and may have reached a
“‘normal’’ level by early 1994. By contrast, the private
services sector is still sluggish. As a result, overall busi-
ness investment continued to decline in the second half
of 1993. Though imports have started to respond to
slightly stronger economic activity, the boom in exports
moved the current account into surplus from mid-1993.

Since June 1993 employment has been roughly
stable, while seasonally adjusted unemployment stopped
rising late in the year. Together with the slack in labour
and product markets, sharply reduced rents (due to lower
interest rates) and an appreciating currency have helped
keep the average price level broadly unchanged. Con-
sumer price inflation has steadily declined and was down
Yo virtually zero in the first four months of 1994.

Policies and other forces acting. With the markka
floating since September 1992, monetary conditions have
progressively eased. Short-term rates dipped below Ger-
man rates in December 1993, and reached a level of
434 per cent in March 1994. Long-term rates also fell,
from an average of 12 per cent in 1992 to less than
6'/> per cent in January 1994, before rebounding subse-
quently in reflection of international bond market devel-
opments. Despite short-term interest rate differentials
becoming negative vis-a-vis leading European curren-
cies, by April 1994 the markka had rebounded 11 per
cent in effective terms from its trough thirteen months
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earlier, to a level 13 per cent below its pre-floating rate.
While the central bank has occasionally intervened to
prevent a too rapid appreciation, monetary policy contin-
ues to be geared towards assuring that consumer price
inflation (excluding changes in indirect taxes and offi-
cially administered prices) converges to the announced
target level of 2 per cent by 1995.

Budget consolidation remains the main focus of
fiscal policy, with the objective of reducing real central
government expenditure to its 1991 level by 1995. The
general government deficit is officially projected to
decline from 8 per cent in 1993 to 5.3 per cent in 1994,
over 1 percentage point of which stems from the post-
ponement of tax refunds to households, advancing part of
the tax take for 1995 to 1994, Large cuts in government
consumption and investment (by 2 per cent of GDP in
1994) should also contribute to the deficit reduction. In
addition, the pick-up of activity is expected to improve
government finances in 1994, and more so in 1995. The
transition from a sales tax to a value-added tax at the
beginning of June will probably raise consumer price
inflation by about 1 per cent this year and next.

Banks’ balance sheets have benefited considerably
from the improved economic climate with a significant
fall in operating losses in 1993. As a result, the provision
of state funds to troubled banks declined markedly in
1993 compared with previous years. The risk of credit
supply constraints hampering the recovery has thus been
reduced.



Prospects. An acceleration of growth is expected
over 1994-1995, supported by an increase in domestic
demand in response to the easing of monetary conditions
and the completion of private sector financial consolida-
tion. Business investment — which in 1993 was 55 per
cent below its 1989 peak — is expected to recover, helped
by lower capital costs and sharply reduced spare capacity
in the tradeables sector. Household expenditure should
remain roughly flat during 1994, due to the high tax take
(see above), but is projected to rise in 1995. By contrast,
the net foreign contribution to economic growth is pro-
jected to fall substantially, as export growth rates are
expected to taper off while imports respond to the pick-
up in domestic demand. Nevertheless, with the terms of
trade expected to improve markedly in 1994, the current

account surplus should widen considerably. With the
strengthening of economic activity, the unemployment
rate is projected to fall gradually from a level of 19 per
cent early this year to 17 per cent by the end of next year.
This still represents very substantial slack in the labour
market, so that inflation will remain low.

The main uncertainty attached to these projections
relates to business investment, as the size of spare capac-
ity outside manufacturing is difficult to gauge. Somewhat
weaker investment developments are possible if unused
capacity in non-manufacturing sectors is larger than con-
sidered in the projections. In addition, the expected
recovery in consumer spending may be delayed by the
sharp fluctuations in tax payments.

GREECE

The stagnation in GDP in 1993 contributed to a
marked fall in consumer-price inflation and in the
current external deficit. The recovery this year is pro-
jected to be weak and to strengthen only a little in
1995. Some small further progress in reducing infla-
tion is expected. Reflecting failure to curb tax evasion
and rein in spending, and also delays in privatisation,
the general government deficit increased in 1993 to
almost 13 per cent of GDP, and risks rising further
this year in the absence of further measures with the
public debt-to-GDP ratio approaching 125 per cent.

Recent developments. There was a small contrac-
tion in GDP in 1993, induced by high interest rates, the
real fall in pensions and public sector wages and the
swing from sharp rises in 1991-92 to a fall in government
investment. Manufacturing production declined by 3 per
cent (and by 8 per cent since 1989), but has recently
recovered somewhat. Employment also fell in 1993,
pushing the unemployment rate to 9% per cent. Reflect-
ing a profit squeeze and the end of the impact of the
mid-1992 indirect tax hike, the 12-month rise in con-
sumer prices fell to 10.4 per cent in April 1994 from
16.2 per cent a year earlier. The fall in domestic demand
for consumer durables with a high import content low-
ered the current external deficit to 1 per cent of GDP in
1993 from 2% per cent in 1991-92. This was more than
covered by capital inflows from Greeks living abroad and
foreign borrowing by the public sector, so that foreign
exchange reserves rose by one-third to $8.7 billion.

Policies and other forces acting. Instead of the
budgeted fall, the general government deficit rose to
12%4 per cent of GDP in 1993. Apart from the failure to
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implement budget measures, interest payments rose to
14> per cent of GDP from 11!/ per cent in the previous
three years, when interest payments were partly capital-
ised. The 1994 Budget shows the deficit falling to 11 per
cent of GDP. But including certain deferred interest pay-
ments not accounted for in the initial budget, and contin-
ued slippage in tax receipts, as suggested by significant
shortfalls in VAT receipts early in 1994, the outturn is
likely to exceed the budget target unless measures
recently taken to improve tax compliance prove unusu-
ally successful and privatisation receipts stronger than
now foreseen. Recently, ‘‘objective’” criteria for evaluat-
ing taxable incomes of different professional categories
have been introduced and the top marginal income tax
rate was raised to 45 per cent. These will affect tax
receipts in 1995, but, as the taxable income norms are
low, the tax yield is likely to be small. Even so, these
measures may help to bring about some reduction in the
deficit next year.

Credit conditions for the private sector were again
tight in 1993. Real interest rates paid by borrowers were
about 15 per cent and credit growth to the private sector
slowed to 12 per cent from 17 per cent in 1992. How-
ever, because of the budget deficit financing, the growth
of money supply (M3) jumped to 15%: per cent. The
1994 target growth of M3 is set at 8-11 per cent and of
credit to the private sector at 11 per cent. In line with
disinflation, interest rates were expected to fall, and did
so during the first four months of the year. However,
speculative pressures against the Drachma developed in
the second half of May, leading the Government to
advance the full liberalisation of capital movements (due
1 July) to improve confidence and necessitating very



GREECE
Demand, output and prices
Percentage changes, volume (1970 prices)

1991
current prices 1991 1992 1993 1994 1995
billion Dr

Private consumption 9136.8 22 1.7 0.9 1.1 1.4
Government consumption 25482 3.5 0 1.0 0.6 —0.1
Gross fixed capital formation¢ 2 380.7 —4.4 1.2 -0.7 -0.2 5.2
Final domestic demand 14 065.7 1.4 1.4 0.7 0.9 157
* change in stockbnilding 236.2% 1.8 0.3 0.1 -0.3 0.1
Total domestic demand 14 301.9 3.0 1.6 0.7 0.6 1.8
Exports of goods and services 2905.6 16.4 8.0 i.8 Sl il
Imports of goods and services 4 253. 13:2 Shi4 34 24, 6.0
* change in foreign balance ~1347.9% 0.7 0 -0.9 04 0.3
* change in error of estimate -151.6° 0.7 0.8 0 0 0
GDP at market prices 128024 313 0.9 0.1 1.0 1.6
GDP implicit price deflator - 17.6 14.9 14.0 112 9.0
Memorandum items
Private consumption deflator = 18.5 14.6 14.0 10.8 9.0
Industrial production - =1.7 -1.5 -2.3 i) 2.0
Unemployment rate - 7.7 8.7 9.8 10.7 11.0
Household saving ratio - 18.4 1557 15.8 17.0 16.8
General government financial balance? - -14.4 -11.0 -12.8 -13.8 -12.5
Current balance” - 2.2 -2.8 -1.0 -1.3 -1.6

* As a percentage of GDP in the previous period.
Excluding ships operating overseas.

Actual amouni.

As a percentage of disposable income.

As a percenlage of GDP.

sharp rises in short-term interest rates. At the time of
writing it is unclear for how long such high rates will

persist, and to what extent they will feed through into

bank lending rates.

Prospects. Except for a sharp upturn in govern-
ment investment, partly financed by EC structural funds,
the growth of other domestic demand components is
likely to be weak in 1994, limiting the growth of GDP to
1 per cent . High wage settlements (projected at 11> per
cent), wage drift and slow productivity growth would
make for only a small deceleration in unit labour cost
growth to 11> per cent in 1994. But because of weak
import price rises and a continuing profit squeeze, con-
sumer-price inflation may stabilise below 11 per cent.
The current external deficit is projected to increase some-
what this year, but should still remain considerably

below its longer-term average, and continue to be
financed by capital inflows of Greeks living abroad. GDP
growth should accelerate in 1995, but again be much
slower than in OECD Europe owing to the pervasive
adverse effects of high budget deficits and inflation.

A key assumption of the projections is that confi-
dence will be restored, influenced by falling inflation and
the low current external deficit as well as by improved
growth prospects in OECD Europe, and that the current
financial pressures prove short-lived. However, in a con-
text of high budget deficits and debt/GDP ratios, confi-
dence also depends on the progress made in fiscal consol-
idation and in implementing structural reforms. Delays in
these two fields would affect adversely GDP growth,
inflation expectations and the balance of payments.

ICELAND

Despite reduced cod quotas, the fish catch rose about
4 per cent in 1993, and GDP edged upward. However,
low fish prices reduced national income, and the
unemployment rate rose to 4.3 per cent for the year.
Economic slack held the consumer price increase to
4 per cent, despite the two recent devaluations
totalling 12 per cent. Lower quotas may lead to

some fall in GDP this year and, together with restruc-
turing, to a rise in unemployment to about 6 per
cent of the labour force. Continuing sluggishness
of activity and a value-added tax reduction on food
should cut inflation to about 1'/:+ per cent. If
quotas are kept unchanged next vear, GDP may edge
up.



ICELAND
Demand, output and prices

Percentage changes, volume (1990 prices)

1991
current prices 1991 1992 1993 1994 1995
billion IKr

Private consumption 236.3 54l -4.7 4.5 —0.1 14
Government consumption 76.9 312 -1.0 2.0 0.4 1.0
Gross fixed capital formation 7247 21 -11.2 -11.6 =35 3.4
Final domesiic demand 3859 4.1 5.2 4.4 0.7 1.6
* change in stockbuilding 1.2¢4 0.8 0.3 0.3 0.2 0
Total domestic demand 387.1 5.0 -5.5 -4.2 -0.9 1.6
Exports of goods and services 1272 =5.7 -1.7 6.1 0.1 23
Imports of goods and services 130.3 5.6 7.8 8.6 —0.6 33
* change in foreign balance =31 =319 222 5.0 0.2 0.2
GDP at market prices 384.1 1.0 -34 0.8 -0.6 1.4
GDP implicit price deflator - 7.3 34 2.8 1.6 1.4
Memorandum items
Private consumption deflator = S 49 4.9 1.3 0.7
Unemployment rate - 14 3.0 4.3 6.0 6.2
Current balance” - -4.7 -3.1 0.1 0.3 0.2

“ As a percentage of GDP in the previous period.
a) Actual amount.
b) As a percentage of GDP.

Recent developments. In June 1993 the government
announced that fishable stocks of mature cod were dan-
gerously low, and thus catch quotas were reduced for the
fifth time in six years. Over the past year, the fisheries
industry has compensated for this reduction in domestic
quotas by increased fishing abroad and exploiting loop-
holes in the quota system: the total 1993 fish catch actu-
ally rose 4 per cent. The surprising strength of export
production helped to boost GDP by 0.8 per cent for the
year and to erase the current-account deficit.

Currency depreciation, combined with low world
prices for fish and aluminium, led to a 5 per cent drop in
the terms of trade last year. The resulting decline in real
national income, along with a broadening of the tax base,
sharply reduced private consumption. The weakness of
household demand, together with overcapacity in the
fisheries, induced a collapse in business investment as
well. Production weakness contributed to a rise in the
unemployment rate from 3.0 to 4.3 per cent. Slack
demand, along with the 1993/94 wage freeze, limited the
rise in consumer prices to 4 per cent, despite cumulative
currency depreciation of about 12 per cent.

Policies and other forces acting. The stock of juve-
nile cod has picked up for the second straight year. but
fishable stocks of mature cod have fallen to record lows,
and the fisheries minister has indicated that there is no
justification for increasing quotas in 1994/95 . With con-

(9%]

tinuved low cod quotas and weakening employment, the
government had little scope to reduce the planned budget
deficit for 1994. Some reduction has been set for public
consumption and investment; however, Treasury receipts
will fall with the 1 January reductions in corporation tax
and in the value-added tax on food products. The govern-
ment expects cyclical weakness to hold the Treasury
deficit to near 2'/> per cent of GDP, as in 1993. The
authorities have successfully brought short-term interest
rates nearer European levels: long-term rates may edge
down further as the government demonstrates its commit-
ment to exchange-rate stability and to avoiding pre-elec-
tion fiscal concessions like those which occurred in 1991.

Prospects. The reduction in cod quotas may cause
overall export production to stagnate this year. However,
the catch of other species thus far in 1994 has been
remarkably strong, bolstering the current account and
overall economic activity. GDP is projected to fall by
about /2 per cent, driving the registered unemployment
rate to a record 6 per cent. Weakness of activity is
expected to reduce price inflation to 1's per cent, and the
premium of domestic over foreign interest rates is
expected to narrow further. No more than a small decline
in the cod catch is expected for the coming fisheries year:
with activity recovering outside of cod fishing, GDP is
projected to edge upward in 1995.



IRELAND

The Irish economy resisted the European recession
well in 1993, helped by continued growth of exports
and a revival of domestic demand later in the year. As
a result, the unemployment rate stabilised albeit at a
very high level. Economic activity is likely to acceler-
ate in 1994 and 1995, with domestic demand benefit-
ing from easier monetary conditions and a lower
income tax burden. Export growth should remain
strong as overseas markets recover, resulting in a
continued large current account surplus. Even though
unemployment is set to fall somewhat, the restraining
influence of the central pay agreement should prevent
any significant pickup in inflation from its current
low level, provided that it is strictly adhered to in the
event of faster than anticipated growth.

Recent trends. Although the Irish economy slowed
somewhat in 1993, it continued to be one of the fastest
growing in Europe. Good export performance, aided by a
lower effective exchange rate has been the main reason
behind this favourable outcome. The strength of exports
was reflected in a level of industrial production which
was 5> per cent higher than in the previous year. The
beneficial effects on domestic demand of the fall in inter-
est rates, following the devaluation of the currency in
January 1993, began to be felt in the second half of the
year. Markedly lower mortgage rates improved house-

holds’ liquidity and so helped retail sales to increase and
car sales to stabilise. Housing starts have also shown
renewed strength, sufficient to generate some increase in
residential investment for the year as a whole. With
growth gaining momentum, employment continued to
increase and, aided by a pick-up in emigration, unem-
ployment stabilised from the first quarter of 1993
onwards before declining at the beginning of 1994. Infla-
tion, as measured by the consumer price index (CPI)
excluding mortgage interest rates, fell to under 2 per cent
for the whole of 1993 but, reflecting lagged effects of the
devaluation of the Irish pound, it rose in the second half
of the year, reaching a temporary peak of 3.5 per cent in
the first quarter of 1994.

Policies and other forces acting. Interest rates
declined further in the second half of 1993, somewhat
faster than the falling trend of German rates as the tempo-
rary risk premium vis-g-vis German rates, that had
emerged prior to the devaluation of the Irish pound at the
beginning of the year, was eliminated. The money supply
grew strongly in the second half of 1993, though some-
what less rapidly than in the first half as the accumulation
of official reserves moderated, while bank lending
increased only slightly. In the first half of this year, long-
term interest rates rose sharply with the differential rela-
tive to German bonds widened to almost 1%: points.

IRELAND
Demand, output and prices

Percentage changes, volume (1985 prices)

1991
current prices 1991 1992 1993 1994 1995
million Irf

Private consumption 16 187 1.6 2.9 2.0 4.0 3.8
Government consumption 4457 24 22 2.0 30 2.6
Gross fixed capital formation 4 686 -7.3 -1.9 0.5 3.3 4.2
Final domestic demand 25330 -0.1 1.9 1.8 3.8 3.7
* change in stockbuilding 615¢ -0.2 -2.8 -0.3 -0.3 0.1
Total domestic demand 25 945 —0.2 -1.2 1.4 34 3.8
Exports of goods and services 16 893 5.2 12.9 42 547 6.6
Imports of goods and services 15072 1.3 5.4 316 9:3 6.2
* change in foreign balance 1821« 29 6.0 1.1 1.2 1.3
GDP at market prices 27765 2.6 4.9 28 4.1 4.5
GDP implicit price defiator - 0.9 1.1 25 1.9 241
Memorandum items
Private consumption deflator - 22 2.6 1.9 25 25
Industrial production - 352 9.2 54 6.3 73
Unemployment rate - 15.6 16.3 16.6 1547 15.4
Household saving ratio” - 11.9 12.6 14.8 143 14.5
General government financial balance® = -14 -2.6 =2.5 2.4 -2.6
Current balance* - 34 5.3 SH 5.5 5.7

* As a percentage of GDP in the previous period.
a) Actual amount.

b} As a percentage of disposable income.

¢) As a percentage of GDP.
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The 1994 budget allows a slight increase in the
general government deficit compared to 1993. The deficit
will remain within the Maastricht criterion of 3 per cent
of GDP, however, and should permit a resumption in the
decline of the debt-to-GDP ratio, interrupted last year by
the impact of the devaluation of the Irish pound on the
foreign currency component of the national debt. Never-
theless, the budget is more expansionary than the small
projected increase in the deficit would suggest, as it
occurs despite substantial one-off receipts from a tax
amnesty, which are unlikely to be reflected in reduced
household consumption. These receipts will mainly be
used to reduce previously incurred debts of health
authorities and public corporations, avoiding an increase
in on-going expenditures. At the same time, the real
value of tax allowances and thresholds has been raised,
and a one per cent levy on income abolished, thereby
increasing household disposable income despite a reduc-
tion in mortgage tax relief and a rise in property taxation.
Spending on social programmes has been increased,
though the earnings-related component of unemployment
benefit has been abolished and such benefits taxed for the
first time, so contiibuting to increased labour market flex-
ibility. The cost of these measures is largely offset by a
reduction in debt-service payments. As government
receipts return to a more normal level in 1995, the budget
deficit is projected to rise slightly to 2% per cent of GDP
despite the underlying buoyancy of tax revenues.

Prospects. Economic growth is projected to accel-
erate significantly in 1994. The reduction in the tax bur-
den should generate a particularly marked increase in
private consumption, even though the growth in real
wages is projected to slacken as a resuit of the new multi-

year central wage agreement which provides for pay
increases of 2 per cent in its first year rising to 3> per
cent in its third and final year. The first stages of the
recovery should bring an improvement in labour produc-
tivity permitting a marked reduction in the growth of unit
labour costs and an increase in profitability. Together
with a more favourable external environment, this should
allow exports to increase further, resulting in a continued
large current account surplus. With corporate profits ris-
ing, private sector investment is projected to be buoyant
and should more than compensate for any slowdown in
EC-financed public investment. Employment is expected
to increase as activity rebounds. But as the labour force is
expected to continue to expand rapidly, unemployment
may fall only slightly. A slack labour market should help
keep inflation under control, though some upward move-
ment is projected for 1995 in view of the projected
strength of demand in the goods market. The increase in
inflation — as measured by the CPI — is likely to be
greater than the upward movement in the GDP deflator as
the beneficial impact on the former of the falls in mort-
gage rates is gradually eroded.

There are upside risks to these projections. On the
one hand, the good performance of multinational export-
oriented companies in overseas markets seen in
1993 could continue rather than attenuate as assumed in
the projections. Moreover, improved consumer confi-
dence could lead to a savings rate below its current high
level and closer to that recorded at the end of the 1980s.
Should the economy become more buoyant, as a result
there may be some risk of higher inflation through
increased wage pressure.

LUXEMBOURG

Despite a further expansion of the financial sector,
real GDP growth slowed to a mere /s per cent in 1993,
While economic activity is projected to strengthen in
1994-95, the upturn is likely to be gradual. Unemploy-
ment, although still very low by international stan-
dards, is expected to rise further, on a yearly basis,
before edging down in 1995. Consumer price inflation
may abate.

Recent developments. Economic growth slowed to
a mere /s per cent in 1993, with quite divergent sectoral
developments. The steel industry recovered, reaching an
annual growth rate of 4 per cent. But total industrial
production declined as non-metal production fell by
3.5 per cent. Orders in industry improved moderately in
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early 1994 but industrial capacity utilisation remained
low. On the other hand, activity in the service sector, in
particular in the banking sector, continued to grow rap-
idly in 1993. Domestic demand was underpinned by a
few large government-supported investment projects in
the steel industry and the launch of a satellite, but con-
sumer confidence deteriorated. Exports of goods, in par-
ticular non-metal products, declined sharply owing to
sluggish external demand and an erosion in competitive-
ness as a result of a poor productivity performance and
strong wage growth: compensation per employee
increased by 6.3 per cent in 1993. Consumer-price infla-
tion accelerated in 1993, mainly on account of increases
in indirect taxes, but it fell back to 2.3 per cent on a
twelve-month basis in March 1994. Despite the economic



LUXEMBOURG
Demand, output and prices
Percentage changes, volume (1985 prices)

1991
current prices 1991 1992 1993 1994 1995
billion LF

Private consumption 182.6 6.5 1.7 02 1.7 2.6
Government consumption 54.4 3.8 35 2.2 3.0 352
Gross fixed capital formation 92.4 9.8 =23 4.0 2.0 -0.5
Final domestic demand 3294 7.0 0.9 1.5 0.9 1.9
* change in stockbuilding 7.7¢ 1.2 0.3 -0.2 0 03
Total domestic demand 337.1 8.0 0.5 1S 0.9 2.1
Exports of goods and services 300.6 3.6 1.3 -35 2.8 4.1
Imports of goods and services 318.9 8.1 02 24 241 3.6
* change in foreign balance —18.3¢ =541 1.2 -1.0 0.6 04
GDP at market prices 318.8 3.1 1.8 0.3 15 2.6
GDP implicit price deflator - 3.0 4.5 2% 28 27
Memorandum items
Private consumption defiator = 29 2.8 5] 2.8 25
Industrial production = 0.5 -0.5 -0.8 1.7 24
Unemployment rate = 14 1.6 2.1 217 25

* As a percenlage of GDP in the previous period.
a) Actual amount.

slowdown, domestic employment kept growing in 1993,
as job creation in the service sector — and the banking
sector in particular — more than offset a fall in industrial
employment. However, new vacancies were mainly filled
by foreigners, and unemployment increased to 2.1 per
cent of the active labour force.

Policies and other forces acting. The international
competitive position is expected to remain weak, given
the strong recovery of the Belgian and Luxembourg franc
and the rigid wage formation process. The steel industry
may suffer from the continuing global over-capacity and
the financial sector may lose some of its recent buoyancy
as the large inflows of funds from Germany recorded in
1992 and 1993 are expected to abate or reverse. In the
1994 Budget, the Government announced some fiscal
measures to limit central government expenditure growth
to 6.8 per cent. Budget savings are concentrated on pub-
lic investment, which may fall by 9 per cent in 1994.
Large tax claims on the financial sector are expected to
boost tax revenues in 1994, and net general government
lending may deteriorate only slightly to 2 per cent of

GDP. Overall, fiscal policy may no longer underpin
domestic demand as strongly as in recent years.

Prospects. GDP growth is projected to strengthen
moderately in 1994 and pick up further in 1995. Private
consumption is expected to rebound, reflecting continued
strong wage growth and the healthy financial position of
households, but investment may decline as a result of less
buoyant public investment and the completion of large
investment projects in 1993. While domestic demand
growth is projected to decelerate overall in 1994 and
hence to depress imports, exports should benefit from the
pick up in world trade, so that the contribution of the
foreign balance to GDP growth is expected to become
positive. Non-metal industrial employment may fall
again in 1994, resulting in a further rise in unemployment
to 2.7 per cent. Better growth prospects for 1995 may
have only a limited impact on the labour market, and the
unemployment rate may merely edge down. The increase
in the private consumption deflator should abate from
3> per cent in 1993 to 2'/> per cent in 1995.

MEXICO

Economic activity weakened during 1993 and infla-
tion fell below 10 per cent for the first time in
20 years. Good export performance resuited in a nar-
rowing of the current external deficit, while strong net
capital inflows were recorded (amounting to more
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than 8 per cent of GDP). Signs of a recovery became
manifest at the end of the year after the ratification
by all parties of the North American Free Trade
Agreement. The pick up in activity remained hesitant
in the first months of 1994, as political uncertainties



in a context of financial market turbulence depressed
confidence. However, economic growth is expected to
gather momentum in the second half of the year and
to strengthen in 1995, driven both by domestic
demand and exports.

Recent developments. Domestic demand declined
somewhat in 1993, as private consumption stagnated and
investment growth weakened markedly. Important fac-
tors were high real interest rates, resulting from faster
than anticipated disinflation, a more cautious lending pol-
icy on the part of banks and uncertainties about the
ratification of the North American Free Trade Agreement
(NAFTA) by the United States Congress. However,
export growth picked up while import volumes stagnated,
resulting in a modest rise in real output. Employment
declined slightly, reflecting the downturn and on-going
rationalization efforts as firms sought to improve their
competitive positions. In manufacturing, labour produc-
tivity rose by around 5 per cent, in line with the trend of
the past few years. The deceleration in activity together
with a real appreciation of the peso' helped to damp
inflation. By December 1993, the year-on-year consumer
price rise had come down to 8 per cent. 4 percentage
points less than the December 1992 rate and only slightly
above the Government’s target. Despite a narrowing in
the trade deficit, the current account deficit remained
large, at some $23 billion, or 6> per cent of GDP,
financed relatively easily by strong net capital inflows
(8'~ per cent of GDP).

The index of manufacturing production suggests
that the pick up in activity recorded in November and
December 1993 continued in the first quarter of 1994.

Non-oil export earnings were robust, but imports surged,
to some extent reflecting temporary factors, i.e. the post-
ponement of purchases by importers in order to benefit
from lower tariffs in 1994 after the entry into force of
NAFTA on 1 January.

Policies and other forces acting. In 1993, the pri-
mary surplus of the public sector narrowed to 3%: per
cent of GDP, some 2 percentage points down on 1992, as
a result both of lower non-tax revenues and higher
expenditure, in the area of education in particular. The
overall financial surplus narrowed by less (moving from
1'/> to ¥ per cent of GDP), as a decrease in the public
debt and lower interest rates reduced interest payments.
The budget approved for 1994 projects a further decline
to near balance. Announced measures include: a front-
loading of expenditure, with a 10%: per cent real increase
in funds allocated to social development (which accounts
for about half of non-interest public expenditure) and
infrastructure investment; tax cuts for households and
business; and reduced prices for some government ser-
vices. Increased allocations to regional development are
again expected for 1995, in order to address some of the
problems which contributed to the Chiapas uprising in
January this year.

The Social Pact renewed last October may give a
moderate stimulus to activity in 1994: minimum wage
earners have had their incomes raised by 7 to 11 per cent
on average through a tax credit. In addition, it was agreed
that wages would increase by the expected rate of infla-
tion plus productivity gains; in this context, minimum
wages were increased by 7 per cent in Jannary 1994,

MEXICO
Demand, output and prices

Percentage changes

1991 1992 1993 1994 1995

Total domestic demand* 53 5.9 -04 2.3 335
GDP¢ 3.6 2.6 0.4 3%
Consumer price index 227 15.5 9.7 6.7 6.3
Memorandum items
Trade balance

$ billion -7.3 -159 -13.5 -15.0 SI5S

per cent of GDP =25 —4.8 3.7 4.2 —4.0
Current account balance

$ billion -14.9 248 ~234 -25.0 -26.3

per cent of GDP —5.2 -7.5 —6.5 -7.0 7.0
Public sector financial balance” -1.5 1.6 0.7 0.0¢

a) At constant 1980 prices.
b) Non financial public sector; balance expressed as a percentage ol GDP.
¢) November 1993 budget projection.
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THE MEXICAN ECONOMY IN PERSPECTIVE

Mexico became the twenty-fifth Member country of the OECD in May. Its economy ranks as the ninth largest in the
OECD area in terms of its GDP, coming below Spain and above the Netherlands. Its population is the third largest among
OECD countries. In terms of per capita output, Mexico is at the lower end of OECD countries (between Greece and
Turkey).

The output and employment structures of the Mexican economy differ in some respects from those which are typical
of most OECD countries. The shares of agriculture, construction and commerce in total output are well above the
corresponding OECD average. while those of financial and community services are below. Labour productivity is lower on
average than in other OECD countries, especially so in agriculture and construction which, in Mexico, absorb an unusually
large share of employment (agriculture accounts for 27 per cent of employment in Mexico, against an OECD average of
6 per cent). On the other hand. manufacturing accounts for a relatively small share of employment in comparison to other
OECD countries, although the sector’s share in output is comparable.

There are other important differences in the structure and evolution of the Mexican labour market. In particular, the
so-called informal sector is large, estimated to account for about a quarter of total employment and 10 per cent of GDP.
This sector is made up of small-scale activities, often temporary and poorly remunerated, that are concentrated in sectors
such as commerce, restaurants and personal services; its estimated size does not, however, include illegal activities or the
underground economy.

The shares of government expenditure and revenue in GDP are low in Mexico compared with other OECD countries
(around 25 per cent in Mexico. against an OECD average of some 40 per cent). After a steep decline in recent years, as a
result of large-scale privatisation and sustained fiscal consolidation efforts, the net public debt-to-GDP ratio was around
30 per cent in 1992, also below the OECD average.

The Mexican economy, as it stands today, some 12 years after the debt crisis began, is the result of a fundamental
transformation brought about by economic policies that included rigorous macroeconomic stabilisation programmes and
wide-ranging structural reform. The strategy became more and more comprehensive over time and, by the end of the
1980’s the economic situation had improved and confidence had been largely restored.

The Mexican economy in perspective, 1992

24 other OECD countries
Mexico (rank among OECD countries)
Maximum Minimum Average
Size
Area (million square km) 1.97 4) 9.97 003 1.34
Population (million) 84.5 3) 255.6 0.3 36.2
Labour force (million) 31.2¢ 4) 128.6 0.1 17.6
GDP ($ billion) 329 (9) 5920 7 765
Structure (per cent)
Employed/population 36.8¢ (24) 54.3 319 43.9
Agricultural employees/total employees 26.8¢ 2) 43.9 22 6.8
Net public debt/GDP? 29.6 9) 1234 -17.2 36.2
Government expenditure/GDP¢ 235 20) 67.3 322 41.2
Government current receipts/GDP« 26.2 (20) 60.2 306 373
Gross fixed investment/GDP 20.8 (8) 30.8 13.0 194
Performance
Average inflation (1989-92)¢ 21.1 (24)¢ 64.9 2.6 54
Real GDP growth (1989-92)9 3.6 (6) 555 -1.5 2
GDP per civilian employed ($°000s)/ 19.5 (23) 48.3 10.7 40.7
GDP per capita ($°000s)” 7.2 (24) 222 3’5 17.7

a) Data based on National Employment Survey of 1991.

b} Nine OECD countries are not included in the comparison.

¢} Public sector under budgetary control for Mexico, general government for other OECD countries: five OECD countries are not included in the
comparison.

d} Average annual percentage change.

e) Mexico had the second highest average infiation rate in the OECD area over the period.

/7 Data refers to 1991 at purchasing power parity exchange rates.

Sources: INEGI; Banco de Mexico. Informe Annual. 1994; OECD, Economic Outlook 54: OECD Secrelariat.

(continued on next page)
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(continued)

Continuous efforts at fiscal consolidation brought the public sector financial balance from a deficit of about 17 per
cent of GDP in 1982 to a small surplus in 1992. The strengthened fiscal position and development of the domestic public
debt market increasingly allowed the authorities to maintain control over monetary expansion. By the end of 1987, major
imbalances had been corrected, but inflation continued unabated. Against a background of tight fiscal and monetary
policies and continuing structural reforms, a tripartite pact (the ‘‘Pacto’”) involving the Government, business and labour
was introduced, to build a consensus around the authorities’ disinflation strategy. Further support was provided by using
the exchange rate as a nominal anchor. The reduction of the external debt which began with the Brady Plan in 1989 helped
bring the external debt-to-GDP ratio down from 62 per cent in 1986 to 20 per cent at the end of 1992 and enhanced
credibility in the government’s policy. This in turn induced the return of flight capital and inflows of new foreign capital.
Against this background, real GDP growth averaged 3 '/ per cent per year over the period 1988 to 1992 resulting in a per
capita increase of around 1 per cent per year, compared to 1 per cent for the OECD average. At the same time, inflation
(measured by the CPI) came down from over 110 per cent on average in 1988 to around 10 per cent in 1993.

The macroeconomic stabilisation process was complemented and supported by structural policy measures which
increased in scope and importance over time. With the aim of strengthening the role of market forces while limiting the
role of the State, the authorities pursued the following main lines of action:

redefining the role of the State through an extensive privatisation programme, mostly completed by 1992, although
most activities of PEMEX in the oil and gas area remain in the public sector;

extensive trade policy reform, implemented since 1985 (when Mexico joined the GATT), which has made the
economy much more open to international competition and technology transfers. This has been reinforced by the
foreign investment law of December 1993, which removed previous ceilings on foreign capital ownership and
further opened the economy to foreign investment (only the oil sector and some financial activities are still
protected);

financial market deregulation pursued since 1988 and complemented by recent initiatives to develop the interna-
tionalisation of financial markets;

a major tax reform implemented in 1987, to bring tax rates down to internationally competitive levels while
widening the tax base and to remove disincentives to foreign trade;

policy changes aimed at enhancing competition on the goods and services markets and lifting price controls;
the land tenure reform in 1992 (which gave full land-ownership to communal or ‘‘ejido’” farmers), deregulation of
the use of land in 1993, and an income support programme in the agricultural sector (PROCAMPO) to replace
most of the system of guaranteed prices to farmers at the start of 1994; and

constitutional reform and new legislation passed in 1993, which have made the central bank independent as of

April 1994, underlining the government’s commitment to price stability.

while contractual salaries are being allowed to rise by
5 per cent plus productivity gains as agreed at the firm
level.? Finally, earnings below twice the minimum wage
level have been exempted from federal income tax.

The central bank continued its policy of partially
sterilizing the monetary impact of capital inflows in
1993, in order to avoid inflationary pressures. The mone-
tary base expanded by 8.7 per cent, while net interna-
tional reserves rose by $6 billion. The nominal rate for
the 3-month Treasury bills (Cetes) came down gradually
until the ratification of NAFTA by the United States
Congress in November, and then, in an environment of
reduced credit demand and stability of the peso, it fell
sharply to 9 per cent by the end of February 1994. Since
then, interest rates have begun to rise again. Increasing
investors’ uncertainties during an election year have been
reflected in speculative attacks against the currency, lead-
ing the authorities to intervene in its support on the for-
eign exchange market and, against the background of
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rising interest rates in the United States, to let interest
rates rise to maintain the peso in its exchange rate band.’
By mid-May, the 3-month Cete rate had risen to about
18 per cent. While some exchange rate volatility is possi-
ble, the high level of foreign reserves and the readiness
of the United States and Canadian authorities to assist
should allow Mexican authorities to maintain the peso in
the band. Projections are based on the technical assump-
tion that, starting from its level in the second week of
May, the peso will remain broadly unchanged in real
terms to the end of 1995, while interest rates are assumed
to come down during the course of 1994,

Prospects. The recovery in activity is expected to
gather momentum during 1994, underpinned by strong
export growth as improved supply conditions allow
exporting manufacturers to benefit from the expansion of
demand in the United States. Private consumption and
investment should pick up in the latter part of the year as
confidence improves, and output may increase by 3 to



31/~ per cent in 1995. Maintaining the peso in the inter-
vention band should help to lower inflation further.
Because of lower oil prices this year and higher import

called the peso. However, for clarification purpose and dur-
ing a transitory period, the nex currency is ofien called the
“‘new peso’’.

volumes, the trade deficit may widen somewhat in 1994; 2. The increases on account of productivity gains which were

it could stabilise in 1995 as export performance becomes included in wage settlements concluded in the first four

increasingly favourable. The current-account deficit may months of 1994 amounted to around 2 per cent on average.

continue to widen in 1994-95 to around 7 per cent of 3 The peso is permitted to fluctuate against the dollar within a

GDP, reflecting higher interest and dividend payments. band whose lower limit shifts by 0.0004 new pesos per day

(equivalent to a 4.6 per cent depreciation over a year), while

the upper limit remains fixed. From December 1992 to

December 1993, the peso appreciated slightly (by 0.3 per

NOTES cent), but it started to fall in February this year. By the end

of March it had reached its floor where it remained for about

a month. In May. however, the exchange rate rose, drifting

towards the interior of the band: the average of daily rates in

1. A new currency unit was introduced in Mexico in June the second week of May was around 3.32 new pesos to the
1992. It was equivalent to 1 000 “*old’" pesos and was still dollar.
NETHERLANDS

The economy is emerging from a relatively shallow
downturn and it is heading towards a gradual recov-
ery, essentially export-driven. In view of progress
achieved in reducing the budget deficit despite the
weak economy and the rise in unemployment, fiscal
policy has been eased slightly. The upturn may be
insufficient to reduce unemployment significantly,
although there may be further progress towards wage
moderation.

Recent developments. The downturn has been shal-
Jow, compared both with previous ones and with devel-
opments in surrounding countries. This has primarily
reflected the pattern of specialisation of the Dutch econ-
omy, marked by a comparatively large share of industrial
food production and services which are less sensitive to
eyclical variations. In 1993, growth was entirely
accounted for by an improvement in the foreign balance
which more than offset a decline in total domestic
demand. Economic activity has shown some recovery in
early 1994, especially in the housing sector; and car
registrations rebounded sharply in the first four months
of the year. However, the standardised unemployment
rate has continued to rise steeply, reflecting a pronounced
shake-out after a period of labour hoarding and a large
increase in the labour force. Despite some progress
towards wage moderation, unit labour costs continued to
increase fairly rapidly in 1993 and profits were squeezed.
Consumer-price inflation decelerated to 2.6 per cent, but
it edged up to 2.9 per cent for the 12 months to March
1994. The current-account surplus, as a proportion of
GDP, widened to an estimated 2% per cent in 1993.
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Policies and other forces acting. Economic policy
may, on balance, have a moderately expansionary impact
on activity in 1994-95. Monetary conditions are projected
to ease further, as short-term interest rates continue to
decline in line with German rates. Long rates may also
decline again, following their upsurge in the early
nonths of 1994, but this decline may be very slow. On
the fiscal side, largely due to better tax collection and an
underestimation of receipts, there was a tax windfall of
. per cent of GDP in 1993, and the general government
budget deficit declined more than expected — to 2.9 per
cent of GDP from 3.5 per cent in 1992. The central
government deficit was 3.6 per cent of net national
income (NNI). compared with the Coalition Accord tar-
get of 3% per cent. In view of progress achieved despite
the economic downturn and rapidly rising unemploy-
ment, the Government has revised upward the target for
the central government deficit in 1994 — from 3'/: per
cent of NNI to 3%: per cent, which is also considered
as the maximum level for 1995. In addition to introduc-
ing a medium-term public investment programme to
improve the infrastructure — the so-called ‘‘investment
impulse”” — the Government has announced substantial
reductions in taxes and social security contributions in
1994 and 1995. Hence, the OECD Secretariat is project-
ing an increase in the general government deficit to
3.9 per cent of GDP for 1994 before the downward trend
resumes in 1995.

Prospects. The recovery is expected to be gradual.
The leading indicators, and in particular the industrial
investment surveys for 1994, are still weak, and the
degree of capacity utilisation — although not low com-



NETHERILANDS
Demand, output and prices

Percentage changes, volume (1990 prices)

1991
current prices 1991 1992 1993 1994 1995
billion Gld

Private consumption 323.0 3.0 2.1 0.8 1.0 20
Government consumption 77.9 13 1.3 0.4 0.5 0.5
Gross fixed capital formation 110.8 04 1.1 -2.8 03 4.0
Final domestic demand 511.8 22 1.7 -0.2 0.8 2:2
* change in stockbuilding 3.5¢ -0.6 -0.3 -0.3 0.1 02
Total domestic demand 515.2 15 1.4 0.5 0.9 24
Exports of goods and services 294.4 5.5 24 0.4 3.6 54
Imports of goods and services 267.8 4.6 2.6 -0.9 238 4.8
* change in foreign balance 26.6¢ 0.7 0.t 0.6 0.6 0.6
GDP at market prices 541.9 23| 14 0.2 1.4 28
GDP implicit price defiator - 2.8 25 1.6 20 2:1
Memorandum items
Private consumption deflator 34 3.0 2.1 2.1 20
Industrial production - 0.9 0.2 -1.5 2.7 3.8
Unemployment rate - 7.0 6.7 8.1 9.8 95
Household saving ratio® - 1.1 24 1.6 1.2 12
General government financial balance* = 2.4 -3.5 -29 -39 -3.7
Current balance* - 2.6 22 2.8 33 35

* As a percentage of GDP in the previous period.
a) Actual amount.

b) As a percentage of disposable income, excluding mandatory saving through occupational pension schemes.

¢) As a percentage of GDP.

pared with previous cycles — has remained broadly
unchanged in early 1994 at a little over 80 per cent.
GDP growth is thus projected to pick up only moderately
in 1994, before accelerating in 1995. The driving force of
the upturn is strengthening world trade and, at a later
stage, a recovery in domestic investment. The growth of
exports (in volume) is expected to accelerate markedly,
but imports are also expected to rebound strongly, reflect-
ing a recovery of domestic demand and the high import
content of exports. Hence, ex-post, the positive contribu-
tion of the foreign balance to GDP growth may remain
unchanged. Business investment may decline again in
1994, but less markedly than in 1993, as firms have
almost fully adjusted to the lower level of demand. An
improved sales outlook, better profit margins as a result
of restructuring and wage moderation, and declining
interest rates should lead to a rebound of business invest-
ment in 1995. In addition, housebuilding in the unsub-
sidised sector can be expected to benefit from the
improving economic climate, remaining regional
shortages and lower mortgage rates; the effect of recent
deregulation on the construction of social dwellings is,
however, difficult to assess. Public investment is
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expected to be fairly buoyant, partly as a result of the
“‘Investment impulse”’, which will lead to the construc-
tion of new roads and waterways. Private consumption
will be underpinned by the reduction in taxes and social
security contributions. The projected recovery may not
prevent the yearly unemployment rate from rising further
in 1994, though it should begin to edge down in 1995.
Slack labour-market conditions should help ensure wage
moderation as agreed by the social partners, and limit the
growth of the private consumption deflator to 2 per cent.
The current-account surplus, projected to rise somewhat
in 1994, could widen further in 1995 to 3'> per cent
of GDP.

The risks attaching to this projection seem to be
about balanced. On the downside, there is the possibility
that the recent steep increase in long-term interest rates
and further weakness in international stock and bond
markets might sap confidence and result in weaker than
expected consumption and investment. On the other
hand, if the recent turbulence in financial markets were to
prove short-lived, the prospect of a more rapid decline in
inierest rates in Europe could result in a stronger rebound
in private fixed investment than projected.



NEW ZEALAND

The recovery in economic activity remained strong
throughout the second half of 1993, driven primarily
by rising consumption and investment activity.
Import growth eased somewhat, while export volumes
regained strength. Employment creation continued,
along with productivity gains, and inflation remained
low. Substantial progress was made in reducing the
budget deficit, which is now roughly in balance. Eco-
nomic expansion is projected to be sustained in
1994 and 1995, albeit at more modest rates, refiecting
both domestic expenditure and export growth.

Recent developments. The economic recovery both
broadened and gained considerable momentum in the
course of 1993, with real GDP growth reaching 4.8 per
cent for the year as a whole. The increase in activity has
been largely investment-led, although consumption also
proved robust. Investment was promoted by the declining
cost of capital, rising corporate profitability and high
capacity utilisation. These factors have underpinned
record levels of business confidence going into 1994 and
promoted further capacity expansion. Private consump-
tion has benefited from income growth and stronger con-
sumer confidence, supported by improved labour market
conditions (see below). Rising consumption and invest-
ment made for strong import growth throughout 1993

(although it has subsided more recently), with the declin-
ing net foreign balance acting to slow the upswing. How-
ever, in contrast to previous recoveries, the current
account has not acted to constrain the continuing expan-
sion of activity; this reflects an improved competitive
position and a significant trade surplus.

The labour market has continued to respond posi-
tively to the strength of economic activity. Initially this
was reflected in a strong rise in hours worked, before
resulting in a 3 per cent annualised increase in employ-
ment in the second half of 1993. Improved employment
prospects have prompted a modest rise in labour force
participation which, when combined with a growing
working age population, led to a 1.2 per cent increase in
the labour force during 1993. Nonetheless, seasonally
adjusted unemployment declined to 9.2 per cent, com-
pared with its peak of 10.8 per cent in March 1992.
Subdued consumer price inflation of 1.4 per cent and
continued high unemployment kept wage growth at
around 1 per cent in 1993.

Policies and other forces acting. Improvements in
the budget position, which began in fiscal year (FY)
1992/93 (ending in June), gained pace in the second half
of 1993, culminating in a small surplus for the nine
months to March 1994. These trends are expected to be
maintained for the remainder of FY 1993/94 | implying a

NEW ZEALAND
Demand, output and prices
Percentage changes, volume (1982/83 prices)

1991

current prices 1991 1992 1993 1994 1995

million NZ$
Private consumption 47 264 -1.2 04 3.0 3.1 25
Government consumption 12 299 -1.0 -0.8 -0.4 0.5 1.0
Gross fixed capital formation 12 227 -159 3.6 16.2 6.7 5.7
Final domestic demand 71789 —4.9 1.0 55 3.6 341
* change in stockbuilding® 339% 2.4 1.8 1.1 0 0.1
Total domestic demand 72128 -7.1 27 6.4 3.6 312
Exports of goods and services 21010 6.8 0.1 45 5:5 S:0
Imports of goods and services 19755 —4.8 7.6 8.3 4.5 4.0
* change in foreign balance 1255° 44 -3.2 -2.2 -0.1 0
GDP (expenditure) at market prices 73 383 3.3 —04 4.8 39 35
GDP implicit price deflator = 2.5 2.4 22 1.1 1.7
Memorandum items
GDP (production)¢ - =22 1.9 4.6 3.9 35
Private consumption deflator - 3.2 1.0 14 1.0 1.8
Unemployment rate - 10.3 10.3 9.2 8.7 8.1
Current balance - -13 2.2 2.1 -1.2 0.5

* As a percentage of GDP in the previous period.
a) Including statistical discrepancy and valuation adjustment.
b) Actual amount.

¢) Considered as a more reliable indicator of total economic activity by the New Zealand Department of Statistics,

d) As a percenlage of GDP.



roughly balanced budget. Cyclical factors have played a
major role, with faster-than-expected growth leading to a
rapid decline in the deficit. Tax receipts — especially
payments from businesses — have been buoyant, reflect-
ing both increased employment and corporate profits, and
an end to the business tax refunds resulting from losses
accumulated during the 1991 recession. Expenditure con-
trols have remained firm, with significant gains being
made in containing the costs of social services and in
reducing debt servicing expenditure. The budget is pro-
jected to move into growing surplus, based both on
improved revenue trends on the back of economic expan-
sion and on a declining expenditure-to-GDP ratio.

Short- and long-term interest rates reached a trough
in early 1994, around 2 percentage points below their
1992 average, before rising somewhat more recently in
line with international developments. The declining trend
was made possible by continued low domestic inflation
consistent with the monetary policy objectives, a firming
exchange rate, and lower international interest rates.
Given the strength of the current recovery, some inflation
pressures are emerging, however, as evidenced by an
expansion in profit margins, rising skill shortages and
rapid increases in asset prices — in the past all leading
indicators of a resurgence of inflation. However, high
unemployment, a more flexible labour market, continued
fiscal restraint, and the current monetary policy frame-
work designed to maintain consumer price increases
between zero and 2 per cent should this time prevent a
significant acceleration in inflation.

Prospects. The New Zealand economy is projected

to remain one of the fastest growing in the OECD area,
within a stable inflation environment. Underlying this

profile is ongoing private consumption growth, robust
residential and business investment activity, and a resur-
gence in export volumes. However, with imports contin-
uing to expand, the net external contribution is likely to
be broadly neutral. Private consumption is expected to
grow broadly in line with personal income, in the range
of 2> per cent per annum, the latter being driven by
increased hours worked as well as growth in non-wage
incomes. Although easing somewhat, the current recov-
ery in business investment is expected to be sustained,
supported by high capacity utilisation rates, improved
business profitability and export market growth. Employ-
ment levels are projected to rise, leading to a decline in
unemployment to around 8 per cent by 1995, despite
continued productivity and labour force growth. Further
gains in international competitiveness, along with export
market growth, are also projected to generate continuing
strong exports. Import penetration should ease, damped
by some substitution towards domestic production. When
combined with an improving invisibles position and a
modest rise in the terms of trade, the current account

deficit is expected to move towards balance.
i

Some risks to these projections include a faster-
than-expected rise in labour-force participation moderat-
ing the expected decline in the unemployment rate, and a
stronger increase in household savings reducing the
higher growth foreseen for consumption in the short run.
On the other hand, the current rapid expansion in activity
could also lead to a deterioration in the current account
and/or inflation pressures. The still high net external debt
continues to leave the economy exposed to any adverse
exogenous shocks and interest rate and exchange rate
developments.

NORWAY

Mainland economic activity has picked up markedly
as from the second half of 1993, spurred by increased
consumer demand in a context of easier monetary
conditions. The modest recovery of non-oil exports
late in 1993 should gain momentum with the pro-
jected strengthening of world trade, while maintand
business investment, which so far has been sluggish,
should provide a further boost to the recovery. Some
improvement of the labour market situation is
expected, which may contribute to higher wage press-
ure. However, domestic inflation should remain low.
The current account surplus is projected to remain
stable, as the rapidly-expanding volume of oil exports
broadly offsets the drop in oil prices.
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Recent trends. Mainland real GDP grew rapidly in
the second half of 1993 — by 5 per cent at a seasonally-
adjusted annual rate - supported by rising household
demand and stronger non-energy exports. Production of
new platforms for the oil sector also contributed. By
contrast, business investment has remained sluggish, due
essentially to a low level of capacity utilisation. Recent
indicators point to a strengthening of consumer confi-
dence, as reflected in booming car sales and housing
starts. The latest industrial survey from February
1994 suggests some improvement in business sentiment
as well.

Consumer price inflation remained stable at around
2 per cent in the period from early 1992 to the autumn of




NORWAY
Demand, output and prices
Percentage changes, volume (based on previous year prices)

1991

current prices 1991 1992 1993 1994 1995

billion NKr
Private consumption 349.7 0 1.8 1.6 3.8 35
Government consumption 147.5 2.6 4.4 %7/ 32 1.0
Gross fixed capital formation 127.1 3= 4.5 14.9 0.9¢ 2.9«
Final domestic demand 624.2 0.9 3.0 4.6 3.0 2.9
* change in stockbuilding 2.0* -1.2 -1.1 ~1.4 e 0«
Total domestic demand 626.3 -0.6 1.7 2.9 3.0 3.0
Exports of goods and services 307.5 6.1 6.2 1.8 0.6 5.0
Imports of goods and services 247.1 1.7 2.8 313 4.0 5.5
* change in foreign balance 60.4% 2.8 246 0.1 215 1.0
GDP at market prices 686.7 1.6 34 2.2 43 29
GDP implicit price deflator - 24 -1.0 2.0 0 2.0
Memorandum items
Mainland GDP at market prices* = -0.6 2:1 1.9 2.8 35l
Mainland GDP deflator- = 3.6 1.6 1.8 2.0 23l
Exports of energy = 12.6 12.6 Sl 11.0 30
Private consumption defiator - 4.1 2.6 19 1.4 1.8
Unemployment rate = 5.5 5.9 6.0 5.6 52
Household saving ratio? - 2.6 5:8 52 4.6 45
General government financial balance® = 0.2 2.3 2.7 2.6 -1.8
Current balance* - 4.8 245 23 252 219

* As a percentage of GDP in the previous period.
a)
b)
c)
d)
e)

Actual amount.

GDP excluding oil and shipping.

As a percenlage of disposable income.
As a percentage of GDP.

1993, and recently dropped a little further — mainly
reflecting lower housing costs after the fall in interest
rates. Moderate wage claims have contributed to this
good performance, with hourly earnings increasing at the
same rate observed since mid-1992 (2%: to 3 per cent
year-to-year). These developments mirror the slack in
product and labour markets, even though unemployment
(including persons on active Jabour market measures) has
been declining since the summer of 1993, and now stands
at 7%/s per cent.

Policies and other forces acting. Since the floating
of the krone in December 1992, there has been a signifi-
cant easing in monetary conditions, with short and long-
term interest rates declining to German levels. At the
same time, the exchange rate fell by only 4 per cent in
trade weighted terms up to April 1994. While money-
market interest rates are likely to stabilise, credit condi-
tions should ease further as the lower funding costs have
not yet been fully reflected in bank lending rates. More-
over, the significant improvement of banks’ balance
sheets in the course of 1993 has markedly reduced the
risk of credit constraints choking off the ongoing
recovery.

In contrast to previous years, the 1994 National
Budget implied a tightening of fiscal policy. Adjusted for
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For the period 1993-95, gross fixed capital formation includes plaiforms under construction. while the figures on stockbuilding exclude platforms in progress.

the cycle and oil revenues, the Budget projected a reduc-
tion of the primary deficit (i.e. the deficit net of debt
interest payments) on the order of '/ per cent of GDP,
with the actual deficit remaining unchanged from 1993 at
3 per cent of GDP. The revised National Budget intro-
duced in May includes some further tightening to com-
pensate for a weaker oil price. This, together with output
growth stronger than initially projected, should keep the
budget deficit below the original estimate.

Prospects. Combined with the maintenance of easy
monetary conditions, the pick-up of world trade should
sustain mainland economic activity at growth rates of
2% and 3 per cent in 1994 and 1995 respectively. With
capacity utilisation gradually increasing, a modest
rebound of business investment is envisaged, despite a
decline in off-shore capital formation. As a result, private
sector employment, after a fall of 14 per cent in the
period 1987-93, should begin to increase. Only modest
reductions in unemployment are expected, however, as
improved employment prospects may draw more people
into the labour force. Inflation should thus remain low,
despite some expected acceleration of wage growth
towards the end of the projection period. The current
account surplus should remain broadly stable, as a rapid
expansion of o0il exports roughly offsets the impact of a
weaker oil price.



The main uncertainty attached to the projections
concerns mainland business investment. Indeed, with
prices and volumes for the bulk of manufacturing

exports and concomitant levels of corporate profitability
tending to be volatile, investment behaviour is difficult to
predict.

PORTUGAL

Real GDP declined by Y2 per cent in 1993, the worst
growth outcome in nine years. Unemployment rose
and, reflecting the flexible labour market, nominal
wage growth abated strongly, reducing consumer-
price inflation despite the devaluation of the escudo.
However, inflation remains well above the EC aver-
age and preventing the escudo sliding within the
enlarged bands of the European Exchange Rate
Mechanism (ERM) has necessitated high interest
rates. Conjunctural indicators nevertheless portend a
gradual recovery of real GDP growth in 1994 based
upon stronger exports, which should, in turn, support
higher private consumption and investment.

Recent developments. Real GDP fell in 1993 as
gross fixed asset formation shrank in response to stagnat-
ing exports and lower profitability and the rise in con-
sumer spending was damped by slower real wage
growth. A steep fall in employment raised the unemploy-

ment rate to 6.2 per cent in the fourth quarter of 1993,
1.7 point higher than a year earlier. The weakening of the
labour market, in turn, sharply reduced nominal wage
growth, allowing consumer-price inflation to ease to
6.5 per cent in 1993 — within the official 5 to 7 per cent
target range. In March 1994, the 12-month increase of
consumer prices stood at 6.0 per cent, nearly 1Y points
lower than a year earlier. On the external side, rising net
receipts from tourism shifted the current account into
surplus.

The recession was particularly severe in industry,
where output plunged by around 5 per cent in 1993,
bringing capacity utilisation down considerably. How-
ever, the most recent survey of business confidence
shows signs of greater optimism based upon improved
export prospects.

Policies and other forces acting. The Government
borrowing requirement jumped to 7.8 per cent of GDP in

PORTUGAL
Demand, output and prices
Percentage changes, volume (1985 prices)

1991
current prices 1991 1992 1993 1994 1995
billion Esc

Private consumption 6273.8 517 3.7 05 1.8 2%
Government consumption 17659 3.0 1.4 04 1.0 12
Gross fixed capital formation 25749 24 54 —4.7 35 4.8
Final domestic demand 16614.6 42 38 -0.8 201 3.0
% change in stockbuilding 231.2# 0 Eell -0.2 0 0.1
Total domestic demand 10 845.8 4.1 4.7 -0.9 20 3.0
Exports of goods and services 31663 1.1 6.1 0 45 8.5
Imports of goods and services 4098.7 49 11.1 -0.9 4.8 7.6
* change in foreign balance -932.4¢« 2.7 -45 0.7 -1.3 -1.4
GDP at market prices 99134 2:] 1.1 —0.5 1.2 23
GDP implicit price deflator - 14.1 135 6.4 5.6 4.6
Memorandum items
Private consumption deflator - 111 9.8 6.7 5.7 4.4
Industrial production” — -0.1 2.6 4.0 1.7 3.1
Unemployment rate - 4.1 42 S5 04 6.9
Household saving ratio© = 23.0 21.2 218 21.0 20.6
General government financial balance? - -6.0 4.7 -7.8 =7/] -6.6
Current balance ? -1.0 -0.2 14 22 )

* As a percentage of GDP in the previous period.
a) Actual amount.

&) Industrial production index.

c) As a percentage of disposable income.

d) As a percentage of GDP.
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1993, implying a deficit overrun of as much as 3.5 per
cent of GDP. Although the weakness of activity played a
part, non-cyclical forces, including increased tax evasion,
exploitation of tax loopholes and once-and-for-all losses
in VAT revenues probably accounted for nearly two
thirds of this slippage. In addition, the government scaled
back the portion of privatisation proceeds earmarked for
debt redemption. The 1994 budget is based upon a return
to fiscal restraint, targeting a reduction in the budget
deficit to around 7 per cent of GDP. The achievement of
this aim is dependent upon the effectiveness of efforts to
reduce tax evasion: tax revenues have indeed shown a
tendency to recover in the first half of 1994,

Monetary policy continues to be geared towards
bringing inflation and interest rates down to EC levels,
using the stability of the nominal exchange rate as the
key intermediate target. Between August 1993 and March
1994, market expectations of the escudo sliding within
the enlarged ERM bands were held in check by a firm
monetary stance, which by early 1994 resulted in lower
risk premia on domestic interest rates. However, market
sentiment remains highly volatile, as evidenced by the
sudden attack on the Portuguese currency in early April.

Prospects. A strong pick-up in export growth and a
related strengthening in gross fixed investment are pro-
jected to re-start economic growth in 1994, with a grad-
ual firming in domestic demand expected as consumer
confidence improves. Moreover, prospects of stronger
investment growth have also brightened with the adop-
tion in February by EC Ministers of the new Country
Support Framework (CSF), governing the flow of EC
structural funds to Portugal over the five years to 1999.
Despite a resumption of employment gains in 1995, the

unemployment rate is likely to climb to 7 per cent,
restraining nominal wage growth further. Together with
procyclical gains in productivity, wage moderation
should keep consumer-price inflation on a downward
track, with a fall to the 5'> to 6 per cent range projected
for 1994. While this would still be above the official 4 to
5'%> per cent target range, inflation is expected to fall to
around 4'/> per cent in the following year.

Assisted by the return to fiscal restraint and grow-
ing labour market slack, the stance of monetary policy is
expected to become less restrictive, but — with the risk
premium on domestic interest rates being slow to nar-
row — nominal interest rates are projected to remain
around 10 per cent. While weakening terms of trade are
expected to enlarge the trade deficit, the current account
surplus is projected to widen to around 2 per cent of GDP
in 1995, thanks to a further strengthening of the
invisibles balance.

The major risk attached to the projections concerns
fiscal policy, 1995 being an election year. Stabilisation
policies have become less credible with the huge deficit
overrun in 1993. Implementing the 1994 budget plan and
translating medium-term objectives into concrete mea-
sures are thus essential if confidence is to be restored and
room created for continued interest rate declines. Insuffi-
cient efforts to re-balance the policy mix would make
markets more apprehensive about the authorities’ com-
mitment to the EC convergence process. On the other
hand, a strong recovery in government revenues and a
faster pace of disinflation could leave room for interest
rates to fall more than expected, thereby supporting the
recovery.

SPAIN

The domestic-demand led downturn ended in
mid-1993 and recovery - though still weak - has
begun. Inflation fell to below S per cent in 1993 and
the current external deficit to % per cent of GDP.
Supported by the 20 per cent depreciation of the
peseta since 1992, rapidly rising net exports will again
be the main support to GDP growth, projected at
1Y per cent for 1994. Helped by rising business confi-
dence following the recent far-reaching labour mar-
ket reforms and higher profits, GDP growth is pro-
jected to accelerate in 1995, to a rate of 2%: per cent,
though the unemployment rate is unlikely to decline
significantly from the very high rate of 24'- per cent
expected in 1994.
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Recent developments. The cyclical downturn in
private investment and a sharp drop in private consump-
tion, reflecting a strong rise in precautionary savings
influenced by rising unemployment, led to a 3.6 per cent
fall in domestic demand in 1993. However, growing
slack and the peseta devaluation boosted net export
growth substantially, thereby limiting the fall in GDP to
1 per cent. Reinforced by a further steep rise in compen-
sation per employee, labour dishoarding continued in
1993, so that private dependent employment fell by 5 per
cent, pushing the unemployment rate up by 4 percentage
points to 24.2 per cent in the first quarter of 1994, The
12-month rise in consumer prices slowed to 4.9 per cent
in April 1994, and core inflation to 4.4 per cent from



SPAIN
Demand, output and prices
Percentage changes, volume (1986 prices)

1991
current prices 1991 1992 1993 1994 1995
billion Ptas

Private consumption 34 213.0 29 2.1 -2.3 0.7 2.7
Government consumption 8 808.4 54 3.8 1.6 -0.2 0.5
Gross fixed capital formation 13126.2 1%/ -3.9 -10.3 2.1 5.0
Final domestic demand 56 147.5 3.0 0.9 -3.5 0 29
* change in stockbuilding 401.0¢ 0.2 0.2 -0.1 0 0.1
Total domestic demand 56 548.5 2.8 1.1 -3.6 0 29
Exports of goods and services 9409.4 7.9 6.7 8.8 9.9 8.9
Imports of goods and services 11137.3 9.0 6.6 -3.2 4.5 9.1
* change in foreign balance -1 727.9¢ 0.8 -04 29 1.1 -0.3
GDP at market prices 54 820.6 22 0.8 -1.0 12 27
GDP implicit price deflator - 7.0 6.5 4.5 3.8 3.3
Memorandum items
Private consumption deflator - 6.3 6.4 Syl 4.5 34
Industrial production - -0.3 =17 -33 2.6 3.6
Unemployment rate - 16.3 18.4 22.7 245 24.4
Household saving ratio® - 6.9 52 74 6.3 5.8
General government financial balance® - -4.9 -4.5 -7.2 -1.1 =59
Current balance* - -3.2 3.2 —0.8 -0.5 —0.8

* As a percentage of GDP in the previous period.
a) Actual amount.

b) As a percentage of disposable income.

c) As a percentage of GDP.

6 per cent a year earlier. This result was achieved despite
high wage increases (5.7 per cent on average in 1993)
and the rise in import prices following the depreciation of
the peseta, as these elements were outweighed by a sharp
growth in business sector productivity and a compression
of profit margins. The limited pass-through of the depre-
ciation to import prices coupled with the surge in net
export volumes reduced the trade deficit by almost 40 per
cent. This, together with higher tourism receipts, reduced
the current balance of payments deficit to ¥ per cent of
GDP in 1993, one-fourth of the 1989-92 average level.

Policies and other forces acting. Cyclical factors,
high interest rates partly reflecting efforts to defend the
peseta in European Exchange Rate Mechanism (ERM)
crisis, deferred payments from earlier years and tax eva-
sion pushed the general government deficit to a record
7'/. per cent of GDP in 1993. Fiscal policy has been
tightened in 1994: public servants’ wages have been fro-
zen, government employment is planned to be reduced
for the second year running and cuts in non-wage con-
sumption are being made. But implementation difficul-
ties suggest that, as in the past, the savings from these
measures may fall short of targets. Such slippage,
together with a further rise in the cyclical component of
the budget deficit, suggests that the actual deficit in
1994 may be broadly unchanged from 1993 at just over
7 per cent of GDP. The projections assume that addi-

tional fiscal measures will be taken to bring the deficit to
less than 6 per cent of GDP in 1995, making for a
cumulative fall of 2.4 percentage points in the structural
deficit in 1994-95.

Facilitated by the May 1993 devaluation of the
peseta and the August 1993 widening of the ERM bands,
interest rates have fallen considerably in the last twelve
months from the high levels prevailing early in 1993.
The 12-month Treasury bill rate stood at 7.7 per cent in
May 1994, down from 12.5 per cent a year earlier. The
annual rate of growth of bank credit to the private sector,
after falling to 1.8 per cent in the 12 months to end-1993,
accelerated somewhat to 3.5 per cent during the first four
months of 1994, suggesting economic recovery though at
a slow pace. Because of the high budget deficit, the
growth of the wide monetary aggregate (ALP) has been
considerably stronger, though it decelerated from 8.6 per
cent on a 12-month basis at end-1993 to 6.9 per cent in
April 1994, A wide target-range of 3-7 per cent for ALP
has been fixed for 1994. On balance, monetary policy is
likely to be somewhat easier this year than last.

In addition to a better balanced policy mix for 1994
— tighter fiscal policy and easier monetary policy — the
Government recently introduced far-reaching labour mar-
ket reforms, which will substantially increase labour
market flexibility and serve as a boost to business confi-



dence in the immediate future. Positive employment con-
sequences from these measures may, however, take
somewhat longer to come through.

Prospects. Domestic demand is projected to stag-
nate in 1994, with a small rise in private consumption
(reflecting a drop in the saving rate from the 1993 peak)
and a pick up in government infrastructure investment
being broadly offset by a further fall, though at a deceler-
ating rate, in private investment. Underpinned by grow-
ing slack and the effects of the depreciation, net export
volumes should again rise rapidly, so that GDP growth
may reach 1'/: per cent in 1994, A small fall in employ-
ment is projected, and this, coupled with a rising trend in
the participation rate, points to a further small rise in the
unemployment rate on average in 1994.

The decelerating trend in wage settlements under-
pinned by labour market slack and structural reforms,
together with strong productivity growth (though less
than in 1993), and moderate growth in import prices as
depreciation effects subside are expected to reduce the
12-month rise in consumer prices to 3%: per cent at
end-1994, while permitting some profit recovery. Steep
rises in net export volumes and in tourism receipts are
projected to bring the current external account close to
balance in 1994,

Lower inflation, rising profits, a sound balance of
payments and increased labour market flexibility will
boost confidence, laying the ground for accelerated
growth in 1995. Private investment, encouraged addition-
ally by falling interest rates and an improved outlook in
the OECD area generally, is likely to rise markedly.
Overall GDP may grow by 2% per cent and be associated
with a small net employment creation after three years
of decline. The unemployment rate, however, is
likely to fall only marginally because labour force
growth will still be only slightly slower than employ-
ment growth. Wage de-escalation is expected to
continue, with the inflation differential vis-a-vis the EC
average falling to less than 1 per cent. The current
balance of payments deficit is projected to remain low
and to be more than covered by long-term private
investment.

Additional measures to reduce the budget deficit
and smooth implementation of labour market reforms are
key assumptions of the projections: failure in these areas
could undermine confidence, disturb the good climate for
wage moderation and reduce the scope for interest rate
reductions, making for an upside risk for inflation and a
downside one for growth.

SWEDEN

With exports surging and domestic demand stabilis-
ing, a recovery in output is under way. It is expected
to gather momentum in 1994 and 1995, with a pick-
up in domestic demand more than offsetting slowing
export growth. Employment expansion is likely to be
modest, however, with little inroad being made into
current high levels of unemployment. Underlying
inflation should thus remain low.

Recent developments. Exports have surged since
mid-1993 as a result of improvements in international
competitiveness, primarily due to the 20 per cent effec-
tive depreciation of the krona after it was floated in late
1992. Strong export performance has boosted industrial
production, which increased by 9 per cent in the year to
March, taking capacity utilisation in manufacturing
above its pre-recession levels. Nevertheless, and notwith-
standing a modest pick-up in output in the latter part of
1993, GDP fell by 2 per cent for the year as a whole,
because of very weak domestic demand. Devaluation-
induced price increases outstripped modest gains in nom-
inal household incomes, and translated into an unprece-
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dented decline in private consumption for 1993 as a
whole. The deterioration in the asset position of house-
holds and increased after-tax borrowing costs also led to
a steepening decline of residential investment in the
course of 1993, while ample spare capacity and high
interest rates kept overall business investment on a down-
ward trend.

Growing slack in the labour market, with 12%: per
cent of the labour force either unemployed or engaged in
government labour market schemes, pushed down wage
increases to 3V per cent in 1993, as measured by hourly
earnings in manufacturing. With unit labour costs falling
and the price-raising effects of the depreciation and indi-
rect-tax hikes waning, the 12-month growth in the CPI
has been below the 2 per cent mark since January.
Despite adverse terms-of-trade movements, the turn-
around in the trade volumes was instrumental in bringing
the current account into balance.

Policies and other forces acting. The deterioration
in public finances has continued unabated, the general-
government deficit reaching 13 per cent of GDP in 1993,
In addition to cyclical factors, the increase of 5'/- per cent



SWEDEN
Demand, output and prices
Percentage changes, volume (1985 prices)

1991
current prices 1991 1992 1993 1994 1995
billion SKr

Private consumption 73 1.1 -1.9 3.8 0.7 2.0
Government consumption 3944 32 —0.6 -0.7 -15 ~-1.0
Gross fixed capital formation 280.4 -8.4 -11.0 -16.3 -3.6 6.8
Final domestic demand 1 446.1 -0.4 -34 =92 -0.7 1.9
* change in stockbuilding -21.2¢ -1.7 1.3 0.3 0.3 0.3
Total domestic demand 14249 -2.1 -2.2 -5.0 -0.3 2.2
Exports of goods and services 4042 24 247 72 115 7.0
Imports of goods and services 381.8 =50 1.3 0.4 4.5 6.0
* change in foreign balance 24 1.0 0.3 29 3.0 0.8
GDP at market prices 14473 -1.1 -1.9 =21 27 29
GDP implicit price deflator - 7.6 1.4 28 1%/ 3.0
Memorandum items
Private consumption deflator - 10.1 26 6.1 24 33
Industrial production - 5.6 —4.0 25 8.0 6.5
Unemployment rate” 29 5.8 8.2 8.0 7.8
Household saving ratio® - 3.0 7.4 7-3 73 6.4
General government financial balance? -1.1 -74 -12.9 -10.7 9.5
Current balance? - ~-1.4 -2.1 -0.2 2.8 4.0

* As a percentage of GDP in the previous period.
a) Actual amount.

b) Based on monthly Labour Force Surveys.

c) As a percentage of disposable income.

d) As a percentage of GDP.

of GDP in the deficit in 1993 reflected both transitory
elements related to the banking crisis and longer-run
structural elements. The projected reduction in the non-
cyclical part of the budget deficit in 1994 will result
mainly from the elimination of the transitory component.
No further structural reduction is foreseen in 1995,
although as a result of cyclical improvement, the general
government deficit could fall to 9.5 per cent of GDP. The
revised 1994/95 Budget. presented in April, has increased
the target for medium-term deficit reduction from
SKr 80 billion to SKr 100 billion (equivalent to around
7.0 per cent of GDP) with the consolidation process
being implemented faster than earlier envisaged. How-
ever, concrete proposals for improving public finances
over the coming five years will be presented only in
January 1995.

Since the autumm of 1993 the central bank has
been cautious in relaxing the stance of monetary policy,
in order not to jeopardise its medium-term inflation target
of 2 per cent. While consumer-price inflation is currently
running at under 2 per cent. expectations of inflation in
the medium-term (as detected in surveys and implicit in
the yield curve) are somewhat higher. The marginal lend-
ing rate of the central bank was lowered in two steps of
'/« percentage point each in January and February, and an
additional cut of Y4 percentage point to 7 per cent took
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place in May. This has permitted 3-month interest rates to
decrease by 40 basis points since October, but long rates
have risen by '/ percentage point over the same period,
as domestic yields followed the increase in international
yields. In addition, the interest rate differential has risen
in the wake of a more unsettled political situation. Pro-
jected inflation should allow some room for short rates to
come down, but bond rates may stay high given the rapid
accumulation of public debt.

Prospects. The outlook is for GDP to grow some-
what faster than potential over the projection period. The
nascent recovery of private consumption is expected to
strengthen in response to rising household income and a
declining household saving ratio in 1995 as consumer
confidence improves. Residential construction is likely to
show another year of sharp decline in 1994, but capacity
pressures in export sectors should lead to a recovery of
business investment. Although the rate of growth of
exports is likely to come down from recent levels, export
performance is set to remain good.

The increase in activity may suffice to create new
jobs only in 1995. Nevertheless, the unemployment rate
could fall modestly throughout the projection period, as
employment movements are partly offset by changes in
labour supply. The continuing slack in the labour market
should prevent any upturn in underlying inflation. Even



though the pick-up in domestic demand may be accompa-
nied by rapid import growth, the current account could
move into a surplus of close to 4 per cent of GDP in 1995.

There are two major risks associated with the
short-term outlook. First, while consumer confidence
could well respond more positively to the improving
employment situation, households might also increase

saving should property prices continue to fall. Second,
and more critically, market sentiment is very sensitive to
the pace of fiscal consolidation, implying that policy
credibility could be lost if the required reduction of the
budget deficit is postponed. This highlights the impor-
tance of making the medium-term fiscal strategy more
credible.

SWITZERLAND

During the summer of 1993, the Swiss economy was
emerging from the longest but — in terms of output —
not the deepest recession since the war. In spite of the
relative mildness of the downturn, both unemploy-
ment and government deficits hit unprecedented
levels. Inflation has been brought down to the Swiss
National Bank’s objective and is set to fall further.
Most indicators suggest a progressive economic
recovery this year and next.

Recent developments. Output growth of about
s per cent (s.a.a.r.) in the second half of 1993 was
broadly based. In line with improving consumer confi-
dence from the middle of 1993, private consumption
picked up in the second half-year despite falling real
labour incomes. Machinery and equipment investment

proved particularly buoyant (growing 8Y: per cent s.a.a.r.
in the second semester), after a steep decline in the previ-
ous two years. As a result, imports increased, and the real
foreign balance made a negative contribution to growth
for the first time since the beginning of the recession.
Even so, the current external surplus rose further, to a
record 8 per cent of GDP. Total employment fell (by
2% per cent) in 1993 for the third year in a row. The
unemployment rate rose to 5 per cent (s.a.) in the third
quarter of 1993 and has since broadly stabilised at that
level. The 12-month rate of consumer price inflation,
after hovering at around 3" per cent during 15 consecu-
tive months despite the widening output gap and growing
labour market slack, fell sharply in November 1993,
mainly as a result of decelerating housing rents (which
are linked to mortgage interest rates). It continued to

SWITZERLAND
Demand, output and prices
Percentage changes, volume (1980 prices)

1991
current prices 1991 1992 1993 1994 1995
billion SF

Private consumption 190.5 B —0.2 —0.8 1.0 1.8
Government consumption 46.6 IS 0.5 0.4 1.0 1.3
Gross fixed capital formation 84.8 -25 5.0 —4.3 24 4.7
Final domestic demand 3219 0.4 -1.4 -1.7 1.4 25
* change in stockbuilding 4.5¢ 0.9 =1y 0.3 0.5 0.7
Total domestic demand 326.5 0.5 -3.0 -1.4 1.9 3.1
Exports of goods and services 116.7 0.7 34 0.8 35 5.0
Imports of goods and services 112.1 -1.7 -3.8 -1.2 4.2 6.2
* change in foreign balance 4.6¢ (0]53 32 0.9 0.4 0.7
GDP at market prices 331 0 0.1 0.6 1.5 25
GDP implicit price deflator - 5.5 2.6 2.5 1.8 2.8
Memorandum items
Private consumption defiator - 5.7 4.1 219 1.0 2.5
Industrial production - 0.5 0.7 -10 1.8 3.1
Unemployment rate 115 285, 45 4.5 3.8
Current balance® - 4.6 6.2 8.0 73 6.8

* As a percentage of GDP in the previous period.
a) Actual amount.
b) As a percentage of GDP.
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decline thereafier, to 0.4 per cent in May 1994, the lowest
rate in more than seven years.

Policies and other forces acting. The decline in
short-term interest rates, which had begun in the middle
of 1992, continued during 1993, albeit at a much slower
pace, bringing the three-month Euro-Swiss franc rate to
about 4 per cent in the first four months of 1994. The
negative Swiss franc-Deutschemark short-term interest
rate differential narrowed in the course of 1993 and early
1994, contributing to the marked appreciation of the
franc. With the monetary base well below the Swiss
National Bank’s target path, and in view of other indica-
tors suggesting relatively tight monetary conditions,
short-term interest rates are assumed in the OECD Secre-
tariat projections to decline in line with those in
Germany.

The federal government’s budget deficit increased
to SF 7.8 billion in 1993, exceeding the budget projection
by SF 4.7 billion. The Government estimates that a little
less than half of this deficit is structural. The finances of
the cantons have also deteriorated, so that the general
government deficit is now estimated to have increased to
SF 15 billion in 1993, an unprecedented 4'/> per cent of
GDP. Mainly as a result of discretionary measures,
including the introduction of a value-added tax in 1995
(with a standard rate of 6.5 per cent), the general govern-
ment deficit is projected to edge downward by a cumula-
tive ¥ per cent of GDP over the coming two years.

Prospects. Output is projected to recover gradu-
ally. With a further fall in employment and modest real
wage gains, private consumption is likely to remain rela-
tively weak this year, but it should gather strength in
1995 as consumer confidence improves further. In spite
of low industrial capacity utilisation, machinery and
equipment investment is likely to continue to grow,
reflecting on-going efforts to modernise productive

capacity, declining interest rates and lower prices of
imported investment goods. The fall in short-term interest
rates combined with rising demand should also induce a
progressive build-up in inventories. Construction activity
may pick up in 1994, but subdued household incomes
and the high stock of unused office space will continue to
act as a brake on total construction investment.

Exports are likely to strengthen, reflecting more
buoyant growth of export markets. The detrimental effect
of exchange rate appreciation on price competitiveness
should be partly offset by favourable unit labour cost
developments and price concessions by Swiss producers.
As import demand picks up on the back of strengthening
domestic demand, the real foreign balance is projected to
deteriorate, making a negative contribution to growth this
year and next. However, with further improvements in
the terms of trade and continued buoyancy of net invest-
ment income, the current external surplus is expected to
decline only slightly, to 7's per cent of GDP in 1994 and
6% per cent in 1995,

The labour market may start improving during
1994, as rising capacity utilisation calls for increased
employment. Given the existing slack in the economy
and the recent exchange rate appreciation, consumer
price inflation is set to slow again in 1994. Underlying
inflation will probably remain very low in 1995, but the
replacement of the present retail tax on goods by a gen-
eral value-added tax at the beginning of 1995 could raise
recorded CPI inflation temporarily to 2~ per cent
in 1995.

Risks to the projection are evenly balanced.
Improvement in consumer confidence, and hence in pri-
vate consumption expenditure, might be underestimated.
On the other hand, business investment decisions remain
subject to uncertainty related to the role Switzerland will
play in the process of European integration.

TURKEY

Strong output growth in 1992 and 1993, led by
domestic demand, brought about a widening current
account deficit and rising foreign indebtedness. Infla-
tionary pressures intensified, partly in response to the
further increase in public sector deficits to unprece-
dented levels. The situation since the turn of the year
has become unsustainable, manifested by downrat-
ings of international creditworthiness, repeated tur-
moil in financial markets and drastic depreciation of
the Turkish lira.
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Recent developments. Real GNP growth averaged
6%+ per cent in 1993, driven by booming domestic
demand. Strong real wage increases, easier access to
consumer credit and the lira’s real effective appreciation
boosted private consumption. Government consumption
was strong due to accelerated military spending, but pub-
lic investment stagnated. Reflecting the buoyant business
climate, private investment surged (growing by 20 per
cent), in spite of the very high real cost of borrowing.
Merchandise imports soared (up by about 36 per cent in
volume) in response to the vigorous expansion of domes-



TURKEY
Demand, output and prices

Percentage changes. volume (1982 prices)

1991
current prices 1991 1992 1993 1994 1995
billion TL

Private consumption 278 100 1.8 8.9 14.0 04 2:2
Government consumption 72 360 235 6.2 7.6 22 2.0
Gross fixed capital foriation 102 710 0.1 3.6 11.8 -5.5 0.8
Final domestic demand 453 170 J 559 7.6 13.0 -0.5 1.9
* change in stockbuilding —1 542« -3.9 0.8 2.8 -3.9 0.5
Total domestic demand 451 628 -22 8.3 154 -3.8 24
Exports of goods and services 117 198 15S) 3.3 8.6 13.0 12.0
Imports of goods and services 116 126 -1.6 10.8 321 -1.5 6.0
* change in foreign balance 1072¢ 29 2.9 9.5 4.9 1.6
GNP at market prices 452700 0.6 5.8 6.8 0.6 4.3
GNP implicit price deflator = 56.8 62.5 59.0 108.0 75.0
Memorandum items
Private consumption deflator - Sl.d 56.2 51.9 106.0 82.0
Manufacturing production - 1.8 4.2 9.2 1.5 6.0
Unemployment rate = v/ 7.9 8.7 12.6 14.0
Current balance” - 0.2 -0.8 5.5 -23 -2.5

* As a percentage of GNP in the previous period.
a) Actual amount.
b} As a percentage of GNP,

tic demand, but merchandise exports grew relatively
modestly, at about 5 to 6 per cent. The trade deficit rose
to some 12 per cent of GNP and the current external
deficit to about 5'/> per cent of GNP.

Inflation slowed somewhat in the first half of 1993,
reflecting abundant supply of moderately priced foreign
goods and controls on public sector prices and tariffs, but
it re-accelerated from the early summer, with a rise in
VAT rates pushing up prices further towards the end of
the year. Altogether, annual consumer price inflation
averaged 66 per cent in 1993, compared with 70 per cent
in 1992. After the steep fall in the exchange rate in the
early months of 1994 and steep rises in administered
prices, infiation accelerated. sharply, to a 12-month
increase of 107 per cent in April.

Policies and other forces acting. The stance of
monetary and fiscal policy in 1993, as in the past several
years, was much more expansionary than initially
planned. Public sector financial imbalances worsened
further despite buoyant growth, with the public sector
borrowing requirement (PSBR) rising to over 16 per cent
of GNP, exceeding the official target by 7 percentage
points. Main factors behind this were high debt interest
payments. insufficient adjustment of prices of State eco-
nomic enterprises (SEEs) to increased costs and a large
increase in the public sector wage bill. Tax revenues
grew broadly in line with projections, but missed their
target in relation to GNP (which was higher than
expected). Privatisation proceeds fell far short of budget

projections. In November 1993, the government
increased VAT rates for several items, and in December a
tax reform law was approved by the Parliament. How-
ever, the full revenue effects of the latter will not come
before 1995.

Monetary policy aimed at maintaining orderly con-
ditions in financial markets. The central bank, however,
was again obliged to finance the PSBR, and hence fiscal
slippage induced rapid growth in the monetary aggre-
gates. Net Treasury borrowing more than doubled, put-
ting upward pressure on interest rates. One year bond
rates rose from about 78 per cent in late 1992 to around
90 per cent by the end of 1993.

The Government’s attempts to reduce interest rates,
a new withholding tax on several financial transactions
and the lowering of Turkey’s credit rating by interna-
tional agencies triggered a run on the Turkish lira in mid-
January 1994. The authorities reacted by cancelling the
withholding tax and raising official interest rates. But the
exchange rate continued to decline and by the end of
March was around 35 per cent below its value at the
beginning of 1994 (down by some 15 per cent in real
terms). The liquidity squeeze raised call money rates
temporarily to 1 000 per cent.

Just after the local elections at the end of March,
the government announced an austerity programme on
5 April 1994. Prices of goods and services produced by
SEEs were immediately raised from 50 to 110 per cent,
and the government prepared a draft bill for a temporary



wealth tax applying only in 1994. The new programme
also envisages accelerated closure and privatisation of
SEEs, a decrease in public sector real wages and other
unspecified public expenditure cuts. Reserve and liquid-
ity requirements were eased in order to reduce the cost of
bank intermediation. After the announcement of the pack-
age the Turkish lira depreciated further by about 35 per
cent, to some 60 per cent below the Ievel at the beginning
of the year.

The projections assume that the government’s pro-
gramme will be implemented quickly and followed by
further steps towards fiscal discipline. The PSBR/GNP
ratio appears, however, unlikely to decline in 1994, as
the near term effects of the programme will be largely
offset by higher debt interest payments and a cyclical
revenue shortfall. Along with the assumed normalisation
of financial market conditions, interesi rates may decline
from their current peak levels, though still remaining
high.

Prospects. Recent events in financial markets and
the government’s response to them will probably halt
economic expansion and raise inflation in the short term.
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Higher inflation, public sector wage restraint and labour
shedding are likely to erode real household incomes and
depress private consumption. Private investment is also
likely to fall, reflecting the poor business climate and
prohibitive costs of credit and imported equipment. As
the effects of recent financial market turmoil peter out,
investment growth could resume and privaie consump-
tion rise mildly in 1995. GNP growth could recover to
about 42 per cent in 1995. Due to weak domestic
demand and the drastic real depreciation, import volumes
are likely to contract in 1994. Merchandise exports
should benefit from growing markets and improved price
competitiveness. However, recent trends suggest a weak-
ening in tourism earnings. The current external deficit
may come down to some 2'/> per cent of GNP in
1994 and 1995.

There are strong normative elements in these pro-
jections. Full implementation of the Government’s aus-
terity package might be held up by special interest
groups. This could prolong the current period of financial
market volatility and general economic uncertainty and
result in lower output and yet higher inflation.






DEVELOPMENTS IN SELECTED NON-OECD COUNTRIES

Most countries in transition to market economies
outside the Newly Independent States of the former
Soviet Union (NIS) have made visible progress
towards output recovery, although this progress is
still painfully slow according to official statistics. The
universal under-recording of private-sector activity,
which is likely to be growing fast in most countries,
means that the actual turning point may have already
been reached in 1993 not only in Poland but also in
Hungary and the Czech Republic. Output also rose in
Estonia and Latvia. Inflation is generally declining
but remains high by OECD standards almost every-
where. The country with the lowest inflation — the
Czech Republic — has the healthiest public finances,
while most countries are still struggling with the fiscal
consequences of the ending of direct state control over
economic activity. The legacy of this can also be seen
in the financial sector which is characterised almost
everywhere by under-capitalised banks, bad debts,
inter-enterprise arrears and difficulties in providing
finance to new private enterprise. In the NIS, atten-

CENTRAL AND EASTERN EUROPEAN
COUNTRIES AND THE NEWLY INDEPENDENT
STATES OF THE FORMER SOVIET UNION

Recent developments

The GDP decline continued to decelerate in
1993 in most countries outside the NIS. Recovery is
clearly evident in Poland, where preliminary figures
show output growth of 4 per cent (Table 23). However,
while various estimates suggest that the share of GDP
generated in the private sector may by now exceed 50 per
cent in a number of countries of Central and Eastern
Europe (excluding the former Soviet Union), an undeter-
mined, but probably substantial, portion of this activity is
not recorded in the national accounts. If growth of unre-
corded output were fully taken into account it is probable
that the Czech Republic and Hungary would have
recorded growth in 1993.

In all countries the structure of output has shifted

away from industry towards the service sector. Neverthe-
less. GDP recovery in Poland coincided with recovery in

tion is generally focused on Russia where sustained
efforts will be necessary to implement a stabilisation
plan and to carry out further structural reforms. In
most other former Soviet republics, similar difficul-
ties are compounded further by terms-of-trade
declines and losses of fiscal and monetary subsidies
that were entailed by the breakup of the union and
rouble zone.

Economic growth continued to be strong in Asia and
South and Central America during the recession in
the OECD area. It accelerated in 1993 and should
remain brisk this year and next. Except in the two
largest countries in these regions, China and Brazil,
each of which experienced strong domestic demand
growth, inflation was kept under tight rein, mainly as
a result of the restrictive economic policies imple-
mented in recent years. In both Asia and South and
Central America, foreign trade continues to be very
buoyant, chiefly on account of the rapid growth of
intra-regional trade.

industrial production, and in Hungary rising industrial
production and services would have been enough to give
a slight rise in recorded GDP in 1993 had it not been for
a continuing fall in agricultural output. On the other
hand, industrial output in the Czech Republic continued
to decline throughout 1993,

The role of external trade in 1993 varied strikingly
across countries, as some appeared to be suffering the
effects of an appreciating real exchange rate. Hungary in
particular recorded a drop in export revenue, while
import growth continued strongly. By contrast, Czech

Table 23. Output
Percentage change over previous year

1992 1993 1994 1995
Bulgaria -71.1 —-4.0 0 0
Czech Republic -6.6 -0.3 2 S
Hungary -5.0 -1.0 1 2
Poland 2.6 4.0 4 3
Romania -15.4 1.0 0 1
Russia -19.0 -12.0 -10 -2
Slovak Republic -7.0 —4.1 0 2

Sources: National sources; OECD Secretariat estimates and projections.



exports, other than to Slovakia, grew strongly, despite the
fixed nominal exchange rate. Slow growth in Polish
exports may be partly influenced by measurement error:
cross-border trade with Germany is thought to be signifi-
cantly underestimated. Russia’s reported balance of trade
improved markedly in 1993, but official figures, particu-
larly for imports, are subject to dispute, and are at odds
with the data of trading partners. Trade relations within
the NIS are dominated by the price of energy. Since the
breakup of the union Russia has increased the prices it
charges to energy-importing republics towards world
market levels, thereby drastically worsening their terms
of trade. Frequently. debts that have built up as a result
have been renegotiated or partially cancelled.

Unrecorded activity creates more serious problems
than statistical quirks — it cannot easily be taxed, and
indeed tax avoidance or evasion is a principal reason for
its growth. Tax rates are relatively high in most transition
countries since even the most market-oriented have not
repudiated the tradition of relatively generous state provi-
sion in certain areas. Thus, for example, social security
contributions paid by employee and employer together
amount to 36 per cent of gross wages in the Czech
Republic, the country with the smallest budgetary
problems and lowest unemployment; the corresponding
figure is over 60 per cent in Hungary. Most countries are
tackling this problem by widening the tax base — most
importantly by introducing a value-added tax (VAT) to
increase the coverage of indirect taxes — and reducing the
dependence of the budget on company taxation, which is
often taxing profits that may be inflated by still-flawed
accounting conventions.

Budget deficits remain high almost everywhere
(Table 24). Only the Czech Republic is in a comfortable
position, since the government has resisted the temptation
to spend the gains to the budget resulting from separation
from Slovakia. Pressure on budgets will persist for some
years, since there are many candidates for increased pub-

Table 24. General government budget balances
Percentage of GDP

1992 1993 1994 1995
Bulgaria“ -5.7 -11.0 -8 -6
Czech Republic 0.0 0.0 0 -2
Hungary’ -7.0 -6.0 -8 -6
Poland - * -6.0 -2.8 -4 ~4
Romania (state
budget) =515 -2.0 -4 -3
Slovak Republic -3.0 6.8 -5 -5

a) Cash basis; excludes accrued interest on foreign debt.
b) State budget excluding local authorities.
Sources: National sources; OECD Secrelariat estimates and projections.
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Table 25.

Percentage change in average level of consumer prices
over previous year

Inflation

1992 1993 1994 1995
Bulgaria“ 80 64 75 40
Czech Republic 11 21 11 10
Hungary 23 22 19 17
Poland 43 37 30 25
Romania 210 295 170 80
Russia 1 500 900 450 150
Slovak Republic 10 23 16 15
Ukraine 1 400 3 500

a) December-on-December.
Sources: National sources: OECD Secrelanat estimates and projections.

lic expenditure, from education and health to physical
infrastructure projects.

Inflation rates in many of these countries rose in
1993 (Table 25). But apparent increases in the Czech and
Slovak Republics in 1993 were due to the introduction of
a VAT, and in Hungary increases in VAT rates prevented
any fall in inflation. In Romania, too, VAT changes and
the removal of many price controls contributed signifi-
cantly to the acceleration. Despite these special factors, it
does seem that reductions in underlying inflation beyond
those already achieved will be much more gradual than
in the past. In Poland wage controls have been relaxed
and the reaction of wage bargainers in a period of output
growth is difficult to predict; in Slovakia the effects of
devaluation and the introduction of an import surcharge
have yet to feed through fully into prices. Very high rates
of inflation in the NIS reflect the lack of fiscal and mone-
tary control, while a hard-currency regime and support-
ing monetary policy adopted in Estonia — made possible
by a sizeable stabilisation fund of foreign currency and
gold reserves — brought inflation down to a rate of about
30 per cent.

Bankruptcies and financial discipline

In centrally planned economies, the financial sys-
tem was of minor importance and reform has therefore
had to cover all its aspects, from the development of an
efficient means of settling payments through to issues in
corporate governance. While in most of the NIS the
banking system has yet to develop an effective payments
transmission mechanism, in other transition countries this
is now well established and attention is focusing on wider
issues. One of these is bankruptcy.

The importance of bankruptcy law is not always
appreciated. In transition countries there is sometimes
confusion between two different ideas. One is the process



of an enterprise becoming non-viable and unable to ser-
vice its debts, i.e. bankrupt. The other is the process by
which the creditors of such an enterprise are induced to
accept a reorganisation of its debts and the enterprise
itself is restructured to separate viable from non-viable
parts, if possible. Bankruptcy law is necessary to make
this latter process as effective a compromise as possible
between the rights of creditors and the desire to protect
employment and wealth-creating activity. Furthermore,
only through bankruptcy law do creditors have an effec-
tive way of forcing enterprises to pay at least some of
their debts, and thus the law imposes the ‘‘hard budget
constraint’”’ required to stimulate enterprise reform in
both private and public sectors. Establishing effective
bankruptcy procedures therefore represents a core ele-
ment of the transformation process.

Explicit legal provisions for bankruptcy are in
place in Poland (implemented in its current form in
1990), Hungary (implemented in early 1992) and the
Czech and Slovak Republics (April and June 1993,
respectively); in Russia, legislation was also introduced
in April 1993." In the Czech and Slovak Republics full
implementation of the law (first passed in 1991, with
subsequent modifications in each republic) was delayed
partly for fear of setting off a chain reaction that might
disrupt healthy companies. The 1992 Hungarian law was
designed to counteract the opposite problem: to
encourage restructuring, enterprises in payments arrears
were obliged to file for bankruptcy themselves. The
resulting wave of bankruptcy proceedings threatened to
overwhelm the commercial courts.

Each country has adopted procedures adapted to
particular aspects of the situation. In Poland state-owned
enterprises (SOEs) are subject to separate provisions, and
private creditors are able to take action only through
application to the government; this is partly because of
the unclear nature of ownership that developed in SOEs
in Poland during the 1980s. In the Czech Republic, to-be-
privatised SOEs are protected against bankruptcy actions.
In general, all the legislation takes care to provide a
period of protection for the enterprise to avoid potential
chain reaction effects. This is often referred to as a
“‘Chapter 11°° provision, referring to practice in the
United States. but in transition countries the period of
protection is invariably short — usually three months.
This may turn out to be unrealistic, since commercial
courts are likely to be overloaded with bankrupicy cases:
court schedules, rather than the law itself, tend to deter-
mine the length of time enterprises operate under
protection.

These delays have led to convergence in provisions
for out-of-court settlement or debt reorganisation. The
Slovak amendment to the original Czechoslovak federal
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legislation provided for such procedures, for example, as
does the Russian legislation. Revisions to the Hungarian
laws also move further in that direction, as well as shift-
ing the obligation to initiate proceedings away from the
debtor.

The feared chain reaction effects have not material-
1sed so far. Nor have bankruptcy proceedings themselves
been responsible for rapid increases in unemployment.
Large increases in unemployment in most of Central and
Eastern Europe occurred before the introduction of bank-
ruptcy legislation, and certainly without its use. State-
directed liquidations and reorganisations of SOEs were
already producing a considerable shake-out of employ-
ment in 1990-92. Coupled with the increasing frequency
of debt reorganisations that by-pass formal bankruptcy
procedures, this is a warning against judging the degree
of enterprise adjustment by the number of bankruptcy
actions.

It has frequently been stressed that it is the beha-
viour induced by the “‘soft budget constraint’ mentality
that ultimately gives rise to the need for sharp adjustment
and resulting unemployment, not the introduction of
bankruptcy legislation itself. This view is now fairly
widely accepted in Poland, Hungary and the Czech and
Slovak Republics. In most other transition countries,
however, the necessary arm’s-length relationships
between enterprises and the banking sector or the state
budget are not well-established, privatisation has not
advanced very far, and frequent resort to ad hoc pallia-
tives maintains high levels of uncertainty. In Russia,
even though privatisation has advanced rapidly, tradi-
tional enterprise relationships remain largely intact and
credit extension continues to bear little relation to market
criteria.

Experience in OECD countries is far from a fool-
proof guide as to how to deal with the exceptional cir-
cumstances in ftransition countries. General economic
arguments concerning financial discipline and bank-
ruptcy played a significant role in the initial formulation
of transition country bankruptcy procedures. Experience
has begun to lead to modifications and this process will
no doubt continue, particularly in regard to measures
needed to minimise the burden on inexperienced and
overloaded courts while retaining the ‘‘credible threat™
needed to sustain financial discipline in the enterprise
sector.

Prospecis
By 1995 recorded GDP is expected to be growing

in most transition countries outside the NIS. Recovery in
Bulgaria and Romania is particularly uncertain, although



Table 26. Unemployment
Percentage of labour force, end year

1992 1993 1994 1995
Bulgaria 15! 16.3 17 17
Czech Republic 26 35 5 7
Hungary 12.3 122 11 11
Poland 13.6 15.7 16 15
Romania 8.4 10.2 13 15
Slovak Republic 10.4 14.4 16 16
Russia“ 153 1.4
a) “‘Out of employment’” — includes both total registered unemployed plus

those unemployed who do not meet the requirements of official
unemployment but are nevertheless registered as job-seekers at employment
exchanges — as a percentage of labour force.

Sources: National sources; OECD Secretariat estimaies and projections.

in Bulgaria the substantial devaluation may give exports
an added boost, as well as combining with the introduc-
tion of VAT to cause a pause in the reduction of infla-
tion. Unemployment rates generally are consistent with
the trough of the recession having been reached, and
although small rises may occur in some countries (partic-
ularly in the Czech and Slovak Republics, where enter-
prise adjustments may encourage a further shake-out of
“‘hidden’” unemployment), there may be falls in others
(Table 26).

Exports are expected to remain an important
engine of growth, since penetration in most western mar-
kets continues to increase, although often at rates con-
strained by non-tariff barriers (Table 27). The current
account position remains delicate in some countries, and
after their deteriorations in 1993 financing constraints
will probably require some strengthening in balances in
most countries (Table 28). The main exceptions are the
Czech Republic, which is running a surplus and where
capital inflows have recently been posing problems for
monetary control, and Russia, which faces a terms-of-

Table 27. Trade flows<

Central and Eastern Europe
and the NIS 1992 1993 1994 1995

Goods export volumes

(percentage change) -16.6 4.6 5.1 6.4
Goods import volumes

(percentage change) =17¢1 6.9 2:9 S5
Exports ($ billion) 116 117 122 132
Imports ($ billion) ) 1S 119 129
Current balance ($ billion) =5.7 -8.4 -9.2 -8.4

a) Excludes intra—NIS trade and trade between the Czech Republic and the
Slovak Republic.
Sources: National sources; OECD Secretariat estimates and projections.

trade loss from falling world oil prices and where an
agreement with the IMF should allow some move into
current account deficit.

Table 28. Current balances
$ billion

1992 1993 1994 1995
Bulgaria 0.7 -14 -1.1 -1.1
Czech Republic 0.1 0.6 0.3 0.0
Hungary 0.3 -33 -3.0 -2.5
Poland -0.3 23 2.4 -22
Romania -1.5 -13 -13 -1.2
Slovak Republic 0.2 -0.7 0.3 0.0
NIS -4.0 0.2 -1.0 -1.0

Sources: National sources; OECD Secretariat estimates and projections.

DYNAMIC ASIAN ECONOMIES AND CHINA

Recent developments and forces shaping activity

The trend towards slower growth in the Dynamic
Asian Economies (DAESs), in evidence since 1987, was
reversed in 1993. Their GDP expanded by about 6'/> per
cent (Table 29), well above the figure for the OECD as a
whole, and higher even than in OECD countries that
were experiencing a recovery. Several forces shaped this
development, which was still continuing at the beginning
of 1994. The traditional dynamism of the foreign trade of
these countries was reinforced by three main factors:
very strong domestic demand growth in China as well as
in the DAEs themselves; the recovery in the United
States and other English-speaking countries; and an
improvement in competitiveness resulting from the
appreciation of the yen. This factor was particularly
marked in the case of Korea, whose car. steel and tele-
communications equipment manufacturers were able to
win large market shares in the developing Asian econo-
mies, and especially in China, whose imports from Korea
almost doubled in 1993.

Domestic demand in the DAEs remained very
buoyant in 1993, in part because of expansionary eco-
nomic policies, especially monetary policies. In Korea,
where the upswing was led by a revival of business
investment, monetary policy was eased after the ban, in
August 1993, on bank accounts held in fictitious names.
This reform enabled banks to know who they were lend-
ing to, and thus to reduce their risks, and was a prelude to
an almost complete freeing of bank lending rates at



Table 29. Dynamic Asian Economies: key economic

indicators®

1992 1993 1994 1995
DAEs Total
GDP/GNP 5.8 6.4 6.9 6.9
Consumer prices 55 44 5.5 55,
Trade balance 0.9 2.0 22 1.1
Current-account balance -0.1 4.2 39 83
Korea
GNP 5.0 5.6 7.0 7.0
Consumer prices 6.2 5.0 6.5 6.5
Trade balance 2.2 2.1 22 2.0
Current-account balance 4.6 0.5 -0.2 0.0
Taiwan
GNP 6.0 5.9 6.0 65
Consumer prices 45 29 35 4.0
Trade balance 12.8 114 10.5 10.0
Current-account balance 8.2 5.8 5.6 5.3
Hong Kong
GDP 513 55 35 5.0
Consumier prices 94 8.6 9.0 8.5
Trade balance -39 -3.8 —4.1 4.7
Current-account balance 1.7 4.1 4.0 315
Singapore
GDP 58 9.9 8.0 7.0
Consumer prices 23 24 4.0 3.0
Trade balance 50 -7.3 —6.0 -6.0
Current-account balance 29 34 1.8 1.7
Thailand
GDP 74 7.8 8.2 8.2
Consumer prices 4.1 313 4.5 45
Trade balance 42 -S54 5.7 5.7
Current-account balance -6.7 -7.7 -8.0 -8.0
Malaysia
GDP 7.8 8.5 8.4 8.0
Consumer prices 47 3.6 4.2 4.0
Trade balance 34 50 53 1)
Current-account balance -1.6 03 0.7 0.8

a) The figures given [or GDP/GNP and consumer prices are percentage changes
from previous period. Trade and current—account balances are in $ billion.
Current-account estimales for Hong Kong correspond 1o nel exports of goods
and services on a national account basis and therefore exclude investment
income and transfers. The trade balance corresponds 1o net exports of goods
on a national accounts basis.

Sources: IMF, Imternational Financial Statistics: The Central Bank of China
(Taiwan), Financial Statistics: Taiwan District, The Republic of China;
Hong Kong Census and Statistics Department. Monthly Digest of Statistics;
OECD Secrelariat estimates and projections.

end-1993. Interest rates fell further at the beginning of
this year but capital inflows remained high during the
first quarter. The exchange rate against the dollar
remained stable, as capital inflows have been sterilised.
Monetary policy was also eased during the second quar-
ter of 1993 in Taiwan. In Hong Kong, real interest rates
remained negative and the 1994 budget provides for both
a small tax cut and increased expenditure. The pick-up in
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activity in Singapore, which was fuelled by a steep
increase in electronics exports to the United States and
Japan, was also boosted by a considerable expansion of
financial services following the lowering of taxes on
financial transactions. In Thailand (whose agricultural
exports suffered from a poor harvest) and Malaysia,
growth was sustained by the rapid growth of investment,
especially in infrastructure, and of household consump-
tion, spurred by the steep increase in incomes.

China’s real GDP growth was 13 per cent in
1993 for the second year running. Fuelled by domestic
demand (investment doubled between 1991 and 1993),
this growth limited the resources available for exports,
and led to a surge in imports, up by nearly 30 per cent by
value in 1993. The economic austerity programme imple-
mented in July 1993 immediately reined in growth and
inflation. However, it also resulted in a rapid drying-up of
liquidity in State enterprises and the agricultural sector,
prompting the authorities to ease the programme from
October 1993, as a result of which growth and inflation
quickened again.

Foreign direct investment (FDI) inflows continued
to be substantial in 1993, even though they fell in a few
countries (Taiwan, Malaysia and Thailand). They
boosted further the steep growth of investment in practi-
cally all non-OECD Asian countries and especially
China. The yen’s appreciation encouraged investment
from Japan, though less so than during the previous
phase of appreciation from 1987 to 1989. As in 1992,
FDI flows from Japan, Hong Kong and Taiwan were
concentrated on countries with the lowest labour costs,
and especially China.”

Although output growth in the DAEs in 1993 was
close to its estimated potential rate of 6 to 7 per cent,
inflation as measured by consumer prices fell on average
by one percentage point between 1992 and 1993 (to
about 4> per cent). However, this trend was reversed
during 1993 or early this year in several countries
(Korea, Taiwan, Thailand and Hong Kong) as output
accelerated and the appreciation of the yen pushed up
import prices. In China, inflation, as measured by the rise
in consumer prices in the large cities, was 20 per cent at
the end of the first quarter in 1994,

Prospects and main risks

Growth rates in the DAEs could rise further in
1994 to nearly 7 per cent in real terms, close to potential,
and continue at this rate in 1995. The main forces driving
growth last year should continue to operate or even
strengthen. As recovery gets under way in Japan and
Europe, export market growth for the countries in the



area could rise to around 8 per cent, permitting their
export volumes to rise again by 10 per cent or so (on the
technical assumption of unchanged exchange rates).

On the domestic front, a number of recent trends
should persist. Both private and public infrastructure
investment will continue to rise in several countries
(Korea, Taiwan, Singapore, Thailand and Malaysia) for
different reasons: improved profits, gradual elimination
of spare capacity and a budget providing for a steep
increase in infrastructure spending in Korea: implementa-
tion of infrastructure development policies (Malaysia,
Thailand and Hong Kong); and increased foreign direct
investment inflows, especially into the most competitive
countries. The trend towards increasing intra-regional
investment flows could continue, insofar as a number of
subsidiaries of foreign companies in the most advanced
economies like Singapore and Hong Kong seem to be
investing in the most cost-competitive countries such as
Malaysia, Thailand and Vietnam. Some countries are
also taking steps to attract foreign capital and investment,
for example the partial deregulation of the banking sys-
tem and the elimination of infrastructure bottlenecks in
Thailand, or the raising last March of the ceiling on
foreign investment by 50 per cent in Taiwan. On current
or announced policy settings, macroeconomic policies
should also have an overall stimulative effect throughout
the DAEs.

High GDP growth rates will likely translate into
high growth of manufacturing imports into the DAEs in
1994 and 1995, perhaps around 10-11 per cent, as in
1993, boosting intra-area trade, which represents nearly
20 per cent of the DAEs’ exports. even further. The
area’s current balance, which improved sharply in
1993 may remain virtually unchanged, albeit with
marked differences between individual countries. The
current balance of Thailand, for example, where raw
materials still account for a large share of exports and
capital goods imports have surged as a result of the rapid
expansion of infrastructure, could continue to post a defi-
cit of around $8 billion. Conversely, Hong Kong and
Taiwan are expected to continue to record large current
account surpluses in 1994 and 1995.

The main risks surrounding these forecasts relate to
the outlook for inflation. which have quickened again in
most of the DAEs and China. The prospect of growth
accelerating to virtually its potential rate, and the gener-
ally high degree of capacity utilisation, coupled with
specific circumstances such as a shortage of agricultural
produce in Korea, a steep rise in rents in Hong Kong, and
the levying of a 4 per cent tax on sales of goods and
services in Singapore, will help to reinforce the upward
trend of prices in 1994-95. If inflation were to accelerate,

it is likely that macroeconomic policies would be tight-
ened in a number of countries.

A particular risk for China in 1994 is that the
policies implemented at the beginning of this year as part
of a programme of structural reforms are likely to
heighten inflationary pressures in the short term. Among
other measures. the reform of the exchange rate system,
which was aimed at establishing yuan convertibility, was
followed by a devaluation of about 45 per cent of the
“‘official exchange rate’”. However, since only a third of
chinese imports were denominated in “‘official yuan’’,
the mechanical impact of the devaluation on total import
value may only be around 15 per cent. A value-added tax
designed to increase central government revenue as from
1994 was implemented as part of the reform of the tax
system. On the other hand, while the imposition of price
freezes on a number of basic consumption goods had
little impact on inflation. recent strict controls on non-
infrastructure investment — especially construction — may
prove more effective in reining back inflation pressures
emanating from the demand side. Against this back-
ground, and in view of the recent upturn in activity, it is
likely that, although slowing somewhat in 1994, GDP
growth and inflation will remain above the official
targets of 9 and 10 per cent, respectively.

SOUTH AND CENTRAL AMERICA

Recent developments and forces shaping activity

Economic activity accelerated in 1993 in South and
Central America, to a rate around 5 per cent (Table 30),
some 4 points faster than in the OECD area. Despite
some convergence, there remained substantial differences
in growth rates as between countries in the area.

In Argentina and Chile. growth slowed sharply
from the high rates recorded in 1992. The stance of
macroeconomic policy remained restrictive in both coun-
tries in 1993, markedly so in Argentina where, in addi-
tion, restructuring in privatised enterprises entailed a
steep increase in unemployment which depressed domes-
tic demand. Investment continued to expand briskly,
however. The slowdown in activity in Chile was attribu-
table mainly to external factors, especially the deteriora-
tion in the terms of trade following the collapse of copper
prices. In Brazil and Peru, on the other hand., where
output had fallen in 1992, positive growth rates of 4 to
5 per cent were recorded in 1993. The cyclical turn-
around in late 1992 in Brazil stemmed from an upturn in
domestic demand, prompted by a sharp fall in real



Table 30. South and Central America: key economic

indicators¢

1992 1993 1994 1995
South and Central America
GDP 2.0 5.3 3.8 4.2
Trade balance 4.7 2.6 2.6 -1.2
Current-account balance -6.7 -17.8 -19.8 -20.2
Argentina
GDP 8.6 6.5 5.3 4.7
Consumer prices 249 10.6 6.8 6.0
Trade balance 2.6 -3.1 -3.5 3.0
Current-account balance -8.3 -8.3 90 -95
Brazil
GDP -0.9 5.0 33 3.8
Consumer prices Dec./Dec. 1150 2490 1500 800
Trade balance 15.5 13.0 125 130
Current-account balance 6.3 -0.2 -1.0 2.0
Chile
GDP 10.4 6.3 5.0 6.7
Consumer prices 154 12,5 1.3 100
Trade balance 0.7 -1.0 -1.2 -1.0
Current-account balance 0.6 -2.0 2.5 2.5
Memorandum item:
Latin America’
GDP 2.1 4.0 3.5 4.0
Trade balance 112 -16.1 -17.6 -16.7
Current-account balance -31.5 41.2 448 465

a) The figures given for GDP and consumer prices are percentage changes from
previous period. Trade and current-account balances are in $ billion.

b) Including Mexico. As of Economic Qutlook No. 36. Mexico will be included
in the OECD area aggregates.

Sources: IMF, International Financial Statistics: World Bank, World Tables:
OECD Secretariat estimates and projections.

interest rates and a big increase in private consumption
fostered by the flight from cash. Exports grew rapidly
owing to the depreciation of the cruzeiro which partly
counterbalanced the rise in domestic costs.

Inflation performance was very uneven. In Argen-
tina and Chile the combination of macroeconomic
stabilisation policies and, especially in Argentina, an
overvalued exchange rate, resulted in inflation rates com-
ing down close to 10 per cent in 1993. Inflation pressures
remained strong in Colombia and Peru. Brazil was an
extreme case, where the year-on-year rise in consumer
prices more than doubled between 1992 and 1993, reach-
ing almost 2 500 per cent in December. This acceleration
reflected renewed inflationary expectations triggered by
the repeated lack of stringency of government policy
against a background of political uncertainty.

Private capital inflows to South and Central
America again increased in 1993, attracted by high real
rates of return, compared with those obtainable in the

United States in particular, and by renewed investor con-
fidence in the medium-term growth outlook. This con-
firmed the trend which began in the early 1990s, and
caused most currencies to appreciate in real terms.

Prospects and main risks

The international environment is likely to be more
favourable for South and Central American countries in
1994-95 than it was in 1993: commodity prices, particu-
larly those of coffee and copper, have picked up in recent
months; export markets should be buoyant and, lastly,
the efforts made in the last few years to restructure and
improve supply-side conditions could prove increasingly
beneficial to the export sectors.

In those countries which have made the most sig-
nificant progress with regard to disinflation, economic
policy can be expected to play a less restrictive role in
1994 and 1995. In Argentina, the tax cuts and increase in
social benefits expected in 1994 should have the effect of
reducing the government financial surplus, which was
equal to 2 per cent of GDP in 1993, and of giving
something of a stimulus to activity. Although reducing
inflation remains one of the main targets of economic
policy (consumer prices could rise by less than 7 per cent
in 1994), interest rates could stay at their present low
level between now and end-1995. However, a sharp
increase in unemployment is likely to depress private
consumption. One of the doubts surrounding the eco-
nomic outlook is how Argentinian exports are going to
develop. This is partly because it is uncertain whether the
improvement in supply-side conditions in the last few
years will be sufficient to offset the effects of the real
appreciation of the peso, which has been pegged to the
dollar since 1991. There is also uncertainty as to how
much benefit Argentina will derive from trade liberalisa-
tion in the region. All in all, growth could continue to
slow gradually until 1995, when it would be down to
between 4 and 5 per cent — a rate consistent with continu-
ing disinflation, but which could prove too slow to bring
about a significant decrease in unemployment.

In Chile, fiscal policy is set to ease in 1994, with
the public sector financial surplus coming down from
2 per cent of GDP in 1993 to near balance, as social
spending is boosted. Monetary policy is likely to remain
restrictive, continuing to maintain short-term interest
rates above 6'- per cent in real terms. In this context,
economic activity should slow down further this year., but
accelerate in 1995, as new export capacity comes on
stream and inflationary pressures ease. The current
account deficit could widen slightly to nearly $2Y: billion
by 1995 (almost 5 per cent of GDP).




It is in Brazil that economic prospects are the least
certain because of the very high inflation. Economic pol-
icy was tightened towards the end of 1993 and a three-
stage stabilisation plan was announced. Interest rates
started rising in the last months of 1993, and real rates on
government bonds were around an annual 35 per cent
rate in March-April 1994, more than twice the 1993 aver-
age. Steps were also taken by the central bank to limit
capital inflows and control the growth of the money
supply. The first stage of the new plan is a balanced
budget announced for 1994 (a deficit of 5 per cent of
GDP had been projected in the absence of policy mea-
sures). Despite the approval of a consolidation package,
implementation may be difficult in an election year, and
slippage may occur as the elections approach. The sec-
ond stage of the programme imposed a unique price
reference, the ‘‘Unidade Real de Valor” (URV), for
measuring inflation. The third stage — to come into effect
in July 1994 — is the introduction of a new currency unit
(the “‘real’’). Despite uncertainties concerning the details
of the various measures, it is assumed that the plan will
be implemented during the course of 1994 and that it will
have a substantial impact on economic performance.
Even if fiscal policy is loosened prior to the presidential
elections, the restrictive monetary policy stance should
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damp GDP growth slightly, but it is likely to remain in
the 3 to 4 per cent range both this year and next. Inflation
may come down during this period, but progress in this
respect will be slow due to the large degree of indexation
of the economy. The current external account, which
moved from a surplus of close to 1'% per cent of GDP in
1992 to balance in 1993 under the impact of higher
interest and dividend payments, could worsen slightly in
1994-95.

NOTES

1. Dates given here correspond to the earliest effective imple-
mentation of bankruptcy laws. In some countries legislation
was in operation earlier but was of little practical impact.
Provision for governments to close down state-owned enter-
prises in financial difficulty — which exists in most coun-
tries — is of limited use on its own since it gives creditors no
means of enforcing discipline on borrowers.

2. Whereas during the first half of 1992, 17 per cent of direct
investment by Japan went to south-east Asia and 2.4 per
cent to China, during the first half of 1993 the figures were
10.3 and 5.4 per cent, respectively.




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. (A complete list of
Annex tables and figures is given beginning on page iv.) It also contains a section describing the OECD
Secretariat’s projection methods and underlying statistical concepts and sources. Figures for 1994-95 are OECD
Secretariat projections. The data in 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 in each table are based on those countries
in the table for which data are available. Aggregate measures contained in the Annex are computed on the basis
of 1991 GDP weights expressed in 1991 purchasing power parities (see following page for weights). Aggregate
measures for trade and payments statistics on the other hand, are based on current (or constant) year exchange
rates.

NOTE ON STATISTICAL TREATMENT OF GERMANY AND MEXICO

In this publication, 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 percentage changes from the previous year, data refer
to the whole of Germany from 1992 onwards. In this issue only, aggregate measures for total OECD do not include
Mexico.
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COUNTRY CLASSIFICATION

OECD
Seven major OECD countries The United States, Japan, Germany, France, Italy, the United
Kingdom and Canada
Other OECD All other OECD countries, excluding Mexico
Non-OECD
OPEC* Algeria, Bahrain, Gabon, Indonesia, Iran, Irag, Kuwait,

the Libyan Arab Jamahiriya, Nigeria, Oman, Qatar,
Saudi Arabia, the United Arab Emirates and Venezuela

Asian newly industrialising economies (NIEs) Hong Kong, Korea, Singapore and Taiwan
Non-OPEC developing countries

Other Asia Non-OECD Asia and the Middle East. excluding OPEC
countries and the NIEs
Other Africa Africa, excluding OPEC countries
Other Latin America Latin America, including Mexico and excluding OPEC
countries
Central and Eastern European countries Albania, Bulgaria, the Czech Republic, the Slovak Republic,

Hungary, Poland, Romania, the Newly Independent States of
the former Soviet Union, and the Baltic States

a) Historical statistics for OPEC include Ecuador up to and including 1992. Ecuador is included in Other Latin America
beginning in 1993.

WEIGHTING SCHEME FOR AGGREGATE MEASURES

Current weights

Per cent

United States 37.65 Australia 1.85
Japan 15.47 Austria 0.89
Germany 8.84 Belgium 1.13
France 6.83 Denmark 0.59
Ttaly 6.42 Finland 0.51
United Kingdom 5.94 Greece 0.52
Canada 3.46 Iceland 0.03
Ireland 0.27
Total of above Luxembourg 0.05
countries 84.62 Netherlands 1.63
New Zealand 0.31
Total of smaller Norway 0.47
countries 15.38 Portugal 0.59
Spain 3.26
OECD Europe 41.26 Sweden 0.96
Switzerland 0.98
EC 36.09 Turkey 1533

Total OECD 100.00

Note: Based on 1991 purchasing power parities (PPPs). The benchmark year for the PPPs is 1990.
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Annex Table 1. Real GDP
Percentage changes from previous period

Average Projections
1967-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 2.6 45 4.8 25 -05 1.8 22 319 6.2 3.2 2.9 3.1 39 215 12 07 2.6 3.0 4.0 3.0
Japan 6.8 47 49 545 3.6 3.6 32 2.7 4.3 5.0 2.6 4.1 6.2 4.7 4.8 43 1.1 0.1 0.8 27
Germany 38 2.8 3.0 42 1.0 01 09 1.8 2.8 2.0 2.3 15 3.7 3.6 5.7 45 21 -13 1.8 2.6
France 43 32 34 32 1.6 12 2.5 0.7 13 1.9 2 2.3 4.5 43 25 0.8 1.2 09 1.8 2.9
Italy 4.3 34 3.6 5.8 4.1 0.6 0.2 1.0 2.7 2.6 29 381 41 29 2.1 12 0.7 07 1.5 2.6
United Kingdom 24 24 335 28 22 -13 1.7 3%/ 23 3.8 43 4.8 5:0 22 04 =22 -06 1.9 2.8 32
Canada 5.1 3.6 4.6 3.9 i} 3.7 32 32 6.3 4.7 313 42 5.0 24 02 -17 0.7 24 %/ 43
Total of above countries 39 40 43 3.6 0.9 1.7 03 29 4.6 38 2.9 32 45 32 24 0.8 1.7 13 2.7 29
Austria 45 45 0.1 47 29 03 1.1 2.0 14 255 1.2 1.7 4.1 38 4.2 2.7 e 03 1.8 2.7
Belgium 4.5 0.5 2.7 2.1 43  -1.0 1.5 04 22, 0.8 14 2.0 5.0 36 32 1.8 14 -13 1.5 2.6
Denmark 32 1.6 653 35 -04 -09 30 245 44 43 3.6 0.3 1.2 0.6 14 1.0 1.2 1.2 4.0 85
Finland 4.5 0.1 22 23 5.3 1.6 3.6 3.0 3.1 33 24 4.1 49 54, 0 -71 =38 =26 1.9 47
Greece 6.3 34 6.7 37 1.8 0.1 04 04 28 33l 16 0S5 4.5 35 -11 33 09 0.1 1.0 1.6
Iceland 4.8 8.9 7.0 5.5 7.0 43 20 =20 4.1 3.6 6.5 88 03 02 0.5 1.0 34 08 06 14
Ireland 4.6 82 72, 34 34] 3.8 23 02 4.4 31 04 4.6 42 6.5 9.0 26 49 23 4.1 45
Luxembourg 37 1.6 41 2:3 0.8 0.6 109 3.0 6.2 219 4.8 29 57 6.7 32 34, 1.8 03 15 2.6
Netherlands 44 23 25 24 09 -07 -14 14 3.1 2.6 2l 12 26 47 4.1 2.1 14 0.2 14 2.8
Norway 43 3.6 47 5.1 42 0.9 0.3 4.6 Sl 53 42 21 05 0.6 1.7 1.6 34 252 43 2.9
Portugal 5.5 5.6 2.8 5.6 4.6 1.6 21 02 -19 2.8 4.1 53 30 5.2 44 2.1 1.1 =05 12 23
Spain 55 28 155 0 13 02 1.6 22 1.5 2.6 32 5.6 5.2 47 3.6 2.2 08 -1.0 122 2.7
Sweden 32 -1.6 1.8 3.8 1=7 0 1.0 1.8 40 1.9 23 3.1 23 24 14 -11 -19 =21 2.7 2.9
Switzerland 22 24 0.6 24 44 14 09 1.0 1.8 37 219 20 29 39 2:3 0 -01 06 1.5 25
Turkey* 6.8 39 29 04 -1l 4.1 4.5 3:3 59 5.1 8.1 /) 3.6 2.1 9.1 0.6 5.8 6.8 0.6 43
Total of smaller European
countries 4.8 2.6 23 23 2.0 0.5 1.3 1.8 241 3.0 3.2 3:5 37 3.8 3.6 152 1.2 0.2 1.7 29
Australia 4.6 0.7 4.0 40 2'S 34 0.1 0.7 7.5 4.6 2.0 4.6 4.3 47 14 -10 22 4.1 4.0 43
New Zealand 33 -1. 6.4 155 04 4.7 34 1.1 8.7 1.1 07 -1.7 31 -1.0 07 =33 04 4.8 39 3.5
Total of smaller countries 47 23 23 2:5 2.1 0.9 12 1.7 34 34 3.0 3.6 3.8 3.8 33 0.9 1.3 0.8 2.0 3.1
Total OECD 40 <37 40 35 11 1.5 0 2.7 44 33 2.9 33 44 313/ 255 0.8 1.5, 12 2.6 29
OECD Europe 4.1 2.8 3.0 315 1.5 0.3 1.0 1.8 24 24T 3.0 3.0 4.1 35 32 13 1.1 02 1.9 2.8
EC 4.0 29 3l 3.5 13 0.1 0.8 1/, 25 2.5 2.9 29 42 35 3.0 1153 1.0 04 19 28
Total OECD /ess the United
States 48 33 35 4.0 2.0 14 12 2.0 343 34 249 34 47 357, 313 1.8 1:1 0.2 1.8 29

a) GNP.
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Annex Table 2. Nominal GDP

Percentage changes from previous period

Average Projections
1967-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 9.0 11.6 3% 1.5 8.8 11.9 3.9 8.1 10.9 6.9 5347/ 6.4 7.9 7l 5.6 317 3.5 5.6 6.1 5.8
Japan 15.8 11.4 10.1 8.4 8.4 74 49 4.1 6.7 6.6 44 4.1 6.6 6.7 2 6.3 2.8 1.1 1.5 3.6
Germany 9.6 6.7 74 8.2 6.0 4.3 315 5.1 49 4.1 5.6 34 53 6.1 9.0 8.7 /) 2.6 4.6 4.6
France 12.9 12.8 13.8 1347 13.2 12.7 14.6 10.5 8.9 7.7 79 513 75 74 W 39 35 14 3.6 4.5
Italy 152 226 183 222 251 19.7 17.5 16.2 14.6 11.7 11.0 93 11.0 9.3 9.9 8.9 5.2 Shif 5.0 5.6
United Kingdom 13.5 16.6 15.4 17.6 16.9 10.0 9.5 95 7.0 9.7 7.7 10.0 11.3 9.4 6.8 4.1 3.8 54 6. 5.7
Canada 12.5 10.1 10.9 14.3 12:2 14.9 52 8.4 9.6 7.5 5.8 9.1 9.8 74 3.1 0.7 1.9 32 43 6.3
Total of above countries 11.6 123 12.5 12.1 10.8 11.0 6.4 8.0 93 7.2 6.2 6.2 7.9 i) 6.6 4.8 4.8 39 4.8 52
Austria 10.9 9.9 5.8 9.0 8.3 6.2 ‘I3 6.0 6.3 5.6 5.5 4.1 S5 6.8 7.7 6.7 5.9 3.6 4.6 50
Belgium 1118 8.0 7.3 6.7 8.2 3.7 8.7 6.0 -5 7.0 553 43 6.8 84 64 4.5 4.8 1.5 4.0 49
Denmark 12.8 11.2 115 114 7.8 9.1 13.9 10.4 10.3 8.8 8.4 5.0 4.6 4.8 4.1 315 32 29 64 6.1
Finland 15.8 10.2 10.7 16.3 15.6 132 12.4 11.5 12.1 8.9 7.0 9.0 12.3 12.1 59 48 31 -0.9 43 6.7
Greece 16.2 168 205 23.0 19.7 198 256 19.6 236 213 19.5 13.7 207 16.5 19.6 214 16.0 13.9 1273 10.7
Iceland 310 446 563 485 63.1 562 566 727 329 362 325 309 230 2006 149 84 0.2 3.6 1.0 2.8
Ireland 175 226 18.5 1192 182 213 17.9 10.4 11.0 85 6.1 7.0 7.5 1.3 T2 3.6 6.0 4.8 6.1 6.7
Luxembourg 12.0 2.8 94 8.8 8.8 6.6 12.1 10.0 10.9 6.0 8.8 19 9.9 13.1 6.2 6.1 6.4 2.5 4.4 513
Netherlands 12.7 9.1 8.0 6.4 6.6 48 45 33 a1l 45 29 0.7 3.8 6.0 6.5 5.0 39 1.8 B85 5.0
Norway 124 122 11.2 12.0 194 15.0 10.5 11.0 12.5 10.6 2 94 39 6.5 6.3 4.0 24 43 4.3 5.0
Portugal 153 335 258 262 265 195 233 245 222 252 254 17.1 16.0 18.8 19.3 16.6 14.7 5.9 6.9 7.0
Spain 165 269 224 17.0 14.9 124 1557 14.2 133 10.5 14.6 11.8 11.1 12.2 11.3 9.4 7.4 34 S10 6.0
Sweden 11.0 8.8 11.5 12.1 14.9 9.5 9.3 12.0 12.0 8.7 9.3 8.1 8.9 10.6 103 6.4 0.5 0.6 4.4 6.0
Switzerland 8.2 21 4.0 45 74 8.5 6.1 40 4.6 6.9 6.8 4.7 54 8.2 8.1 54 2.5 2.0 33 54
Turkey* 232 293 478 704 101.7 477 333 322 59.0 513 416 487 719 692 687 577 719 699 1092 825
Total of smaller European
countries 14.6 17.0 17.3 186 218 14.2 14.2 12.8 537 13.8 13.0 119 15.0 16.0 154 17):2) 12.0 9.8 154 13.6
Australia 14.5 10.1 11.3 13.7 13.8 13.6 10.9 8.8 14.2 11.2 9.3 124 13.0 12:3 651 0.9 355 54 519 6.7
New Zealand 13.0 15.5 7.9 17.5 162 220 14.8 8.9 13.9 i5.1 19.8 129 95 7.8 42  -038 2.0 7.1 510 5:2
Total of smaller countries 145 16.1 16.4 18.0 207 143 13.8 12.3 15.5 13.5 12.7 12.0 14.7 15.4 14.0 10.6 10.8 93 14.0 12.6
Total OECD 12.0 12.9 1331 13.0 123 S 7.6 8.6 10.3 8.2 72 7.1 9.0 8.6 7.7 ST, 5.7 4.7 6.2 6.3
Total OECD less Turkey 119 127, 12.6 12.3 11.1 11.0 2 8.3 9.6 7.6 6.7 6.5 8.1 Tl 6.9 5.0 4.8 3.8 4.8 53
OECD Europe 132 15.0 14.6 16.1 16.9 12.2 11.9 10.8 10.9 99 9.6 84 10.6 10.5 104 8.4 74 53 8.2 7.8
OECD Europe less Turkey 12.9 14.5 13.5 14.2 14.1 11.0 11.2 10.1 9.3 8.5 8.5 7.0 8.5 8.5 8.4 6.7 53 3.1 4.8 53
EC 13.0 15:2 14.0 14.7 143 1l-1 114 10.3 9.3 8.5 8.6 7.0 8.7 8.5 84 7.0 5.6 33 49 5.3
Total OECD less the United
States 13.9 13.7 13.1 14.0 14.4 11.2 9.8 9.0 9.9 9.0 8.1 7.5 9.6 94 9.0 {752 5.8 4.1 6.2 6.6

a) GNP.
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Annex Table 3. Real private consumption expenditure
Percentage changes from previous period

Average Projections
196776 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 35 40 4.1 24 0.1 2] 1.1 4.6 438 4.4 3.6 2.8 3.6 19 15 -0.4 2.6 33 38 2.8
Japan 6.4 4.1 54 6.5 1.1 1.6 44 34 241 34 34 42 5.2 43 39 22 1.7 1.1 24 3.6
Germany 4.6 45 37 33 12 06 -13 1.5 1.8 1.7 355 34 221) 2.8 5 45 23 01 02 0.9
France 43 27 37 3.0 1.2 2 35 0.9 1.1 24 39 2.9 33 3.1 2.7 14 1.3 0.7 1.5 2:3
Italy 4.6 4.0 352 7.1 A7) 125 [ 9 0.7 2.0 3.0 357 42 4.2 315 LS 2.7 14 21 0.7 1.7
United Kingdom 22 03 553 43 0 0.1 1.0 45 2.0 3.8 6.8 53 7/e5] 312 0.6 22 0 25 2.8 30
Canada 5.5 37 34 2.9 22 23 26 34 4.6 52 44 44 4.5 34 1.0 =20 1.1 1.6 2.6 3.6
Total of above countries 43 37 43 3.8 0.9 152 1.5 34 34 3.7 3.8 315 41 2.8 24 0.7 1.9 1.8 25 2.6
Austria 44 54 -15 44 125 0.3 122 50 =01 2.4 1.8 3.1 3.6 3.5 3.6 29 1.8 0.8 1.6 25
Belgium 4.6 24 23 4.8 20 -1 i3 -1.6 12 1.9 23 3.0 2:9 3.6 2.6 3.1 29 -15 12 2.0
Denmark 219, 1.1 0.7 14 3.7 23 14 2.6 34 5.0 57 -15 -10 04 0 14 0.7 2.6 53 38
Finland 45 -12 2-5 55 2.0 1.2 4.7 2.6 21, 3.2 4.0 5:2 5.1 43 0 -36 -51 4.6 0.6 5.0
Greece 5:9 4.6 57 2.6 0.2 2.0 39 0.3 1.7 3.9 0.7 12 3.6 4.5 2.3 22 1.7 09 1l i4
Iceland 46 129 9.0 2.8 44 6.4 5.1 5.8 3.8 44 72 166 43 42 04 5.1 47 45 0.1 14
Ireland 3t9 6.8 9.0 4.4 0.4 1.7 =71 0.9 2.0 4.6 2.0 331 4.8 6.4 2.0 1.6 29 2.0 4.0 3.8
Luxembourg 5.0 23 29 35 2.8 &7 04 0.5 14 2.7 34 50 3.9 3.9 4.0 6.5 1.7 02 1.7 26
Netherlands 5.0 46 43 3.0 0 25 -l 0.8 0.9 2.4 2.6 24 0.8 33 4.2 3.0 2:4 0.8 1.0 20
Norway 4.1 69 -12 32, 2.3 J 3 1.8 1.5 27, 9.9 56 -10 28 2.8 2.8 0 18 1.6 38 3.7
Portugal 8.3 06 20 0 3:7 29 24 -14 29 0.7 5.6 54 6.6 313 5.3 S2 347 0.5 1.8 27,
Spain S 1.5 0.9 1.3 06 -13 =01 03 02 3:5 343 5.8 49 S5 3.6 29 2] -23 0.7 2%}
Sweden 31 -1.1 -0.7 24 09 05 0.6 2.4 14 2, 49 4.8 2.6 14 01 1ol -19 -3.8 0.7 2.0
Switzerland 29 3.0 21 1.1 2.6 0.5 0 1.7 1.6 14 2.8 21 241 22 1.5 15 02 08 1.0 1.8
Turkey 6.9 67 3. -3.1 5.2 0.6 4.2 5.0 6.8 1.2 11.5 6.5 2.8 39 10.6 1.8 8.9 14.0 04 29)
Total of smaller European
countries 5.0 3.0 1.0 1.9 02 04 0.9 1.0 1.4 249 4.1 39 3.0 3! 3.5 22 2.1 0.6 1.2 2.5
Australia 4.6 1.3 34 29 34 43 2.7 14 3.0 5:1 1.1 24 3.9 5.7 R, 0.9 34 24 39 4.0
New Zealand 35 33 07 1.8 0.3 2:3 0.9 0.7 6.2 0.1 40 2.5 2.0 )1ES] 0.6 -12 0.4 3.0 3.1 215
Total of smaller countries 49 2.6 1.3 2.4 0.6 0.2 1.1 i1 1.7 851 3.8 3.7 Sl 38 33 20 29 0.9 1.6 2.7
Total OECD 44 35 38 35 0.9 1.0 14 31 312 3.6 3.8 355 4.0 3.0 2.6 0.9 2.0 1.7 24 2.7
OECD Europe 43 219 3.0 3.6 1.4 04 09 1.6 1.6 2.1 43 819 3.8 33 31 20 1.6 04 1.1 2.1
ECG 43 2.8 35 39 1.7 0.3 0.8 14 14 2.7 4.1 319 4.0 34 30 2.1 1.5 0.1 1.1 2.0
Total OECD /ess the United
States 49 32 3.6 4.2 1.4 0.9 1.7 2.1 2.1 3.1 4.0 3.9 4.2 3.6 3.2 1.8 1.6 0.7 1.5 2.6
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Annex Table 4. Real public consumption expenditure
Percentage changes from previous period

foc®e 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 Lrojections

1994 1995
United States 0.1 0.7 1.9 1.8 22 1.3 1.5 2.8 3.1 6.1 52 3.0 0.6 2.0 3.1 1.5 0.1 0.7 0.2 1.0
Japan 5.0 4.1 5.1 4.3 33 4.8 2.0 3.0 2.7 1.7 4.5 0.4 2.2 2.0 1.9 1.6 219! 3.2 2.6 22
Germany 37 1.3 3.9 34 2.6 1.8 -0.9 0.2 2.5 2.1 25 1.5 2.1 -1.6 2.2 0.3 3.8 0.7 0.1 0.1
France 38 24 SA]| 3.0 2.5 3.1 3.7 2.1 1.1 bk 1.7 2.8 3.4 0.5 2.1 2.6 3.0 0.5 i.0 0.5
Ttaly 3.6 2.8 315 3.0 211 23 2.6 34 2.3 34 2.6 3.4 2.8 0.8 1.2 1.6 1.0 0.8 0.1 0.2
United Kingdom 2.3 -1.7 212 1.9 1.7 0.3 0.9 2.1 0.8 0.1 1.6 1.0 0.7 1.4 2.5 2.5 0.7 —0.5 14 1.7
Canada 52 4.6 1.7 0.6 2.8 2.5 24 14 1.2 32 1.6 1.7 4.1 4.0 34 2] 0.2 -0.1 -0.1 0.5
Total of above countries 2.2 1.7 3.1 2.6 24 22 1.6 2.5 2.5 3.8 39 ) 1.6 1.5 2.5 1.6 1.1 0.3 0.6 1.1
Austria 37 3.3 33 3.0 2.7 2.2 2.3 2.2 0.2 1.9 1.7 0.4 0.3 0.8 1.2 3L 24 2.0 2.0 1.0
Belgium 4.6 2.3 6.0 2.5 1.5 0.3 -14 0.1 0.2 2.4 1.7 0.3 -1.0 0 1.0 1.8 1.3 1.3 0.1 0.1
Denmark 4.8 2.4 6.2 59 4.3 2.6 31 0 0.4 2.5 0.5 2.5 0.9 -0.6 0.4 0 0.7 3.2 1.2 0.4
Finland 5.7 4.2 4.1 3.8 4.2 43 31 3.7 2.8 S 3.1 43 2.3 28 3.8 25 -2.0 -5.8 4.1 -2.5
Greece 6.8 6.5 315 58 0.2 6.8 23 2.7 3.0 312/ 0.8 0.8 5.8 2.8 1.3 3.5 0 1.0 0.6 0.1
Iceland . 2.2 7.1 35 6.1 7.3 6.0 49 0.5 6.4 6.8 6.5 4.6 29 42 3.2 -1.0 2.0 -04 1.0
Ireland 6.5 2.0 8.2 4.6 7.1 0.3 3D =04 0.7 1.8 26 48 5.0 -1.0 57 24 229, 2.0 3.0 2.6
Luxembourg 37 2.9 1.8 2.2, 3.1 14 1.5 1.9 2.2 2.0 31 2.7 3.8 1.9 32 3.8 3.5 2.2 3.0 32
Netherlands 39 34 39 2.8 0.6 2.0 0.6 1.2 0.7 1.2 3.6 2.6 14 1.5 1.6 1.3 1.3 04 0.5 0.5
Norway 5.5 49 5.4 3.6 54 6.1 39 477 2.4 3.5 j ol 4.0 0.5 2.6 2.1 2.6 44 1.7 3.2 1.0
Portugal 8.1 34 4.4 6.4 8.0 5.5 3.7 3.8 0.2 6.4 L2, 49 53 2.8 1.5 3.0 14 04 1.0 1.2
Spain 5.5 39 54 4.2 4.2 3LS| 5.3 3.9 24 5.5 54 8.9 4.0 8.3 5.6 54 38 1.6 -0.2 0.5
Sweden 44 3.0 312 4.8 2.3 23 1.0 0.8 2.3 2.4 14 1.1 0.7 2.1 2.6 32 06 0.7 -1.5 -1.0
Switzerland 35 0.4 2.0 1.6 0.9 25| | 5] 3.9 1.2 343 3L 1.8 4.3 4.1 4.7 1.5 0.5 0.4 1.0 1.3
Turkey 83 3.2 99 1.7 8.8 0.9 2.0 1.7 2.1 3.0 6.6 3.8 1.8 4.4 15.2 2.5 6.2 7.6 X 2.0
Total of smaller European
countries 52 33 51 36 36 28 25 24 13 35 37 38 22 36 43 30 22 14 05 06
Australia 5.2 2.2 5.1 1.0 4.1 315} 04 5.3 4.6 5.1 47 23] 34 2.5 4.7 2.7 1.9 0.8 3.9 3.0
New Zealand 34 32 4.0 0.8 -0.3 2.0 0.5 1.4 4.4 0.2 3.0 1.0 2.0 0.6 1.2 -1.0 0.8 0.4 0.5 1.0
Total of smaller countries 5.2 3.1 5.1 3V 3.6 2.8 2.1 2.7 1.8 3.6 3.8 315} 2.3 3.4 43 2.9 2.1 k3] 0.9 0.9
Total OECD 27 19 34 27 26 23 17 25 24 38 39 24 17 18 28 18 13 04 06 10
OECD Europe 4.0 1.9 4.2 3.1 2.7 2.2 1.8 2.0 1.6 2.4 2.6 2.7 2.3 1.3 2.8 2.1 2.3 0.4 0.5 0.6
EC 38 1.8 4.0 3.1 2.5 2.1 1.8 1.9 1.6 2.4 2.5 27 2.3 1.0 2.3 2.0 2.3 0.2 05 0.5
Total OECD less the United
States 43 2.6 4.3 312 2.9 29 1.8 2.3 2.0 24 3.1 2.0 2.4 1.6 2.6 2.0 2.1 1.1 1.1 1.0
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Annex Table 5. Real total gross fixed capital formation
Percentage changes from previous period

Average Projections
1967-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 30 143 108 46 -8.1 06 -8.0 6.6 159 5.0 04 05 42 01 -18 -77 6.2 11.0 113 6.3
Japan 83 2.8 7.8 6.2 0 24 01 -1.0 4.7 33 4.8 96, |19 9.3 8.8 37 08 -13 0.6 3.0
Germany 241 3.6 41 6.7 22 50 54 34l 01 05 313 1.8 4.4 6.3 85 6.1 42 33 4.1 6.0
France 44 -18 2.1 3.1 26 -19 -14 36 -26 32 4.5 4.8 9.6 79 28 07 =25 =51 1.1 4.2
Ttaly 2.5 1Y 0.6 54 85 31 47 06 3.6 0.6 22 5.0 6.9 43 38 06 20 -11.1 -06 5.0
United Kingdom 15 -1.8 3.0 28 54 96 5.4 5.0 8.9 42 2t61 102F (138:5 55 -34 -98 -16 0.8 4.0 53
Canada 5.0 2:1 31 85 101 11.8 -11.0 -03 2.0 013 60 108 103 6.1 35 20 -1.3 0.7 55 7.3
Total of above countries 39 7.2 72 5.1 25 03 47 31 8.8 4.2 23 3 -2 4.0 18 29 2:5 3.1 6.1 5.4
Austria 52 51 41 355 30 -14 -82 06 2.1 5.0 8.7 3] 6.0 6.2 shij 3. 27 20 1.5 812
Belgium 3:3 0 28 27 46 -161 -17 44 ila7d 0.7 44 56 154 134 85 -1.7 04 -74 0.8 4.0
Denmark 29 24 1.1 04 -12.6 -192 iml 1.9 129 126 171 38 6.6 10 -17 -54 -82 -18 6.6 6.7
Finland 44 35 69 3.0 104 2.2 44 4.1 =21 29 04 4.9 9.8 148 41 203 -173 -18.0 0.1 Q.11
Greece 6.3 7.8 6.0 88 65 -75 -19 -13 57 52 62 5.1 8.9 10.2 93 44 1.2 07 02 52
Iceland 42 120 32 02 142 1.0 05 -123 9.2 20 -1.2 19.0 06 -83 2.8 21 -11.2 -116 35 34
Ireland 6.9 48 183 145 3.7 73 33 90 -27 -18 -18 -23 -16 136 126 -713 -19 0.5 3:3 42
Luxembourg 27 01 1.1 38 127 -74 05 -11.8 01 95 312 147 141 8.9 25 98 -21 40 =20 05
Netherlands 1.0 9.7 25 -17 09 -104 4.1 210 53 6.7 6.9 09 4.5 49 1.6 04 1.1 -28 0.3 4.0
Norway 6.5 36 -185 50 -15 179 -11.0 58 109 -139 239 -2l 16 -39 -268 1.7 4.5 14.9 0.9 29
Portugal 3.0 120 62 -13 8.5 55 23 71 -174 35 10.9 15:1 15.0 5.6 59 24 54 47 35 4.8
Spain 53 09 27 44 07 -25 21 24 -69 6.1 9.9 140 139 13.6 5] 1.7 -39 -103 -21 5.0
Sweden 1.8 -29 -68 4.5 35 6.0 05 1.9 6.9 6.3 1.0 79 60 117 07 -84 -11.0 -163 -3.6 6.8
Switzerland 0.9 1.4 5.6 il 9.8 27 =26 4.1 4.1 983 749 7.4 6.9 5.8 26 -25 50 43 24 4.7
Turkey 12:2; 39 -100 -3.6 -100 B 7 3.5 3.0 0.5 16.8 11.0 56 -10 -10 13:2: 0.1 36 118 =55 0.8
Total of smaller European
countries 46 25 -15 04 05 =35 05 -02 -01 53 7.6 6.4 il 8.1 43 -12 21 44 -04 4.5
Australia 36 -13 2.9 4.0 5.4 90 32 -84 9.9 95 25 2.8 8.7 88 -79 -103 -05 1.0 5.6 6.2
New Zealand 41 -111  -7.7 7.7 1.3 114 138 -30 11.3 50 25 25 09 7.6 1.5 -159 3.6 162 6.7 57
Total of smaller countries 4.5 1.7 -1.1 0 1.1 -17 06 -12 1.4 5.8 6.2 5.9 7.7 8.2 28 26 -18 -34 0.5 4.7
Total OECD 4.0 6.4 5:9 43 2.0 0.6 4.0 2.4 7.6 44 29 4.0 7.3 4.6 20 -29 19 2.1 5.2 53
OECD Europe 33 12 1.2 3.0 1.6 44 -l4 0.6 1.4 2.9 4.6 5.6 8.1 6.7 37 06 07 46 14 5.0
EC 29 12 23 3.3 1.7 52 -l14 0.3 1.2 2.4 4.2 5.6 8.6 7.0 39 03 04 50 1.8 Sl

Total OECD less the United
States 4.6 15 3.0 4.1 1.8 -13 -16 -0.1 2.6 4.1 4.5 6.8 9.1 74 42 0 08 -32 1.6 4.7
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Annex Table 6. Real gross private non-residential fixed capital formation
Percentage changes from previous period

Average Projections
1970-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 23 108 133 87 24 39 46 30 165 64 41 05 6.6 1.7 1.2 59 29" 118 i1.8 8.1
Japan 0.6 0.4 4.5 12.9 79 3.8 13 L7 U1 7 S | 44 67 148 166 114 66 40 -84 6.0 3]
Germany*“ -1.0 6.3 S 7.5 28 -39 47 45 04 5.0 43 3.8 5.6 74 101 75 -1.8 -122 0.8 shil
France 29 0.1 1.0 26 42 25 0 41 =21 44 6.6 6.0 9.6 8.6 47 -1.0 51 83 09 5.0
Italy 1.5 3.0 1.8 7.0 97 -84 -89 -6.6 43 0 4.0 9.1 015 4.7 23 29 42 206 =29 6.9
United Kingdom 12 6.1 79 28 43 58 77 06 143 132 05 173 17.8 62 33 -95 59 1.0 6.4 6.0
Canada 6.2 34 40 149 153 13.0 -114 64 1.7 8.7 42 9.7 15.8 6.2 =26 1.3 -S54 2.3 6.6 7.0
Total of above countries 1.7 6.2 8.3 8.6 241 14 29 -17 10.7 73 04 42 9.7 6.3 38 -16 -1.0 0.5 4.7 6.2
Austria 5.6 84 46 4.7 46 27 -102 09 4.1 8.6 3.7 58 73 8.8 83 31 02 40 09 32
Belgium 26 0.6 3.6 1.9 69 59 1.6 49 6.8 23 6.9 8.1 148 153 87 =31 31 -109 0.9 4.5
Denmark 3.9 0.8 13 20 96 -165 199 24 128 189 188 -S54 13 5.8 26 41 -121 -3.6 75 8.3
Finland 36 9.1 -139 66 155 5.0 25 68 1.7 6.3 3.6 52 85 191 64 -242 -210 -223 0.1 12.0
Greece 3.2 59 5.7 14.1 1.0 4.2 02 -84 66 72 -114 4.1 124 138 11.2 59 2.8 16 21 44
Iceland ct . =12 3.9 124 3.4 09 -l11.1 152 206 74 208 -85 -213 8.1 0.1 -128 -294 3.0 4.0
Ireland 5.6 1.6 198 149 30 120 -35 -106 -32 -134 -14 29 73 147 149 -115 49 24 3.0 310,
Luxembourg 3 . = = - - = = = = . - =2 - 3 - = “ = %
Netherlands -1.1 14.9 5.0 1.1 44 -126 24 54 5.1 13:2° 116 0.2 1.6 78 2.4 44 08 44 -15 4.7
Norway 10.6 35 268 63 -19 275 -155 73 155 -194 295 54 19 -16 -327 S, 72 258 -1.0 il
Portugal 2 . = = . - = = . = = = . = e " 3 . = =
Spain 55 =31 13 -1.2 14 55 -21 03 -106 0.1 140  21.1 13891  BI3ES 37 24 -1.7 -148 =36 6.1
Sweden 55 58 -172 7.3 87 6.8 1.6 39 77 122 2.7 8.8 50 144 09 -139 -156 -16.5 50 120
Switzerland -1.1 78 100 551 10.8 24 36 34 4.1 106 133 10.8 8.9 52 33 36 -85 -78 313 6.4
Turkey - - - . 2 . K s s = = . . = . A . . = =
Total of smaller European
countries 3.6 21 04 24 26 40 -14 0.8 0.5 54 100 8.7 8:3] M0 25 -19 43 -86 0.1 6.1
Australia 0.7 1.2 95 3.6 5.1 16.5 21 97 50 136 -14 4.7 6.7 120 -72 -150 =50 =20 58 11.1
New Zealand 35 -109 68 03 116 128 9.8 -114 278 33 55 14.5 2.1 146 -18 -13.6 69 199 8.5 7.0
Total of smaller countries 32 1.7 0.8 25 32 08 06 -09 1.8 6.4 8.0 83 79 112 11 -39 42 70 0.9 6.8
Total OECD 1.9 5.6 12 7.1 22 1.1 26 -16 9.5 7.1 155 4.7 9.4 7.0 35 -19 -14 06 4.1 6.3
OECD Europe 1.8 3.4 24 43 31 47 -1.7 =07 2.6 5.4 St7 8.6 9.6 8.0 36 -1.1 41 98 0.5 S5
EG £S5 3.6 39 4.3 25 55 -14 -12 23 53 53 88 10.0 79 42 =05 37 -101 03 53
Total OECD Jess the United
States 1.7 2.3 34 7.1 51 07 -13 08 5.1 7.6 5.0 8.1 12 103 49 66 41 -84 06 592

a) Western Germany.
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Annex Table 7. Real gross private residential fixed capital formation
Percentage changes from previous period

Average Projections
1970-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

United States 567 218 63 33 =205 8.1 -18.1 404 144 1.3 120 04 1.1 -38 92 -128 16.3 8.7 10.1 1.4
Japan 5.9 0.5 56 09 92 23 07 59 2.1 2.6 78 226 119 0.5 47 82 =67 3.7 10.8 6.4
Germany 0:5 3.6 27 6.9 23 50 49 ST 20 99 -06 -12 3.1 49 8.5 43 7l 34 4.5 4.0
France 39 -1.2 6.2 40 03 31 -63 26 44 21 1.3 383 il 7/l 03 38 09 36 45 4.0
Italy 2.6 0 -03 2.9 47 =01 4.4 44 05 -28 -21 24 1.3 2.4 2.8 3.1 03 08 0.8 34
United Kingdom 25 038 6.7 90 55 -10.8 6.5 7.4 6.7 2.7 12.0 76 186 =76 -160 -157 52 -1.0 39 6.3
Canada 9.0 159, 1.1 1.0 54 6.6 -16.3 17.0 0.5 9.8 13.3 16.4 2.8 48 -89 -123 63 38 3hl 6.8
Total of above countries 43 9.9 5.1 02 -109 53 98 18.9 64 0.1 8.1 %2 4.1 0.7 =37 -85 7% 4.3 7.8 8.5
Austria 4.5 08 49 37 48 20 -18 -17 -10 -15 2.4 1.8 84 0.6 14 11,6 122 24 2.8 4.1
Belgium 59 0.8 62 -144 1.1 435 47 -19 2.4 543 22 48 249 186 108 0.6 125 28 -l1.1 )
Denmark 24 95 09 -08 -168 -257 -85 LIESL (208) =20 2131 =322 R -89 137 -11.8 41 31 3.8 6.2
Finland 3.3 5.0 1.3 =15 47 25 59 03 -27 =30 -80 1.1 154 189 57 -207 -l6.1 -144 19 8.0
Greece 6.1  2L.1 14.0 47 -138 -227 -58 46 -197 05 14.6 34 29 515 136 -154 -107 -14 08 2.3
Iceland 11.1 6.5 9.4 6.0 54 938 94 9.1 104 -13.6 138 142 148 2.8 06 50 33 -70 -15 3.1
Ireland 103 102 219 173 -169 02 -55 48 6.7 -1.8 42 22m =i 13.8 42 2.1 2S5 315 25 355
Luxembourg = . . - - = = - . . . - = = = = . - " .
Netherlands -0.8 16.8 15 =50 47 96 S56 04 45 04 SN/ 1.9 113 07 25 -88 4.3 0.8 13 2.5
Norway 5.6 29 9.1 24 23 1.1 8.0 08 -14 42 9.6 40 -38 170 171 =273 -126 12 200 15.0
Portugal . . . 3 3 . - " " . . . . = = - . .. . -
Spainc 24 20 -0 -76 =20 08 20 55 54 6.5 2.1 6.3 114 383 66 33 54 -60 =29 44
Sweden -34 24 14.1 1.8 60 53 =25 07 107 27 22 8.8 8.4 4.8 72 24 64 -283 -300 50
Switzerland -5.3 76 128 12.1 174 2.5 -6 6.2 7)) 33 15 44 3.6 540 =110 -1.0 3.6 -3.0 1.0 2.5
Turkey - - . - " - - . . . . . = . - . . . . .
Total of smaller European

countries 1.8 315 27 =22 <02 86 30 08 0.5 2.1 34 42 9.2 4.0 23 57 -15 -55 ~19 3.6
Australia 51 44 39 92 118 23 -134 96 212 20 -87 12 220 26 -123 49 9.5 7.7 59 -10
New Zealand 73 210 -201 -35 -19 6.3 72 22 161 -1.1 -62 =15 SI3 12.8 40 -17.0 6.3 14.9 6.5 5.0
Total of smaller countries 24 19 1.3 07 14 67 42 -19 %7 2.0 15 3.6 10.9 4.0 03 58 0.2 32 06 3.0
Totat OECD 4.1 8.8 4.6 01 92 55 90 16.1 6.0 0.2 2 49 5.1 0.1 -3.1 =82 6.3 3£3) 6.0 355
OECD Europe 1.3 1.5 34 34 03 58 27 24 07 -28 2.6 2.3 7.8 27 0.5 -3.3 1.8 -1.8 19 4.1
EC 14 14 3.1 33 0.2 -63 =30 225 04 3.0 2.8 28] 79 2] 0.7 3.0 23 09 2.6 42
Total OECD Jess the United

States 3.1 0.9 35 22 2.1 =38 =33 0.7 07 -05 4.2 8.3 9.0 3 07 =52 0.1 0.1 44 4.7

a) Western Germany.
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Annex Table 8. Real total domestic demand
Percentage changes from previous period

Average Projections
1970-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 2.6 5.1 48 20 -1.6 20 -14 52 7.8 3.6 3.0 29 3.0 1.8 08 -14 2.9 3.8 4.4 3.0
Japan 4.2 3.9 5.7 6.6 0.7 24 2.7 1.8 3.6 4.1 3.7 S| 7.6 5.8 5.0 2.9 0.4 04 1.5 34
Germany 2.5 241 3.6 53 06 23 =22 24 1.9 1.0 3:3 24 3.6 29 52 3.6 27 14 1.0 2.2
France 3.6 1.8 2.8 3.8 1.6 01 35 =05 0.4 2:5 45 3:3 4.7 39 2.8 0.6 02 -19 12 2.8
Ttaly 3.0 1.9 2.9 6.5 6.50 =l1.1 0.6 0.2 35 2.8 3.0 42 44 2.8 2.5 IG5 08 5.0 0.5 22
United Kingdom 23 02 3.9 36 3.1 -15 2.4 Shil 2.8 29 49 5.3 79 29 06 33 0.4 20 313 34
Canada 6.0 3.0 2.6 4.5 2.4 44 54 3.6 47 53 42 5.3 S 43 07 07 0 1.7 3.0 39
Total of above countries 34 357 44 3.9 0 1.0 =01 33 5.0 33 3.5 3.6 4.6 351 2.1 0.2 1.7 1ES 28 3.0
Austria 44 51 20 49 33 22 -1 2.8 2.7 22 1.8 2.6 4.3 32 42 3.1 1.7 0.6 1.9 2.8
Belgium 4.0 23 3.0 3.8 20 49 07 =25 23 0.5 2.8 3.8 4.5 49 33 el 24 23 1.0 2.1
Denmark 2.6 0.4 1.1 27 43 41 35 14 501 54 6.1 22 -12 05 -10 -05 -07 0.4 55 40
Finland 31 09 04 9.2 56 04 4.3 2.3 2.0 29 22 52 6.6 76 -13 92 -64 -84 -l.1 43
Greece 5.0 4.1 5.9 47 09 -09 1.7 0.4 0.2 52 09 -1.0 6.6 4.1 1.6 3.0 1.6 0.7 0.6 1.8
Iceland 74 130 3.0 4.0 7.1 S\ 50 -85 6.4 3.0 47 159 09 45 09 50 55 42 -09 1.6
Ireland 3.8 15 9:5 70R =l 28 =27 22 1.1 1.2 12 0 1.5 7.8 67 02 -12 1.4 34 3.8
Luxembourg 32 26 8.0 0.6 6.1 12 1.1 06 2.5 0.1 8.0 42 6.8 S 5.1 8.0 0.5 1.3 0.9 2.1
Netherlands 24 D2 39 1.8 01 47 -1.0 15 1.8 34 3.8 1.4 1.8 4.6 34 1.5 1.4 05 0.9 24
Norway 5.5 35 6.1 35 4.7 0.9 2.0 1.1 6.0 4.7 80 -13 31 -29 09 -06 1.7 2.9 3.0 3.0
Portugal S 8.2 0.7 2.6 6.1 34 22 ES59 [ =69 0.9 83 104 74 43 54 4.1 47 09 2.0 3.0
Spain 54 05 01 0.9 1S58 5241 1S 05 -1.0 34 54 8.1 7.0 7.8 47 2.8 1.1 =36 0 29
Sweden 24 31 22 55 1.9 =25 03 -12 3.5 4.1 2.6 4.1 3.0 3.9 09 21 -22 50 -03 %2
Switzerland 0.5 2.2 3.1 4.1 52 08 -09 23 2.2 25 5.6 3.6 28 4.1 23 05 30 -14 1.9 31
Turkey 8.9 45 54 =22 -12 1.6 2.8 47 5.2 44 116 54 0.5 23 163 22 83 154 38 24
Total of smaller European
countries 43 255 0.4 2.6 1.6 1.7 1.0 0.7 1.6 3:2 5.0 43 39 4.7 44 0.8 1.2 02 0.6 247
Australia 38 0.5 3.6 3.6 33 56 -01 -1.0 6.7 5.6 0.1 2:5 5.8 68 08 23 2.8 25 4.0 47
New Zealand 42 -11 82 47 -1.1 4.4 49 30 118 07 1.8 1.3 0.6 53 02 -71 2.7 6.4 3.6 32
Total of smaller countries 4.3 22 0.6 2.8 L7 =07 0.9 0.4 2.4 34 43 4.0 4.0 49 3.7 0.2 IS 0.2 1.0 3.0
Total OECD 33 3:5 3.8 3:7 0.2 0.8 0.1 29 4.6 33 3.6 3.6 4.5 3.4 2.4 0.2 1.7 1=1 2.6 3.0
OECD Europe 343 129 2:3 4.1 1.5 -14 0.9 i4 1.9 2.5 42 319 4.6 3.6 32 0.9 e2) =2 1.1 2.6
EC 82 1.9 3.0 4.2 3 =6 0.9 1<) .7 24 4.0 319 49 3:7. 2.9 12 1.2 -1.7 13 2.6
Total OECD less the United
States B 24 3:2 4.8 1.4 0 1.0 1.5 2.7 32 4.0 42 5.4 43 33 12 1.0 05 14 29
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Annex Table 9. Real exports of goods and services

Percentage changes from previous period

Average Projections
1970-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 73 14 9.5 8.6 92 1.7 90 36 6.9 122 6.6 10.5 15.8 119 8.2 64 6.4 355 72 7.6
Japan 10.7 1157 -0.3 43 17.0 12.5 0.9 48 14.8 54 49 0.1 7.0 9.0 7.3 S2 D2, 1.0 131, 2.7
Germany 6.2 3.9 29 43 5.2 7.2 39 08 8.2 76 0.6 04 55 10.2 10.4 13.7 0.1 -95 44 74
France 79 74 59 S 2.7 37 -17 3.7 7.0 1.9 -14 331 8.1 10.2 54 3.8 6.7 0 52 6.6
Italy 0.6 9.8 8.7 83 88 79 24 2:3 8.5 32 25 4.7 54 8.8 7.0 0.5 5.0 10.0 6.9 6.7
United Kingdom 5.6 6.9 1.9 38 02 07 0.8 1.8 6.5 6.0 4.5 5.8 0.5 47 5.1 -0.9 3:0 34 5.7 6.9
Canada 42 8.9 13.6 5.0 24 44 22 6.4 L7 6.0 4.5 35 9.5 0.8 44 0.8 7.9 9.6 9.8 8.7
Total of above countries 7.6 54 6.3 6.8 7.4 48 38 0 9.0 33 2.6 59 10.4 9.9 7.6 515) 58 2.1 56 6.5
Austria 6.9 42 73 11.7 5% 49 2] 2D 6.1 69 27 24 9.0 10.3 8.1 5.6 28 1.7 27 6.4
Belgium 6.4 22 2.3 7.0 25 25 1.3 2.8 535 1.1 5.5 6.5 8.5 73 4.2 25 1.6 -34 3.1 5.1
Denmark 4.1 4.1 i) 84 52 8.2 2.5 4.9 35 5.0 0 Seil 7.8 42 6.9 7.7 37 =17 4.0 535
Finland 3.1 15.7 8.9 8.8 8.4 49 11 235 54 1.2 1.2 25 37 1.3 14 -6.6 10.0 17.0 11.0 7.1
Greece 14.2 1.8 16.4 6.7 69 59 -72 8.0 16.9 123 14.0 15.9 01 1.3 0.9 16.4 8.0 1.8 5.1 7.1
Iceland 4.7 8.9 15:2 6.3 227, 33 -89 10.5 2S5 11.0 5.9 38 34 26 01 =57 -17 6.1 0.1 23
Ireland 5.8 14.0 123 6.5 6.4 2.0 55 10.5 16.6 6.6 29 13.7 8.9 10.3 8.9 52 12.9 42 SH 6.6
Luxembourg 32 42 1257 97 -14 48 03 53 18.0 95 3.2 6.5 7.5 6.9 2.6 3.6 1.3 35 2.8 4.1
Netherlands 70 -18 33| 74 1.5 15 01 35 3 33 1.8 3.6 9.0 6.6 53 555 24 04 3.6 54
Norway 6.4 3.6 122, 2.6 241 14 0.1 7.6 8.2 6.9 1.6 152; 5.5 10.7 8.1 6.1 6.2 1.8 6.6 50
Portugal 0.2 59 9], 33.0 22 44 4.7 13.6 11.6 6.7 6.8 8.6 10.2 138 9.5 1.1 6.1 0 45 8.5
Spain 6.9 12.1 10.7 5.6 23 8.2 5.0 10.0 11.7 2.7 19 6.3 5.1 3.0 3.2 7.9 6.7 8.8 9.9 8.9
Sweden 4.1 1S 7.8 6.1 0.5 20 ST 9.9 6.9 12 34 42 2.8 84 19 =24 22 2 IHES) 7.0
Switzerland 3.6 9.6 3.6 24 5.1 48 29 1.1 6.3 8.3 04 1477, 5.8 5.0 3.0 07 34 0.8 35 5.0
Turkey 69 -184 3:5 44 =55 47. 26.5 6.1 20.4 14-3 12 243 16.3 11.3 8.4 ) 33 8.6 13.0 12.0
Total of smaller European
countries 6.1 38 el 75 22 8.2 45 6.5 9.9 4.8 24 7.3 7. 6.1 49 4.9 4.7 4.1 7.1 Th3)
Australia 4.7 0.9 33 118 -l6 4.1 95 48 16.1 10.9 44 11.7 3.0 34 8.0 129 49 6.7 7.0 12
New Zealand 43 11 15 6.5 3.8 347 1.2 /e 5.4 83 04 33 53 32 7.7 6.8 0.1 4.5 535 5.0
Total of smaller countries 5.9 34 6.5 8.0 1.8 6.6 5.0 52 10.6 5.6 2.6 7.1 74 5.6 53 919 4.6 4.4 74 7.3
Total OECD i3 St1 6.3 7.0 6.5 S-1 =25 0.8 9.3 357 2.6 6.2 9.9 0. 72 5.6 512 215 5.8 6.6
OECD Europe 6.4 5.8 515 64 0.8 59 1.7 20 8.4 4.8 1.5 4.5 59 7.8 0.4 50 38 1.3 6.0 7.0
EC 6.6 6.7 5.4 6.5 0.7 4.6 0.8 219 8.1 45 1.5 4.0 5.6 79 6.6 54 3.8 0.7 S5, 7.0
Total OECD less the United
States 7.3 7.3 4.4 6.0 49 72 1.5 3.6 10.7 5:2 0.1 3.6 6.3 7.6 6.6 5.0 4.4 ) 5.0 6.1
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Annex Table 10. Real imports of goods and services
Percentage changes from previous period

Average 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 hrojections

1970-76 1994 1995

United States 46 100 9.2 13 47 49 0 125 250 6.3 6.6 4.6 3.7 38 36 -05 8.7 103 10.5 =3
Japan 751 4.1 6.9 129 78 04 25 30 104 -14 2.4 7.8 18.7 17.6 86 4.1 0.4 32 6.6 ES)
Germany 5.3 34 59 9.2 36 31 -1.1 14 5:2 4.5 2.7 42 S 8.3 94 121 26 -100 1.1 5.8
France 7.2 0.1 3.0 101 25 =21 26 27 247, 45 il 7.7 8.6 8.1 6.1 2.8 27 34 2.8 6.0
Italy 42 1.7 48 11.7 29 -12 03 -14 1258 39 29 9.1 6.8 7.6 8.0 34 46 =13 3.0 L2
United Kingdom 43 1.6 4.2 96 36 28 49 6.6 99 2.6 6.9 7.8 12.6 74 0.5 -5.4 6.3 35 7.0 75
Canada 8.7 1.7 74 114 49 8.5 -15.2 9.0 171 8.7 76 7.0 138 6.3 1K7) 27 4.9 7.6 75 /5
Total of above countries 5.4 5.9 2 6.7 -2.8 1.9 07 547 16.2 42 543 6.1 8.3 7.8 53 04 53 3.8 72 6.
Austria 7.9 6.2 0.1 11.7 62 08 33 515 9.9 62 -1.2 4.7 9.4 8.5 7.8 6.3 2.8 0.2 28 6.3
Belgium 6.6 4.8 2.6 90 04 =30 0.1 -13 5.8 0.7 7.6 8.8 8.0 8.8 4.1 24 27 44 25 4.6
Denmark 34 0 0.1 50 -68 -17 3.8 1.8 5.5 8.1 68 2.0 1.5 45 182 49 05 42 8.0 7/
Finland 37 15 =37 18.4 83 4.7 25 3.0 1.0 6.8 2.6 92 111 89 06 -11.7 14 0.1 4.0 8.0
Greece 8.6 8.0 7/ 72 =80 3.6 7.0 6.6 02 128 38 16. 8.1 10.8 120 132 5.7 34 27 6.0
Iceland 69 20.6 3.6 25 3.0 71 06 9.7 9.1 9.4 1.0 233 46 -103 1.0 56 -718 -8. 0.6 3.3
Ireland 572 133 15.7 139 45 1.7 3.1 47 9.9 32 5.6 6.2 49 127 55 1.3 54 3.6 583 6.2
Luxembourg 33 0.4 7.0 6.4 39 29 03 12 139 7.0 6.1 7.8 8.5 6.1 43 8.1 0.2 2.4 2.1 3.6
Netherlands 45 29 6.3 60 04 59 1.0 39 5.0 6.5 3.5 42 7.6 6.7 4.2 4.6 26 09 2.8 4.8
Norway K 34 131 0.7 313 155 357 0 9.5 59 99 -73 -17 0.9 259 1.7 2.8 3.3 4.0 535
Portugal 357, p12ig 02 126 6.9 2:3 39 -61 44 1.4 169 200 16.1 9.1 10.1 49 11.1 09 438 7.6
Spain 98 55 -1.0 114 33 4.2 48 03 -18 79 144  20.1 144 173 7.8 9.0 6.6 32 45 9.1
Sweden 3.8 -38 55 11.6 04 58 34 0.8 54 7.8 44 7.1 4.9 74 0.7 50 13 04 45 6.0
Switzerland 2.8 9.3 10.9 6.8 72 -13 26 44 7l 5.1 Tl 55 5.3 5.4 29 -17 =38 -12 42 6.2
Turkey 128 -39 -314 19 46 16.5 134 W27 155 78 16.1 12.8 36 124 32 -1.6 10.8 321 -1.5 6.0
Total of smaller European

countries 7.0 .1 -19 7} 1.3 -08 33 2.6 45 6.5 8.8 10.5 8.5 10.3 8.0 34 42 19 34 6.7
Australia 5.8 0.1 355 21 Sul 9.7 54 -10.6 205 53 45 23 157 204 -38 26 72 4.5 -2 9.1
New Zealand 555 1.5 -6.1 174 -1.6 3al 64 64 15.8 157 3.1 122 w=l] 14.7 36 48 76 8.3 45 4.0
Total of smaller countries 6.9 09 -14 7.2 1.7 0.5 3.6 0.8 6.7 6.2 Al 9.6 9.2 11.6 6.5 2.5 4.6 24 39 6.9
Total OECD Sil. 5.1 59 68 2.1 1.7 0 49 147 4.5 5.6 6.6 8.4 8.4 55 0.8 582 3.6 6.7 6.9
OECD Europe 5.9 1.6 24 9.3 1.5 -1.8 19 14 6.4 4.8 6.1 8.1 8.2 8.7 6.9 3.8 40 27 33 6.2
EC Si 1.6 4.0 9.9 14 25 1.7 0.8 6.0 4.5 59 8.3 8.6 8.8 6.4 4.5 41 43 34 6.2
Total OECD less the United

States 6.3 21 38 102 05 03 0 0.3 8.5 34 49 78 113 11.1 6.7 1.5 30 04 4.5 6.7
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Annex Table 11.

Compensation per employee in the business sector

Percentage changes from previous period

Average Projections
1970-76 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States /) J/cs) 8.2 8.7 9.3 9.1 6.8 49 47 315 3.8 4.1 541 312 4.8 4.0 54 3:9 42 3.9
Japan 16.8 10.2 78S 6.0 5.8 6.8 42 24 4.2 34 2.8 29 312 4.0 St 4.4 1.8 0.5 04 22,
Germany ¢ 9.8 6.8 5.7 6.1 6.9 4.8 4.8 3.9 3.8 3.1 34, 343 <2 3.0 42 4.7 919 4.5 3.1 2.8
France 14.1 12.1 122 132 152 146 138 103 8.3 4.6 4.2 4.1 44 4.2 49 4.6 3.6 22 2.0 2.0
Italy 18.3 204 156 195 202 205 166 159 119 104 7.0 7471 7.8 93 8.5 8.6 6.1 37 34 4.1
United Kingdom 16.8 11.1 13.7 166 19.1 13.2 8.9 719 6.1 8.6 84 6.3 8.1 8.6 100 7.6 5.8 47 <1/ 3.9
Canada 11.2 9.7 49 7.1 94 124 106 4.8 55 5.9 33 6.4 6.5 S 4.0 4.7 4.1 2.6 19 2.8
Total of above countries 11.6 9.6 9.0 96 104 100 7.8 5.8 55 4.5 42 43 5.0 44 S5 4.8 5.1 352 3.0 318
Austria 12.5 9.5 8.2 6.7 79 7.8 5.6 SH. 54 513 S 43 32 4.9 3.8 6.3 4.8 5.1 3.2 37
Belgium 15:3 9:5 7.8 6.5 100 5.8 8.7 7.5 7.7 44 6.3 1.6 3.0 23 8.0 7.8 6.1 4.0 24 2.6
Denmark 13.6 10.7 97 105 11.1 T/ | ) 9.0 6.0 4.8 Sl 2 315 45 54 49 3.1 2.8 355 3.6
Finland 20.5 9.8 65 119 140 142 9.0 9.3 101 10.4 7.0 8.0 9.8 105 94 3.8 49 1.8 2.9 2.6
Greece 16.6 21.4 224 216 146 204 264 214 181 224 128 94 167 16.7 177 147 121 13.7 12.7 9.0
Treland 19.3 164 161 187 200 174 140 139 116 9.8 52, 6.0 7] 6.4 4.5 3.8 5.5 53 54 4.8
Netherlands 187, 8.7 72 6.1 6.0 4.1 6.5 39 0.3 1187 2.6 1.4 T4l 0.7 34l 4.5 44 32 23 2.0
Norway 13.0 104 e 44 127 94 114 7.6 74 7.0 103 95 TS 4.6 553 4.8 34 1.0 2.8 3.0
Portugal 25! 203 188 203 201 202 191 204 210 179 180 178 V/[2) 104 172 154 137 7.3 5.6 4.7
Spain 194 26.8 249 181 158 163 155 155 9.7 8.0 9.3 6.7 6.3 54 8.2 8.5 8.9 74 4.6 355
Sweden 12.8 1065 S 1 83 147 10.5 5.5 8.0 9.8 8.4 8.3 74 8.1 12.6 9.5 6.6 2.5 2.0 3.1 2.6
Switzerland 105 2'S 50 4.8 5.8 5.6 6.1 34 2.8 35 4.8 5.1 49 55 6.2 7.6 52 223 2.0 55
Australia 15.5 12.0 8.2 7.8 96 133 179 5.2 9.2 Sk, 7S 6.7 6.8 6.9 6.8 3'3 3.6 6.2 382 4.0
New Zealand 14.3 13.8  12.8 151 17488 21115, 9.9 33 3181 W124] 19.1 126 115 6.2 =25 1.0 3.6 2.6 2.3 2%3)
Total of above smaller
countries 16.0 146 131 112 120 11.8 12.1 9.5 8.1 -2 8.0 6.3 5.9 6.1 7.3 6.8 6.1 S50 3.7 34
Total of above European
countries 14.9 13.1 1241 128 139 123 109 9.5 5 6.6 6.3 54 5.6 6.0 7.0 6.6 6.6 4.1 3.3 32
Total of above OECD
countries 1252 10.3 9.6 99 107 10.2 8.4 6.3 5.9 4.9 4.7 4.6 5.1 4.6 57 SUl 512 34 < | 383

a) Up 1o and including 1991, data concern western Germany; subscquent data concern total Germany and total economy.
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Annex Table 12. Unit labour costs in the business sector

Percentage changes from previous period

Average Projections
197076 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 6.3 6.7 85 101 109 8.1 7.8 14 2.8 3.0 215 37 42 341 49 38 24 213 25 2.8
Japan 1243 6.5 35 15 3.1 4.1 20 14 03 -1.0 09 04 -14 ]2 2.2 1.6 1.6 05 03 0.2
Germany* 6.0 36 3.1 341 7.6 46 45 0.1 0.8 i.6 2.6 24 0.1 0.7 1.3 2.8 5.8 38 05 0.3
France 10.1 8.9 8.3 9.1 132 120 105 8.7 53 2.7 14 1.9 04 1.1 33 39 1.1 1.5 07 05
Italy 15.0 172 116 140 174 197 170 155 9.0 8.3 4.5 4.5 42 6.0 7! 8.2 4.1 1.2 0.2 1.1
United Kingdom 13.9 79 111 146  20.6 9.8 4.1 2.5 59 5.0 3.6 33 6.3 93 9.9 6.7 33 0.8 1.8 19
Canada 8.1 {3 3.8 79 114 110 99 14 '3 34 2.8 4.9 4.7 4.8 49 4.2 2.2 1.2 0.1 1.2
Total of above countries 9.0 74 7)) 8.3 10.5 8.4 7.1 3.0 3.0 2.7 24 2.7 2.6 3.1 4.5 3.8 24 1.8 131 1.5
Austria 72 5.6 9.2 2.3 52 8.8 5.7 1.9 37 2.2 7.2 29 -1.2 15 1.9 5.0 54 4.4 1.1 1.2
Belgium 10.6 8.3 43 4.7 44 4.5 5.0 7 4.7 4.0 54 0.1 -07 0.3 59 6.1 4.0 4.0 0 0.5
Denmark 9.8 8.5 8.3 5.8 8.7 el 2 6.2 355 3.8 44 6.6 0.2 1.6 14 2.0 0.6 0.2 0 0.9
Finland 16.0 74 2.6 S350 Ho9N [3q 59 59 6.7 6.2 39 34 44 43 8.7 5.8 02 -32 0 08
Greece 10.9 18.1 146 182 141 272 247 223 151 19. 11.2 98 134 127 206 79 128 128 106 73
Ireland 4.4 9.8 97 186 167 118 129 109 4.1 2% 6.2 1.5 28 05 07 0.9 0.5 347 29 14
Netherlands 9.1 6.0 551 4.7 5.8 3.1 50 01 31 0.6 1.9 22 01 22 1.3 3.9 3.9 27 04 04
Norway 10.8 99 164 0.1 10.2 8.7 109 4.6 4.9 2:5 14 11 9.0 3.2 1.9 42 04 -17 1.0 1.2
Portugal 22°3 14.0 149 148 17.0 187 163 25. 235 13, 12.7 146 5.6 68 144 165 3.0 513 B:2 2.3
Spain 13.9 221 207 159 104 128 119 113 5.8 39 8.0 39 37 49 7.0 6.1 5.5 BfS 20 1.6
Sweden 10.2 12.4 8.7 47 142 103 347 59 54 73 6.4 5.0 70 (S 9.0 6.0 02 -25 -09 0.7
Switzerland 8.9 04 54 3.3 315 6.6 7.8 222, 1.9 1.6 34l 4.1 29 2.4 5.0 7.5 26 03 -02 0.5
Australia 12.8 12.0 3.6 48 100 115 179 1.8 3.6 44 94 3.9 6.2 74 7.1 22 0.6 0.9 14 2.3
New Zealand 12:3 I 2020 (1510 17380 1168 7.1 0.8 -21 1555 721 168 4.1 4.1 -1.3 39 49 03 0.1 0.5
Total of above smaller
countries 11.9 122 106 8.4 94 105 102 6.8 47 4.8 7js | 4.6 3.6 4.1 6.1 SE 355 2:8 1.2 1.3
Total of above European
countries 11.1 9.9 9.1 94 126 108 8.9 6.8 5.0 43 4.0 34 2.7 38 54 54 3.8 220 04 0.8
Total of above OECD
countries 94 8.1 7.8 83 104 8.7 7.6 3.6 32 3.0 331 3.0 2.8 32 4.7 4.1 2.8 1.9 1.1 1.5

a) Up 1o and including 1991, data concern western Germany; subsequent data concern total Germany and total economy.
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Annex Table 13.

Percentage changes from previous period

GDP deflators

Average Projections
1967-76 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1994

United States 6.3 6.8 7.9 87 94 100 6.2 4.1 45 3.6 27 32 39 45 43 3.9 2.5 2.1
Japan 8.6 6.4 5.0 25T 4.6 357 1.7 14 213 1.6 1.8 0 0.4 19 22 20 1.0 0.8
Germany 5.5 39 43 38 5.0 42 4.5 %) 290 2.1 32 19 11853 24 3] 3.9 39 2.8
France 8.2 9.3 10.1 10.1 114 114 118 9.7 75 5.8 52 3.0 2.8 3.0 34l 3.1 243 1.8
Italy 10.5 186 141 1555 202 19/0 4172 151 6 8.9 7.9 6.0 6.6 6.2 7.6 7.1 ! 34
United Kingdom 11.0 139 116 144 195 114 7.6 52 4.6 5.7 33 5.0 6.0 7} 6.4 6.5 352
Canada 7.0 6.2 60 100 106 108 8.7 5.0 34l 2.6 24 4.7 4.6 4.8 3:3 2.5 0.6
Total of above countries 15 8.0 7.8 82 9.8 92 6.7 49 46 3.8 32 29 3.3 4.0 4.1 3.9 20
Austria 6.2 Sl ST 4.1 52 6.5 6.2 39 49 31 43 24 1.6 2.9 33 3.9 27
Belgium 7.0 ES) 4.4 4.5 3.8 47 ;41 5.6 52 6.1 39 23 1.8 4.6 3.1 25 24
Denmark 94 94 99 7.6 82 101 106 7.6 S, 43 4.6 4.7 34 42 2.7 25 23
Finland 11.0 10.1 8.3 8.5 98 114 8.5 8.3 8.8 54 45 47 70 6.1 59 2.5 23 :
Greece 9.5 130 129 186 177 197 25.1 19.1 203 176 176 143 156 125 209 176 112 d
Iceland 25.1 328 461 408 524 497 535 762 276 314 244 203 234 204 143 /A3 1.6 14
Ireland 124 133 105 137 147 174 152 107 6.4 52 0.5 23 3.1 46 -1.7 0.9 19 241
Luxembourg 7.9 12 541 64 7.9 72 108 6.8 4.4 3.0 38 -10 40 6.0 3.0 3.0 2.8 2.7
Netherlands 8.0 6.7 54 39 5.6 5.6 6.0 119 1.8 1.8 02 -05 142 142, 2.3 2.8 2.0 2.1
Norway 7.8 6.3 66 146 140 102 6.1 6.4 50 -14 72 4.4 549/ 4.5 24 0 20
Portugal 9.4 223 194 209 176 207 247 245 218 204 113 116 13.0 143 141 5.6 4.6
Spain 10.5 206 169 134 126 139 118 116 /A7 1) 3] 59 5.6 7 74 7.0 38 33
Sweden 76 9.5 79 130 9.5 83 100 7.6 6.6 6.9 48 6.5 8.0 8.9 7.6 1.7 3.0
Switzerland 5.8 34 20 29 6.9 741 3.0 2.8 3.1 3.8 2.6 24 4.2 S 53 1.8 28
Turkey 15.3 437 71.1 1039 419 276 279 502 439 310 384 659 658 546 568 1080 750
Total of smaller European

countries 94 147 161 196 135 127 108 126 104 94 79 109 119 111 10.9 136 1103
Australia 9.5 7-1 93 110 99. i 8.1 6.2 6.3 2 7.5 8.3 73 47 1.9 1.8 23
New Zealand 9.5 153 157 158 166 11.1 et 48 13. 19.0 149 6.4 8.9 35 25 141 157,
Total of smaller countries 9.4 13.8 153 185 131 124 104 11.7 100 93 80 105 113 102 9.7 12.0 9.1
Total OECD 7.8 8.8 93 112 9.8 7.6 5.8 5§ 4.7 4.1 357 44 Sl 5.0 48 35 33
Total OECD less Turkey 7.9, 8.3 8.5 9.9 94 73 55 S 42 38 312 3.6 43 44 4.1 2
OECD Europe 8.8 113 122 153 118 108 8.9 8.3 7.0 6.3 Sl 6.3 6.9 6.9 7.0 6.3
OECD Europe less Turkey 8.6 102 103 124 108 103 8.3 6.9 5.8 5353 40 43 4.9 553 5.3 2.9
EC 8.7 105 108 127 110 105 8.5 7.0 5.9 5.6 4.0 43 4.8 5} 54 3.0
Total OECD less the United

States 8.7 9.3 97 123 9.7 8.4 6.8 6.4 54 50 39 4.8 53 S 53 4.4

aj GNP.
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Annex Table 14. Private consumption defiators

Percentage changes from previous period

Average Projections
196776 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 5.7/ 6.9 A3 89 104 8.9 5.8 4.8 4.0 39 3.1 42 4.2 49 5.1 43 3.8 247, 2.1 341
Japan 9.1 74 4.5 3.6 S 4.5 2.7 2.0 245 252 04 02 0.1 1.8 2.6 2.5 2.4 1.0 0.3 0.3
Germany 4.6 333 2.6 42 5.8 6.2 53l 32 25 1.8 =06 0.5 13 29 257 3.7 4.7 4.0 3l 1.9
France 8.1 94 9.1 10.7 13.3 13.0  11.6 9.7 ki 5.7 2.1 3.2 2.6 34 2.8 32 24 2.1 1.7 14
ltaly 10.0 176 133 147 204 180 17.1 149 120 9.0 6.3 53 5.7 6.3 6.2 6.8 53 4.8 3.9 3.0
United Kingdom 10.6 14.7 9.5 13.6 162 112 8.7 4.8 5.0 513 4.0 43 S0 59 59 74 4.8 35 29 29
Canada 59 74 7.6 85 100 112 102 6.3 39 357 38 4.0 3.8 47 44 4.7 1.1 15 0.7 2]
Total of above countries 7.1 8.2 721 8.3 108 9.1 6.9 53 4.5 4.0 2.6 3.1 32 42 4.3 4.2 313 2.6 2.0 2.3
Austria 5.9 5.6 4.2 4.5 6.4 7.6 6.0 34 5.6 3.3 1.9 1.0 1.4 2.7 341 35 3.8 3.6 2, 23
Belgium 6.4 2 42 3.9 6.4 8.7 7.8 741 S| 6.0 0.7 19 1.6 34 3.6 2:5 2 2.8 24 22
Denmark 9.0 10.6 92 104 107 120 103 6.7 6.4 43 29 4.6 4.0 4.3 2:7 ) 2.1 1:5 2.0 2.6
Finland 10.0 11.9 8.0 77 1120 119 93 8.7 74 6.1 3.1 3.6 4.6 5.0 6.0 5.6 4.2 3.7 1.5 2.0
Greece 8.6 119 128 165 219 226 20.7 18.1 179 182 223 157 142 147 193 18 146 140 108 9.0
Iceland 24.2 276 433 463 556 508 522 826 316 326 198 159 259 232 16.2 353 4.9 49 13 0.7
Ireland 12.1 14.1 8.0 149 186 197 149 92, 74 50 4.6 2.6 29 3.6 1.6 22 2.6 1.9 2.5 2.5
Luxembourg 59 5.7 34 49 1.5 86 106 83 6.5 4.3 1.3 1.7 2:7 3.6 3.6 29 2.8 35 2.8 2.5
Netherlands 74 6.1 45 43 6.9 6.3 523 2.8 2L 22 0.3 0.2 0.5 112] 2 34 3.0 241 21 2.0
Norway 74 8.6 7.8 5.1 100 134 110 84 6.4 5.9 e 79 6.2 43 4.8 4.1 2.6 1.9 1.4 1.8
Portugal 8.6 273 213 252 216 202 202 260 284 193 13.8  10.1 10,0 121 126 111 9.8 6.7 5.7 44
Spain 10.1 23.7  19.1 16.5 157 146 146 126 119 7.1 94 57 5.0 6.6 6.5 6.3 6.4 S 4.5 34
Sweden 7.1 10.7 116 79 138 123 106 113 17 7.0 4.7 53 59 6.8 07" wlQ: 2.6 6.1 24 33
Switzerland 557 1.2 0.7 4.5 4.5 6.6 5.5 26 33 3.7 0.3 1.5 2.3 35 3 SN/ 4.1 2.9 #0125
Turkey 15.7 207 536 762 1184 499 309 317 504 454 212 351 624 633 467 517 562 519 1060 82.0
Total of smaller European
countries 9.0 139 149 170 226 159 130 117 130 105 T2 7.5 10.1 11:2)  l0i1 10.5 10.0 9.1 13.6 110
Australia 9.0 104 8.5 94 104 92 104 9.3 6.4 6.9 8.5 79 7.0 6.6 6.0 3.6 1.7 1.9 1.8 2.5
New Zealand 8.4 162 122 140 179 147 153 12 6.5 167 128 128 84 6.5 72 352 1.0 14 1.0 1.8
Total of smaller countries 9.0 13.5 14.1 160 210 150 128 113 120 102 1.5 7.6 9.7 10.5 9.6 9.6 8.8 8.1 11.9 9.8
Total OECD 7.4 9.1 8.2 9.5 124 100 7.8 6.3 5.7 5.0 33 38 4.2 5.2 Sal 5.1 4.2 35 35 34
Total OECD less Turkey 73 8.9 7.6 8.6 11.0 9.5 15 59 5.1 44 341, 34 34 44 4.6 4.4 3.5 2.8 2.1 24
OECD Europe 8.4 117 104 125 163 13.1 1.2 9.1 8.6 6.9 4.2 4.5 5.6 6.7 6.1 6.9 6.1 54 6.3 5.0
OECD Europe less Turkey 8.1 11.4 9.0 103 129 118 105 8.4 7.2 5.6 3.7 35 3.7 4.7 4.7 53 44 3.8 3.0 2.5
EC 8.2 11.8 92 108 133 120 107 8.5 74 5:7 37 3% 3:7 4.8 4.6 53 4.5 3.8 3.1 25
Total OECD less the United
States 8.4 104 8.7 99 136 107 9.0 T2 6.8 5.6 34 35 4.2 53 S: 55 4.7 4.0 4.4 3.6
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Annex Table 15. Consumer prices®
Percentage changes from previous period

Average 995 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

1970-74

United States 6.2 9.1 547 6.5 7.6 113 135 103 6.1 349 43 315 1.9 3, 4.1 4.8 54 4.2 3.0 3.0
Japan 11.3 11.8 94 8.2 42 X7 7.8 49 2.7 1.9 22 2.0 0.6 0.1 0.7 ) 31 33 7 1.3
Germany* 6.2 5.9 4.6 37 2.7 4.1 5.5 6.3 553 3.3 24 22 01 0.2 I8 2.8 2.7 3.5 4.0 4.1
France 8.1 11. 9.6 9.4 9.1 108 136 134 118 9.6 74 5.8 7] 3.1 25 3.6 34 3% 2.4 231
Italy* 10.0 17.2 16.5 18.1 124 15.7 21.1 18.7 16.3 15.0 10.6 8.6 6.1 4.6 50 6.6 6.1 6.5 58 4.2
United Kingdom 10.4 24.2 16.5 15.8 8.3 134 18.0 11.9 8.6 4.6 5.0 6.1 34 4.1 4.9 7.8 9.5 5.9 347 1.6
Canada 6.5 10.7 7SS 8.0 8.9 9.1 102 124 108 5.8 43 4.0 4.2 44 4.0 5.0 4.8 5.6 1.5 1.8
Total of above countries 7.7 11.3 8.2 8.4 7.3 9.9 12.7 10.3 7.2 4.7 4.7 4.0 21 29 34 4.5 5.0 4.3 30 R
Ausltria 7.0 8.4 3 55 3.6 Wl 6.3 6.8 5.4 313 57 3.2 1.7 1.4 1.9 2.6 33 313 4.0 3.6
Belgium ] 12.8 9.2 | 4.5 4.5 6.7 7.1 8.7 7.7 6.3 4.9 153 1.6 1.2 30 34 32 24 2.8
Denmark 9.2 9.6 9.0 11.1 10.0 9.6 123 117 101 6.9 6.3 4.7 3.6 4.0 4.6 4.8 2.7 24 29 1.3
Finland 10.2 179 144 126 78 75 116 120 9.6 8.3 7.1 5.9 29 4.1 SHl 6.6 6.1 4.3 29 22
Greece 12.0 136 13.0 124 126 191 247 245 210 202 185 193 230 164 135 137 204 195 159 144
Iceland 19.1 49.1 356 263 438 478 588 506 500 852 289 325 212 17.8 257 208 159 6.8 37 4.1
Ireland 11.4 209 180 136 77 132 183 204 17.1 10.5 8.6 5.5 38 ol 201 4.1 33 37 3.1 1.4
Luxembourg 6.4 10.7 9.8 6.7 3.1 4.5 6.3 8.1 9.4 8.7 5.6 4.1 03 -0l 1.4 34 347 341 312 3.6
Netherlands 8.2 10.2 8.8 6.4 4.1 42 6.5 6.7 5.9 27 33 2.3 0.1 -0.7 0.7 L1 215 B3%7 32 2.6
Norway 7.6 11.7 9.1 9.1 8.1 48 109 137 113 8.4 6.3 5.7 7\ 8.7 6.7 4.6 4.1 34 23 223
Portugal 14.2 204 193 272 225 239 166 200 224 255 288 196 118 9.4 9.7 126 134 114 8.9 6.5
Spain 10.9 170 17.6 245 198 157 156 145 144 122 113 8.8 8.8 52 4.8 6.8 6.7 59 5.9 4.6
Sweden s 98 102 114 100 72 137 121 8.6 8.9 8.0 7.4 42 42 5.8 64 105 93 23 4.6
Switzerland 7.9 6.7 1.7 1.3 1.1 3.6 4.0 6.5 5.6 3.0 29 34 0.8 1.4 1.9 39 54 5.8 4.0 33
Turkey* 14.7 19.5 17.1  27.1 453 587 1102 366 297 314 484 450 346 38. 754 633 603 660 70.1 66.1
Total of European countries 8.9 14.1 11.7 12:3 96 116 156 129 11.1 9.0 8.2 .1 4.5 43 5.6 6.9 73 6.9 6.2 54
Australia 9.1 151 1358 N23 7.9 9.1 9.8 10.1 112 101 39 6.7 9.1 8.5 7718 15 7743 3% 1.0 1.8
New Zealand 9.1 147 169 144 120 137 172 154 162 73 62 154 133 157 6.4 5.7 6.1 2.6 1.0 13
Total OECD 8.0 11.7 8.9 9.3 8.1 104 135 108 8.0 5.6 5.6 49 3.0 3.6 4.3 5.4 8 512 4.0

OECD Europe less Turkey 8.8 140 11.6 120 88 103 133 122 106 8.4 71 6.0 3. B3] L7, 58 5.7 5.1 42 34
EC 8.9 144 120 125 9.1 109 137 124 109 8.6 72 6.1 3.7 B8] 3.6 5.3 5.7 5.1 43 33
Total OECD less Turkey 7.9 11.6 8.8 9.1 7.8 99 126 105 7.8 54 5.2 44 2N\ 392 315 47 52 4.5 32 2.8

a) Aggregates were computed using the previous year's consumer expenditure expressed in private consumption purchasing power parities.
b) Western Germany.

¢) Index for households of wage and salary carners.

d) Excluding rent.

¢) Until 1981: Istambul index (154 items): from 1982, Turkish index.
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Annex Table 16. Oil and other primary commodity markets

1978 1979 1980 1981 1982 1983 1984 1985 198 1987 1988 1989 1990 1991 1992  1g93  Lrojections
1994 1995
Oil market conditions®
(in million barrels per day)
Demand
OECD 421 422 390 368 350 344 351 347 357 364 375 379 380 382 388 39.1 396
of which: North America 213 209 194 185 17,6 172 177 176 181 185 192 193 189 186 189 19.1 19.6
Europe 146 150 139 129 123 121 1234 120 125 126 128 128 130 134 136 13.7 137
Pacific 6.2 6.3 57 54 5. 5.1 513 5.1 52 5'3 5.6 5.8 6.1 6.2 6.3 6.3 6.3
Non-OECD 222 233 237 241 244 247 249 255 261 269 275 282 284 28,6 282 280 282
Total 643 655 627 609 594 591 600 602 618 632 650 66.1 664 668 670 670 678
Supply
OECD 143 149 150 151 154 160 167 17.1 169 168 167 159 159 163 166 168 174
Total OPEC 304 315 276 236 199 186 188 17.6 199 197 218 238 248 250 262 269 ..
Former USSR 114 11,7 121 123 123 124 123 120 124 125 125 122 115 104 9.0 7.8 6.9
Other non-OECD 79 8.7 9.4 96 106 11.1 119 26 129 134 138 142 148 152 154 160
Total 640 668 641 606 582 581 597 592 620 624 648 661 670 669 672 6715
Trade
OECD net imports 275 280 245 216 19.1 180 186 174 192 198 207 221 224 219 222 224 222
Former USSR net exports 3.0 3.0 3.2 32 32 32 3.2 2.9 34 3.6 3.6 34 3.0 2.1 24 2.2 2.0
Other non-OECD net exports 245 256 222 182 152 142 149 137 156 151 170 186 197 199 203 205
Prices
OECD crude oil import price (cif, $ per b)* 142 200 327 364 338 299 290 276 149 180 149 175 222 193 185 164 143 145
Prices of other primary commodities*
(dollar index, 1991 = 100)
Food and tropical beverages 124 135 177 144 110 117 i15 99 110 97 117 116 106 100 96 95 97 99
of which: Food 97 110 168 136 95 101 92 76 78 84 109 113 105 100 99 99 109 111
Tropical beverages 214 221 207 170 161 169 193 176 218 142 143 124 108 100 85 92 105 107
Agricultural raw materials 82 96 106 92 80 85 85 79 79 92 101 100 106 100 97 95 104 107
Minerals, ores and metals 73 97 107 90 78 84 78 75 71 84 123 123 111 100 96 82 81 83
Total 98 113 145 119 93 100 96 85 88 90 114 114 107 100 97 94 101 103
Memorandum item
Export prices of OECD manufactures
(dollar index) 60 68 75 71 69 67 65 65 78 88 93 92 101 100 103 97 98 100

a) Based on data published in 1EA, Oil Market Reporr, May 1994; Annual Statistical Supplement, Seplember 1993,

b) By technical assumption, prices are sel to rise at the same rate as OECD manufactured export prices as of 1994 I1.

c) Indices through 1993 are based on data compiled by UNCTAD; OECD Sccretariat estimates and projections for 1994 and 1995.
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Annex Table 17. Labour force®
Percentage changes from previous period

1991

Labour force 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 191;;"5““"1‘};”
(thousands) k -

United States® 125 312 2.9 33 2.7 1.9 1.6 14 1.2 1.8 1.7 2.1 1.7 1S 1.8 0.8 04 13 0.8 2.6 18
Japan 65 030 14 1.5 19, 1.0 1.0 12 2.0 0.7 0.6 1.0 1.1 1.3 1.7 1.8 1.9 1.2 0.6 0.7 0.8
Germany 39047 0 0.6 12 155 1.3 0.9 0.2 0.2 0.8 1.0 0.7 0.8 0.7 741 20 06 -06 -05 -01
France 24 955 1.3 0.7 0.8 0.5 0.7 09 0.1 0.6 1.1 0.5 0.5 04 0.7 0.5 0.8 0.3 0.2 0.3 0.5
Italy 24 063 14 04 165 1#2) 1.2 04 1.2 0.5 0.5 1.7 0.8 1.2 0.1 1.1 04 0 -61 02 0.4
United Kingdom 28 323 04 0.6 0.9 06 03 04 0.7 2.4 1.3 0.5 0.7 0.9 0.5 01 06 -09 09 0.3 0.6
Canada 13 756 29 37 31 3.1 2.8 0.3 1.5 1.7 1.7 157 2.1 2.0 1.7 1.3 0.6 0.3 i3] 15 20
Total of above countries 320 486 1.8 19 1.8 14 1.2 1.0 1.1 13 1.2 14 12 13 1.3 1.1 0.8 06 0.1 12 0.9
Austria 3596 13 1.3 1.2 0.4 12 2 0.4 02 02 0.9 13 0.1 0.5 289, 2.0 22 0.1 0.4 0.6
Belgium 4210 0.5 0.7 1.2 0.3 0.6 0.6 04 01 05 -01 0.1 0.3 0.4 0.8 0.7 0.6 0.6 0.3 0.5
Denmark 2815 2.0 2.0 0 0.4 1.0 1.2 1.0 1.3 1.4 1.3 0.8 0.2 02 07 0.7 0.7 06 -02 04
Finland 2.533 0.1 0 1.1 1.8 13 1.5 0.6 0.7 0.8 01 -06 -03 05 01 09 -12 -07 =01 0.3
Greece 3933 0.6 0.6 1.1 2.3 6.0 1.0 34 0.7 06 0.1 0.1 2.0 0.2 08 -17 2.6 0.5 0.3 0.3
Iceland 136 0.1 3.0 1.0 32 49 3.0 12 1.7 32 2.8 56 26 06 0 6.1 5.1 02 =02 0.2
Ireland 1345 1.6 1.8 2.0 1.1 2.0 1.9 0.8 0 04 0.5 08 07 -14 N7 24 14 14 0.9 1.2
Luxembourg 168 0 01 0.7 0.5 0.7 0 01 0.6 0.6 1.0 1.5 1.2 1.4 1.5 1.6 0.4 0.1 0.2 0.2
Netherlands 7011 0.1 0.9 1.5 2.0 1.3 0.7 ) 0.5 0.1 1.6 1.3 25 1.1 24 2.0 1.7 253 14 1.0
Norway 2126 1.7 1.9 1.2 0.2 1.8 1.1 0.9 1.0 1.7 2.9 2.0 06 -13 06 07 0.2 0 0.6 M|
Portugal 4803 2.1 0.6 1.5 2.0 0.1 -0.2 4.3 07 -03 0.1 1.0 1.1 1.5 1.8 24 64 06 0.2 0.8
Spain 15073 ~0.1 0.2 0.1 0 0.2 1.2 1.1 0.6 0.8 1.7 24 1.6 1.3 14 04 0.5 1.1 1.2 0.9
Sweden 4552 04 0.8 14 1:3 0.2 0.5 04 04 0.8 -0.8 12 141 1.3 11 05 -18 23 09 0.6
Switzerland 3599 0.1 0.9 1.1 22 2.3 0.7 0.5 12 1.8 1.2 1.1 1.1 1.0 143 05 -08 08 05 0
Turkey* 19967 45 14 0.2 0.6 02 0.9 1.8 14 1.2 257 2.8 1.6 2.0 14 0.1 1.1 1.8 1.8 1.8
Total of smaller European

countries 75 868 1.5 0.9 0.7 0.9 0.9 0.9 14 0.8 0.7 14 1.7 1.3 1.1 153 04 0.3 0.8 0.9 1.0
Australia 8 586 1.8 1.1 1.1 2.8 1.7 1:5 1.3 1.8 20 35 242 2.6 37 25 0.9 09 02 13 .7,
New Zealand 1628 1.7 0.5 1.6 0.7 1.6 1.0 0.7 1.9 25 0 09 -16 -1.0 1.6 14 0.4 08 10 1.0
Total of smaller countries 86 082 1.6 0.9 0.8 1.1 1.0 1.0 1.3 0.9 0.9 135 1.7 1.3 i3 14 0.5 0.4 0.7 0.9 1.1
Total OECD 406 568 1.7 1.7 1.6 i4 1.1 1.0 1.1 1.2 1.1 14 1.3 13 153 1.1 0.7 0.6 0.1 1.2 0.9
OECD Europe 192 256 1.1 0.7 09 1.0 0.8 0.6 0.8 0.9 0.8 1.1 ) (] 1.0 0.7 1.1 06 01 07 0.3 0.6
EC 155 747 0.7 0.6 1.0 1.0 0.8 0.5 0.8 0.8 0.8 0.9 0.8 1.0 0.6 j 1 07 02 -1.0 0.2 0.4
Total OECD less the United

States 281257 1.2 1.0 1A 1.1 1.0 0.8 1.1 09 09 192 1.1 1.2 1.1 13 0.9 02 03 0.5 0.8
Memorandum items (millions)
North America - 1095 113.1 1162 118.5 120.6 1222 1236 1258 128.0 130.6 1329 1349 1374 1385 139.1 1408 142.0 145.6 1475
OECD Europe - 1632 1644 1659 1675 168.8 1699 1713 1728 1742 176.1 178.0 179.8 181.1 183.1 1923 192.1 190.8 191.3 192.5
EC — 131.8 1326 1339 1352 1363 137.1 138.1 1393 1404 141.7 1429 1443 1451 146.6 1557 1554 1539 154.1 1548
Total OECD - 3351 340.8 346.1 350.8 354.8 3583 3624 366.7 370.8 3762 381.1 386.0 391.1 3955 406.6 4089 4092 4140 4177

a) For sources and definitions, see ‘‘Sources and Methods’’.
b) Break in series as of January 1994,
¢) The figures incorporate important revisions to Turkish data; see ‘‘Sources and Methods™’.
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Annex Table 18. Labour force participation rates®

Average

1968.77 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
United States? 66.3 70.0 70.7 71.0 71.2 71.5 71.6 722 72.7 73.5 74.1 74.7 75.6 75.8 75.6 75.9 75.9
Japan 714 =S 71.8 71.8 7281 72.3 73.0 72.7 72.5 724 72:5 727 733 74.2 5.2 75.9 75.9
Germany 68.7 67.9 68.1 68.3 68.1 67.8 67.3 67.0 67.4 68.0 68.4 68.7 68.6 69.0 7S 70.5 69.6
France 67.8 68.4 68.4 68.1 67.6 673 66.4 66.2 66.4 66.5 66.5 66.4 66.2 66.3 66.5 66.5 66.4
Italy 57.8 58.3 58.7 59.3 59.6 59.0 58.9 58.3 58.1 59.0 594 59.5 59.8 61.3 61.5 61.4 57.7
United Kingdom 73.0 74.0 74.2 74.2 fI3:S 729 72.9 73.9 74.7 74.8 152 75.8 76.0 76.0 73:5 75.0 74.4
Canada 65.7 69.5 70.4 713 72.1 1.5 719 725 132 73.9 74.8 755 76.0 76.1 715:6 71.6 71.8
Total of above countries 67.5 69.2 69.6 69.8 69.9 69.8 69.9 70.1 70.4 70.9 183 71.7 72.2 72.6 73.0 72.9 724
Austria 67.7 67.2 67.6 67.3 67.1 67.7 66.8 66.3 65.8 66.2 66.9 66.8 67.0 67.7 68.2 69.3 69.1
Belgium 62.3 62.4 62.8 63.0 63.3 63.0 62.8 62.3 62.0 61.8 61.8 61.8 62.1 62.6 63.1 63.4 63.8
Denmark 73.7 79.8 79.3 79.2 79.4 79.9 80.3 81.1 81.9 82.6 82.9 82.8 82.8 81.9 81.0 81.3 81.6
Finland 71.6 74.0 74.5 7553 76.0 76.5 76.5 76.5 76.9 76.8 76.3 76.1 76.5 76.1 75.0 73.9 1333
Greece 573 S 55.4 5519 58.7 58.7 59.9 59.8 59.6 59.1 58.7 5925 592 58.9 512 58.6 58.8
Iceland 70.8 73.6 34 74.3 76.7 71.6 s, 716 79.3 80.8 84.0 80.1 78.6 78.0 81.6 qi:2 71.0
Ireland 64.1 62.3 62.4 62.3 62.6 63.0 62.7 62.0 61.3 61.4 61.6 61.0 60.3 61.2 61.8 62.5 63.2
Luxembourg o 61.2 61.7 61.5 61.4 61.2 60.6 60.7 60.7 60.8 61.5 61.8 62.4 62.8 62.8 = =
Netherlands 67.8 64.4 64.5 64.8 64.8 64.5 64.5 64.1 63.4 63.9 64.1 65.2 65.5 66.7 67.6 68.4 69.9
Norway 69.8 75.1 75.6 15:3 76.1 764 76.5 76.7 715 79.2 80.3 80.1 78.7 78.0 g 76.9 76.8
Portugal 65.0 68.6 68.8 68.6 68.1 67.5 69.9 69.9 69.4 69.2 69.5 70.0 71.7 {1222 73.4 68.5 67.8
Spain 59.9 57.6 57.0 56.3 56.0 56.0 55.8 555 55.4 55.8 56.6 57.0 ST 57.6 574 57.4 S,
Sweden 75.8 79.3 80.1 80.8 80.6 80.7 80.9 81.0 81.6 80.9 81.7 82.3 829 84.6 83.8 82.0 79.9
Switzerland 76.1 73.6 73.7 74.4 75 74.7 744 74.7 755 75.8 76.0 76.2 77.6 78.0 774 76.1 754
Turkey ¢ 72.2 713 69.2 68.2 65.8 64.1 62.9 61.6 60.2 60.9 60.9 60.1 59.6 58.9 575 56.6 56.9
Total of smaller European countries ~ 66.8 66.4 65.9 65.6 65.2 64.7 64.5 64.0 63.5 63.9 64.1 64.2 64.2 64.3 63.7 63.4 63.5
Australia 69.6 70.0 69.7 70.5 70.4 70.1 69.8 69.9 70.6 71.7 71.9 724 73.7 74.4 743 74.2 132
New Zealand 73.7 74.5 75.4 7Sl 75.6 75'3 74.2 743 75.5 752 74.9 732 12-2 72.7 72.9 7251 7341
Total of smaller countries 67.2 66.9 66.4 66.2 65.8 654 65.1 64.7 64.3 64.7 65.0 65.0 65.2 65.3 64.8 64.5 64.5
Total OECD 67.5 68.6 68.9 69.0 69.0 68.8 68.8 68.8 69.0 69.4 69.8 70.1 70.5 70.9 il 70.9 70.6
OECD Europe 66.8 66.8 66.7 66.7 66.4 659 65.6 65.3 65.3 65.7 66.0 66.1 66.2 66.5 66.8 66.4 65.7
EC 65.7 65.6 65.7 65.7 65.6 65.2 65.0 649 65.0 65.4 65.7 66.0 66.2 66.6 67.3 67.0 66.2
Total OECD less the United States 67.9 68.] 68.1 68.2 68.0 67.7 67.6 674 674 67.7 68.0 68.2 68.4 68.9 69.2 68.9 684

a) Tor sources and definitions, see ‘‘Sources and Methods’’.

b) Break in series as of January 1994.

¢) The figures incorporate important revisions to Turkish data; see *‘Sources and Methods™.
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Annex Table 19. Employment“

Percentage changes from previous period

1991 SR
Employment 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 19‘;?““"'1‘395
(thousands)

United States® 116 869 347} 44 2.9 0.5 .1 09 1.3 4.1 2.0 23 2.6 2.3 2.0 05 -09 0.6 15 39 1.8
Japan 63 670 13 1.3 1.3 1.0 0.8 1.0 1.7 0.6 0.7 0.8 1.0 147 2.0 20 19 1.1 0.2 0.3 0.9
Germany 36 446 0.1 08 1.7 1.6 01 -12 -14 0.2 0.7 14 0.7 0.8 15 2.8 28 -17 -19 -18 0
France 22594 0.8 0.4 0.1 0.1 0.6 02 03 -09 0.5 03 04 1.0 14 1.0 0.1 -08 -12 4 0.6
Ttaly 21410 0.9 0.3 1.0 173 02 03 0.2 04 04 0.5 02 1.1 0.1 1.8 09 06 8 -16 02
United Kingdom 25977 0.1 0.8 13 -10 34 -19 -02 2.2 1.1 03 23 33 2087 03 32 27 -13 152 14
Canada 12 339 18 315 4.1 3.0 27 35 0.5 2.4 2.6 2.8 29 32 2.0 07 -18 038 1.2 1.9 2.7
Total of above countries 299 304 19 2:3 1.9 0.7 03 -06 0.7 2.0 1.3 14 1.7 19 1.8 12 0 -01 -01 1.2 1]
Austria 3471 14 0.9 12 0.7 0.6 1.2 -1.0 0.1 0 14 0.6 0.3 1.0 241 1.7 21 07 0.1 0.5
Belgium 3819 -04 0.1 09 01 -19 -13 -10 -02 0.6 0.7 0.5 115 1.6 14 01 04 -13 07 0.6
Denmark 2519 0.8 1.0 12 05 -13 0.4 0.3 1.7 2.5 26 09 06 06 -10 -18 01 06 1:2 0.9
Finland 2 340 20 -14 2.5 32 1.1 1.0 0.6 1.0 1.0 03 -03 0.3 16 01 -52 -71 -61 09 1.3
Greece 3632 08 04 1.1 14 52 08 1.1 0.3 1.0 03 0.1 157 04 12 23 15 08 07 -0.!
Iceland 134 03 29 1.0 33 4.8 2.6 0.9 1.5 3.6 3.1 58 -28 -16 0.1 65 67 -1.1 =20 0
Ireland 1135 1.8 25 392 1.0 09 02 -21 -18 =25 0.5 0.6 03 -0l 39 0.3 0.5 &) 2.0 145
Luxembourg 196 02 03 0.8 0.5 04 03 05 0.5 0.7 1.2 1.3 13 15 1.6 14 02 04 05 04
Netherlands 6521 0.2 0.9 14 1.2 11 21 -3 0.5 13 25 1.6 29 2.0 3.3 2.6 2.0 08 05 1.3
Norway 2009 2.0 1.6 1.1 0.5 15 0.4 0.1 13 243 35 19 06 =30 -10 -0 03 0 1.0 15
Portugal ¢ 4 606 06 02 152 219 05 0.1 40 0.1 -04 0.1 2.6 2.6 22 22 30 64 20 07 0.2
Spain 12 609 -07 -17 -17 =30 30 -13 -11 -18 09 2.2 3.1 29 4.1 26 02 -19 43 -11 1.0
Sweden 4430 02 04 1.5 1.3 02 0.1 0.1 0.7 1.0 -07 1.6 14 155 09 -17 41 53 07 0.9
Switzerland 3559 04 1.0 1.1 23 2.3 0.5 0 1.0 1.9 14 12 152 T 1.3 01 -22 -28 05 0.8
Turkey 18 420 33 1.4 1S, 1.3 0.9 1.1 1.0 1:5 1.7 i9 2.3 1hS 1.9 2.0 0.3 1.0 09 -25 0.1
Total of smaller European

countries 69 371 0.9 0.3 0.8 04 01 01 0.1 0.3 0.8 15 1.8 1.6 1.8 1.8 02 -08 -14 -1.0 0.7
Australia 7771 09 0.3 14 29 2.0 0 -18 29 345 36 DED, 397 4.8 1.6 -18 -05 04 25 2.7
New Zealand 1461 1.5 —006 14 0.1 0.7 09 -10 2] 35 -04 08 31 =26 09 -14 0.4 2.0 1.6 1.6
Total of smaller countries 78 603 09 0.3 0.9 0.6 0.1 01 -01 0.6 1.1 1.6 1.8 1.7 2.0 1.8 01 07 -12 <06 0.9
Total OECD 377 908 157/ 1.8 1.7 0.7 03 05 0.5 1.7 1.3 15 1.7 19 1.9 1.3 0 02 03 0.8 1.1
OECD Europe 175 798 0.6 05 09 04 06 06 02 04 0.7 1.0 12 1.6 1.6 1.6 02 -12 -19 08 0.6
EC 141 434 0.3 04 0.8 02 -10 09 04 02 0.6 0.9 1.1 1.7 1.7 127, 03 -14 21 07 0.6
Total OECD /ess the United

States 261 039 0.8 0.8 12 08 0.1 -03 0.2 0.6 0.9 181 13 1.7 1.8 1.7 04 06 -11 -03 0.8
Memorandum items (millions)
North America - 1017 106.0 1092 1100 111.4 1102 111.5 1159 1184 121.1 1243 1272 1298 1305 1292 1298 131.7 1357 1383
OECD Europe 1544 1552 1566 157.3 1563 1554 155.1 1557 1569 1584 1604 163.0 1656 168.3 1758 173.6 1703 168.9 169.8
EC - 1249 1254 1264 1267 1254 1242 1237 1240 1247 1258 1273 1295 1316 1338 1414 1394 1365 1356 1363
Total OECD - 317.0 3228 3283 330.5 331.5 3299 331.7 3374 341.7 346.7 3525 3593 3660 3707 3779 3770 3757 3787 383.0

a) For sources and definitions, see ‘‘Sources and Methods™”.

b} Break in series as of January 1994.

¢) Break in series in 1992.

d) The figures incorporaie important revisions to Turkish data; see “‘Sources and Methods™".




Annex Table 20. Unemployment rates: commonly used definitions®

1991

Unemployment 1977 1978 1979 1980 1981 1982 1983 1984 1985 198 1957 1988 1989 1990 1991 1992 1903  Projections
(thousands)

United States? 8 443 7.0 6.1 5.8 72 7.6 9.7 9.6 7.5 7.2 7.0 6.2 36 53 SIS 6.7 74 6.8 6.3 5.8
Japan 1360 2.0 2.2 2.1 2.0 282, 243 257 ¥y 2.6 2.8 2.9 2.5 213 21 2] 29 2 29 2.8
Germany 2 602 3.8 3.7 35 L2 4.5 6.4 79 7.9 8.0 iy 7.6 7.6 6.9 6.2 6.7 7.7 89 100 100
France 2361 49 59, 59 6.3 74 8.1 8.3 9.7 103 104 105 100 94 8.9 9.5 104 11.7 123 122
ttaly 2 654 72 73 7.8 1T 8.5 92 100 101 102 M2 124 12.1 12.1 1.5 110 116 104 117 119
United Kingdom 2346 5.2 4.9 4.5 6.1 9.1 104 112 J14 B6e- 137 103 8.2 6.2 59 8.3 100 103 9.6 8.9
Canada 1417 8.1 8.3 7.4 TS 76 110 118 11.2 105 9.5 8.8 7.8 7.5 8.1 103 11.3 11.2 108 102
Total of above countries 21182 59 5.0 4.9 5.6 64 7.8 82 A5, 74 74 7.0 6.3 5.8 5.8 6.6 7.3 7.3 74 7.1
Austria 125 1.4 1.8 1.8 1.6 22 3.1 347 3.8 3.6 31 3.8 3.6 311 31 3.5 3.6 42 4.5 4.6
Belgium 391 6.7 72 3 79 102 119 132 13. 12.3 116 113 103 9.3 8.7 93 108 191 28 124
Denmark 296 6.4 743 6.2 7.0 92 98 104 10.1 9.0 7.8 7.8 8.6 93 96 105 112 122 11.0 105
Finland 193 5.9 7.3 6.0 4.7 4.9 54 54 5.2 5.0 54 Sl 4.5 35 315 76 131 179 185 17.7
Greece 301 1.7 1.8 1.9 2.8 4.0 5.8 7.8 8.1 7.8 74 74 7.6 74 7.0 7.7 8.7 9.8 107 110
Iceland 2 0!3 0.4 0.4 0.3 0.4 0.7 1.0 13 0.9 0.6 0.5 0.6 1.6 1.8 14 3.0 4.3 6.0 6.2
Ireland 210 8.8 8.2 74 3 99 114 140 155 174 174 175 167 156 139 156 163 166 157 154
Luxembourg 2 0.5 0.8 0. 0.7 1.0 113 1.6 1.7 1%, %5 BT 1.6 1.4 123 i4 1.6 241 2.7 2.5
Netherlands 490 3.8 3.8 39 4.6 6.8 04 Brg M= 105 9.8 9.5 9.1 8.3 755 7.0 6.7 8.1 9.8 9.5
Norway 116 1.4 1.8 1.9 1.7 2.0 2N/ 34 5)7) 2.6 2.0 201 3.2 4.9 512, 55 5.9 6.0 5.6 52
Portugal 198 7.1 7.9 8.2 8.0 vy 1.3 7.8 8.6 8.7 8.6 A S 5.0 4.7 4.1 4.2 5.5 6.4 6.9
Spain 2 464 52 7.0 8.6 11. 143 164 182 20.1 215 21.0 205 195 173 163 163 184 227 245 244
Sweden 122 1.8 22 2] 2.0 2.5 32 8.5 3l 2.9 2.1 21 1.8 1S 1.7 29 53 8.2 8.0 7.8
Switzerland 39 0.4 0.3 0.3 0.2 0.2 0.4 0.9 1.1 0.9 0.8 0.7 0.6 0.5 0.5 1.1 2.5 45 4.5 3.8
Turkey ¢ 1547 9.8 9.8 8.6 8.1 7.1 7.0 7.7 7.6 7.1 79 8.3 8.4 8.5 8.0 7.7 7.9 87 126 140
Total of smaller European

countries 6 496 5.6 6.2 6.2 6.7 7.5 8.5 9.6 100 9.9 9.8 9.7 94 8.8 8.3 8.6 96 11.5 132 135
Auslralia 815 5.6 6.4 6.1 6.0 5.7 7.1 9.9 8.9 8.1 8.0 8.0 7l ] 7.0 9.5 10.7 109 10.0 9.2
New Zealand 167 0.6 1.7 19 2! 3.5 3.6 53 4.5 35 4.0 4.1 5.6 7R 7.8 103 103 9.2 8.7 8.1
Total of smaller countries 7479 S5 6.2 6.1 6.5 73 8.3 9.6 9.8 9.6 9.5 9.5 9.1 8.5 8.2 8.7 9.7 114 128 129
Total OECD 28 660 54 53 D2 5.8 6.6 7.9 8.5 8.0 7.9 7.8 /53 6.9 6.4 6.3 7.0 7.8 8.2 8.5 8.3
OECD Europe 16 458 5.4 5.6 5.6 6.1 7.4 8.5 9.5 9.9 100 100 9.9 9.3 8.6 8.1 8.6 TN (015770 | 57 1663
EC 14314 5.2 54 5.6 6.3 8.0 94 104 109 11.1 11.2 109 103 9.3 8.7 92, 108, MI1:31 W2:0p A9
Total OECD less the United

States 20218 4.7 4.9 4.8 92 6.1 7.1 8.0 8.2 8.2 8.2 8.1 7.6 7.0 6.6 72 8.0 8.8 9.5 9.5
Memorandum items (millions)
North America = 7.8 7.1 7.0 8.5 02 [F12100 121 9.9 9.6 9.5 8.6 7.7 T3 8.0 99 109 103 9.9 9.2
OECD Europe = 8.8 9.2 93 102 125 144 162 17.1 173 177 176 168 155 148 165 185 204 224 226
EC 6.8 7.2 7.5 85 109 128 144 152 56 158 156 148 135 128 143 160 174 8.6 184
Total OECD - 180 180 17.8 203 234 284 307 293 292 295 286 267 251 248 287 319 335 353 347

a) For sources and definitions, see “‘Sources and Methods™".

b} Break in series as of January 1994.

¢) Break in series in 1991 and 1992.

d) The figures incorporate important revisions to Turkish data: see *‘Sources and Methods™".
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Annex Table 21. Standardised unemployment rates
Per cent of total labour force

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

United States 55 83 76 69 60 58 70 75 95 95 74 71 69 6.1 54 52 54 66 13 6.7
Japan 14 19 20 20 22 21 200 P2 P4 9% 27 26 238 28, 125 2.3 21 2.1 22 25
Germany? 16 36 37 3.6 35 39 @2l @2 W59 NaEdlh B 7 64 62 62 56 48 42 46* 58t
France® 28 40 44 49 52 58 62 74 81| 83 9.7 102 104 105 100 94 89 94 104 116
Ttaly 53 58 66 10 71 76 15 7.8 84 88 94 96 105 109 11.0 109 103 99 105] 102
United Kingdom? 290 43 56 60 59 50 64 98 113 124 117 112 112 103 86 72 70 88 100 103
Canada 53 69 7.1 80 83 74 74 75 109 118 112 104 95 e g7 G5 81 102 112 111
Major seven countries 37 54 54 54 51 49 5.5 63 771 811 73 72y @h 6.7 6.1 5.7 56 63 69 6.9
Belgium® 30 50 64 74 719 82 88 108 126] 121 121 113 112 110 97 80 72 72 19 9.1
Finland 17 22 38 5.8 7.2 59 46 48] 53 54 52 50 53 50 45 34 34 75 130 177
Ireland N c N 3 . . . . . 140 155 170 170 1671 162 147 133 147 155 158
Netherlands 27 52 55 5.3 53 54 6.0 85 114 120 118 106 99 96| 91 83 7.5 70 67 8.3
Norway 15 23 1.7 1.4 1.8 201 16 20 26 34 31 26 20 21 32 49 52 55 5.9 6.0
Portugal N o u 3 . . . . . 7.8 84 85 g4 70 57 50 46 41 4.1 55
Spain 26 36 45 5.1 6.8 84 111 138 156 170 197 211 208 201 191 169 159 160 181 224
Sweden 2.0 16 1.6 1.8 o¥) 2.1 2.0 25 3.2 35 3.1 28 271 19 1.6 1.4 15 27 48| 82
Australia 26 48 47 56 62 62 6o Bal Wl 99 89 82 80 80 72 61 69 95 107 108
New Zealand - . . . . 5 - . . . . ) 40 41 56 7.1 77 102 103 95
Total OECD 35, 62 BB 5.3 599 5] 5.7 66 811 851 80 78 77 13 67 6.2 6.1 6.8 7.5 78
Memorandum item:

EC* 30 43 50 54 56 57 64 81 94] 103] 107 109 108 106 99 90 84 87 95 106

a) Series based on EC Labour Force Surveys: see corresponding notes in Quarterly Labour Force Statistics.

b} Western Germany.

c) EC: only countries shown — Germany, France, Ttaly, United Kingdom, Belgium, Ireland, Netheriands, Portugal and Spain — are included in the area total.

Note: These unemployment rates are based on the ILO/OECD Guidelines. The unemployed are defined as persons of working age who are without work, available for work and actively seeking employment; unemployment is
expressed as a percentage of total labour force including all members of the armed forces. Break is marked by (I). The data above are averages of quarterly or monthly figures. For a detailed description of the sources and
methods used, see Standardized Unemployment Rates, Sources and Methods (OECD, 1985).
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Annex Table 22. Capital income shares in the business sector

Mot 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 ,Lrojections

1994 1995
United States 31.7 331 332 328 317 324 312 328 336 338 339 335 333 341 335 331 335 337 333 332
Japan 353 290 303 304 309 303 298 296 303 317 320 316 323 323 320 31.8 309 312 317 320
Germany" 34.1 333 337 335 313 309 312 332 340 345 351 346 356 363 371 370 367 368 388 399
France© 32.1 292 298 296 279 276 278 286 299 320 350 356 369 38.1 37.8 37.7 382 382 394 404
Italy? 30.4 338 349 355 360 353 354 345 364 366 386 384 389 383 374 366 367 384 406 413
United Kingdom*® 29.3 320 328 316 297 294 312 328 325 328 315 322 319 306 292 281 285 306 315 31.1
Canada“ 344 344 360 376 379 365 352 380 392 385 375 374 370 365 352 335 322 317 316 322
Total of above countries 32.5 321 327 325 317 317 312 322 331 337 341 339 341 345 340 336 336 340 344 347
Austriad 32.8 322 302 313 314 295 300 312 315 358 350 346 364 367 372 367 354 351 354 359
Belgium 33.9 28.7 287 289 277 275 290 295 304 319 314 323 343 365 347 323 313 296 308 319
Denmark 31.8 299 301 298 285 302 330 343 356 358 349 325 337 355 367 37.1 380 389 395 407
Finland ¢ 26.8 262 295 313 304 287 301 297 299 284 282 284 29.1 299 277 246 248 289 315 328
Greece 40.2 350 326 312 337 290 252 246 273 261 301 310 319 321 286 346 341 352 355 360
Ireland 21.8 24110 258" 223 185 214~ 2320 2311 1238 254 (248 2700 272 280 276 26.8 270 255 248 251
Netherlands? 30.0 300 299 297 297 320 335 350 384 392 379 380 385 406 409 400 384 376 388 396
Norway ¢ 21.4 218 207 238 233 234 227 233 239 236 236 228 234 249 256 256 261 289 297 30.1
Spain 32.1 302 308 309 325 317 332 327 362 378 384 391 402 409 40.8 409 408 422 428 435
Sweden 29.6 231 247 274 264 259 296 318 331 323 318 312 315 295 274 286 31.1 357 372 384
Switzerland ¢ 273 230 216 207 201 202 198 201 207 218 221 212 207 222 226 214 209 227 241 260
Australia 32.7 29.7 319 342 341 330 284 325 341 348 346 366 382 380 366 361 365 364 366 366
New Zealand“ 35.0 333 313 314 288 291 318 356 394 388 401 348 365 391 414 407 39.6 416 424 434
Total of above smaller
countries 312 287 291 296 296 293 297 308 328 337 337 339 349 358 352 349 348 356 365 372
Total of above
European countries 315 310 315 315 305 302 309 317 330 338 346 347 354 358 354 350 350 360 374 38.1
Total of above OECD
countries 323 316 322 321 314 313 310 320 331 337 340 339 342 347 342 338 337 342 347 350

a) Difficulties in making an appropriate imputation for the labour income of the self-employed mean that great care is needed in interpreting cross-country differences in the level of capital income shares. For details, see **Sources
and Methods™’.

b) Up to and including 1990, data concern western Germany; yearly data from 1991 concern the whole of Germany and the whole economy and exclude the employment adjustment for unpaid family workers for which data are not
available.

¢) Excluding the employment adjustment for unpaid family workers for which data are not available.

d) Excluding the employment adjustment for unpaid family workers prior to 1975 for Canada, 1977 for Italy and Finland, 1985 for Austria, 1986 for New Zcaland and 1987 for the Netherlands.

¢) Mainland business sector (i.e excluding shipping as well as crude petroleum and gas extraction).

Sources: OECD, National Accounts and OECD Secretariat estimates.




Annex Table 23. Rates of return on capital in the business sector¢

Average Projections
197096 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1983 1990 1991 1992 1993 1994 1995

United States 15.8 I516' 1518 pISI3I B8Ol N8l6 25N 1888 15128 15161 M5M7 159 162 168 166 164 174 183 188 19.2
Japan 194 140 149 145 143 138 134 133 138 145 147 145 150 152 149 148 140 138 139 14.0
Germany? 13.7 129 131 129 116 11.0 108 115 1139 4201 4255 1243 12.8  13.1 137 8% 18 13.0 138 14.1
France* 13.3 113 115 114 103 10,0 100 10.1 106 114 129 131 139 147 146 143 14.5 142 146 153
Italy? 114 11.8 123 129 129 120 119 116 124 124 136 137 139 13.7 131 128 124 123 127 13.0
United Kingdom ¢ 10.3 10.1 10.3 9.6 8.6 8.3 9.1 10.0  10.1 104 99 105 106 101 9.7 94 101 11.2 119 12.0
Canada“ 13.9 142 149 160 16.7 159 142 162 176 177 175 182 187 182 17.0 165 160 162 161 16.7
Total of above countries 15.2 139 143 140 13.] 127 121 129 1338 142 145 146 150 153 151 149 152 156 160 164
Austria“ 13.3 12.1 10.8 112 109 9.8 96 100 100 113 111 108 114 115 11.7 115 112 109 109 111
Belgium 135 11.0 11.0 109 10.5 99 103 104 109 116 116 121 132 141 133 123 11.8 10.7 111 1317
Denmark 10.9 9.3 9.2 9.0 8.1 8.1 9.1 9.5 102 103 10.1 92 96 100 103 102 104 104 108 11.4
Finland 4 9.2 74 84 9.5 9.3 8.7 9.1 9.1 9.2 8.7 8.6 8.6 8.9 93 8.2 6.6 6.4 2 8.4 94
Greece 29.3 193 174 159 165 13.5 1.7 103 114 107 116 115 125 123 115 141 14.2 150 152 154
Ireland 8.3 8.0 8.6 7.5 519 6.8 7.5 74 Tkl 8.4 8.3 9.6 9.6 99 104 9.8 99 9.3 23 9.6
Netherlands 139 142 140 137 134 142 148 155 174 180 175 16.8 171 184 189 185 173 168 17.2 17.5
Norway ¢ 8.0 7.5 6.1 7.1 6.8 6.7 6.1 6.2 6.6 6.3 6.5 6.1 6.0 6.1 6.3 6.2 6.2 6.8 7.0 7.1
Spain 19.3 16.1 164 160 155 14.1 149 140 155 158  17.1 18.1 189 195 195 194 193 190 189 19.3
Sweden 11.7 7.6 8.1 9.2 8.8 8.4 95 100 109 106 107 10.5  10.7 10.1 9.3 101 112 126 135 14.2
Switzerland ¢ 12.0 94 9.0 9.0 8.6 8.5 8.3 8.4 8.8 9.2 9.7 9.3 8.9 9.3 9.7 9.0 8.6 99 10.7 11.5
Australia 12.5 10.1 106 114 11.1 10.8 8.8 9.7 110 111 10.5 112 123 13.0 123 117 120 120 124 128
New Zealand 4 14.7 119 102 108 9.4 97 105 117 132 128 141 123 139 155 163 155 14.9 16.1 16.5 17.0
Total of above smaller

countries 14.6 122, 124 122 118 B2 118 11.3 124 126 129 131 13.7 142 141 138 13.6 137 140 145
Total of above

European countries 13.1 119 1260 120 12 107 10:8 Dl 1157 Jd2i00 926 127 132 134, 133 134 131 13.1 13.6 140
Total of above OECD

countries 1524 13.7 140 138 12.9 125 120 127 136 140 143 144 148 152 150 147 150 153 157 16.1

a) Difficulties in making an appropriate impultation for the labour income of the self-employed and in deriving a consistent measure of the capital stock across countries mean that great care is needed in interpreling cross-country
differences in the levels of rates of return. For details see ““Sources and Methods’’.

b) Western Germany.

¢) Excluding the adjustment to employment for unpaid family workers for which data are not available.

d) Lxcluding the adjustment to employment for unpaid family workers prior to 1975 for Canada, 1977 for Italy and Finland, 1985 for Austria, 1986 for New Zealand and 1987 for the Netherlands.

¢) Mainland business sector (i.e excluding shipping as well as crude petroleum and gas extraction).

Sources:  OECD, National Accounts and OECD Sccretariat estimates.
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Annex Table 24.

Percentage of disposable household income

Household saving rates: national definitions

United States
Japan

Germany
France®

Ttaly«

United Kingdom*
Canada

Austria
Belgium
Denmark
Finland
Greece
Iceland

Ireland
Luxembourg
Netherlands

Norway
Portugal
Spain
Sweden
Switzerland
Turkey

Australia
New Zealand

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 lg:jeai‘;';zs
76 65 il 72 8.1 9.1 8.9 6.9 8.3 66 62 45 45 41 43 49 50 46 43 44
232 21.8 208 182 179 184 167 161 158 156 1601 147 143 146 141 151 143 146 148 142
133 122 121 127 128 136 127 109 114 114 123 126 128 124 139 128 129 121 113 1Lt
182 187 204 188 176 180 173 159 145 140 129 108 11.0 117 125 131 139 141 136 131
273 25.5 259 25.0 21.9 20.8 19.3 22.3 20.6 18.9 8.2 17.7 16.7 16.6 184 182 18.8 18.9 18.0 16.7
10.8 9.2 10.9 12.1 13.4 12.6 11.3 9.7 11.1 10.7 8.7 7.1 5.7 7.2 8.6 10.1 12.3 11.5 9.9 8.8
1.8 114 12.6 13.2 13.6 15.4 18.2 14.8 15.0 13.3 10.7 9.2 9.7 10.4 9.9 103 10.8 10.6 10.4 10.0
104 80 113 112 104 81 103 8.3 82 83 109 124 115 126 137 134 20 115 120 120
211 190 193 180 196 198 171 180 167 143 163 146 157 176 184 209 213 229 219 210
78 6.1 68 7.2 8.0 123 187 172 167 124 48 32 80 123 157 160 157 158 151 132
30 24 37 3.9 54 45 52 58 45 38 25 29 -12 06 04 5.1 59 60 43 5.1
198 199 204 216 206 216 197 188 206 214 179 166 205 196 203 184 157 158 170 168
171 173 152 130 142 173 157 154 131 115 112 93 73 95 119 126 148 143 145
50 38 31 27 18 28 48 18 05 02 14 14 18 40 59 11 24 16 12 12
62 47 84 46 34 45 38 43 52 27 -61 —62 24 09 09 26 53 52 46 45
179 200 250 281 285 283 284 267 277 287 263 256 223 224 233 230 212 213 210 206
96 91 103 8.8 69 17 8.7 8.1 7.1 70 72 42 56 39 59 69 52 74 6.3 53
24 41 45 29 6.7 5.1 1.7 24 21 23 13 28 48 49 06 30 74 13 7.3 6.4
5.5 39 46 37 33 46 62 58 58 57 70 84 99 109 122 130 131 132 131 128
113 119 119 112 8.3 8.3 5.8 54 3.6

10.1 9.4

75

74

77011

8.0

6.5

27

a) Gross saving.
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Annex Table 25. Gross national saving as a percentage of GDP

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992
United States 18.7 19.6 21.2 213 19.8 20.8 18.5 17.1 19.0 17.6 16.1 16.1 16.6 16.6 15.6 15.4 14.5
Japan 32.6 32.0 323 315 3111 31.5 30.6 29.8 30.8 31.7 32.0 32.6 339 34.3 34.6 35.1 33.9
Germany“ 224 21.7 22.6 22.8 21.7 20.3 20.2 21.2 2107 22.0 23.8 23:5 243 2547 25.0 23.1 227
France 24.5 244 24.6 24.6 23.6 21.1 19.7 19.1 19.0 18.9 20.1 20.0 21.1 21.8 214 20.7 19.7
Italy 2517 26.0 26.3 26.3 24.7 225 22.0 22.2 223 21.6 214 20.8 20.8 20.0 19.6 18.6 172
United Kingdom 1512 18.5 i8.4 19.0 177, 16.7 16.7 17.1 16.8 17.6 16.0 15.9 15:5 155 14.7 135 12.8
Canada 228 20.9 21.1 23.1 229 22.6 19.5 18.8 20.2 19.6 18.1 19.0 20.6 19.4 16.5 14.4 13.6
Austria 25.0 24.3 253 254 25.8 24.3 24.0 22.6 23.5 23.2 23.8 23.8 24.6 252 26.3 25.6 249
Belgium 225 20.8 20.6 18.6 1715 14.1 1847 14.7 15.8 152 17.2 7S 19.7 21.5 214 21.1 209
Denmark 19.1 18.9 18.8 16.6 14.9 124 12.1 134 15.1 14.9 16.1 16.1 16.6 169 17.8 17.4 182
Finland 239 22.9 232 252 26.0 249 233 22.8 2338 22.8 222 221 24.0 24.8 23.0 15.1 12.0
Greece 244 24.5 26.3 283 29.1 24.6 16.7 16.8 15.4 13.1 14.5 14.5 173 15.8 13.8 15.3 15.5
Iceland 25.0 25.6 24.5 232 2355 21.0 18.3 17.7 17.0 15.6 17.8 16.1 16.1 16.6 16.1 14.4 13.8
Ireland 20.1 225 222 19.6 16.1 13.6 17.2 16.9 16.9 16.0 15.9 177 1738 19.2 21.6 234 219
Luxembourg 443 42.1 446 43.8 44.2 45.8 593 63.8 63.8 64.1 62.2 55.1 57.8 61.6 62.5 59.4 60.2
Netherlands 239 22.8 21.4 20.7 205 21.0 21.6 220 23.7 243 244 22.6 24.2 26.1 26.0 24.7 24.0
Norway 252 223 234 2513 29.6 294 24 28.3 31.0 29.6 23.0 23.4 22.7 24.6 24.1 23.6 20.8
Portugal 15:3 19.7 24.8 27.8 26.9 224 20.6 20.0 18.8 21.0 24.7 274 253 26.8 26.6 254 25.3
Spain 23.0 2312 239 22.8 20.8 19.2 19.6 19.7 20.9 20.6 21.6 21.6 22.6 21.9 21.8 21.0 19.1
Sweden 20.8 17.8 17.6 17.8 17.8 15.6 14.2 16.1 17.9 17.5 18.1 18.2 18.8 193 g) 16.0 14.1
Switzerland 26.8 26.5 27.0 26.6 26.7 28.4 28.1 27.9 28.9 29.8 31.1 31.7 32.8 334 33.1 31.6 29.7
Turkey 18.8 14.6 13.9 14.2 12.2 19.2 17.8 14.5 15%3 19.8 22.6 23.7 26.3 24.1 23.1 21.2 15.8
Australia 22.6 20.7 215 21.9 21.4 20.3 17.2 19.4 19.2 18.6 19.2 20.7 22.7 21.1 18.6 16.8 16.2
New Zealand 23.1 21.0 19.5 20.1 18.6 20.7 19.3 20.6 20.4 17.9 20.3 19.2 18.3 16.9 16.3 16.2 19.4
Total OECD 22.6 227 235 23.6 22.5 223 20.9 20.4 21.4 21141 20.7 20.8 21.6 207, 21.0 20.5 19.4
OECD Europe 228 224 221 228 205 20.3 19.8 1959 20.3 20.5 21.1 20.9 21.6 220 21.5 20.3 19.1
EC 22 226 23.0 23.0 207 19.9 19.5 19.8 20.1 20.1 20.7 20.5 21.1 21.5 21.0 19.9 19.1

a) Western Germany.
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Annex Table 26. General government total outlays

As a percentage of nominal GDP

United States®
Japan

Germany

France

Italy

United Kingdom
Canada

Total of above countries

Australia
Austria
Belgium®
Denmark
Finland
Greece
Ireland
Netherlands

Norway
Portugal
Spain

Sweden

Total of above smaller countries
Total of above European countries

Total of above OECD countries

1978 1979 1980 1981 1982 1983 1984 1985 198 1987 1988 1989 1990 1991 1992 1993 w‘;ﬂfj““‘;‘;sgs
300 299 318 321 339 339 326 332 337 334 325 324 333 341 351 344 338 336
300 311 320 328 330 333 323 316 320 322 316 309 317 314 322 340 355 359
473 472 479 487 490 478 474 470 464 467 463 448 457 485 490 500 50.1 505
446 450 461 486 503 514 519 522 513 509 500 491 498 506 521 549 553 545
424 416 419 459 476 487 493 509 507 502 503 513 532 535 536 562 560 561
414 409 430 442 445 447 451 440 424 407 379 375 399 408 433 435 427 416
387 373 388 398 448 453 449 453 446 435 425 431 458 491 499 496 488 475
350 350 36.4 374 38.8 39.0 38.3 38.4 384 38.1 372 36.9 38.1 39.0 40.0 40.5 40.5 40.3
327 317 316 316 330 354 357 365 373 352 336 328 345 367 376 386 379 370
490 482 481 495 501 504 500 509 516 519 502 490 486 497 505 517 523 519
559 577 586 638 638 639 626 623 616 598 572 554 555 568 5715 584 511 556
507 532 562 598 612 616 604 593 557 573 594 596 586 592 607 623 622 610
399 384 381 390 408 424 420 438 447 450 440 420 454 539 583 615 600 58.0
316 329 331 391 397 417 444 483 476 476 475 494 533 508 506 527 539 540
428 451 489 504 532 532 514 525 523 504 470 405 410 421 437 442 440 440
516 533 552 571 591 597 581 565 561 577 563 538 540 543 552 558 553 531
509 495 475 471 475 476 455 448 489 504 524 535 538 554 574 5701 568 556
364 362 259 439 430 479 444 434 440 435 435 417 429 497 522 528 523 531
290 301 322 349 366 377 381 411 407 396 395 409 418 435 446 469 473 466
58.6 60.0 60.1 62.6 64.8 64.5 62.0 63.4 61.6 57.8 58.1 58.3 59.1 61.3 67.2 T3 66.6 64.1
415 422 427 457 470 481 474 484 482 475 468 463 472 490 506 522 516 506
438 440 449 474 484 488 488 491 484 479 471 466 478 492 505 521 519 514
359 360 372 385 399 402 395 397 397 394 385 382 393 403 414 420 419 416

a) Current outlays plus net capital outlays.
b) Excludes deposit insurance outlays.
¢) Includes proceeds of privatisations and sales of other assets (BF 32.2 billion in 1993 and BF 57.0 billion in 1994).
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Annex Table 27. General government current receipts®
As a percentage of nominal GDP

United States

Japan

Germany

France

Ttaly

United Kingdom
Canada

Total of above countries

Australia
Austria
Belgium
Denmark
Finland
Greece
ITreland
Netheriands

Norway
Portugal
Spain

Sweden

Total of above smaller countries
Total of above European countries

Total of above OECD countries

Projections

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
302 303 30.5 311 30.5 299 299 304 30.2 31,0 305 30.9 30.8 30.7 306 309 313 315
24.5 263 276 290 294 296 302 308 31.0 326 331 334 346 344 340 343 336 342
448 446 450 450 457 453 455 458 450 448 441 449 436 453 464 467 471 47.7
425 441 46.1 467 476 482 492 493 486 490 483 478 483 484 482 490 494 493
L9 BI.S 333 344 362 380 377 383 39.1 39.2 39.6 414 422 433 440 467 463 475
37.0 377 396 416 421 414 413 412 400 393 38.9 38.5 38.7 38.1 37.0 358 363 37.3
355 353 36.1 383 388 384 385 38.5 39.2 397 400 403 417 428 433 428 434 435
324 329 337 346 348 346 347 35.1 35.1 35.7 354 358 36.1 36.3 36.3 367 368 372
299 294 30.1 314 326 314 327 338 346 353 349 342 3552 34.1 3357 336 3316 3306
46.2 458 464 478 467 464 475 485 480 476 471 462 465 473 485 488 484 486
492 502 493 503 524 520 530 532 522 523 504 489 496 500 502 512 513 50.8
504 515 529 529 520 544 563 573 591 597  60.0 591 57.1 57.1 58.3 577 5719 57.8
439 414 410 426 428 431 450 468 482  46.1 48.1 483 50.7 52.5 53.3 537 545 52.5
299 304 302 288 320 332 343 343 351 36.0 338 328 352 364 396 398 40.1 415
342 348 375 38.1 406 425 427 423 423 425 433 395 395 407 412 417 417 413
49.1 49.7 513 520 525 538 523 526 526 526 521 49.1 49.0 SISl 529 514 493
508 508 532 518 519 518 530 551 547  55.1 550 549 563 552 550 544 542 538
29.5 300 314 333 354 377 37.3 360 376 362 381 38.7 376 43,6 475 450 448 465
27:00 28:3 "2010 BI:2F Bl20 §S85H 32.8 342 347 364 363 38.1 37.9 386 401 398 40.1 40.7
582 571 56.1 574 578 595 59.0 595 604 621 61.6  63.7 63.3 602 598 583 559 546
39.0 393 402 411 418 426 429 437 442 447 445 443 445 45.1 459 458 456 454
398 402 415 424 432 438 440 444 441 442 439 442 442 449 453 458 459 463
333 338 346 355 357 35.7 358 362 363 369 366 369 372 374 376 379 380 383

a) Current receipts exclude capital receipts.
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Annex Table 28.

General government financial balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

United States®

Japan

Germany

France

Ttaly

United Kingdom
Canada

Total of above countries

Australia
Austria
Belgium?®
Denmark
Finland
Greece
Ireland
Netherlands

Norway

Portugal

Spain

Sweden

Total of above smaller countries
Total of above European countries

Total of above OECD countries
General government financial

balances excluding social security

United States ¢
Japan*

Projections

1979 1980 1981 1982 1983 1984 1986 1987 1988 1989 1991 1992 1993 1995
0.4 -13 -1.0 34 41 -29 34 25 20 -I5 34 45 =35 2.1
47 44 38 36 36 -21 -09 0.5 15 215 3.0 18 03 -1.7
-26 29 37 33 2.6 -1.9 -1.3 -1.9 =212 0.1 -32 2.6 -33 ~2.8
—0.8 0.0 -1.9 28 =32 2.8 27 -19 -1.7 -1.3 =22 -39 -5.8 5.2
-102 86 -11.6 -113 -107 -116 -11.6 -11.0  -10.7 -9.9 -10.2 9.5 -9.5 8.6
-33 34 26 -2.5 38 -3.9 24 -14 1.0 0.9 2.7 -64 17 43
20 28 -15 -5.9 -69 65 -S54 38 25 2.9 6.3 66 6.8 —4.0
-2.1 2.7 28 40 43 =335 =33 -2.4 1.8 -1.1 2.7 -3.7 -39 =3
-22  -15 06 04 40 30 2.7 0.0 13 1.4 2.6 -39 50 -3.4
24 -17 -1.8  -34 4.0 2.6 37 43 30 -28 2.5 20 28 -33
-1.5 93 -135 -115 -1i9 9.6 94 75 —6.8 6.5 —0.8 -13 2 4.7
-1.7 33 69 -9.1 =12 4.1 34 24 06 05 -2.1 24 45 -32
3.0 29 3.6 2.0 0.6 3.0 35 18] 4.1 6.3 -1.5 —49 19 =59
-2.5 29 -102 7.7 -8.6 -10.1 -125 -11.7 -137 -16.6 -144 -11.0 -1238 -12.5
-102 -114 =123 -12.6 -107 8.8 -100 7.8 -3.8 -1.0 -14 26 -25 -2.6
-36 -39 51 66 59 59 =3:5 -5.1 42 47 24 35 29 3.7
1.3 5.7 4.7 44 4.2 S 5.8 4.7 2.6 1.4 -0.2 =23 -2.7 -1.8
—0.3 55 =106 7.6 -10.1 -7.1 64 73 -S54 -3.1 -6.0 —4.7 -71.8 —6.6
-1.8 —2.2 3.7 54 46 52 -6.0  -3.1 =33 2.8 —4.9 45 7.2 -5.9
=2:9 40 53 -7.0 -5.0 29 -1.3 4.2 35 54 -1.1 74 -129 -9.5
2.8 25 <46 52 55 4.5 —4.1 2.8 23 2.1 -39 —4.6 -63 5.2
=23j 3.3 -50 52 50 48 43 -3.7 32 2.5 44 52 63 -5.2
=22 =27 -3.0 42 45 3.6 -34 25 -19 -1.2 -2.9 -3.8 4.2 -33
05 -1.2 0.8 =393 —4.1 -3.0 -38 30 -29 2.5 44 53 43 -3.1
73 70 66 -63 -6.3 —4.8 -39 23 1.6 -08 -0.8 =20 35 5.6

a) Excludes deposit insurance outlays.

b) Includes proceeds of privatisations and sales ol other assets (BF 32.2 billion in 1993 and BF 57.0 billion in 1994).
¢) OECD Secretariat estimates, derived from fiscal year data converted 10 a calendar year basis. The coverage of the social security systems is not the same in the United States and Japan.

d) Includes the surplus of state and local government pension schemes.




Annex Table 29. General government structural balances®
Surplus (+) or deficit (-) as a percentage of trend GDP

Projections

(424

1978

1979

1980

1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994 1995
United States” -10 08 -16 09 -18 27 26 31 36 28 28 -23 -31 36 40 33 -29 26
Japan‘ -56 56 51 43 36 31 -16 06 02 13 1.5 22 23 24 2.0 1.9 0.8 1.3
Germany -33 46 43 41 22 -12 09 01 03 -06 -16 00 36 52 45 31 =23 22
France 27 -19 -08 -22 31 26 -6 -14 -13 03 -10 -15 -18 -16 27 29 =25 20
Italy -104 -110 96 -119 -108 -95 -105 -11.5 -108 -105 -11.0 -105 -114 -100 85 69 66 -56
United Kingdom 6.3 -62 48 -19 -10 -23 -28 23 30 32 =20 -=2¢ -32 23 43 53 43 26
Canada —4.1 29 30 20 35 45 55 -67 55 44 41 43 41 40 33 34 26 -19
Total of above countries -34 34 33 29 30 32 -29 -30 30 -23 24 -19 =27 29 32 27 25 =20
Australia 29 27 -1.9 -1.1 01 -25 30 36 29 02 1.0 0.8 06 -13 20 -35 34 32
Austria -31 40 37 24 35 -39 =20 2.1 27 30 27 =29 =29 -31 -19 -14 23 -19
Belgium¢ -75 -84 -11.7 -140 -116 -110 88 -76 -15 57 68 15 -717 85 86 65 49 42
Denmark -10 34 34 49 -74 56 37 -28 1.8 1.8 0.5 03 03 -02 00 -15 =25 =24
Finland 5.8 2.8 13 2.8 09 -04 241 20 25 07 Rl 15 07 -16 -21 29 -13 -35
Greece -2.3 32 36 -103 -73 76 -95 -141 -125 -106 -141 -179 -179 -I51 -113 -122 -127 -11.3
Ireland -89 -108 -123 -137 -140 -104 96 -104 -77 59 -21 -06 -34 27 44 34 33 38
Netherlands -39 57 59 -0 53 41 46 29 =29 38 31 50 -65 40 45 -28 -33 35
Norway¢ -14 21 -16 24 26 43 25 -l6 03 -1l -07 =22 30 47 -66 -13 72 -7.1
Portugal -7.1 74 41 -124 90 -101 49 S50 44 63 49 34 -64 69 46 -61 48 35
Spain -28 -23 28 38 58 45 43 58 49 32 43 47 -62 68 -53 59 49 36
Sweden 00 47 -58 57 69 50 47 58 37 08 04 08 03 37 -75 -101 -91] -9.2
Total of above smaller countries 30 -39 39 53 -S54 -51 44 48 -39 28 30 35 45 S50 48 52 47 43
Total of above European countries 48 53 46 53 48 43 -40 40 37 34 37 -3.5 -50 50 50 47 41 34
Total of above OECD countries -34 35 34 32 33 34 31 -32 32 24 24 21 -30 -32 -34 30 -28 -23

a) OECD Secretariat estimates of the structural component of general government financial balances. The estimates are surrounded by large margins of error, reflecting uncertainty as to the present size and future growth of trend
output, and the degree to which elimination of the output gap would translate into enhanced tax revenues and reduced expenditure. For a discussion of the current methodology, see the section on fiscal policy in ““Sources and

Methods™.

b) Excludes deposit insurance outlays. Receipts relating to Operation Desert Storm, amounting to 0.6 per cent of GDP in 1991, are excluded.

¢) Excludes expenditure related to Operation Desert Storm in 1991 amounting to 0.2 per cent of GDP for Japan and 0.4 per cent of GDP for Germany.

d) Includes proceeds of privatisations and sales of other assets (BF 32.2 billion in 1993 and BF 57.0 billion in 1994).

¢) As a percentage of mainland GDP. The financial balances shown exclude revenues from oil production, amounting to 7.5 per cent of mainland GDP in 1993 and projected t0 amount to 5.5 per cent of mainland GDP in 1994 and
1995.




General government primary balances
Projections
1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 L.

Surplus (+) or deficit (-) as a percentage of nominal GDP

Annex Table 30.
1980 1981

1979

1978

SRET T

TOoONe NS

FRFTTTT

Q= NOXRSD

United States®
Japan <
Germany®
France

Italy

United Kingdom
Canada

0.1 -09

0.5

0.8

0.7

Total of above countries

Australia®
Austria
Belgium ¢4
Denmark ¢
Finland
Greece >«
Ireland¢
Netherlands
Norway

poIRICTION

AT

A A AN =R

5001_.

AR RO TN e

N e

NP, =

NS S

Portugal
Spain®
Sweden

CaGH
——

o
—

-
-

Total of above smaller countries
Total of above European countries
Total of above OECD countries

>
W
W

06 0.1 9 -12 -10

14

-1.1 -1.1 -20 =21 -10 07 -07 02 0.7

-0.8

=13

d) Includes proceeds of privatisations and sales of other assets (BF 32.2 billion in 1993 and BF 57.0 billion in 1994).

¢} Where net interest paymenls are not available net property income paid is used instead.
¢} The primary balance excludes not only net interest payments, but also dividends received.

a) Excludes deposit insurance outlays.

b) OECD Secrelariat estimates.
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Annex Table 31. General government net debt interest payments
As a percentage of total expenditure®

Projections

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1095
United States 3.7 3.6 37 4.7 49 Sil 6.1 6.2 59 5.9 6.0 6.1 6.3 6.7 6.2 55 6.2 6.4
Japan b« 2.0 2.9, 338 4.0 44 5.0 5.5 SES Shl 39 B8 2.8 1.7 1.0 0.9 0.8 1.0 1.2
Germany” 1.9 243 2.7 32 4.0 4.8 4.9 4.9 5.0 5.1 Sl 49 4.6 4.6 6.1 6.4 AT, 9.8
France 1.4 1.8 1.8 25 2.4 3.4 3.6 39 4.1 4.2 4.2 4.5 4.8 5.0 5.5 57 6.0 6.2
Ttaly 10.5 10.5 1.1 11.9 13.8 14.3 15.2 14.5 53 14.7 152 16.4 17.1 18.1 204 204 18.0 17.1
United Kingdom 6.2 6.7 711 7.5 7.2 6.9 74 7.6 7.4 75 7.0 6.4 5.8 S 48 5.0 5.7 59
Canada 42 4.6 49 5.9 6.5 6.5 79 8.9 9.4 9.7 10.1 11.1 11.7 10.8 10. 10.3 10.3 9.9
Total of above countries 2} 7/ 39 4.2 5.0 5.4 5.8 6.5 6.6 6.5 6.3 6.2 6.3 6.2 6.2 6.3 6.1 6.4 6.7
Australia? 2.0 24 29 29 2.8 33 4.5 513 59 6.2 5.4 5.7 52 4.8 4.0 33 34 34
Austria 34 397, 3.6 39 4.6 4.6 S5 5.6 5.6 5.9 6.4 6.4 6.5 6.7 6.9 =2 6.9 6.8
Belgium ¢ 6.8 7], 9.2 114 134 13.7 14.7 159 17.1 16.6 16.5 17.6 18.1 1771 174 17.2 16.3 155
Denmark? -0.9 0.9 0.9 3.0 4.2 Al 9.7 10.4 9.2 7.8 7 | 6.4 57 5.9 39 4.6 4.6 4.8
Finland 27 26 26 28 26 23 22 21 23 =20 -21 -30 -39 36 -35 03 1.4 35
Greece* 5.4 6.5 7.3 8.4 6.6 8.9 10.4 16122 12.1 15.1 16.5 16.8 225 228 205 25.0 263 26.4
Ireland* 6.5 74 7.4 9.0 10.5 10.5 LN 12.6 12.9 13.4 13.5 15.2 15.1 13.7 13.1 114 94 8.8
Netherlands 4.1 4.0 4.6 55 6.4 Al 7.6 8.3 8.4 8.6 8.7 8.2 8.1 8.5 83 8.4 8.5 9.0
Norway 0.5 0.1 04 04 0.8 0.7 =23 =33 42 52 69 46 29 29 24 -1.5 0.2 1.0
Portugal 74 79 11.9 1252, 12.3 12.8 18.5 2155 (2201 7201 17.9 74| 19. 169 17.2 14.4 12.0 10.8
Spain® 0.5 0.7 1.0 1.0 1.1 1.9 39 6.6 8.1 )27 7.6 7.6 75 8.5 8.8 10.0 11.1 114
Sweden 22 -i.8 07 0.5 2.4 29 39 4.7 3.6 3.0 1.6 0.6 0.2 02 -0.1 0.7 215 38
Total of above smaller countries 2.2 2.6 813 3.8 43 5.1 6.4 /5] 8.2 79 4] 747 8.0 8.0 7.8 8.3 8.7 8.9
Total of above FEuropean countries 4.0 44 4.8 54 6.0 6.6 73 7.7 8.0 7.8 78 7:9 8.0 8.1 8.8 9.1 9:3 9.8
Total of above OECD countries 3.5 38 4.1 4.9 5'8 517 6.5 6.8 6.7 6.5 6.4 6.5 6.4 6.5 6.5 6.4 6.7 7.0

a) Current oullays plus net capital outlays.

b) OECD Secrelariat cstimates.

¢) Where net interest payments are nol available, net property income paid is used instead.
d) Net interest payments including dividends received are used.
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Annex Table 32. Gross public debt®
As a percentage of nominal GDP

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 | 91;?““‘:’;595
United States 39.2 37.2 iy | 37.0 41.0 43.6 449 48.1 51.0 52.0 b/ 532 554 58.9 62.0 63.9 64.2 64.1
Japan 419 470 52.0 56.8 60.9 66.6 67.9 68.7 72.3 749 729 70.6 69.8 67.7 71.1 747> 794 82.6
Germany 30.1 30.8 32.8 36.5 39.6 41.] 41.7 42.5 42.5 438 44.4 432 44.0 41.7 44.4 48.5 58.Y 64.3
France 31.0 314 30.9 30.1 342 B85.3 37.1 38.6 393 40.7 40.6 40.6 40.2 41.2 il 52.5 5y 60.6
Ttaly 62.4 61.5 59.0 61.1 66.4 72.0 774 84.3 88.2 92.6 94.8 97.9 1005 103.8 108.3% 1139 1183 1207
United Kingdom 58.6 549 54.1 54.3 529 529 54.4 52.7 51.1 48.6 42.2 36.7 34.6 354 40.6" 46.5 50.5 52.3
Canada 46.6 438 44.6 452 50.3 55.7 594 64.9 68.8 (9.6 69.2 69.8 725 80.0 87.5 92.3 95.2 954
Total of above countries 41.6 41.3 424 434 47.1 50.2 51.9 543 56.7 58.1 57.8 57.3 58.4 59.9 63.5 67.1 69.7 72.0
Australia? .. == . . . . 0 . . 31.1 273 27.0 254 26.1¢ 295 339 36.5 38.8
Austria‘ 33.9 36.0 Ly 3 39.3 41.6 46.0 479 49.6 538 9173 57.6 56.9 56.3 56.9 56.1 57.0 58.5 59.1
Belgium 70.4 = 81.6 95.5 1047 1160 121.8 1260 130.7 1357 136.8 1342 1344 137.6 140.2¢ 1456 1463 1448
Denmark ¢ 21.9 27.0 385 437 53.0 61.6 65.9 64.1 58.3 559 58.0 58.5 59.7 6097 624 66.1 68.5 69.6
Finland® 13.5 14.4 14.1 14.4 16.9 18.6 17.8 18.9 20.5 209 19.6 174 16.6 =B 44.0 51.77 58.0 64.2
Greece’ 294 27.6 x4 32.8 36.1 41.2 49.5 57.9 58.6 64.5 71.1 76.0 89.0 96.3 10477 106.1 109.5 1124
Ireland 65.7 71.0 72.5 77.2 83.0 97.0 1013 1043 1160 {17.1 113.0 1035 96.8 96.6 922 90.5% 87.7 849
Netherlands 40.2 42.0 45.1 49.5 54.6 60.9 65.0 68.4 69.9 73.5 76.2 76.3 76.5 764 77.1%  79.0 80.9 81.7
Norway* 60.0 62.9 52.2 474 422 38.8 38.7 40.7 51.1 427 42.5 427 39.2 38.5 41.3% 448 48.0 504
Portugal 376 257 37.5 47.3 50.7 56.5 63.0 66.5 64.3 72.4 152 71.7 66.6 67.5 63.3 67.5"  70.6 72.6
Spain®¢ 14.4 16.5 18.3 24.0 304 38.7 45.4 50.8 51.8 52 474 48.7 48.7 50.0 oB2 59.17 642 67.4
Sweden 34.5 39.6 443 52.1 61.7 65.5 67.0 67.6 67.1 59.1 53.5 48.4 4.4 534 70.1 83.0¢ 929 100.8
Total of above smaller countries 329 344 36.5 41.3 46.4 52.2 56.3 59.5 60.7 61.3 60.2 59.6 59.1 61.2 65.1 69.8 734 75.7
Total of above European countries 41.0 41.0 41.6 443 47.9 51.3 54.1 56.5 57.5 58.6 57.9 57.1 57.2 58.0 62.0 67.4 71.7 76.1
Tolal of above OECD countries 404 404 41.6 432 47.1 50.5 52.5 55.0 57.3 58.5 58.1 57.6 58.4 60.1 63.7 67.4 70.2 724

a) Refers 1o general government debt. It should be noted that the definition of debt applied under the Maastricht Treaty differs from the National Accounts definitions used by the OECD.
b) OECD Secretarial cstimates starting {rom this year.

¢) Does not exclude public sector mutual indebledness.

d) Debt data refer 1o [iscal years ending 30 June. Include indebtedness of local government towards other levels of general government.

¢) OECD Secretariat estimate.
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Annex Table 33. Net public debt*
As a percentage of nominal GDP

Projections

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 213 191 188 188 215 239 251 270 293 306 306 301 326 342 374 393 396 395
Japan* 113 149 173 206 231 260 271 267 264 215 179 149 96 54 56 53¢ 11 85
Germany 94 116 128 161 188 205 213 218 221 232 242 227 231 230 271¢ 318 369 475
France* 131 138 143 142 178 200 211 229 255 245 247 250 251 27.1 303 357¢ 404 438
Taly 574 560 539 572 637 (92 748 819 860 905 929 960 990 1025 1069* 1126 1170 1194
United Kingdom 523 478 470 463 454 455 4701 458 447 420 353 300 284 30.0° 353 412 452 470
Canada 16 131 135 118 179 243 287 349 387 39 379 398 434 496 571 619 648 649
Total of above countries 22 218 220 231 260 287 303 320 335 334 325 316 320 327 359 386 407 427
Australia¢ ; - , - N ; . = . 191 166 122 115 122¢ 156 200 227 249
Belgium 582 634 708 855 947 1060 111.0 1146 1195 1241 1252 1230 1229 1253 1269* 1323 1330 I3L5
Denmark 22 18 73 166 264 333 368 344 285 256 268 261 266 27.8° 293 330 353 365
Fintand 265 -234 236 -236 -21.6 -20.5 -204 -215 -226 -220 -240 -27.9 -30.7 -289 -249¢ -172 -11.0 48
Netherlands* 197 215 245 269 308 359 392 423 455 510 540 558 568 563 57.7° 396 615 622
Norway 67 98 04 22 47 84 -125 -160 -211 -214 -213 -205 -217 -21.0 -182° -147 -11.5 9.1
Spain 35 58 61 92 130 179 225 276 302 310 314 308 316 343 364 423* 474 506
Sweden 253 -198 -116 -33 64 127 152 156 142 78 14 48 50 -23 68 196* 295 374
Total of above smaller countries/ 141 167 184 222 260 311 342 368 385 395 394 379 384 400 423 471 507 530
Total of above European countries’ 261 265 270 294 330 362 387 409 425 433 430 422 427 440 477 529 573 6L6
Total of above OECD countries’ 212 211 216 230 260 290 308 326 342 342 334 324 328 336 367 397 420 439

a) Refers to general government debt.
b) OECD Secretariat estimates starting from this year.

¢) Financial assets exclude shares and holdings on public corporations.

d) Debt data refer to fiscal years ending 30 June.
e) OECD Secretariat estimate.

f) Including gross financial liabilities for Austria, Greece and Ireland.
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Annex Table 34. Short- and long-term interest rates®

Projections

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
Short-term rates
United States 114 14.0 10.6 8.6 95 7> 6.0 5.8 6.7 8.1 S 54 34 30 42 35
Japan 10.9 74 7.0 6.7 6.5 6.6 S5 42 4.5 54 . 2 43 29 23 27
Germany 95 12.9 8.9 58 6.0 54 4.6 4.0 43 71 8.5 9.2 9.5 i3 S4 43
France 122 15:3 14.6 125 1.7 99 ol 8.3 79 9.4 10.3 9.6 103 8.6 5.3 44
Ttaly 17.1 19.3 19.9 18.3 17.3 15.3 134 11.3 10.8 12.6 12.1 12.0 144 10.7 7.6 6.6
United Kingdom 16.6 13.9 123 10.1 9.9 12.2 109 9.7 10.3 13.9 14.8 115 9.6 5.9 5:2 ot
Canada 13.2 18.3 144 9.5 11.2 9.6 9.2 84 9.6 1242 13.0 9.0 6.7 5.0 5.1 5.7
Austria 10.3 11.4 8.8 54 6.5 6.2 5.3 43 4.6 7.5 8.5 9.1 9.3 73 5.0 43
Belgium 14.0 15.3 14.0 104 11.4 9.5 8.1 7.0 6.7 8.8 9.6 94 9.4 8.1 55 4.5
Denmark 17.6 15.2 16.8 12.7 ik 10.2 9.1 10.1 8.5 9.8 10.8 9.7 11.5 10.3 5.8 4.8
Finland 12.3 11.5 11.8 14.6 16.5 13:5 12.7 10.0 10.0 12.6 14.0 1351 133 7.8 5.0 5.0
Ireland 15.8 15.8 17.0 136 13.1 11.8 11.8 10.7 7.8 9.7 111 §{0) 10.1 10.3 745] 56 46
Netherlands 10.8 11.7 8.5 57 6.2 6.4 S 54 4.8 74 8.7 9.3 9.4 7.0 5.0 43
Norway . 123 15.6 12.5 12.6 12.0 15.0 14.3 3.2 113 114 10.6 14.5 74 5.1 52
Spain 16.5 16.2 16.3 20.0 14.9 12:2 11.7 15.8 11.7 15.0 15.2 132 133 11.7 8.5 74
Sweden b 1553 1353 114 11.9 14.2 9.8 9.4 10.1 1145 13.7 11.6 12.9 8.4 6.6 59
Switzerland 5.0 8.2 4.4 33 38 4.4 3.6 32 2.6 6.4 8.3 7.6 k) 43 3.5 2.8
Australia 122 15.1 16.6 12:2 12.2 16.2 16.4 13.5 129 17.7 144 10.1 6.5 52 4.9 58
New Zealand 144 15:3 17.0 13.1 15.0 2353 19.1 2].1 154 13.5 139 10.0 6.7 6.3 55 59

Long-term rates

United States 11.5 13.9 13.0 11.1 12.4 10.6 ol 8.4 8.8 8.5 8.6 7.9 7.0 5.9 6.8 7.0
Japan 8.9 8.4 8.3 7.8 7.3 6.5 5.1 5.0 4.8 352 7.0 6.4 9.3 43 4.2 4.5
Germany 8.5 10.1 8.9 8.1 8.0 7.0 6.2 6.2 6.5 7.0 8.8 8.5 79 6.5 6.4 6.1
France 13.8 16.3 16.0 14.4 134 11.9 91 10.2 92 912 10.4 9.5 9.0 7.0 6.9 6.4
Italy 15.3 19.4 20.2 18.3 15.6 1357 kS 10.6 10.9 12.8 13.5 1811 13.7 113 8.7 8.0
United Kingdom 13.9 14.9 13.1 .S 11.3 IR 10.1 9.6 9.7 10.2 11.8 10.1 9.1 ] 7.8 7.8
Canada 12.5 15.0 14.4 11.8 12:7 114 915 9.9 10.2 919 10.8 9.8 8.8 759, 79 7.6
Austria 9.3 10.6 9.9 8.2 8.0 7.8 3 6.9 6.7 7! 8.7 8.6 8.3 6.6 6.4 6.1
Belgium 11.9 13.4 13.4 11.9 122 11.0 8.6 8.2 8.0 8.6 10.1 9.3 8.7 12 7.1 6.6
Denmark 20.0 20.1 21.4 15.1 14.5 11.6 10.1 143 9.6 9.8 10.6 9'3 8.9 72 7.0 6.6
Finland 104 11.0 11.0 10.8 111 10.7 11.7 2 10.6 12.0 183 12.6 13.8 8.4 7.8 7.6
Ireland 154 17.3 17.1 13.9 14.6 12.6 114 11.3 915 8.9 10.1 9.2 9i -7 7] 73
Netherlands 10.2 LIS 919 8.2 8.1 1123 6.4 6.4 6.2 7% 9.0 8.8 8.1 6.4 6.4 6.1
Norway 10.3 12.3 13:2 12.9 122 12.6 13.3 13. 1219 10.8 10.7 10.0 9.6 6.9 5.8 6.0
Spain 16.0 15.8 16.0 16.9 16.5 13.4 11.4 12.8 1.7 13.8 14.6 12.8 12.6 10.1 8.3 78
Sweden 11.7 135 13.0 1233 12.3 13.0 10.3 11.4 11.2 1z 13.6 10.9 10.4 8.6 75 745
Switzerland 4.8 5.6 4.8 4.4 45 4.7 42 4.0 4.0 52 6.5 6.2 6.4 4.6 44 4.1
Australia 11.6 14.0 155 14.1 13.6 13:9 13.4 132 12.1 13.4 1352 10.7 9.2 73 8.1 8.5
New Zealand 1353 12.8 12.9 12.2 12.6 17.6 16.7 15%). 13.1 12.8 12.5 9.9 8.4 6.7 6.0 6.1

a) For sources and definitions, sec ‘‘Sources and Methods’’.
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Annex Table 35. Nominal exchange rates (vis-a-vis the US dollar)
Average of daily rates

Projections «

Monetary unit 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

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 1.000
Japan Yen 220.6 249.1 2375 237.6 238.6 168.5 144.6 128.2 138.0 144.8 1345 126.7 111.2 104.3 103.2
Germany Deutschemark 2.259 2.427 2.553 2.846 2.944 2172 1.797 1.756 1.880 1.616 1.659 1.562 1.653 1.682 1.664
France Franc 5.434 6.572 7.621 8.739 8.984 6.927 6.009 5.956 6.380 5.446 5.641 5.294 5.662 5.763 5718
Ttaly Lira 1137 1353 1519 1757 1909 1491 1297 1302 11372 1198 124] 1232 1572 1618 1592
United Kingdom Pound 0.498 0.573 0.660 0.752 0.779 0.682 0.612 0.562 0.611 0.563 0.567 0.570 0.666 0.671 0.671
Canada Dollar 1.199 1233 1232 1.295 1.366 1.389 1.326 1.231 1.184 1.167 1.146 1.209 1.290 1:370) 1.378
Austria Schilling 15.92 17.06 17.97 20.01 20.69 15.27 12.64 12.34 1323 11.37 11.67 10.99 11.63 11.83 11.70
Belgium-Luxembourg Franc 37.14 45.70 Sit=l8 57.76 59.43 44.69 37.34 36.77 39.40 33.42 34.16 3231 34.56 34.72 34.35
Denmark Krone 7.12 8.33 9.14 10.36 10.59 8.09 6.84 6.73 7.31 6.19 6.40 6.04 6.48 6.57 6.51
Finland Markka 4.304 4.813 5.565 6.003 6.196 5.070 4.396 4.186 4.288 3.822 4.043 4.486 5.721 5.459 5.401
Greece Drachma 5313 66.7 879 25/ 138.1 139.5 135.2 141.6 162.1 158.2 182.1 190.5 229.] 251.2 268.4
Iceland Krona 7.2 12.30 24.85 373 41.54 41.10 38.68 43.03 56.68 58.36 59.10 57.62 67.64 71.68 s
Ireland Pound 0.622 0.704 0.805 0.923 0.946 0.747 0.672 0.657 0.706 0.605 0.622 0.588 0.683 0.693 0.689
Netherlands Guilder 2.495 2.670 2.854 3.209 138372 2.450 2.026 1.977 2:121 1.821 1.870 1.758 1.857 1.891 1.874
Norway Krone 5.732 6.451 7.296 8.160 8.594 7392 6.737 6.517 6.903 6.258 6.482 6.214 7.092 7.292 223
Portugal Escudo 61.5 794 110.8 146.4 169.9 148.2 140.8 143.9 157.1 142.3 144.4 134.8 160.7 173.0 1722
Spain Peseta 92.3 109.8 143.5 160.8 170.1 140.0 12315 116.5 118.4 101.9 103.9 102.4 12772 138.1 137.0
Sweden Krona 5.060 6.282 7.667 8.273 8.602 7.124 6.340 6.129 6.446 5.918 6.045 5.824 7.785 7.788 7.694
Switzerland Franc 1.966 2.030 2.099 2.350 2.457 1.798 1.491 1.463 1.635 1.389 1434 1.406 1.477 1.433 1.425
Turkey Lira 110 161 224 363 520 669 855 1419 2120 2606 4169 6861 10966 32000 58240
Australia Dollar 0.869 0.986 1.109 1.141 1.432 1.496 1.429 1.281 1.265 1.282 1.284 1.362 1.473 1.390 1.381
New Zealand Dollar 1:153 1.332 1.496 1.767 2.026 1.917 1.695 1.529 1.674 1.678 1.729 1.860 1.851 1.734 1.722
Singapore Dollar 2:113 2.140 24013 2.133 2.200 2177 2.106 2.013 1.949 1.812 1.727 1.628 1.615 1.562 1.552
Taiwan Dollar 36.99 38.95 40.07 39.60 39.85 37.84 31.92 28.57 26.28 26.63 26.55 25.02 26.35 26.64 26.75
Korea Won 681.0 73] 775.7 806.0 870.0 881.0 825.0 730.3 669.2 708.0 7332 780.0 802.4 806.7 805.5
Hong Kong Dollar 5.589 6.070 7.265 7.818 7.791 7.804 7.795 7.806 7.799 7.789 7.770 7.739 7.735 7.726 7.725

ECU 0.898 1.024 1.125 17272 1.322 1.019 0.867 0.846 0.908 0.788 0.809 0.773 0.854 0.869 0.864

SDR 0.848 0.906 0.936 0.975 0.986 0.853 0.774 0.742 0.780 0.738 0.731 0.710 0.716 0.711 0.708

a) On the technical assumption that exchange rates remain ai their levels of 10 May 1994, except for Greece and Turkey where exchange rales vary according to official exchange rate policy.
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Annex Table 36. Effective exchange rates¢

Indices 1991 = 100, average of daily rates

Unilted States-
Japan

Germany

France

Italy

United Kingdom
Canada

Austria
Belgium-Luxembourg
Denmark

Finland

Greece

Iceland

Ireland
Netherlands
Norway
Portugal
Spain
Sweden
Switzerland
Turkey
Australia
New Zealand
Singapore
Taiwan
Korea
Hong Kong

Projections

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
1150 1269 1330 1402 1440 1212 1046 996 1035 1005 1000 973 983 985 982
624 592 654 679 699 911 972 1066 1025 951 1000 1061 1260 1347 1358
720 759 801 798 812 901 941 945 932 995 1000 1043 1070 1073 1085
1089 1003 940 915 933 977 969 961 954 1002 1000  102.8 1048 1049 1052
1167 1096 1064 1023 975 1004 991 967 974 1008 1000 972 818 810 821
1227 1179 1104 1058 1062 997 957 1017 991 979 1000 965 877 81 878
987 986 1005 99 927 8.7 8.6 928 979 983 1000 934 884 831 824
832 856 877 880 905 954 956 964 960 1008 1000 1014 1025 1024 1029
948 867 849 834 85 928 950 946 94l 1017 1000 1008 1006 1019 1025
942 906 913 881 884 945 967  96. 937 1009 1000 1028 1033  103.0 1035
977 988 938 950 964 944 941 960 998 1019 1000 872 748 792 795
3292 3004 2497 2147 1861 1447 1290 1259 1180 1104 1000 920 820 761 709
8958 5946 3290 2711 2087 1726 1589 1363 1114 1002 1000 988 934 888 888
1048 1026 988 932 925 987 966 949 944 1000 1000 1030 955 949 950
765 808 829 817 830 912 944 94l 943 1006 1000 1021 1038 1035  104.0
137 1129 1122 112 1092 1032 95 997 1015 1013 1000 991 980 961 965
2341 2049 1649 1339 1216 1122 1042 1010 997 981 1000 1031 982 933 93]
1124 1044 864 856 847 830 82 880 931 1026 1000 972 854 797 799
1257 1130 1000 1022 1022 1010 980 982 994 988 1000 1010 809 86 822
814 870 916 909 915 972 1000 989 940 1014 1000 970 979 1025 1025
41661 32023 24416 16630 12552 7798 4983 2945 2075 1562 1000 593 40.0 152 7.6
1680 1585 1462 1491 1208 974 918 1000 1039 997 1000 927 88 897 899
1531 1429 1347 181 1077 972 1016 1092 1054 1013 1000 929 961 1005  100.7
858 922 981 1022 1010 894 853 862 919 955 1000 1032 1031 1064 1069
774 790 798 835 849 790 873 937 1045 1005 1000 1027 959 945 939
1198 1205 1176 1179 1108 92 939 1013 1121 1028 1000 909 8.5 857 857
1516 1517 1329 1280 1314 1150 1049 1009 1040 1000  100.0 981 985 986 984

a) For the details on the method of calculation, see the scction on effective exchange rates in “*Sources and Methods™ .
b) On the technical assumption that exchange rates remain at their levels of 10 May 1994, except for Greece and Turkey where exchange rates vary according to official exchange rate policy.
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Annex Table 37. Export volumes
Customs basis, percentage changes from previous period

1976 1977 1978 1979

1980

1981

1982

1983

1984

1985

1986

1987

1989

1990

1991

1992

Projections

1994 1995
United States 3.0 00 104 11.2 100 -1.7 -107 43 6.2 1.6 4.2 100 193 11.8 {/43) 755 6.6 42 7.8 75
Japan 220 95 -1.0 -09 185 107 -23 84 154 50 05 04 43 43 52 24 1.7 -19 12 2.8
Germany 18.8 4.0 33 5.0 1.7 6.7 313 0.2 8.7 5.9 1.5 2.7 6.4 79 14 -23 21 =57 52 7.7
France 8.8 6.5 4.9 8.3 33 39 -28 3.6 7.0 24 -1l 37 9.0 9.1 5.3 3.9 52 -13 54 6.7
Italy 11.3 7.9 913 87 -70 42 1.0 43 5.0 6.2 1.8 3.1 8.6 55 2.6 0.8 3.6 9.4 8.9 8.0
United Kingdom 8.9 8.8 257 34 .1 =12 313 2.1 8.5 5.8 4.0 55 215 43 6.7 14 3.6 4.1 5.0 7.0
Canada 10.9 94 102 1.8 03 34 05 74  18.6 6.4 38 3.6 9.3 1.2 54 09 8.6 10.2 9.8 8.8
Total of above countries 124 5.6 512 5.8 5.0 38 -19 2.2 9.5 4.6 1% 4.1 8.7 ol 4.6 3 4.1 13 519 6.9
Austria 15.6 36 100 124 47 49 157, 4.3 94 9.6 40! 2.1 diep 1520 1A 72 35 27 43 715
Belgium-Luxembourg 125 ) 3.6 6.0 0.0 0.5 1.6 40 5.4 4.2 42 6.2 75 8.1 3.1 4.0 00 -32 3.0 6.0
Denmark 2.4 4.0 24 9.6 9.0 7.0 2.0 7.6 5.4 4.6 14 24 5.0 TES) 59 75 46 -13 43 55
Finland 172 103 7.0 10.1 97 25 29 4.0 9.7 0.9 04 1.6 33 0.1 29 91 9.0 172 11.3 7
Greece 133 ~11 15.8 59 98 -159 2.5 9.7 221 0.8 16.9 109 -329 391 30 13.8 95 26 2.8 5.8
Iceland? 33.6 9% 39 10.1 52 42 -17. 146 -13 13.8 16.3 157 15 0.0 515 49 08 4.4 | 19
Ireland 43 182 117 8.2 7.2 1.1 58 120 179 53 2.8 18.1 8.7 9.2 jIAT 6.8 114 48 5.9 6.6
Netherlands 1.5 -1.6 2.9 10.0 1.0 0.6 -06 44 74 59 43 2.7 9.2 6.3 4.5 Sal 24 0.3 34 54
Norway IS8 =39 23} 55 55 -17 08 12.5 9.1 35 18 139 46 150 6.7 6.6 8.0 5.4 8.6 5.0
Portugal 4.3 4.1 99 263 69 25 11.8 19.1 14.5 10.6 7.8 11.7 94 205 12.6 0.7 6.5 -09 6.0 10.4
Spain 251 13.0 5 | [ ] 0.3 10.0 72 9.3 16.8 34 32 8.0 6.9 42 1238 11.8 5.6 159 8.7 9.9
Sweden 34 31 6.6 8.9 1.3 1.1 42 123 7.8 3.2 3.1 29 83 2.8 03 =25 12 100 116 7.0
Switzerland 4 ‘122 3.1 42 4.5 26 50 05 7.9 7.8 0.0 1.7 74 7.8 34 26 35 1.1 313 5.0
Turkey?® 39.5 -225 170 -116 150 809 290 50 291 145 -209 217 54 0.8 0.7 10.7 73 555 99 74
Total of smaller European
countries 1157/ 3.0 6.3 8.2 3.0 255 1.3 6.1 9.1 52 2.0 5.3 6.1 Teil, 5.1 38 37 3.0 58 6.6
Australia 11.3 0.8 0.7 130 02 58 96 59 164 114 3% 108 -04 43 7k 15:2 48 557 6.9 7.6
New Zealand 177 24! 20 72 5.1 1.2 Sl 543 4.7 10.7 -1.7 257 42 3. 6.0 105 242 5.0 59 SAl
Total of smaller countries 1iieg 2.8 59 8.4 2.8 2.0 1.7 54 9.4 5.6 2.1 5.6 55 75} 59 4.6 3.7 32 5.8 6.6
Total OECD 12.0 49 53 6.4 44 34 -10 3.0 9.5 4.9 1.8 45 7.9 7/ 4.8 29 4.0 1.8 59 6.8
OECD Europe 12.8 5.0 52 6.8 1.2 36 1S 34 8.2 52 147 42 6.4 738 4.0 1.6 34 1.0 5.8 7.1
EC 13.0 5.2 4.7 6.7 0.7 316 ) 87 3.0 8.0 5.1 1.9 4.1 6.6 7S] 4.0 1.8 353 04 55 72
Total OECD less the United
States 13.9 5.8 4.5 55 34 44 09 43 10.0 5.4 1S 3.6 6.1 6.3 43 2.0 35 13 55 6.6

a) Derived from values and unit values on a national accounts basis.
b} OECD Secretariat estimales.
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Annex Table 38. Import volumes
Customs basis, percentage changes from previous period

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1;;21'““‘;';;5
United States® 27 114 99 14 53 44 12 138 252 59 86 42 40 44 24 05 104 116 110 73
Japan 83 32 62 111 -59 24 07 12 108 05 97 90 167 19 50 39 06 37 94 76
Germany 206 24 64 16 03 47 06 40 53 46 52 52 63 71 99 93 23 96 14 58
France 180 -06 37 106 24 41 29 27 26 46 14 17 90 80 58 30 11 35 37 6l
Italy 15.1 0.8 R ¢ 13.7 4.7 -84 -0.1 1.0 7.4 8.5 2.8 10.2 3.8 9.6 4.1 29 33 <124 4.4 5.0
United Kingdom 71 18 67 82 48 -39 58 88 106 36 72 71 137 79 13 28 62 36 70 712
Canada 76 09 38 93 44 14 -164 110 197 104 716 63 142 54 01 26 64 103 87 15
Total of above countries 160 37 66 75 20 20 04 59 128 52 71 63 82 67 44 29 48 15 71 68
Austria 229 99 22 107 77 40 08 19 84 S4 52 53 78 106 112 30 31 -11 28 66
Belgium-Luxembourg 127 46 25 60 26 37 17 -14 61 44 69 69 62 68 52 41 10 -18 22 50
Denmark 159 -12 03 49 69 24 23 30 39 80 67 -18 -18 24 29 52 37 24 80 70
Finland 56 -72 44 191 124 -63 13 33 01 58 55 90 90 106 -—40 -169 -21 -13 39 82
Greece 75 60 52 90 -76 -12 150 46 09 154 32 179 -230 330 139 110 63 04 60 64
Iceland® 39 194 -17 23 70 89 -25 94 45 110 92 257 80 -120 69 104 40 -141 -19 35
Ireland 182 118 136 137 50 16 -44 35 92 34 06 103 65 109 71 07 52 65 56 61
Netherlands 98 24 60 66 -13 61 10 45 54 72 39 53 80 69 48 47 16 10 28 47
Norway 109 76 -11.i 48 112 -38 35 34 135 116 146 -22 -93 58 103 25 34 06 45 54
Portugal 167 128 -19 71 119 69 59 -104 -55 67 193 279 222 83 158 60 121 26 52 80
Spain 137 26 34 157 47 44 37 08 -09 72 182 268 184 166 98 117 90 -22 35 92
Sweden 54 65 -108 191 16 -50 49 21 41 95 39 69 48 70 07 —60 02 51 51 61
Switzerland 135 101 97 78 83 49 22 59 85 38 85 60 45 70 19 -14 -51 09 53 62
Turkey? 97 60 -302 -86 225 226 20 118 230 80 -77 153 —41 89 289 22 111 360 -58 55
Total of smaller European
countries 11.3 3.0 0.7 8.8 2.8 3.7 1.6 2.3 5.6 6.6 6.8 8.2 59 8.3 6.2 3.0 2.7 0.4 3.5 6.2
Australia 128 19 42 30 71 106 49 -125 220 71 43 10 164 203 48 <15 90 65 78 94
New Zealand 25 37 86 181 23 29 63 -67 199 00 -15 103 77 214 77 94 105 79 41 43
Total of smaller countries 112 29 07 86 30 30 19 13 66 65 60 79 62 91 55 26 31 08 37 64
Total OECD 145 35 48 78 06 23 03 45 110 56 68 68 76 74 47 28 43 13 61 67
OECD Europe 140 18 35 92 15 45 19 25 59 ST 62 716 71 81 60 36 28 33 36 61
EC 148 16 48 90 05 -47 21 22 56 55 62 19 719 83 62 47 33 43 37 61
Total OECD less the United
States 129 19 37 93 05 37 06 24 715 55 63 15 86 82 53 34 28 -15 47 65

a) Derived from values and unit values on a national accounts basis.

b) OECD Secretariat estimates.
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Annex Table 39. Export prices (average unit values)
Percentage changes, national currency terms

1976 1977 Projections

e
~1
o0
O
=2
o

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

1994 1995

United States 43 5.0 64 13.9 11.7 7.7 0.7 0.8 25 =31 2.4 3.5 6.0 2.0 00 -05 -12 -13 -04 0.8
Japan -1.5 06 4.0 9.8 10.6 2.8 55 -6.6 0.1 0.6 -154 -60 -25 6.9 42 03 01 47 =29 05
Germany 29 2.6 0.9 543, 9.6 6.2 44 1.3 34 39 33 27 0.9 45 -1.1 06 06 47 0.5 1.4
France 10.1 10.3 6.5 10.2 11.5 13.5 12.8 10.0 9.6 42 =35 0.6 2 49 -19 02 28 -19 0.5 14
Ttaly 21.7 19.6 8.0 169 202 230 15.1 6.3 11.1 93 43 0.3 2.1 9.6 24 2.7 0.8 104 31 2.8
United Kingdom 18.7 16.8 7.6 10.6 154 8.3 6.3 73 7.0 5.1 -10.6 359 04 9.6 37 03 0.0 83 3.0 33
Canada 24 6.5 88 2038 17.2 6.5 05 -0 87, 05 27 1.3 02 15 -1.8 42 2.0 5.0 42 2.7
Total of above countries 5.0 6.6 37 11.2 12.5 8.5 5.5 1.7 44 1.9 -6.1 -0.4 16 5.1 0.7 04 06 04 4 1.5
Austria 0.3 25 =07 4.0 5.0 6.1 4.2 0.4 3.7 27 42 21 40 27 23 42 -l6 -1.8 24 2.6
Belgium-Luxembourg 4.0 2.8 1.3 11.1 10.8 8.7 13.7 U2 7.0 i 69 47 AT 79 3.1 -19 -14 0.3 0.7 1.5
Denmark 7.6 59 5.6 7.8 13.8 11.9 11.1 49 6.1 34 43 09 0.2 57 -15 04 -~18 03 0.6 2.1
Finland 3.0 148 6.4 124 10.8 11.1 7.3 6.4 6.3 26 =22 2.1 49 77 =12 0.8 6.1 6.5 45 3.1
Greece 114 104 4.6 78 433 228 21.1 20.0 14.8 14.9 8.4 54 222 15.1 8.3 94 6.7 10.6 7.5 6.0
Iceland 162 263 494 466 521 38.0 574 925 252 296 14.6 1.7 259 2806 11.1 4.7 -1.9 2.6 6.6 35
Ireland 23.1 152 5.6 9.0 10.6 14.5 124 8.5 9.0 41 6.1 3.4 5.5 8.8 -8.7 20 -13 08 0.3 1.6
Netherlands 6.2 30 -19 8.7 13.3 15.6 41 =03 5.9 13 -169 -6.1 0.4 5.t 09 0.8 34 26 0.8 2.0
Norway 2.2 6.7 5.8 16.8  30.6 15.3 73 3.7 94 5.1 -249 35 0.0 123 36 34 -8.5 12 40 2.6
Portugal 70 354 243 312 234 13.6 153 29.0 307 15.7 383 84 104 5.8 29 02 =21 3.0 1.6 1.7
Spain 6.0 176 12.3 9.6 19.1 16.4 10.1 159 13.1 6.1 43 24 4.6 48 26 -14 0.5 43 1.8 0.9
Sweden 82 8.2 7.8 10.3 9.8 10.2 9.8 132 7.0 41 -13 3.0 5.0 6.2 20 04 31 9.2 25 32
Switzerland 0.6 16 -39 1.0 S\ 6.0 49 2.5 47 2.0 05 -1.0 2.2 5.6 i3 23 0.9 0.1 0.2 1.5 |
Turkey« 106 302 501 76.7 1237 294  38.1 320  56.0 401 523 433  R0.0 480 362 507 696 556 1221 66.6 ‘
Total of smaller European

countries 5.4 7.2 39 10.3 14.7 12.1 9.3 6.9 8.5 39 68 -12 42 68 -04 0.1 0.6 2.1 2.5 3.0
Australia 6.8 11.2 2.3 19.8 13.8 3.6 3.7 9.4 3.7 120 07 42 10.3 58 01 =70 2.2 1.7 -1.5 1.6 |
New Zealand 322 14.7 63 213 15.4 13.1 104 5.6 13.5 88 -23 5.9 6.3 131 -14 42 8.2 1.5 1.9 2.8 |
Total of smaller countries 5.8 7.6 38 11.1 14.6 11.5 8.9 7.1 8.3 45 -64 08 4.6 68 =04 =06 03 2.0 2'2 29
Total OECD 52 6.9 38 11.2 13:1 9.3 6.4 3.1 54 26 62 05 24 5.6 04 05 05 0.3 0.9 1.9
OECD Europe 6.9 8.8 43 9.7 13.6 11.4 8.8 5.8 75 47 =57 08 2.5 6.6 0.0 0.0 07 1.3 1.8 24
EC 7.6 9.1 43 9.6 13.3 11.6 8.8 5.7 7.3 46 -6 -1.2 1.8 64 04 -02 -10 0.7 1.3 1.9
Total OECD less the United

States 54 7.2 32 106 133 9.6 7.6 35 6.0 37 -69 -13 1.7 6.3 05 04 03 0.6 1%2 2-1

a) OECD Secretariat estimates.
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Annex Table 40.

Import prices (average unit values)
Percentage changes, national currency terms

197 1977 1978 1979 1980 1981 1952 1983 1984 1985 198 1987 1988 1989 1990 1991 1992 1993 ;gjjec‘i‘;‘;s%
United States 24 100 58 183 234 31 53 44 -14 37 07 15 49 27 25 21 -15 -25 -15 05
Japan 35 41 -176 300 404 07 46 93 28 43 -366 79 54 118 114 91 —69 -i24 -55 09
Germany 05 36 -29 113 170 138 06 -04 59 26 -160 61 09 714 26 21 34 55 06 14
France 125 134 27 119 227 199 126 82 101 15 -143 -1 25 71 21 07 38 49 -10 15
Ttaly 264 369 66 189 276 323 124 36 129 75 -160 -16 15 64 05 09 07 116 36 32
United Kingdom 213 146 23 94 101 69 64 65 85 41 58 25 04 61 20 30 06 67 25 34
Canada 02 124 136 142 163 120 35 -13 46 17 00 -19 -19 03 10 29 19 40 44 22
Total of above countries 7.0 8.6 0.7 16.1 223 10.5 27 06 4.0 03 -i126 -03 1.7 5.8 14 -18 24 =21 0.5 1.5
Austria 26 37 07 53 89 102 02 -28 39 42 —i00 42 18 31 -29 33 26 37 12 25
Belgium-Luxembourg 58 19 18 103 138 138 133 74 17 02 -132 54 31 11 -18 -13 32 -06 08 21
Denmark 86 76 26 134 214 167 95 32 81 25 -98 42 25 71 -30 00 -30 -18 16 26
Finland 70 166 107 139 180 123 43 71 44 36 97 24 18 36 18 25 103 100 -24 27
Greece 105 59 72 226 345 168 240 170 211 184 145 27 211 121 94 97 70 107 89 74
Iceland® 1901 183 546 554 542 406 598 943 228 307 116 60 21.6 316 139 35 —14 92 65 25
Ireland 162 184 57 142 184 194 81 44 107 25 90 37 46 86 -52 23 25 05 -03 17
Netherlands 61 30 -23 116 149 149 10 01 58 09 -177 50 06 52 20 -06 -25 26 10 16
Norway 76 79 49 100 129 67 44 38 30 65 00 29 29 61 10 -6 22 10 13 22
Portugal 124 294 231 344 280 198 170 343 354 71 87 63 70 718 32 03 =50 39 20 25
Spain 105 188 95 26 364 290 128 213 119 21 -179 32 -15 23 -34 28 31 57 33 21
Sweden 54 143 148 107 142 96 113 154 50 24 87 34 40 54 18 -09 40 108 21 23
Switzerland 51 61 -105 67 119 72 -12 07 42 43 93 36 49 81 04 01 20 -19 -05 15
Turkey* 82 216 533 904 1486 381 422 296 541 398 363 426 747 516 348 535 667 S17 1338 679
Total of smaller European
countries 60 84 37 118 202 155 80 77 91 35 -112 23 38 68 -04 08 -06 20 34 34
Australia 94 207 67 142 148 47 73 69 22 170 127 40 29 -6 26 06 32 53 -18 1.1
New Zealand 28 102 36 129 292 141 116 84 136 108 24 44 09 718 08 11 66 -0 10 3.0
Total of smaller countries 64 90 39 119 201 149 80 76 88 42 -10 -20 34 63 03 08 -03 21 31 33
Total OECD 68 87 16 148 216 118 43 18 54 14 —119 —08 22 59 09 -11 -18 -09 06 21
OECD Europe 90 95 22 121 193 163 72 54 88 35 -126 23 28 68 09 04 -17 08 18 27
EC 102 96 19 120 193 172 75 53 91 30 -137 29 21 65 -l4 01 25 01 10 22
Total OECD less the United
States 79 84 06 140 212 140 67 33 72 27 -145 28 15 67 05 —08 -19 05 1.1 24

a) OECD Secretariat estimates.
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Annex Table 41.

Competitive positions: relative unit labour costs“

Indices, 1991 = 100

United States
Japan

Germany

France

Italy

United Kingdom
Canada

Austria
Belgium-Luxembourg
Denmark

Finland
Netherlands
Norway

Portugal
Spain
Sweden
Switzerland
Australia
New Zealand

Korea
Taiwan
Hong Kong
Singapore

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 lgf’;fjec‘i‘;‘;s%
122 122 114 119 124 131 142 146 156 160 132 112 105 106 103 100 94 92 90 89
92 100 115 97 86 90 78 86 86 85 117 120 123 108 95 100 113 141 151 151
80 84 87 89 90 83 86 87 85 83 92 102 102 99 103 100 106 111 107 107
111 104 105 107 111 110 106 105 106 108 110 109 104 99 102 100 100 104 105 104
96 95 91 91 89 88 89 95 93 90 91 91 90 94 99 100 96 80 80 82
73 72 80 94 115 119 113 103 99 101 93 93 98 100 97 100 9 86 87 87
101 91 81 78 79 82 91 91 83 79 76 81 88 95 97 100 93 87 82 81
119 123 120 115 113 113 112 112 109 107 112 113 107 102 103 100 101 100 99 98
144 151 149 146 136 123 102 93 92 83 100 102 99 96 101 100 99 101 102 102
103 102 104 103 89 84 82 83 83 85 94 104 102 98 103 100 101 101 100 100
114 107 91 91 90 95 98 95 98 97 94 92 95 99 104 100 78 65 68 68
133 134 132 129 121 109 112 111 100 97 105 110 107 99 101 100 104 106 103 101
105 110 105 97 99 103 106 106 104 103 104 105 110 105 103 100 100 9% 94 95
111 9] 77 70 74 81 80 76 71 73 76 76 80 82 89 100 110 109 107 110
81 83 85 102 96 91 89 77 79 78 77 79 84 90 99 100 102 88 81 81
123 120 111 104 103 104 90 81 83 87 86 87 91 95 97 100 95 75 75 76
I 71 84 80 n 71 78 86 84 83 90 94 96 91 99 100 98 99 104 103
130 116 107 100 100 113 121 115 121 100 85 84 94 103 103 100 90 81 85 86
113 119 118 119 116 117 115 3 96 92 92 104 115 104 101 100 88 92 97 97
70 74 75 83 72 65 71 72 67 68 57 62 74 102 100 100 94 96 99 103
67 70 60 67 74 79 81 75 87 82 74 83 94 107 104 100 102 98 97 96
91 86 86 81 80 111 110 94 92 105 84 75 78 88 94 100 102 111 117 123
85 81 78 78 77 83 99 109 115 119 88 80 82 89 94 100 104 109 115 119

a) In manufacturing, expressed in a common currency.
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Annex Table 42.

Competitive positions: relative export prices®
Indices, 1991 = 100

United States
Japan

Germany

France

Ttaly

United Kingdom
Canada

Austria
Belgium-Luxembourg
Denmark

Finland
Netherlands
Norway

Portugal
Spain
Sweden
Switzerland
Australia
New Zealand

Korea
Taiwan
Hong Kong
Singapore

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 19‘;';’1'““‘;';595
107 107 100 101 103 115 125 129 134 135 119 109 103 104 101 100 97 98 96 95
88 90 101 92 88 92 87 86 86 86 96 96 100 97 92 100 106 120 124 124
94 97 99 100 98 90 91 92 88 89 98 102 99 97 101 100 103 100 98 98
105 102 103 104 104 100 97 96 97 99 103 104 103 100 103 100 100 101 99 98
83 85 84 85 88 91 91 89 90 90 92 91 89 95 99 100 99 92 93 94
84 88 94 101 112 111 104 101 98 100 95 97 102 99 100 100 97 96 Q9 100
121 114 108 105 106 105 102 104 102 99 95 98 102 104 101 100 96 9% 94 95
119 121 118 115 112 109 110 109 107 105 109 111 114 104 106 100 100 103 106 107
104 106 107 109 108 100 96 96 95 94 98 98 98 100 103 100 102 103 103 104
105 105 106 102 94 90 89 91 89 90 97 101 98 9% 102 100 102 105 104 104
87 90 82 82 84 89 92 89 90 91 90 93 97 102 101 100 93 86 94 95
117 117 114 114 112 107 108 107 101 97 97 104 104 100 102 100 100 98 98 99
109 107 103 101 105 105 101 99 104 100 95 96 112 116 105 100 95 91 90 92
114 113 106 107 110 112 108 104 103 106 104 102 102 98 99 100 102 98 94 93
88 84 80 85 84 76 78 74 76 78 85 88 91 91 96 100 103 97 90 89
114 105 9 100 101 101 93 90 91 92 94 95 97 98 99 100 99 87 89 90
79 76 87 82 76 i, 82 86 84 81 92 96 96 91 98 100 99 103 107 106
149 142 128 126 124 120 111 113 118 104 9 103 116 116 107 100 92 90 93 93
98 99 9% 100 99 102 102 103 103 99 93 99 114 112 109 100 9% 102 115 122
100 99 98 104 98 102 100 97 100 96 92 94 101 111 100 100 97 101 105 108
92 90 87 93 93 96 93 89 93 89 84 92 98 105 100 100 100 95 93 92
144 142 131 127 126 124 121 112 119 118 108 104 100 102 98 100 99 104 106 106
137 133 133 128 125 136 136 139 134 128 100 98 95 97 101 100 98 96 95 91

a) For manufactured goods, expressed in a common currency.
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Annex Table 43. Export performance for total goods®
Percentage changes from previous period

Projections

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
United States 4.0 -39 4.7 g)is) 52 63 69 36 27 -l6 =02 4.8 7.9 245 212 0.1 02 -06 0.3 0.1
Japan 8.6 00 -108 44 137 37 33 2.9 1.4 01 63 54 -55 36 0.1 55 79 -89 15 51
Germany 62 -1.1 45 -18 -35 5.8 1.4  -19 1.2 15 -26 =33 -19 -07 43 46 -08 -63 03 0.9
France -2.1 1.9 -1.2 22 22 2.3 3.3 2.3 02 06 -60 -3l 0.1 0.8 -0.7 -1.0 03 0.7 0.3 02
Italy -0.6 2.0 HESS 39 103 14 -1 36 08 26 -39 27 04 30 45 34 04 9.8 4.0 1.1
United Kingdom -3.7 26 =27 36 31 42 2.0 0.5 1.0 24 -1 02 3.7 -1.3 1.1 23 -14 24 04 0.3
Canada =77 09 -14 2.1 29 04 03 24 -1.1 1.0 -14 18] 32 44 18 09 -10 -02 0.2 1.5
Total of above countries 07 -03 23 0.0 0.8 04 -1.8 0.0 0.1 07 32 -15 -03 09 08 27 -18 =21 09 -04
Austria 1.3 -1.0 -19 5.1 0.6 45 0.1 0.9 2.8 48 -1.1 32 08 54 2.5 4.0 34 1.2 0.4 1.0
Belgium-Luxembourg -0.7 1.7 24 -15 40 1.1 05 1.2 <11 -08 -t4 05 18 05 =35 -1.1 33 09 -13 -04
Denmark -0.5 27 0.9 1.3 6.8 73 0.5 46 07 -1.1 =27 =31 08 0.1 0.5 4.1 1.3 =06 03 -07
Finland 2.2 6.5 6.0 2.3 8.1 04 =238 1.6 01 34 42 35 -26 75 ~-1.5 -10.8 7.0 189 5.8 0.4
Greece 0.1 5.0 84 49 84 165 -02 137 125 35 166 57 -36.8 280 -109 9.0 105 59 -09 03
Iceland 24.2 8.0 8.5 45 8.2 1.6 -199 121 -63 9.1 105 98 -11.8 44 0.1 1.1 =51 32 33 3.5
Ireland 4.6 134 55 -1.3 64 0.6 4.1 6.5 9.0 22 -16 8.8 4.0 3.6 4.2 3.0 6.8 4.0 0.3 0.1
Netherlands 0.6 43 23 25 -14 31 -1 2.6 23 2.1 0.3 2.7 22 09 -l16 08 09 31 -08 07
Norway 9.0 19 223 -1.1 113 T4 29 126 05 1.0 53 8.8 -0.2 8.5 2N 4.6 4.7 4.1 31BN ==2)
Portugal -10.1 3.5 6.7 17.3 1.7 =24 1.1 149 7.6 5.8 0.3 33 06 114 7.1 =26 3.0 241 1.9 315
Spain 8.6 73 105 SHlN =515 9.4 0.8 47 129 27 -138 03 04 -1.2 2.0 15 ~16 154 4.0 33
Sweden =70 04 2.7 1.5 2.9 1.9 2.0 8.8 00 -18 28 22 26 44 45 -47 =28 107 59 0.1
Switzerland -8.8 4.9 22 6.9 0.8 08 56 59 -39 51 40 48 -14 09 -19 -83 0.5 1.5 21 -19
Turkey 227 -26.0 75 -17.8 11.8 820 293 2.1 221 111 246 145 -12 71 58 44 B 8.8 5.0 1.0
Total of smaller European
countries -1.0 0.8 2.1 0.1 0.2 34 02 3.2 2.1 08 =33 038 14 0.0 1.2 0.7 0.2 4.6 1.0 0.1
Australia 0.1 41 =30 47 -1.6 83 95 -44 59 107 3.9 61 6.7 33 51 102 0.1 07 -04 02
New Zealand 81 -~ -3.7 0.4 07 47 2.6 6.4 3.6 9.4 07 -13 40 -126 4.1 68 =30 -12 -16 2.3
Total of smaller countries -0.8 0.4 1y/ 0.3 0.1 2.6 0.3 2.8 2.1 1.5 -28 -04 1.8 04 0.7 0.0 0.1 42 0.9 0.0
Total OECD 0.3 0.0 -1.3 0.0 0.7 1.1 1.3 0.7 0.6 09 -3.1 1.2 07 -08 08 20 -13 05 05 -03
OPEC 2.4 95 49 24 -151 -127 51 =92 65 01 128 =3.0 59 -36 [ 6.5 1.3 =20 -1.0 1.3
Asian NIEs 22] 6.2 6.1 0.2 6.8 2.4 4.0 7.4 39 41 95 128 1.0 57 0.1 1.8 -2.8 2.0 i) 1.4
Other Asia® 3.4 20 02 42 2l 1.4 7.9 08 07 3.1 53 22 -LI 4.9 1.5 6.2 5.1 4.8 2.8 1.4
Latin America® 8.2 1.8 9.1 3] 8.2 45 4.5 84 03 45 88 -14 1.8 02 45 05 —4.0 0.1 0.8 1.5
Africa® -6.9 7.2 24 0.1 315 =76 0.7 68 33 =25 2.6 15 44 24 02 1.2 -03 1.3 -02 -1.3
Central and Eastern Europe -2.9 64 428 -34 44 1.9 7.8 50 -05 -64 135 -09 23 =52 59 -107 -179 5.7 06 04
Total of non-OECD countries 1.5 6.0 27 04 22 35 2.1 21 09 -25 6.1 32 1.3 25 08 1.8 -1.9 1.9 1.1 0.7
World 0.6 5 -02 -01 0.0 -01 -04 1.1 0.2 0.1 -08 00 -02 -13 -08 -1.0 -I5 0.2 0 0.0
OECD Europe 04 09 08 02 =27 2.8 0.0 14 1.2 12 33 -19 -15 -06 -21 =23 03 1.4 0.8 0.4
EC 0.8 05 -1.7 0.1 36 2 0.0 1.2 1.3 11811 341 2.0 1.5 05 22 21 -06 0.6 0.5 0.6

Total OECD less the United
States 1.1 06 23 06 =02 26 04 1.4 1.2 1.2 35 2.1 19 -i4 -14 =24 -15 05 -06 -04

a) Export performance is the ratio between cxport volumes and export markels for total goods. The export volume concept employed is the sum of the exports of food. raw materials, encrgy and manufactures. The calculation of
export markets is based on a weighled average of import volumes in each exporting country’s markets, with weights based on trade flows in 1991. The export market for total goods facing each country is calculated as the
weighted sum of the individual export markets for food, raw materials. energy and manufactures, where the weights correspond to the commodity export structure of the exporting country in the previous year.

b} Not including OPEC countries.

¢} Including Mexico.
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Annex Table 44. Shares in world trade
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Annex Table 45. Trade balances

$ billion
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 lgl’s'gjectic;r;sgs

United States -9.5 -31.1 -339 -276 -255 -280 -365 -67.1 -112.5 -122.2 -145.1 -159.6 -127.0 -115.2 —-109.0 —73.8 -96.1 -132.5 -153.5 -162.8
Japan 9.9 173 246 1.8 20 20.0 18.1 31.5 443 560 928 964 950 769 635 103.0 1323 1414 1350 1285
Germany 16.5 196 249 17.1 10.2 174  26.1 22.3 2311 28.8  56.1 705 799 779 724 238 320 421 592 710
France 47 =28 07 -21 -13.0 -10.1 -155 8.2 -4.1 -54 28 92 -85 -10.1 -129 -88 29 9.3 16.1 18.6
Italy —42 0.1 29 -10 -169 -11.7 -88 24 58 6.2 42 03 -12 =22 04 0.7 2:5 341 438 533
United Kingdom 7.1 41 -3.1 -7.1 32 6.5 33 23 ~7.1 43 -140 -189 -382 404 -334 -18.1 235 -205 -252 -28.7
Canada 1.9 32 4.2 42 8.0 6.4 14.8 14.8 16.0 12.6 7.7 9.0 8.1 6.0 8.7 5.2 8.3 9.9 11.9 16.0
Total of above countries 2.7 20 203 -146 -320 0.5 15 =115 462 -40.7 1.0 -12.2 82 -71 -103 30.5 58.3 83.8 87.2  96.0
Austria -26 38 -33 43 -63 45 31 =34 -33 26 35 42 46 50 -59 96 -17 67 -60 -62
Belgium-Luxembourg -08 -24 25 41 5.0 4.1 -29 -12 -08 02 1.1 0.8 1.9 1.1 0.8 0.5 24 3L 4.8 5.7
Denmark -29 =27 23 34 20 09 -08 0.2 02 07 -11 0.8 1.9 2.4 4.9 4.7 fle2 7.8 6.7 6.6
Finland 0.7 0.4 1.1 04 0.6 0.3 0.2 0.2 1.5 0.9 1.6 1.4 1.1 02 0.7 24 3.9 6.4 10.3 11.4
Greece 27 32 35 S50 56 54 48 43 42 51 —44 55 6.1 -74 -102 -101 -11.6 -106 -114 -123
Iceland 00 -01 0.0 0.0 0.0 00 -02 0.0 0.0 0.0 0.1 0.1 0.0 0.1 0.1 0.0 0.0 0.2 0.2 0.2
Ireland 06 08 -1.1 =23 22 =22 -L1 -0.2 0.3 0.6 1.1 2.6 3.8 4.0 4.0 4.2 6.8 6.1 6.2 6.9
Netherlands 1.3 02 -15 -14 -14 3.8 4.8 4.3 515 54 {2 5.1 8.5 8.1 10.2 10.6 11.0 11.9 1351 15°5
Norway -35 44l -0.5 0.1 1.9 3.0 24 44 S 4.7 2.1 0.7 02 3.8 7.6 8.7 9.3 84 8.2 8.8
Portugal -22 20 =21 26 40 =52 48 30 -2.1 -15 -17 -36 -55 49 68 -79 95 68 -66 -1
Spain -13 =61 —4.1 =57 -I11.7 -100 93 -76 43 42 64 -128 -180 -246 -295 -30.8 -30.8 -161 -133 -153
Sweden 0.2 03 26 07 22 0.1 -0.4 1.9 34 23 5.1 45 4.8 4.0 34 5.8 6.7 7.1 TS 13.7
Switzerland 0.6 0.2 06 -17 50 =25 -13 23 -23 20 =20 =31 32 41 32 21 2.7 50 4.7 4.3
Turkey -29 38 21 26 46 -39 27 30 -29 30 =31 -32 -18 42 96 -73 -82 -145 96 9.5
Total of smaller European

countries -242 -28.1 -185 -332 -487 -314 -239 -140 4.3 53 -80 -180 -174 -268 -335 -29.0 -17.8 1.7 18.8 22.9
Australia 2.0 1.0 0.1 258 14 22 20 0.0 -08 -10 -18 03 06 -34 04 3.5 15 04 04 1.1
New Zealand -0.3 0.0 0.5 04 0.3 02 -03 0.3 -0.5 0.0 0.1 0.6 2.1 1.0 0.9 2.1 1.7 1.7 22 2.5
Total of smaller countries -224 -272 -179 =302 -47.0 =334 -262 -136 -57 63 97 -172 -158 293 -322 -234 -l146 30 206 243
Total OECD -19.7 =252 24 448 -79.0 -329 -247 -25.1 -51.8 471 -107 =293 -76 -363 4206 7.1 437 86.8 107.8 1203
OECD Europe -23.7 -15.6 69 -262 653 -292 -188 46 1.7 76 356 240 147 -15 =71 =329 40 66.7 1127 1372
EC -147 49 85 -17.6 —48.6 =218 -13.7 =24 0.2 72 394 295 18.5 41 -02 -326 -10.8 60.8 934 1144
Total OECD less the United

States -10.2 59 363 -17.3 -53.5 48 11.8 420 60.7 75.1 1344 1302 1194 789  66.5 80.9 139.8 2193 261.3 283.1
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Annex Table 46. Non-factor services, net

$ billion
197 1977 1978 1979 1980 1981 1982 1983 1984 1985 (986 1987 1988 1989 1990 1991 1992 1993  Frojections
United States 34 39 42 30 61 119 123 93 34 02 63 7.6 121 249 307 459 564 557 555 583
Japan 57 61 -83 -115 -122 -128 -11.6 -122 —120 -120 -144 -224 -323 -390 -455 —444 -463 -452 —A44 -513
Germany 64 74 -89 -124 -130 -105 -91 -88 65 -56 -83 -12.4 -164 -142 204 -274 -377 —413 -424 451
France 3.0 4.6 8.1 8.9 9.3 7.0 6.8 7.8 7l 8.9 9.7 10.0 10.3 12.5 14.2 154 17.6 15.1 17.3 19.0
Jtaly 23 36 49 65 63 50 60 66 58 56 60 63 40 19 09 14 23 21 15 -02
United Kingdom 4.0 3.3 7.1 8.3 8.5 7.6 53 5.8 5.6 8.2 9.1 10.2 7.0 5.5 6.8 6.5 i1 7.7 9.0 99
Canada 29 33 32 26 32 32 35 38 41 -41 43 -53 57 78 -104 -I13 -114 -105 -105 —12.0
Total of above countries 23 05 39 01 18 50 62 47 06 10 41 59 -209 -162 -237 -142 —166 -164 -142 -215
Austria 18§ 24 31 B6 B2 37 43 4l 35 29 44 B0 53 %63 @81 W3 bg 79 g2 NG
Belgium-Luxembourg 11 20 18 17 15 13 19 21 17 17 28 31 31 31 42 48 55 63 60 60
Denmark 4 12 13 14 13 12 0o w8 ©®r ‘b7 ©3 B5 13 153 22 35 27 25 @3 28
Finland 00 01 03 03 03 04 03 01 02 04 -06 -10 -15 -21 -30 -34 =27 -18 -14 -15
Greece 1 13 17 21 25 23 19 14 14 12 17 27 29 24 36 41 50 48 57 63
Iceland 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Ireland 00 00 -01 -02 -04 -02 01 02 02 02 -05 08 -12 -15 -13 <11 -16 -12 =12 -13
Netherlands 1.6 14 1.2 0.3 0.2 1.0 1.4 0.6 0.6 0.1 -0.9 -0.2 0.7 0.8 2.2 0.4 0.5 0.5 09 0.9
Norway 0.5 0.2 0.1 1.1 1.6 1.4 0.7 -0.1 -0.2 0.0 -0.5 -1.1 0.6 0.1 0.3 0.6 -1.2 -1.4 -1.5 -1.5
Portugal 0.1 0.1 0.3 0.5 0.6 0.5 0.2 04 0.5 0.8 0.9 1.2 1.0 1.2 1.4 1.1 0.9 '] 0.5 0.3
Spain 24 3.5 31 6.1 6.0 5.9 5.8 6.3 7.6 7.6 11.2 129 13.3 12.0 122 129 13.2 11.6 11.7 12.5
Sweden 0.9 -1.1 -0.9 0.2 0.5 02 04 0.0 0.1 -0.6 -1.3 —1.6 -2.2 -3.0 =3.1 2.2 2.8 =0.1 0.9 1.1
Switzerland 0.8 0.9 0.6 0.2 0.2 0.3 0.4 09 0.8 1.1 1.4 1.7 0.6 0.1 -0.5 0.0 0.5 1.6 2.0 1.9
Turkey 0.1 -0.2 0.2 0.3 0.1 0.8 0.9 0.8 0.9 1.3 LB 1.8 3.3 3.4 42 4.4 4.8 6.0 6.0 58
Total of smaller European
countries 9.7 11.5 14.7 17.7 19.7 18.7 17.9 17.3 17.2 16.2 204 24.1 24.6 24.1 30.5 34.5 35.6 38.0 392 40.5
Australia 2.0 2.1 =22 =23 2.7 3.0 -3.1 2.7 =35 =35 -3.0 -2.8 2.7 4.8 4.0 -3.2 =33 -2.3 =25 -3.0
New Zealand 0.2 0.4 0.5 0.6 0.8 —0.8 —0.8 -0.5 04 0.4 -0.5 -0.5 0.6 -0.8 —0.8 -0.9 -1.0 0.7 -0.8 —0.8
Total of smaller countries 75 90 120 147 163 149 140 141 133 124 169 208 213 185 256 304 314 349 360 367
Total OECD 52 96 159 148 181 199 202 188 127 134 210 149 04 23 19 163 147 186 218 151
OECD Europe 127 176 259 289 308 279 268 286 292 332 368 382 296 297 320 302 204 216 245 240
EC 103 155 225 232 228 210 206 228 245 290 321 335 247 250 259 214 119 93 113 105
Total OECD less the United
States 19 57 117 118 120 81 79 95 92 133 147 73 —117 -226 -287 -29.6 -417 -37.1 -337 —43.]
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Annex Table 47. Investment income, net
§$ billion
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-13.0
-10.
-2
-26.4
—25.2
-10.8

-15.6
9.8
-2.6

-28.0

-24.9

-16.2

-143
-85
24

252

-143

-14.4

-21.7
-10.1

2.0
-33.8
-14.1
204

-14.9
-12.4

=2.5
-29.7
-10.3
—23.3

-1.8

-13.5
-13.2
-28.6

-1.6
-21.9

9.5
-11.4
-1.9
-22.8
6.8
-8.0

-84
2.1
203
4.1
-85

938

-2.0
-16.6
-1.6
9.3

6.0

-8.6

-8.2
5.0
-1.5
-14.7
-12.8

0.1

-14
721

—4.7
-1.3
-134
-16.1

8.6
—4.3
-1.1
-14.0
14.8
-16.0

-8.4
-3.3
-0.9
-12.6
14.5
-17.4

7.3

-9.1
-2.6
0.7
-12.5
-10.6
9.6
—22.5

-8.5
-29
0.6
-12.0
13.1
-19.8

6.0
=27
-0.5
9.2
19.6

-105

-3.5
2.5
0.5
6.5
25.8
-5.0

=21
-2.0
-0.6
—4.7
15:5
5.1

=17
104

-04
R
15

0.7

04
<17
04
-1.7
13.8
=%

countries

Australia
States

Total of smaller countries
Total OECD less the United

Total of smaller European
Total OECD

OECD Europe

New Zealand
EC
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Annex Table 48. Current balances

$ billion
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 lggfj“'c“";‘;gs

United States ~15.14 029 2.32 5.03 -1144 —43.62 -98.82 -121.73 -150.21 -167.31 -127.17 -101.62 -91.85 -8.30 —66.40 -109.24 —140.61 -153.61
Japan 1654 875 -1075 477 685 2080 3500 49.17 8584 87.01 79.63 5716 3576 7290 11755 13135 12880 120.14
Germany 890 -541 -1383 -355 511 530 981 1642 3950 4588 5064 57.51 4685 ~19.44 2201 -2132 -13.00 —4.20
France 700 519 -417 472 -1224 480 -1.18 033 1.84 -499 484 560 -1532 -668 427 1094 1838 2181
Italy 6.36 598 971 -893 -5.66 172 -230 -3.59 244 -159 -586 -11.04 -1484 -2144 -26.57 12.43 19.99 26.83
United Kingdom 215 096 661 1356 812 535 197 287 -128 -815 -2956 -3682 -3245 -1350 -15.13 -1641 -21.32 -24.66
Canada 430 415 096 512 228 249 208 227 -820 -875 -1258 -19.75 -2224 -2533 -2290 -1955 -17.53 —-16.19
Total of the above countries ~ 21.51 -840 3049  1.04 698 -12.77 -5342 —59.46 -30.05 -57.90 —49.73 —60.16 -94.07 -2179 -31.20 -11.80 -25.29 -29.87
Austria —0.69 -1.12 -1.65 -135 0.70 024 020 -0.10 022 -020 -0.24 0.25 1.20 0.07 -0.15 -091 -120 -1.18
Belgium-Luxembourg 084 305 494 419 =241 043 -0.04 0.69 3.10 277 3.53 3.55 3.70 4.80 6.48 10.13 10.99 12.33
Denmark -141 -297 245 -185 225 118 -163 -273 —449 297 -124 -089 133 221 464 536 369 380
Finland 067 -0.15 -140 -0.51 -098 -1.13 003 -077 -071 -1.72 =271 -580 694 668 491 -0.97 LR 3.62
Greece 096 -1.88 -2.21 -2.41 -1.89 -1.88 213 328 -1.67 -122 096 -256 -354 -158 214 075 -0.98 -1.28
Iceland 002 002 008 015 026 -0.05 -0.13 -0.11 0.02 -0.19 -0.22 009 -0.14 -0.31 -0.20 0.00 0.02 0.01
Treland 084 210 213 -255 -186 112 -100 -069 -084 -0.15 -001 056 -001 151 265 264 261 288
Netherlands -1.60 =228 -2.90 2.70 423 3.92 4.87 5.06 4.86 2.87 5.04 7.96 10.11 7.61 6.76 8.63 10.24 11.72
Norway 209 -1.04 1.10 2.17 0.64 2.01 2.93 311 -452 406 -3.88 0.24 3.85 5.11 2.86 2.45 2.31 3.23
Portugal 044 005 -1.07 =279 -3.15 -149 -0.58 0.35 1.16 0.44 -1.03 0.17 -0.18 -0.66 -0.21 1.01 1.62 1.69
Spain 137 1.13  -5.12 482 424 254 2.04 2.74 393 -0.07 -3.69 -1094 -16.87 -1671 -18.35 422 254 372
Sweden 025 239 439 -292 -354 -083 0.55 -1.31 0.61 -0.12 -073 -329 590 -3.35 -5.14 040 5.43 8.44
Switzerland 441 241 055 2.79 4.05 3.85 437 5.04 6.87 7.56 9.05 7.02 8.64 10.56 15.05 18.63 18.13 17.94
Turkey -1.26 -141 341 -192 096 -1.83 -140 -1.01 -147 -0.81 1.59 096 -2.62 027 =094 -657 =205 -2.17
Total of the smaller

European countries -3.73 -14.92 -3120 -17.79 -11.91 -2.46 7.60 6.98 7.06 2412 451 398 -7.37 2.85 6.40 35.03 5099 5733
Australia 447 258 -414 -833 793 598 -8.66 -8.71 -930 -7.53 -1020 -17.71 -15.08 -1024 -10.74 -10.88 -12.34 -14.70
New Zealand 049 069 094 -1.15 -170 098 -190 -1.61 -1.74 -175 032 -1.31 -1.14 055 -0.88 -0.89 -059 -0.23
Total of the smaller

countries -8.68 -18.19 -36.28 -27.27 -2155 942 295 -334 -398 -7.15 -6.02 -23.00 -23.60 -794 522 2326 38.06 4240
Total OECD 1284 2659 -66.77 -2623 -28.52 -22.18 -5638 —62.80 -34.03 -6505 -55.75 -83.16 -117.67 -29.73 3642 1146 1277 1252
OECD Europe 2069 -10.12 -5230 -2143 -16.59  S5.11 1591 2235 4956 3327 1490 007 -23.12 -5821 -53.05 20.66 5505 77.11
EC 1989 641 4191 -19.55 -16.23 2.87 9.83 17.51 48.55 32.81 12.04 0.78 -21.22 -63.88 -59.62 8.43 2970  47.20
Total OECD less the United

States 2798 -2630 -69.08 -31.26 -17.08 -21.44 4244 5893 116.17 10226 7142 1846 -25.82 -21.43 2998 120.70 153.39 166.13

Note: The balance-of-payments data in this table are derived from OECD countries’ submissions and publications. They are based on the concepts and definitions of the IMF Balance of Payments Manual.




Annex Table 49. Current balances as a percentage of GDP
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Annex Table 50. Structure of current account balances of major world regions«

$ billion
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 ]'9’;‘2““;’3;5
Trade balance
OECD 20 =25 2 45 -9 33 25 -25 52 47 -1l -29 -8 -36 43 7 44 87 108 120
Non-OECD of which: 45 51 22 81 121 64 34 40 68 53 18 58 34 38 41 15 S5 =19 29 33
OPEC 68 64 50 118 175 127 67 46 55 55 8 27 17 41 73 41 40 44 36 37
Asian NIEs -3 -2 -4 -8 -11 -1 -8 -3 4 9 19 26 22 19 7 3 2 2 3 1
Other Asia® -7 £ -4 -19 -26 29 -25 -28 -24 36 -29 22 29 31 25 24 -26 38 41 45
Latin America®< -5 0 -2 -6 =12 -1 3 20 21, 23 13 16 23 20 15 3 11 -16 18 17
Africa’ -4 -2 -5 -3 S5 15 -13 -8 -8 4 3 -3 -7 -9 -0 -10 -13 -13 12 -I12
Central and Eastern Europe —4 0 -3 -1 1 3 11 13 14 6 8 14 9 -3 -9 2 3 2 2 3
World 26 26 24 36 42 31 9 15 16 6 7 28 26 1 -2 22 39 68 78 87
Services and private transfers, net
OECD 17 18 28 39 36 30 21 25 20 13 10 2 -7 -1 -14 -10 -19 15 =26 -35
Non-OECD of which: 36 43 50 -63 -8 -105 -108 92 93 -6 -69 63 68 -75 81 -101 92 104 -110 -114
OPEC -28 37 -4 51 64 -1 711 62 60 -53 39 40 -39 44 55 70 62 68 69 -T2
Asian NIEs 3 3 4 3 2 4 6 5 3 2 4 S 6 5 i 7 7 9 9 9
Other Asia® ! 3 4 4 8 7 8 [ 4 4 5 ) 3 3 4 5 2 0 -2 -2
Latin America®< -8 -9 -1 -15 22 34 40 33 -34 31 29 26 =30 32 -3t 27 24 29 31 -33
Africa® -5 -5 -4 -5 -6 -8 -8 -7 -6 -7 -9 -1 -7 -7 -8 -6 -3 -3 -1 0
Central and Eastern Europe ] 2 2 1 -1 -2 2 ~1 0 —1 0 0 -1 0 2 -10 -13 -14 -l6 -16
World? =20 24 22 24 46 -5 87 66 -73 73 S8 61 T4 96 95 112 -112 -119 -136 -149
Official transfers, net
OECD -12 -14 -18 21 -24 -23 24 -22 25 28 -33 38 41 46 -61 27 61 -61 69 73
Non-OECD of which: 4 4 2 S 4 6 7 8 9 13 14 16 15 16 14 -5 24 25 25 26
OPEC —4 -4 -6 -0 -7 -6 -5 -5 -4 -3 -3 0 -1 -1 -8 -33 -2 -1 -1 -1
Asian NIEg 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 -] 0 0 0 0
Other Asia® 4 5 5 1) 7 8 7 7 7 9 9 8 8 8 9 10 9 9 9 9
Latin America’* 0 0 0 1 1 1 1 1 1 2 i 2 2 2 3 4 4 4 3 3
Africa? 3 3 3 3 4 4 3 4 4 5 6 6 7 7 10 10 9 9 9 9
Central and Eastern Europe 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 5 4 4 4 5
World ¢ 9 -0 -15 -6 20 -17 -18 -15 -16 -15 20 22 26 30 47 32 37 -36 45 47
Current balance
OECD 15 =21 13 27 -67 =26 -29 22 56 -63 -34 65 -56 -83 -118 -30 -36 11 13 13
Non-OECD of which: 13 12 -26 23 4 34 67 44 17 20 37 10 -18 21 -26 91 -74 99 -115 -12I
OPEC 36 23 0 6l 104 49 -10 -21 -9 -1 33 13 24 -4 10 -62 23 -25 -34 36
Asian NIEs 0 ) -1 -5 -9 -7 -3 2 7 10 23 31 28 24 14 10 8 12 11 11
Other Asia® ~1 0 -6 -7 -0 -14 -10 14 13 23 -15 -9 -8 -19 -12 -10 -i15 -29 -34 -38
Latin America’ -13 -9 -I3 21 -33 45 -36 -13 -6 -5 -l4 -8 -5 -10 13 20 31 41 45 46
Africa® —6 —4 -6 -5 -7 -19 -18 10 10 -5 -6 4 -8 -9 -8 -5 -6 -6 —4 -3
Central and Eastern Europe -2 2 -1 0 0 1 9 12 14 5 8 14 8 -3  -17 =3 -6 -8 -9 -8
World¢ -2 -8 -13 <4 23 60 96 -66 -73 82 71 55 -74 -104 -144 -121 -110 -87 =102 -109

a) Historical data for the OECD area are aggregates of reported balance of payments data by each individual country. Because of various statistical problems as well as a large number of non-reporters among non-OECD countries,
trade and current balances estimated on the basis of these countries” own balance of payments records may differ from corresponding estimates shown in this (able.

b) Not including OPEC countries.

¢) Including Mexico.

d) Refiects statistical errors and asymmetrics. Given the very large gross flows of world balance of payments transactions, statistical errors and asymmetrics easily give rise 1o world tolals (balances) that are significantly different
from zero.
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Annex Table 51.

Stocks of foreign assets and liabilities
$ billion, end period

1983

1981 1982 1984 1985 1986 1987 1988 1989 1990 1991 1992
Assets

Major seven countries
United States 899 999 1069 1098 1167 1308 1430 1591 1752 1822 1906 1913
Japan 208 227 271 340 437 726 1070 1468 1770 1857 2005 2034
Germany 244 249 238 239 336 495 657 682 856 1092 1138 1168
France 169 180 179 182 215 255 337 339 472 707 730 805
Italy 96 87 95 103 119 156 195 209 269 352 398 371
United Kingdom 623 667 700 716 853 1058 1295 1397 1534 1738 1764 1777
Canada 69 74 79 87 89 100 118 144 162 180 192 181

Selected other OECD countries
Belgium-Luxembourg 192 191 188 195 254 337 447 435 523 658 5
Denmark 15 15 17 18 30 38 33 59 68 94 107 "
Finland 10 11 11 14 18 21 30 32 36 47 46 42
Netherlands 114 136 132 132 169 215 247 281 329 393 = =
Norway 17 18 17 20 28 32 41 38 41 48 47 46
Spain 41 34 32 39 43 54 75 83 99 132 161 .
Sweden 22 21 24 23 28 34 48 56 59 = =
Australia® 11 16 20 19 19 27 40 59 67 73 73

Total of above countries 2731 2925 3073 3225 3807 4856 6 083 6 874 8037

Liabilities

Major seven countries
United States 630 740 832 945 1114 1391 1591 1838 2145 23217, 2363 2525
Japan 198 203 235 267 308 547 831 1178 1478 1530 1623 11522
Germany 221 223 210 201 289 405 496 480 594 744 811 887
France® 141 191 198 203 227 254 334 348 497 761 828 885
Italy 111 108 113 120 151 192 239 258 342 465 529 510
United Kingdom 568 602 625 629 753 916 1184 1285 1446 1744 1761 1748
Canada 179 180 192 198 212 234 270 309 347 379 411 403

Selected other OECD countries
Belgium-Luxembourg 192 194 192 198 258 340 448 431 515 646 =
Denmark 33 34 36 39 58 75 99 104 114 143 153 =
Finland 19 20 21 24 28 34 48 53 63 84 90 89
Netherlands 92 108 102 101 137 182 229 236 282 339 5 =
Norway 32 32 29 29 35 43 57 59 62 66 62 57
Spain 59 54 53 56 59 69 95 110 139 203 253 "
Sweden 36 39 44 43 53 63 84 101 117 e 3
Australia® 52 54 64 68 76 93 130 170 188 202 216

Total of above countries 2563 2782 2946 3120 3757 4836 6135 6960 8327

a) As from 1989 due to change in concept and definitions, the figures are not comparable with those of previous periods.

b} Fiscal year ending end-June.




OTHER BACKGROUND DATA

Annex Table 52. Semiannual demand and output projections
Percentage changes from previous period, seasonally adjusted at annual rates, volume

Private consumption
United States
Japan
Germany
France
Ttaly
United Kingdom
Canada
Major seven countries
OECD Europe
EC
Total OECD

Public consumption
United States
Japan
Germany
France
Italy
United Kingdom
Canada
Major seven countries
OECD Europe
EC
Total OECD

Investment
United States
Japan
Germany
France
Ttaly
United Kingdom
Canada
Major seven countries
OECD Europe
EC
Total OECD

Total domestic demand
United States
Japan
Germany
France
Italy
United Kingdom
Canada
Major seven countries
OECD Europe
EC
Total OECD

1993 1994 1995

1993 1994 1995 1 I 1 o I I
3.3 3.8 2.8 2.6 4.1 4.0 3.1 2.7 2.6
1.1 2.1 3.6 1.6 1.0 23 27 3.8 3.9
0.1 -0.2 0.9 -2.2 2.1 -17 0.5 0.2 3.8
0.7 155 23 0.7 20 12 14 24 2.8
2.1 0.7 %7, =37 0.8 0.6 0.8 1.8 252
2.5 2.8 30 1.9 4.0 253 257 S5 32
1.6 2.6 3.6 1.9 1.7 2.6 35 3.6 3.6
1.8 2.5 2.6 1.1 2.8 24 24 2.6 3.0
0.4 1.1 2.1 0.8 1.8 0.6 155 119, 3.0
01 1.1 2.0 -1.3 1.6 0.7 1.5 1.8 29
1.7 2.4 2:7. 1.0 2.6 23 24 2.6 3.0
-0.7 -0.2 1.0 -2.6 1.2 -1.8 i.8 0.9 0.6
312 2.6 22, 3.6 34 255 2.2 22 22
0.7 0.1 0.1 -S4 5.4 2.3 0.8 04 04
0.5 1.0 0.5 0.4 1.0 1.0 1.0 0.3 0.3
0.8 -0.1 02 0.8 0.4 0.3 0.2 0.3 04
-0.5 1.4 1.7 0.0 0.5 1.6 1.8 1.6 135
0.1 -0.1 05 0.2 -1.4 0.5 0.0 0.5 1.0
03 0.6 131 -1.0 1.8 04 1:3 1.0 0.9
04 0.5 0.6 -0.7 1.9 0.1 0.3 0.6 0.6
0.2 0.5 0.5 -1.0 1.7 0.1 0.3 0.6 0.6
0.4 0.6 1.0 0.7 1.6 0.2 12 1.0 0.9
11.0 113 6.3 11.1 12.6 11.8 92 59 43
-1.3 0.6 3.0 0.4 -1.1 0.7 4.7 28 18
-3.3 4.1 6.0 -5.5 0.4 5.1 5.7 6.1 6.3
5.1 1.1 42 -84 -1.0 1.0 33 43 49
-11.1 —0.6 5.0 -15.7 —4.3 -04 3.0 5.5 6.1
0.8 40 53 0.2 22 4.2 553 52 5.5
0.7 5.5 7.3 -2.5 6.8 4.1 6.9 7.6 72
301 6.1 54 23 55 6.2 6.7 S}/4 44
4.6 14 5.0 6.6 -0.3 1.3 39 52 5.6
5.0 1.8 S.41 =73 -1.3 2.2 4.3 52 5.6
28] 52 53 14 4.7 S2 6.2 52 4.6
3.8 4.4 3.0 33 4.3 4.7 4.1 2.8 24
0.4 15 34 14 0.4 13 3.3 35 3.3
-1.4 1.0 22 -39 1.6 04 1.7 1.5 39
-1.9 12 28 2.8 -14 19 2.2 28 312
-5.0 0.5 22 7.9 0.0 0.3 1.1 24 2.8
2.0 33 34 12 3.7 3.0 3.3 34 3.5
1.7 3.0 3.9 257, 2.1 3.1 3.7 4.0 4.0
13 2.8 3.0 0.7 24 29 32 29 3.0
-1.2 1 2.6 2.5 0.8 0.9 1.9 2.6 34
~1.7 1.3 26 =33 0.5 1.4 2:1 2.5 33
1.1 2.6 3.0 0.6 2.1 2.5 34 29 3.0
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Annex Table 52. (cont’d) Semiannual demand and output projections

Percentage changes from previous period, seasonally adjusted at annual rates, volume

Exports of goods and services

United States
Japan

Germany
France

Italy

United Kingdom
Canada

Major seven countries
OECD Europe
EG

Total OECD

Imports of goods and services

United States
Japan

Germany
France

Italy

United Kingdom
Canada

Major seven countries
OECD Europe
EC

Total OECD

GDP
United States
Japan
Germany
France
Italy
United Kingdom
Canada
Major seven countries
OECD Europe
EC
Total OECD

Nominal GDP
United States
Japan
Germany
France
Italy
United Kingdom
Canada
Major seven countries
OECD Europe

OECD Europe less Turkey

EC
Total OECD

Total OECD Jess Turkey

1993 1994 1995

1993 1994 1995 I I I H ] I
35 E2 7.6 1.8 5:3 S 8.5 7.4 7.0
1.0 1.1 27 1.2 2.6 2.7 1.8 2N 35
95 44 7.4 -15.5 0.5 6.0 6.2 7.5 8.5
0.0 52 6.6 3.3 -5 4.0 DD 6.8 78]
10.0 6.9 6.7 14.8 43 7] 8.0 6.5 6.0
3.1 Sl 6.9 4.1 1.8 6.9 7.3 6.8 6.6
9.6 9.8 8.7 8.9 9.6 9.9 9.7 8.6 79
2.1 56 6.5 0.9 33 6.3 6.7 6.4 6.5
1.3 6.0 7.1 0.3 43 6.4 7.1 ! 7.1
0.7 ¥ 7.0 —0.3 3.3 6.3 6.9 7.0 73l
255 5.8 6.6 1.4 319 6.3 6.9 6.6 6.6
10.3 10.5 73 10.5 10.3 11.1 95 6.8 6.2
3.2 6.6 75 4.5 3.8 6.2 10.0 7.0 6.0
-10.0 141 58 -16.5 —4.2 20 5.0 5.6 7.1
34 238 6.0 =59 -1.1 3.7 49 6.1 6.9
7.3 3.0 59, -13.9 3.2 3.0 3.0 516 6.8
3.5 7.0 73 I.5 6.2 W2 73 2 7.2
7.6 75 5 8.7 6.9 74 8.1 S 7.0
3.8 T2 6.9 2.7 5.7 7.6 8.0 6.6 6.5
2.7 33 6.2 -5.6 1.2 3:5 5:2 6.4 7.1
—4.3 34 6.2 -84 0.1 4.1 5.4 6.3 7.0
3.6 6.7 6.9 2.7 5.4 7.0 A 6.7 6.6
3.0 4.0 3.0 23 3.7 4.2 3.8 2.8 24
0.1 0.8 2.7 0.9 0.5 0.8 2.1 29 29
-1.3 1.8 2.6 -3.5 255 1.3 2.0 20 43
0.9 1.8 29 -2.0 0.9 2.0 2.4 3.0 313
0.7 15 2.6 0.7 0.3 1.6 255 211/, 2.6
1.9 2.8 32 129 25 2.8 312 3. 3.2
24 3.7 43 3.0 2.8 39 4.2 44 43
1.3 2.7 29 0.9 22 28 34l 2.8 29
0.2 1.9 28 -0.8 15 | &7/ 25 2.8 33
0.4 1.9 28 —0.9 i) 1.9 2% 2.9 88
12 2.6 29 0.9 21 2.6 310 2.9 3.0
5.6 6.1 58 55 54 6.4 6.2 5.7 5.6
1.1 1.5 3.6 1.6 0.7 1.2 3.1 3%/ B
2.6 4.6 4.6 04 52 4.6 4.2 4.0 6.3
1.4 3.6 45 1.0 2.0 4.2 4.0 4.6 49
37 5.0 5.6 43 4.5 5.0 5.3 5.8 SES)
54 6.1 S, 54 6.6 6.1 5.8 5.7 58
352 43 6.3 35 3.5 3.9 5:9 6.4 6.5
319 4.8 52 317, 4.2 48 5.1 S S8
58 8.2 78 ) 58 10.0 8.1 7.8 77
3.1 4.8 5:3 2.7 4.5 49 5.0 52 5%/
33 4.9 53 29 45 5.0 5.0 52 557
4.7 6.2 6.3 4.9 4.6 7.0 6.5 6.3 6.2
3.8 4.8 5.3 37 4.2 49 5.2 5.3 5.4
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Annex Table 53.

Semiannual price, cost and unemployment projections
Percentage changes from previous period, seasonally adjusted at annual rates

Private consumption deflator

United States

Japan

Germany

France

Italy

United Kingdom

Canada

Major seven countries
OECD Europe

OECD Europe less Turkey
EC

Total OECD

Total OECD less Turkey

GDP deflator
United States
Japan
Germany
France
Italy
United Kingdom
Canada
Major seven countries
OECD Europe
OECD Europe less Turkey
EC
Total OECD
Total OECD less Turkey

Unit labour costs (total economy)

United States

Japan

Germany

France

Italy

United Kingdom

Canada

Major seven countries
OECD Europe

OECD Europe less Turkey
EC

Total OECD

Total OECD less Turkey

Unemployment
United States
Japan
Germany
France
Italy
United Kingdom
Canada
Major seven countries
OECD Europe
EC
Total OECD

1993 1994 1995
1993 1994 1995 ; 1 ; I I 1
2.7 2.1 3.1 3.1 1.8 1.9 2.8 32 3.5
1.0 0.3 0.3 0.9 0.9 0.0 0.2 0.3 04
4.0 <l 1.9 4.9 3.1 3.6 2.2 1.8 1.6
2.1 1.7 1.4 23 1.9 1.7 1.5 14 1.3
4.8 3.9 3.0 4.8 4.8 3.7 34 3.0 25
3.5 2.9 29 4.0 2.8 3.0 2.8 2.8 3.0
1.5 0.7 2.1 1.1 1.9 0.5 2.1 2.0 2.1
2.6 2.0 2.3 2.9 2.1 1.8 2.2 2.3 24
54 6.3 5.0 6.2 39 8.2 59 5.1 4.3
3.8 3.0 2.5 42 33 3.] 2.6 24 2.3
3.8 3.1 2.5 4.2 3.3 B3 2.7 24 23
355 3.5 34 4.0 2L 4.1 3.6 315 33
2.8 2.1 24 38 2.2 2.0 2.2 24 24
2.5 2.1 2.8 3.2 1.7 2.1 23 2.9 3%
1.0 0.8 0.8 0.6 1.3 0.4 1.0 0.8 0.8
3.9 2.8 2.0 4.1 2.7 3.2 22 2.0 1.9
23 1.8 1.6 3.1 1.1 2.1 1.6 1.5 1.5
4.4 34 2.9 5.0 4.1 34 2.7 3.0 2.8
34 3% 25 3.5 4.0 3.1 2.5 2.5 2.6
0.8 0.6 1.9 0.5 0.8 -0.0 1.6 20 2.1
2.5 2.0 22 29 2.0 2.0 2.0 22 2.3
5.4 6.3 4.8 6.1 3.7 83 5.6 4.8 4.2
3.6 2.9 24 3.8 3.0 3.0 2.4 25 24
37 3.0 2.4 3.9 3.2 3. 2.5 24 24
34 3.5 33 3.9 2.4 43 34 33 3.1
2.6 2.1 23 2.9 2.1 2.1 21 2.3 24
2.2 2.2 29 3.1 1.1 2.5 2.6 29 3.2
2:2 0.6 0.6 1.1 2.0 0.2 0.0 0.7 1.0
35 -0.7 0.2 5.1 -1.3 0.3 -1.0 1%3 ~0.6
2.8 04 0.4 3.7 0.0 0.6 0.3 0.4 0.5
1.7 0.6 1.1 1.4 0.0 0.8 0.8 152 1.3
0.8 1.6 1.9 1.1 0.9 19 1.5 2.0 2.0
0.2 -0.3 0.6 0.1 -1.0 0.2 0.4 0.6 0.9
22 1.2 1.7 2.6 0.7 14 1.3 1.8 1.9
4.5 3.1 3.0 5.4 2.5 3.5 3.1 33 2:5
25 0.7 1.0 2.8 0.3 0.9 0.6 1.3 0.9
2.7 0.7 1.0 2.9 0.6 0.8 0.6 1.3 0.9
3.1 25D 2.5 3.6 1.7 24 2.3 2.6 2.5
22 1.2 1.7 255 0.8 1.4 1.3 1.8 1.8
Per cent of labour force
6.8 6.3 5.8 7.0 6.6 6.5 6.2 5.9 5.7
2.5 29 2.8 2.4 2.6 29 29 2.8 2.8
8.9 10.0 10.0 8.5 9.2 9.9 10.2 10.1 9.9
11.7 12.3 12.2 11.3 12.0 12.2 124 12.3 12.1
10.4 11.7 11.9 9.9 11.0 11.6 11.8 11.8 11.9
10.3 9.6 8.9 10.5 10.2 9.7 94 9.0 8.7
11.2 10.8 10.2 11.2 112, 11.0 10.7 104 10.1
7.3 7.4 7.1 7.3 7.3 74 7.3 7.1 7.0
10.7 11.7 11.8 10.3 11.1 11.6 11.9 11.8 11.7
11.3 12.0 11.9 11.0 11.6 12.0 12.1 12.0 11.8
82 8.5 8.3 8.1 8.3 8.5 8.5 84 8.2

a) Break in series as of January 1994,
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1.

Annex Figure 1.

Recent consumer-price developments'

OECD area
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10 10 6
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1990

2. Seasonally adjusted.

i2

10

10



Annex Table 54. Contributions to changes in real GDP in major OECD countries and country groups
As a per cent of real GDP in the previous period, seasonally adjusted at annual rates

United States
Final domestic demand
Stockbuilding
Net exports
GDP

Japan
Final domestic demand
Stockbuilding
Net exports
GDP

Germany
Final domestic demand
Stockbuilding
Net exports
GDP

France
Final domestic demand
Stockbuilding
Net exports
GDP

Italy
Final domestic demand
Stockbuilding
Net exports
GDP

United Kingdom
Final domestic demand
Stockbuilding
Net exports
Compromise adjustment
GDP

Canada
Final domestic demand
Stockbuilding
Net exports
Error of estimate
GDP

Total of above countries
Final domestic demand
Stockbuilding
Net exports
GDP

1993 1994 1995
1991 1992 1993 1994 1995 I I 1 I I I
-1.2 2.6 337, 43 3 219 4.8 4.2 3.9 29 2.6
0.3 0.3 0.2 0.2 0.0 0.5 -0.5 0.5 0.2 0.1 -0.1
0.7 0.3 -0.9 0.5 —0.1 -1.1 0.7 0.6 0.3 -0.1 -0.0
-0.7 2.6 3.0 4.0 3.0 23 3.7 4.2 3.8 2.8 24
27, 0.9 0.5 1.6 33 1.1 0.5 13 3:3 3.3 3.1
0.3 0.5 -0.1 0.1 0.1 0.3 0.2 0.1 —0.0 0.1 0.2
13 0.8 -0.3 -0.7 0.7 0.4 0.9 0.5 =1'a 0.6 -04
43 1=k 0.1 0.8 247, 0.9 0.5 0.8 21 29, 29
38 3.0 0.8 0.8 2.0 -3.7 24 0.3 14 1.4 357
04 -0.3 —0.6 0.2 0.2 0.3 -0.8 0.7 0.2 0.2 0.2
1.2 -0.6 0.2 0.7 0.4 0.4 0.9 0.9 0.3 0.5 0.4
4.5 241 -1.3 1.8 2.6 =3.5 2.5 13 20 2.0 4.3
181 0.8 -0.6 13 213 =2.3 12 1.1 157 24 2.8
0.6 -0.6 -13 -0.1 0.4 0.5 -2.6 0.8 0.5 0.4 0.4
0.2 1.0 0.9 0.7 0.2 0.8 2.3 0.1 0.2 0.2 0.1
0.8 1.2 0.9 1.8 29 -2.0 0.9 2.0 2.4 3.0 313
2.2 0.6 =3 0.3 2.0 -5.7 -03 03 1.0 22 2.6
-0.1 0.3 -1.6 0.1 0.1 2.7 0.3 0.1 0.1 0.1 0.1
0.8 0.1 4.6 1.1 0.5 sl 0.3 1.3 14 04 0.1
1.2 0.7 -0.7 1.5 2.6 -0.7 03 1.6 255 2.7 2.6
2.8 0.2 1.6 2.8 32 1.2 3.0 2:5 3.0 312 33
—0.7 0.5 0.4 0.6 03 -0.0 0.7 0.6 04 0.2 0.2
182 0.9 -0.2 -0.5 0.3 0.6 -1.2 -0.3 0.2 -0.3 0.4
-0.1 -0.1 0.0 0.0 0.0 0.1 0.0 0.0 0.0 -0.0 0.0
2.2 -0.6 1.9 2.8 3.2 1.9 255 28 3:2 34 32
-1.2 04 Il 20 3.8 0.6 2:1 25 35 3.8 319
0.4 0.5 0.7 0.3 0.1 2.1 0.0 0.6 02 0.1 0.1
0.6 0.8 0.5 0.7 04 0.1 0.8 0.8 05 04 0.3
-03 0.0 0.1 0.0 0.0 0.3 -0.2 0.0 —0.0 0.0 0.0
-1.7 0.7 24 3.7 4.3 3.0 2.8 39 4.2 44 43
0.4 1.7 1.5 2.7 29 0.6 2.8 24 3.0 2.8 29
0.3 0.0 0.1 0.3 0.1 0.5 -03 0.6 0.3 0.1 0.1
0.8 0.0 -0.3 0.3 —0.1 -0.3 04 0.2 0.2 0.1 -0.0
0.8 117, 1.3 2.7 29 09 22 28 31 2.8 29

Note: Components may not add to GDP due to rounding.
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Annex Table 55.

Contributions to changes in real GDP in other OECD countries
As a per cent of real GDP“ in the previous period

Australia
Final domestic demand
Stockbuilding
Net exports
GDP

Austria
Final domestic demand
Stockbuilding
Net exports
GDP

Belgium
Final domestic demand
Stockbuilding
Net exports
GDP

Denmark
Final domestic demand
Stockbuilding
Net exports
GDP

Finland
Final domestic demand
Stockbuilding
Net exports
GDP

Greece
Final domestic demand
Stockbuilding
Net exports
GDP

Iceland
Final domestic demand
Stockbuilding
Net exports
GDP

Ireland
Final domestic demand
Stockbuilding
Net exports
GDP

Luxembourg
Final domestic demand
Stockbuilding
Net exports
GDP

Netherlands
Final domestic demand
Stockbuilding
Net exports
GDP

1992 1993 1994 1995
23 18 41 41
04 06 -02 04
03 05 01 02
21 41 40 43
21 03 17 25
04 03 03 04
00 =09 -01 -0I
16 03 18 27
23 w=23] N 21
02 00 00 00
=0 10 05 05
14 -13 15 26
08 18 40 32
02 -15 10 05
19 08 -10 02
12 12 40 35
78 g L1935
09 06 02 02
21 45 25 04
38 26 19 47
14 07 09 18
03 01 -03 0.1
00 09 04 03
09 -0.1 10 16
53 44 -07 15
03 03 02 00
22 50 02 02
34 08 -06 14
17 15 32 31
28 03 03 0l
60 1.1 12 13
49 23 41 45
09 15 09 19
03 02 00 03
12 -10 06 04
18 03 15 26
16 0.1 07 20
03 03 01 02
01 06 06 06
14 02 14 28

Norway
Final domestic demand
Stockbuilding
Net exports
GDP

New Zealand
Final domestic demand
Stockbuilding
Net exports
GDP

Portugal
Final domestic demand
Stockbuilding
Net exports
GDP

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
GNP

Total of above countries
Final domestic demand
Stockbuilding
Net exports
GDP

OECD Europe
Final domestic demand
Stockbuilding
Net exports
GDP

Total OECD
Final domestic demand
Stockbuilding
Net exports
GDP

1992 1993 1994 1995
27 41 29 29
10 -15 00 00
17 -04 14 -0l
4 22 43 29
10 59 39 34
18 11 00  0i
1 2D =l 0.0
04 48 39 35
45 -10 25 36
i1 =02 00 0l
5 07 213 =4
11 05 12 23
10 37 00 29
02 -01 o 0.1
04 29 11 03
08 -10 1 5%
35 -53 06 18
13 03 03 03
03 29 30 08
19 21 27 29
S5l S 04 05
17 03 05 07
32 09 04 -07
01 06 15 25
79 136 05 21
08 28 -39 05
29 95 49 16
58 68 06 43
13 01 120 127
00 -00 -04 02
00 07 11 03
13 08 20 31
2l 0% 1 EB
01 06 00 02
00 11 08 03
11 02 19 238
17 13 25 28
00 02 03 02
=010y =02 =023 04
" Nib bR o

a) Per cent of real GNP for Turkey.

Note: Totals may not add-up due to statistical discrepancy.
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1.
Note: Cross-country comparisons of capacity utilisation levels may be
misleading owing to conceptual and methodological differences in the

i1z

Annex Figure 2. Capacity utilisation in manufacturing
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Data for Germany concern western Germany.
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construction of the indices. For further details, see Methodological notes
of Main Economic Indicators and Sources and Methods, No. 37 (Business

Surveys}), April 1983.

Annex Figure 3. Real commodity prices’
Index 1960 = 100

Non-oil commodities

E

v b bvva e boa beva b G bena bona Lo bona b b b D Do bprp Do dnnn bone Do b besa bona Yanefpesdonnloredpentensloondyisly

60 61 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93

Deflated by the GDP deflator for the seven major countries (German data concern western Germany).
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Annex Table 56. Household saving, net wealth and indebtedness®

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

United States

Saving ratio 9:1 89 6.9 8.3 6.6 6.2 4.5 4.5 4.1 43 49 5.0 4.6
Net wealth 487 488 493 473 488 499 505 499 516 482 505 499 494
Net financial wealth 246 251 259 244 257 265 265 264 279 259 280 2381 2.79
Real assets 241 237 234 230 231 234s 240 235 128y 1222 1225 219 (245
Financial assets 38208 18i28 334 319 338 351 3¥59) 356 374 354 374 375 374
Corporate equities 044 044 048 041 0.51 058 055 055 062 056 075 084 088
Liabilities 074 072 074 075 081 085 090 092 095 094 095 094 095
Home mortgages 048 046 047 047 050 053 0359 0.6l 064 0.65 0066 067 0.67
Japan
Saving ratio 18.4 16.7 16.1 15.8 15.6 16.1 14.7 14.3 14.6 14.1 I5:1 143 14.6
Net wealth 528 538 543 550 5.6l 634 754 795 8.71 8.55 7.84 - -
Net financial wealth 1.31 1.36 1.47 eV 1.65 1.83 2.0l 222 252 223 224 229»
Real assets 397 402 396 393 396 451 553 573 619 1632 ./5:60 "
Financial assets 210 218 231 244 253 275 302 330 363 339 339 341r
Corporate equities 023 021 024 027 030 042 052 070 090 0358 055 2
Liabilities 079 082 085 088 089 092 1.01 1.07 1.11 1.16 1.15 1.127
Home mortgages 032 034 035 035 036 037 040 043 040 048 048 "
Germany”
Saving ratio 13.6 12.7 10.9 114 114 12.3 12.6 12.8 i24 139 185 12.8 12.3
Net wealth - . 4 - " - v ' .. " - . .
Net financial wealth 1.42 1.51 1.59 1.64 1.71 1.76 1.74 1.80 1.83 1.76 1.76
Real assets = n - - 2 .. . " .. - .
Financial assets 1.56 1.67 1.75 1.80 1.88 1.92 191 1.97 2.01 1.94 1.94
Equities 006 006 008 008 012 013 009 0.11 0.13  0.11 0.11
Liabilities 0.15 015 016 016 016 017 017 017 018 0.18 0.18
Long-term bank credit 0.10  0.10 0.11 0.11 0.11 012 012 013 013 013 0.4
France
Saving ratio 18.0 7.3 159 14.5 14.0 12.9 10.8 11.0 11.7 12.5 13.1 13.9 14.1
Net wealth 523" '5)15. 1533 pS837 5520 61000 5900 683 . L N - i
Net financial wealth 076 077 086 0.87 098 1.24 1512 181 1.47 1.24 1.38 1.44 1.68
Real assets 312, 1303 304 299 292 287 294 291 . 5 . » .
Financial assets 1.36 1.35 1.44 1.50 1.62 1.88 1.85 212 231 207 216 219 246
Equities 0.19 017 025 032 043 066 0.60 0.85 1.03 083 091 0.92 1.11
Liabilities 059 058 058 0.63 063 064 073 081 083 084 078 075 0.78
Medium- and long-term credit 039 039 039 041 043 043 046 050 049 049 048 047 048
Italy«
Saving ratio 20.8 193 223 206 18.9 18.2 177.7 16.7 16.6 18.4 18.2 18.8 18.9
Net wealth 5.01 549 5.11 S.14 519 519 539 547  5.69 . . . ”
Net financial wealth L1l 1138 1.14 1.22 1.39 1.56 155 165 1.96 196 203 208
Real assets 390 436 397 392 380 363 3.83 382 3737 = = -
Financial assets 1.19 1.21 1.22 1.31 148 1.66  1.66 177 224 225 233 238
Equities 0.09 006 007 008 015 023 016 017 049 046 048 050
Liabilities 008 008 008 009 009 010 0.11 0.12| 028 029 030 030
Medium- and long-term credit 006 006 0.05 006 006 007 008 009! 013 014 014 0.14
United Kingdom
Saving ratio 12.6 113 9.7 11.1 10.7 8.7 7.1 S, 7:2 8.6 10.1 12.3 11.5
Net wealth 413 426 455 468 480 518 546 608 6.18 566 5.6l - .
Net financial wealth 1.35 1.50 1.63 1.74 1.80 2.02 202 200 222 1.97 1:95° 2405
Real assets 278 277 293 292 299 315 344 409 398 3,69 345 -
Financial assets 197 217 237 254 265 293 3.01 307, (383 B:i8y B2 1327
Domestic equities 0.21 023 026 027 027 035 040 037 041 033 034 030
Liabilities 062 068 074 080 085 090 099 1.07 1410 1.16 1.16 1.12
Morigages 0.35 040 047 048 052 058 064 070 073 077 079 .
Canada
Saving ratio 154 182 14.8 150 133 10.7 922 9.7 10.4 99 103 10.8 10.6
Net wealth 4.09 398 404 399 397 415 423 431 425 423 435 446 457
Net financial wealth 1.44 1.48 1.57 1.61 1.64 1.70 1.69 1.66 1.66 1.68 1.74 1.81 1.90
Real assets 2.65 2.51 246 238 234 245 254 265 259 255 26] 2.64 267
Financial assets 226 221 233 234 239 251 257 258 259 263 272 281 2.92
Equities 0.52  0.51 053 053 055 059 0.6] 059 056 055 057 060 0.68
Liabilities 0.81 0.74 076 073 076 081 0.88 092 093 096 098 1.00 1.02
Mortgages 0.50 045 047 045 046 050 055 057 059 061 064 067 0.68

a) Houscholds and private unincorporated enterprises. The saving ratio is expressed in percentage. whereas the remaining variables are expressed as a simple ratio of
household nominal disposable income. Assets and liabilities are year-end nominal values. Data for Germany exclude acquisition of real assets and associaled liabilities:
it is estimated that inclusion of household morigages would increase the ratio of total liabilities to income to about 0.70 per cent in 1985.

b) Data refer to western Germany only.

c) Beginning in 1989. the financial accounts statistics for Italy are constructed with new sources and with a new methodology. They are, therefore, not comparable with

the historical series.

p = preliminary estimate.

Sources:  Uniled Stales, Federal Reserve, Balance Sheets for the U.S. Economy; Japan, Economic Planning Agency, Annual Report on National Accounts; Germany,
Deutsche Bundesbank, Ergebnisse der gesamtwirtschafilichen Finanzierungsrechnung der Dewtschen Bundesbank; France, INSEE. Rapport sur les Comptes
de la Nation; Italy, Banca d'ltalia, Economic Bulletin and Relazione Annuale; OECD. Financial Accounts of OECD countries; United Kingdom, Central
Statistical Office. United Kingdom National Accounts, Financial Statistics; Canada, Siatistics Canada, National Balance Sheet Accounts.



Annex Table 57. Productivity in the business sector
Percentage changes at annual rates

Total factor productivity “ Labour productivity” Capital productivity
1960¢-73 1973-79 1979-92¢ 1960<-73 1973-79 1979-92¢ 1960¢-73 1973-79 1979-92¢
United States 1.6 0.4 0.4 252 0 0.8 0.2 -1.3 -0.6
Japan 55 1.3 1.6 8.3 29 2.7 2.8 -34 -1.7
Germany ¢ 26 1.8 1.0 4.5 321 1.6 -1.4 -1.0 -04
France 39 1.7 1.4 54 3.0 2.3 0.9 -1.0 0.5
Italy 44 2.1 111 6.3 29 1.8 0.4 0.3 0.2
United Kingdom 2.6 0.6 1.6 39 1.5 22 —0.3 -1.6 0.1
Canada 2.0 0.8 0.1 2.8 1.5 1.2 0.6 0.5 -2.1
Austria 3.3 1.2 0.8 5.8 3.2 19 2.0 -3.1 -1.5
Belgium 3.8 1.4 1.4 02 2.7 2.2 0.6 -1.9 0.8
Denmark 2.7 1.1 14 4.3 2.6 23 -1.0 24 -0.9
Finland 33 1.8 19 4.9 3.2 3.0 -1.0 23 -1.1
Greece 5.8 2.1 0.5 8.8 33 0.9 -8.8 4.2 -1.8
Ireland 3.7 24 33 4.9 3.4 42 0.8 -1.8 -0.1
Netherlands 34 1.8 0.9 4.8 2.8 14 0.6 0.2 -0.1
Norway/ 22 ~-1.6 0 3.7 -0.5 12 0.1 -3.2 -1.9
Portugal 310 —0.4 1.0 7.5 0.5 1.7 —0.6 2.5 -0.7
Spain 33 0.9 1.7 6.0 S 2.8 -3.6 -5.0 -1.1
Sweden 2.0 0.2 0.7 3.7 1.5 1.4 2.3 29 -1.2
Switzerland 2.0 -0.4 0.4 352 0.8 1.0 -1.4 =35 -13
Australia 23 1.0 0.6 34 2.3 1.3 0.2 -1.5 0.6
New Zealand 0.8 -2.0 0.3 1.6 -13 1.3 0.7 -3.2 -14
OECD Europe? 3.3 14 1.2, 5.1 2.6 2.0 0.7 =135 -0.5
OECD¢# 3.0 0.6 0.9 44 1.6 1.6 -0.6 =157 0.8

a} TFP growth is equal to a weighted average of the growth in labour and capital productivity. The sample-period averages for capital and labour shares are used as
weights.

b) Output per employed person.

¢) Or earliest year available, i.e. 1961 for Finland, Greece, Ireland and Australia; 1962 for Japan, United Kingdom and New Zealand; 1963 for France; 1964 for Spain;
1965 for Sweden; 1966 for Canada and Norway and 1970 for Belgium and the Netherlands.

d) Or latest available year, i.e. 1991 for Italy, Austria, Belgium, Greece, Spain, Sweden and Switzerland; 1990 for Ireland. Norway and Portugal.

e) Western Germany.

f) Mainland business sector (i.c excluding shipping as well as crude petroleum and gas extraction).

g) Aggregates were calculated on the basis of 1991 GDP for the business sector expressed in 1991 purchasing power parities.

Annex Table 58. Monetary and credit aggregates<: recent trends and targets
Percentage changes, seasonally adjusted at annual rates

Annual change (to 4th quarter) Latest twelve From target  Current target
1990 1991 1992 1993 months base period  or projection
United States M2 4.0 29 1.9 1.3 2.3 (Apr. 1994) 2 1-5
M3 7 12 0.5 0.5 1.3 (Apr. 1994) 0.5 04
BC 4.5 -0.2 0.1 355 5.3 (Apr. 1994)
Japan M2+CD 10.0 2:1 0.6 1.6 1%, (Mar. 1994) 20 1-2
BC 8.9 45 2.2 0.6 -0.3 (Jan. 1994)
Germany M3 53 5.2 9.4 7.4 114 (Apr. 1994) 15.8 4-6
BC 8.9 10.7 8.2 79 7.8 (Mar. 1994)
France M3 8.3 3.9 6.0 0.9 -3.8 (Mar. 1994) 5.2 around 5
BC 15.7 eS 3.0 3.1 3.2 (Jan. 1994)
Italy M2 9.1 82 59 79 /! (Mar. 1994) il 5-7
BC 16.6 13.8 4.7 5.8 5.8 (Dec. 1993)
United Kingdom MO 3:3 2.8 2.7 54 S (Mar. 1994) 5.8 0-4
M4 13.7 5.9 4.0 4.9 6.0 (Mar. 1994) 59 39
BC 9.5 6.0 -2.6 29 29 (Q4 1993)
Canada M2 8.6 5.1 319 34 33 (Mar. 1994)
BC 4.1 3.8 0.3 1.4 (Oct. 1993)

a) BC = commercial banks credit to economy. For more details see ‘‘Sources and Methods™’.
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Annex Figure 4. Stock prices and long-term interest rates
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1. January 1988 = 100.

NYSE for United States, Tokyo stock exchange for Japan, all shares for
Germany, INSEE for France, Milan stock exchange for Italy, Financial
Times 500 for United Kingdom, Toronto stock exchange for Canada.
2. 10-year government bond yield for the United States, Japan, ltaly and
United Kingdom, 7-15 years public sector bonds for Germany, public and
semi-public sector bonds for France, over 10-year government bonds for
Canada.



Annex Table 59. Export market growth and performance in manufactured goods
Percentage changes from previous year

4)) 2) (3) 4)
Import volume Export market growth* Export volume Relative export performance®
1992 1993 1994 1995 [ 1992 1993 1994 1995 [ 1992 1993 1994 1995 | 1992 1993 1994 1995

United States TSE 1310, )27 7.8 8.1 5.6 8.1 7.8 6.4 6.1 9.9 8.0| -1.6 04 1.8 0.2
Japan -2.4 6.8 16.1 8.51 10.1 7.6 93 8.3 1.2 =21 1.1 28| 8.1 80 -76 -5.1
Germany 0.2 -11.7 0.6 6.0 352 0.7 535 6.8 20 -6.1 5.0 8.1] -1.2 -67 -0.5 1.1
France 10 438 319 6.2 51 -10 5.1 6.8 51 =32 53] 7.0 00 -22 0.0 0.2
Ttaly 57 -14.9 52 5.1 au7 el 49 7.0 26 101 9.0 8.1 -1.0 104 39 1.1
United Kingdom 74 3.0 59 7.7 5.0 0.5 5.7 6.9 2.6 34 5.5 73| 23 29 -02 04
Canada 7.0 107 9.7 7.8{ 107 114 119 7.8 102 129 109 94| 0.5 13 -1.0 1.4
Total of the above countries 53 16 82 72| 64 35 J28 &S 357 12 63 70| 26 -22 08 -04
Austria 36 -13 219 6.7 03 4.1 37 6.5 39 44 312 7.6 36 03 05 1.0
Belgium-Luxembourg 06 -19 2.2 52 33 27 45 6.7 0.5 37 3.0 62| 37 -1.0 -15 04
Denmark 30 35 6.8 7.0 22 07 4.7 6.7 5.6 08 4.0 58 34 02 06 -13
Finland —11.6 14 40 8.5 2.8 0.8 54 7.0 79 170 116 73 49 161 5.9 0.3
Greece 60 54 7.6 7.6 35 33 42 6.6] 18.1 0.2 3.1 7.3 141 36 -1.0 0.6
Iceland 49 -178 =23 33 04 -16 5.7 6.8| -21.3 -32 3.1 104]-21.7 -l6 -25 353
Ireland 10.0 74 6.1 6.4 4.6 0.2 59 7.0 9.1 39 6.8 8.6 43 3.8 0.8 xS
Netherlands 03 2.0 2.8 4.8 30 27 4.2 6.6 2.1 -t1 3.3 6.11 0.9 1.7 -09 -04
Norway 48 -1.0 42 5.9 4.0 1.4 5.8 6.9 3.1 39 60 75| 09 24 0.3 0.5
Portugal 12.6 1.7 5.7 8.5 32 35 4.0 6.9 6.6 03 65 114 33 32 24 4.2
Spain 56 1.8 31 103 49 22 4.8 6.6 47 120 103 107} -03 144 52 3.8
Sweden 21 53 49 6.2 3.8 0.1 ST 7.0, 02 114 118 72 38 112 59 0.1
Switzerland 58 08 59 6.5 47 -0.8 SN, 7.1 5.0 0.6 315 50 04 14 21 -19
Turkey 141 363 -79 57 35 38 4.7 6.8 L7 5.8 6.3 02 100 66 -05
Total of smaller European

countries 1.6 05 34 6.5 34 -18 4.8 6.8 3.1 22 59 7.1} 03 4.1 1.0 0.3
Australia 79 52 7.6 9.3 8.4 7.9 103 8.4 8.7 82 10.6 79 03 0.2 04 -05
New Zealand 12.6 6.1 4.7 4.8 7.8 69 100 9.0 9.6 34 7.7 7.0 17 -33 21 -1.8
Total of smaller countries 21 01 3L 6.7 36 -1.3 5.1 6.9 34 25 6.1 7.1] 0.3 38 09 02
Total OECD 43 1.1 6.9 7.1 5.8 24 6.7 73 3.6 15 6.2 71 21 08 05 -02
OPEC 11.6 235 23 6.0 7.8 5.5 9.0 8.1 29.6 6.2 6.2 441 202 0.7 25 =35
Asian NIEs 136 112 11.6 105 9.3 7.7 100 8.4 70 101 115 102| 2.1 22 14 1.6
Other Asia 151 110 091 102 8.8 7.7 102 8.8 151 122 135 108 5.8 4.1 3.0 1:9
Latin America® 204 8.1 7.6 7.0( 10.6 8.6 10.1 7.6 6.3 6.3 92 84! -39 21 -09 0.8
Africa 10.8 5.0 24 3.8 51 -04 6.1 6.8 0.6 0.7 34 337 43 1.1 25 32
Central and Eastern Europe  -18.1 6.8 27 6.3 1.3 22 49 6.9{-17.7 4.8 S99 5.8{ -18.8 72 1.0 -10
Total of non-OECD

countries 11.6 8.7 8.3 8.6 8.4 6.6 9.5 8.2 7.0 9.2 108 94 122 2:5 1.2 1.1
World 6.3 33 74 75 6.3 353 7.3 7.5 43 32 -3 76| -19 -0.1 0.0 0.1
OECD Europe 23 45 34 6.4 38 05 352 6.8 29 0.2 5.9 7.5 08 0.8 0.7 0.6
EC 28 58 34 64 39 05 5. 6.8 28 05 5. 77| -1.0 0.0 0.5 0.8
Total OECD less the United

States 24 23 50 6.8 53 1857/ 6.4 /52 3 0.6 54 69 22 -1.1 09 03

a) The calculation of export markets is based on a weighted average of import volumes [panel (1) above] in each exporting country’s markets,
991.

manufacturing trade flows in 1

with weights based on

b) Relative export performance [panel (4) above] is derived for each country as the ratio of export volumes [panel (3) above] to export markets [panel (2) above].

¢} Including Mexico.
Sources:
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Direction of Trade data - United Nations Statistical Office; OECD, Foreign Trade By Comnodities.
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Annex Figure 5. Measures of relative competitive position
Indices in US$ terms; 1991 = 100

Relative average value of manufactured exports
Relative unit labour costs in manufacturing
Relative consumer prices

A fall indicates improvement in competitive position
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Annex Figure 5 (cont'd). Measures of relative competitive position
Indices in US$ terms; 1991 = 100

Relative average value of manufactured exporis
Relative unit labour costs in manufacturing
Relative consumer prices

A fall indicates improvement in competitive position
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Annex Table 60.

Geographical structure of OECD trade
Percentage of nominal GDP

Area or country

Source/destination

Source of imports

Destination of exports

1962 1972 1982 1992 1993 1962 1972 1982 1992 1993
OECD OECD 614 816 1041 10.95 584 798 1011 10.82
of which:  Europe 393 537 685 7.8 408 544 712 776
North America 177 200 246 213 133 201 226 233
Other 044 079 110 124 043 052 074 072
Non-OECD 254 261 523 376 255 254 469 371
of which:  DAEs¢ + China 019 036 088 143 026 042 087 136
OPEC 068 083 222 074 034 042 146 057
USA OECD 173 334 442 524 541 | 208 277 380 447 434
of which:  Europe 078 127 165 1.8 184 | 1.09 125 189 197 1.8l
North America 064 123 147 166 178 | 067 103 107 152 160
Other 031 084 129 171 179 | 033 049 084 098 092
Non-OECD L12 126 332 374 389 | 1.69 134 293 309 3.11
of which: ~ DAEs¢ + China 0.08 033 087 175 1.84 | 011 022 067 109 114
OPEC 026 022 099 056 053 | 018 023 073 037 033
Japan OECD 516 392 427 306 275 | 390 518 613 501 4.40
of which: ~ Europe 100 082 093 103 080 | 111 157 201 197 153
North America 339 230 263 164 152 | 252 331 362 282 266
Other 077 080 072 039 033 | 027 029 050 022 021
Non-OECD 409 378 781 328 301 | 416 422 658 424 410
of which: ~ DAEs¢ + China 084 073 161 152 148 | 120 167 239 281 281
OPEC 112 150 445 1.06 089 | 052 061 200 052 040
Europe OECD 176 1407 1830 18.39 10.62 1370 1733 1761 .
of which:  Europe 894 1166 1501 15.46 8.80 11.65 1510 15.47
North America 226 178 235 179 135 165 176 158
Other 057 063 093 L14 046 039 047 055
Non-OECD 440 395 666 4.03 .. 3.63 344 596  3.92 .
of which:  DAEs¢ + China 024 028 063 110 026 027 048 081
OPEC 120 138 287 077 056 061 215 076

a) DAE:s are the Dynamic Asian Economies (Hong Kong, Singapore, Korea, Taiwan, Thailand and Malaysia).
Source: OECD Secretariat.
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SOURCES AND METHODS

The analysis in the Economic Outlook and the projections
on which it is based are the work of the OECD Economics
Department. The following notes describe various technical
aspects of the projection methods used, and underlying statisti-
cal concepts, sources and methods.

PROJECTION METHODS

While taking into account official and unofficial national
macroeconomic projections for Member countries, the OECD
Economic Outlook projections are based on the OECD
Secretariat’s independent assessment of the world economy.
This draws on individual country, general economic and area
analyses. Emphasis is placed on the role of international trade
and financial linkages, to ensure that projections for each coun-
try are consistent with global developments.

The Economic Outlook projections are specifically condi-
tional on technical assumptions about exchange rates, energy
prices, and the choice of economic policies — fiscal, monetary
and structural. The primary considerations involved in the
choice of these assumptions are as follows:

Exchange rates against the US dollar are generally
assumed to remain constant over the projection period, at
the level prevailing on a prespecified cut-off date, chosen
in the course of the exercise, except for those countries
with stated or de facto policies.

The price of crude oil is set on the basis of a technical
assumption described in the text.

Fiscal and monetary policy assumptions for individual
countries are generally based upon stated official policies,
with public sector expenditure and revenue projections
being based upon the most recent budgetary statements.

The OECD Secretariat’s world macroeconomic model,
INTERLINK ', is used to help to ensure national and interna-
tional consistency, though a considerable amount of country-
specific expertise and judgement is brought to bear in the con-
struction of the underlying individual country assessments.

A preliminary version of the Economic Outlook projec-
tions is presented to and discussed by the OECD Working
Group on Short-Term Economic Prospects, where Member
country delegates provide their analyses and detailed com-
ments, drawing on national authority evidence and projections.

In presenting half-yearly demand, output and price projec-
tions, all estimates reported in the Economic Qutlook are sea-
sonally adjusted and shown in terms of percentage changes at
annual rates. Further definitional notes relating to reporting
conventions, in particular the measurement of semiannual rates
of growth, are given below.
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The domestic economy

Macroeconomic developments reflect a complex and
simultaneous interaction of many economic variables and rela-
tionships. The following paragraphs describe those which are
particularly important to OECD Secretariat projections.
Although the specific details of domestic trends differ some-
what between individual OECD economies, the main features
involved are broadly as outlined.

Domestic expenditure components

Two broad categories of domestic expenditure are distin-
guished, consumption and investment, subdivided into various
private and public sector components. Depending on the coun-
try concerned, further disaggregation may also be involved. The
projections of private consumption typically depend on real
personal disposable income, with allowance made for the
effects of changes in the rate of inflation, monetary and finan-
cial conditions, and also leading indicators of consumer confi-
dence and retail sales. Particular attention is given to current
trends in personal and business sector savings rates and asset
holdings. Private investment is, for most countries, subdivided
into business fixed investment, residential construction and
stockbuilding. Business fixed investment is typically assessed
in relation to non-financial variables (sales, output and capacity
utilisation) and financial variables (cash flow and interest rates)
but also gives weight to business survey information. Projec-
tions for residential construction take account of demographic
trends, housing stocks. real income and financial conditions,
and also draw on cyclical indicators for the construction sector.
Projections of stockbuilding are usually made with reference to
relevant stock-output and stock-sales ratios, taking account of
recent trends, financial factors and specific supply-side
influences.

Government non-wage expenditures, divided into non-
wage consumption and investment, are treated as being exoge-
nous policy assumptions, specified in either nominal or real
terms. In a number of cases, an independent assessment is made
of expected out-turns versus stated policy goals. Government
wage expenditures may be set either in terms of nominal targets
for the total wage bill or as the product of government employ-
ment and associated wage projections.

Methods involved in the analysis of external influences on
output and real GDP, i.e. those coming from goods and services
trade, are described below in the section concerning foreign
trade.

Employment, wages and prices

Employment and other labour market trends are com-
monly assessed in relation to changes in the levels of actual and
expected output. Important additional elements relate to labour



and factor productivity trends, capacity constraints and real
factor costs. Unemployment rate projections are given by the
combination of employment and labour supply projections,
with the latter assessed judgmentally on the basis of demo-
graphic trends and participation rate assumptions.

Wage and earnings assessments take into account a num-
ber of key factors. Extensive use is made of the pattern of
current wage settlement as a leading indicator, with pressure of
demand in the labour market, productivity rates and the terms of
trade also influencing the overall projection of real wages and
compensation per employee. The projections of unit labour
costs used in the assessment of prices and inflation take account
of those for employment, productivity growth, wage rates and
social contributions. Public sector wage projections are gener-
ally based on announced policies but may also be assumed to
adjust in line with private sector wages.

The assessment of domestic prices and inflation trends
depends crucially on unit costs, the levels of demand and sup-
ply potential — and hence spare capacity — and foreign prices. In
making individual price projections, allowance is also made for
a number of special factors affecting prices in individual coun-
tries — harvest yields, changes in taxes and subsidies and
administered price regimes. The overall set of domestic expen-
diture deflators in conjunction with goods and services trade
prices and corresponding real expenditure components are then
combined to give projections of total domestic demand and
output deflators. The specific treatment of trade prices is dis-
cussed in more detail in the section concerning foreign trade.

Sectoral accounts

Appropriation accounts for the household and government
sectors are projected for the seven major OECD economies and
some smaller countries. Both accounts are constructed by iden-
tifying the different sources of income and expenditures, sav-
ings and net lending.

Household income consists primarily of the wage compen-
sation of employees, self-employment income, and transfers.
Property and other income — essentially dividends and inter-
est — are evaluated in the light of business income and debt
interest flows. The sum of these elements is adjusted for direct
taxes and transfers paid to give household disposable income.
The latter is then split between household consumption and
savings. Household taxes and transfers are typically projected
on the basis of movements in the appropriate nominal bases and
corresponding marginal tax and transfer rates. There is some
variation in the detail of the treatment of transfers as between
the larger and smaller economies. Social security receipts are
projected on the basis of the unemployment rate, prices and
wage compensation levels. Household net lending is obtained
by subtracting housing investment from household savings.

For the United States a full disaggregation of revenues and
expenditures is made as between State and Local and Federal
accounts, with wage and non-wage expenditures also split
between defence and non-defence spending. For the other
major economies a relatively standardised total general govern-
ment approach (described below) is adopted. while for some
smaller economies there is a less detailed treatment of transfers,
subsidies and property income. For a number of countries,
specific allowance is also given to revenues and tax receipts
from sectors of specific importance, for example, oil and gas.

The current receipts of the government sector are in gen-
eral defined as the sum of direct taxes on household and busi-
ness sectors, indirect taxes, social security, and other transfer
receipts and interest-related property income. Indirect taxes are
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projected on the basis of weighted expenditures, combined with
corresponding marginal tax elasticities. Business sector taxes
are assessed on the basis of projected business income, making
some allowance for the Jags between accruals and payments.
Social security and other transfer receipts are linked directly to
the corresponding household sector payments, while property
income is in general assumed to grow broadly in line with
nominal GDP.

Current disbursements are made up of current consump-
tion, transfer payments, subsidies and interest payments. For the
major economies, interest payments are assessed on the basis of
the stocks of outstanding debt, the rate of roll-over in the stock
and the relevant interest rates. Government net lending is then
derived as current savings, less nominal investment, capital
consumption and other miscellaneous capital transactions. The
stock of government net financial liabilities is finally obtained
as the cumulation of net lending, subject to statistical
discrepancies.

Domestic monetary policies

For the major economies, prevailing monetary policies are
examined against a range of monetary indicators. Typically,
assumptions are made about the choice and stance of policy,
taking into account recent policy announcements with respect
to the choice of monetary targets, associated target ranges and
instruments, by national authorities. Increasingly, this involves
a strong interdependent element, given for example the impor-
tance of interest rates, exchange rates, output and prices to
international transmission mechanisms. Effectively this means
that international financial linkages are increasingly important
in the overall global assessment, and hence the assumptions for
short- and long-term interest rates and/or monetary aggregates
for virtually all OECD countries may hinge critically on the
assessment of monetary policy in the three largest ones.

Further details of a wider range of statistical and method-
ological issues are described below in the Monetary Aggregates
and Interest Rates section.

Foreign trade

Particular attention is given in the forecasting exercise to
ensuring the consistency of international trade volume and price
projections, trade representing a principal channel through
which developments in one country affect other economies. Six
categories of international trade are customarily distinguished:
manufactures; energy; food; raw materials; non-factor services;
and other services. Various adjustment and reconciliation pro-
cedures are involved in linking customs-basis foreign trade
projections to the national-accounts basis projections for indi-
vidual countries.

The projections for total goods trade are based on a split
into the following specific SITC categories:
food: 0 + 1
raw materials: 2 + 4
energy: 3
manufactures: 5 +6 +7 + 8 + 9

Projections for these components are weighted together
using moving weights based on 1991 trade flows. These are
approximately comparable to figures published in the OECD’s
Monthly Statistics of Foreign Trade (Series ‘‘A’’). The
paragraphs below summarise how projections for these compo-
nents are prepared. The structural specifications of equations
used in the foreign trade projections are set out, for each coun-
try, in the OECD Secretariat’s INTERLINK Reference Manual.



Goods: volumes

a)
i)  Manufactures

The initial projections of import volume growth for manu-
factured goods are derived from equations (in logarithm level
form) in which the main explanatory variables are activity
(demand) and lagged competitive position. The activity variable
in the import equations is specified so that a distinction is made
for most countries between the short-and long-term response of
imports to a change in demand (i.e. demand is split into two
components: a moving average, and the ratio of actual demand
to this moving average). In addition, for some countries a
lagged dependent variable is included in the specification.
Export volume projections are based on export market growth,
derived as weighted averages of the forecasts for imports of
manufactured goods. with an allowance for the effects of com-
petitive position. This is typically represented by relative prices.

Expenditure elasticities for imports are. in general, esti-
mated in the range of 1.5 to 2.5, while most of the price
elasticities (import prices relative to domestic prices) range
from —0.4 to —0.9, the response being lagged over two to three
years. For export volumes, price elasticities (export prices rela-
tive to competitors’ prices) are typically taken to be in the range
of —1.0 to -2.0, lagged over three years, while market growth
elasticities for most countries are close to unity.

il) Energy

International trade in energy is concentrated in oil, and the
forecasting effort is focused accordingly. It is assumed that
OPEC is the marginal supplier, with other producers setting
prices relative to those of OPEC such that they are always able
to sell their full capacity output.

The demand for oil is projected, in collaboration with the
International Energy Agency, from relationships which link oil
consumption to the real cost of imported oil. Judgmental adjust-
ment is then made to reflect any unusual weather conditions and
new developments in energy substitution.

With oil demand determined, net oil imports are obtained
by subtracting expected domestic production and adjusting for
any expected change in stocks. The movement in oil imports is
then added to the projected movements of imports of other
forms of energy.

i) Food and raw materials

Import volumes of food are assumed to follow projected
movements in real private consumption; import volumes of raw
materials are assumed to follow movements in industrial pro-
duction. While some allowance is made for the effects of large
changes in competitiveness, trade volumes of food and raw
materials are generally assumed to be relatively insensitive to
changes in competitiveness over the projection period. Food
and raw material exports are based on, infer alia, projected
import volumes of other countries, with an allowance for fac-
tors affecting supply.

b) Goods: unit values

i)  Manufactures

Projections for unit values of exports of manufactured
goods are based initially on movements in unit labour costs,
import prices, and competitors’ export prices — the first two
being subject to lags of up to one year. Some allowance is made
for exceptionally high or low rates of capacity utilisation.

Import unit values are derived as weighted averages of
foreign costs and domestic prices. The resulting import price
projections are then modified to reflect time lags in the transla-
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tion of exchange rate changes into import prices. In those coun-
tries where competitiveness has changed sharply, an allowance
is made for price discrimination by foreign suppliers in the first
half-year, partly reversed over the next two half-years. The
export and import price equations have been estimated to
ensure consistency at the world level. (For more details, see
“‘Import and export price equations of manufactures’, OECD
Economics and Statistics Department Working Papers, No. 43,
Richard Herd.)

i) Energy

The customary technical assumption is that, in the near
term, oil prices are determined by market conditions, including
announced OPEC decisions, and thereafter follow prices of
OECD exports of manufactured goods. Adjustments are made
to reflect natural gas and coal contracts and thereby allow for
the lag between the movements of other fossil fuels and oil
prices.

i) Food and raw materials

In general, food and raw material unit values (in dollars)
are derived from projected movements of spot commodity
prices. Current OECD Secretariat estimates suggest that about
three-quarters of the change in spot industrial materials prices is
passed through into OECD import unit values of raw materials
within about six months.

Equations for OECD export unit values for food and raw
materials utilise domestic cost pressure variables as well as
world spot commodity prices as explanatory variables. In addi-
tion, food export unit value equations for EC countries are
adjusted for the effects of the Common Agricultural Policy.
Import unit values for food and raw materials are trade-
weighted averages of partner-country export unit values.
Services

©)

Projections of non-factor services are based on equations
of broadly similar specification to those used for manufactures
trade. Volumes of non-factor service debits depend both on
projected movements of import-content-weighted real expendi-
ture, and the price of import of services relative to domestic
prices. Non-factor service credits depend on market growth for
services and each country’s export prices of services relative to
those of its competitors. A service trade share matrix based on
1989 flows is used to calculate market growth and competitors’
prices. Export prices of services for each country are assumed
to move in line with its total expenditure price deflator. Service
export prices for non-OECD zones are assumed to move with
the average for the OECD area. Import prices are then calcu-
lated from export prices using the service trade share matrix.
Import elasticities of non-factor services with respect to import-
content-weighted expenditure components are around 1.2, with
price elasticities of —0.7 to —0.8 lagged over 1> years. Non-
factor service export projections are based on market growth in
partner countries, with market growth elasticities around unity
and price elasticities of 0.4 to —0.5 lagged over 1. years.
Projections for investment income are based on equations that
take account of external assets and liabilities and rates of return.
Movements in external assets and liabilities are linked to capital
outflows and current-account balances.

d) Non-OECD

Trade volumes and prices of the non-OECD area are pro-
jected on the basis of six country groupings (see Country Clas-
sification for details). Individual projections are made for some



important non-OECD countries. Import and export prices for
each group reflect world prices weighted according to the com-
modity structure of trade. Export volumes for each group are
projected largely on the basis of OECD demand, with some
account taken of demand from other non-OECD groupings and,
in some cases, changes in competitiveness. For groups with
large external assets, import volumes are in line with assess-
ment of development plans. For other groups, import volumes
are projected taking account of export revenues, the level of
external financing and import prices.

EFFECTIVE EXCHANGE RATES

The calculation of effective exchange rates uses a system
of weights based on a double-weighting principle, which is also
used to calculate price and cost competitiveness indicators. The
effective exchange rates take account of both export and import
competitiveness.

Twenty-three OECD Member countries (Belgium-
Luxembourg is treated as one country and Mexico will only be
incorporated in the analysis as from Economic Outlook 56) and
four of the dynamic Asian economies (Hong Kong, Korea,
Singapore and Taiwan) are included in the calculation of effec-
tive exchange rate. Twenty-nine markets are considered: the
23 OECD countries and the six non-OECD zones.

For each year, starting in 1970, a 27 x 29 (country X mar-
ket) matrix has been constructed, based on ISIC data. Each
diagonal element represents the production of manufactured
goods (net of exports) of individual countries and each ofi-
diagonal element represents the exports of manufactured goods
from one country (row) to any other OECD country or non-
OECD zones (column). This basic matrix is then used to com-
pute a new intermediate matrix for each country which gives a
measure of the relative importance of the other 26 competitors
in the 29 markets. The obtained intermediate matrix is then
weighted by the relative share of the 29 markets for the country
involved. This gives a global weighting system for each year
since 1970.

Geometric indices of effective exchange rates are then
computed: indices of nominal exchange rates are weighted each
year with the weighting matrix of the previous year. For 1970,
the indices are weighted with the 1970 weighting matrix. This
gives a set of effective exchange rates based on moving
weights.

A fuller description of this methodology is given in
“OECD’s indicators of international trade and competitive-
ness’’, OECD Economics Department Working Papers,
No. 120, Martine Durand. Jacques Simon and Colin Webb.

FISCAL POLICY

Government debt

The figures for gross public debt (Annex Table 32) refer to
the debt and other liabilities (short- and long-term) of all of the
institutions contained in the general government sector of the
national accounts. This sector is the aggregate of the central and
local government sectors and the social security sector. The
gross data for the individual government sectors is consolidated
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where national sources permit such a consolidation. The figures
for net debt (Annex Table 33) measure the gross debt of the
general government sector less the financial assets held by the
general government sector. Such assets may be cash, bank
deposits, loans to the private sector, participations in private
sector companies, holdings in public corporations or foreign
exchange reserves (depending on the institutional structure of
the country concerned, see footnote ¢) to Annex Table 33). If it
has not been possible to consolidate the gross debt data, assets
may include debt issued by one institution in the general gov-
ermnment sector but held by another institution in the general
government sector (see footnotes ¢) and d) to Annex Table 32
for the non-consolidated countries).

Cyclical and non-cyclical components of general
government financial balances (Annex Table 29)

The budget balance can be decomposed into a cyclical and
a non-cyclical, or structural, component. The decomposition is
aimed at separating cyclical influences on the budget balances
resulting from the divergence between actual and trend output
(the output gap), from those which are non-cyclical. Changes in
the latter can be seen as a cause rather than an effect of output
fluctuations and may be interpreted as indicative of discretion-
ary policy adjustments. It should be noted, however, that
changes in resource revenues — as a result of oil price changes,
for example — and in interest payments — as a result of past debt
accumulation or changes in interest rates — are neither cyclical
nor purely discretionary. Yet these changes are reflected in the
evolution of the non-cyclical component of the budget balance
(cyclically-adjusied balance).

The cyclically-adjusted balance is derived by (re-)calculat-
ing the items on the government appropriation account which
would be obtained if output (GDP) were at its trend level.
Denoting a cyclically-adjusted variable by an asterisk, reve-
nues (T) and expenditures (G) are recalculated as follows:

T = T, (GDP*/GDP)* a. > 0
G* = G, (GDP*GDP)? B < 0

where 0. and [ are respectively the elasticity of current receipts
and expenditure with respect to nominal output growth. The
cyclical adjustment is carried out for the main revenue items
separately (i.e. corporate taxes, personal income taxes, indirect
taxes and social security contributions), and for the unemploy-
ment-related expenditure.

The cyclically-adjusted budget balances are reported in
Annex Table 29 as a ratio of trend output at current prices.
Trend output is defined by a regression of actual output and a
time trend. The latter is split at points in time to take account of
changes in the trend rate of output growth. It should be stressed
that the estimated cyclically-adjusted budget balances are sur-
rounded by large margins of uncertainty. This is due not only to
the usual risks to the projection of actual output, but also
reflects uncertainty as to the present size and future growth of
trend output, and the degree to which elimination of the output
gap would translate into enhanced tax revenues and reduced
expenditures.

The primary balance (Annex Table 30) is obtained by
netting net interest payments from the overall balance.

For a further discussion of these issues, see “‘Indicators of
fiscal policy: a re-examination””, OECD Department of Eco-
nomics and Statistics Working Papers, No. 78, Jean-Clande
Chouraqui, Robert P. Hagemann and Nicola Sartor.



MONETARY AGGREGATES AND INTEREST RATES

Monetary and credit aggregates (Annex Table 58)

M1 is the narrowly defined money supply, i.e. currency
plus domestic demand deposits. M2, M2 + CD, M3 and M4 are
broadly-defined money stocks, which add to M1 domestic sav-
ings deposits and other managed liabilities of banks and other
financial institutions, and certificates of deposit (CD) in Japan,
France and the United Kingdom. In the United Kingdom, MO is
currency in circulation with the public plus bankers’ operational
balances with the central bank. Monetary aggregates are
obtained from national data sources.

Bank credit: United States: conumercial banks loans:
Japan: commercial banks loans and discount; Germany: bank
credit to economy, excluding Central Bank, short-, medium-
and long-term; France: bank credit to economy, total; Italy:
commercial and saving banks, credit to private sector; United
Kingdom: bank credit to industry and other sectors; Canada:
chartered banks, credit to economy. Bank credit information is
obtained from OECD, Main Economic Indicators.

Latest twelve-month changes are calculated from the most
recent 3-month average relative to the corresponding 3-month
average a year earlier. Changes from target base period are
calculated as the latest monthly figure relative to the fourth
quarter of the previous year, except for the United Kingdom and
Japan which are changes over the previous twelve months. For
the United States and Germany, targets are for Q4 to Q4 annual
growth rates: for Japan, the figure is not a target but a projection
for growth from QI to Q1; for France, the figure is a medium-
term objective; for the United Kingdom, the current target or
monitoring range is expressed in terms of changes over the
previous 12 months.

Interest rates (Annex Table 34)

Projections are based on the technical assumptions of
unchanged policies and exchange rates. The following interest
rates are used.

Short-term rates: United States: 3-month Treasury bills;
Japan: 3-6 month CD: Germany, France, Italy, United
Kingdom: 3-month interbank rates: Canada: 90-day finance
company paper; Austria: 3-month Vibor; Belgium: 3-month
Treasury certificates; Denmark: 3-month interbank rate;
Finland: 3-month Helibor: Ireland: 3-month Treasury bills;
Netherlands: 3-month Aibor; Norway: 3-month Nibor; Spain:
3-month interbank loans; Sweden: 3-month Treasury discount
notes; Switzerland: 3-month Euro-deposits: Australia: 90-day
bank-accepted bills: New Zealand: 90-day bank bills.

Long-term rates: United States, Japan and United
Kingdom: 10-year government bonds; Germany: 7-15 year
public sector bonds; France: public and semi-public sector
bonds; Italy: Treasury bonds:; Canada: over 10-year long-term
federal government bonds; Austria: public sector bonds (more
than 1 year); Belgium: central government bonds (more than
5 years); Denmark: central government bonds (10 years);
Finland: taxable public bonds (3-6 years); Ireland: 15-year gov-
ernment bonds; Netherlands: 5 longest-running issues of central
government bonds: Norway: 6-10 year central government
bonds: Spain: government bonds (more than 2 years); Sweden:
10-year government bonds; Switzerland: Confederation bonds;
Australia: 10-year Commonwealth government bonds; New
Zealand: 10-year government bonds.

Sources: OECD. Main Economic Indicators and Financial
Staristics. Some series are not strictly comparable over time due
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to changes in definitions or in institutional arrangements. For
further details, see OECD Financial Statistics, Methodological
Supplement, 1991-92.

LABOUR FORCE DATA

This section outlines the sources and definitions of the data
concerning labour markets. Where different series are available,
those chosen are the ones which the OECD Economics Depart-
ment finds most useful for policy analysis and forecasting,
usually because they are the most commonly cited, and are
ifrequently published. The data are not always consistent with
the national authorities” definitions and those published in the
OECD’s quarterly and annual publication Labour Force Statis-
tics (LFS). Exceptions are noted below.

For most countries the source of these data is a labour
force survey of a sample of households in which both compo-
nents of the unemployment rate (UNR), unemployment
levels (UN) and labour force (LF), are measured simultane-
ously. For the remaining countries, one of the components of
the identity LF = UN + ET (employment) is derived from the
other two, which are generally estimated from different sources.
The term ‘‘total”” is used with reference to labour force and
employment to indicate that all armed forces (conscripts as well
as professional military) are included. In some countries (indi-
cated below), employment and labour force include profes-
sional military, but exclude conscripts. ‘‘Civilian’* labour force
and employment data exclude all military personnel. Participa-
tion rates are calculated as the labour force divided by the total
working-age population; where the count of the working-age
population, the labour force, the employed and the unemployed
is normally restricted to individuals 16 through 64 years of age.
Unless otherwise specified, annual data refer to the average of
either monthly or quarterly data: semiannual data shown for the
seven largest countries are averages of monthly or quarterly
seasonally-adjusted figures.

United States

Unemployment, civilian employment and civilian labour
force are from the monthly Current Population Survey of per-
sons aged 16 and over. The data are seasonally adjusted by the
Bureau of Labor Statistics. All layoffs are included in unem-
ployment. Starting in January 1994 the data are based on a new
survey methodology, and are not directly comparable with data
for previous years. For a full discussion of the implications of
the change see the box in the country note for the United States.

Japan

Unemployment, employment and labour force (including
national *‘self-defence’ forces) are from the monthly Labour
Force Survey of persons aged 15 and over. The data are season-
ally adjusted by the OECD Secretariat.

Germany

Data on employment (GDP basis) and unemployment are
based on national accounts statistics. The labour force (LF) is
derived as the sum of total employment (dependent and self-
employed) and unemployment. Seasonal adjustment is done by
the OECD Secretariat. Up to 1991, data on employment and
unemployment refer to western Germany only.



France

INSEE provides OECD with monthly data on seasonally
adjusted unemployment rates and total unemployment levels
corresponding to ILO guidelines. The unemployment rate is
based on the results of the annual Labour Force Survey held in
March, and converted to a monthly basis using end-of-month
registrations. Labour force levels are calculated using the rela-
tionship LF = UN/UNR#100, and total employment (ET) is
then obtained as a residual.

Italy

Employment, unemployment and labour force are from the
quarterly Labour Force Survey of persons aged 14 and over.
The definition of unemployment was revised in 1986 and in
1992 to be more in line with ILO and Eurostat guidelines. The
employment figures from the quarterly Labour Force Survey
differ from those in the national accounts source, Conti
Economici Trimestrali, ISTAT. The latter are used for derived
variables such as labour productivity and labour costs. A stan-
dard labour unit has been defined which measures the average
volume of work carried out by a full-time worker.

United Kingdom

Seasonally-adjusted unemployment, total employment and
total labour force (working population) are from the Depart-
ment of Employment publication, Employment Gazette. The
unemployment figures refer to claimants at Unemployment
Benefit Offices. They exclude students seeking vacation work
and those persons temporarily stopped from work. Employment
data are based on quarterly surveys of employers and house-
holds. Self-employment is derived from the 1981 Census of
Population and the Labour Force Surveys; it exciudes unpaid
family workers. Total employment equals the sum of
employees, participants in work-related government training
programmes, self-employment and the armed forces. The
national unemployment rate refers to unemployed claimants
aged 18 and over as a percentage of the total labour force.

Canada

Unemployment, civilian employment and civilian labour
force are from the monthly Labour Force Survey of persons
aged 15 and over. Unemployment also includes persons who,
while not actively looking for work in the preceding four
weeks, were available for work, but were on temporary layoff
or had a new job to start in four weeks or less. The data are
seasonally adjusted by the national authorities.

Australia

Unemployment, total employment and the total labour
force are from the monthly household Labour Force Survey of
persons aged 15 and over. Only persons laid-off for less than
four weeks (because of bad weather or plant breakdown) are
included among the employed; all other layoffs are considered
as unemployed or out of the labour force. The national unem-
ployment rate is calculated with reference to the civilian labour
force.

Austria

Unemployment, total employment and total labour force
are from the quarterly Labour Force Survey (microcensus) of
persons aged 15 and over. The figures have been adjusted by
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the OECD Secretariat for breaks in the employment series at
1969/70, 1981/82 and 1983/84. The national unemployment
rate refers to registered unemployment as a percentage of civil-
ian employees from social insurance statistics plus the armed
forces and the registered unemployed.

Belgium

Data on unemployment are based on administrative
sources, complemented by surveys. They refer to end-of-June,
and comprise fully unemployed persons entitled to benefits,
other unemployed obliged to register and voluntarily registered
persons. The mid-year estimate of the total labour force com-
prises domestic employment (including all armed forces), plus
Belgian border workers working abroad, less foreign border
workers working in Belgium, plus unemployment.

Denmark

Unemployment refers to the registered unemployed aged
16 to 66 years and includes the partially unemployed converied
to full-time equivalents. Unemployment and total employment
figures, corresponding to national accounts concepts, are com-
piled from the Danish Central Register of Labour Market Statis-
tics (CRAM). Total labour force is then derived from the iden-
tity LF = ET + UN. The national rate refers to all registered
unemployed expressed as a percentage of the CRAM estimate
of total labour force. The Economic Outlook statistics differ
from those published in LFS, which are based on the spring
Labour Force Survey.

Finland

Unemployment, civilian employment and civilian labour
force are from the monthly Labour Force Survey of persons
aged 15 to 74. The labour force concept underlying the national
unemployment rate includes the professional military but
excludes conscripts. Unemployment figures exclude persons
over the age of 56 receiving a preretirement unemployment
pension and not actively seeking work.

Greece

Unemployment, total employment and total labour force
are compiled from the annual Labour Force Survey. The figures
are completed or revised in line with the latest census results.
All data refer to the second quarter of each year.

Iceland

The unemployed are registrations. Civilian employment,
expressed in person-years (that is, full-time equivalents), is
compiled from accident insurance statjstics. The labour force is
derived from the identity LF = ET + UN.

Ireland

Unemployment, total employment and total labour force
figures are derived from the annual Labour Force Survey and
relate to mid-April of each year. The national unemployment
rate refers to registered unemployed persons on the “‘Live Reg-
ister’’, as a percentage of the mid-April total labour force.

Luxembourg

National employment excludes non-resident persons work-
ing in Luxembourg and includes nationals working over the



border and international civil servants. Data are those provided
by the Administration de 1’emploi and the national statistical
agency (STATEC). Unemployment refers to those registered at
the employment agencies and resident in Luxembourg. The
labour force is derived from the identity LF = ET + UN.

Netherlands

Unemployment refers to the monthly standardised unem-
ployed, excluding part-time unemployed (defined as persons
seeking work for less than 20 hours per week), and the unem-
ployed temporarily engaged in state-run unemployment relief
programmes. There are breaks in the series at 1983, 1984 and
1989. Since the beginning of 1989 the official series is based on
the monthly survey undertaken by the Central Bureau of Statis-
tics. Estimates for 1987 and 1988, in line with the new mea-
surement methods, have been made by the OECD Secretariat.
Total employment is taken from the Labour Force Survey. The
total labour force is then derived from the identity
LF = ET + UN. The employment figures from the Labour Force
Survey differ from those in the national accounts source. The
latter, expressed in man-years, are used for derived variables
such as labour productivity and labour costs.

New Zealand

Unemployment, civilian employment and civilian labour
force are from the Quarterly Survey of Households. Prior data
for total employment and unemployment have been chain-
linked with the new series.

Norway

Data on unemployment, employment and labour force are
taken from the Quarterly Labour Force Surveys of persons
aged 16 to 74. The seasonally adjusted rate of unemployment is
calculated by the OECD Secretariat on the basis of national
aggregate statistics, and differs somewhat from the correspond-
ing figure published by the Central Bureau of Statistics, Oslo,
which is based on an aggregation of labour force statistics
seasonally adjusted at the regional and occupational levels.

Portugal

Unemployment, civilian employment and civilian labour
force are derived from the quarterly Labour Force Survey of
persons aged 15 and over. There are breaks in the series in
1973/74, 1982/83 and 1991/92. The data shown refer to conti-
nental Portugal; the professional army is included, conscripts
are excluded. Figures reported in the Economic Qutlook adopt
the narrow definition of unemployment which applies a one-
month reference period for job search.

Spain

Unemployment, employment and labour force are from the
quarterly Labour Force Survey of persons aged 16 and over.
Permanent inmates at institutions. notably religious establish-
ments, are excluded from the survey. Temporary inmates are
included in their original household (approximately 1 per cent
of inmates are missed by the survey) as are professional mili-
tary. Prior to 1988, data exclude the provinces of Ceuta and
Melilla.
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Sweden

Unemployment is from the monthly Labour Force Survey
of persons aged 16 to 64. There are breaks in the series in 1986
and 1993. Data for earlier years published in Economic Outlook
have been revised accordingly. A further minor adjustment was
made in January 1993. Employment is from the Labour Force
Survey. The labour force is derived from the identity
LF = ET + UN. Both the numerator and the denominator of the
national unemployment rate and the Swedish labour force data
published in LFS are based on the results of the Labour Force
Survey.

Switzerland

Unemployment refers to the monthly registered unem-
ployed, including the partially unemployed. Civilian employ-
ment figures, including permanent military personnel, are estab-
lished using the census of enterprises, the census of population
and the quarterly employment survey of enterprises. The labour
force is derived from the identity LF = ET + UN.

Turkey

In 1989, the State Planning Organisation revised the labour
market statistics from 1978 onwards. The new series on civilian
employment, civilian labour force and unemployment are based
on the provisional results of the 1988 Houschold Labour Force
Survey and sectoral value-added and productivity statistics.
Since 1988, labour market statistics are derived from the bian-
nual household Labour Force Surveys. Annual figures refer to
the results of the October surveys.

COST AND PRICE DATA

Average compensation (Annex Table 11)

Average compensation is calculated as wage and non-
wage labour costs, as estimated in the national accounts, per
employed person.

Capital income shares and rates of return on capital
(Annex Tables 22 and 23)

The estimates of capital income are derived from OECD
National Accounts statistics. They refer to income generated
from production, and hence exclude inflation gains and losses
accruing 1o enterprises from holdings of tangible and financial
assets and liabilities. The difference between value-added cal-
culated at factor cost (i.e. excluding net indirect taxes) and
labour income - the gross operating surplus of enterprises - is
taken as the measure of income from capital. A labour income
component equal to average business-sector compensation has
been imputed to seli-employed persons after excluding from the
latier unpaid family workers. For those countries where data on
numbers of unpaid family workers are not available either for
the whole or part of the period covered (see notes to the tables),
the bias due to this inclusion is unlikely to be significant.

An adjustment to exclude the operating surplus of the
housing sector has not been made owing to the paucity of data;
however, estimates based on available data suggest that exclud-
ing this item might typically reduce capital income shares by
around 6 percentage points, and the estimated rates of return on
capital by around 3 percentage points.



The capital stock estimates which are used to compute the
rates of return cover only assets included in non-residential
gross fixed capital formation and hence exclude dwellings,
inventories, monetary working capital, land and natural
resources. The historical capital stock data are obtained {rom
national sources whenever possible. For the projection period
they have been extrapolated using the perpetual inventory
method, which involves accumulating past investment and
dropping out assets at the end of their service lives.

Evaluation of the capital stock is based on replacement
cost. It should be noted that cross-country differences exist in
respect to the assumed service lives of the different capital
assets (structures and plant/equipment) and the deflation meth-
ods applied®

USE OF NATIONAL STATISTICS

National accounts

The figures shown in the country tables on Demand and
Output follow, in general, the OECD Srandardised Systenr’
definitions. One important deviation from the Standardised Sys-
fem is the line “‘public investment’” which includes, whenever
possible, fixed capital formation by both general government
and government-owned and controlled enterprises. The latter’s
definition and coverage may vary as between countries.

a) United Siates

Official quarterly national accounts, published by the
Bureau of Economic Analysis of the US Department of Com-
merce, are available through the first quarter of 1994. The
appropriation account for households is based on OECD defini-
tions and differs slightly from official US figures. Briefly,
OECD disposable income equals US disposable income minus
consumer interest payments and net foreign transfers. OECD
Secretariat estimates of the savings ratio may thus differ by
one- or two-tenths of a percentage point from estimates based
on the official US definition. Government fixed investment
expenditures (including those of government enterprises) are
included in ‘‘government expenditure’’, and no allowance is
made for depreciation of government fixed capital. The invest-
ment figures, therefore, refer to the private sector only.

b) Japan

Annual and quarterly national accounts are published by
the Economic Planning Agency. Figures from the second quar-
ter of 1993 to the fourth quarter of 1993 are preliminary esti-
mates published by the Economic Planning Agency.

<)

Germany

The historical figures for Germany are based on official
data published by the Statistisches Bundesamt. Historical sea-
sonally adjusted quarterly components of demand and GDP for
western Germany are available through the fourth quarter of
1993. National accounts data. not seasonally adjusted, for east-
ern Germany are available from the second hall of 1990
through the end of 1993. Seasonal adjustment for eastern Ger-
man data is done by the OECD Secretariat.

d) France

Quarterly accounts based on the Enlarged System of
National Accounts (ESNA) are available through the fourth
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quarter of 1993. Industrial production figures refer to the offi-
cial quarterly index of industrial production and not to the value
added in the industrial sector.

e) laly

The definitions used are those of the OECD System of
National Accounts. Half-yearly series, in constant prices,
through the second half of 1993, are based on quarterly national
accounts published by the Istituto Centrale di
Statistica (ISTAT).

f)  United Kingdom

National accounts data through the fourth quarter of 1993
are taken from Economic Trends, CSO. The three official esti-
mates of GDP, output, expenditure and income are averaged to
yield a “‘compromise’” GDP estimate.

o

g¢) Canada

)

Official quarterly national accounts through the fourth
quarter of 1993 are published by Statistics Canada. Over the
projection period. the residual error is assumed to remain con-
stant from the second half of 1993.

Current statistics

Unless otherwise stated. all the national statistics quoted in
the Economic Outlook are taken from the Main Economic
Indicators published monthly by the OECD Secretariat (MEI).
Starting in September 1967, supplements to MEI have been
published describing in detail the sources and methods of these
statistics. The following notes are therefore confined to some
methodological points of special importance for the understand-
ing of the text.

Index of industrial production

The figures shown include. as far as possible, mining,
manufacturing and public utilities (electricity, gas and water),
but exclude construction. The exact coverage, the weighting
system and the methods of calculation vary from country to
country but the divergences are less important than in the case
of the price and the wage indices®. With the exception of certain
smaller countries, the indices are seasonally adjusted by
national statistical offices using different methods usually
derived from the US Bureau of the Census Method II.

Seasonal adjustment

Some of the series used have been seasonally adjusted,
notably in the area of foreign trade but also in some cases for
industrial production, unemployment and consumer prices. The
method used is the X-11 variant of the US Bureau of the
Census Method as programmed for computer use by the
Agency. (Further details may be found in Technical Paper
No. 15 of the Bureau of the Census.) Where appropriate, series
are also corrected for calendar variations.

CALCULATION AND DEFINITION OF SEMIANNUAL
GROWTH RATES

Although quarterly and higher frequency data are com-
monly shown in the Economic Outlook for some countries and
variables, most of the data reported are either annual or semian-



nual and are presented in terms of percentage growth rates. The
calculation and presentation of growth rate information, partic-
ularly that relating to semiannual series, is sometimes a source
of confusion and the following paragraphs therefore provide
specific clarification on the measurement principles involved.

Annual growth rates are commonly defined as the percent-
age change in a variable between two consecutive years. Simi-
larly, semiannual growth rates can be calculated as the percent-
age changes between two consecutive half-years. It is often
convenient, however, to convert such measures of semiannual
growth into a form which is more readily comparable with
annual growth figures, ie. to express them at annual rates.
Mathematically, this is done by squaring the semiannual growth
factor (which is obtained by dividing the current value of a
variable by its value in the preceding half year) and subtracting
unity. In effect, the semiannual growth rate is compounded over
two half-years to provide an indication of the annual rate of
growth which would result from the continuation of the semian-
nual rate of growth over a one-year period.

In terms of simple algebra, if a variable has a value of X,
in one half-year and X.., in the next, the formula for the semi-
annual rate of growth for period t+1, expressed at an annual
rate, 1s given by:

e(t+1) = [(Xuw/X)* — 1.0+ 100.

For example, recent statistics for the Industrial Production
index in the United Kingdom are as follows:

1988 1989 1990

I

Industrial production

(1985 = 100 basis) 117 1164 | 1188 1190 | 1199 1167

Given the above formula, the growth between the first and
second halves of 1989 expressed at an annual rate, is computed
as [(119.0/118.8)7 — 1.0]+100. or 0.3 per cent. Corresponding
rates of growth for each of the years and half-years in question
are, on a similar basis, as follows:

1989 1990 =

Industrial prodoction

(growth rates) 43 05

Such a numerical example helps illustrate the usefulness of
semiannual growth rates in highlighting movements in an eco-
nomic variable during the course of a year. It also demonstrates
that annual growth rates for a specific year do not usually
correspond to the average of the semiannual growth rates dur-
ing that year. In the above example, the annual rate of growth
for 1989, at 4.3 per cent, is higher than the average of the two
semiannual rates of growth experienced during 1989, at 2.2 per
cent. This is because year-on-year rates of growth are influ-
enced by the levels of a variable achieved in both halves of the
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preceding year, whereas the average of the corresponding two
semiannual rates are influenced only by the level achieved in
the second half of the preceding year. This feature is known as
a ‘‘carry over’’ effect.

There is however a useful rule of thumb which can be used
to approximately convert semiannual rates of growth to corre-
sponding year-on-year growth rates. Known as the ‘‘quarter-
half-quarter’” rule, this approximates the year-on-year growth
rate by weighting together the semiannual growth rates for the
second semester of the preceding year and those of the first and
second semesters of the year in question, with weights of one
quarter, one half and one quarter, respectively. Applying this
rule to the above example gives annual rates of growth for 1989
and 1990 of 4.3 per cent (i.e. 8.6/4 + 4.2/2 + 0.3/4) and 0.5 per
cent (i.e. 0.3/4 + 1.5/2 — 5.3/4), respectively, coinciding with
the actual measured rates. In using this rule, it is important to
bear in mind that some degree of approximation is involved,
particularly where large variations in semiannual growth rates
are concerned.

Other measures of growth rates are, of course, used in
commenting and presenting economic statistics. Quarter-on-
quarter growth rates are often referred to, which may in turn be
expressed at annual rates, by raising the quarterly growth factor
to the power four, subtracting unity and multiplying by 100.
Analogous measures also exist for monthly rates of growth or
inflation, expressed also at annual rates. In some countries,
notably the United States, public interest may also focus on
growth rates between the final quarters of successive years,
commonly referred to as the growth rate iz the year in question.
In others, growth rates measured in relation to the correspond-
ing month, quarter or semester of the previous year are also
commonly used.

NOTES

Recent descriptions of the scope, structure and properties of the OECD
Secretariat’s INTERLINK model and the underlying empirical studies are
given by Richardson (1988), OECD (1988), and associaled Economics
Department Working Papers.

A full description of the sources and methods for the capital stock data is
contained in Keese er al. (1991).

[

3, For detailed definitions, see United Nations, A System of National
Accounts, New York. 1968.
4, A quarterly supplement to Main Economic Indicators provides an interna-

tionally comparable selection ol industrial output indices for branches and a
number of categories.

REFERENCES

Keese, M., G. Salou and P. Richardson (1991). “‘The Measurement of Output and
Factors of Production for the Business Sector in OECD Countries™’, OECD
Department of Economics and Statistics Working Papers, No. 99.

OECD (1988), “*OECD INTERLINK System, Reference Manual™® (January).

Richardson, P. (1988). ““The Structure and Simulation Properties of OECD’s
INTERLINK Model”*, OECD Economic Studies, No. 10 (Spring).



EMPLOYMENT OPPORTUNITIES

Economics Department, OECD

The Economics Department of the OECD offers challenging and rewarding opportunities to economists interested
in applied policy analysis in an international environment. The Department’s concerns extend across the entire field of
economic policy analysis, both macroeconomic and microeconomic. Its main task is to provide, for discussion by
committees of senior officials from Member countries, documents and papers dealing with current policy concerns.
Within this programme of work, three major responsibilities are:

— to prepare regular surveys of the economies of individual Member countries;

— to issue full twice-yearly reviews of the economic situation and prospects of the OECD countries in the context
of world economic trends;

— to analyse specific policy issues in a medium-term context for the OECD as a whole, and to a lesser extent for
the non-OECD countries.

The documents prepared for these purposes, together with much of the Department’s other economic work, appear
in published form in the OECD Economic Outlook, OECD Economic Surveys, OECD Economic Studies and the
Department’s Working Papers series.

The Department maintains a world econometric model, INTERLINK, which plays an important role in the
preparation of the policy analyses and twice-yearly projections. The availability of extensive cross-country data bases
and good computer resources facilitates comparative empirical analysis, much of which is incorporated into the model.

The Department is made up of about 80 professional economists from a variety of backgrounds and Member
countries. Most projects are carried out by small teams and last from four to eighteen months. Within the Department,
ideas and points of view are widely discussed; there is a lively professional interchange, and all professional staff have
the opportunity to contribute actively to the programme of work.

Skills the Economics Department is looking for:

a) Solid competence in using the tools of both microeconomic and macroeconomic theory to answer policy
questions. Experience indicates that this normally requires the equivalent of a PH.D. in economics or
substantial relevant professional experience to compensate for a lower degree.

b) Solid knowledge of economic statistics and quantitative methods; this includes how to identify data, estimate
structural relationships, apply basic techniques of time series analysis. and test hypotheses. It is essential to be
able to interpret results sensibly in an economic policy context.

¢) A keen interest in and knowledge of policy issues, economic developments and their political/social contexts.

d) Interest and experience in analysing questions posed by policy-makers and presenting the results to them
effectively and judiciously. Thus, work experience in government agencies or policy research institutions is an
advantage.

e) The ability to write clearly, effectively, and to the point. The OECD is a bilingual organisation with French
and English as the official languages. Candidates must have excellent knowledge of one of these languages,
and some knowledge of the other. Knowledge of other languages might also be an advantage for certain posts.

f) For some posts, expertise in a particular area may be important, but a successful candidate is expected to be
able to work on a broader range of topics relevant to the work of the Department. Thus, except in rare cases,
the Department does not recruit narrow specialists.

g} The Department works on a tight time schedule and strict deadlines. Moreover, much of the work in the
Department is carried out in small groups of economists. Thus, the ability to work with other economists from
a variety of cultural and professional backgrounds, to supervise junior staff, and to produce work on time is
important.



General information

The salary for recruits depends on educational and professional background. Positions carry a basic salary from
FF 300 708 or FF 371 052 for Administrators (economists) and from FF 431 184 for Principal Administrators (senior
economists). This may be supplemented by expatriation and/or family allowances, depending on nationality, residence
and family situation. Initial appointments are for a fixed term of two to three years.

Vacancies are open to candidates from OECD Member countries. The Organisation seeks to maintain an
appropriate balance between female and male staff and among nationals from Member countries.

For further information on employment opportunities in the Economics Department, contact:

Administrative Unit
Economics Department
OECD
2, rue André-Pascal
75775 Paris Cedex 16
FRANCE

Applications citing ‘“‘ECOU”’, together with a detailed curriculum vitae in English or French, should be sent to the
Head of Personnel at the above address.



EMPLOYMENT OPPORTUNITIES

OECD SECRETARIAT

Vacancies in the following areas may occur in the short and medium term:

Agricultural economics
Nuclear physics
Balance of payments
Data processing
Development economics
Econometrics
Energy economics
Fiscal policy
Industry economics
Labour economics
Macroeconomics
Monetary economics
National accounts
Nuclear engineering
Public administration
Education policies
Social affairs
Statistics

Urban studies

Qualifications

Relevant advanced university degree; at least three years™ relevant professional experience; very good knowledge
of one of the official languages of the Organisation (English and French) and ability to draft well in that language;
some knowledge of the other language is normally required.

Vacancies are open to both male and female candidates from OECD Member countries.

Applications, in English or French (specifying area of specialisation and enclosing detailed curriculum vitae),
should be marked ““PROF’’ and sent to:

Human Resource Management Division
OECD
2, rue André-Pascal
75775 Paris Cedex 16
FRANCE



OTHER ECONOMIC PERIODICALS

Economics Department, OECD

OECD ECONOMIC SURVEYS by the Economic and Development Review Committee
Detailed surveys of trends and prospects for OECD Member countries.

Each country study (1994) France: FF 85 Other countries:  FF 90 US$20 DM 30
Subscription for 1993-1994 series
(10 00 01 1) ISSN 0376-6438 France: FF 1 100 Other countries: FF 1 200 US$220 DM 365

OECD ECONOMIC STUDIES

This half-yearly publication, produced by the Economics Department of the OECD Secretariat, contains articles featuring applied
macroeconomic and statistical analysis, generally with an international or cross-country dimension. Many articles appearing in
OECD Economic Studies are based on background papers produced for the OECD’s intergovernmental committees.

Single issue 1993 France: FF 130 Other countries: FF 170 US$28 DM 50

Single issue 1994 France: FF 140 Other countries: FF 150 US$28 DM 52

1994 Subscription

(13 00 00 1) ISSN 0255-0822 France: FF 240 Other countries: FF 260 US$48 DM 90
TITLES AUTHORS

No. 21/Winter 1993
Employment regulation and patterns of work in EC ~ David Grubb and William Wells

countries
Unemployment persistence Jorgen Elmeskov and Maitland MacFarlan
The role of real and nominal rigidities in Dave Tumner, Pete Richardson and Sylvie Rauffet

macroeconomic adjustment: a comparative study of
the G3 economies

Interpreting unemployment: the role of labour-force  Jgrgen Elmeskov and Karl Pichelmann
participation
Centralisation of wage bargaining and Lars Calinfors

macroeconomic performance — A survey
(13 93 21 1) ISBN 92-64-14108-1

No. 20/Spring 1993

Adjustment under fixed exchange rates: application  A. Steven Englander and Thomas Egebo
to the European Monetary Union

The stock market and investment Warren Tease

Unemployment: a review of the evidence from Peder J. Pedersen and Niels Westergard-Nielsen
panel data

Economic integration between Hong Kong, Taiwan  Randall S. Jones, Robert E. King and Michael
and the coastal provinces of China Klein

Globalisation and intra-firm trade: an empirical Marcos Bonturi and Kiichiro Fukasaku

note

(13 93 20 1) ISBN 92-64-13927-3




SELECTED PUBLICATIONS

Economics Department, OECD

PROGRESS IN STRUCTURAL REFORM. An Overview

Structural reform remains at the centre of the economic policy agenda. The progress achieved in recent years has yielded visible
results in terms of improved economic performance, but much remains to be done and a new thrust of reform is needed to ensure
sustained growth with high levels of employment. This report examines four priority areas for action in this respect: unemployment
and the labour market; international trade; public sector reform; and policies to limit environmental damage.

October 1992, 112 pages (11 92 02 1) ISBN 92-64-13763-7 France: FF 110 Other countries: FF 140 US$28 DM 45

REFORMING THE ECONOMIES OF CENTRAL AND EASTERN EUROPE

This is a comprehensive survey of the main issues facing central and eastern European countries in their transition to market
economies. It provides an appraisal of economic and social reform in the Czech and Slovak Federal Republic, Hungary, Poland. and,
with less detail, in Bulgaria, Romania and the former USSR. Although these countries have started introducing reforms, progress has
been slow in building the institutional framework of a market economy, in developing the necessary management skills, and in
transforming attitudes of the general public. Macroeconomic stability has been difficult to achieve or to sustain. The report argues
that OECD governments can best contribute to the development of these countries by ensuring greater access to OECD markets and
by improving the focus and co-ordination of their assistance efforts.

January 1992, 120 pages (11 92 01 1) ISBN 92-64-13613-4 France: FF 80  Other countries: FF 100 USS21 DM 33

ECONOMIES IN TRANSITION. Structural Adjustment in OECD Countries

During the past decade, policy in most OECD countries has sought to make economies more flexible and efficient through the
strengthening of market mechanisms. Structural adjustment has been regularly monitored in recent years in the annual Country
Surveys prepared by the Economic and Development Review Committee of the OECD. This volume synthesises the main
developments noted in these Surveys, with chapters on labour markets, financial markets, industrial adjustment and fiscal policy. It
explores more broadly the potential of microeconomic policy changes for improving economic performance and represents a major
contribution to the comparative analysis of structural change and adjustment.

March 1989, 216 pages (11 89 01 1) ISBN 92-64-13204-X France: FF 160 Other countries: FF 210 US$34 DM 66

ASSESSING STRUCTURAL REFORM: Lessons for the Future

The OECD examines structural policies of Member countries as part of its regular surveillance of their economic policies. This
report summarises the work in this area over the 1990-93 period. It includes an overview that suggests some factors that need to be
kept in mind in designing structural reforms (notably the fact that delay can increase the transition costs of reforms that are in any
event unavoidable) and some of the things left to do (particularly in areas such as labour markets, agriculture and the public sector).
It also includes a substantial stastistical annex and a country-by-country description of measures taken during the period.

March 1994, 186 pages (11 94 01 1) ISBN 92-64-14090-5 France: FF 190  Other countries: FF 250 US$42 DM 74

THE OECD CATALOGUE OF PUBLICATIONS and supplements ‘‘New Publications’ will be sent free of charge
on request addressed either to OECD Publications Service,
2, rue André-Pascal, 75775 Paris Cedex 16, FRANCE,
or to the OECD Distributor in your country.



WORKING PAPERS

Economics Department, OECD

This series of Working Papers is designed to make available to a wider readership selected studies which the
Department has prepared for use within OECD. Authorship is generally collective, but main individual authors are named.
From Working Paper No. 26 onwards, papers are generally available on request in their original language, English or
French, with a summary in the other. Earlier papers are available in both English and French.
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The Economics Department of the OECD Secretariat puts forward
its own projections for output, employment, prices and current
balances over the next two years, based on a review of each
Member country and of the feedback effect on each of them of
international developments. Particular attention is paid to the
policies that governments are adopting to solve present economic
problems. Summary statistics and projections are included for
developments in non-member countries, in particular in Central
and Eastern Europe as well as in selected Asian and Latin
American economies.

This half-yearly publication, produced by the Economics
Department of the OECD Secretariat, contains articles featuring
applied macroeconomic and statistical analysis, generally with an
international or cross-country dimension.

The Economic and Development Review Committee of the OECD
publishes regularly, for each OECD country, a survey of economic
trends and policies. The surveys give more detail than is possible in
the OECD Economic Outlook. The Organisation has also started to
publish similar surveys for the countries covered by the Partners in
Transition Programme: the Czech Republic, the Slovak Republic,
Hungary, and Poland.
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