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FOREWORD

This edition of the OECD Economic Outlook analyses prospective global and country-specific economic
trends over the period 2002 to 2003 in the context of a world economy which is progressively returning to growth
after arelatively short and shallow economic downturn. It also provides an assessment of how economic policies
could contribute to sustained non-inflationary growth, following the strong impulse from interest rate cuts in most
Member countries and from discretionary fiscal actions in some during the last two years. Risks to the outlook are
also examined and these appear to be more evenly balanced than afew months ago.

The short-term outlook is supplemented by a medium-term reference baseline up to 2007 and by a wide
range of cross-country statistics. Analyses of economic prospects are also provided for certain non-member
economies, particularly in East Asia, Eastern Europe and South America. The projections and underlying
policy assessments are based on data and information available as of 11 April 2002. A preliminary version of
this edition was published on 25 April 2002.

In addition to the themes featured regularly, five special chapters provide in-depth analysis of important
i Ssues:

— The economic consequences of terrorism. This chapter examines the economic repercussions of the
terrorist attacks in the United States on 11 September 2001. The negative repercussions on activity,
confidence and financial markets had largely dissipated within a few months. But there may be long-
lasting implications in the areas of insurance and defence spending, and possibly international trade. The
chapter reviews these various implications and argues that measures to reduce the risk and the economic
consequences of further terrorist attacks should be both security-effective and growth-friendly.

— Ongoing changes in the business cycle. Business cycles in OECD economies appear to have become
milder over time. This chapter argues that, in part, this reflects the changing nature of economic
disturbances affecting the world economy. Structural changes in the composition of output and the
adoption of macroeconomic policy frameworks increasingly focused on medium-term stability
objectives have also played key roles. Deeper economic integration among OECD economies — such
as is reflected by tighter financial market linkages and global production chains — also affects
business cycles and has to be factored in when setting economic policy.

— Intra-industry and intra-firm trade and internationalisation of production. An important
transformation of the world economy has been the “internationalisation” of production systems,
which involves vertical trading chains spanning a number of countries, each specialising in particular
steps of production. This chapter reviews recent evidence of this transformation, based on data
covering intra-industry and intra-firm trade. It finds that the internationalisation of production has
increased significantly since the 1980s across OECD countries. As a result, shocks emanating in one
country, sector, or industry are now likely to spread more quickly across national borders.
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— Productivity and innovation: the impact of product and labour market policies. Policies affecting product
market competition and labour market adaptability appear to influence productivity and some of its
drivers, such as innovation and the adoption of new technologies. This chapter argues that policies
favouring product market competition and easing employment protection positively affect productivity
and technological catch-up. The strength of the employment protection effects however depends on
bargaining regimes and the technological characteristics of industries.

— Exchange market volatility and securities transaction taxes. This chapter discusses the pros and cons of a
securities transaction tax (“Tobin tax”), sometimes advocated by economists and policy makers as a means
to reduce excessive volatility in exchange rate movements. The potential benefits of such atax appear to
be small while the costs could be large, and it would be very difficult to implement. Also, while not being
the most efficient option to finance overseas devel opment assistance, its revenues would probably be much

smaller than suggested by the current turnover in exchange markets.
%‘W '1 /\/\‘S o

Ignazio Visco
Head of the Economics Department
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Summary of projections?®

Seasonally adjusted at annual rates

2001 2002 2003
2001 2002 2003 I I I I I I
Percentage changes from previous period

Real GDP
United States 1.2 2.5 35 1.2 -0.2 35 34 35 3.7
Japan -0.4 -0.7 0.3 1.0 -3.4 0.0 0.6 0.2 0.3
Euro area 1.6 1.3 2.9 1.7 0.4 1.3 2.5 3.0 3.1
European Union 1.7 1.5 2.8 1.8 0.6 1.4 2.5 3.0 3.0
Total OECD 1.0 1.8 3.0 1.1 -0.2 2.3 2.8 3.0 3.1

Real total domestic demand
United States 1.3 3.0 39 1.0 0.0 4.2 3.7 3.8 4.1
Japan 0.3 -1.5 -0.4 2.1 -3.2 -1.1 -0.3 -0.5 -0.3
Euro area 0.9 1.2 2.7 0.8 0.0 1.2 24 2.8 29
European Union 1.2 1.4 2.7 1.2 0.2 1.5 2.5 2.8 2.8
Total OECD 0.7 1.9 2.9 0.7 -0.3 2.6 29 29 29

Per cent

Inflation”
United States 22 1.5 1.6 2.6 1.6 1.3 1.6 1.6 1.5
Japan -1.4 -1.4 -1.7 -1.6 -0.9 -1.5 -1.6 -1.7 -1.6
Euro area 22 2.1 1.8 29 1.8 24 1.8 1.7 1.9
European Union 2.3 2.3 1.9 2.8 1.9 2.6 1.9 1.9 2.0
OECD less Turkey 1.9 1.5 1.4 23 1.2 1.7 1.5 1.4 1.4
Total OECD 2.7 2.3 1.8 32 2.2 2.6 2.1 1.8 1.7

Per cent of labour force

Unemployment
United States 4.8 5.6 5.3 4.3 5.2 5.6 5.5 54 5.2
Japan 5.0 5.8 6.0 4.8 53 5.7 6.0 6.0 6.0
Euro area 8.0 8.2 8.1 8.0 8.0 8.2 8.3 8.2 8.0
European Union 7.4 7.6 7.5 7.3 7.4 7.5 7.6 7.5 7.4
Total OECD 6.4 6.9 6.7 6.2 6.6 6.9 6.9 6.8 6.6

Per cent of GDP

Current account balance
United States -4.1 -4.4 -4.9 -4.3 -3.9 -4.2 -4.6 -4.8 -5.0
Japan 22 33 43 2.0 2.4 3.1 3.6 4.2 44
Euro area 0.4 0.9 1.0 -0.2 0.9 0.8 0.9 0.9 1.1
European Union 0.1 0.4 0.6 -0.3 0.5 0.4 0.4 0.5 0.6
Total OECD -1.1 -1.1 -1.2 -1.2 -0.9 -1.0 -1.1 -1.1 -1.1

Per cent

Short-term interest rate’
United States 3.7 2.3 3.8 4.7 2.7 1.9 2.7 34 4.1
Japan 0.1 0.1 0.0 0.2 0.0 0.1 0.0 0.0 0.0
Euro area 4.2 33 39 4.5 3.8 33 33 3.7 4.1

Percentage changes from previous period
World trade’ 0.0 2.5 9.5 -1.8 -5.7 4.2 7.8 10.0 10.3

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

- unchanged exchange rates as from 4 April 2002; in particular 1$ = 131.90 yen and 1.139 euros;
- the cut-off date for other information used in the compilation of the projections is 11 April 2002.

b) GDP deflator, percentage changes from previous period.

¢) United States: 3-month eurodollars; Japan: 3 month CDs; euro area: 3-month interbank rates. See box on Policy and other assumptions underlying the projections.

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




EDITORIAL

Growth momentum is returning to the OECD area at large as the causes of the
recent slowdown dissipate. The correction in the inventory overhang appears to be
well advanced in many countries. The collapse of investment in information and
communication technologies is generally giving way to a cautious recovery. Confi-
dence has returned more rapidly than previously expected in the wake of the
11 September terrorist attacks, especialy in the United States. A strong impulse has
been provided by economic policies, with low real interest rates helping to boost
consumer spending and fiscal policy supportive of demand. In aggregate, following a
contraction in the second half of 2001, OECD GDP growth is expected to accelerate
gradually, reaching nearly 2 per cent in 2002 and 3 per cent in 2003. However, the
recovery isinitially likely to be differentiated across the major OECD regions and,
while the downside risks have diminished, policy makers continue to be faced by a
substantial degree of uncertainty.

The United States is leading the upturn. Rapid and forceful monetary action,
together with fiscal expansion, helped bring about renewed growth from late 2001.
Growth is driven by consumption, private and public, and an end to the rundown in
stocks, providing a near-term boost to demand and output. A gradua strengthening
in business investment is expected to underpin the recovery in the second half
of 2002 and into 2003.

With the US recovery becoming more firmly established, the timing and speed
of the withdrawal of stimulus become the crucial issues. As slack in the product and
labour markets dissipates, monetary policy should be steadily moved back to a neu-
tral and ultimately to a restrictive stance, the scale and timing of such actions need-
ing to take account of a more even distribution of risks. On the fiscal side, following
the discretionary measures enacted to cut taxes and boost spending, renewed restraint
will be needed to bring the general government back into surplus, so as to be better
prepared for the population ageing problem. This would also contribute to reducing
the external imbalance.

In the euro area, output stagnated in the second half of 2001 and there are asyet
few signs of bottoming-out besides surveys of business sector expectations. House-
hold confidence and spending remain anaemic and despite the support provided by
accommodating monetary conditions and the play of automatic fiscal stabilisers, eco-
nomic activity is likely to remain sluggish in the first half of 2002. Growth should
gather pace thereafter, as capital spending recovers and the effects of the pick-up in
the United States feed through via higher exports. This also would apply to the
United Kingdom but, though growth stalled in late 2001, resilient household confi-
dence and an expansion of public spending are providing an additional platform for
the projected expansion.

The European Central Bank has been confronted with inflation persistently
above 2 per cent, which is the upper bound of its definition of price stability. This
partly reflects exceptional factors, and provided that inflation slows as expected, it
would seem advisable not to raise interest rates until the recovery has become more

A recovery is emerging but
is regionally differentiated

An upturn isevident
in the United States...

... which will require a gradual
withdrawal of policy stimulus

In the euro area, recovery
will be more gradual...

... so that interest rates
do not need to be raised soon...
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... but more should be doneto
raise the growth potential

In Japan, an export-led
recovery is accompanied by
domestic deflation...

... calling for continued
monetary policy support, but
fiscal retrenchment...

... and structural reforms

firmly established and the prevailing economic slack begins to shrink. Fiscal policy in
most member states of the European Union has been supportive during the slowdown,
chiefly via the operation of built-in stabilisers, and further progress towards budgetary
consolidation has been postponed. While there are substantial national variationsin
budgetary stance, several large member states will have to resume their consolidation
efforts as and when the recovery gathers pace, moving towards positions which are
more compatible with the medium-term challenges associated with population ageing.
Moving forward with budgetary consolidation would aso allow automatic stabilisers
to work freely in future downturns that could be deeper than the current one.

Beyond the short-term rebound, policy decisions are needed to make European
economies more productive and raise potential growth, even though progress has
aready been made in some areas. In product markets, competition is still hampered
by barriers to entry (including, and despite some recent progress, in network indus-
tries), excessive home bias in public procurement and occasionally generous state aid
to nationa firms. In labour markets, steps were undertaken to reduce the tax burden
on the low-skilled, but progress is still needed in some countries. Action is also
required to raise the participation rates of older workers. And despite the completion
of monetary unification, the integration of financial markets is still incomplete in
significant respects.

In Japan, exports are responding to exchange rate depreciation and the revival of
globa demand, inventories have fallen to more normal levels, and activity is thus
expected to stop contracting in the near future. Nonetheless, any growth in output
would likely remain very anaemic. Investment demand will continue to be depressed
by banking sector ills and corporate restructuring while households, faced with rising
unemployment and longer-term pension uncertainties, will be reluctant to raise their
spending. Deflation appears to have become entrenched, although it is expected to
stabilise at its present moderate pace, with the effect of exchange rate depreciation
offset by rising unemployment and a significant output gap.

With its policy rate virtually stuck at the zero bound, the Bank of Japan has been
injecting liquidity in the banking system at an increasing pace. The weakened bank-
ing system has, however, failed to trand ate this monetary policy impulse into credit
supply expansion. While monetary policy should continue to aim at providing ample
liquidity, with a broader set of instruments, the normalisation of bank lending
requires an urgent resolution of the bad loan problem as part of a programme for
containing the risks to the financial system. Fiscal policy consolidation needs to pro-
ceed with a clear medium-term strategy to restore public finances to a sustainable
path. The increase in the debt-to-GDP ratio needs to be halted, to prevent the risk
premium, and associated financial tensions, from reaching critical levels. As part of
this process, the recent efforts to cut and better prioritise public spending should be
vigorously pursued.

With the effectiveness of demand management policies obviously constrained,
the urgent need is to pursue vigorous structural reforms. Some signs of transforma-
tion are emerging as a result of actions aready in place. Bankruptcies in the corpo-
rate sector have reached a record high, a sign of much-needed restructuring. The
government has decided to privatise or abolish a number of public corporations.
Nevertheless, more transparency is needed in the allocation of state aid where such
aid isjustified. In the labour market, more flexible rules are being introduced to
employ temporary workers. Easing of the employment protection rules applying to per-
manent workers is now needed, but would have to be accompanied by a strengthening



of the social safety net, greater job-market intermediation and more effective active
labour market policies.

Activity in non-OECD countries as a group is likely to accelerate over the pro-
jection period, the Asian economies having weathered the downturn well. Growth in
Chinais expected to remain around 7 per cent and activity in the Asia-Pacific region
as awholeis set to strengthen as the high-tech investment cycle turns up. The Rus-
sian economy, while slowing, has shown some resilience. Latin America presents a
mixed picture, but in general the Argentine crisis has had limited spillover effects on
the other countries in the region. Overall, the recovery both inside and outside the
OECD areais likely to boost world trade growth from 2%z per cent in 2002 to over
9 per cent in 2003.

Abstracting from possible further terrorist attacks, the short-term risks faced by
the global economy have become more baanced. On the upside, if and when higher
private and public consumption, induced by vigorous monetary and fiscal policy
actions, feeds through to higher investment, the US — and global — recovery could
build up more rapidly than foreseen. By the second half of 2002, virtually all OECD
economies are expected to be growing quite rapidly, from a position where output
gaps have not widened much. The possible inflationary consequences of even faster
growth make the timing of the withdrawal of stimulusa critical policy consideration.

There are also short-term negative risks to the recovery, in part because the
recent household spending surge in the United States has been financed through a
run-up in credit. A moderate rise in the saving ratio is to be expected but a relatively
sharp adjustment cannot be ruled out as and when interest rates and debt service obli-
gations rise. Outside the United States, the main concerns are that a weaker labour
market could prevent the expected normalisation of household sentiment in Europe,
while in Japan it could reinforce the dready very visible propensity for households to
defer their spending. A further source of short-term risk attaches to the oil price,
which could rise beyond the level assumed in the projection should the politica situ-
ation in or near oil-producing countries deteriorate. As experienced in 2000, this
could lead to higher inflation, lower incomes, depressed consumer confidence and
would weaken the upturn.

For the medium term, there are also a number of areas of possible tension that
could threaten the sustainability of the expansion. The first relates to the dependence
of OECD and non-OECD economies alike on US demand to fuel the expansion, and
the associated foreign trade gap, which is set to worsen. While there is no immediate
suggestion that the capital inflows needed to finance the US current account deficit
could become inadequate, US saving, private and public, needs to rise to pre-empt
possible upward pressure on global interest rates. The expansion could also be threat-
ened by renewed protectionist pressures, as the US decision to introduce safeguard
measures affecting a broad range of steel products might prompt retaliatory action.
The financid fragility of a number of emerging countriesis afurther, related, threat.
While the crisis in Argentina has been geographically contained, contagion effects
could well be worse if international trade does not recover as projected.

19 April 2002.

Editorial - xi

Activity isfirming outside
the OECD area

The possibility of a faster
pick-up callsfor policy
caution...

... but there could also
be short-term setbacks...

... and medium-term tensions
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|. GENERAL ASSESSMENT
OF THE MACROECONOMIC SITUATION

A recovery is unfolding in the OECD area, led by the United States
(TableI.1). The rapidity and vigour of the upturn in North America contrasts
with its more tentative nature in Europe, where output growth is not projected to
strengthen markedly before the second half of 2002, while Japan is set to emerge
only slowly from its third recession in a decade. The global upturn is being
driven both by policy easing and by the dissipation of a number of negative
forces. The information and telecommunication technology (ICT) investment
overhang is unwinding, inventory levels are normalising, equity prices are more
stable and confidence has bounced back rapidly after the 11 September 2001 ter-
rorist attacks on the United States. Policy stimulus has helped considerably to
limit the magnitude and duration of the downturn, the scope for action being
ample in some cases, thanks to the sustained disinflation and fiscal consolidation
efforts made during the 1990s. However, the room for manoeuvre has varied
according to national circumstances, accounting in part for the differentiated
strength of the upturn.

With arecovery under way, the debate is turning to the withdrawal of policy
stimulus. Under the central scenario outlined below, a gradual tightening of
monetary and fiscal policy would be needed in both North America and Europe.
The timing of such actions will need to take account of a more even distribution
of risks than in the autumn of 2001, when they were more heavily skewed
towards the downside. There is now the possibility of the expansion gaining too
much speed, but downside risks are still significant. These include a derailment
of the recovery by rebounding oil prices, afinancial market correction associated
with possible revisions of profit expectations, or an abrupt turnaround in house-
hold saving trends in countries where their balance sheets have become
stretched. Proliferating protectionist measures or renewed terrorist attacks would
also endanger the nascent recovery.

Tablel.1l. Output growth

Percentage changes from previous period

2000 2001 2002 2003
United States 4.1 1.2 2.5 3.5
Japan 24 -0.4 -0.7 0.3
Euro area 3.5 1.6 1.3 29
European Union 34 1.7 1.5 2.8
Total OECD 39 1.0 1.8 3.0

Source: OECD.

A recovery isunder way...

... with policy-makers
facing more balanced risks

© OECD 2002
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For cesacting and prospects for renewed growth

Under pinnings of therecovery

The forces behind the The relatively optimistic assessment of the global economic outlook is based on
downturn have dissipated agradual dissipation of the forces that caused the 2001 downturn:

— With the global slowdown and the associated weakening in oil demand,

and despite cut-backs in oil supply, oil prices fell progressively from a
peak of $33 per barrel in the autumn of 2000 to around $18.5 on average
in late 2001-early 2002.1 Lower energy prices have thus far helped to
boost household real disposable incomes and ease pressures on profits.
Qil prices have risen since, however, implying that the support to demand
from this source can be expected to diminish.

For the first time since the recession in the early 1980s, world trade con-
tracted in 2001, led by the collapse of ICT investment and a general slow-
down in capital spending. The high-tech cycle now appears to be entering
a recovery phase, pulled mostly by the IT consumer goods sector
(Figure1.1).2

The end of the destocking cycle will automatically lead to a short-term boost
to output. Judging from business survey data, this process is underway in the
United States and in Japan but less advanced in Europe.

Even though the global decline in manufacturing production has yet to come to an
end, a broad-based improvement in orders and business expectations across OECD
countries gives firming evidence that the trough has been or is about to be passed
(Figure 1.2, panel A). Since late 2001, the OECD composite leading indicator has
been clearly signalling aturnaround in industrial activity (Figure 1.2, panel B).
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Figure I.1. Global billings of the semi-conductor industry
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1. 3-month moving average.
Source: Semiconductor Industry Association.

1. Thewinter weather was exceptionally mild in the United States and Europe, further reducing demand.
2. On the international transmission of sector-specific shocks, in a context of increasing intra-firm trade,
see Chapter V1. On the shape of business cycles more generally, see Chapter V.
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Figure I.2. Confidence and leading indicators

A. Confidence indicators
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1. For presentation purposes, the scale has been shifted by 50 percentage points.
2. Smoothed curve, 6-month rate of change (annual rate).
Source: OECD, Main Economic Indicators.
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Figure 1.3. Unemployment rates
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Source: OECD, Main Economic Indicators.

In contrast to previous downturns, household spending has not been
squeezed by the need for high real interest ratesto contain high inflation. Indeed,
a striking feature of the slowdown in the United States has been the resilience of
household spending and residential investment, despite rising unemployment
(Figure1.3) and the bursting of the stock-market bubble, accounting for the

Monetary easing has supported
household demand...

Figure 1.4. Bond yields and share prices
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1. For the United States, NYSE common stocks; for Japan, TSE TOPIX; for the euro area, Dow-Jones EURO-STOXX.
Source: OECD, Main Economic Indicators.
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relative shallowness of the downturn. Monetary easing has been most aggressive
in the United States, where the federal funds rate has been brought down to
1%, per cent, its lowest level in more than 40 years. Real short-term interest rates
are close to zero in the United States, partly explaining the buoyancy of durable
goods consumption, notably auto sales, which have been boosted by interest-free
credit terms. In the euro area, policy moves towards easier financial conditions
have been more measured and real interest rates remain significantly positive. In
Japan, credit continues to contract, despite nominal short-term rates close to zero
and rapid base money growth.

Bond yields, which had fallen in the wake of the 11 September terrorist ... and higher bond yields
attacks, have since bounced back to their mid-2001 levels (Figure1.4). Thisraises reflect anticipations of recovery
credit costs, particularly where mortgage rates are linked to bond yields, but may
to alarge extent reflect the anticipation that the recovery isto strengthen. Over the
projection period — and outside Japan, where policy rates are assumed to remain
unchanged — short-term interest rates are set to rise somewhat in response to
increases in policy-controlled rates as the recovery gets under way and the mone-
tary stance shifts towards neutrality, first in North America, New Zealand and
Sweden and later elsewhere (Box 1.1). Long-term interest rates are also projected
to move up but moderately, as inflation is to remain subdued or to edge lower,
thereby maintaining currently well-contained inflation expectations. Thisimplies a
rise in real long-term interest rates, but their level would still be relatively low by
historical standards.

Figure 1.5. Household gross debt and net wealth!
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1. Data are not fully comparable across countries. See OECD Economic Outlook Sources and Methods (http:www.oecd.org/eco/sources-and-methods).
Source: OECD.
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Fiscal policy assumptions are based on measures taken and
stated policy intentions, where these are embodied in
well-defined programmes.* Measured by the changesin the
structura budget balance, fiscal policy in the United States will
be expansionary this year, assuming that the FY 2002 budget
and the recent stimulus package are fully implemented. Next
year, assuming that the Administration’s budget proposal
for 2003 is implemented, the fiscal stance will be slightly
restrictive. In the euro area, the automatic stabilisers have
largely been allowed to work as the cycle weakened. However,
some modest fiscal consolidation is projected thisyear and next.
In contrast, fiscal policy remains expansionary in Canada and
the United Kingdom. In Japan, with virtually no scope for fisca
simulus | eft, the fiscal stanceis projected to be broadly neutra
in 2002, followed by limited consolidation in 2003.

Policy-controlled interest rates are set in line with the
stated objectives of the relevant monetary authorities with
respect to inflation and, in some cases, to supporting activity
or exchange rates. In the United States, the federal funds tar-
get rate was lowered to 1% per cent in the course of 2001. It
is assumed to rise gradually starting around mid-2002, to
4 per cent by the second half of 2003. Maintenance of price
stability over the medium term remains the primary objective
of monetary policy in the euro area.?2 The main refinancing

Oil and non-oil commaodity prices

Box1.1. Palicy and other assumptions underlying the central projections

rate has been cut by 150 basis points since Spring 2001 and
is assumed to remain at 3“4 until late 2002, and then to grad-
ually move up, to alittle over 4 per cent in the second half
of 2003. In Japan, short-term interest rates are assumed to
remain close to zero through the end of the projection period.

The projections assume unchanged exchange rates from
those prevailing on 4 April 2002; in particular, one US dollar
equals ¥ 131.9 and 1.14 euro. For Turkey, the exchange rate
is assumed to depreciate in line with projected inflation.

In late 2001 and early 2002, oil pricesfell significantly below
the levels built into the projections of the previous OECD Eco-
nomic Outlook. More recently, they bounced back, responding
to better news for the global economy and palitical tensonsin
the Middle East. As atechnical assumption, oil prices are pos-
ited to remain around $25 per barrel over the projection period.
This price level includes a “war premium” in the short run.
Non-oil commodity prices have started to recover, notably met-
as. Part of thisresultsfrom supply cut-backs, which may be dif-
ficult to maintain as demand strengthens and prices recover.
Hence the run-up in commodity prices is expected to be
relatively modest in the later part of the projection period.

The cut-off date for information used in the projections
was 11 April 2002.

1999 2000 2001 2002 2003
Percentage changes
OECD import oil price (cif) 37.3 62.1 -15.9 1.5 4.6
Non-oil commodity prices -7.1 3.0 -9.5 -6.7 45
$ per barrel
Memorandum item:
OECD import oil price (cif)® 17.3 28.0 23.5 23.9 25.0

a) Total Hambourg commodity price index, excluding energy. OECD projections for 2002 and 2003.

2002-03.

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

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

1. Details of assumptions for individual countries are provided in the corresponding country notes (Chapter I1).
2. Price stability is defined by the European Central Bank as an annual increase of the harmonised index of consumer prices below 2 per cent.

I'n the process, indebtedness
hasrisen in many countries...

Against this background, stock markets have first partially recovered and
then stabilised (Figure 1.4), though the technology sector remains well down
from its peak. Buoyed by easier financing conditions, resilient house prices have
helped to cushion declines in net wealth in several countries. Consumers have
been able to finance spending by withdrawing housing equity. Household
debt-to-income ratios have thus risen, especially in the United States, where they
reached record levels last year (see Figure |.5 above). Substantial increases in
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Tablel.2. General government financial balances®
Per cent of GDP / Potential GDP

2000 2001 2002 2003

United States

Actual balance 1.7 0.5 -1.0 -0.7

Structural balance 1.3 0.6 -0.7 -0.5

Primary structural balance 4.0 2.9 1.3 1.4
J apanh

Actual balance -7.4 -7.1 -8.0 -7.8

Structural balance -7.4 -6.7 -7.2 -6.8

Primary structural balance -6.0 -5.3 -6.0 -5.4
Euro area

Actual balance 0.2 -1.3 -1.5 -1.2

Structural balance -1.0 -1.1 -0.7 -0.7

Primary structural balance 2.6 2.3 2.6 2.6
European Union

Actual balance 0.5 -0.8 -1.3 -1.1

Structural balance -0.5 -0.6 -0.6 -0.7

Primary structural balance 2.9 2.6 2.5 24
OECD*

Actual balance 0.0 -1.0 -1.9 -1.7

Structural balance -0.7 -0.9 -1.6 -1.5

Primary structural balance 2.0 1.5 0.7 0.8

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

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

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

Source: OECD.

indebtedness have also been registered in European countries, particularly the
United Kingdom, but also in Germany, the Netherlands and smaller economies
benefiting from lower euro-area interest rates, such as Portugal. Australia, Korea
and New Zealand have also shared in this trend.® Offsetting the effect of rising
indebtedness has been the fact that debt servicing burdens have fallen with lower
interest rates. The same mitigating factor applies with respect to corporate
indebtedness, which has increased in a number of OECD countries, albeit to a
more limited extent: while debt service may not have risen proportionally to cash
flow, it has increased relative to profits and debt/equity ratios have surged.*

Fiscal policies also shape the outlook. The general government balance for
the OECD area is set to move from balance in 2000 to a deficit of close to 2 per
cent of GDP in 2002 (Table I1.2). This may be a factor in higher bond yields, but
in the short term is supporting demand. The swing in the fiscal balance is the
greatest in the United States, at 2% percentage points, with more than two-thirds

3. Japanese household debt has remained broadly stable since the surge in the late 1980s, but at a very
high level.

4. Evidenceisnot available for the mgjority of OECD economies. However, for the United States net inter-
est was 3 per cent of the price per unit of output for non-financia corporations in 2001, which was the
same asin 1998. Over the same period, net interest rose quite significantly relative to unit profits.

... and fiscal stimulus
hasreversed the trend
to fiscal consolidation

© OECD 2002
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thereof dueto discretionary action (measured by the change in the structural bud-
get balance). The corresponding swing in the euro area has amounted to
134 percentage points, of which ¥ percentage point mostly reflects the operation
of built-in stabilisers, as a result of the slowdown, while the remainder reflects
windfall receipts associated with the sale of third generation mobile phone
licences, which were recorded in 2000. In Japan, where the fiscal situation is
increasingly precarious, the underlying fiscal stance is judged to be broadly
neutral in 2002 and to tighten modestly in 2003.

Uneven timing and character of the global upturn

The upturn may initially While the normalisation of inventories has a rapid positive impact on growth,
begradual... therdative resilience of household spending through the downturn, especialy in the
United States and the United Kingdom, meansthat it is not likely to display its tradi-
tional dynamism in the upswing. At the same time, the strength of the capital spend-
ing recovery is uncertain. The impetus that normally would have come from pent-up
demand for consumer durables will be absent or at best relatively moderate, while,
more generally, the fact that the household debt service burden is at high levelsin a
number of OECD countries despite low interest rates, makes a steep rebound based
on falling saving rates unlikely (see below).

... astheinvestment impulse Private non-residential investment fell at an annualised rate of 6 per cent in the
hasyet to berestored... OECD area as awholein the second half of 2001. Going forward, it is being restrained
by low capital utilisation and squeezed profit margins. Pressures on profits increased
significantly in some OECD countries in the second half of the 1990s, as reflected in
the rise of the share of wages in value-added (Figure 1.6). The deterioration in unit
profits has been most pronounced in the United States and the United Kingdom, where
productivity gains since the mid-1990s have mainly accrued to wage-earners.

... and depends on productivity Future profit performance depends to a considerable extent on productivity
and profit performance growth, which can be expected to pick up somewhat as the recovery gathers
momentum (Table 1.3). Productivity slowed markedly in Japan and in the major

European countries in tandem with economic activity last year. However, it held

up well in the United States, despite the decline in output, with estimates of

longer-run productivity growth still in the region of 2 to 2% per cent —a down-

ward revision from the late 1990s but a significant improvement on the earlier

Figure 1.6. Wage shares in the business sector
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Tablel.3. Labour productivity in the business sector

Percentage change from previous period

Average

1985-95 1996-2000 2001 2002 2003
Canada 1.1 2.0 0.3 1.7 2.5
Euro area 1.5 1.1 0.1 0.9 2.0
Japan 2.2 1.0 -0.1 0.7 0.7
United Kingdom 1.6 1.3 1.6 1.8 2.4
United States 1.2 2.3 1.0 3.3 2.1

Source: OECD.

record. Productivity rose particularly fast in the final quarter of 2001, entailing a
fall in unit labour costs. As the European recovery takes hold later in 2002, pro-
ductivity developments should become more convergent, at around 2 per cent per
annum; but productivity growth (in terms of output per worker) is likely still to
depend more on labour-shedding in the European Union (EU), which has yet to
see arecovery in total factor productivity to match that experienced in the United
States.

Unemployment in the OECD area is projected to peak in the second half of Theincreasein labour market
this year at around 35% million persons, the highest level in five years, and to slack is projected
decline alittle in 2003 (Table 1.4). Most of the rise has aready taken place in the to be modest...
United States, where the recovery is projected to bring about a gradual declinein
unemployment rates over the coming two years, to around 5 per cent. The employ-
ment situation in Japan is set to deteriorate further, and unemployment is to reach
an all-time high of 6 per cent of the labour force despite an expected further fall in
participation rates. As the recovery in the euro area is expected to be initially mod-
erate, joblessness may only peak in late 2002, at 8Y4 per cent, i.e. over 3 percentage
points below the maximum reached during the second half of the 1990s. It would
fall back to about 8 per cent by the second half of 2003.°

Increased labour market slack should contribute to declining and generally ... but inflation should remain
low wage and price inflation, despite a renewed rise in oil and raw materials low asunit labour costs
prices. In the United States, headline inflation has been remarkably subdued and decelerate...
should stay so (Figure 1.7). In the euro area, however, inflation has remained
well above the 2 per cent rate which the European Central Bank (ECB) defines
as the upper bound for price stability. This has been ascribed to exceptionally
bad weather pushing up food prices, and to some extent to the euro cash
changeover. But core inflation —i.e. excluding food and energy — has steadily
drifted up, reaching 2% per cent. It should fall below 2 per cent in the second
half of 2002, but may not decline much further in 2003, despite a negative output
gap and an assumed deceleration in unit labour costs as productivity increases.

With the euro-area economy recovering, higher oil prices pushing up headline
inflation and workers in Germany pressing for wage settlements which recoup
the real income losses from unexpectedly high inflation in 2001, some uncertainty

5. When comparing the euro area unemployment rate with earlier editions of the OECD Economic
Outlook, the sizeable statistical revision recently implemented for Spain, which reduced the euro
area-wide rate by around 0.3 percentage point, should be borne in mind.

© OECD 2002
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... despite someincreasein ail
and raw material prices

Tablel.4. Unemployment, output gaps and inflation

2000 2001 2002 2003
Per cent

Employment growth
United States 1.3 -0.1 -0.4 1.4
Japan -0.2 -0.5 -1.5 -0.4
Euro area® 2.3 1.4 0.5 1.1
European Union 2.0 1.3 0.4 0.9
Total OECD 1.3 0.4 0.0 1.1

Percentage of labour force

Unemployment rate
United States 4.0 4.8 5.6 53
Japan 4.7 5.0 5.8 6.0
Euro area® 8.5 8.0 8.2 8.1
European Union 7.8 7.4 7.6 7.5
Total OECD 6.1 6.4 6.9 6.7

Per cent

Output gaps"
United States 1.7 -0.7 -1.2 -0.9
Japan 0.1 -1.4 -3.0 -3.5
Euro area 0.3 -0.5 -1.6 -1.1
European Union 0.3 -0.5 -1.4 -0.8
Total OECD 0.8 -0.7 -1.5 -1.2

Inflation’ GDP deflator
United States 2.3 2.2 1.5 1.6
Japan -2.0 -1.4 -1.4 -1.7
Euro area 1.3 2.2 2.1 1.8
European Union 1.4 23 23 1.9
Total OECD less Turkey 1.8 1.9 1.5 1.4
Total OECD 2.6 2.7 23 1.8

Consumer price index

United States 34 2.8 1.8 24
Japan -0.7 -0.7 -1.2 -1.2
Euro area? 2.4 2.5 2.0 1.9

a) Euro area employment and unemployment are affected by a redefinition in Spain.
b) Per cent of potential GDP.

¢) Percentage change from previous period.

d) Harmonised index of consumer prices.

Source: OECD.

attaches to the extent that core inflation can actually be expected to fall. Con-
trasting with the other main OECD economies, the problem of deflation seems
entrenched in Japan.

The disinflationary impulse from oil and non-oil commaodity markets, which
helped damp overall inflation last year and in early 2002, is waning, with oil
prices rising against the background of recent political and military conflicts.
Underlying supply and demand conditions in the oil market also point towards an
oil price above recent lows. Including the latest planned oil production cut by an
extra 1% million barrels a day, the cumulative reduction over the past year has
reached 15 per cent of the initial production level of the members of the Organisation
of Petroleum Exporting Countries (OPEC). Indeed, OPEC production may be
reduced to its lowest levels in more than a decade, and it is increasingly losing
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Figure I.7. Actual and core inflation
Year-on-year percentage change

= Total consumer price index =~ e Core consumer price index!

United States
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5
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1. Non-food and non-energy consumer price index.
2. Harmonised index of consumer prices and associated core measure.
Source: OECD, Main Economic Indicators.

market share to non-members such as Russia. With demand gradually strength-
ening, oil prices are assumed to remain around the $25 per barrel mid-point of
the OPEC target range over the projection period (see Box I.1). Industrial raw
material prices have started to rise again, underpinned by further production cuts
and improved market sentiment bolstered by good US economic news. Bulk
commodities, such asiron ore and coal, are exceptions. Metal markets will be
switching over the projection period from hefty excess supply to increasing
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The global recoveryisled
by the United States...

excess demand, leading to an inventory reduction and upward price pressures.
But for food, tropical beverages and agricultural raw materials, the price outlook
remains weak.

The timing and speed of the initial pick-up are likely to differ across coun-
tries before the recovery becomes more generalised in 2003. The rebound of the
US economy, which started in the last quarter of 2001, is expected to gather
strength in the first half of 2002, reflecting past monetary policy easing, fiscal
expansion, a faster-than-expected rebound in confidence following the
11 September shock, a powerful turnaround of the inventory cycle and a revival
of ICT investment spending. The euro area recovery will become firmly estab-
lished only later in 2002, depending on rapidly growing US import demand fuel-
ling exports, which should reinvigorate business investment (Table 1.5). The ICT
revival is expected to be concentrated on information technology to begin with,
so will not be a major stimulative factor in the short term for the European tele-
communications industry. With unemployment expected to start declining only
later this year, consumer confidence and spending may also recover rather
slowly. Japan is projected to emerge only gradually from its third, and probably
deepest, recession in a decade, mainly thanks to a strong export boost. However,
household spending will continue to be affected by deteriorating labour market
conditions. Corporate restructuring and the cyclical decline in profitability will
continue to depress capital spending, as will the steady run-down of public
works.

Table!.5. Euro area: summary of projections

1999
current prices

2000 2001 2002 2003

Billion Per cent

. Percentage changes, volume
euros of GDP

Private consumption 3577.5 57.2 2.6 1.8 1.4 2.4
Government consumption 1247.1 19.9 1.9 22 1.6 1.3
Gross fixed capital formation 1312.4 21.0 4.6 -0.2 -0.1 3.5
Residential 363.5 5.8 1.1 -2.0 0.1 1.7
Business 792.9 12.7 6.7 0.6 -0.4 4.5
Government 156.0 2.5 1.7 0.2 1.4 2.2
Final domestic demand 6137.0 98.2 2.9 1.4 1.1 24
Stockbuilding 19.4 0.3 0.1 -0.5 0.1 0.3
Total domestic demand 6156.4 98.5 2.9 0.9 1.2 2.7
Net exports” 96.1 1.5 0.6 0.7 0.2 0.3
GDP at constant prices 35 1.6 1.3 29
GDP at current prices 6252.6 100.0 4.8 3.8 3.5 4.7
Memorandum items
Harmonised consumer price index 24 2.5 2.0 1.9
Private consumption deflator 2.1 2.3 2.0 1.9
Total employment 2.3 1.4 0.5 1.1
Unemployment rate 8.5 8.0 8.2 8.1
General government financial balance ” 0.2 -1.3 -1.5 -1.2
Current account balance” -0.3 0.4 0.9 1.0
Output gap*® 0.3 -0.5 -1.6 -1.1

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

¢) As a percentage of potential GDP.

Source: OECD.
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Outside the OECD area, the outlook is promising for the Dynamic Asian Econ- ... and outside the OECD area
omies,® although growth is projected to recover only moderately by historical stan-  the outlook is mixed
dards, but elsewhere it is more mixed. In China, growth as measured in the official
statistics is set to remain just over 7 per cent,” although its sustainability increasingly
depends on structural reforms, including those required by its recent accession to the
World Trade Organisation.? The Russian economy has slowed and the extent and
duration of the slowdown partly hinge on energy price and exchange rate devel op-
ments. In Latin America, overall growth is projected to be weak in 2002, but with
strong cross-country variation. The currency board regime collapsed in Argentinain
early 2002, against the background of a prolonged and severe recession. Massive
exchange rate depreciation and a proliferation of promissory notes issued at
sub-national levels of government are fuelling fears of an inflationary spiral. The cri-
sis, however, has had limited contagion effects on neighbouring and other emerging
market countries, partly because it had long been anticipated. Activity in Brazil
should pick up moderately, growing at around 3 per cent in 2003.°

Theroleof policiesin securing a sustainable recovery

Against the background of perceived low medium-term inflation risks, cen- Macroeconomic levers have
tral banks in many OECD countries were in a position to cut interest rates more been used actively to support
aggressively in 2001 than during previous downturns, without jeopardising cred- demand...
ibility (Figure 1.8). By the start of 2002, nominal short-term interest rates stood
at their lowest levelsin four decades in Canada, the United States and the United
Kingdom. In the euro area, rates also declined significantly, albeit remaining
above their 1999 trough. In real terms, based on projected consumer price infla-
tion, short-term rates are slightly below zero in the United States but they are

Figure 1.8. Monetary and fiscal easing

Change in policy interest rate in the course of 2001 Change in the cyclically-adjusted balance!
Between 2000 and 2002
Basis points % of potential GDP
0 — 1
-100 . . 0
-200 -1
-300 -2
-400 -3
-500 4
United States Euro area Japan United Kingdom Canada United States Euro area Japan United Kingdom Canada

1. For Japan, adjusted for deferred tax payments on postal savings accounts and for one-off capital transfers.
Source: OECD.

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

7. China's national accounts statistics, however, suffer from serious shortcomings and are widely
believed to overstate growth performance (see OECD, National Accounts for China: Sources and
Methods, Paris, 2000).

8. See OECD, Chinain the World Economy: The Domestic Policy Challenges, Paris, 2002.

9. For more details on developments outside the OECD area, see Chapter I11.

© OECD 2002



14 - OECD Economic Outlook 71

well above in the other major OECD countries. Liquidity is ample: broad money
has expanded rapidly over the past three years in the United States, the euro area
and the United Kingdom, while base money has increased substantially in the
United States and Japan — although not in the euro area, owing to the cash
changeover (Figure 1.9).2° On the fiscal front, the sizeable boost being provided
in the United States, the United Kingdom and Canada has so far been fortu-
itously timed, even if it was largely motivated by medium-term rather than con-
junctural considerations. In the euro area, the room for manoeuvre for
discretionary stimulus has been smaller, and the stance has not been significantly
loosened, although automatic stabilisers —which are stronger than in the United
States!! — have generally been allowed to work and have helped contain the
weakening of activity. In Japan, the dire state of public finances would make any
attempt at fiscal reflation counterproductive.

Figure 1.9. Monetary aggregates

Year-on-year percentage change

= Broad money! (leftscale) s Base money (right scale)
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1. Broad money refers to M2 for the United States; M3 (adjusted for non-euro area resident holdings of all negotiable instruments) for the euro area; M2 + CD for Japan
and M4 for the United Kingdom.
Source: OECD, Main Economic Indicators and Bank of England.

10. Somewhat paradoxically, references to the fast expansion of liquidity have been extremely rare in recent
speeches by central bank governors, as noted by King, M., “No money, no inflation: the role of money
in the economy”, lecture delivered at the first Economic Policy Forum, Banque de France, March 2002.

11. See Van den Noord, P. “The size and role of automatic fiscal stabilisers in the 1990s and beyond”,
OECD Economics Department Working Papers, No. 230, 2000.
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Looking ahead, key issues revolve around: how and at what pace to withdraw ... and will need to be reversed
the stimulus to avoid pro-cyclical impulses, or to step up the consolidation of budget to ensure sustainability
positions that still give rise to questions about long-term sustainability; how to
enhance economies potential growth and resilience to future shocks; and what the
risks are of a deterioration of saving/investment imbalances over the longer run. An
important constraint on the fiscal side, which the debate on cushioning the current
cyclica setback should not overshadow, stems from the build-up of pressures on
pension and health care spending as populations age in all three mgjor OECD areas.

In the United States, the Federal Reserve cut itstarget rate 11 timesin the course  Monetary policy hasbeen eased
of 2001, to 1% per cent. One reason for moving so far and so fast was to avoid being  most aggressively in the United
drawn into a liquidity trap.’? Of the cumulative 475 basis points cut —the most abrupt ~ States...
reduction since the early 1980s— 175 took place after the terrorist attacks of
11 September, contributing to support confidence and demand, not least by facilitating
zero-interest-rate financing of car sales. This stimulus was somewhat offset, however,
by exchange rate appreciation and weakening equity prices, while long-term interest
rates fluctuated within a narrow range, standing at about the same level in the first
quarter of 2002 as a year earlier. That interest rates at the long end of the yield curve
did not decline more in 2001 may partly reflect the enactment, in mid-year, of alarge
multi-year programme of tax cuts.*® The Federal Reserve’ s target rate has not changed
since early December 2001, but the OECD projections incorporate an increase in short-
term rates starting around mid-2002. The increase is assumed to take place at a moderate
pace, however, as inflation pressures are set to remain subdued and the output gap is
not projected to close in the near term.

On the fiscal side, the outlook changed considerably in the course of 2001. At ... wherethefiscal stanceis

the start of last year, a Congressional Budget Office baseline projection for fiscal also being relaxed substantially
year 2002 showed a general government surplus of 2.9 per cent of GDP. This projec-
tion has now been revised down to a deficit of 0.9 per cent of GDP, mostly reflecting
the unanticipated severity of the dowdown but also extra security-related spending in
the wake of the 11 September attacks, as well as the over-optimism of some of the
assumptions underpinning the earlier baseline: even with a recovery and robust
growth over the medium run, the projected fiscal balance is now durably 3 to
4 percentage points of GDP lower, translating into a smaller decline in the public
debt ratio (Figure 1.10). The OECD projection is more recent and therefore a so takes
into account the package passed by Congress in early March 2002, which includes
the extension of unemployment insurance and business tax relief and amounts to
0.5 per cent of GDP per annum. The projection isfor ageneral government deficit of
1 per cent of GDP in calendar year 2002, shrinking to 0.7 per cent of GDP in 2003.
Adjusting for the impact of the cycle, the change in the balance between 2000
and 2002 amounts to 2 percentage points of GDP, with most of the weakening taking
place in 2002. This is the largest such shift since the early 1980s and it mainly
reflects declining tax pressure.'* In retrospect, the deadlock in Congress over alarger
fiscal stimulus package may have been a blessing in disguise, insofar at least as it
might have imparted an overly strong boost to demand.

12. See Meyer, L., “Before and after”, Speech before the National Association of Business Economics,
St. Louis, Missouri, November 2001.

13. Described in OECD Economic Survey of the United States, Paris, 2001.

14. The stimulus associated with tax cuts, which are partly saved or used to repay debt, is less than that
stemming from spending increases. Survey evidence on the use of the personal income tax rebate
cheques received by households in the summer of 2001 is presented by Shapiro, M. and J. Slemrod,
“Consumer response to tax rebates”, NBER Working Paper, No. 8672, 2001.
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Figure 1.10. United States: shifting budget prospects!
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1. The figure does not show the projection for 2011 because of the uncertainly about the fate of the sunset clauses in the tax law.
Source: Congressional Budget Office, January 2001 Budget and Economic Outlook and 6 March 2002 testimony before the Committee on the Budget of the US Senate
(CBO estimate of the President’s FY 2003 budget proposal).

Theforces underlying fiscal Taking a longer-run view, the forces driving the underlying fiscal position
consolidation have weakened... have changed. Until recently, the advent of fiscal surpluses was facilitated by an
unusually robust economic expansion, slowing health care cost growth, a demo-
graphic reprieve stemming from the low birth rates of the 1930s and early 1940s,
and the end of the Cold War, which led to a sharp decline in the share of national
income channelled into military spending. But going forward, growth is not
expected to be as strong, a demographic tidal wave is about to push up Social
Security and health care spending by the end of this decade,'® and public outlays
on security are set to be substantially higher (see below). If tax increases are ruled
out, and in the absence of structural changes in entitlement programmes for the
elderly and of areprioritisation of public spending at large, deficit and debt levels
are bound to escalate in the longer run. The greater emphasis placed, as of late, on
measuring and taking into account the cost and performance of federally financed
programmes should help to contain spending pressures.

... and corporate governance Besides the long-standing issues of pension and health care reform, a series of

failures need to be corrected  recent large-scale corporate failures has highlighted the need to reconsider account-
ing standards, reporting requirements and the rules governing auditing and consult-
ing (Box 1.2). While such governance problems are being discussed mostly in the
US context, they may be as severe, or even more so, in a number of other OECD and
non-OECD countries, notably in Asia. At the international level, they also highlight
the need for harmonisation of accounting standards, where US and other norms are
in competition.

Policy interest rates have In the European Union, short-term interest rates have remained well above
remained higher in Europe... USlevels since spring 2001.16 In the euro area, the ECB has faced persistent, if lim-
ited, overshooting of the upper bound of its definition of price stability, with the rate

of increase in the harmonised consumer price index exceeding 2 per cent since

15. In 2008, the first members of the baby-boomer generation will be eligible for early retirement and will start
to collect Socia Security benefits. Adding to pressure from past declinesin birth rates is the population’s
rising longevity.

16. Thisholdsfor Iceland and Norway as well, albeit not for Switzerland.
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mid-2000. This has reduced the scope for cutting policy-controlled interest rates. The
policy rate in the United Kingdom remains well above the one in the euro area but is
very low by domestic historical standards, notwithstanding more limited dlack in the
economy than in the euro area. A distinctive feature of the economic landscape fac-
ing the Bank of England isin fact the persistent contrast between overheating symp-
toms in some sectors and regions, and weak demand in others. So far, the balance of
inflation risks has been on the low side and preference has been given to a
“two-speed” rather than a “no-speed” economy.’

Asinflation is set to slow in the euro area, and unless the euro weakens signifi- ... and do not need to be raised
cantly, it would seem unnecessary to raise the policy rate before evidence has comein  too soon
that the economy has unambiguoudly turned the corner and that economic slack is clearly
shrinking. Under the same assumption, a somewhat earlier but nonetheless limited
increase seems warranted in the United Kingdom.

Fiscal policy in the European Union remains a national prerogative, but the Thefiscal position is
1997 Stability and Growth Pact and subsequent decisions at EU level provide a deteriorating in many
common framework for ensuring general fiscal discipline. Under these rules, coun- EU countries...
tries have agreed to aim for a budget “ close to balance or in surplus’ over the cycle
and general government net borrowing should remain below 3 per cent of GDP at
all times, save during exceptionally severe recessions. Towards the end of every
calendar year, member states submit medium-term stability programmes (conver-
gence programmes for the three outside the euro area) which are assessed by the
European Commission and on which the European Council ultimately delivers an
opinion. The budget outcomes for 2001 showed significant departures from the
path envisaged earlier on, leading the Commission to recommend that early warn-
ings be issued to Germany and Portugal. These countries, however, pledged to take
the necessary measures to keep the fiscal deficit below the 3 per cent of GDP refer-
ence value and to reach a balanced budget position by 2004, and the Council did
not endorse the recommendation.

The fiscal targets for 2002 onwards included in the latest vintage of the pro- ... partly dueto the cyclical

grammes (finalised around the end of 2001) were revised mainly to adjust for the downturn...
outcomes in 2001. In close to half of the member states, the difference contem-
plated for 2002 approaches or exceeds one percentage point of GDP (Table 1.6),
despite what may in some cases turn out to be still rather optimistic underlying
growth assumptions. For the euro area as a whole, the difference averages 0.6 per
cent of GDP. For 2003, it amounts to 0.4 per cent of GDP. Historical revenue and
spending elasticities suggest that at the area-wide level, the departure from the
earlier objectivesis essentially of acyclical nature, i.e. corresponds to the working of
the automatic stabilisers.’® For most euro area countries, the OECD projects
lower balances than in the latest programmes, partly reflecting weaker growth.
For 2003, the lower OECD projections also reflect the assumption of unchanged
tax and expenditure policies: stability programmes are of a more normative
nature and do not always spell out the measures that would be needed to achieve
the targets.

17. Seethe speech delivered by the Governor of the Bank of England on 14 January 2002 to the Association
of Business Community.

18. The sensitivity of the fiscal balance to the cycle, however, varies over time. For example, corporate
tax receipts declined sharply in Germany in 2001, owing to tax reform measures.
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Partly in connection with the cyclical downturn, several
prominent US firms have recently collapsed (Table). The
largest such failure was that of Enron, an energy trading
company, which filed for bankruptcy in December, after it
appeared that it had been grossly overstating its performance

Box I.2. Hidden fragilities

by hiding considerable actual and potential losses.! The
Enron case brought to the forefront some long-standing
weaknesses of the system of disclosure, corporate gover-
nance and accounting practices in the United States and
more globally.

—— Corporate bankruptciesin the United States ————

Largest since 1980

Enron Corp.

Texaco, Inc.

Financial Corp. of America
Global Crossing Ltd.

Pacific Gas and Electric Co.
MCorp

Kmart Corp.

First Executive Corp.
Gibraltar Financial Corp.
FINOVA Group, Inc.
HomeFed Corp.

Southeast Banking Corporation
Reliance Group Holdings, Inc.
Imperial Corp. of America
Federal-Mogul Corp.

First City Bancorp. of Texas
First Capital Holdings
Baldwin-United

Total assets prior

Date to bankruptcy
(in $ billions)
Dec. 2001 63.4
Dec. 1987 35.9
Sep. 1988 33.9
Jan. 2002 25.5
June 2001 21.5
Mar. 1989 20.2
Jan. 2002 17.0
May 1991 152
Aug. 1990 15.0
July 2001 14.1
Oct. 1992 13.9
Sep. 1991 13.4
Dec. 2001 12.6
Feb. 1990 12.3
Oct. 2001 10.2
Oct. 1992 9.9
May 1991 9.7
Sep. 1983 9.4

Source: BankruptcyData.com.

Published financial reports often provide an incomplete
picture of the risks borne by corporations. Some risks are
simply very difficult to quantify. One example is counter-
party risk, i.e. the risk that a firm’s suppliers or customers
—or further up or down the value-added chain their own
counterparts — might fail. Other examples encompass the
treatment of joint ventures and outsourcing. Some risks,
however, are more deliberately hidden, notably in the United
States, via the creation of off-balance sheet special -purpose
entities (SPEs), the lack of explicit documentation, or
“aggressive accounting”:

— SPEs alow companies to offload financial commit-
ments such as loan guarantees, the financing of the
sales of their own products, or leasing arrangements.
Airlines, for instance, reduce the long-term debt
appearing on their balance sheets by locating aircraft
financing in SPEs. Banks, which help engineer such
vehicles, are also big users themselves. SPEs are not

intrinsically harmful but have clearly been abused in
some cases.

— Another example of misleading accounting practicesis
the failure to include most employee stock-option
(ESO) grants as compensation. The Financial Account-
ing Standards Board (FASB) tried to change this
in 1993-94, but without success, in the face of strong
resistance by corporations and in Congress.? Federal
Reserve staff have estimated that the substitution of
unexpensed option grants for cash compensation added
about 2Y2 percentage points to the annual earnings
growth rate reported by large US corporations
between 1995 and 2000.2 This encouraged excessive
leverage and fuelled the stock market bubble.

— In anumber of companies, the way in-house defined-
benefit pension plans are accounted for has increased
current reported profits in an unsustainable way.*




Asaresult, thefinancia reports issued by parent companies
and SPEs are often dense and impenetrable, aimed at avoiding
liability rather than informing, and not alowing investors and
regulators to assess where the risks fall. A number of propos-
als have been aired by regulators and others to improve disclo-
sure and provide shareholders and stakeholders with more
timely and reliable information, including:

— Improvement of the readability and economic rele-
vance of the accounts. Accounting standards are
overly complex in the United States and need stream-
lining. Specific areas for improving the quality of the
accounts include revenue recognition, which accord-
ing to the FASB is the largest single category of
fraudulent financial reporting and financial statement
restatements,® and more systematic valuation of
assets and liabilities to market rather than at the his-
torical book price. Beyond accounting stricto sensu,
the FASB is working on better disclosure of intangi-
ble assets (brand names, customer lists, licensing
agreements and patents).

— Better accounting treatment of ESOs. Standard &
Poor’s propose to include ESO issue costs in their
new definition of operating earnings.®

— Making the standard-setting process more efficient
and less politicised. A strengthened FASB would be
able to move more promptly.

— Increasing the timeliness of disclosure. Periodic
reporting should be supplemented by disclosure and
updating in real time of unquestionably material
information, including as pertaining to changes in
liquidity and market price risk, off-balance sheet
operations and transactions on terms that would not
be available for independent third parties on an
arm’s-length basis.

— Minimising the potential conflicts of interest faced by
auditors. Auditing and consulting are often carried
out by the same professional-services firms, creating
possible conflicts of interest. A clearer separation

Box I.2. Hidden fragilities (cont.)
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between the two professions may help reduce such
conflicts. Compulsory rotation of auditors or at least
of the senior partners auditing a company has also
been proposed.

— Regulation of the auditors. Self-regulation and peer
review might be supplemented by a greater measure
of regulation by an independent and publicly-led
organisation empowered to perform investigations
and to undertake disciplinary proceedings and publicise
their results.

— Enhancement of the role of audit committees. Audit
committees should play a more proactive role in ensur-
ing the quality and integrity of corporate financial
reports. They must more forcefully impress on corpo-
rate accountants the need for transparent disclosure of
the key accounting principles and policies they use.

— Srengthening sanctions against corporate officials
found to mislead shareholders. Generous compensa-
tion for chief executive and chief financial officers
should entail stricter accountability for the financial
statements issued under their responsibility. They
should share investors' pain more directly in the event
of misreporting — beit due to fraud or negligence.

Heightened attention to actual or perceived hidden risks can
have macroeconomic consequences. When such risks come to
the forefront, they translate into generally higher risk premia
and possibly more selective lending behaviour. This can lead
to lower levels of investment and thus of long-run growth. In
addition, the mispricing of risk may have an unfortunate pro-
cyclica dimension: in buoyant times, risk may be underpriced,
fuelling credit growth greater than warranted by the funda-
mentals, while in adverse conjunctural conditions, when rating
agencies and financia institutions rush to correct past judge-
ments, risk may be overpriced, with the opposite effect. This
pro-cyclicality may be further increased once the new Basel
capital standards come into force (possibly around 2006), as
they foresee capital regquirements that vary according to the
highly cyclical risk of loan defaults.

1. The overstatements discussed in this box pertain to the accounts filed with the Securities and Exchange Commission (SEC), in accordance
with Generally Accepted Accounting Principles (GAAP). Another problem is the proclivity manifested by many firms to report excessively
rosy headline or so-called “pro forma” results before they report GAAP earnings. According to the consultancy SmartStocklnvestor.com,
the top 100 NASDAQ companies reported a combined “pro forma’ profit of $19 billion for the first three quarters of 2001 but a combined

GAAP loss of $82 hillion.

2. The FASB is the designated private-sector organisation establishing US financial accounting and reporting standards, which are officially
recognised as authoritative by the SEC and the American Institute of Certified Public Accountants.

3. Greenspan, A., “Corporate governance”, Remarks delivered at the Stern School of Business, New York, March 2002. See aso Pickford, D.
and A. Smithers, “Employee stock options — The results for 2000 and the ongoing debate”, Report No. 170, Smithers & Co. Ltd., London,

December 2001.

4. See for instance Napolitano, G. and M. Moran, “Looking for soft spots in corporate earnings — pension accounting”, Goldman Sachs,

Global Equity Research, June 2001.

5. Revenue recognition covers the question of when companies account for their sales they make, given that in some sectors, such as software,
sales often involve ongoing obligations to provide customers with services, but companies tend to book a sale’s full value as soon as the
product is handed over, even though they may be required to do more work later.

6. SeeBlitzer, D., R. Friedman and H. Silverblatt, “Measures of corporate earnings”, Standard & Poor’s, November 2001.
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Tablel.6. Fiscal commitments in the European Union

General government balance, in per cent of GDP “

2000 2001 2002 2003 2004
Change Change Change
Actual’ Estimated” Latest compared with Latest compared with Latest compared with
programme the previous programme the previous programme the previous
programme programme programme

Austria® -1.9 0.1 0.0 0.0 0.0 0.0 0.2 0.1
Belgium 0.1 0.0 0.0 -0.3 0.5 0.0 0.6 0.0
Finland* 7.0 4.9 2.6 -1.8 2.1 -24 2.6 -2.3
France® -1.3 -1.5 -1.4 -0.8 -1.0 -0.6 0.0 -0.2
Germany/ -1.3 -2.7 -2.0 -1.0 -1.0 -0.5 0.0 0.0
Greece! -0.8 -0.3 0.8 -0.7 1.0 -1.0 1.2 -0.8
Ireland’ 4.5 1.7 0.7 -3.1 -0.5 -5.1 -0.6
Italy* -1.7 -1.4 05 0.0 0.0 0.0 0.0 -0.3
Luxembourg 5.8 5.0 2.8 0.3 3.1 0.6 34 .
Netherlands® 1.5 0.2 1.0 0.8 1.0 0.8 1.0 0.8
Portugalh -1.9 2.2 -1.8 -1.1 -1.0 -0.7 0.0 0.0
Spain -0.4 0.0 0.0 -0.2 0.0 -0.3 0.1 -0.2
Euro area -0.8 -1.3 -0.9 -0.6 -0.4 -0.4 0.2
Denmark 2.5 2.5 1.9 -0.7 2.1 -0.5 2.1 -0.6
Sweden 3.7 4.7 2.1 -1.2 2.2 -1.4 2.3 .
United Kingdomi 1.8 0.9 -1.1 -1.0 -1.3 -0.4 -1.1 -0.1

a) Excludes UMTS (third generation mobile phone) license receipts.

b) February 2002 notification to the European Commission.

¢) The notified surplus for 2001 is likely to be reduced when late tax payments made in 2001 are imputed back to earlier years.

d) The figure may change once Eurostat decides how to treat the securitisation of some public assets.

¢) Favourable scenario. In February 2002, the Government published revised projections for the fiscal deficit of 1.8-1.9 per cent of GDP in 2002 and 1.7-1.8 per cent in
2003 based on a below-potential growth forecast.

f) The Stability Programme indicates that the deficit would reach 2.5 and 1.5 per cent of GDP in 2002 and 2003, respectively, under a lower growth scenario. These projec-
tions were included in the 2002 Annual Report published by the Federal Government in February 2002.

g) Cautious scenario.

h) Eurostat expects the notified 2001 deficit to be revised up by 0.4 percentage points as the accounting of taxes and social contributions is aligned with ESA95 requirements
and by an additional, unspecified, amount to reflect capital injections into public corporations.

i) On a financial year basis (year t stands for FY t/t+1) from 2002 onwards.

Sources : National stability and convergence programmes (third and fourth vintage), French Ministry of Finance, Perspectives économiques 2002-2003, Eurostat, Deutsche
Bundesregierung, Jahreswirtschaftsbericht 2002.

... but also dueto afailureto

Across EU member states, the fiscal situation varies considerably. When the

contain expenditure unexpected slowdown became apparent, some had not yet moved close enough

to the “close to balance or surplus’ position aimed for under the Pact to allow the
automatic stabilisers a free rein without risking a breach of the 3 per cent of GDP
deficit threshold. In Germany for instance, the deficit rose to 2.7 per cent of GDP
in 2001 despite discretionary containment measures. A serious cause for concern
in this regard is the expenditure drift expected in the three largest euro area
countries (Table 1.7), which outstrips the rise in social spending associated with
the cyclical set-back. The latest stability programmes tend to lack specific mea-
sures that would address this worrying trend.
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—— Tablel.7. Public spending ratios in the largest euro area countries

In per cent of GDP, as projected in successive stability programmes

2002 2003
Penultimate Latest Penultimate Latest
programme programme programme programme
France” 51.4 52.3 50.7 51.4
Germany 45.5 48.0 44.5 46.5
Italy 46.3 47.0 44.9 46.0

a) Favourable scenario. In February 2002, the Government published revised projections based on a below-potential
growth forecast and putting public spending at 52.8-52.9 per cent of GDP in 2002 and 52.1-52.2 in 2003.
Sources : National stability programmes, French Ministry of Finance.

In Germany, close to half of the general government deficit stemmed from Efforts are under way to
the Lander in 2001. Proposals to introduce a “national stability pact”, which had contain deficits at sub-national
been much discussed in the run-up to European monetary union,'® have therefore levels
recently resurfaced. They involve various ways of capping the ability of the
Lander to run deficits and of sharing the burden of fiscal adjustment across gov-
ernment levels.?® An arrangement of this sort already exists in Austria and Italy
and has been recently introduced in Spain, where it is to become operational
in 2003. Very recently, the Federal Government agreed with the Lander that they
would bring forward by one year, to 2004, their broad commitment to try to bal-
ance their budget, but without formal deficit ceilings and penalties. In this con-
text, the Government has committed itself to reducing Federal spending by
0.5 per cent ayear on average in 2003 and 2004, and the sub-national authorities
to restricting their expenditure increases to a maximum of 1 per cent.

The recent deterioration of fiscal positionsin the euro areaillustrates that in  Fiscal objectives should
interpreting the “close to balance or surplus’ fiscal objective, greater ambition is err on the cautious side
warranted than demonstrated in the previous expansion.?! The shift in Ireland’s fiscal
position —involving a projected decline in the cyclically-adjusted surplus exceeding
3 percentage points of GDP between 2000 and 2002 — suggests that an apparently
ample margin for manoeuvre can quickly be eroded, especially at times of tax
reform, when tax elasticities may change more than anticipated. An additiona reason
for prudence is that to some extent, the current fiscal balance projections embody
some favourable but non-recurrent factors. One example is the sale of rea estateto a
newly set-up special purpose vehicle in Italy, which in 2001 reduced the deficit by
0.2 percentage point of GDP?? Another example is the securitisation and sale by the

19. See OECD Economic Survey of Germany, Paris, 1998.

20. Seefor instance Deutsche Bundesbank, Monthly Report, February 2002, and Vesper, D., “Ein nationaler
Stabilitatspakt — aber wie?’, Deutsche Institut fur Wirtschaftsforschung, Wochenbericht, No. 8, 2002.

21. See OECD Economic Survey of the Euro Area, Paris, 2001.

22. See OECD Economic Survey of Italy, Paris, 2002. In a similar fashion, future lottery receipts were
also sold in December 2001. In Austria, the Government has transferred many buildings to a new
State-owned real estate company (BIG), for an amount equivalent to 0.4 percentage point of annual
GDP in 2001, and 1.1 percentage points of annual GDP cumulatively over 2000-03. The Government
rents them back from BIG. Eurostat ruled that BIG was to be considered as part of the corporate sec-
tor as the rents paid are close enough to market levels, thus excluding BIG’s debt from general gov-
ernment debt. However, Eurostat also recommended an accounting presentation excluding any impact
of the asset transfer on the fiscal balance.

© OECD 2002
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The changeover to cash euros
has been successfully
completed...

... but much remains
to be doneto raise Europe's
growth potential

Greek Government of future EU subsidies, in late 2001. Some such schemes can in
principle bring about welcome efficiency gains, but their direct impact on fiscal
flows is atransitory one. It isimportant, not least in the light of recent failures to
consolidate accounts properly in the private sector, that the public accounts be as
transparent and economically revealing as possible. Last but not least, an even stron-
ger reason for fiscal restraint in Europe is the build-up of spending pressures associ-
ated with ageing populations.

The introduction of euro cash and the withdrawal of legacy currencies has been
achieved smoothly, thanks to extensive and careful preparation. Monetary union is
now atangible everyday reality for over 300 million citizens in the euro area. For the
full benefits of a single money to materialise, however, a number of structural
reforms need to move forward.

As recently reiterated by policymakers at the European Council in Barcelona,
Europe’ s economic speed limit can and should be raised. Areas where more ambition
or decisions are needed include, non exhaustively:

— The effective opening up of markets. De facto barriers to entry persist in some
important network sectors — notably energy and transport — and de jure barriers
in others, such as postal services. Public procurement also continues to exhibit
an excessive home bias, with only 15 per cent of the total value of contracts
being advertised in the Officia Journal of the European Communities.

— The reduction of state aid. While transparency has improved somewhat, sec-
toral and ad hoc subsidisation remains too high in anumber of countries.Z A
welcome development, however, is the recent approval by the European
Commission of a revamped framework to limit the subsidy race between
European regions for attracting major investment projects.

— The promotion of employment. Little has been done lately to improve geographi-
cal labour mobility across but also within countries, which isfar lower than inthe
United States. While the tax burden weighing on low wage earners has continued
to decrease, the interaction of tax and benefit systemsis still contributing to high
rates of unemployment in several cases. Contracting is becoming moreflexiblein
some countries (e.g. Italy), but progressin thisareais stalling or even being partly
reversed in others (induding France and Germany).2

— The integration of financial markets. Some progress has been made, for
instance as regards risk capital, even though risk-taking continuesto be inhib-
ited in many EU countries by the modus operandi of bankruptcy and insol-
vency procedures. The treatment of several dossiers needs to be accelerated if
the 2005 deadline for full adoption of the Financial Services Action Plarn® is
to be met, in particular concerning cross-border equity investment. As well,
implementation in nationa law is often along time off.

— Putting pension systems on a sustainable basis. Despite significant and wel-
come changes to pension arrangements in some countries, reform has stalled in

23. Asashare of GDP, total State aid tended to decline in the late 1990s. More recent data are not available
yet, however.

24. In this respect, recently proposed EU-wide legislation on temporary agency workers may tend to
restrict flexibility while contravening the principle of subsidiarity.

25. This plan, adopted in 1999, set out a series of policy objectives and specific measures to improve the
Single Market for financia services.
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others, and incentives to retire early remain too strong in many. It is urgent to
move forward, while ensuring that in the process national pension system
reforms smplify rather than complicate financial market integration and keeping
in mind the lessons for pension fund rules ensuing from the Enron debacle.

— Encouraging innovation. At the national level, incentives and funding for
Research and Development (R& D) have been improved in several countries.
However, the 2001 deadline for agreement on a long-overdue Community
patent was missed.

In Japan, the overnight money market rate has been virtually stuck at the zero Monetary policy hasbeen eased
bound for over a year. However, the stance of monetary policy has continued to be  further in Japan...
eased in the course of 2001, via rising injections of liquidity. In December, an
increase in the targeted level of current account balances held by the banking system
at the Bank of Japan from above ¥ 6 trillion to ¥ 10-15 trillion was announced,
alongside a broadening of the set of instruments accepted as collateral in money mar-
ket operations and a stepping up of government bond purchases by the central bank,
to ¥ 800 hillion per month (subsequently raised to ¥ 1 trillion). In effect, the Bank of
Japan is on course to monetise the equivalent of one third of the new issuance of gov-
ernment debt this year. Against this backdrop, base money in March 2002 was up
33 per cent over ayear earlier, and now exceeds the same aggregate in the United
States.?® Even so, broad money was up by less than 4 per cent, while lending by pri-
vate banks was down by about 2 per cent, after allowing for debt forgiveness and
write-offs. Weak credit reflects the effects of deflation and depressed activity on
demand as well as the inability of a severely weakened banking system to take on
risk and translate monetary policy impulsesinto credit supply expansion.

The increase in base money has, however, been accompanied by a depreciation ... and the yen has depreciated
of the exchange rate, which amounted to over 9 per cent vis-a-visthe US dollar in the
guarter to February 2002, and only dlightly less on an effective basis. If sustained,
and al else equal, this would contribute about half of one percentage point to GDP
growth in 2002.%

The room for a discretionary fiscal push to reinvigorate domestic demand isnow  Thereislittle room
virtually nil. Japanese government bond yields increased in early 2002, reflecting to relax fiscal policy
growing concerns about the sustainability of the fiscal position and amidst announce-
ments by rating agencies of possible further public bond downgrades. A continued rise
in the risk premium borne by the Government would worsen already adverse pub-
lic-sector debt dynamics. At the same time, there is concern that forceful consolidation
could depress activity further in the short run. A second supplementary budget was
therefore adopted by the Government in late 2001, amounting to %2 percentage point of
annual GDP and focused on urban public works. The 2002/03 budget includes cut-
backs in: public works expenditure (coupled with more prioritisation); subsidies to
public corporations; medical service compensation; overseas development aid; and
local authorities outlays.?® The fiscal stance, as measured by underlying cyclically-

26. Also contributing to the surge in base money is the capping of the formal government guarantee on
large time deposits (see below), which prompted some portfolio shiftsinto cash.

27. According to the ready reckoners presented in Dalsgaard, T., C. André and P. Richardson, “ Standard
shocks in the OECD INTERLINK model”, OECD Economics Department Working Papers,
No. 306, 2001.

28. The Government has also indicated that over the medium term, it intends to use private finance initia-
tive schemes more actively. This should not be done solely to reduce the apparent size of the public
sector’s bloated balance sheet, but can in principle help ensure that investment is more likely to be
undertaken where there are clear efficiency gains.

© OECD 2002
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Restructuring istaking place
in some sectors...

... but the pace istoo slow,
especially in the financial
sector ...

... even if the pressure on
banks is being stepped up

adjusted net lending, is thus estimated to remain broadly unchanged in 2002 and to
tighten slightly in 2003 (on the technica assumption —which involves a departure from
recent practice — of no future supplementary budgets).?®

Bankruptcies in the corporate sector were at a record high in 2001, a sign of eco-
nomic stress but a so a symptom of necessary structural adjustment and increased pres-
sure on banks. Indeed, a new bankruptcy law, which has made it easier for firmsto
seek protection from creditors and to agree a restructuring plan, has been used quite
frequently by large firms in difficulty. Others have started to take advantage of another
new law to divide companies and to either sell them or to place them in a holding com-
pany structure. At the same time, more flexible rules on the hiring of temporary
employees have led to a significant increase in their share in total employment. Merit-
based pay and promotion are becoming more widely accepted, and younger managers
are being put in charge in a number of enterprises. Moreover, the Government recently
announced that 62 out of 163 public corporations would be privatised or abolished and
that government spending for public corporations was slated to be cut by afifth. Never-
theless, while restructuring is underway in some enterprises and sectors, it could be
speeded up and made more effective if the safety net for the unemployed were
strengthened and if the Government made its “ soft landing” policy —whereby some
large companies have been supported in their rescue operations — more transparent.

Adjustment is especially slow in the financial sector, which is teetering under the
ever rising burden of bad loans. Against the background of anaemic core profitability,
banks are reluctant to forecl ose on bad loans and to expand lending, thus blunting mon-
etary policy.®® The Financial Services Agency has carried out special on-site inspec-
tions of asmall portion of the loans of major banks to large borrowers. The results of
these inspections were recently published, and involved the reclassification of alarge
share of the inspected loans (Table |.8). They showed the magnitude of the non-per-
forming loans problem to be even worse than recognised a few months ago and further
highlighted the inadequacy of disclosure by banks. In addition, it should be borne in
mind that the official criteria governing loan classification may lead to unduly mini-
mise the severity of the problem: many loans to struggling companies tend to be rolled
over at near-zero interest rates, allowing them to be considered as current even if the
borrower will ultimately be unable to repay. Against this background, provisioning
remain woefully insufficient: loan-loss provisions for the banking sector as a whole
total lessthan onethird of reported net impaired assets, which themselves are estimated
by some rating agencies as understated by a factor of three. Further capital injections
into the banking sector will therefore be required at some point.

In the context of a weak banking system, the policy has been to increase the
pressure on banks to restructure and to widen the means available for them to react.
Mark-to-market requirements came into effect at the turn of the fiscal year (i.e. at the
end of thefirst quarter of the calendar year) to promote transparency, and the govern-
ment guarantee on time deposits was capped.3! The latter measure is intended to
make depositors more interested in the quality of their bank and for the banks to

29. Interpreting published general government statistics and measures based thereon is not devoid of
problems, however, as documented in the two most recent OECD Economic Surveys of Japan.

30. SeeBox |.5 on bad loans in the previous OECD Economic Outlook and Box 1.3 on the life insurance
sector in the penultimate one.

31. However, if the Government declares a systemic crisis or the threat of one (even in asingleregion), it
has automatic resort to ¥ 15 trillion with which it can, inter alia, fully compensate deposit holdersin a
falling institution.
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Table1.8. Results of the special loan inspections in Japan

13 major banks, 149 debtors *

End-September 2001 End-March 2002
Number of Amount Number of Amount
Classification debtors (¥ trillion) debtors (¥ trillion)
Normal 50 32 35 24
In need of attention 56 6.4 35 2.6
In need of specia attention 43 3.2 45 4.2
In danger of bankruptcy or below . . 34 37

a) Theinspections took place between October 2001 and April 2002. The amount of loans inspected (¥ 12.9 trillion)
represents 4 per cent of the total performing loans of the major banks. They are concentrated in the construction,
real estate, trade and non-bank financial institutions sectors.

Source: Financial Services Agency.

worry more about their performance and communicating better with depositors. It
should also reduce banks' incentives to take undue risks safe in the knowledge that
their depositors will not suffer. To head off runs on weaker ingtitutions, the authori-
ties have closed around 60 credit unions and credit associations. Weaker regional
banks have also been pressured to raise capital and improve transparency. In their
recent review of loans, the authorities have raised the pressure on banks by demand-
ing that 80 per cent of the new bad loans be dealt with within two years. To assist
bank restructuring, the Resolution and Collection Corporation has been empowered
to bid for non-performing loans at market prices. Moreover, the state-owned Japan
Development Bank will co-operate with it to restructure some loans. Banks, how-
ever, are reluctant to sell them for fear of recording losses. Herein liesthe crux of the
problem: simple pressure on banks to cleanse their balance sheets runs against their
limited financial capacity to react.

Risks, tensions and imbalances in the global outlook

Overall, the short-term uncertainties surrounding the projection appear more  Short-term risksinclude
balanced than in late 2001. On the upside, investor confidence could return more the possibility
strongly and a new high-tech cycle could become established more rapidly than pro- of a more rapid upturn
jected. Thisrisk is heightened by the strength of the policy stimulus currently in
place. Moreover, because the new expansion is commencing from a situation where
pressures on resources could build up quickly, avery rapid recovery could carry dan-
gers for the medium term, especially since the recent downturn failed to correct the
prevailing current account imbalances. How significant this risk might be dependsin
part, however, on productivity trends.

On the downside, the most immediate risk is of asizeable and durableincreasein  Downside risks...
oil prices, against the background of heightened tensions in the Middle-East. Other-
wise, the main areas of concern arise from the heavy dependence of the recovery on the
United States, where the uncertainties include a possible abrupt downward adjustment
of equity prices in the face of unrealised profit expectations, a more negative invest-
ment response to the upturn in demand and a possible shift in consumer behaviour in
response to high indebtedness and a tougher labour market:

— While share prices are well below their 2000 peaks, concerns remain over ... attach to share prices...
high price/earnings ratios. Although the associated risk premia are difficult to

© OECD 2002
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... corporate profits and
investment...

... and household indebtedness

Current account imbalances
remain large...

... with possible consequences
for capital flow volatility...

calculate, market anticipations appear to be for double-digit increases in profits.
There is a clear risk that profits will be less buoyant and that market
expectations will be disappointed.

— An important risk arises from the implications of impaired profitability and
highly-leveraged balance sheets for corporate investment. In the United
States, despite easy monetary policy, many corporations appear to have been
forced out of the commercia paper market into the bond market. While this
helps to lock in rates and extends planning horizons, such a shift may also be
raising the cost of capital, especially in circumstances where the Government
is now competing more actively for funds. At the same time, corporate
accounts are being more closely scrutinised for off-balance sheet commit-
ments (suppliers credit, guarantees, leasing, stock options, etc.), which add to
the difficulties of adequately pricing risk into profit projections. In these cir-
cumstances, a return to late-1990s rates of investment is unlikely —indeed, it
is not expected in the OECD projections — and a slower upturn than that
envisaged cannot be ruled out.

— So far, household spending has held up well in the United States and the United
Kingdom despite share price adjustments, but further equity and job losses could
have unpredictable effects where household indebtedness is high relative to
income. While debt service obligations do not seem particularly problematic,
mortgage rates have been rising and there could be some payback after the buoy-
ancy of housing and durables spending in late 2001 and early 2002. Household
saving could thus rise faster than projected.

On the externa side, the fact that the United States posted a current account defi-
cit of around 4 per cent of GDP in 2001, whereas it came out of the 1990-91 recession
in broad balance, could pose problems for the expansion. The deficit is projected to rise
to 5 per cent of GDP by the second half of 2003 (Table1.9), and the OECD
medium-term reference baseline does not see it declining in subsequent years (see
Appendix). Thereis no immediate suggestion that the capital inflows needed to finance
the deficit could become inadequate: the United States retains a long-term productivity
growth advantage and foreign investors continue to find the US capital markets attrac-
tive, even after the stock market relapse. However, a maintained deficit of that order
would push USforeign indebtedness to levels that would represent an extremely high
share of world savings, with possible portfolio repercussions on interest rates and the
dollar.®? At the same time, with private sector saving low and the public sector surplus
removed, such a deficit could “crowd out” global capital accumulation with negative
repercussions on growth rates. And it could, asthe upturn becomes more broadly based
and investment picks up, put upward pressure on inflation and interest rates. To avoid
this, US saving, private and public, needsto rise.

One of the concerns is that substantial and persistent current-account imbal-
ances could give rise to large, and possibly disorderly, exchange rate changes, with
associated capital market disruption if (asin 1987) investor expectations were
abruptly affected. This potential source of tension does not derive from international
capital and exchange-rate volatility per se—indeed, the past downturn has been asso-
ciated with a high degree of stability in exchange rates among industrial countries.

32. Seethediscussionin Chapter 1V of the previous OECD Economic Outlook.
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Tablel.9. World trade and current account summary

2000 2001 2002 2003

. Percentage changes
Merchandise trade volume

World trade” 12.7 0.0 2.5 9.5
of which: Manufactures 14.1 -0.7 2.2 10.0
OECD exports 12.0 -0.8 1.5 8.5
OECD imports 11.9 -0.8 2.3 8.2
Non-OECD exports 13.9 1.2 4.3 12.7
Non-OECD imports 15.9 3.6 39 13.0
Intra-OECD trade” 114 -1.4 1.1 72
OECD exports to non-OECD 15.7 2.5 4.9 12.7
OECD imports from non-OECD 12.7 1.1 52 12.0
Trade prices
OECD exports® -3.7 2.2 -1.1 1.6
OECD imports” -1.0 2.9 -1.6 1.9
OECD terms-of-trade with rest of the world* -6.7 22 1.6 -0.8
Current account balances Per cent of GDP
United States -4.5 -4.1 -4.4 -4.9
Japan 2.4 22 33 43
Euro area -0.3 0.4 0.9 1.0
European Union -0.4 0.1 0.4 0.6
OECD -1.3 -1.1 -1.1 -1.2
Billion dollars
United States -444.7 -417.4 -469.9 -545.5
Japan 116.8 91.1 124.1 159.9
Euro area -16.5 22.6 53.1 64.7
European Union -32.1 8.3 35.6 47.6
OECD -335.2 -278.8 -287.6 -310.2
Non-OECD 160.1 86.5 87.2 92.4
World -175.1 -192.3 -200.4 -217.8

Note: Regional aggregates include intra-regional trade.

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

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

c) Average unit values in US$.

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

Source: OECD.

However, the impact of any disruption could be amplified by the speed at which such
shocks are transmitted internationally. Some have suggested that policies to deal
directly with exchange rate volatility might be beneficial —the most common being
the so-called “ Tobin tax”. Such a tax has been advocated as a “win-win” formula,
both reducing excessive exchange rate volatility and generating revenues for overseas
development aid. However, as discussed separately,® the costs are likely to exceed
the benefits, revenues would be much lower than suggested, and implementation would
face possibly insurmountabl e obstacles.

33. See Chapter VIII.

© OECD 2002
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... and protectionist pressures

A new adverse oil price shock
could abort the recovery

External imbalances can also generate trade friction, leading to protectionist
actions. Tensions in trade have already been raised by the recent US decision to
introduce a safeguard measure affecting a broad range of steel products, which pro-
voked a large number of other countries to take similar actions. Additional tariffs
ranging from 8 to 30 per cent have been imposed on US imports, to be reduced in the
second and third years of the programme. Certain countries have been exempted,
however, under the terms of free-trade agreements (e.g. Canada and Mexico) or
based on developing country status. Product-specific exemptions are also being
made. This action has been taken against the background of massive overcapacity at
world level, government intervention in a number of countries that has impeded
needed industry restructuring or promoted industry development, and dollar
strength.® Even so, the surge in US steel imports that occurred in 1998 has been
reversed, with import volumes now well below this peak, and performance has been
varied across different US steel producers, with traditional integrated steelworks par-
ticularly affected. Indeed, over thirty producers representing a substantial part of the
industry have sought refuge in bankruptcy with recovery made more difficult by the
legacy costs associated with in-house pension and medical care plans. The safeguard
action has raised a number of concerns. The higher tariffs, for example, are likely to
affect the competitiveness of US stedl users. The protection might also stall needed
restructuring in the USindustry, while shifting the burden of adjustment to other
countries. Moreover, the measure could have negative implications for the new WTO
trade round, given that other countries have aready begun to follow suit.

The cyclical turnaround was helped by the decline in oil prices in late 2001
(Figure 1.11). While the technical assumption underlying the projections is that oil
prices will average $25 per barrel, recent developments have underscored that a
higher level cannot be ruled out. The impact on activity and prices of such an adverse
supply and terms-of-trade shock has been quantified in previous editions of the
OECD Economic Outlook.%> A small temporary price hike, perceived as such, would
not visibly alter the shape of the cycle, but a lasting and sizeable increase would

Figure I.11. OECD oil import prices

$ per barrel
35

OPEC upper price band: $28

25 b
OPEC lower price band: $22 /~\ Mid-{\prﬂ

1994 95 96 97 98 99 2000 01 02

Note: January to April 2002 data are OECD estimates.
Source: OECD, Main Economic Indicators.

34. Severd rounds of discussion on how to facilitate the closure of inefficient steel capacity and how to
limit subsidies and related market-distorting government interventions in steel have been held under
the aegis of the OECD since September 2001.

35. Seein particular issues 68 and 70.
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significantly worsen the above-mentioned pressure on margins and confront some
central banks with a severe dilemma. For example, simulations using the OECD’ s
Interlink model suggest that a maintained $10 increase would initially depress activ-
ity in the United States by 0.2 percentage point. The impact on Japan would be twice
as large, with the euro area in between, in line with relative dependence on oil
imports. At the same time, the shock would push up inflation by ¥ percentage point
in the United States and the euro area, and somewhat less in Japan. The ensuing
policy challenge would be particularly unwelcome for the European Central Bank.

The steady worsening of public finances in Japan, where the ratio of public debt  Public financesare on an
to GDP isrising by some 10 percentage points per annum, is a particular, and now unsustainable coursein Japan
longstanding, threat. The rate of debt accumulation is clearly unsustainable: even under
favourabl e assumptions regarding bond yields, spending restraint and a resumption of
growth over the medium term, the debt-to-GDP ratio would exceed 180 per cent of
GDP in 2007 (see Appendix), and exceed the 200 per cent mark by the end of the
decade. While the timing and modalities of a reversal are impossible to predict, ten-
sions are building up, as witnessed in the increases in long-term bond yieldsin
early 2002. To restore fiscal sustainability, resolute action is called for, but that cannot
be painless. Part of the adjustment could take place in the context of sharp yen depreci-
ation, although that could exacerbate trade tensions, as the rest of the world would
shoulder part of the burden in the form of lower growth. This underlines the need to
pursue domestic growth through more vigorous structural reform, as argued above.

A very different tension lurking in the background is that created by the risk of ~ Terrorism still casts a shadow
further terrorist attacks. As noted in the previous OECD Economic Outlook, policy- over the outlook
makers reacted promptly and vigorously to the 11 September aggression and, com-
bined with the resilience of the private sector, this helped to limit the short-run
impact of the shock. Further attacks cannot be ruled out, however, and despite the
ongoing efforts to be better prepared for such emergencies, they could have serious
disruptive effects. Over the longer run, the heightened terrorist threat may have some
lasting, if diffuse, macroeconomic effects. Three channels of influence are surveyed
in Chapter 1V, namely higher perceived risk, more expensive transport and stepped-
up security spending. At this stage, and in the absence of further large-scale terrorist
onslaught, it would appear that the net long-run macroeconomic impact is tangible
but limited. Uncertainty is marginally higher, and so are transaction and security
costs. Potential output may therefore be dlightly lower, but growth is unlikely to be
significantly affected if over time ways are found to cope more efficiently with
terrorism risk and minimise the associated economic costs.

© OECD 2002



30 - OECD Economic Outlook 71

The medium-term reference
baseline shows area-wide
growth of around 3 per cent

Growth isrobust in the United
States beyond 2003...

.. but more modest in the euro
area

objectives.

Appendix: The medium-term reference baseline

Box 1.3.  Assumptionsunderlying the medium-ter m reference baseline

The medium-term reference baseline is conditional on the — Fiscal policies are assumed to remain broadly
following assumptions for the period beyond the short-term unchanged (i.e. the cyclically-adjusted primary bud-
projection horizon: get balance is held approximately constant from one

— Gaps between actual and potential output are diminated year to the next),? or to follow medium-term pro-
by 2007 in all OECD countries. grammes where these are well-defined parts of the

— Unemployment returns to its structura rate (the . , .
NAIRU) in all OECD countries by 2007.1 The main purpose of the medium-term reference baseline

— Commodity prices and most exchange rates remain
broadly unchanged in real terms.

— Monetary policies are directed at keeping inflation  sionsin the world economy over the medium term. The
low, or bringing it down in line with medium-term  reference baseline does not embody a specific view about the

1. The concept and measurement of structural unemployment rates are discussed in more detail in Chapter V, “Revised OECD measures of
structural unemployment”, OECD Economic Outlook 68, December 2000.
2. Thisimplicitly assumes that the authorities take measures to offset underlying changes to the primary structural balance.

The medium-term reference baseline (Tables1.10 to 1.12) extends the current
short-term projections to the end of 2007, based on the assumptions spelled out in
Box 1.3. It is essentially supply-driven. Growth in output for any country
beyond 2003 is assumed to be a combination of growth in potential and any contribu-
tion from the closing of the output gap. Growth in potential output for the OECD asa
whole is expected to remain around 2%z per cent per annum. This reflects an antici-
pated slowing in population growth and participation trends being offset by a small
increasein trend labour productivity.

Since most OECD countries are projected to be in a position of moderate excess
supply in 2003, growth in subsequent years slightly exceeds estimated potential.
OECD-wide real GDPis projected to expand at alittle over 3 per cent per annum over
the 2004-07 period, while the area-wide rate of unemployment declines by almost a
percentage point to just under 6 per cent and inflation declines dlightly from 2003 lev-
els. Fiscal balances improve moderately, resulting in falling government debt ratios,
Japan being the most notable exception. World trade is projected to grow steadily at
around 8 per cent per annum, arate closeto the historical average for the 1990s.

The reference baseline for the United States embodies fairly robust average
growth beyond 2003 at around 3%z per cent. Even so, the level of output remains
slightly below potential over most of the projection period, putting gentle downward
pressure on inflation, which falls to below 1% per cent. The fiscal balance moves
from deficit to a surplus of around ¥z per cent of GDP over the period, factoring in
the Administration’ s most recent fiscal plans.

Growth in the euro area beyond 2003 is more modest than in the United States,
owing to asmaller output gap at the end of 2003 and lower estimated potential growth.
Inflation falls to around 1% per cent over the medium term. Assuming unchanged

institutional framework for fiscal policy.

isto provide abasis for comparisons with scenarios based on
alternative assumptions and to provide insights on the possi-
ble build-up or unwinding of specific imbalances and ten-

timing of future cyclical events.
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Table!.10. Medium-term reference baseline summary

Per cent
Real GDP Inflation Unemployment Current account Long-term

growth rate’ raté’ balance’ interest rate

2004-07 2003 2007 2003 2007 2003 2007 2003 2007
Australia 3.7 2.6 24 6.3 6.0 -39 29 6.3 6.5
Austria 2.6 1.7 1.8 5.1 4.7 -1.6 -1.0 54 5.7
Belgium 2.5 2.3 1.7 6.7 6.8 5.5 53 54 59
Canada 2.8 1.9 2.0 7.2 6.8 2.0 2.4 6.3 , 6.0d
Czech Republic 4.1 32 3.0 8.6 7.5 -4.0 2.4 54 8.0
Denmark 1.9 2.1 2.0 4.2 4.9 2.5 2.4 54 5.6
Finland 3.6 1.8 1.4 9.3 8.0 5.9 8.3 53 5.7
France 2.5 1.4 1.6 9.0 8.8 1.9 2.0 53 5.6
Germany 24 1.6 0.8 7.6 6.9 1.6 1.5 5.1 5.5
Greece 34 2.9 2.0 10.0 9.0 -5.7 -5.7 5.5 5.7
Hungary 45 5.1 3.0 57 57 3.1 2.8 10.0° 7.5¢
Iceland 2.4 34 2.5 2.6 3.0 -1.5 -1.0 9.0 8.5
Ireland 7.6 32 3.0 4.9 5.1 -0.7 -0.7 54 5.5
Ttaly 3.0 2.1 1.5 9.0 8.5 0.4 0.6 5.6 5.7
Japan 1.8 -1.7 -1.0 6.0 39 43 4.2 1.7 1.7
Korea 6.0 3.5 3.0 3.0 3.0 2.8 1.8 7.5 6.5
Mexico 4.5 4.0 3.0 2.5 2.3 -3.0 -3.6 10.0 8.6
Netherlands 2.4 22 1.6 32 34 5.0 4.8 53 5.6
New Zealand 2.9 2.0 1.8 5.3 54 -4.0 -4.0 6.6 6.1
Norway 1.5 2.5 2.5 35 3.5 15.5 13.8 6.4 6.8
Poland 4.0 3.6 32 19.5 14.1 -5.1 -4.4 8.4 8.6"
Portugal 33 2.8 24 4.3 3.8 -8.1 -7.2 5.5 5.7
Slovak Republic 4.5 6.8 5.0 18.6 16.6 -6.8 -4.4 8.0 7.1
Spain 2.9 2.6 2.1 10.5 9.0 -2.8 2.7 5.5 5.6
Sweden 2.4 2.4 22 4.0 5.2 4.7 4.8 5.7 5.5
Switzerland 1.8 0.7 0.7 2.2 1.8 10.6 11.9 3.7 4.0
Turkey 5.7 29.4 7.7 8.6 8.1 -0.2 -1.5 38.9 17.0
United Kingdom 2.2 2.3 2.0 5.3 5.3 -2.1 -2.1 53 5.5
United States 3.5 1.8 1.3 53 5.0 -4.9 -5.0 5.5 5.8
Euro area 2.8 1.9 1.5 8.1 7.5 1.0 1.1 53 5.6
European Union 2.6 2.0 1.5 7.5 7.0 0.6 0.6 53 5.6
Total of above OECD countries 3.1 15 ¢ 13 ¢ 6.7 5.9 -1.2 -1.4 52° 53°

Note: For further details see OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).
a) Percentage change from the previous period in the private consumption deflator.

b) Per cent of labour force.

c) Per cent of nominal GDP.

d) Short-term interest rate.

e) Excluding Turkey.

Source: OECD.

policies, the area-wide fiscal balance improves gradually, from a deficit of over 1 per
cent of GDPin 2003 to asmall surplus of 0.1 per cent four yearslater. Thisis partly the
result of lower unemployment and higher output.®® Reflecting the somewhat delayed
achievement of the objective of aposition of balance or surplus, most euro area countries
end up in 2007 with positive net lending, while area-wide gross general government debt
isprojected to decline to around 63 per cent of GDP.

36. A small contribution also comes from government consumption expenditure growing at a slightly
slower rate than nominal GDP.
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Tablel.11. Fiscal trendsin the medium-ter m r efer ence baseline

As a percentage of nominal GDP

Financial Net financial Grossfinancial Gross public debt
balances® liabilities® liabilities® (Maastricht definition)”

2003 2007 2003 2007 2003 2007 2003 2007
Australia 0.2 0.7 10 6 23 20 . .
Austria 0.0 0.9 44 34 57 48 57 438
Belgium 0.0 -0.3 90 78 100 85 100 85
Canada 11 18 47 32 96 81
Czech Republic -7.8 -3.1
Denmark 23 2.8 17 4 40 27 39 26
Finland 3.3 35 -51 -54 41 38 41 38
France -1.8 -0.6 43 41 66 63 59 58
Germany -2.1 0.4 46 42 61 58 60 57
Greece 10 14 . . 98 82 98 82
Hungary -4.4 -2.0 . . . .
Iceland -0.2 -04 23 16 37 31 . .
Ireland -0.3 -0.2 0 . 31 28 31 28
Italy -1.3 0.2 91 76 103 88 104 89
Japan -7.8 -7.8 76 105 152 181
Korea 7.1 7.6 -42 -56 12 17 . .
Netherlands -0.3 -0.8 38 34 49 45 49 45
New Zealand 0.0 15 . . . .
Norway 13.9 10.2 -95 -125 26 26
Poland -5.5 -4.6 . . . . . .
Portugal -1.8 -0.1 . . 54 45 54 45
Slovak Republic -5.7 -3.3
Spain 0.0 0.3 36 29 65 58 55 49
Sweden 24 2.1 -4 -12 47 39 49 41
United Kingdom -1.3 -1.0 30 30 52 51 39 41
United States -0.7 0.5 40 33 58 50
Euro area -1.2 0.1 53 46 70 63 68 61
European Union -11 0.0 47 42 67 61 63 58
Total of above OECD countries -1.7 -0.7 45 43 75 74

Note: For further details see OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

a) General government fiscal surplus (+) or deficit (-) as a percentage of GDP.

b) Includes al financial liabilities minus financial assets, as defined by the System of National Accounts (where data availability permits) and covers the genera
government sector, which is aconsolidation of central government, state and local government and the social security sector.

¢) Includes all financial liabilities, as defined by the System of National Accounts (where data availability permits) and covers the general government sector, which is a
consolidation of central government, state and local government and the social security sector.

d) Debt ratios are based on debt figures for 2001, provided by Eurostat, and GDP figures from national authorities, projected forward in line with the OECD projections for
GDP and general government financial liabilities.

Source: OECD.

The recovery in Japan is weak Given continuing near-term weakness, and the widening of the output gap over
the projection period, the process of economic adjustment towards a closed output
gap is likely to be drawn out in Japan. Deflation is, therefore, projected to persist.®”

37. Assessing the reationship between the output gap and inflation is particularly difficult in the current Japanese
deflationary environment. The judgement taken over the medium-term horizon isthat the positive changein the
output gap offsets any increasng deflationary pressures arising from the negative output gap level. Alternatively,
if theusud leve effectswereto dominate, therate of deflation would increase over the medium term.
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Tablel.12. Growth in potential GDP and its components

Annual averages, percentage points

Components of potential employment”
. Potential labour .
Potential . Potential
productivity growth
GDP (output per employment
growth growth Potential labour force Working age
employee) participation rate population NAIRU
1995- 2004- 1995- 2004- 1995- 2004- 1995- 2004- 1995- 2004- 1995- 2004-
2003 2007 2003 2007 2003 2007 2003 2007 2003 2007 2003 2007
Australia 3.7 3.7 2.0 22 1.7 1.4 0.2 0.2 1.4 1.2 0.2 0.0
Austria 2.3 2.3 1.9 2.1 0.3 0.2 0.0 0.0 0.3 0.2 0.0 0.0
Belgium 2.3 2.2 1.5 1.6 0.8 0.6 0.6 0.5 0.0 0.0 0.2 0.0
Canada 2.9 3.2 14 1.7 1.5 14 0.0 0.2 1.2 1.2 0.2 0.0
Denmark 22 2.1 1.8 2.1 0.4 0.0 -0.1 0.0 0.2 0.0 0.3 0.0
Finland 3.0 32 24 2.5 0.6 0.7 0.1 0.5 0.3 0.2 0.2 0.1
France 2.1 2.5 1.2 1.6 0.9 0.9 0.4 0.4 0.3 0.4 0.1 0.1
Germany 1.7 2.0 1.4 1.6 0.3 0.3 0.4 0.4 0.0 -0.2 -0.1 0.1
Greece 2.9 3.6 22 2.8 0.7 0.8 0.5 0.2 0.3 0.3 -0.1 0.2
Iceland 2.6 2.4 1.7 1.4 0.9 1.0 0.0 0.0 1.1 0.8 -0.1 0.1
Ireland 7.7 7.8 4.0 5.3 3.5 2.3 0.8 0.6 1.7 1.5 1.0 0.1
Italy 2.0 2.5 1.4 1.7 0.6 0.8 0.6 1.0 -0.1 -0.3 0.1 0.1
Japan 1.1 0.9 1.0 0.9 0.1 -0.1 0.4 0.3 -0.2 -0.4 -0.1 0.0
Netherlands 3.1 2.1 1.4 1.5 1.7 0.6 1.0 0.4 0.4 0.2 0.4 0.0
New Zealand 2.9 3.0 1.3 1.8 1.6 1.2 0.2 0.1 1.2 1.0 0.3 0.0
Norway 24 1.9 1.5 1.2 0.9 0.7 0.1 0.2 0.6 0.5 0.2 0.0
Spain 3.0 2.7 1.2 1.2 1.7 1.5 0.8 1.1 0.3 0.2 0.6 0.2
Sweden 24 2.4 2.1 2.0 0.2 0.4 -0.1 0.0 0.4 0.4 0.0 0.0
Switzerland 1.3 1.6 0.8 1.0 0.5 0.6 0.0 0.0 0.4 0.6 0.0 0.0
United Kingdom 24 22 1.7 1.7 0.7 0.5 0.1 0.2 0.4 0.3 0.2 0.0
United States 34 33 1.8 2.1 1.6 1.2 0.5 0.2 1.1 1.0 0.0 0.0
Euro area 22 2.4 1.4 1.7 0.8 0.7 0.5 0.6 0.1 0.0 0.1 0.1
Total OECD 2.6 2.6 1.5 1.7 1.0 0.8 0.4 0.3 0.5 0.5 0.1 0.0

a) Percentage point contributions to potential employment growth.
Source: OECD.

The fiscal balance is not assumed to improve from the close to 8 per cent of GDP
deficit projected for 2003. Indeed, the rise in revenues from expanding activity is off-
set by the ongoing fiscal costs associated with population ageing and increasing debt
service obligations (as real long-term bond rates are assumed to remain above GDP
growth). It is also assumed that tax rates do not change and, rather optimistically per-
haps, that nominal long-term bond rates do not materially increase. Overall, these
assumptions imply that general government gross debt exceeds 180 per cent of GDP
in 2007. With nominal GDP virtually flat, the debt ratio increases by some
6%2 percentage points a year, implying unsustainable debt dynamics.

Employment in the OECD areais projected to rise at dightly above 1 per cent per  Unemployment is only reduced
annum, with the euro area remaining significantly below average. As the labour force  dlightly...
increases at around 1 per cent, unemployment continues to edge down to just under
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... and current account
imbalances persist

6 per cent by the end of the period. This corresponds to limited declines in unemploy-
ment rates in the euro area, alarger fall for Japan, while unemployment rates in the
United States and the United Kingdom stay virtually constant just above 5 per cent.

For the OECD area as a whole, the external balance remains in small deficit
(around 1v4 per cent of GDP) over the medium term. Moreover, in the absence of
major changes in potential growth rates or trade openness and at broadly unchanged
real exchange rates, there is little overall adjustment in the current external imbal-
ances between regions. For the euro area, the surplus remains around 1 per cent of
GDP. For the United States, the deficit widens marginally to 5 per cent of GDP,
which partly reflects an increasing net outflow of investment income as foreign debt
continues to accumulate. Japan’ s surplus remains at around 4% per cent of GDP.



II. DEVELOPMENTSIN INDIVIDUAL
OECD COUNTRIES

United States

The recession in 2001 was short and shallow, and a recovery has taken root. Household spending remained resilient
throughout the contraction, buoyed by tax cuts and a very substantial easing in monetary policy. The sharp decumulation in
stocks and decline in business fixed investment appear to be abating, and their reversals are likely to support activity.
Consumption and housing activity may slow, as households increase saving in the face of weakened balance sheets, but
strengthening export markets and a pick-up in investment are likely to take over as drivers of the expansion from mid-year.
Inflation islikely to remain subdued, reflecting gains in productivity and hence moderate increasesin unit labour costs.

Monetary policy responded quickly to the deterioration in activity last year. Attention should now turn to the timing and
speed of the withdrawal of stimulus. As the labour market is set to improve, interest rates should be raised, moving first to
a neutral and ultimately to a restrictive stance as the expansion broadens. Fiscal policy has loosened considerably. The
budget balance has worsened with new spending priorities and tax measures, and renewed restraint will be needed to
re-establish the surpluses necessary to confront the ageing problem.

The economy contracted, but only slightly, in the second half of 2001. The cor- Therecession was shallow...
rection in investment continued and was accompanied by a dramatic weakening in
external trade; business fixed investment, exports, and imports all fell at double-digit
rates. Moreover, businesses adjusted rapidly to the weakening in final sales and
stocks contracted at a record pace. Offsetting this weakness were robust increases in
consumption and residential investment, both of which were aided by last year’s tax
cuts and the easing in monetary policy over the course of 2001. The impetus to
household spending from lower interest rates was particularly apparent in the spike
in motor vehicle purchases that accompanied the easy financing terms offered by the

United States
The economy stalled late last year Tax cuts and increased spending cut
Change from previous period at annual rate federal government surpluses sharply!
Per cent $ billion
6 400
N Real GDP

4 200

2 0

0 -200
-400

1990 91 92 93 94 95 9 97 98 99 2000 01 1990 91 92 93 94 95 9 97 98 99 2000 01

1. On a National Account basis.
Source: Bureau of Economic Analysis.
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United States: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment” 2.0 2.0 0.2 -0.4 1.6
Unemployment rate” 4.2 4.0 4.8 5.6 53
Employment cost index 32 4.6 4.0 35 3.4
Compensation per employee 43 5.6 5.1 3.1 35
Labour productivity ¢ 2.4 2.5 1.0 33 2.1
Unit labour cost ¢ 1.9 3.1 4.1 -0.1 1.4
GDP deflator 1.4 2.3 2.2 1.5 1.6
Consumer price index 2.2 34 2.8 1.8 24
Private consumption deflator 1.6 2.7 1.9 1.4 1.8
Real household disposable income 24 3.5 3.6 2.8 3.1

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

b) As a percentage of labour force.

c) In the business sector.

Source: OECD.

major automakers and in the run-up in mortgage refinancing activity spurred by the
fall in mortgage rates.

... and an expansion Signs that the economy had begun to pick up became apparent early this year.
iswell underway Shipments and orders for non-defence capital goods signalled a recovery in overall
equipment and software spending. The contraction in the manufacturing sector,
which had led the economy into the recession, moderated late last year and began to
reverse. In the labour market, payrolls rose in March for the first time in eight
months and the unemployment rate has shown signs of stabilising. This has been
accompanied by an increase in consumer confidence. Long-term yields have jumped,
reflecting financial markets' assessment of stronger growth prospects.

United States
The manufacturing sector has begun to turn around Deterioration in the labour market may have ended
$ billion Index Thousands of persons Per cent
75 60 6.0
—— Shipments, nondefence capital goods! (left scale) 800 I Employment? (left scale)

2 '"".,._-.-. .% Purchasing managers index (right scale) = ss 600 = Unemployment rate (right scale) 55
- ] 400

65 50 5.0
200

60 45 0 4.5
-200

55 40 4.0
-400

50 35 -600 35

2000 01 02 2000 01 02

1. Aircraft excluded; 3-month moving average.
2. Establishment measure. Change from previous period.
Source: Bureau of Labor Statistics, Institute for Supply Management and US Department of Commerce.
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United States: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio” 24 1.0 1.6 1.7 2.2
General government financial balance?” 0.8 1.7 0.5 -1.0 -0.7
Current account balance -3.5 -4.5 -4.1 -4.4 -4.9
Short-term interest rate” 5.4 6.5 37 23 3.8
Long-term interest rate? 5.6 6.0 5.0 52 5.5

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

¢) 3-month euro-dollar.

d) 10-year government bonds.

Source: OECD.

The mild recession has not improved the imbalances in household and corporate I mbalances persist despite
balance sheets and the current account. In 2001, the household savings rate was therecession
1.6 per cent — up modestly from the low reached in 2000, but still down substantially
from the level of afew years ago. While the strength in consumer spending helped
moderate the recession’s depth, it has also boosted households' stock of debt, which
continued to grow rapidly last year. And household net worth fell for the second con-
secutive year. Though the ratio of net worth to income is not currently unusual by
historical standards, its swing over the past two years and the elevated debt-servicing
burden suggest that consumer spending will not accelerate in 2002. Moreover, cor-
porate profits fell dramatically over the first three quarters of last year. The strength
in productivity led to a jump in profits in the fourth quarter, and both trends should
continue. Even so, the weakness in profits over the past year may limit the speed of
the investment recovery. Finally, the slowing in US activity and import demand last
year has been accompanied by a world-wide contraction in trade, and the current
account deficit has remained near 4 per cent of GDP.

United States. Demand and output

1998 1999 2000 2001 2002 2003

Current prices
Percentage changes, volume

billion $

Private consumption 5 856.0 5.0 4.8 3.1 3.0 2.6
Government consumption 1261.4 22 2.9 3.1 4.2 4.2
Gross fixed investment 1742.8 7.9 6.7 -0.7 -0.7 5.5
Public 277.1 8.3 2.0 5.6 45 4.1
Residential 364.4 6.7 0.8 1.5 2.4 1.1
Non-residential 1101.3 8.2 9.9 -3.2 -3.2 7.6
Final domestic demand 8 860.2 52 4.9 2.3 24 34
Stockbuilding * 73.1 -0.2 -0.1 -1.2 0.6 0.5
Total domestic demand 89333 5.0 4.8 1.3 3.0 39
Exports of goods and services 964.9 32 9.5 -4.5 -2.8 7.3
Imports of goods and services 1116.7 10.5 13.4 2.7 2.3 8.8
Net exports “ -151.7 -1.1 -0.9 -0.1 -0.7 -0.6
GDP at market prices 8781.6 4.1 4.1 1.2 2.5 35

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

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

Source: OECD.
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The monetary policy stimulusis
projected to be withdrawn
progressively...

... while the budget has
returned to deficit

United States: External indicators

1999 2000 2001 2002 2003
$ billion
Merchandise exports 684.6 772.2 720.8 689 746
Merchandise imports 1 030.0 12244 11474 1151 1279
Trade balance -345.4 -452.2 -426.6 -462 -533
Invisibles, net 21.1 7.5 9.2 -8 -12
Current account balance -3244 -444.7 -4174 -470 - 545

Percentage changes

Merchandise export volumes 3.9 11.3 -5.7 -3.1 7.3
Merchandise import volumes* 12.4 13.5 -2.8 33 9.2
Export performance ” -2.0 -1.3 -4.8 -5.8 -1.9
Terms of trade -1.5 -35 24 14 -0.8

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

The Federal Reserve cut the federal funds rate by 475 basis points over the
course of 2001, to 1% per cent —the lowest level in over 40 years. This substantia
easing was necessary to offset the powerful cross-currents buffeting domestic finan-
cial conditions over the course of last year, particularly the weakness in equity prices
and the dollar’ s appreciation, and the potentially large increase in risk aversion that
could have stemmed from the events of 11 September. The monetary loosening was
facilitated by the quiescence of inflation, as core measures remained subdued and the
rise in overall consumer prices slowed considerably with the decline in energy
prices. Recently, the sharp increase in long-term yields has been accompanied by a
narrowing in risk premia, as the firming in activity has lowered the market’ s assess-
ment of the strains on corporate profitability going forward. This has been associated
with adlight firming in equity prices. As product- and labour-market slack dissipates,
the federal funds rate is projected to rise, first moving towards a more neutral level
and ultimately rising to alevel which clearly bears down on demand. By late 2003, it
isassumed to reach 4Y4 per cent.

Federal government purchases of goods and services rose rapidly over the course
of 2001, and the pace of spending growth picked up with increases for defence and
homeland security at the end of last year. These priorities are likely to continue to put
pressure on overall spending and may force difficult budget decisions. In addition, the
stimulus package implemented recently, consisting primarily of an extension of unem-
ployment insurance benefits and accelerated depreciation allowances for businesses,
will increase the deficit by nearly ¥z per cent of GDP thisyear and next. This deteriora-
tion adds to the pressures created by increased spending, the softening in revenue
growth associated with the weaker economy, and last year’s tax cut legislation, which
together lead to renewed federal budget deficits in both 2002 and 2003.1 Once account
is taken of the cyclical deterioration at the state and local level, the overall general

1. Thefederd budget for the fiscal year 2003 has not yet been approved. The projection assumes that the
priorities outlined in the Administration’s recent budget proposal are implemented; one exception is
the form of the stimulus package, where the recent package replaced the Administration’s Bipartisan
Economic Security Plan.
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government balance is projected to move to a deficit of $110 billion thisyear, a shift of
2% percentage points of GDPin just two years.

The economy appears to be rebounding in the first half of 2002, and the recovery  The recovery should broaden

is likely to broaden in the second half of this year. Consumption expenditures should by the second half of 2002
slow, as households strive to increase savings following a period of rising unemploy-

ment and declining wealth. Business investment in 2002 is expected to be considerably

below its 2001 level, athough investment expenditures are expected to rise from their

recent lows — spurred by the rebound in profits. However, stockbuilding is likely to

provide a substantial lift to activity, reflecting the sharp reduction in inventories

achieved last year. By the second half of this year, growth should be supported by a

pick-up in business investment, further increases in government spending, and a turn-

around in export demand. The unemployment rate should begin to fall steadily. Strong

productivity growth is expected to keep unit labour costs and core inflation in check,

although higher ail prices will boost overall consumer prices. With the turnaround in

domestic demand exceeding that of trading partners, the current account deficit is

expected to rise to 5 per cent of GDP by the end of the projection period.

The underlying strength of the recovery remains difficult to gauge. The jumpin  Consumer and business
consumer spending late last year amply demonstrates the willingness of consumers  spending provide both upside
to spend, and growth could accelerate quickly if households fail to ease back ontheir and downside risks
recent spending binge. Conversely, high oil prices could undermine growth in dis-
posable income. Further, the recovery in business fixed investment could fail to
materialise if the profitability of future investments is weaker than expected. Such
weakness could place downward pressure on equity prices, which have remained
high relative to earnings despite the large correction over the past two years. As a
result, domestic demand could weaken, and foreigners could re-evaluate their will-
ingness to finance the current account deficit. This could potentially place downward
pressure on the dollar and upward pressure on costs and prices.
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The cyclical downturn is coming to an end as exports recover and inventories reach low levels. With a favourable
exchange rate, profitability should improve, leading to a stabilisation of business investment going into next year.
Headwinds, however, remain significant. Intensified corporate restructuring is likely to lower employment and household
incomes, keeping consumption growth weak. Real GDP is projected to decline by ¥ per cent in 2002, followed by only
Y. per cent growth in 2003. Major downside risks arise from financial sector weakness and rapidly rising public debt,
both of which could lift longer-terminterest rates, intensify deflation and reduce activity.

Emphasis needs to be placed urgently on resolving bad loans held by banks and on containing the risks to the financial
system. Should thisinvolve public funds, radical bank restructuring, including changes of management, would need to be
the price of support. Monetary policy should continue to provide ample liquidity, through the use of a broader range of
instruments. Fiscal consolidation needs a clear medium-term strategy to contain the increase in public debt and raise
household confidence, while short-term fiscal stimulus should be avoided. Planned structural reforms should be
implemented without delay.

Thetrough of the business Real GDP fell sharply in the second half of 2001 but leading indicators suggest
cycle has probably been  that the situation is stahilising and that preconditions for a recovery are coming into
reached place. Exports have started to pick up, reflecting stronger demand in the United
States and aweaker yen. Inventories, particularly in the information and communica-
tion technology sector, have fallen to levels last seen at the beginning of the previous
upswing in 1999, and industrial production appears to have passed its trough. Never-
theless, indicators of domestic demand point to only a weak recovery: investment
orders continue to decline and consumption lacks dynamism.

Deflation is continuing, Moderate deflation of around 1% per cent has become entrenched, although
underpinned by falling wages thereislittle evidence at this stage either that the pace is accelerating markedly or
that it will prevent a cyclical recovery. The higher unemployment rate arising from

restructuring, combined with the inherent flexibility of the bonus system, hasled to a

decline in the nominal wage rate and to lower household incomes. Wage flexibility

reinforces deflation, while at the same time mitigating the reduction of profitability

—which could trigger a collapse of output and hence lead to a deflationary spiral.

Japan
The labour market continues to deteriorate Contractionary forces are weakening
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Japan: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment -0.8 -0.2 -0.5 -1.5 -0.4
Unemployment rate” 4.7 4.7 5.0 5.8 6.0
Compensation of employees -1.6 0.9 0.1 -2.0 -1.0
Unit labour cost -2.3 -1.4 0.5 -1.3 -1.3
Household disposable income -0.4 -0.6 -0.9 -1.7 -1.0
GDP deflator -14 -2.0 -14 -14 -1.7
Consumer price index -0.3 -0.7 -0.7 -1.2 -1.2
Private consumption deflator -0.5 -1.1 -1.5 -1.6 -1.7

a) As a percentage of labour force.
Source: OECD.

Deflation increases the real interest rate for the business sector and further weakens
fragile balance sheets for a significant number of domestically oriented firms. The
immediate depressing effect has been attenuated by the practice of banks charging
weak clients very low interest rates and by debt forgiveness. The cost, however, isa
continued weakening of the banking sector, which is not sustainable.

Non-performing loans held by banks remain high despite a policy-induced accel-
eration of loan write-offs, and even though the major banks have disposed of nearly a
half of their existing bad loans during the past year. These have been offset by new
ones due to weak macroeconomic conditions and stricter assessment of loan quality
after the introduction of special inspections by the authorities. Although the govern-
ment has called for non-performing loans to be resolved rapidly, it became clear early
in the year that banks were still not prepared to move against large enterprises given
their limited profitability, preferring instead to keep them in operation through debt for-
giveness and debt/equity swaps. This reluctance has unsettled financial markets. share
prices of banks fell relative to the market and the risk premia paid by them rose signifi-
cantly, leading to an increase in the prime lending rate. The government announced in

Thefinancial system remains
fragile

Japan
Corporate bond spreads have widened! Money supply is increasing modestly, but not lending
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Monetary policy has moved to
increase liquidity

Japan: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio” 10.6 10.3 10.5 10.8 11.0
General government financial balance -7.1 -7.4 -7.1 -8.0 -7.8
Current account balance? 2.4 2.4 2.2 33 4.3
Short-term interest rate 0.2 0.2 0.1 0.1 0.0
Long-term interest rate’ 1.7 1.7 1.3 1.6 1.7

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

¢) 3 month CDs.

d) 10-year government bonds.

Source: OECD.

late February its Anti-deflation Policy Package which, inter alia, affirmed that every
means would be used to avoid acrisis in the banking system.

Even though the overnight policy interest rate has been effectively zero since
March 2001, monetary policy has been eased successively so as to increase liquidity
and to contain credit risks in the inter-bank market. In December 2001, the Bank of
Japan raised its target for bank deposits held at the Bank to 10 to 15 trillion yen and
broadened the range of assets that it would purchase. Outright purchases of govern-
ment bonds were also raised to 1 trillion yen per month in February 2002. As a
result, base money has grown rapidly although the broader money supply has
increased only modestly. Nevertheless, the ratio of money supply to nominal GDP
has risen quite strongly. Concerns about the partial removal of the blanket deposit
guarantee in April and risks of possible bank failure have made financial institutions
nervous about credit risks. This has led to reduced activity in the inter-bank market.
To ease these concerns, the Bank of Japan has relaxed its conditions for Lombard
type lending and announced that it will accept a broader range of collateral.

Japan: Demand and output

1998 1999 2000 2001 2002 2003

Current prices

willion yen Percentage changes, volume (1995 prices)

Private consumption 286.9 1.2 0.6 0.4 -0.4 0.5
Government consumption 80.7 4.5 4.6 3.2 2.5 2.2
Gross fixed investment 138.7 -0.8 32 -1.7 -5.8 -4.3
Public” 385 5.5 -9.8 -3.4 -1.7 -155
Residential 20.1 1.2 1.6 -1.8 -1.8 1.2
Non-residential 80.1 -4.2 10.4 0.5 -8.2 -0.6
Final domestic demand 506.4 1.1 1.9 0.3 -1.4 -0.5
Stockbuilding 0.0 -0.3 0.0 0.0 -0.1 0.1
Total domestic demand 506.4 0.8 1.9 0.3 -1.5 -0.4
Exports of goods and services 55.1 1.4 12.4 -6.6 1.9 9.0
Imports of goods and services 45.6 3.0 9.6 -0.5 -5.6 3.1
Net exports 9.4 -0.1 0.5 -0.7 0.7 0.7
GDP at market prices 515.8 0.7 2.4 -0.4 -0.7 0.3

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

Source: OECD.
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Japan: External indicators

1999 2000 2001 2002 2003
$ billion
Merchandise exports 403.5 459.3 383.8 373 410
Merchandise imports 280.2 342.6 313.6 284 298
Trade balance 123.2 116.6 70.3 89 112
Invisibles, net -16.3 0.1 20.8 35 48
Current account balance 107.0 116.8 91.1 124 160

Percentage changes

Merchandise export volumes* 2.1 9.4 -10.1 2.7 9.5
Merchandise import volumes* 9.6 10.9 -1.3 -4.2 33
Export performance ” -7.6 -6.7 -8.8 -0.5 -2.1
Terms of trade 4.8 -52 0.5 0.1 -1.0

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

In order to alleviate deflationary problems, the government has relaxed fiscal pol- Fiscal policy is aimed
icy somewhat and a package of new measures is being devel oped. Two supplementary  at alleviating deflation
budgets amounting to ¥4 per cent and %2 per cent of GDP were adopted late in fiscal
year (FY) 2001 and the carry-over into 2002 is expected to make the underlying fiscal
stance broadly neutral this year. The FY 2002 budget is also acting as a stabiliser, in
the sense that the shortfall of tax revenue relative to the initial budget guideline has not
been fully offset by additional spending cuts. Some progress has been made in allocat-
ing funds more efficiently, but attempts to limit new bond issues to 30 trillion yen have
necessitated complex financial measures which at the end of the day do not change the
deficit on anational account basis. No additiona supplementary budget is assumed for
thisyear so that the fiscal position is projected to tighten in 2003.

Real GDP is projected to decline by % per cent in 2002, followed by modest Export demand should lead

growth of some ¥4 per cent in 2003. Although arapid increase in exportsis likely to  to a mild recovery
lead to a recovery from the second half of 2002, domestic demand is expected to
stagnate throughout the projection period as balance sheet adjustment continues.
Continuing corporate restructuring should restrain private consumption by raising
the rate of unemployment and by lowering household income. Business investment
is projected to fall throughout 2002, but then to pick up in 2003 led by increasing
profits due to cost reduction and rising exports. The pace of price decline is expected
to accelerate somewhat over the projection period, the effects of a widening output
gap more than offsetting the inflationary impact of the lower exchange rate. The cur-
rent account surplus will probably increase, reflecting the recovery of the world
economy, weak domestic demand and improved competitiveness.

Important downside risks are associated with the financia sector’s fragility and A weak financial sector
the rising level of public debt, both of which tend to increase the danger of adefla and high public debt are major
tionary spiral. Shifting perceptions about credit risk could raise the risk premium downside risks
paid by banks or the government and weaken balance sheets. Consumers and firms
could then cut back expenditures, exacerbating economic contraction and deflation.
On the other hand, the upswing could be stronger and more durable than expected, if
on-going and prospective deregulation in telecommunications, electricity, health care
and urban redevelopment were to stimulate private spending.
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Output hardly grew in 2001, as weak world demand caused exports to decelerate. In the process, both investment and
private consumption contracted, stocks were reduced significantly and unemployment increased. Annual growth will
remain well below potential in 2002, but should pick up in the course of the year with exports the driving force of the
recovery. As activity broadens GDP is projected to grow by 2%z per cent in 2003, somewhat above potential.

The general government deficit is projected to total 2.8 per cent of GDP in 2002 but to improve by % percentage point

in 2003. Achieving the government’

s commitment to roughly balance the budget by 2004 will require further expenditure

reforms to reduce the structural deficit and measures to raise the growth path of the economy, notably with respect to
easing labour market rigidities and streamlining government transfers.

Growth decelerated sharply
in 2001, but stabilised at the
beginning of 2002

Business expectations are
improving, but consumer
confidence remains low

Real GDP grew by 0.6 per cent in 2001, with activity slowing throughout the
year and contracting in the last two quarters. Export growth fell sharply in the last
quarter when world trade growth decelerated further in the wake of the 11 September
terrorist attacks in the United States. Imports continued to contract, reflecting a pro-
nounced deterioration in total domestic demand. Private consumption fell in the sec-
ond half of 2001 as consumer confidence weakened and rising unemployment
reduced disposable income growth. Investment in machinery and equipment, aready
in recession in the first half of 2001, declined even faster in the second half. Thiswas
related to a steep deterioration in export expectations and in business confidence
more generally, in combination with manufacturing capacity utilisation dropping to
the lowest leve since the mid-1990s. Significant destocking continued. Construction
remained in recession, on account of both ongoing downward adjustment in the new
states and weak housing investment in the old Lander.

Leading indicators suggest a stabilisation of economic activity in the first half
of 2002. Incoming orders have strengthened somewhat in recent months. Business
expectations are improving since the turn of the year, largely driven by improving
export expectations. On the other hand, consumer confidence has not yet recovered
from the low level prevailing in the last quarter 2001.

Business expectations are improving!
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Germany: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 1.2 1.6 0.2 -0.3 0.5
Unemployment rate* 8.2 7.5 7.4 7.8 7.6
Compensation of employees 2.7 2.9 1.9 2.2 3.0
Unit labour cost 0.8 -0.1 1.3 L5 0.5
Household disposable income 2.9 2.8 35 2.3 33
GDP deflator 0.5 -04 1.3 1.4 0.9
Consumer price index 0.6 2.1 24 1.5 1.6
Private consumption deflator 0.4 1.4 1.8 1.4 1.6

a) As a percentage of labour force.
Source: OECD.

With growth fading, labour productivity declined in the second half and unit Employment isfalling
labour costs have continued drifting upwards. Employment, which responded with
some delay to the weakening in output, declined steeply in the winter (seasonally
adjusted) and short-time working has been extended significantly. While labour force
participation decel erated, unemployment has increased substantially in recent months.

Headline inflation (harmonised consumer price index) declined substantially in  Monetary conditions are
the second half of last year on account of falling energy and raw material prices, to consistent with economic
less than half of its peak in spring 2001. Core inflation (harmonised) increased recovery
slightly to around 1¥2 per cent in the last quarter. At the beginning of 2002 inflation
rebounded temporarily reflecting rising food prices and increases in indirect taxes, as
well as—to alesser extent — price hikes associated with the introduction of the cash
euro. But inflation is likely to remain subdued this year and next, although it may
edge up as the economy recovers and wages pick up. Real interest rates are presently
favourable for growth, and increases in short-term interest rates by the European
Central Bank, as projected by the OECD as activity gains strength, would not
significantly restrain growth in Germany.

Germany
Unemployment has risen! Consumer confidence has deteriorated
Thousands % balance 1995 =100
4600 108
Consumer confidence (left scale)
10 = == Long-term average of consumer confidence (left scale) 106

4400 — Retail sales (right scale)

104
4200

102
4000

100
3 800 08
3600 96

1996 97 98 929 2000 01 02 1996 97 98 99 2000 01 02

1. Seasonally adjusted, registered unemployment.
Source: Deutsche Bundesbank and OECD.

© OECD 2002



46 - OECD Economic Outlook 71

Germany: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio” 9.9 9.8 10.2 10.4 104
General government financial balance -1.6 12° -2.7 -2.8 -2.1
Current account balance” -0.9 -1.1 0.1 1.5 1.6
Short-term interest rate* 3.0 4.4 4.2 33 3.9
Long-term interest rate* 4.5 53 4.8 4.9 5.1

a) As a percentage of disposable income.

b) As a percentage of GDP.

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

e) 10-year government bonds.

Source: OECD.

General government balances Fiscal policy was expansionary in 2001, with phased business and income tax
have deteriorated... reductions causing the structural deficit to increase by ¥ per cent of GDP. In total,
the general government deficit camein at 2.7 per cent of GDP, some 1% percentage
points above the level in 2000 (net of the receipts from the auctioning of Universal
M obile Telephone Service licences in 2000, which amounted to 2%z per cent of
GDP). About half of the deterioration in fiscal balances was unexpected, caused by
higher social transfers and revenues foregone on account of slower economic
growth. Moreover, the health funds slid into deficit.

... and will only improve The budget for 2002 foresees spending restraints on some items, though child
in 2003 alowances will be extended. Additional expenses on defence and security measures,

which are being implemented in response to the terrorist attacks, will be financed by

raising indirect taxes. Revenue-raising measures a so include increases in socia secu-

rity contributions and the phased broadening of the tax base associated with the busi-

ness tax reform. While in 2002 fiscal consolidation is projected to reduce the structural

Germany: Demand and output

1998 1999 2000 2001 2002 2003

Current prices
P h s, vol 1 ices
billion euros ercentage changes, volume (1995 prices)

Private consumption 1111.0 3.1 1.4 1.1 0.6 1.8
Government consumption 369.5 1.6 1.2 1.7 1.4 0.9
Gross fixed investment 412.6 4.2 2.3 -4.8 -2.3 2.3
Public 35.7 59 -0.4 -4.3 -1.2 -0.7
Residential 141.5 1.6 -2.9 -1.0 -2.2 -0.7
Non-residential 235.4 5.4 5.6 -3.8 -2.6 43
Final domestic demand 1893.0 3.0 1.6 -0.1 0.1 1.7
Stockbuilding 8.3 -0.4 0.4 -0.9 0.2 0.5
Total domestic demand 1901.3 2.6 2.0 -1.0 0.2 2.2
Exports of goods and services 559.7 5.6 13.2 4.7 3.2 7.5
Imports of goods and services 531.6 8.5 10.0 0.1 2.2 7.3
Net exports“ 28.1 -0.7 1.1 1.6 0.4 0.4
GDP at market prices 19294 1.8 3.0 0.6 0.7 2.5
Memorandum items
Investment in machinery and equipment 169.6 8.0 8.7 -3.6 -2.1 6.0
Construction investment 243.0 1.5 -2.5 -5.8 -2.5 -0.9

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

1999 2000 2001 2002 2003
$ billion
Merchandise exports 542.9 550.3 570.4 585 639
Merchandise imports 472.0 491.7 480.9 481 529
Trade balance 70.9 58.6 89.5 104 109
Invisibles, net -90.0 -78.9 -87.4 -77 -79
Current account balance -19.1 -204 2.1 27 30

Percentage changes

Merchandise export volumes* 6.3 12.8 29 2.8 7.9
Merchandise import volumes 6.7 9.9 1.1 24 7.9
Export performance ” -04 -0.1 2.1 0.2 -0.9
Terms of trade -0.2 -5.7 2.5 2.1 -0.8

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

part of the deficit by half a per cent of GDP, weak economic growth and continued
increases in unemployment are likely to lift the overall deficit marginally to 2.8 per
cent of GDP. Even with additional phased reductions in personal income taxes becom-
ing effective in 2003 the structura deficit islikely to decline further on account of both
spending restraint and phased revenue-raising measures, and the actua deficit is aso
projected to come down, to around 2 per cent of GDP, as economic growth picks up.

Activity islikely to remain weak in the first half of 2002 but is projected to pick  Accelerating exportswill drive
up thereafter. With world trade expected to recover in the course of the year, accelerat- GDP growth...
ing exports will be the main driving force this year and next. Private consumption will
grow only moderately in 2002, as unemployment is projected to increase further over
the next months and consumer confidence remains depressed. Consumption should
strengthen as employment ceases to fall, and the recovery will be supported by the pos-
itive impact on disposable incomes of the income tax cuts scheduled for 2003. Rising
foreign and domestic demand, gradually improving profits and increasing capacity util-
isation in manufacturing should lead to strengthening investment in machinery and
equipment. While wages are likely to accelerate as aresult of the ongoing wage round,
settlements are assumed to lie sufficiently below trend productivity growth to be con-
sistent with the economic upswing. However, construction is projected to remain in
recession with the capacity adjustments continuing in both the new and the old states.

With GDP growth remaining weak, on average, in 2002, the unemployment rate ... and unemployment will only
is expected to increase from 7.4 per cent in 2001 to around 7% per cent thisyear declinein 2003
(national accounts definition). Thereafter, employment is projected to pick up again
and unemployment might ease back to around 7%z per cent in 2003.

A risk to these projections would arise if world trade were to recover lessrap- Therearerisksto the
idly than anticipated in the projections. Lower investment and higher unemployment  projections on both sides
could also result if the ongoing wage round resulted in steep wage increases. Further-
more, uncertainty about how the government will meet its commitment to roughly
balance the budget in 2004 may weigh negatively on confidence, weakening growth.

On the upside, the income tax reductions scheduled for 2003 could lead to higher
private consumption than projected.
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France

GDP slowed sharply in the second half of 2001 and declined in the fourth quarter. The weakness was broadly based, with
the external sector making a positive contribution to growth despite a sharp drop in exports, as imports fell even more.
Although unemployment has been rising, firms still report difficulty in filling posts and core inflation has been
increasing. A pick-up in external demand and an end to destocking are expected to lead to a moderate recovery
during 2002, which is projected to accelerate in 2003.

Whileit is appropriate to allow automatic stabilisers to operate, the 2002 Budget does not provide for further budgetary
consolidation — even on a cyclically-adjusted basis. As a result, substantial budgetary savings will be required in the
near future if France isto create the necessary budgetary room to finance its looming pension liabilities. Structural
unemployment remains high and further steps need to be taken to make paid employment more attractive and to reduce
hiring disincentives.

Economic activity slowed Aggregate output grew 2 per cent in 2001, reflecting a substantial and
sharplyin thesecond broadly-based slowdown in the fourth quarter, when GDP fell by 0.6 per cent at an
half of 2001 annual rate. Private consumption remained the strongest component of demand but
till slowed markedly, as labour market conditions weakened and the earlier support
from personal income tax cuts wore off. High frequency data suggest that this ten-
dency persisted into the first few months of 2002. The slowdown of other demand
components was even more marked. Both business- and government-sector invest-
ment declined in the fourth quarter, and inventories continued to be reduced. The
combination of a sharp drop in exports in the fourth quarter of 2001 and an even
steeper decline in imports meant that France's current account surplus improved and
net exports contributed positively to growth.

While unemployment rose, In this context of declining activity, employment growth has slowed sharply in
coreinflation continued the most recent period, and survey evidence suggests that it will continue to weaken
toincrease over the near term. Unemployment has been rising since May 2001 and is currently

9 per cent of the labour force. Nevertheless, firms continue to report recruiting diffi-

culties, and labour costs picked up towards the end of the year as the impact of finan-

cial incentives related to the 35-hour week wore off. Partially reflecting these

France
Trade has fallen off sharply! Business expectations are improving
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France: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 2.1 2.5 1.5 0.4 0.8
Unemployment rate" 10.8 9.4 8.7 9.2 9.0
Compensation of employees 4.3 4.7 39 3.1 32
Unit labour cost 1.3 1.1 1.8 1.7 0.2
Household disposable income 2.8 49 43 3.0 33
GDP deflator 0.3 0.8 1.6 1.6 14
Consumer price index 0.6 1.8 1.8 1.6 1.7
Private consumption deflator 0.2 1.2 1.2 1.5 1.4

a) As a percentage of labour force.
Source: OECD.

developments and, perhaps, the depreciation of the currency in effective terms, infla-
tion has picked up, reaching 2.1 per cent in March 2002. Indeed, core inflation
(excluding administered, tobacco, food and energy prices as well as indirect taxes)
has been rising for 16 months and, at 2.2 per cent, is some 0.6 percentage points
higher than at the same point the year before.

The slowdown in activity has led to a substantial easing of the capacity con-
straints that had emerged in 2000. Capacity utilisation rates are now below their his-
torical averages. Industrial production began falling in August and, notwithstanding
apick-up in January 2002, is down about 2 per cent from its peak. Leading indicators
are mixed. Producers of investment goods anticipate further declines in sales, while
in the consumer goods sector sales are expected to remain flat. Among manufactur-
ers of intermediate goods and automobiles, there are signs of improvement.
Although order books remain depressed, overall, managers expect production levels
to increase somewhat and the forces driving destocking appear to be diminishing.

Business prospects are
improving but remain subdued

France
Core inflation continues to rise! The labour market is weakening
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Macroeconomic policy remains
supportive of demand

GDP is projected to recover in
2002 and accelerate in 2003

France: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio” 15.1 15.7 15.8 154 14.8
General government financial balance -1.6 -1.4 -1.4 -2.0 -1.8
Current account balance 2.5 1.5 1.8 2.0 1.9
Short-term interest rate* 3.0 4.4 42 33 3.9
Long-term interest rate’ 4.6 5.4 5.0 5.1 5.3

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

¢) 3-month interbank rate.

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

Monetary conditions in the euro area have become supportive of demand
during 2001 and into 2002. Measured by the structural budget balance, fiscal policy
was neutral last year as compared with 2000, with cuts to income taxes and social
security charges offset by real expenditures increasing less quickly than potential
output. The 2002 Budget leaves the structural deficit unchanged at 1.7 per cent of
GDP, an apparent deviation from the progressive return to budget balance outlined in
the stability programme.

Output growth is projected to grow only slowly during the first half of 2002,
before the pace of the expansion picks up. Consumer demand, which was the main
source of growth for the last several years, is expected to moderate in line with
slower employment and real wage growth. Given the picture for industrial output,
investment is initially projected to fall somewhat before picking up towards the end
of the year. Weak demand in Germany and in other major French export markets will
be reflected in a slow recovery of the external sector, even though activity in North
America appears to be picking up relatively quickly. Overall, the slowdown in the
economy should serve to reduce inflationary pressures, but higher oil prices may be

France: Demand and output

1998 1999 2000 2001 2002 2003

Current prices
billion :ums Percentage changes, volume (1995 prices)

Private consumption 716.2 3.2 2.9 2.9 2.1 2.6
Government consumption 306.1 2.0 2.3 2.1 1.9 1.5
Gross fixed investment 240.7 6.2 6.2 2.8 -0.1 32
General government 37.7 3.6 4.2 2.7 0.7 1.1
Household 59.8 7.6 4.6 -0.2 0.1 1.3
Other 143.2 6.3 74 4.1 -04 4.5
Final domestic demand 1263.0 3.5 34 2.7 1.6 2.5
Stockbuilding 8.9 -0.4 0.4 -1.0 0.0 0.4
Total domestic demand 12719 3.0 3.9 1.7 1.6 2.9
Exports of goods and services 340.6 3.9 13.3 1.1 -2.0 7.8
Imports of goods and services 306.8 4.2 15.4 -0.2 -1.7 7.9
Net exports“ 33.8 0.0 -0.2 0.4 -0.1 0.1
GDP at market prices 1305.7 3.0 3.6 2.0 1.4 3.0

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

1999 2000 2001 2002 2003
$ billion
Merchandise exports 298.4 296.8 290.0 282 309
Merchandise imports 279.8 297.2 286.2 271 305
Trade balance 18.6 -0.4 3.8 5 4
Invisibles, net 17.0 20.5 20.2 21 23
Current account balance 35.6 20.1 24.0 26 26

Percentage changes

Merchandise export volumes* 4.0 13.9 0.1 -2.8 3.1
Merchandise import volumes* 5.1 17.0 -0.8 -2.7 8.4
Export performance * -2.0 1.5 -1.9 -53 -0.2
Terms of trade -04 -34 0.5 0.3 -0.3

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

reflected in some upward pressure on headline prices next year. Given the gradual
pace of recovery, unemployment seems likely to continue to rise slowly over the next
few months, before beginning to reverse itself in the second half of 2002 and falling
in 2003. Nevertheless, joblessness will remain a serious problem.

The principal risks surrounding this projection concern the timing and strength  But thetiming of therecoveryis

of the recovery. On the upside, stronger than expected external demand could speed uncertain

the pick-up of domestic demand, both by reversing the destocking process and by

accelerating the recovery in investment activity. On the downside, the employment

consequences of the current slowdown, which have been muted thus far, could

strengthen as the initial impact of lower socia charges and other subsidies associated

with the introduction of the 35-hour workweek pass through. This could be expected

to impact directly on consumption but could also adversely affect consumer and

business confidence, thereby delaying the recovery.
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After coming to a halt in the second half of 2001, economic activity is set to recover from early 2002. Actual GDP growth
is projected to pick up during the year and through 2003 towards 3 per cent, above the growth of potential output. The
main driving forces are a rebound in domestic confidence, the recovery in world demand, and supportive monetary and
fiscal policies. Inflation is expected to fall towards 2 per cent, gradually converging with the euro area average.

The budget deficit should continue to fall, but will still exceed the government’s Stability Programme targets, partly
reflecting the operation of the automatic stabilisers. Making room for planned reductions in tax pressure requires that
structural measures replace one-off savingsin order to contain spending pressuresin areas such as health, pensions and
personnel. Further labour market reform could boost potential growth, while greater competition in network industries
and other services would help to contain underlying inflation pressures.

The economy weakened Domestic demand fell in the second half of 2001, as most demand components

markedly in late 2001... decelerated, and inventory decumulation made a large negative contribution to
growth. As imports fell even more sharply than exports, GDP remained flat for the
semester, though with a weakening trend so that GDP decreased by 0.2 per cent in
the fourth quarter, in line with the negative performance of the euro area as a whole.
The industrial sector showed the most marked deterioration and, in contrast to its
positive performance in previous quarters, the service sector suffered a setback as a
consequence of the impact of the 11 September events on tourism.

... but has shown recent signs Recent indicators suggest, however, that a turnaround is under way. Industrial
of improvement  production began to rise again as early as December 2001, and available indicators,
including in particular for the services sector, point to arecovery of GDP in the first
quarter of 2002. At the same time, both businesses and consumers seem to be regain-
ing confidence more swiftly than in other major euro area countries, though the
recovery in consumer confidence in late 2001 was partly reversed in early 2002.

Employment keeps rising Despite the weak economy, the unemployment rate continued to edge down, to
9.1 per cent by January 2002. As usual, the national average masks significant
regional differences: the South still showed a rate of 18.6 per cent that month

Italy
An early 2002 upturn is apparent The labour market is still improving
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1. Year-on-year percentage changes.
Source: OECD; Istituto Nazionale di Statistica (ISTAT) and Eurostat.
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Italy: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 1.2 1.9 2.0 1.5 2.0
Unemployment rate" 11.5 10.7 9.6 9.1 9.0
Compensation of employees 3.8 5.0 5.5 4.2 4.4
Unit labour cost 2.1 2.0 3.6 2.7 1.5
Household disposable income 3.0 4.9 4.2 43 4.4
GDP deflator 1.7 2.1 2.6 2.6 22
Consumer price index 1.7 2.6 2.3 2.3 1.9
Private consumption deflator 2.1 2.8 29 2.5 2.1

a) As a percentage of labour force.
Source: OECD.

compared with 3.8 per cent in the North. Rising employment over the past year has
especially benefited the construction and service sectors, while manufacturing has
sustained net job losses. Permanent contracts rose in response to new fiscal tax
incentives as well as tight labour markets in the North. Temporary contracts, by con-
trast, fell as a result of the economic slowdown and perhaps a waning of the
structural impacts of earlier liberalisation of such contracts.

After declining through most of 2001 as the effect of earlier oil price rises Disinflation has been
unwound, consumer price inflation rose again in the early months of 2002 to the interrupted
2% per cent range. In common with the rest of the euro area, this reflected the cur-
rency changeover, bad weather, and euro weakening, but an added factor in the case
of Italy was an increase in regulated public prices at the start of the year. However,
moderate private sector wage settlements underpin the prospect of reduced inflation
pressure over the coming year.

Italy

The core inflation gap is significant! Securitisation operations are softening
the fiscal stance?2
Per cent % of GDP % of GDP
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1. Harmonised consumer price index excluding food and energy. Year-on-year percentage changes.
2. Data for 2002 are projections.

3. Less securitisation operations.

4. Excluding the sale of UMTS licences in 2000.

Source: OECD and Istituto Nazionale di Statistica (ISTAT).
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Fiscal deficit objectives have
been overshot

Italy: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio® 11.3 10.7 10.9 11.2 10.9
General government financial balance > -1.8 -0.6 -1.5 -1.4 -1.3
Current account balance” 0.7 -0.5 0.3 0.3 0.4
Short-term interest rate” 3.0 44 4.2 33 39
Long-term interest rate* 4.7 5.6 5.2 5.3 5.6

a) As a percentage of disposable income.

b) As a percentage of GDP.

¢) Excludes the impact of swaps and forward rate transactions on interest payments. These operations are however

included in the financial balance reported to the European Commission for purposes of the excessive deficit

procedure. On this basis the deficits are -0.5 and -1.4 per cent of GDP for the years 2000 and 2001, respectively.

d) 3-month interbank rate.
e) 10-year government bonds.
Source: OECD.

Fiscal policy has been supporting the recovery of demand while ensuring that
the deficit continues to narrow. In 2001 and 2002, the budgetary impact of the auto-
matic stabilisers, along with selected tax cuts to business and households and higher
public investment, were, and are being, offset by numerous “one-off” measures
(e.g. securitisation of property sales and state lottery proceeds)! that have negligible
effects on economic activity. However, the 2001 budget target was overshot and slip-
page from target is likely in 2002, with the OECD expecting almost 1 percentage
point slower growth than in the current official government forecasts. In addition,
recent data suggests that upward pressure on health, personnel and social security
spending may be greater than assumed by the government. Thus, despite the pick-up

Private consumption”
Government consumption
Gross fixed investment
Machinery and equipment
Construction
Residential
Non-residential

Final domestic demand
Stockbuilding
Total domestic demand

Exports of goods and services
Imports of goods and services
Net exports *

GDP at market prices

Italy: Demand and output

1998

1999

2000

2001

2002

2003

Current prices
billion euros

637.3
192.2
198.3
114.8
83.5
46.3
37.3

1027.9
8.6
1036.5

282.7
246.2
36.5

1073.0

Percentage changes, volume (1995 prices)

24
1.3
5.7
7.7
2.8
1.8
4.1

29
0.1
3.0

0.3
53
-1.3

1.6

2.7
1.7
6.5
7.1
5.6
52
6.0

33
-1.1
2.1

11.7
9.4
0.8

29

1.1
23
2.4
1.5
3.7
3.0
4.5

1.6
0.0
1.6

0.8
0.2
0.2

1.8

1.4
1.1
1.5
1.0
2.1
2.6
1.6

1.4
0.0
1.3

23
1.8
0.2

1.5

2.5
0.6
4.4
4.3
4.4
4.1
4.8

2.6
0.0
2.6

7.2
6.9
0.2

2.8

a) Final consumption in the domestic market by households.
b) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.

Source: OECD.

1. Securitisation, even if one-off, isincluded in the structura balance as defined by the OECD.
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Italy: External indicators

1999 2000 2001 2002 2003
$ billion
Merchandise exports 236.1 240.6 242.1 247 271
Merchandise imports 212.6 230.6 224.6 226 248
Trade balance 23.5 10.0 17.5 20 22
Invisibles, net -154 -15.4 -143 -17 -17
Current account balance 8.2 -5.4 3.2 3 5

Percentage changes

Merchandise export volumes* 1.8 10.2 0.3 1.7 7.6
Merchandise import volumes* 7.9 8.3 -0.7 29 7.1
Export performance * -4.2 -2.6 -0.6 -0.5 -1.0
Terms of trade 0.8 -74 2.0 2.0 -04

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

of growth in 2003, it is clear that additional action will have to be taken if the
objective of zero balance in that year is to be attained.

Real interest rates fell to historical lows in 2001, to 1% and 2% per cent at the Monetary conditions
short and long term ends, respectively. Despite a widening yield gap in 2002 and a are supportive
projected renewed monetary policy tightening by the European Central Bank
in 2003, interest rates are expected to remain low by Italian historical standards,
helping to boost investment activity.

Labour market reforms have helped employment to grow in the face of external  The impact of labour market
shocks, and this kept consumer sentiment at high levels. However, the effects of ear- reformiswaning
lier reforms could be waning and insiders’ resistance may delay the implementation
of the needed next phase of reforms. Despite strong employment growth, the
employment rateis still low and less than the average in the euro area.

The projections point to a modest recovery in the first half of 2002, led by con-  Growth should

sumption. The negative carry-over from 2001 means that year-on-year growth in 2002 pick up substantially
may be around 1% per cent. Exports will take up the running in the second hdf, in line
with world demand, although Italian competitiveness may be hobbled by the
re-emergence of traditional cost differentials vis-a-vis main euro area trading partners.
Investment should then respond to the improved outlook. Half-year (annualised) growth
rates between 2% and 3 per cent should be realised by the second haf of 2002 and con-
tinue into 2003. Unemployment will keep declining, though at a dower pace. Rea wage
gains are set to be quite modest, although unit labour costs may rise somewhat faster than
the euro area average. Core inflation is expected to fal to around 2 per cent.

The main risks attach to the timing and strength of arecovery in international  Risks attach to exports
trade, and Italy’s capacity to take advantage of it, and to the resilience of consumer and consumption
spending in Italy. Although consumer confidence has, on balance, remained surpris-
ingly strong, any deterioration in labour market conditions due to a delay in the
implementation of the reforms could translate into lower incomes and a lower pro-
pensity to consume. Terms-of-trade losses arising from an unexpected increase in the
oil price could also have a negative impact on private consumption.
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United Kingdom

The UK economy has probably turned the corner after a slowdown in 2001 that was less marked than in the euro area.
With household sentiment remaining upbeat and interest rates low, consumption has cushioned weak export and
investment demand. Unemployment and inflation have remained low. Growth is expected to return to a solid pace soon,
boosted by the turnaround in international trade and supported by rapidly expanding public expenditure.

While sound monetary and fiscal policies have contributed to greater macroeconomic stability, and should continue to do
s0, imbalances between internal and external demand have been building up and some deep-seated structural problems
remain to be settled. In particular, it isimportant for structural policy to succeed in enhancing human capital and work
incentives, raising competitive pressures and improving public infrastructure.

Growth paused, but slowed less The UK economy was less affected by the 2001 global downturn than most
than elsewhere... other European economies. Growth stalled in the fourth quarter and the protracted
slump in manufacturing deepened due to the downturn in international trade. Exports
plummeted and fixed business investment and inventory formation declined in their
wake. However, household demand continued to be buoyed by strong earnings
growth and wealth gains stemming from the surge in house prices, thus acting as a
stabilising force. With government spending also gaining momentum and imports
surprisingly weak, economic growth of 2%, per cent was recorded for 2001 as a
whole, alittle below potential but outpacing all the other major countries.

... while the “ two-speed” The “dual economy” that has been afeature of UK economic performance for
economy persisted several years, with strong activity in sheltered sectors and weakness in much of the
manufacturing sector, became even more marked over the past year. It hasresulted in

a further widening of the trade deficit and job losses in manufacturing, with the

unemployment rate edging up since the trough last summer to just over 5 per cent (or

3 per cent according to the claimant count). As pay settlements remained moderate,

inflation stayed below the official 2% per cent target for retail inflation (RPIX,

which excludes mortgage payments) through most of 2001. While inflation saw a

United Kingdom
Growth rates are diverging! Inflation and unemployment remain low
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1. Seasonally adjusted data, growth over same period of previous year.
2. All items excluding mortgage interest payments, year-on-year percentage changes.
Source: Office for National Statistics (ONS) and OECD.
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United Kingdom: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 1.3 1.0 0.8 0.3 0.6
Unemployment rate” 6.0 5.5 5.1 5.3 5.3
Compensation of employees 6.5 5.6 6.2 4.6 5.0
Unit labour cost 43 2.5 39 2.7 2.1
Household disposable income 5.1 4.9 6.7 4.9 5.4
GDP deflator 2.6 1.7 2.4 32 2.5
Consumer price index” 2.3 2.1 2.1 2.3 2.3
Private consumption deflator 1.5 0.6 1.5 2.3 2.3

a) As a percentage of labour force.
b) Retail price index excluding mortgage payments RPIX.
Source: OECD.

one-off spike early this year due to temporary factors, most prominently the hike in
seasonal food prices, underlying inflation pressures remained subdued due to
favourable labour cost developments.

The Bank of England has maintained the repo rate at its 37-year low of 4 per cent Low interest rates have been
since the last 50 basis points cut in November. Meanwhile long-term interest rates have  fueling household borrowing...
closaly tracked yields in the euro areg, rising from 4%2to 5 per cent as the prospects for a
globd recovery have improved. Bank lending to households, especially mortgage lend-
ing, has accelerated, stimulated by lower short-term interest rates, and mortgage equity
withdrawal's (the excess of households net new mortgage borrowing over their expendi-
ture on new house purchases and home improvements) have soared. While household
debt as a percentage of financia and housing wealth is now close to the late-1980s boom
levels, the ratio of interest payments to disposable income has stayed low, as cutsin
interest rates more than offset the effect of the increased borrowing. Bank credit to
non-financial corporations, in contrast, has falen as investment activity weakened and
growing solvency concerns prompted corporate yield spreads to widen. Indeed, with
sterling strong, industry faces much tighter monetary conditions than households.

United Kingdom
Monetary conditions are easy The fiscal stance is becoming more relaxed!
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1. General government net lending in per cent of (potential) GDP.
Source: Bank of England and OECD.
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... while public spending
isincreasing rapidly

Financial indicators

United Kingdom:

1999 2000 2001 2002 2003
Household saving ratio” 4.8 4.3 5.6 5.6 6.1
General government financial balance 1.1 1.6 1.0 -0.8 -1.3
Current account balance® -2.1 -1.8 -1.8 -1.9 -2.1
Short-term interest rate” 5.4 6.1 5.0 4.2 5.1
Long-term interest rate’ 5.1 53 4.9 5.1 5.3

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

c) 3-month interbank rate.

d) 10-year government bonds.

Source: OECD.

The sound fiscal position established in recent years has provided the authorities
with the room to begin to address some longstanding problems, most prominently the
poor quality of public infrastructure and key public services. Accordingly,
Budget 2001 programmed a significant increase in public spending in several areas
—notably public transport, health and education — building on the Spending
Review 2000 and totalling an accumulated 3 per cent of GDP in fiscal years (FY)
2001/02 and 2002/03. Tax credits and transfers aimed at enhancing work incentives
and saving and more generous corporate tax credits for research and devel opment
expenditure will also be introduced. In accordance with the “golden rule”, which
alows the government to borrow to invest, the Budget 2001 projected the structural
fiscal position to move from asurplus of 1% per cent of GDPin FY 2000/01 towards
asmall deficit in FY 2002/03. The 2001 Pre-Budget Report, issued last November,
confirmed these intentions, but raised fears that receiptsin FY 2001/02 and FY 2002/03
may turn out significantly lower than projected due to tax shortfalls associated with
weaker equity markets and lower profits of financial corporations. Budget 2002 was
presented on 17 April, after the cut-off date for information for the projections.

United Kingdom: Demand and output

1998 1999 2000 2001 2002 2003

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

billion £

Private consumption 557.6 4.2 4.1 3.9 3.1 2.5
Government consumption 154.9 2.8 33 2.7 2.8 4.0
Gross fixed investment 151.5 0.9 3.9 0.1 -0.2 3.3
Public” 12.5 -1.4 7.6 14.0 12.4 10.0
Private residential 30.8 -1.3 0.4 -0.6 -0.5 2.1
Private non-residential 108.3 1.7 4.4 -1.1 -1.7 2.6
Final domestic demand 864.1 34 3.9 3.0 2.5 2.9
Stockbuilding * 4.9 0.1 -0.3 -0.2 0.1 0.0
Total domestic demand 869.0 34 3.6 2.8 2.5 2.9

Exports of goods and services 228.8 5.4 10.3 1.0 0.7 8.8
Imports of goods and services 2379 8.9 10.9 2.8 2.6 8.3

Net exports -9.1 -14 -0.7 -0.8 -0.8 -0.4
GDP at market prices 859.8 2.1 3.0 22 1.9 2.8

a) Including nationalised industries and public corporations.
b) Contributions to changes in real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD.
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United Kingdom: External indicators

1999 2000 2001 2002 2003
$ billion
Merchandise exports 268.9 284.8 275.4 278 311
Merchandise imports 313.4 330.2 323.0 328 361
Trade balance -44.6 -454 -47.6 -50 -50
Invisibles, net 13.6 19.8 22.5 21 18
Current account balance -31.0 -25.6 -25.1 -29 -32

Percentage changes

Merchandise export volumes* 45 11.3 1.3 -0.9 9.6
Merchandise import volumes* 7.6 11.8 2.8 1.9 8.1
Export performance * -1.5 -1.0 1.3 -3.0 0.8
Terms of trade 0.3 0.8 0.1 1.8 0.3

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

It confirmsthe tax shortfall, and projects from FY 2003/04 onward a further acceler-
ation in public spending, mostly on health care, financed by increases in National
I nsurance contributions.

Activity is projected to pick up, reflecting the brisk rebound in external demand.  Growth is projected
Whilefiscal policy is set to boost domestic demand throughout the projection period,  to pick up...
household consumption should slow if, as embodied in the OECD projections, the
Bank of England begins to raise the repo rate from late spring 2002 onwards. This
would induce the saving rate to edge up from its current low level. Business invest-
ment is projected to pick up somewhat in 2003. Overall, GDP growth is expected to
recover from a trough of just below 2 per cent in 2002 to around 2% per cent
in 2003, marginally above the potential growth rate. Unemployment is projected to
level off at around 5Y4 per cent in 2003, close to the structural rate. Inflation is likely
to stay closeto target over the projection period.

Growth could be slower than projected if the increase in house prices and ... though there are somerisks
household debt were to prove unsustainable in the context of higher interest rates and
consumer sentiment were to weaken correspondingly. Indeed, it cannot be ruled out
that house price inflation will taper off soon. While this would dampen the demand
impetus stemming from wealth effects, it would, particularly if associated with a
weakening of the exchange rate, help in the unwinding of the underlying imbalances.
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Asin the United States, the Canadian economy has rebounded much earlier than expected following the brief downturn
last summer. Fortuitously-timed tax cuts, substantial monetary easing and a resurgence in confidence were largely
responsible for this favourable outcome. The outlook is for growth to continue to pick up speed until capacity pressures
begin to arise once again next year, though inflation should remain moderate over the projection period.

The earlier reductions in short-term interest rates proved well timed and well-measured, but rates will have to continue
to increase to head off a rise in inflation. The federal government should use the additional revenues from the early
rebound to aim for a moderate surplus so asto accel erate the pace of public debt reduction in view of its still high level.

The downturn has been short
and shallow...

... largely following the pattern
observed in the United States

Like its North American neighbour, the Canadian economy has turned around
faster than expected following the terrorist attacks in the United States and the down-
turn already underway. Real GDP grew at a 2 per cent annual rate in the fourth quar-
ter, following a drop in the third. The big surprises have been in the resilience of
private consumption and the renewed strength in residential investment. Confidence
has returned quickly: consumers never lost heart, and business sentiment has
regained nearly three quarters of its third-quarter drop. With higher output levels, the
amount of spare capacity iswell below earlier predictions.

Many of the developments observed in the United States have also been
reflected in Canada. Private consumption fell in the third quarter but has since
rebounded vigorously, especialy in cars, sales of which also benefited from unusu-
aly attractive purchase incentives. The housing sector too has followed aparalél tra-
jectory, with a sharp jump in units started and resales, thanks to continent-wide mild
autumn and winter weather and historically low mortgage rates. As in the United
States, exports experienced a year-long erosion. Business investment also ended the
year on a weak note, led by industrial machinery and telecommunications equip-
ment. However, the decline was much more moderate than in the United States, per-
haps because the overhang of capital was less significant and the corporate financing
gap more favourable. Finally, the excessive level of inventories has also been largely
worked off, except in the manufacturing sector.

Canada

A household-led recovery is underway The corporate financing gap is more favourable2

January 2000 = 100
115

= Composite leading indicator
=== Retail sales, volume
------ Housing starts!

110

105

% of GDP
3
= Canada
2

AV

------ United States

2000

1. 3-month moving average.

01 02 1990 91 92 93 94 95 9% 97 98 99 2000 01 02

2. Financing gap: non-financial corporate cashflow less investment.
Source: Statistics Canada; Board of Governors of the Federal Reserve System.
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Canada: Employment, income and inflation

Percentage changes

1999 2000 2001 2002 2003
Employment 2.8 2.6 1.1 1.6 1.7
Unemployment rate* 7.6 6.8 7.2 7.6 7.2
Compensation of employees 5.9 6.8 42 4.5 5.2
Unit labour cost 0.8 23 2.7 12 1.1
Household disposable income 5.0 5.6 43 4.5 4.9
GDP deflator 1.4 3.7 1.2 0.5 2.0
Consumer price index 1.7 2.7 2.5 1.9 2.2
Private consumption deflator 1.6 2.0 1.9 1.8 1.9

a) As a percentage of labour force.
Source: OECD.

Unlike in the United States, the labour market experienced only moderate Employment has held up well,
adjustment in 2001, through shortened hours and an increased share of part-time asjob creation has continued
workers. There was no decline in employment; indeed, labour inputs have risen
sharply thus far this year. Nonetheless, unemployment is still much higher than last
summer because of an increase in participation. Inview of the reduction in the aver-
age work week in 2001, output per worker slowed, even as hourly productivity
growth picked up. This resulted in a significant deceleration in real labour income
gains. At the same time consumer price inflation has headed back down, with
year-over-year increases in the headline measure, as well as that excluding food and
energy, below the midpoint of the Bank’s target range. In the second half of 2001
energy and other primary product prices plunged, leading to a marked decline in the
terms of trade and the current account surplus.

Financial conditions are still supplying a substantial stimulus. The Bank of Financial conditions
Canada cut its policy rates by atotal of 375 basis points from the beginning of 2001  are till quite stimulative
—nearly as much as in the United States — before increasing them in April 2002.

Similarly, some of that has been offset by a steepening yield curve, as long-term
rates began to reflect investors' anticipation of the recovery. Stock markets have
recently recovered some ground, though they remain nearly 30 per cent below their

Canada
Total employment has continued to grow The budget surplus has decreased
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Fiscal policy has been eased

Canada: Financial indicators

1999 2000 2001 2002 2003
Household saving ratio” 4.2 3.9 3.6 35 34
General government financial balance 1.6 3.2 24 1.0 1.1
Current account balance”? 0.2 2.5 2.7 1.9 2.0
Short-term interest rate 4.9 5.8 4.0 2.7 4.5
Long-term interest rate’ 5.7 59 5.8 6.0 6.3

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

¢) 3-month deposit rate.

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

al-time highs recorded nearly two years ago. Yet, unlike the US currency, the Canadian
dollar has not risen much in recent years. Indeed, it fell to another all-time low
againgt the US dollar in January, although in effective terms it has been steadier. As
elsewhere in the OECD, narrow money growth has been increasingly robust.

All levels of government used their room for manoeuvre to relax the fiscal purse
strings in 2001, especially towards the end of the year. The national-accounts measure
of the surplus shrank by more than 2 percentage points of GDP during the second hdf;
about two-thirds of that was at the federal level. The provincial and territorial surplus
also declined last year, in large part because of an increase in subsidies. In the
December 2001 federal budget, spending was raised by around CAD 2.5 hillion (about
Y. percentage point of GDP) per year (especially on security-related matters and on
health, human capital, infrastructure and the environment). This was partly offset by a
new security charge on travellerswhich will bring in almost CAD Y2 hillion per year.

Canada: Demand and output

1998 1999 2000 2001 2002 2003

Current prices
Percentage changes, volume

billion CAD

Private consumption 534.4 34 3.6 2.5 2.8 3.1
Government consumption 176.8 2.6 2.2 2.2 2.5 2.5
Gross fixed investment 181.6 7.3 6.7 1.0 2.5 5.0
Public” 20.0 12.3 7.6 6.8 6.0 35
Residential 42.5 53 2.7 44 9.8 2.6
Non-residential 119.1 7.2 8.0 -1.2 -0.7 6.2
Final domestic demand 892.8 4.1 4.0 2.1 2.6 3.4
Stockbuilding 5.8 -0.1 0.5 -1.3 0.0 0.5
Total domestic demand 898.6 4.0 45 0.7 2.7 39
Exports of goods and services 377.3 9.9 7.6 -3.7 2.8 9.1
Imports of goods and services 360.3 7.3 8.1 -5.7 1.6 9.5
Net exports” 17.1 1.3 0.2 0.7 0.6 0.3
Error of estimate” 0.1 -0.1 0.0 0.2 0.1 0.0
GDP at market prices 915.9 5.1 44 1.5 3.2 4.0

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

a) Excluding nationalized industries and public corporations.

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

Source: OECD.
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Canada: External indicators

1999 2000 2001 2002 2003

$ billion
Merchandise exports 245.9 284.5 266.6 259 288
Merchandise imports 220.1 244.6 226.8 225 251
Trade balance 259 39.9 39.8 34 37
Invisibles, net -24.7 -21.8 -20.9 -21 -22
Current account balance 1.2 18.1 18.9 13 15
Percentage changes
Merchandise export volumes“ 11.0 8.7 -39 34 9.3
Merchandise import volumes* 8.7 9.5 -59 1.8 9.9
Export performance ” -02 -4.7 -02 0.9 0.4
Terms of trade 1.8 4.8 -0.7 -33 0.1

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

The Budget aso did away with the prudence factor and squeezed the contingency
reserve. Based on assumed real growth of around 1 per cent in 2002, the official outlook
was for a zero public sector balance at the federal level (abstracting from the reserve),
with any incipient surplus devoted to debt reduction and resulting interest savings
assigned to aid to Africa and to public infrastructure. With much stronger projected activ-
ity and a continued surplus in the public pension plans, the OECD expects that the gen-
eral government surplus will stabilise near the level of 1 per cent of GDP reached in the
last quarter. Thiswould till be a sizeable reduction inits structural level.

The evidence that recovery is underway is now clear. Besides the surge in retail
sales and housing starts, the composite leading indicator, the evolution of which was
more favourable than in other major countries all last year, is now growing at a vigor-
ous rate. With some of the effect of the monetary easing of 2001 still to come and a
decidedly easier fiscal stance, the pick-up in export market growth resulting from the
US rebound should be more than enough to put the Canadian economy firmly on an
unemployment-reducing growth path. On the domestic front, private consumption and
resdentia investment should continue to lead the way, but production is expected to be
boosted as well by a slowing in the pace of inventory reductions this year and some
restocking in 2003. Growth should also be bolstered by the acceleration in exports,
which is likely to be followed by arise in business investment, powered by renewed
capacity congtraints and rebuilt profit margins. To head off higher wage and price pres-
sures, the Bank of Canadaisassumed in the OECD’ s projections not only to match US
tightening later this year and next but to increase the interest rate spread to about dou-
bleits recent size. Nonetheless, with potential growth of around 3 per cent per year, the
modest amount of slack that had recently been built up is unlikely to be sufficient to
prevent inflation from edging up, especialy in view of recent oil price rises. The cur-
rent account surplus should resume its upward trend thanksinitially to risng net export
volumes, followed by the effects of stronger commodity prices.

Given its key trading relationship with the United States, a major risk is, as
usual, the timing and strength of the recovery there. Domestic risks probably centre
more on the supply than on the demand side, with considerable uncertainty as to the
underlying trend in productivity and the amount of economic slack.

A moderate recovery
should eliminate economic
dack quite soon...

... With external

and domestic risks

© OECD 2002
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After a slow start, the economy gathered momentum during 2001, and overall growth was barely affected by the global
slowdown in the second half, as robust domestic demand growth more than offset the pronounced weakening of exports.
Given supportive monetary conditions, the improving global environment and the absence of major structural
imbalances, the economy is projected to strengthen further. The combination of moderate wage increases and the pick-up
in labour productivity should keep inflation within the Reserve Bank’s 2 to 3 per cent target range.

Faster output growth should allow medium-term budget objectives to be met, against the background of prospective
increases in health and pension outlays. Sronger economic activity could also justify a realignment of monetary policy
to a more neutral setting. Further labour market reforms, in particular further expansion of enterprise bargaining,
should aim at a reduction in still high structural unemployment.

Strong economic growth

in the second half of 2001...

... has combined with modest

employment gains
and low inflation

Monetary conditionsremain

supportive of activity...

The economy has recovered from the owdown in late 2000 and early 2001 and
grew by 4%, per cent in the second half of the year, driven by robust household consump-
tion, business investment and especialy residential construction. This was accompanied
by high levels of business and consumer confidence as well as historically low interest
rates, and share prices which remained close to their peaks. A generous subsidy to
first-home buyers contributed to the very sharp recovery of dwelling investment.

After remaining essentially flat in 2001, employment began to recover strongly
in the first quarter of 2002. The unemployment rate fell markedly, to 6% per cent in
March, about the same as ayear earlier. After the GST effect dropped out, consumer
price inflation returned to the Reserve Bank’s 2 to 3 per cent target range in the sec-
ond half of 2001, despiteretailers’ efforts to rebuild margins after their squeeze from
earlier exchange rate depreciation. Good inflation performance was underpinned by
wage moderation and very strong (hourly) labour productivity growth.

With inflation under control and the international environment still rather weak,
the Reserve Bank cut the cash rate by another 25 basis points to 4.25 per cent in
December 2001, reducing it to its lowest level in amost 30 years. Given that the
trade-weighted exchange rate has recently appreciated, while domestic demand
remains buoyant and the global picture isimproving, the projections assume that policy-
determined interest rates will be raised towards more neutral levels once the labour
market shows clear signs of improvement.

Australia
Monetary conditions remain supportive The Australian stock market
has been relatively stable
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= Real short term interest rates! (left scale) = Wilshire 5000
------ Real effective exchange rate? (right scale) === ASX 2003

1997 98 99

300
105

200

£95

100

85 0
2000 01 02 1997 98 99 2000 01 02

1. 90-day bank accepted bill rate, deflated by core inflation estimates.
2. Consumer price index based.
3. Australian share price index.
Source: OECD, Datastream.
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Australia: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices
Percentage changes, volume

billion AUD

Private consumption 3449 5.1 2.7 32 4.0 3.7
Government consumption 104.0 4.2 54 1.2 1.5 2.0
Gross fixed capital formation 134.3 6.6 0.3 -3.0 8.3 6.5
Final domestic demand 583.1 5.3 2.6 1.4 4.4 4.0

Stockbuilding “ 34 0.3 -0.5 -0.4 0.4 0.0
Total domestic demand 586.5 5.6 2.1 1.0 4.9 4.1
Exports of goods and services 114.7 4.6 10.6 1.1 2.8 7.8
Imports of goods and services 125.0 9.2 7.1 -4.4 8.0 8.0

Net exports * -10.4 -1.0 0.5 1.2 -1.1 -0.1

Statistical discrepancy “ 0.0 -0.1 0.7 0.1 -0.1 0.0
GDP at market prices 576.1 4.5 34 24 3.7 4.0
GDP deflator _ 0.8 4.1 32 2.5 2.4
Memorandum items
Consumer price index _ 1.5 4.5 4.4 2.8 2.6
Private consumption deflator _ 0.8 3.2 3.4 2.8 2.6
Unemployment rate _ 6.9 6.3 6.8 6.6 6.3
Household saving ratio _ 2.1 4.2 3.6 3.6 3.6
General government financial balance ¢ _ 1.6 0.1 0.0 0.1 0.2
Current account balance -5.4 -3.5 -2.2 -3.8 -3.9

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

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

b) As a percentage of disposable income.

¢) As a percentage of GDP.

Source: OECD.

Following the counter-cyclical loosening of the fiscal stance in 2001, agradua ... while fiscal policy
tightening is expected to bring the budget back to surplus during the projection emphasises medium-term
period in order to meet the government’ s medium-term objective of balance over the consolidation
course of the economic cycle. In this regard, the government has decided to reduce
the grants paid to first-time home buyers.

Economic growth is expected to accelerate. Household consumption is likely to  The economy remains well

continue supporting activity, reflecting unusually low interest rates and the sound placed to outperform global
financia position of households. The projected improvement in the labour market  growth in 2002-03
should help underpin consumer confidence. Dwelling construction may slow. But sur-
veys suggest that business investment is picking up, encouraged by strong corporate
profitability, very favourable financing conditions and a still competitive exchange rate.
Exports are expected to recover, accelerating in 2003 in line with export market devel-
opments, but with import volume growth turning positive, the current external deficit is
set to widen again, from somewhat above 2 per cent of GDP in 2001 to around 3% per
cent in 2002-03. Altogether, GDP growth may rise to 3% per cent in 2002 and to 4 per
cent in 2003. With potential output estimated to be expanding at about a 3% per cent
rate, an output gap will remain, which will help to keep inflation at bay.

The risks attached to the projections appear fairly balanced. Weighing on the Risksare fairly balanced
downside is the fragility of the Japanese economy while a sharper than expected
recovery in other major Australian markets could generate additional demand
pressures, which could leave inflation above target for longer than acceptable.

© OECD 2002
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Economic activity weakened across the board during 2001, particularly in the second half of the year as confidence
continued to decline. The economy is only expected to pick up significantly from around mid-2002, leaving annual
growth broadly unchanged at 14 per cent before returning to growth which is well above potential in 2003.

The slowing of economic activity has made balancing the budget difficult in 2002. Provided the planned fiscal
consolidation measures at all levels of government are fully implemented, budget balance should be restored next year.
However, long-termfiscal sustainability requires the replacement of one-off revenue measures with lasting savings.

Economic growth decelerated
in 2001...

... accompanied by an increase
in unemployment and easing
inflation

Slowing economic activity
is putting the balanced budget
under pressure

The economy contracted in the second half of 2001. Private consumption growth
weakened as real income growth was reduced by falling employment and higher taxes,
although the impact was mitigated by a lower household savings rate. Export growth
slowed asthe 11 September terrorist attacks in the United States accentuated the ongo-
ing deceleration in world trade. The slowing of demand reduced the growth of invest-
ment in machinery and eguipment, while construction investment weakened further as
public investment and residential construction continued to contract. In early 2002,
however, both consumer and busi ness confidence showed signs of improvement.

While employment contracted in the second half of 2001 and into 2002, the
labour supply continued to expand. Reflecting these trends, the registered unemploy-
ment rate (seasonaly adjusted) in early 2002 was more than 1 percentage point higher
than its cyclical low at the end of 2000. Last autumn’s wage negotiations for 2002
resulted in growth of 2% per cent in collectively-negotiated wages, somewhat lower
than the year before. Consumer price inflation peaked in May 2001 before coming
down by almost 14 percentage point to 1% per cent in early 2002 in response to lower
il pricesand as the effects of earlier hikes in indirect taxes disappeared.

The federal and local governments broadly balanced the general government
budget in 2001 with the structural balance improving by about 2 per cent of GDP.
This was achieved by expenditure restraint and revenue raising measures as well as
unexpectedly high business tax revenues and low interest payments. However, the

Confidence has started to recover
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Austria: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices .
o Percentage changes, volume (1995 prices)
billion euros

Private consumption 108.5 2.7 2.5 1.3 1.6 2.2
Government consumption 37.2 22 0.9 -0.2 0.0 0.5
Gross fixed capital formation 44.8 1.5 5.1 -1.5 0.3 44
Final domestic demand 190.5 2.3 2.8 0.3 1.0 24
Stockbuilding “ 1.3 0.2 -0.3 -0.3 -0.2 0.1
Total domestic demand 191.8 2.5 2.4 0.1 0.7 2.5
Exports of goods and services 82.7 8.7 12.2 5.5 4.7 8.0
Imports of goods and services 83.8 8.8 11.1 3.6 39 7.6
Net exports * -1.1 0.0 0.5 1.0 0.5 0.4
GDP at market prices 189.9 2.8 3.0 1.0 1.2 2.8
GDP deflator _ 0.7 1.2 1.8 1.5 1.9
Memorandum items
Consumer price index _ 0.5 2.0 2.3 1.7 1.7
Private consumption deflator _ 0.7 1.5 2.3 1.8 1.7
Unemployment rate _ 5.3 4.7 4.9 5.6 5.1
Household saving ratio _ 7.7 6.7 5.4 5.5 6.1
General government financial balance ¢ _ 2.4 -1.7 -0.1 -0.3 0.0
Current account balance ¢ -3.2 -2.8 2.3 -1.8 -1.6

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

¢) As a percentage of disposable income.

d) As a percentage of GDP.

Source: OECD.

modest expansion of the economy projected for thisyear will makeit difficult to pre-
serve a balanced budget despite downward revisions of some projected spending
items, such as interest payments. A December stimulus package (focusing on mea-
sures to stimulate research and devel opment (R& D), education and investment) has a
limited budgetary effect in the short term. In sum, asmall deficit is likely to reappear
in 2002 but stronger growth should allow balance to be restored in 2003.

Economic activity is projected to accelerate from around mid-2002, as the effects  Economic activity should pick

of accommodating monetary conditions come through and world trade picks up. up during the course of 2002...
Thereafter, growth should fairly quickly rise above the estimated potential rate of

around 2%z per cent. Private consumption should pick up as real disposable incomes

increase, partly on account of higher family benefits. Investment in machinery and

equipment is expected to recover rather strongly in 2003 as profits increase in the face

of projected wage moderation and higher productivity growth. Construction invest-

ment, on the other hand, is likely to remain subdued, with little stimulus coming from

housing demand and government investment. Government consumption is also being

restrained by the fiscal consolidation. In total, GDP growth is projected to remain at

around 1v4 per cent in 2002 before recovering to 2% per cent in 2003. Consequently,

employment growth should accelerate strongly only in 2003. This is likely to be

accompanied by somewhat higher wage increases. Underlying inflation is expected to

remain subdued, while headlineinflation is pushed up by higher energy prices.

A downside risk is that afailure to fully implement the fiscal consolidation pro- ... with evenly balanced risks
gramme could lead to negative confidence effects, dampening domestic demand. On
the upside, an earlier and faster recovery in Europe could benefit Austria’'s
cyclically-sensitive intermediate goods industries.

© OECD 2002
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Economic growth fell sharply in 2001 and is projected to recover only slowly, to 2% per cent in 2003. Despite a
deceleration in unit labour costs, Belgiumis expected to suffer a further loss of competitiveness against its main trading
partners, weighing on growth in output and employment. Inflation should decline to 2 per cent by 2003, reflecting
smaller increasesin energy prices and the abolition of television licence feesin Flanders and Brussels.

Modest wage increases will be needed if a further loss of cost competitivenessisto be avoided. Incentives to work need to
be strengthened, especially for the older working-age population, so as to raise the employment ratio.

Growth has slowed sharply
but confidence has begun
to recover

A loss of competitiveness could
weigh on the recovery

Economic growth continued to slow in the second half of 2001, falling to
—0.8 per cent (annualised rate) in the fourth quarter and opening a negative output
gap. Asin the past, the timing of this economic cycle is leading that of the euro area
by about one quarter, and the amplitude is greater as the Belgian economy is more
open than most other euro area economies. Exports of goods and services have been
very weak, contracting in each of the first three quarters of 2001 on the back of dete-
riorating export markets. Domestic demand al so weakened over this period as private
consumption expenditure was depressed by falling consumer confidence and busi-
ness investment slowed in the face of worsening demand prospects, rising spare
capacity and declining profitability. Employment growth has continued to slow pro-
gressively, following the path of economic activity with alag of two to three quar-
ters, with the unemployment rate rising to 6% per cent by early 2002, which is
around the OECD estimate of the structural rate. Business and consumer confidence
have improved in recent months, following large declines during most of 2001, sug-
gesting that the bottom of this economic cycle may have been reached in early 2002.

Growth in wage rates picked up in 2001 owing to automatic increases linked to
underlying inflation (as measured by the “health index”, which excludes most petro-
leum products and cigarettes and alcohol from the consumers price index). This
contributed to a further loss of cost competitiveness vis-a-vis Belgium’s main trading
partners, which could weigh on the recovery. Moreover, even though index-linked
wage increases should moderate, there may be a further loss of competitiveness
in 2002 owing to more favourable labour cost developments in Belgium’s main trad-
ing partners. Subsequent developments will depend crucially on the outcome of the

Belgium
Export growth has slowed! Business expectations have started to recover
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Belgium: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices
billion Zuros Percentage changes, volume (1995 prices)

Private consumption 122.7 2.1 3.8 1.7 1.0 22
Government consumption 47.1 32 2.5 2.1 0.9 1.4
Gross fixed capital formation 46.5 33 2.6 0.3 0.7 32
Final domestic demand 216.9 2.6 3.3 1.5 0.9 2.2
Stockbuilding “ -04 -0.4 0.5 -1.0 0.5 0.0
Total domestic demand 216.5 2.2 3.8 0.4 1.5 2.3
Exports of goods and services 169.7 5.0 9.7 -0.4 1.0 7.4
Imports of goods and services 160.3 4.1 9.7 -1.3 1.4 7.2
Net exports 9.4 0.9 0.5 06  -02 0.6
GDP at market prices 2259 3.0 4.0 1.1 1.1 2.7
GDP deflator _ 1.2 1.3 1.8 2.4 2.5
Memorandum items
Consumer price index _ 1.1 2.7 2.4 1.8 2.0
Private consumption deflator _ 1.0 22 2.2 2.2 2.3
Unemployment rate _ 8.6 6.9 6.6 6.7 6.7
Household saving ratio” _ 14.4 12.8 12.6 13.0 12.4
General government financial balance ¢ _ -0.6 0.0 0.2 0.0 0.0
Current account balance ¢ 5.1 4.4 5.0 5.0 5.5

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

c¢) As a percentage of GDP.

Source: OECD.

next round of wage negotiations in Belgium, relating to 2003-04, and on the results
of similar negotiations in the other countries.

The government has taken steps on both the expenditure and revenue sideto  Thecyclical deterioration
maintain a balanced budget in 2002 despite a cyclically-weak economy. This has in the budget balance
been done with a view to ensuring that public debt continues to fall rapidly in rela- isbeing offset
tion to GDP and that the resulting savings in debt interest payments are fully avail-
able for further fiscal reform. Personal income tax reform is being phased in
over 2002-06. This will reduce tax revenue by 0.3 percentage point of GDP in 2002
and 2003. Further reductions in employers social security contributions are sched-
uled for 2002-03, albeit smaller than in recent years. The tax rate on corporate profits
is also being cut in 2003, but this has no effect on the budget balance, as thereis a
compensating widening of the corporate profits tax base.

Economic recovery should strengthen during the course of 2002, leading to  Growth should exceed
growth of around 2% per cent in 2003, slightly above potential but alittle below the potential by 2003
euro area average owing to aloss of cost competitiveness. Employment growth is
likely to increase with alag, but not by enough to avoid arise in the unemployment
rate to 7 per cent. Inflation is projected to decline to 2 per cent in 2003, reflecting
smaller increases in energy prices but also the abolition of television licence feesin
Flanders and Brussels which reduces consumer price inflation by 0.3 percentage
point in 2002 and 2003. The main risk to the outlook is that energy prices could be
higher than expected, which would increase inflation and reduce economic growth.

There is also arisk that high wage increases could further reduce international
competitiveness, weighing on output and employment growth.

© OECD 2002
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Czech Republic

The economy continued to grow at around 3 per cent since spring 2001, with expansionary domestic consumption and
investment compensating for strongly decelerating foreign trade. Falling international prices, together with an
appreciating currency, contributed to a slowdown of inflation. Given presently weak external demand and somewhat
subdued investment, GDP growth is projected to be slower this year than last, picking up in the second half and

strengthening further in 2003.

Fiscal policy isloose and needs to be tightened. At the same time, the fiscal and monetary authorities need to cooperate
even more closely to reduce the impact of the massive foreign direct investment inflows, resulting from privatisation of
public utilities as well as greenfield projects, on the value of the Czech koruna. Privatisation-related inflows should be
sterilised in a special foreign-exchange account set up by the Central Bank.

Foreign trade growth has
decelerated, whileinflation
has declined

Fiscal policy isloose
while monetary conditions
have tightened

Export expansion slowed in the last quarter of 2001 as export markets weak-
ened. But the merchandise trade balance improved, with exports of goods decelerat-
ing less than imports. Massive foreign direct investment (FDI) inflows and robust
capital formation continued, reflecting mainly investment incentives and further
advance in the privatisation of the banking sector. The pace of consumer inflation
declined to below 4 per cent, partly due to falling energy and food prices. Unemploy-
ment fell towards 8 per cent, although in the context of a shrinking labour market.

Fiscal policy is on a strongly expansionary path, with the general government
deficit expected to rise this year towards 9 per cent of GDP (on the Government
Financial Statistics basis), reflecting the costs of restructuring the banking sector and
additional spending on social security and public wages prior to the general eection
in June 2002. Buoyant FDI inflows have kept the koruna under upward pressure and
have thereby contributed to a tightening of monetary conditions. The Central Bank
has prevented an even stronger appreciation by cutting interest rates and intervening
in the foreign exchange market.

Czech Republic

Foreign direct investment has been strong The exchange rate has appreciated while
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Czech Republic: Demand, output and prices

1998 1999 2000 2001 2002 2003

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

billion CZK

Private consumption 962.4 1.9 1.9 3.7 32 3.5
Government consumption 346.5 -0.1 -1.3 -1.0 1.0 0.5
Gross fixed capital formation 532.2 -0.6 4.2 7.0 54 6.9
Final domestic demand 1841.2 0.8 2.0 4.0 3.6 4.1

Stockbuilding “ 22.0 -1.4 1.7 1.8 0.0 0.0
Total domestic demand 1863.2 -0.5 3.7 5.6 34 4.0
Exports of goods and services 1076.0 6.3 17.1 12.0 7.0 11.2
Imports of goods and services 1102.2 5.4 17.0 13.7 7.1 10.8

Net exports -26.1 02 -1.0 24  -08 0.7
GDP at market prices 1837.1 -0.4 2.9 3.6 3.0 3.7
GDP deflator _ 3.1 0.9 5.7 4.0 33
Memorandum items
Consumer price index _ 2.1 3.9 4.8 3.2 3.3
Private consumption deflator _ 3.8 2.8 3.6 3.0 3.2
Unemployment rate _ 8.8 8.9 8.2 8.6 8.6
Household saving ratio” _ 18.3 14.0 13.8 14.7 15.3
General government financial balance “¢ _ -7.6 -5.5 -4.6 -8.7 -7.8
Current account balance ¢ -2.9 -5.6 -4.7 -4.7 -4.0

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

¢) As a percentage of GDP.

d) On the GFS basis; net of privatisation revenues.

Source: OECD.

GDP growth is expected to slow to about 3 per cent in 2002 in response to sub-  Economic growth will pick up
dued international and European demand and new market uncertainties. Investment from the second half of 2002
spending and private consumption are both projected to decelerate in the first half of
the year. Thereafter, recovery in western Europe, together with improved production
potential resulting from ongoing industrial restructuring driven by FDI firms, should
result in output growth picking up to over 3%z per cent in 2003.

The continued privatisation of public utilities and new greenfield projects are  Eroding competitiveness and
bound to entail massive FDI inflows. Market expectations of growing privatisation aweaker European recovery
receipts have strengthened the currency to an extent that damages competitiveness of  are downside risks
Czech exporters. In order to dampen the currency appreciation, the Government has
agreed in principle to co-operate with the Central Bank in sterilising the foreign-
exchange inflows associated with privatisation. However, this agreement has yet to
be fully implemented. Risks to the expansion from further competitiveness |osses
would be amplified by a delayed recovery in Germany. This would cause additional
problems for major exporters who target the European market and probably result in
aslower pace of FDI inflows.
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Activity in the Danish economy is gradually picking up as households benefit from robust real disposable income
and businesses respond to brighter prospects with higher investment. Improving international conditions should
add further momentum. Unemployment remains low and labour market pressures may re-emerge, placing upper
limits on the rate of expansion.

The neutral fiscal stanceis appropriate. Policy attention should focus on raising labour supply to ease capacity constraints.
Thiswould allow a faster rate of expansion to be sustained without fear of inflationary pressures building up.

Recovery in activity The pace of activity started picking up in the second half of 2001, with the
isunderway economy expanding by almost 1% per cent at an annualised rate despite the interna-
tional slowdown. Business investment has also returned to a positive path after a
sharp downturn in the first half, reflecting increased confidence in future market
prospects. Despite slower growth, employment expanded by close to ¥z per cent
in 2001, and the standardised unemployment rate fell to 4% per cent. The labour
market has remained tight, with unemployment low, and wage growth moderating
only slightly. Real household disposable incomes rose by around 1%z per cent and,
with private consumption increasing by only % per cent, these income gains went
into savings. Consumer confidence weakened in the autumn, but turned upward
again by the end of the year before faltering dightly in early 2002.

Fiscal policy remains neutral... Fiscal policy remains neutral, and the general government surplus is expected to
remain above 2 per cent of GDP this year and next. The new administration has reit-
erated the importance of maintaining sound public finances in preparation for the
future pressures of ageing populations, and the “tax-freeze” is designed to put more
downward pressure on public expenditures. This year’s expansion of public
consumption by a projected 1v4 per cent largely reflects local authority budget plans
aready decided before the change of policy. It is assumed that the state will take a
firmer position on local authority spending in negotiations over next year’s budgets,
but growth in public consumption may prove difficult to rein in, especially given the
government’s ambition to devote additional resources to health and education.

Denmark
Confidence has been recovering The labour market remains tight
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Denmark: Demand, output and prices

1998 1999 2000 2001 2002 2002

Current prices

billion DKk Percentage changes, volume (1995 prices)

Private consumption 581.3 0.2 -0.4 0.6 1.2 1.9
Government consumption 300.5 1.8 0.6 1.4 1.3 0.8
Gross fixed capital formation 240.3 1.0 10.7 0.0 2.8 2.9
Final domestic demand 1122.0 0.8 2.4 0.7 1.6 1.9
Stockbuilding “ 10.1 -1.3 0.2 0.4 0.0 0.0
Total domestic demand 1132.1 -0.5 2.6 1.1 1.6 1.9
Exports of goods and services 4134 10.8 11.5 3.1 2.9 6.9
Imports of goods and services 390.1 33 11.2 3.8 24 6.6
Net exports * 233 2.8 0.6 -0.1 0.3 0.4
GDP at market prices 11554 2.3 3.0 0.9 1.9 22
GDP deflator _ 2.7 3.7 2.7 1.8 2.5
Memorandum items
Consumer price index _ 2.5 2.9 2.4 2.1 2.2
Private consumption deflator _ 2.6 3.0 2.1 2.1 2.1
Unemployment rate _ 4.8 4.4 43 43 4.2
Household saving ratio® _ 1.7 4.0 5.1 5.2 5.5
General government financial balance ¢ _ 32 2.5 2.8 22 2.3
Current account balance ¢ 1.7 1.6 2.5 1.9 2.5

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

¢) As a percentage of GDP.

Source: OECD.

Monetary policy settings will continue to reflect developmentsin the euro areain ... and monetary policy mirrors
order to keep the Danish krone within narrow bands around its central parity ratevis-a-vis  euro area developments
the euro. Official euro interest rates are projected to start moving upwards again around
theend of thisyear, which would aso be broadly appropriate for Danish conditions.

Output is projected to expand at a gradually increasing rate over thisyear and The pace of activity is projected

next, with real GDP growth of around 2 per cent expected for 2002 and 2%4 per cent  to pick up steadily

in 2003. The expansion is likely to be broadly based, with private consumption

responding to the evolution of real household disposable incomes, business invest-

ments reflecting more buoyant demand prospects, and public consumption continu-

ing to increase, albeit at a slower rate next year. The recovery in exportsis likely to

be clearly visible by the second half of this year, and in 2003, on average, they are

projected to grow at around 7 per cent, broadly maintaining market share.

Employment growth is projected to be slightly more modest than last year, Capacity constraints pose
allowing productivity to return to trend after a weak outturn for 2001. Unemploy- the main risk to growth
ment will remain low, and the main risk isthat output will be constrained by the tight
labour market and skill shortages will again re-emerge. This could lead to higher
wage growth, with competitiveness eroding and inflation starting to creep upwards.
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Against the background of an international rebound and a strong rise in real disposable income, growth performance is
set to improve following sluggish activity in 2001. By 2003 growth is projected to be slightly above its long-run potential
of about 3%2 per cent. Unemployment is likely to edge up further for a while and downward pressures on inflation will

remain for some time.

Given the prospect of exceeding the

medium-term expenditure ceilingslaid down for 2002, forthcoming spending reviews

will need to be rigorous if the authorities' budgetary objectives for 2003 and beyond are to be met. The reform of the
pension system should be completed, including increased incentives to work longer. Reforms of unemployment insurance

are needed to continue to improve t

The Finnish economy appears
Set to bottom out

The government surplus
continuesto fall from
therecord high in 2000

he incentives to find a regular job.

Finland's growth in 2001 was only 0.7 per cent, much weaker than in 2000 and
below the euro area average for the first time since 1993. Following the downturn in
the first half of 2001, which was driven by a collapse in exports due to the Slump in
the telecommuni cations equipment industry and cyclical forestry-related activities,
the second half of 2001 showed the first signs of a recovery, notably in stronger
exports. But sluggish activity had already begun to impact the labour market, the
unemployment rate edging up since the middle of last year. In part due to relatively
weak demand and lower ail prices, inflation measured by the harmonised consumer
price index has remained close to the euro area average (2.6 per cent in March 2002),
even though core inflation continues to be higher.

In 2001, the general government surplus was 4.9 per cent of GDP, down nearly
two percentage points from 2000 due to the slowdown in economic activity, income
tax cuts and afall off in exceptionally high revenues on realised capital gains and
stock options. The same factors, plus a more expansionary fiscal stance, are likely to
lead to a further decline in the surplusto around 3 per cent of GDP in 2002 and 2003,
with the central government budget perhaps in deficit.

Finland
Confidence has turned around! Industrial production has remained weak?2
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Finland: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices
P h s, vol 1 ices
billion euros ercentage changes, volume (1995 prices)

Private consumption 58.2 4.0 22 1.4 2.1 2.4
Government consumption 25.1 1.9 -0.2 1.7 1.3 1.3
Gross fixed capital formation 21.7 3.0 4.8 2.1 -1.1 2.6
Final domestic demand 105.0 33 22 1.6 1.2 22
Stockbuilding 1.1 -1.2 1.3 -0.8 0.1 0.0
Total domestic demand 106.2 2.0 3.6 0.7 1.4 22
Exports of goods and services 45.0 6.8 18.2 -0.7 2.7 9.0
Imports of goods and services 34.8 4.0 16.2 -1.0 3.0 7.9
Net exports 10.2 1.6 2.6 0.0 0.3 1.5
GDP at market prices 116.0 4.1 5.6 0.7 1.5 34
GDP deflator _ -0.2 32 22 1.2 2.0
Memorandum items
Consumer price index _ 1.3 3.0 2.7 1.7 1.8
Private consumption deflator _ 1.0 3.8 2.7 1.7 1.8
Unemployment rate _ 10.3 9.8 9.1 9.4 9.3
General government financial balance ® _ 1.9 7.0 49 3.2 3.3
Current account balance ® 6.0 7.4 6.5 5.2 5.9

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

The improved export performance in late 2001, combined with the turnaround A mild recovery is projected

in consumer and business confidence, suggests that a recovery is already underway. for 2002, with an
However, the upturn is unlikely to become widespread before the second half of the acceleration in 2003
year and hence only modest growth of around 1% per cent is projected for 2002.
With confidence expected to continue to buoy up domestic demand and with the
pick-up in global activity boosting exports, output growth is likely to accelerate to
nearly 3%z per cent in 2003. In the short term, weak economic performance continues
to filter through to hiring and firing decisions and further increases in the unemploy-
ment rate are likely during 2002, followed by declines in 2003. The negative output
gap combined with no further rise in the oil price beyond $25 should ensure further
deceleration in inflation.

The principle concern is whether the strong export growth in late 2001 and other  Recovery depends
positive signd's are genuindy heralding the start of a sustained recovery. Much depends  on the strength of ICT
on the performance of information and communication technology (ICT) based exports.  based export growth
Although this sector has weathered the industry-wide downturn quite well, prospects for
the immediate future are unclear and for 2003 and beyond they depend on a positive
international consumer reaction to third-generation mobile telephony.
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After arapid start, real GDP growth slowed in the second half of 2001, reflecting weakening domestic and foreign
demand. Output growth, though expected to ease back year-on-year in 2002, is nevertheless continuing to outpace the
euro area average, and is projected to pick up to around 4% per cent in 2003. Persisting labour market slack should lead
to afall in consumer priceinflation, though rising demand pressures may pose a risk in this regard.

Fiscal policy needsto be more ambitiousin reining in primary government expenditure to reduce the gtill-high debt ratio. A
medium-term priority is the gradual further convergence of incomes to European Union levels via sustained non-
inflationary growth. This would be facilitated by further progress in addressing labour market rigidities, a more determined
opening to competition of network industries, and bold reforms of the pension system and of public sector management.

Growth has slowed
and the current account deficit
hasnarrowed...

... whileinflation is still above
the euro area

Monetary conditions remain
easy while the fiscal balance
has improved

Economic activity was buoyant in the first half of 2001, but conjunctura indica-
tors point to weaker growth in the second half. For 2001 as awhole real GDP is esti-
mated to have grown by around 4 per cent year-on-year, roughly the same rate as
in 2000 and well above the euro area average. Domestic demand was the main engine
of growth. The low level of interest rates, especially in real terms, the inflows from the
third Community Support Framework and preparations for the 2004 Olympic Games
all boosted activity. But sharply falling share prices and a weaker international outlook
sapped confidence, while higher inflation dampened real disposable income. Although
declining, average unemployment in 2001 remained high, at around 10%2 per cent. The
current account deficit narrowed somewhat in 2001, to 6.2 per cent of GDP, reflecting
improvementsin both oil and non-oil balances.

After rising during the first half of 2001, harmonised consumer price inflation fell
back to 2.9 per cent in November because of lower oil prices, but accelerated again to
4% per cent in thefirst quarter of 2002. Core inflation has also moved upwardsin thefirst
quarter, dthough the differential with respect to the euro area has narrowed somewhat.

Real interest rates fell in tandem with rising inflation for much of 2001. Easier
monetary conditions have been reflected in the rapid pace of credit expansion to the
private sector, which had risen by an estimated 26 per cent, by the end of the year.
The general government balance is estimated to have moved to a small surplus of

The inflation differential persists
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Greece: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices .
P h s, vol 1 s
billion euros ercentage changes, volume (1995 prices)

Private consumption 75.9 2.9 33 32 2.8 32
Government consumption 16.2 0.9 0.7 1.8 -0.3 0.9
Gross fixed capital formation “ 22.3 6.2 7.8 7.4 8.0 8.3
Final domestic demand 114.4 33 39 39 35 4.1

Stockbuilding ** 0.2 -0.6 0.3 -0.1 0.0 0.0
Total domestic demand 114.6 2.7 4.1 3.8 3.5 4.1
Exports of goods and services 21.0 8.1 18.9 2.3 33 7.3

Imports of goods and services 29.8 3.6 15.0 1.9 35 6.2
Net exports” -8.8 06 -04 01 -03 -02
GDP at market prices 105.8 3.6 4.1 4.1 35 4.2
GDP deflator _ 3.0 34 3.2 3.0 2.9
Memorandum items _
Consumer price index _ 2.1 2.9 3.7 34 2.9
Private consumption deflator _ 2.1 3.1 3.0 3.0 29
Unemployment rate _ 12.0 11.2 10.4 10.3 10.0
General government financial balance ¢ -1.7 -0.8 0.1° 0.4 1.0
Current account balance ¢/ -4.2 -6.7 -6.2 -5.9 -5.7

a) Excluding ships operating overseas.

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

d) As a percentage of GDP.

¢) Including proceeds of sales of mobile telephone licences (around 0.4 per cent of GDP).

f) On settlement data basis.

Source: OECD.

0.1 per cent of GDP in 2001, compared with an original target of 0.5 per cent of
GDP. Weaker than expected tax revenues were only partly offset by the sizeable pro-
ceeds of sales of mobile telephone licences (about 0.4 per cent of GDP). The 2002
Budget, which projects a surplus of 0.8 per cent of GDP, includes a new package of
tax reductions and social measures. The OECD also expects a further increase in the
surplus over the projection period, to 1 per cent of GDP in 2003, reflecting more effi-
cient tax collection procedures, lower interest payments and cyclically-strong reve-
nues. Thisisin line with the 2001 update of the Stability Programme which revised
down the surplus targets, for 2002 and 2003.

Output growth is expected to pick up again in the course of 2002, in line with
developments in the international environment. However, given the weak carry-over
from the end of 2001, year-on-year real GDP growth is likely to ease further to
3% per cent in 2002, before edging up to around 4Y4 percent in 2003. Completing the
infrastructure for the 2004 Olympic Games, along with rising inflows from the
European structural funds, should stimulate activity. Domestic demand is likely to be
further strengthened by the implementation of the new tax/benefit package included
in the 2002 Budget, and by low nominal and real interest rates now enjoyed by the
Greek economy in the context of euro membership. Imports are expected to pick up
strongly in 2003, but the recovery in world demand should also boost exports,
keeping the real foreign balance contribution broadly unchanged.

Given the projected strength of the economy, and the possibility of faster earnings
growth, amgjor uncertainty is whether low inflation can be maintained. Risks to activity
appear balanced, depending mainly on the pace and timing of recovery in Europe.

Output growth may rebound
in the course of 2002...

... with arisk of inflationary
pressures

© OECD 2002



78 - OECD Economic Outlook 71

Growth decelerated through 2001,

but less so than in other countries as a sizeable fiscal impulse revived infrastructure

and housing construction and strong wage growth stimulated private consumption. While a temporary loss of
competitiveness may act to restrain activity, the projected international recovery should serve to return growth close to
potential in the second half of 2002 and 2003.

Monetary conditions have tightened to preserve ambitious disinflation objectives in the context of fiscal loosening.
Budget consolidation is needed in order to avoid even more stringent monetary conditions which would penalise
domestic growth and trade performance.

GDP growth has been
maintained by a large
fiscal stimulus

The appreciation
of the currency is supporting
the disinflation targets

Fiscal policy hasloosened
and more monetary tightening

GDP growth in 2001 decelerated less than in other countries, from 4.4 per cent
in the first quarter to 3.3 per cent in the last (year-on-year). Industrial production,
after increasing early in the year, declined during most of 2001. This reflects the
sharp deceleration of export growth and the related contraction of private business
investment. GDP growth was nevertheless kept at 3.8 per cent for the year as a
whole, under the strong impulse of fiscal expenditures and of private consumption
and housing spending, which were mostly due to government initiatives. Yet, aggre-
gate growth remained below potential. With imports decel erating more than exports
and tourism revenues exceptionally strong, the current account deficit diminished.

Labour market and inflation outcomes continue to be strongly influenced by pol-
icy factors. Minimum wages were raised by 57 per cent in January 2001 and 25 per
cent in January 2002, and government wages increased strongly in 2001 with further
rises announced for the current year. Private sector wages have followed, with a 6% per
cent real increase in 2001. Labour markets remain tight, dependent employment
decreasing only dightly through 2001 and early 2002, while self-employment shows a
trend increase and the labour force is shrinking. Inflation in the non-tradables sector
has been very strong, averaging 11 per cent in 2001, but the strongly appreciating cur-
rency has kept downward pressure on prices in the tradables sector and permitted the
Central Bank to reach its year-end inflation target of 7 per cent with ease.

The two-year budget 2001-02 implies a stimulus of 2% per cent of GDPin 2001
and afurther ¥z per cent or morein 2002. The 2002 outturn may be even more stimu-

could follow lative than envisaged, as more than one-third of the planned full-year deficit had
already been attained at the end of February. This stimulus would need to be
Hungary
Fiscal policy has loosened Government-led growth has substituted
and monetary conditions are tighter export-led growth2
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Hungary: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices .
P Percentage changes, volume (1998 prices)

billion HUF

Private consumption 5120.5 54 4.5 5.1 4.6 4.9
Government consumption 2186.9 L5 2.8 0.0 2.1 22
Gross fixed capital formation 2 384.6 5.9 7.7 3.1 4.0 4.8
Final domestic demand 9692.0 4.6 4.9 3.5 4.0 43

Stockbuilding “ 607.8 -0.4 0.5 -1.2 0.0 0.2
Total domestic demand 10299.7 4.0 5.1 2.1 3.8 44
Exports of goods and services 51059 13.1 21.8 9.1 5.5 9.4
Imports of goods and services 5318.2 12.3 21.1 6.3 59 9.5

Net exports -212.3 0.1 0.0 1.7 -0.3 -0.1
GDP at market prices 10 087.4 4.2 5.2 3.8 3.5 43
GDP deflator _ 8.4 9.1 9.0 53 52
Memorandum items
Consumer price index _ 10.0 9.8 9.2 55 5.1
Private consumption deflator _ 10.7 9.9 9.1 55 5.1
Unemployment rate _ 7.1 6.5 5.7 5.8 5.7
General government financial balance?« _ -5.2 -3.0 5.2 -5.5 -4.4
Current account balance ® _ -4.4 -2.9 -2.1 -3.5 -3.1

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

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

Source: OECD.

reversed in the following two years (2003 and 2004), if the official pre-accession
economic plan submitted to the European Commission isto be implemented. The fis-
cal loosening goes well beyond the working of automatic stabilisers and risks con-
flicting with the ambitious monetary objectives adopted after the monetary regime
change in mid-2001, when the crawling peg was abandoned, the fluctuation band of
the currency widened and new inflation targets dedicated to meeting the EMU infla-
tion criteriawithin afew yearsintroduced. Under the influence of capital inflows, the
forint has subsequently appreciated about 10 per cent above its reference rate. At the
same time, as unit labour costs stopped decreasing with wages growing above pro-
ductivity, the real exchange rate on a unit labour cost basis is showing an upward
trend for the first time since 1994. The resulting loss of competitiveness may rein in
the strong performance of the Hungarian export sector in the short term.

The expected international recovery from the second half of 2002 should once Theinternational recovery

again stimulate Hungarian exports, leading to arecovery of private businessinvest- should push the economy
ment. With the fiscal stimulus projected to fade away, GDP growth is expected to be  closer to potential
more balanced, remaining at 3%z per cent in 2002 and reaching around 4% per cent
in 2003. Monetary policy is projected to tighten in order to reach the end-2003 inflation
target of 3211 per cent. The output gap should decline but may not be fully reab-
sorbed over the projection period. The impact of competitiveness losses may deepen
and extend into 2003 if fiscal policy loosens further than projected in the current elec-
toral year, leading to more monetary tightening and further currency appreciation.
Wage outcomes out of line with productivity gains and inflation targets would cause an
additional deterioration in trade performance. Another risk to the present projections,
also on the downside, would be a slower-than-expected recovery in Europe and in
particular Germany, with direct impacts on the pace of Hungarian growth.
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The economy is still contracting, but an export-led recovery is projected to commence around mid-year. With declining
domestic demand weighing on import volumes, the unwinding of the large external imbalance has made good progress.
Inflation has exceeded expectations, however, and may not fall to the official target by the end of next year, despite recent

currency appreciation.

Aslong as prospects for attaining the inflation target do not improve, high interest rates will be required to establish the
credibility of the new monetary policy framework and avoid a wage-price spiral with associated exchange-rate
depreciation. Wage moderation and fiscal discipline would take some pressure off monetary policy and facilitate the
return to a low-inflation environment.

The economic downturn has
reined in the external deficit...

... but inflation has
remained high

The decline in domestic demand in response to tightening monetary conditionsin
the late 1990s has continued in recent months. Private consumption and business
investment have been running below year-earlier levels since the second quarter
of 2001, as households have found it onerous to service the high debts built up during
the consumption boom of the late 1990s. The downturn in business investment has
been reinforced by the completion of several large projects. Although robust demand
for marine products has underpinned exports, their growth contribution has diminished
significantly, reflecting the economic downturn in trading-partner countries. At the
same time, import volumes have contracted markedly. Together with an improvement
in the terms of trade, this has made for arapid narrowing in the current account deficit,
which fell by half last year after reaching 10 per cent of GDP in 2000.

By contrast, limited progress has been made in bringing inflation down. The
twelve-month increase in consumer prices approached 9%z per cent at the beginning
of the year before receding to 7% per cent. This reflects in part the tightnessin product
and labour markets at the onset of the current downturn. The unemployment rate has
drifted upward over the past year or so but is still noticeably below its estimated
structural rate of 3%z per cent. Moreover, after the massive currency depreciation in
the spring of 2001, the exchange rate weakened again significantly in the autumn,

Iceland

The external balance has improved rapidly Inflation has remained high
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Iceland: Demand, output and prices

1998 1999 2000 2001 2002 2003

C t pri
urrent prices Percentage changes, volume (1990 prices)

billion ISK

Private consumption 332.2 7.2 4.2 -2.8 -1.2 1.5
Government consumption 127.8 44 3.7 3.0 32 32
Gross fixed capital formation 138.8 -3.7 14.9 -6.0  -12.8 2.1
Final domestic demand 598.8 4.2 6.3 -2.5 2.9 2.0

Stockbuilding “ 0.9 -0.2 0.3 -0.7 0.0 0.1
Total domestic demand 599.7 4.0 6.6 -3.1 2.9 2.1
Exports of goods and services 203.7 4.8 6.0 7.6 1.5 55
Imports of goods and services 230.1 55 8.7 -7.8 -4.0 5.0

Net exports -26.3 -0.6 -1.6 6.3 22 0.2
GDP at market prices 573.4 3.7 5.5 3.0 -0.8 2.3
GDP deflator _ 34 3.0 9.1 5.8 3.7
Memorandum items
Consumer price index _ 3.2 5.0 6.7 6.2 3.8
Private consumption deflator _ 2.7 4.6 7.8 6.0 3.4
Unemployment rate _ 1.9 1.4 1.5 2.5 2.6
General government financial balance ® _ 2.4 2.5 -0.1 -0.5 -0.2
Current account balance ? -7.0  -10.1 -4.6 -1.8 -1.5

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

adding to inflation pressures. Since then, it has tended to appreciate, partly because
of an agreement between employers and trade unions to postpone the review (and
eventual inflation-triggered revocation) of wage agreementsto May.

The firmer tone of the exchange rate is also attributable to the Central Bank’s Monetary policy may ease
decision to refrain from interest-rate cuts following the early-November reduction.  gradually, while the fiscal
Although the Bank expected rapid disinflation, it felt that currency appreciation or  stance tightens
greater economic slack was needed to achieve the target of 2% per cent inflation next
year. Nevertheless, given the ongoing strengthening of the krona, the Bank lowered
interest rates in early April. On the assumption of constant exchange rates, the pro-
jectionsincorporate only a modest further decline in interest rates. They aso embody
some tightening in fiscal stance, based on official budget plans, following substantial
easing last year, when expenditure overruns exceeded 1 per cent of GDP, mainly
owing to higher-than-envisaged public-sector wage increases. Given tax reductions,
thiswill require avoiding further fiscal slippage.

The economy is likely to shrink this year, though not to the extent seen in the  The economy seems set
early 1990s. However, exports should accelerate in the second half of the year, to recover, but thereare
reflecting market growth, a favourable competitive position, and the government’s inflation risks
recent decision to raise fishing quotas for the current fishing year. Subsequently,
domestic demand should also recover asreal disposable income picks up. Asaresult,
real GDP growth may exceed 2 per cent in 2003. Inflation should fall sharply asthe
effects of last year’s currency depreciation wane, but is not expected to reach the
official target in the absence of further exchange-rate appreciation. The current
account is projected to keep improving. While exports might be even stronger than
expected, risks to domestic demand would seem to be on the downside, given the
assumption of continued high interest rates. Yet with inflation expectations above the
official target, there is an upward risk to the price projections.
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Exports are set to rise in the course of the year and, supported by robust public and private consumption, GDP is
expected to accelerate strongly during 2002, with growth reaching some 6% per cent in 2003. Inflation is likely to slow,
while remaining well above the euro area average due to rapidly rising prices for domestic services.

For an economy experiencing a temporary downturn, the shift in fiscal stance from sizeable structural surplus to small
deficit has been inappropriately large and suggests weakness in the budgetary system. Current public expenditures need
to be better managed to avoid the choice of either allowing further fiscal slippage or cutting infrastructure investment.

Growth fell sharply in 2001 GDP fell in the second half of last year driven by falling information and com-
but sentiment isnow improving munication technology (ICT) exports as well as by reduced tourism in the summer.
Manufacturing investment declined in tandem with falling exports. The lower level
of activity led to an increase in the historically low rate of unemployment during the
second half, the first rise in five years. Nevertheless, consumption has remained
robust. Business sentiment recovered in nearly all exporting sectors towards the end

of last year and this was followed by rising orders at the start of thisyear.

Wage pressures and inflation Despite the slowdown, wage pressures have remained strong. As aresult, core
remain high inthe consumer price inflation —in terms of the harmonised index of consumer prices
non-traded sector  (HICP) — continues to be well above the euro area average, reflecting a sharp
increase in service prices, especially in the health and education sectors where
employment has increased. With the effective exchange rate now relatively stable for

some months, wholesale price rises for manufactures are slowing.

The structural budget surplus With the 2001 and 2002 budgets there has been afundamental shift in the stance
hasturned to deficit  of fiscal policy from a structural surplus of around 2%, per cent of GDP in 2000 to a

deficit of around ¥z per cent of GDP this year (after adjustment is made for one-off

revenues). Not all of the 2001 deterioration was foreseen: indirect taxes were

affected by a sharp drop in car sales among other factors, and income tax revenues

were weak due to what appearsto be, inter alia, an underestimation of the cost of tax

changes. On the expenditure side, current spending on goods and services (hational

Ireland
Exports are set to rebound Consumer prices are rising rapidly
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Ireland: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices .
P h s, vol 1 s
billion euros ercentage changes, volume (1995 prices)

Private consumption 38.3 8.3 10.0 4.5 35 55
Government consumption 11.2 6.3 54 6.7 5.7 4.1
Gross fixed capital formation 17.0 13.5 7.3 1.1 2.7 5.8
Final domestic demand 66.6 9.2 8.6 4.0 2.4 53
Stockbuilding 1.2 -1.8 0.5 0.1 0.2 0.0
Total domestic demand 67.7 7.0 9.2 4.1 2.6 53
Exports of goods and services 66.8 15.7 17.8 7.4 33 9.4
Imports of goods and services 58.0 11.9 16.6 5.2 24 9.3
Net exports * 8.8 5.0 3.7 3.2 1.4 2.0
GDP at market prices 77.1 10.8 11.5 6.6 35 6.3
GDP deflator _ 4.2 4.7 4.2 4.0 3.7
GNP at market prices 67.7 8.2 10.4 5.7 29 5.1
Memorandum items
Consumer price index _ 2.5 53 4.0 3.7 3.1
Private consumption deflator _ 33 5.1 4.7 4.0 32
Unemployment rate _ 5.6 43 39 4.9 4.9
General government financial balance ¢ _ 2.3 4.5 1.4 0.1 -0.3
Current account balance 0.4 -0.7 -1.3 -1.1 -0.7

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

accounts basis) increased by 19 per cent. One-off payments to combat the threat of
foot-and-mouth disease, which were not foreseen in the budget, also contributed to
the high rate of expenditure growth. Despite the large fiscal adjustment, further tax-
reduction measures have been introduced in this year’ s budget, albeit apparently off-
set by an increase in the statutory rate of indirect taxes. Current spending is budgeted
to increase by 12 per cent in 2002, and spending departments have been placed on a
new monthly reporting system. However, in view of continuing public sector wage
demands, expenditure targets will remain under pressure.

Output growth is projected to acce erate during the course of thisyear driven by  Growth should rebound this
exports, since the fundamental factors which have contributed to the country having year, driven by exports
the strongest growth in the euro area are still in place. However, due to abig negative  and consumption
carry-over from the second half of 2001, the overall growth rate for the year could
amount to only around 3¥2 per cent. Strong growth of household real disposable
income, driven by tax cuts, is set to underpin robust consumption in the course of the
year. Business investment has been very weak but should pick up toward the end of
the year and into 2003. Employment growth is projected to ease this year, so that the
rate of unemployment is likely to increase to a level close to its estimated structural
rate. Wage growth and price inflation are thus expected to ease.

With the inflation rate for both manufacturing and international service prices A loss of competitiveness
stabilising at alow level, akey risk is that wage growth will not ease sufficiently and  remains a key risk
thereby dampen the recovery of exports and investment. Failure to control the expan-
sion of the public sector would magnify such a risk. Expansion of the ICT sector
might be stronger than anticipated and would raise competition for labour with the
expanding public sector, giving increasing urgency to the need for decisions about
the size and structure of the public sector.

© OECD 2002
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The slowdown that began in the latter part of 2000 came to an end in the final quarter of 2001, thanks primarily to
buoyant consumption growth. With a reversal of the negative trends in exports and strengthening domestic demand,
output growth may rise to around 6 per cent or more in 2002 and 2003.

As the recovery takes hold, it will be necessary gradually to reverse the decline in short-term interest rates, which were
reduced by 125 basis points in 2001, in order to achieve the central bank's medium-term inflation target of 2% per cent.
Further progress in the restructuring of the corporate and financial sectors —including the privatisation of
gover nment-owned banks — isimportant to sustain the expansion and maintain high potential growth.

The slowdown ended Falling investment and stagnant exports slowed output growth to 3 per cent
in late 2001, with arecovery in 2001. Weak demand in turn reduced imports, keeping the current account in sub-
in private consumption... stantial surplus for the fourth consecutive year. Consumer price inflation, which had
been boosted by the jump in oil prices, decelerated from nearly 4%z per cent in the
first half of 2001 to 2% per cent (year-on-year) in the first quarter of 2002. However,
strong growth in private consumption, concentrated in cars and other durable goods,
limited the extent of the slowdown and led to an upturn in the final quarter of 2001,
helping to improve labour market conditions. By the beginning of 2002, unemploy-
ment had fallen to its lowest rate (in seasonally-adjusted terms) since the onset of the
Asian crisis, while the labour force participation rate had returned to its 1997 level.

... fuelled by rising confidence, The growth of private consumption was driven by arecovery in consumer senti-

wealth effectsand borrowing... ment and a significant wealth effect from rising house prices. This was accompanied
by a 50 per cent rebound in the stock market since mid-2001, fuelled in part by foreign
purchases of Korean equities. In addition, changes in the financial market have facili-
tated a significant rise in household debt, reversing its decline in the wake of the cri-
sis. Banks have increased the share of lending to households, reflecting greater
sensitivity to the risks associated with lending to the large number of finan-
cialy-troubled firms. In addition, the government introduced policies, including tax
advantages, to encourage the use of credit cards as a means of improving tax compli-
ance. Household debt appears to have returned to its pre-crisis level of 90 per cent of
disposable income.

Korea
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Korea: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices
p Percentage changes, volume (1995 prices)

trillion KRW

Private consumption 242.8 11.0 7.9 4.2 5.0 4.2
Government consumption 48.8 1.3 0.1 0.2 1.5 1.2
Gross fixed capital formation 132.4 3.7 114 -1.7 8.1 5.0
Final domestic demand 424.1 7.6 8.2 1.9 5.6 4.2

Stockbuilding “ -38.3 54 -0.2 0.0 0.4 0.0
Total domestic demand 385.8 14.7 8.1 1.9 6.2 4.3
Exports of goods and services 221.0 158 205 1.0 5.4 13.0
Imports of goods and services 161.1 28.8  20.0 -2.8 5.8 10.7

Net exports * 59.8 -1.0 3.1 1.5 0.7 3.0

Statistical discrepancy -1.1 -0.4 -0.7 -0.1 0.0 0.0
GDP at market prices 444.5 10.9 9.3 3.0 6.0 6.5
GDP deflator _ 2.1 -1.1 1.4 2.6 2.2
Memorandum items
Consumer price index _ 0.8 2.3 4.1 3.3 3.0
Private consumption deflator _ 0.5 22 4.0 3.2 3.5
Unemployment rate _ 6.3 4.1 3.7 3.3 3.0
Household saving ratio _ 16.0 15.5 12.6 10.3 10.1
Consolidated central government balance © _ 2.7 1.3 1.3 1.5 1.6
Current account balance 6.0 2.7 2.0 1.4 2.8

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

¢) As a percentage of GDP.

Source: OECD.

M acroeconomic policies also attenuated the slowdown in domestic demand. The ... while macroeconomic
Bank of Korea reduced the overnight interest rate from 5Y4 per cent at the beginning  policies also played
of 2001 to arecord low of 4 per cent in September, suggesting that real interest rateswere  a positive role
negative for much of the year. Fiscal policy has also been supportive, with two supple-
mentary budgets totalling 1.3 per cent of GDP introduced in 2001 and cuts in some tax
rates. The financia-sector restructuring programme, with total expenditures equivalent to
a quarter of GDP, has been directed at re-capitalising banks and addressing the non-per-
forming loan problem and is showing positive results. The banking sector recorded prof-
itsin 2001, for the first time since 1997, while non-performing loans fell to a record low
of 3.4 per cent of bank lending. In this favourable environment, the authorities have
launched the privatisation of the banksit re-capitalised in the wake of the crisis.

With household confidence at arecord high level, private consumption growth  With a rebound in external
should remain robust in 2002. However, a full recovery depends on a pick-up in  demand, growth islikely
export demand, which would in turn reverse the fal in investment. Stronger growth  to accelerate
in export markets, particularly the United States, may boost output growth to around
6 per cent in 2002 and 62 per cent in 2003, with inflation in the range of 3 to 4 per
cent and the unemployment rate near 3 per cent. The current account surplusislikely
to continue, further boosting Korea s net creditor position. The pace of the recovery,
though, will be significantly influenced by the information and communication tech-
nology sector, which accounts for a third of Korean exports. The possibility of a
decline in the currencies of other major Asian economies poses a downside risk to
the projected improvement in the external environment. On the domestic side, the
main concern continues to be the large number of highly-indebted companies with
weak balance sheets, athough improvements in the banking sector may leave it less
vulnerable to adverse devel opments in the corporate sector.

© OECD 2002
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L uxembourg

Economic growth is projected to fall to 2% per cent in 2002 but to rebound to 6% per cent in 2003 as the inter national
economy recovers. Underlying inflation should decline to around 2 per cent in 2003, influenced by the lagged effects of
lower energy prices and a reduced frequency of indexed wage increases.

Wage indexation arrangements should be modified so that they do not contributeto large swingsin real unit labour costs

when the terms of trade change.

Exports have dragged down
economic growth

High wage increases have
weakened international price
competitiveness

The Luxembourg economy entered 2001 at a high level of activity but this subse-
quently weakened as export markets deteriorated sharply. For the year as a whole, eco-
nomic growth is estimated to have falen to 5 per cent. Stronger domestic demand growth
cushioned the impact of the fall in export growth on economic activity. Growth in pri-
vate consumption expenditure picked up on the back of strong growth in household
income, boosted by large tax cuts. Meanwhile, infrastructure projects and the imple-
mentation of previous investment decisions also contributed to strong growth in invest-
ment expenditure. Employment growth remained robust until the third quarter, despite
the weakening economy, but slowed thereafter when expectations of a rapid recovery
in the international economy were dashed. While a trough in economic activity seems
to have been reached at the turn of the year, there are not yet clear signs of arecovery.

Inflation fell sharply in 2001, to around 2% per cent in early 2002, mainly
owing to the fall in energy prices. By contrast, underlying inflation continued to
accelerate through to mid-2001, when it reached alittle over 3 per cent, but has since
declined somewhat. The rise in underlying inflation seems to be attributable to the
delayed transmission of energy prices and wage increases to other prices. Wage
increases also rose through the year, to 5.7 per cent in the first nine months
(year-on-year), owing to more frequent indexation following earlier rises in energy
and food prices. This, combined with a cyclical slowdown in productivity growth,
has resulted in alarge rise in unit labour costs, adversely affecting Luxembourg's
international price competitiveness.

Exports are cutting growth
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Luxembourg: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices .
o Percentage changes, volume (1995 prices)
billion euros

Private consumption 7.3 2.1 3.1 34 3.8 3.6
Government consumption 2.9 7.7 4.7 44 3.7 3.5
Gross fixed capital formation 3.6 19.6 -3.0 5.9 -1.0 33
Final domestic demand 13.8 7.8 1.6 4.3 24 3.5
Stockbuilding “ 0.1 -0.4 0.2 0.3 -0.1 0.0
Total domestic demand 13.9 7.3 1.9 4.6 2.2 3.5
Exports of goods and services 21.5 13.3 16.4 8.4 3.5 8.8
Imports of goods and services 18.5 15.6 13.8 8.6 33 7.0
Net exports * 3.0 -0.3 54 1.3 0.9 4.0
GDP at market prices 17.0 6.0 7.5 5.1 2.7 6.8
GDP deflator _ 2.5 3.7 1.4 1.2 3.2
Memorandum items
Consumer price index _ 1.0 3.8 2.4 2.1 2.4
Private consumption deflator _ 1.4 2.8 2.8 22 2.3
Unemployment rate _ 29 2.6 2.6 29 3.1
General government financial balance b _ 3.8 5.8 5.0 2.2 1.8

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

The easing in fiscal policy that began in 2001 is set to continue this year. Per-  Fiscal policy will contribute

sonal income tax cuts, amounting to 1.1 per cent of GDP, were made in 2001 and fur-  to economic recovery

ther cuts of 0.7 per cent of GDP are being implemented this year. In addition, the

corporate income tax rate is being cut from 37.5 per cent to 30 per cent in 2002, at a

budget cost of 1.4 per cent of GDP. At the same time, further large increases in pub-

lic investment are planned for this year. As aresult of these policies and the sharp

slowdown in growth, the budget surplus is projected to decline from almost 6 per

cent of GDP in 2000 to 2 per cent in 2002-03.

Economic growth (year-average) is projected to fall further to 2% per cent  Growth should exceed the
in 2002, on the back of weak exports, but to recover to 6% per cent in 2003 (some-  long-term average by 2003
what above the average of 6 per cent over 1985-2001) as the international recovery
continues. Employment growth should follow economic activity with alag, allowing
a cyclical recovery in labour productivity growth. Cross-border workers, who
account for three-quarters of employment growth, should absorb most of the slow-
down in employment growth, with the result that there should only be a small
increase in the unemployment rate. Underlying inflation is likely to decline steadily
to around 2 per cent in 2003, as the lagged effects of lower energy prices and less
frequent indexed wage increases flow into other prices. The main risk to these pro-
jections is that the international economic recovery could be weaker than expected,
which would have a major effect on Luxembourg owing to its openness. Thereis
also arisk that international stock markets perform poorly. Thiswould weaken finan-
cial service prices and prolong the squeeze on profits, with adverse consequences for
both employment and investment.

© OECD 2002
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GDP fell slightly in 2001, as declining exports led to a contraction of industrial production and investment. Employment
weakened and consumer confidence wavered. Inflation came down further, and the peso strengthened while real interest
rates declined. Export markets are projected to recover early in 2002, and output growth should pick up progressively to
reach 4% per cent in 2003, with evenly balanced risks. Inflation is projected to continue falling and the current account
deficit to widen to about 3 per cent of GDP in 2003.

A cautious budgetary and monetary policy stance remains appropriate, given the sizeable public sector borrowing
reguirement and ambitious medium-term inflation objectives. Thiswill help to continue insulating Mexico from possible
emerging market turbulence. Despite the recent tax reform, further action is needed to put public-sector finances on a
sounder footing. Pressing ahead with market-oriented reformsin network industries remains a priority.

GDP fdl dightly in 2001

and the current account deficit

narrowed...

... whileinflation fell again,

helped by the strength
of the peso

Real GDP was falling through most of 2001, but at the end of the year the econ-
omy seemed to be bottoming out. The downturn reflected weakening United States
demand and Mexican business spending, whereas private consumption was resilient
until mid-year. Employment in the formal sector contracted. Imports declined in tan-
dem with exports, reflecting the increasing integration of Mexican industry in the
North American free trade area. Despite falling oil export revenue, the current
account deficit narrowed to under US$18 billion (2.8 per cent of GDP), helped by
improved factor services and remittances from abroad. Net foreign direct investment
reached US$25 hillion, of which half was due to the purchase of amajor Mexican bank.

Strong capital inflows hel ped keep the peso strong in 2001. In combination with
weak activity and cautious monetary policies, this led to consumer price inflation
falling well below the central bank target of 6.5 per cent by December, and it is cur-
rently below 5 per cent. Contractual wage bargaining showed some inertia, however,
and to prevent second round effects from the hike in public sector prices at the begin-
ning of 2002, monetary policy was tightened in February, with a subsequent reversal
in April asinflationary pressures receded.

Mexico

Disinflation has continued, helped by a strong peso Nominal and real interest rates have declined
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Mexico: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices
p Percentage changes, volume (1993 prices)

billion MXN

Private consumption 25933 43 9.5 34 1.6 4.6
Government consumption 400.0 3.9 3.5 -1.4 0.9 2.5
Gross fixed capital formation 804.0 7.7 10.0 -5.9 52 7.7
Final domestic demand 37973 49 8.9 1.0 22 5.0

Stockbuilding 133.3 -0.5 0.1 -0.5 0.0 0.3
Total domestic demand 3930.6 43 8.8 0.4 2.2 52
Exports of goods and services 1180.4 12.4 16.0 -5.1 2.4 8.7
Imports of goods and services 1262.8 13.8 21.4 -2.8 3.6 10.2

Net exports -824 0.5 -1.9 0.7 -0.5 0.9
GDP at market prices 3848.2 3.8 6.9 -0.3 1.8 4.5
GDP deflator _ 14.8 12.0 54 4.6 4.1
Memorandum items
Consumer price index _ 16.6 9.5 6.4 4.6 4.1
Private consumption deflator _ 13.8 10.7 59 4.6 4.0
Unemployment rate” _ 2.6 22 2.5 2.7 2.5
Current account balance ¢ -2.9 -3.1 -2.8 -2.6 -3.0

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

¢) As a percentage of GDP.

Source: OECD.

The public sector deficit target for 2001, set at 0.65 per cent of GDP when real  Following strict discipline
output growth of 4.5 per cent was expected, was met despite negative GDP growthand  in 2001, fiscal policy
lower-than-anticipated oil sales. Spending cuts were implemented as fiscal revenues  will remain tight
fell below budget projections. The broader public sector borrowing requirement,
including servicing of contingent liabilities and excluding non-recurrent revenues,
amounted to 3.8 per cent of GDP. A mgjor tax reform was finally voted at the end
of 2001, though it fell short of the original proposals. The 2002 budget sets the deficit
at an unchanged 0.65 per cent of GDP, assuming modest real growth, higher revenue
on account of the tax reform, and lower oil revenues. A tight fiscal stance is assumed to
continue into 2003, with the budget deficit projected to fall to ¥ per cent of GDP.

Short-term interest rates fell to arecord low in 2001. In the first quarter of 2002, Real interest rates fell
the three-month Cetes rate averaged about 7 per cent, some ten percentage points in 2001, but may stabilise
below the level ayear earlier, despite the monetary tightening in February. Real inter-  at their current levels
est rates are assumed to stabilise at somewhat under 4 per cent, as the central bank
pursues its objective of bringing inflation down to 3 per cent by December 2003.

Led by exports and business investment, real GDP growth is expected to Recovery is expected
rebound in the first half of 2002, as activity picks up in the United States. Job losses  to get underway in the first
could delay private consumption growth until mid-year. Given the negative carry- half of 2002
over from the end of 2001, year-on-year GDP growth is likely to be under 2 per cent
for 2002, though gaining momentum during the year. With no short-term bottlenecks
in product or labour markets, it could reach 4% per cent by 2003. Inflation is
expected to come down gradually, to around 3 per cent by the end of 2003, under the
usual assumption of fixed exchange rates. As domestic demand picks up, the current
account deficit is projected to widen to 3 per cent of GDP in 2003, while inflows of
foreign direct investment are expected to remain strong. The main uncertainties are
developmentsin world oil prices and the speed of the recovery in the United States.

© OECD 2002
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NEQEAERIES

Real GDP growth is set to pick up moderately this year and to return to trend (2% per cent) in 2003, as foreign and
domestic demand recover. Wage increases are likely to remain high owing to a tight labour market. As a result, inflation,
which accelerated to 5 per cent in 2001, will fall below 3 per cent only in 2003. Due to weakening in competitiveness,
export growth is set to lag behind the international recovery. The budget surplus, which had reached 2 per cent of GDP
in 2000, will move to a small deficit in 2003.

Further “ activation” of working-age persons on welfare, notably recipients of disability insurance benefits, would help to ease
tensonsin the labour market and sustain economic activity in the face of declining growth in the working-age population.

Economic growth has slowed The Dutch economy slowed further in the second half of 2001, resulting in GDP
sharply growth for 2001 as a whole of only 1.1 per cent. Asin other euro area countries,
growth in exports of goods and services slowed sharply. Private consumption expendi-
ture also weakened, reflecting a decline in consumer confidence, as did private invest-
ment, owing to a decrease in profits, the deterioration in the business climate and the
completion of some large investment projects. Despite the slowdown, employment
growth remained robust, reducing the unemployment rate to 2.2 per cent in 2001.

A further loss of Growth in wage increases picked up in 2001 owing to very tight labour market
competitiveness could weigh  conditions and high inflation, while labour productivity decreased. This contributed
on therecovery to afurther marked loss of international competitiveness (unit labour costs rose by
5.5 per cent), which could weigh on the recovery. Harmonised consumer price infla-
tion rose to 4.4 per cent in 2001, reflecting both the high growth in labour costs and

the hike in the value added tax and environmental taxes in January 2001.

Fiscal policy provided a stimulus There was a substantial easing in fiscal policy in 2001 reflecting the costs of
beyond automatic stabilisation  persona income tax reform and expenditure of previous budget windfalls. This easing
and the downturn in the business cycle resulted in adecline in the budget from a sur-
plus of 2 per cent of GDP in 2000 to balance in 2001. Despite strengthening eco-
nomic activity, the budget is projected to deteriorate in 2003, when government

investment in infrastructure will peak and unemployment outlays will rise.

Netherlands
Growth has slowed down The labour market has remained tight
Per cent Per cent
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Il Contribution of domestic demand to GDP growth! = Registered unemployment rate
Contribution of exports to GDP growth? e Annual growth in unit labour costs?

1990 91 92 93 9% 95 96 97 98 99 2000 01 1990 91 92 93 9% 95 9 97 98 99 2000 01

1. Imports have been subtracted from the related expenditure categories on the basis of estimates by the Netherlands Bureau for Economic Policy Analysis (CPB).
2. Of the business sector.
Source: Netherlands Bureau for Economic Policy Analysis (CPB); OECD.
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Netherlands: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices
[ Percentage changes, volume
billion euros

Private consumption 176.0 4.5 3.8 1.2 22 3.1
Government consumption 80.4 2.8 1.9 33 22 2.0
Gross fixed capital formation 76.2 7.8 3.8 -1.1 -0.5 2.4
Final domestic demand 332.6 4.8 3.3 1.1 1.6 2.7
Stockbuilding “ 24 -0.6 -0.2 -0.1 0.1 0.0
Total domestic demand 335.0 4.2 3.1 1.1 1.7 2.7
Exports of goods and services 2159 54 9.5 1.1 2.8 7.4
Imports of goods and services 196.7 6.3 9.4 1.1 33 8.0
Net exports * 19.2 -0.2 0.6 0.1 -0.2 0.0
GDP at market prices 354.2 3.7 3.5 1.1 14 2.6
GDP deflator _ 1.7 3.7 4.7 3.6 2.9
Memorandum items
Consumer price index _ 2.0 2.3 5.1 3.4 2.4
Private consumption deflator _ 1.9 2.8 4.6 3.0 2.2
Unemployment rate _ 32 2.6 22 2.7 32
Household saving ratio” _ 9.5 7.6 10.3 11.1 11.3
General government financial balance ¢ _ 0.4 2.2 0.3 0.1 -0.3
Current account balance ¢ _ 3.2 29 3.1 4.6 5.0

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

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

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

¢) As a percentage of GDP.

Source: OECD.

Real GDP growth is set to pick up in the course of 2002, rising to 2% per cent  Growth should return

in 2003, around the trend rate but lower than the euro area average owing to alossof  to potential by 2003
competitiveness. As the international recovery gathers pace, consumer confidenceis

expected to improve, underpinning amarked increase in private consumption. Employ-

ment growth is likely to recover only with alag, resulting in a rise in the unemploy-

ment rate. Wage increases should gradually decline to 4 per cent. Harmonised

consumer price inflation is projected to fall in 2002, as the effects of the indirect tax

increases wane, and decline further as growth in labour costs moderates. The main risk

to the outlook is that the international economic recovery could be weaker than

expected, which would markedly affect the Netherlands owing to the openness of the

economy. There is also the risk that high wage increases could further undermine

international competitiveness, which would weaken output and employment growth.
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New Zealand

After underpinning activity for most of 2000 and 2001, exports fell sharply at the end of last year. The impact was
cushioned by a pick-up in domestic spending, driven by migration inflows, supportive monetary policy, low
unemployment and the flow-on effects of the earlier strong farmincomes. Business investment has remained surprisingly
strong, and the global recovery should lead to output growth above 3 per cent on average over the next two years.

With little economic slack available, the central bank has begun to remove the stimulus from low interest rates. It will
need to continue increasing them throughout the forecast period. As government investment rises significantly, spending
discipline will be needed to ensure that the gross debt target is met.

The export boom ended
suddenly...

... but domestic demand
plugged the gap

Monetary policy has been
supportive of activity

Fiscal policy has become
lessrestrictive

Exports were the main driving force in 2001, but the boom stopped abruptly
towards the end of the year. Export volumes and pricesfell sharply from their peeks, par-
ticularly dairy products (which accounted for nearly haf of al commodity export growth
last year). Meat prices, which had been supported by mad cow disease and
foot-and-mouth problems abroad, also fell but have recovered some ground. The tourism
industry dumped after 11 September. While this just wiped out the considerable growth
over the nine preceding months (so that arrivals fell back to their level of
December 2000), the industry nevertheless partially missed the lucrative summer high
season for which it had been planning.

With fortuitous timing, the domestic economy picked up at the end of 2001 to offset
the weakening trade sector. The benefits of earlier high farm incomes began to be fdt in
the cities, strong employment growth boosted household incomes, immigration lifted
consumption and led to a housing boom (especially in Auckland), and capacity con-
straints encouraged further business investment. The combination of these factors
resulted in final domestic demand growth of nearly 6 per cent in the second half of 2001.

The official cash rate (OCR) was lowered by 100 basis points to 4% per cent in the
final few months of 2001. With the real exchange rate close to an higtorica low, current
monetary conditions are clearly stimulatory. However, inflation pressures persist and as
thereislittle spare capacity available to handle arecovery in spending, the central bank is
removing some of this stimulus, having raised the OCR by %2 per cent since March.

Excluding “extraordinary” items, the government’s operating surplusis likely to
exceed the official forecast of 1 per cent of GDP thisfiscal year and compare well with
last year's 1.8 per cent. Mogt of the expenditure pressure, however, is on the investment

New Zealand

Export incomes have been strong Inflation pressures persist
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New Zealand: Demand, output and prices
1998 1999 2000 2001 2002 2003

Current prices

billion NZD Percentage changes, volume

Private consumption 61.1 4.2 2.1 2.1 2.8 3.1
Government consumption 18.6 5.7 -2.5 2.1 2.0 2.8
Gross fixed capital formation 20.0 3.1 7.3 -0.6 11.1 52
Final domestic demand 99.8 4.2 22 1.6 43 3.5
Stockbuilding 0.0 1.3 -0.6 0.2 -0.3 0.0
Total domestic demand 99.9 5.5 1.4 1.7 43 34
Exports of goods and services 29.8 7.1 7.6 2.1 1.4 7.5
Imports of goods and services 29.6 11.7 1.1 1.7 52 7.5
Net exports * 0.3 -1.3 2.0 0.2 -1.2 0.0
GDP (expenditure) at market prices 100.1 4.2 3.6 1.8 29 3.5
GDP deflator _ -0.4 2.5 4.9 1.6 2.6
Memorandum items
GDP (production) _ 3.9 3.8 2.4 2.7 3.5
Consumer price index _ -0.1 2.6 2.6 2.5 2.0
Private consumption deflator _ 0.3 2.2 2.0 1.8 2.0
Unemployment rate _ 6.8 6.0 53 5.7 53
General government financial balance ¢ _ 0.9 1.9 0.9 0.1 0.0
Current account balance _ -6.6 -5.4 -3.2 -4.0 -4.0

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

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

b) Including statistical discrepancy.

¢) As a percentage of GDP.

Source: OECD.

side, with increased capital spending planned for hospitals, schools, student loans, prisons
and defence equipment. This investment programme is larger than the projected
operating surpluses, so it is partly being funded by an increasein public debt.

Export markets are expected to pick up in the second half of thisyear and to grow  The outlook isfavourable...
by around 7% per cent in 2003. The global recovery will also boost tourism, while agri-
cultural exports will benefit from the recent good growing season. Growth in export
incomes, however, will be more subdued since the terms of trade are unlikely to bounce
back to last year's peak (although they should still settle at afairly high level). The cur-
rent account deficit is therefore likely to rebound to 4-5 per cent of GDP, up from its
recent trough of 3 per cent. Meanwhile, strong net immigration will continue to boost
domedtic activity. Thisinflux will have several effects. Residential construction is pro-
jected to rise, along with consumption of durables. Rising house prices will also create a
(small) wealth effect. On the other hand, the inflow should ease skill shortages, and
thereby reduce some of the pressure on wages. There may be atemporary uptick in the
unemployment rate as people will be arriving faster than jobs are being created. With
spare capacity being quickly exhausted and the exchange rate still relatively weak, core
inflation islikely to stay in the top haf of the target band over the next couple of years.

The main negative risk is that the world recovery falters, in which casethewesaken- ... but uncertain
ing export sector should take the steam out of household and business spending. How-
ever, domestic demand could prove more vigorous than expected and the global recovery
could also be stronger; on balance, the risks are skewed slightly towards stron-
ger-than-expected growth.

© OECD 2002
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Norway

After several years of moderate expansion, output growth is expected to rebound to close to 2% per cent in 2003 dueto a
strong risein ail investments, the international recovery and an expansionary fiscal stance. As a result, unemployment is
projected to fall and the labour market will become even tighter.

The authorities should adhere to the new fiscal guideline which entails only a gradual and limited rise in the non-oil
government deficit. Achieving this will require substantial efficiency improvement in the public sector and pension reforms
to ensure the long-term sustai nability of the public finances. Moreover, in the short run, spending overruns should be offset
by expenditure cuts elsewhere. Lack of fiscal discipline would inevitably lead to the need for a monetary tightening.

Output growth has remained In 2001, the impact of the international slump was limited, but growth remained
moderate and the labour  moderate because of atight monetary policy, a limited increase in labour supply,
market tight lack of spare capacity and a drop in oil investments. Mainland GDP excluding elec-
tricity production increased by somewhat more than 1 per cent in 2001, as in 2000.
However, as hydro-electric production was temporarily boosted by strong precipita-
tion in 2000, total mainland GDP decelerated from 1.8 to 1 per cent. With residential
investment and house prices both rising markedly, households’ appetite for credit has
remained impressive. Despite severa years of low output growth, the labour market
has remained tight — the unemployment rate rising only marginally to 3.6 per cent —
and wages increased again more rapidly than in the main trading partners. Mainly
due to indirect tax changes, consumer price inflation has fallen sharply, to only
1.0 per cent in March 2002. Excluding taxes and energy, consumer price inflation
was 2.6 per cent, close to the inflation target of 2.5 per cent.

The central bank has reduced Reflecting the effect of moderate growth and projected weak national and inter-
its key rate only once national developments on inflation, the central bank cut its key deposit rate by
50 basis pointsto 6.5 per cent in December 2001. However, the interest rate differen-
tial with the euro area has remained sizeable, probably contributing to the further
appreciation of the Norwegian krone in early 2002. In February, the central bank
switched from an easing to aneutral bias in reaction to signs of aglobal recovery.

There will only be limited room The 2002 budget is in line with the new fiscal policy guideline of a structural
for tax cutsin the 2003 budget non-oil central government deficit equal to the expected return on the Petroleum Fund.
The room for fiscal expansion due to rising assets in the fund, approximately ¥ per

cent of mainland GDP, will be fully used for tax cuts. These tax cuts, which are even

Norway
The krone is at a record high Credit growth to households remains strong!
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1. Year-on-year percentage changes.
Source: Norges Bank; OECD, Main Economic Indicators.



Developmentsin individual OECD countries - 95

Norway: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices .
Percentage changes, volume (1997 prices)

billion NOK

Private consumption 552.8 22 24 2.2 3.1 33
Government consumption 238.3 33 1.4 1.5 1.9 2.0
Gross fixed capital formation 289.5 -8.2 -1.1 -5.9 -0.6 4.2
Final domestic demand 1 080.5 -0.3 1.3 0.1 2.0 32

Stockbuilding “ 244 -0.3 0.8 -0.7 0.0 0.0
Total domestic demand 1104.9 -0.7 22 -0.6 1.9 3.1
Exports of goods and services 411.6 2.8 2.7 5.3 32 29
Imports of goods and services 401.7 -1.6 2.5 0.3 29 4.7

Net exports * 9.9 1.7 0.2 2.0 04  -04
GDP at market prices 1114.8 1.1 2.3 1.4 2.1 2.5
GDP deflator _ 6.2 16.3 1.9 1.9 34
Memorandum items
Mainland GDP at market prices _ 1.0 1.8 1.0 1.7 2.4
Mainland GDP deflator _ 2.7 3.7 4.0 34 33
Exports of non-manufactures (incl. energy) _ 24 4.5 4.5 3.5 3.0
Consumer price index _ 2.3 3.1 3.0 1.2 2.5
Private consumption deflator _ 2.0 3.1 2.5 1.2 2.5
Unemployment rate _ 32 34 3.6 3.6 3.5
Household saving ratio © _ 7.3 7.6 7.3 8.1 7.8
General government financial balance _ 5.9 14.8 15.2 14.0 13.9
Current account balance 4 39 143 14.7 15.3 15.5

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

¢) As a percentage of disposable income.

d) As a percentage of GDP.

Source: OECD.

larger than those of the 1992 tax reform, will sharply boost household disposable
income. Since tax cuts are mainly implemented late in the year, there are strong
carry-over effects into 2003. As aresult, the possibilities to implement further tax cuts
or expenditure measures in the 2003 budget are limited, despite a fiscal expansion that
will be comparable with that of 2002.

This fiscal boost will be occurring at the same time as the international recovery,
while consumer confidence has already picked up sharply and a strong rise in investment
by the ail sector is expected. Hence, mainland GDP growth is projected to accel erate to
close to 222 per cent in 2003 despite export market |osses caused by worsening competi-
tiveness. As aresullt, the labour market will become even tighter. In early April, the social
partners agreed on a wage rise in the private sector of around 5 per cent in 2002, which
will keep therise in labour costs above that of the main trading partners. Even though
interest rates are much higher than elsawhere in Europe, rising labour costs are likely to
prevent any monetary easing in 2002. With growth then picking up, some monetary tight-
ening may be needed to comply with the inflation target in 2003 unless the recent appre-
ciation of the krone continues. With an assumed ail price of $25 per barrel from the
second quarter of 2002 onwards, the current account surplus and the general government
surplus are projected to remain extremely large.

A magjor uncertainty concerns the outcome of the public sector wage negotia-
tions. Due to the tight labour market, the sheltered sector may conclude agreements
with higher wage rises than in the private sector, boosting demand in the short run
and reducing the room for tax cuts and new spending initiatives.

Output growth is projected
to accelerate to 2% per cent
in 2003

The main risk concerns
wage devel opments
in the public sector

© OECD 2002
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Output grew by only 1 per cent last year, having slowed markedly in the second half. The deceleration contributed to a
further rise in unemployment, to 18.2 per cent, and to a substantial fall in inflation. Recovery in the second half of 2002
and into 2003 is projected to be export-driven, which should prompt a reversal of the decline in investment. As a result,
imports are expected to pick up and the current account deficit could riseto over 5 per cent of GDP in 2003. Inflation is
likely to meet or undershoot official targets.

Recent steps to improve the macroeconomic policy mix need to be pursued further. While the weakness of domestic
demand leaves scope for further monetary easing, this needs to be supported by a strong commitment to new public
expenditure norms. Moreover, greater urgency isrequired in the pursuit of structural reforms in both labour and product
markets if the external imbalance is to be contained.

Economic activity was almost
stagnant in the second
half of 2001

Employment and inflation
declined sharply

Real GDP grew by only 0.5 per cent in the second half of 2001, further intensi-
fying the downturn that began towards the end of 1999. Unlike most other countries
in transition, domestic demand contracted, as the expansion of consumption was too
mild to offset the impact of plunging investment (particularly in the construction sec-
tor), partly as a consequence of earlier hikes in real interest rates. Notwithstanding
the slowdown in external demand and the appreciation of the currency, export
growth was strong, as firms sought to offset dwindling domestic sales. Imports actu-
aly fell towards the end of the year and, as aresult, net exports made alarge positive
contribution to growth. Despite having fallen to 4% per cent of GDP, the current
account deficit remains very high given the depressed state of the economy.

The economic slowdown resulted in the loss of about 500 thousand jobs
during 2001, and unemployment reached 19 per cent of the labour force (on aregis-
tered basis) in March 2002, a historical high. In this environment, wages grew only
moderately, which, along with faling energy prices, helped inflation decline to 3%z per
cent, well below last year's end-of-year target of between 6 and 8 per cent and below
the authorities medium-term target of less than 4 per cent by the end of 2003.

Poland

Real interest rates remain high Unemployment is at record levels
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Poland: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices
Percentage changes, volume

billion PLZ

Private consumption 352.1 53 2.7 2.1 0.8 1.9
Government consumption 85.5 1.0 1.1 0.5 0.4 0.5
Gross fixed capital formation 139.2 9.2 -2.0  -10.0 0.9 6.2
Final domestic demand 576.8 5.6 1.3 -1.0 0.8 2.5

Stockbuilding “ 5.8 -0.3 0.5 -1.5 0.0 0.0
Total domestic demand 582.6 5.0 2.8 -1.8 0.8 2.6
Exports of goods and services 155.9 -3.2 23.6 10.6 5.8 10.7
Imports of goods and services 184.9 1.1 15.5 -0.1 3.7 9.4

Net exports -29.0 -1.4 1.5 3.8 0.8 0.6
GDP at market prices 553.6 4.0 4.0 1.1 1.3 2.7
GDP deflator _ 6.9 7.1 44 2.6 32
Memorandum items
Consumer price index _ 7.3 10.1 55 35 3.6
Private consumption deflator _ 6.9 10.0 5.1 3.5 3.6
Unemployment rate _ 139 16.1 18.2 19.6 19.5
General government financial balance ® _ -2.0 -2.1 -5.0 -5.4 -5.5
Current account balance ? _ -8.1 -6.3 -4.3 -4.8 -5.1

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

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

b) As a percentage of GDP.

Source: OECD.

Fiscal policy relaxed significantly in 2001. The genera government deficit rose  Fiscal policy eased, while
from 2 per cent of GDP to an estimated 5 per cent, much more than could be monetary policy remained tight
expected on the basis of the operation of built-in stabilisers alone. This fiscal stimu-
lus was counteracted by tight monetary conditions, reflecting the appreciation of the
currency and real interest rates which remained high because inflation fell almost as
quickly as nominal rates. As passed, the 2002 State Budget, which emphasises
expenditure norms, leaves the overall fiscal policy stance unchanged.

GDP growth is projected to increase moderately in 2002 and exceed 2% per  An export-driven recovery

cent in 2003. Increased export demand is expected to drive the recovery. As activity is expected...

picks up, the decline in business investment is expected to end before picking up

in 2003. Given the overall weakness of demand, unemployment is likely to continue

rising in 2002 and wage growth to remain moderate. As aresult, private consumption

and consumer prices are projected to grow only slowly, though rising oil prices may

contribute to some upward pressure on the latter during 2003. The gradual recovery

in domestic demand is likely to be reflected in stronger import growth pushing the

current account deficit above 5 per cent of GDP in 2003.

If the recovery in the rest of Europe is slower than projected, weaker exports ... the strength of which
would delay the pick-up in investment spending and the overall recovery of the Polish  will depend on investment
economy. A similar impact could be observed if interest rates do not ease as pro- picking up
jected. This could arise either because the central bank takes a more cautious
approach to monetary policy or because fiscd slippage causes market ratesto rise as
government borrowing absorbs an even larger share of savings.

© OECD 2002
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With exports slowing and the business climate deteriorating, real GDP decelerated in 2001. Growth is expected to
strengthen during 2002 as external demand picks up and transfers from the European Union boost investment; by 2003,
it could reach 2%aper cent. Inflation, though easing, is expected to be % percentage point higher than the euro area
average. The current account deficit, which peaked at 10%2 per cent of GDP in 2000, is projected to narrow gradually.

Weak growth has exacerbated the difficulties encountered in budget implementation in recent years and the general
government deficit has risen. A reduction in the deficit, in line with the latest Stability Programme, requires strong measures
to control government spending. Further structural reformsin the health and other social spending areas are also required.

Activity has decelerated and
inflation has come down

General government balances
have deteriorated

With foreign demand weakening, business confidence falling and consumer
demand moderating as the household saving ratio rose, real output is estimated to
have grown by less than 2 per cent in 2001, after five years of growth in excess of
3 per cent. Against the background of slowing employment growth, the unemploy-
ment rate edged up, to alittle over 4 per cent, just above its estimated structural rate,
while contractua wages continued to rise at a strong pace. The slowdown in activity
and the unwinding of special factors (domestic oil price hikes) have led to a decline
in consumer price inflation, which fell below 3Y2 per cent in the first quarter of 2002,
still much higher than the euro area average. Terms-of-trade gains contributed to a
narrowing of the current account deficit to 9.2 per cent of GDP in 2001, more than
one percentage point below its 2000 peak.

Budget revenues have been much lower than projected, mostly reflecting the eco-
nomic slowdown, but also as a result of tax cuts and increased tax evasion. Despite a
series of emergency spending cuts around mid-2001, there was some slippage in cur-
rent spending and the budget deficit reached 2% per cent of GDP, more than
one percentage point above the target set in the Stability Programme. The out-turn is
also higher than the deficit for 2000, once adjusted for exceptional proceeds from the
sale of mobile phone licences that year (equivalent to 0.3 per cent of GDP). Given the
background of dowing activity, the implication is that automatic stabilisers have been

Portugal

Inflation is still above the euro area average! The current account deficit has fallen
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Portugal: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices .
billion euros Percentage changes, volume (1995 prices)

Private consumption 63.0 4.8 2.6 0.8 1.1 2.0
Government consumption 19.1 4.5 2.5 2.5 2.0 1.7
Gross fixed capital formation 27.2 7.1 53 0.6 2.9 5.0
Final domestic demand 109.3 54 3.3 1.0 1.7 2.7
Stockbuilding 0.9 0.2 -0.3 0.0 0.0 0.0
Total domestic demand 110.2 5.5 3.0 1.0 1.7 2.7
Exports of goods and services 31.2 3.2 8.1 3.2 34 7.8
Imports of goods and services 40.1 8.7 6.0 0.8 3.0 6.7
Net exports” -8.9 2.6 0.0 0.8 -0.1 -0.3
GDP at market prices 101.3 34 34 1.9 1.7 2.7
GDP deflator _ 33 2.7 4.7 4.0 33
Memorandum items
Consumer price index _ 2.2 2.8 4.4 3.1 2.8
Private consumption deflator _ 2.3 2.8 4.4 3.3 2.8
Unemployment rate _ 44 4.0 4.1 44 43
Household saving ratio” _ 8.6 8.2 9.2 9.6 10.0
General government financial balance ¢ _ 2.3 -1.6Y 25 2.4 -1.8
Current account balance ¢ -8.6 -104 9.2 -8.7 -8.1

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

c) As a percentage of GDP.

d) Including proceeds of sales of mobile telephone licences (around 0.3 per cent of GDP).

Source: OECD.

allowed to work in full. The budget balance outcome for 2001 is likely to be revised up,
depending on accounting decisions to be made by the Statistical Office of the European
Communities (Eurostat); this will also have implications for 2002. In the absence of a
fully articulated revised budget by the new government which took office in April this
year, the budget deficit is assumed to narrow gradually over the projection period to
just below 2 per cent of GDP in 2003 as the economy strengthens and spending
restraint is implemented. Strong measures will be needed to bring the budget into
balance by 2004, asforeseen in the latest Stability Programme.

Relatively easy monetary conditions in the euro area and the strengthening of the
external environment should underpin the recovery, while increased European Union
transfers will boost public works. But labour market dack is till increasing and the sav-
ing rate is expected to continue to edge up, as households adjust to a more sustainable
level of indebtedness. Consumer spending is thus projected to remain subdued. While
real GDP growth is expected to gain momentum during this year, and into next, it is
unlikely to exceed the expansion of potential output (estimated at around 2%23 per cent a
year), even in 2003, because of fiscd tightening. The widening output gap is projected to
bring inflation down and allow the current account deficit to continue to narrow.

The main externa uncertainty concerns the speed of the recovery in Europe. On the
domestic front, much depends on the government's ability to control public spending, and
in particular to limit public sector pay, which traditionally serves as a benchmark for pri-
vate sector wage settlements. If wage increases do not moderate as projected, there would
be a further erosion of competitiveness, which could put employment growth at risk.

The pace of recovery
is expected to be gradual

There are external
uncertainties and wage
settlements pose a risk
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Slovak Republic

Buoyant domestic demand boosted output growth to 32 per cent in 2001, despite weaker growth abroad. This early recovery
contributed to a widening of the current account deficit to 9 per cent of GDP. With a pick-up in export growth further fuelling
activity, output growth may reach 4 per cent in 2002 and 2003, leading to some decline in the unemployment rate.

It is essential to push ahead with privatisation plans and measures to improve the business environment, in part to
generate the capital inflows needed to finance the current account deficit. Fiscal consolidation should be a top priority,
focusing on reform of the social security and social welfare systems, which could also help to improve labour market
performance. Progress in reducing the budget deficit would limit the need for increasesin interest rates.

The economic upturn in 2001
was led by fixed investment...

... and an easier fiscal
policy stance

The pick-up in growth in 2001 was led by a double-digit rise in fixed invest-
ment that was underpinned by rising corporate profitability and strong foreign direct
investment, related in part to the privatisation of state-owned enterprises. Real wages
reversed a two-year decline, sparking a rebound in private consumption. Employ-
ment also rose in 2001 — the first time since 1996 — but the increase failed to match
the growth in the labour force. The unemployment rate — already the highest in the
OECD area— thus continued its upward trend, surpassing 19 per cent in 2001. Given
significant slack, the core inflation rate, which excludes administered prices, slowed
to arecord low of 3.2 per cent in 2001. There has been a near doubling of adminis-
tered prices since 1998 to bring them closer to market levels, and these increases
entail headline inflation of over 7 per cent. The pick-up in domestic demand, com-
bined with weaker growth in export markets, led to a doubling of the trade deficit to
over 10 per cent of GDP in 2001, partially offset by asurplusin services.

A loosening of the fiscal policy stance, through reductions in income tax rates
for corporations and individuals, also boosted domestic demand. The tax changes
contributed to arise in the budget deficit in 2001 to 3.9 per cent of GDP (on a
Government Financial Statistics basis), although this was till in line with the objec-
tive set in the Staff Monitored Programme adopted with the International Monetary
Fund. However, spending overruns will make it difficult to meet the fiscal target
for 2002. The central bank kept short-term interest rates unchanged between
March 2001 and April 2002. In real terms, interest rates were close to zero, though
the stimulative impact was limited by the prudence of banks, some of which have

Slovak Republic
Unemployment has continued to rise Foreign direct investment has helped
to finance the current account
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Slovak Republic: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices .
Percentage changes, volume (1995 prices)

billion SKK

Private consumption 400.4 -0.2 -3.4 4.0 3.5 35
Government consumption 161.4 -6.9 -0.9 5.2 6.0 4.5
Gross fixed capital formation 285.3 -18.8 -0.7 11.6 8.0 8.0
Final domestic demand 847.1 =17 -2.1 6.5 54 5.1

Stockbuilding “ - 14.0 35 0.8 1.1 -0.2 -0.6
Total domestic demand 833.1 -4.6 -1.3 7.3 5.0 4.4
Exports of goods and services 459.5 34 15.9 6.5 8.4 9.5
Imports of goods and services 541.8 -6.0 10.2 11.7 9.5 9.5

Net exports * -82.3 7.0 3.6 4.1 -1.3 -0.5
GDP at market prices 750.8 1.9 2.2 33 4.0 4.1
GDP deflator _ 6.6 6.5 53 6.5 7.5
Memorandum items
Consumer price index _ 10.6 12.0 7.4 5.5 7.0
Private consumption deflator _ 10.2 11.3 55 5.6 6.8
Unemployment rate _ 16.4 18.8 19.3 19.1 18.6
Current account balance” _ -5.0 -3.8 -8.8 -7.9 -6.8

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

recently been privatised, in expanding credit in the new supervisory environment. As
credit growth accelerates, an increase in real interest ratesis likely to be necessary to
achieve the central bank’s medium-term inflation target. Indeed, official rates were
raised by 50 basis points in April 2002. Progress in reducing the budget deficit
in 2003 would limit the necessary risein official short-term rates.

Investment is likely to remain the driving force of the expansion, although it The expansion is expected

may moderate somewhat in 2002 and 2003. Nevertheless, output growth may pick to continue in 2002 and 2003
up to around 4 per cent as an economic recovery in Europe boosts Slovak exports

and helps to reverse the upward trend in the current account deficit. Headline infla-

tionislikely to ow in 2002, as the sharp increases in administered prices are tempo-

rarily halted. However, a resumption of price deregulation in 2003 may lead to a

rebound in inflation. Job creation is expected to accelerate, leading to modest

declinesin the unemployment rate.

The exceptionally large current account deficit is arisk to a sustained expan- Themajor risk comesfrom
sion. Difficultiesin financing the imbal ance would have serious macroeconomic con-  thelarge current
seguences, including pressure on the exchange rate, as in the 1997-98 episode. Such  account deficit
difficulties can be reduced by moving ahead with fiscal consolidation and the
planned privatisation of state-owned companies and implementing reforms to
improve the business environment. Failure to meet the annual fiscal targets for deficit
reduction could also weaken international confidence in the Slovak economy and
damp capital inflows. An overshooting of spending targets even greater than is
assumed in the projectionsisaparticular risk in 2002.
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Activity slowed during the second half of 2001, as exports and equipment investment were very weak. Household
spending remained quite resilient. Headline inflation decelerated due to lower energy prices, but underlying inflation

remained 1 per cent above the euro area average. Activity is projected to recover during the second half of 2002, buoyed
by higher exports, with output growth rebounding to over 3 per cent in 2003, somewhat above potential.

The government projects a balanced budget for 2002, despite lower revenues as a result of weaker activity. Tight spending
control is needed to limit dippage fromthistarget. Sructural reformsin goods and labour markets should continue to focus
on reducing structural unemployment and on raising productivity growth, which has been low in recent years. In particular,
a reform of the wage bargaining system should ensure that wage increases match productivity devel opments.

Activity slowed in 2001 though In 2001, activity decelerated to 2% per cent, from growth rates of over 4 per

consumption remained resilient cent in previous years. Export demand was weak throughout the year, while
machinery and equipment investment declined. However, domestic demand was
sustained by private consumption, which rebounded in the fourth quarter, and by
construction investment, which grew by nearly 6 per cent over the year. Recent
indicators are rather mixed but overall they suggest that the economy may be turn-
ing the corner. The slowdown in activity has been reflected in weaker employment
growth of 2% per cent in 2001, while registered unemployment has edged up
slowly since October. The Argentinean crisis has resulted in important profit
reductions and heavy losses in stock market valuation at the beginning of 2002 for
the large Spanish companies that invested in the country. However, in the absence
of contagion to other countries in the area, this should only have a minor effect on
Spanish activity through a very limited impact on consumption.

Lower energy prices have Lower ail prices have contributed to the decline in headline inflation since May
moderated headlineinflation last year, to slightly above 3 per cent in March 2002. Core inflation is still high at
close to 3% per cent, but has slowed somewhat since the peak in November. Wages
increased by 3%z per cent in 2001, although pay rises have eased somewhat at the
beginning of 2002 following a national agreement between trade unions and employ-
ers’ associations to limit wage increases. This should help to moderate labour cost

increases further and contribute to lower the inflation differential with the euro area.

Spain

Domestic demand has been resilient Unemployment has risen3
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Spain: Demand, output and prices
1998 1999 2000 2001 2002 2003

Current prices P . b 1 (1995 prices)
ercentage changes, volume rices
billion euros & & P

Private consumption 313.0 4.7 4.0 2.7 1.8 3.1
Government consumption 92.1 4.2 4.0 3.1 2.8 2.0
Gross fixed capital formation 120.5 8.8 5.7 2.5 1.9 4.6
Final domestic demand 525.6 5.6 4.4 2.7 2.0 3.3
Stockbuilding “ 2.1 0.1 -0.1 0.1 0.1 0.0
Total domestic demand 527.7 5.6 4.2 2.8 2.1 3.3
Exports of goods and services 143.9 7.6 9.6 34 33 7.4
Imports of goods and services 143.6 12.8 9.8 3.7 3.0 7.2
Net exports * 0.2 -1.5 -0.2 -0.1 0.0 -0.1
GDP at market prices 528.0 4.1 4.1 2.8 2.1 33
GDP deflator _ 2.9 34 3.9 2.6 24
Memorandum items
Consumer price index _ 2.2 35 3.2 2.8 2.6
Private consumption deflator _ 2.4 3.2 3.2 2.8 2.6
Unemployment rate® _ 12.9 11.4 10.5 10.7 10.5
Household saving ratio _ 11.7 11.2 11.2 11.6 11.2
General government financial balance ¢ _ -1.2 -0.3 0.0 -0.3 0.0
Current account balance ¢ 2.3 -3.1 -2.6 -2.9 -2.8

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

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

¢) As a percentage of disposable income.

d) As a percentage of GDP.

Source: OECD.

The general government account closed in balance in 2001, thanks to very strong A balanced budget was achieved
revenues from social security contributions. For 2002 the government aims again at a  in 2001 and is again the target
balanced budget, athough the growth projection of 22 per cent underlying the budget  for 2002
seems dightly optimigtic. The budget incorporates corporate tax cuts, which are com-
pensated by continued restraint on current spending. Due to sluggish activity, the
OECD projects a small deficit in 2002, but the fiscal stance, as measured by the struc-
tural budget balance, is broadly neutral. In 2003, a new Budget Stability law will enter
into force that will oblige al levels of administration to present a balanced budget.

As the international recovery picks up, exports should strengthen in the course  GDP growth should pick up
of 2002 and improve the business sector outlook, thus turning around equipment during the second half
investment. Better job prospects should contribute to redressing consumer sentiment  of 2002...
and maintain private consumption at a strong pace. Overall, GDP is projected to grow
by over 2 per cent in 2002, with a strong recovery in 2003. Employment growth should
remain solid, even if somewhat more subdued than in previous years, while unemploy-
ment could rise moderately in 2002, but start to decline in 2003. Inflation pressures
should weaken, with underlying inflation falling below 3 per cent, reflecting a negative
output gap over the projection period and more moderate wage settlements.

Theresilience of private consumption might not last if unemployment risesby more ... but there are downside risks
than projected, which could happen if alarge number of temporary contracts are not  to private consumption
renewed. This would dampen consumer sentiment further and delay the recovery. Also
the very strong spending in late 2001 linked to the introduction of the cash euro could be
followed by alull in consumption. On the other hand, a more rapid improvement in the
external environment would result in afaster recovery.
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Early indicators point to a recovery in both domestic demand and exportsin thefirst half of this year, so that output is expected
to expand at or above potential rates throughout the projection period. Sveden isentering the recovery with low unempl oyment
and with inflation still exceeding the targeted rate of 2 per cent. While recent currency appreciation may attenuate such
pressures, the rate of wage increases seems to have picked up of late, increasing the risk that this Situation may persist.

Despite expansionary fiscal policies, the general government financial surplusis expected to remain above 2 per cent of
GDP and to increase further next year. Monetary conditions remain supportive of growth, although much less so than
last year. Trends in domestic inflation and the prospect of increasing capacity utilisation mean that further hikes in the
policy interest rate are likely to be necessary. Policy action to increase the supply of labour has become more urgent.

A recovery is now underway
after weak growth
throughout 2001

A robust budget surplus
remains despite continued
fiscal easing

Output remained sluggish throughout 2001, expanding at a modest 1% per cent
both in the fourth quarter and for year as awhole. A decline in exports and very sub-
dued private consumption over the year accounted for most of the weakness in
demand. Although not yet confirmed by the national accounts, evidence is mounting
that the trough of the cycle was passed late last year. A sharp turnaround in consumer
and business confidence (including in the important telecommunication sector)
occurred in the first quarter of this year. At the same time the pace of expansion in
foreign trade and retail sales accelerated. Having exceeded 3 per cent for most of the
past year, base-effects are causing inflation to moderate this spring, but it remains
above the target rate of 2 per cent.

The general government financial surplus was 4% per cent of GDP in 2001
despite the slowdown in activity and substantial discretionary easing of fiscal poli-
cies. This result was obtained because of exceptionally large, and lagged, payments
of corporate and capital gains taxes. The disappearance of these temporary inflows,
which may have been as large as 2 per cent of GDP, will contribute to a big decline
in the budget surplus this year. Thisisreinforced by afiscal stimulus of some 1% per
cent of GDP, primarily in the form of tax cuts. Nevertheless, the budget surplus
should remain at more than 2 per cent of GDP.

Sweden

Weak exports and consumption slowed output The turnaround in confidence
At constant 1995 prices points to an early recovery
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Sweden: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices

P h 1
billion SEK ercentage changes, volume

Private consumption 956.9 39 4.6 0.2 2.5 2.7
Government consumption 509.4 1.7 -0.9 1.4 1.3 0.9
Gross fixed capital formation 304.9 9.6 5.0 1.5 -0.4 3.1
Final domestic demand 1771.2 4.3 3.2 0.8 1.6 2.3
Stockbuilding “ 15.0 -0.6 0.5 -0.5 0.0 0.0
Total domestic demand 1786.2 3.6 3.8 0.2 1.6 2.3
Exports of goods and services 832.6 6.5 10.3 -1.4 2.5 9.2
Imports of goods and services 713.5 44 11.5 -3.9 1.4 8.0
Net exports * 119.1 1.3 0.4 1.0 0.7 1.4
GDP at market prices 1905.3 4.5 3.6 1.2 2.1 3.2
GDP deflator _ 0.7 1.0 2.0 2.5 24
Memorandum items
Consumer price index _ 0.3 1.3 2.6 2.6 2.8
Private consumption deflator _ 1.0 0.9 1.6 2.4 2.4
Unemployment rate? _ 5.6 4.7 4.0 4.2 4.0
Household saving ratio © _ 2.8 1.5 4.5 6.3 6.1
General government financial balance ¢¢ _ 1.3 3.7 4.8 2.1 2.4
Current account balance ¢ _ 3.6 3.3 3.2 3.9 4.7

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

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

b) Based on monthly Labour Force Surveys.

c) As a percentage of disposable income.

d) As a percentage of GDP.

e) Maastricht definition.

Source: OECD.

Monetary conditions have moved closer to neutral from the very expansionary Monetary conditions support
stance in the second half of 2001, largely because the krona strengthened consider-  growth but have moved closer
ably against the euro after political signals early in the year of atentative timetable to neutral
for Sweden’s possible accession to the European Monetary Union. In addition, the
Riksbank raised the repo rate by ¥4 percentage point to 4 per cent in March.

Real GDP is projected to expand by 2 per cent this year and 3% per cent GDP growth is projected

in 2003. Private consumption is likely to recover momentum, with household real  to expand at or above
disposable income set to increase almost 5 per cent in 2002. Exports should get sup-  potential rates
port from accel erating world trade and past currency weakness, but the high speciali-
sation in telecommunications products may continue as a negative factor this year.
Growth in exportsis expected to marginally outstrip growth in imports, thereby caus-
ing the trade and current account surpluses to widen. Unemployment is expected to
edge up in the short term to a peak of 4% per cent but to turn down again towards the
end of the year in line with a faster pace of job creation. Inflation is expected to
persist at around 2Y2 per cent per annum.

The risks to the projection are difficult to assess at the current early stage of the Therisksarebalanced for GDP
recovery but appear balanced. Upside risks include the possibility of greater export  but possibly skewed upwards
market-share gains resulting from past currency weakness and a faster recovery of glo-  for inflation
bal demand for telecommunications equipment. Alternatively, greater persistence of
relatively high inflation rates, reflecting the tightness of the labour market, could neces-
sitate higher interest rates than assumed, restraining activity. Policies to boost labour
supply would contribute positively to managing these risks.
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Switzerland did not escape the international slowdown in 2001. With activity growing by no more than 1% per cent,
unemployment rose and public finances deteriorated. However, an upturn is expected for the second half of 2002. The recovery
islikely to be fairly moderate because of the continuing strength of the exchange rate since the events of 11 September. With a
negative output gap and low import prices, inflation should be limited to around %2 per cent in 2002-03.

In the absence of inflationary pressures, the Swiss National Bank should keep an accommodative monetary stance
until the recovery is on a firmer ground. A balanced federal budget will be difficult to achieve in 2002 but needs to be
ensured in structural terms in order to allow for a smooth introduction of the debt containment rule in 2003.
Moreover, resolute efforts must be pursued to strengthen competition and market liberalisation in order to increase
the potential growth rate of the economy.

Activity slowed because
of the weakening
of the external environment

The monetary stance
is accommodative

GDP growth, which reached 1% per cent in the first half of 2001, stagnated in
the second half of the year. This downturn in activity, which derives from less
dynamic exports and investment, was accompanied by an easing of tensions in the
labour market. Employment growth slowed considerably and the unemployment
rate, which was only 1.7 per cent until the autumn, rose to 2.6 per cent in
March 2002. Household confidence has picked up somewhat recently after a sharp
fall last autumn, but job security concerns have increased. Against this background,
the risein consumer prices was down to 0.5 per cent in March 2002.

Since the events of 11 September, the Swiss National Bank has lowered the
three-month money market rate (LIBOR) by 1Y% percentage points in several stages
to 1.75 per cent, the last half point reduction dating from December 2001. The
impact of lower interest rate on monetary conditions has only been partly offset by
the effective appreciation of the Swiss franc since the autumn and the current accom-
modative monetary stance appears appropriate given the weakness of activity. The
projections are based on a stable interest rate up to the end of 2002.

Switzerland
Inflation has been slowing The cyclical trough may have been reached
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1. Year-on-year percentage changes.

2. The KOF barometer is a leading indicator of future GDP growth, with an average lead of 6 to 9 months.

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

Source: National Swiss Bank; Crédit Suisse; KOF; OECD, Quarterly National Accounts.
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Switzerland: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices
p Percentage changes, volume (1990 prices)

billion CHF

Private consumption 229.0 22 2.0 2.3 1.6 2.2
Government consumption 56.8 0.5 -0.4 0.1 0.0 0.0
Gross fixed capital formation 76.0 3.7 5.8 -1.3 -0.9 3.8
Final domestic demand 361.8 2.3 2.7 1.0 0.7 2.3

Stockbuilding “ -0.8 0.3 -0.2 -0.2 0.0 0.0
Total domestic demand 361.0 2.6 2.4 0.9 0.7 2.3
Exports of goods and services 148.1 5.2 10.0 1.0 0.5 5.1
Imports of goods and services 129.1 7.5 8.5 0.0 -0.3 53

Net exports * 19.0 -0.9 0.6 0.5 0.4 0.0
GDP at market prices 380.0 1.6 3.0 1.3 1.0 2.3
GDP deflator _ 0.6 1.1 1.8 1.4 1.2
Memorandum items
Consumer price index _ 0.8 1.6 1.0 0.6 0.7
Private consumption deflator _ 0.4 0.9 0.9 0.6 0.7
Unemployment rate _ 2.7 2.0 1.9 2.5 2.2
Current account balance” _ 11.0 12.9 9.9 10.3 10.6

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

The general government balance is estimated to have been in deficit of about A balanced federal budget will
% per cent of GDP in 2001, after a surplus of 2Y2 per cent in 2000. Thisdeterioration, be difficult to achieve in 2002
which is cyclical aswell as structural, affected all levels of government. In 2002, the
orientation of budget policy should be neutral overall, with a slight expansion for
local governments compensated by the Confederation’s restrictive stance. The goal
of afederal budget close to equilibrium is unlikely to be achieved, however, because
economic conditions will probably be more unfavourable than expected. The federal
authorities are considering expenditure reductions of roughly ¥4 per cent of GDP
for 2003 to ensure that the Confederation’s structural balance is in equilibrium, as
required by the introduction of the new debt containment rule.

Leading indicators suggest that the trough of the cycle may be past. But invest-  Inflation should stay low
ment and exports will probably remain depressed in the coming months because of  despite an upswing in activity
sluggish market growth, while private consumption may slow down as the labour mar-
ket worsens. However, in the second half of the year, the expected improvement in the
external environment will probably lead to a gradual upswing in activity, with GDP
growth attaining 1 per cent in 2002 and 2¥4 per cent in 2003, dightly above potential.

Given an output gap of closeto 1 per cent in 2002-03, and low import prices, inflation
should remain at around ¥z per cent in 2002 and 2003, whereas the unemployment rate
could average 2¥2 per cent this year before easing somewhat in 2003.

Several risks could affect these projections. First, a sharper downturn in domes-  Projections are surrounded
tic demand cannot be ruled out in the event of a more marked deterioration of the by substantial risks
labour market. In addition, the outlook for the external environment remains uncer-
tain, with the strength of the upturn depending particularly on the pace of recovery in
the euro zone.
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The government continued to satisfy the performance criteria of the previous stand-by agreement, and was able to

negot
were

iate a new one, making Turkey the largest debtor to the International Monetary Fund. Developments in early 2002
in a number of respects moving in the right direction, laying the foundations for a recovery of demand.

Nevertheless, the weakness of the financial sector and the burgeoning financial liabilities of the corporate sector suggest
that per capita GDP will not return to 2000 |levels by 2003.

To maintain the current improvement in financial indicators, the Turkish government should continue with the steady
implementation of structural measures, in particular in the financial sector, and adhere to expenditure targets. A
restoration of market confidence would lower inflation expectations and interest rates which, with greater political

stability, should strengthen the prospects for sustainable economic growth from next year onward.
A new economic programme Even before the 11 September events, stubbornly high real interest rates and a
has been announced... near-doubling of the public sector debt (to a level of 115 per cent of GNP in 2001)
were leading to growing doubts about fiscal sustainability. At the same time, GDP
was contracting sharply while inflation remained stuck at above 50 per cent. In
response, the Turkish authorities indicated their intention to adopt a new
medium-term programme by the end of 2001. The Executive Board of the Interna-
tional Monetary Fund (IMF) approved a front-loaded three-year standby credit of
$16 billion in February 2002.*
... with some challenging The new programme specifies objectives for macroeconomic and structural
objectives for the economy  policiesin order to bring public finances and inflation under better control.
— The primary budget surplus will be increased to 6.5 per cent of GNP in 2002,
from an estimated 5.5 per cent in 2001. Fiscal measures are to be based on
Turkey
Core inflation and bond yields are falling The gross public sector debt ratio has doubled
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1. Private manufacturing price index, year-on-year percentage changes.

2. Secondary market, average of 6 month maturity.

3. Millions of Turkish lira per USS$.

Source: State Institute of Statistics, Istanbul Stock Exchange, Central Bank of Turkey, Undersecretariat of Treasury, OECD.

1. The total amount of funds available will be $14 billion for the year 2002, while the remaining
$2 billion will be made available in 2003-04. Two-thirds of this amount was disbursed up front, of
which in turn $6.1 billion was used to repay outstanding resources under the Supplemental Reserve
Fecility which was a swap of expensive short-term loans with cheaper long-term funds.
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Turkey: Demand, output and prices

1998 1999 2000 2001 2002 2003

Current prices

P h s, vol 1 ices
willion TRL ercentage changes, volume (1987 prices)

Private consumption 36 123 -2.6 6.2 -9.0 1.5 2.0
Government consumption 6 633 6.5 7.1 -8.6 -2.3 -0.8
Gross fixed capital formation 12 839 -15.7 169 -31.7 5.0 10.9
Final domestic demand 55595 -5.6 89 -15.0 1.9 3.7
Stockbuilding “ -212 2.0 1.1 -4.0 1.8 0.2
Total domestic demand 55383 -3.7 9.8 -18.4 3.8 3.9
Exports of goods and services 12713 -7.0 19.2 74 2.0 7.2
Imports of goods and services 14 573 -3.7 254  -248 7.8 8.9
Net exports “ -1 860 -0.9 -3.0 124 -1.8 -0.3
Statistical discrepancy “ -1298 0.0 0.1 0.0 0.0 0.0
GDP at market prices 52225 -4.7 7.4 -7.4 1.8 3.5
GDP deflator _ 556 499 53.0 51.7 26.8
Memorandum items
Consumer price index _ 64.9 54.9 54.4 48.7 32.2
Private consumption deflator _ 59.0 50.0 51.7 51.0 29.4
Unemployment rate _ 7.5 6.4 8.4 9.2 8.6
Current account balance ? _ -0.9 -4.9 2.4 0.2 -0.2

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

genuine spending cuts including real cutsin public sector wages and employ-
ment, the ending of bank credit subsidies, and the elimination of exemptions
or discounts from charges of State Economic Enterprises.

— Inflation targeting will be the ultimate monetary policy tool, entailing, as pre-
conditions, an improvement in the government debt position and its manage-
ment to allow room for manoeuvre, a strengthening of the banking system,
less volatility in the exchange rate, and a decline in inflation expectations.
The authorities have indicated June 2002 as the date for these preconditions
to be met. In the meantime, base money targeting will aim implicitly at an
inflation rate of 35 per cent by the end of 2002.

— The comprehensive agenda of banking sector reform will continue to be
implemented. This will require, inter alia, an accurate evaluation of private
banks' loan portfolios and other counterparty risks. The evaluation will be
finalised by the end of April 2002 and will be followed by equity injections
by shareholders and subordinated debt investment funding by the State
Deposit Insurance Fund in viable banks. At the same time, to complete the
operational restructuring of state banks, the number of branches will be
reduced sharply.

The additional financia support approved by the IMF has substantially eased the  Recent financial indicators
risk of afurther rapid deterioration in Turkey's large domestic public debt burden, and have been favourable
financial markets have reacted favourably. Since October 2001, when the discussion of
the new programme with the IMF began, the Turkish lira has appreciated in nomina
terms, the country’ s credit rating has improved and interest rates on Treasury bills have
falen below 60 per cent. These developments have helped to ease banking and public
sector finances somewhat. There has also been a marked fall in core inflation and
inflation expectations, largely reflecting economic and labour market weakness.
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Market confidence is essential
in attaining stronger growth

The Turkish economy
isstill facing risks

If the new programme meets its fiscal and monetary objectives, a slow recovery
of growth and adeclinein inflation are in prospect. Under the OECD projections, the
real exchange rate is assumed to remain stable at current levels, which entails a
cumulative real depreciation of less than 1 per cent since the ending of the currency
peg in February 2001. Moreover, as long as the government achieves its budget tar-
gets for this year and thereby lowers the public debt burden, this will eventually
restore market confidence and lead to a decline in real interest rates. The stable real
exchange rate accompanied by the reduction in interest rates will boost domestic
demand. The return of strong export market growth will improve the current account.

The Turkish economy still faces major risks. Continuously falling real wages,
higher unemployment, weak foreign investor confidence, a fragile banking system
and cash-constrained corporate sector could delay the expected domestic recovery. A
failure of world demand to pick up or an exacerbation of political instability in the
region would greatly amplify risks from the external side. If growth falls below
expectations, lower fiscal revenues would require further revenue-raising measures
or spending cuts which could be difficult to implement given the already very tight
fiscal stance. On the monetary side, the Central Bank should become effectively
independent once it shifts to the inflation targeting regime. However, given the strin-
gent preconditions outlined above, June 2002 seems an optimistic starting date for a
successful launch of the new policy regime, implying continuing inflation risks once
demand starts to recover.



[Il. DEVELOPMENTSIN SELECTED
NON-MEMBER ECONOMIES

Economic prospects in non-member economies have improved with clear evidence that the US economy is recovering
and the likelihood that growth in Europe has bottomed out. The degree to which economies will benefit from the recovery
in world demand will vary with their exposure to information and communications technology trade and world
commodity prices; it will also vary with regional factors such asthe crisisin Argentina for Latin America and the shifts
in trade and investment patterns in Asia in the wake of China’s entry into the World Trade Organisation. Overall,
continuing domestic economic strains and constraints on macroeconomic policies are likely to produce, to varying
degrees, relatively subdued recoveries through 2003.

Asian non-member economies stand to benefit most from the world recovery by virtue of their high exposure to the
turnaround in the information and communication technology sector, which should more than counter-balance the
impact of a weaker yen. But banking and corporate financial problems have become more widespread in the region and,
along with the need for fiscal restraint, are likely to blunt the upturns and pose downside risks. Growth in China has
remained comparatively strong but will become increasingly dependent on progress on structural reforms.

Growth in Russia has held up, but due partly to temporary factors that are expected to abate in 2002. Prospects
beyond 2002 depend on progress on the domestic reform agenda.

In South America, the main event has been the culmination of the Argentine crisis with the abandonment of the currency
board. But limited contagion in the region creates hopes that the policy framework in place in countries like Brazl or
Chile is now more resilient than previoudly and will support growth in the coming years.

The Dynamic Asian region was most severely hit by the world-wide downturn.  Dynamic Asia was hardest

Exports of Dynamic Asian Economies (DAE) fell by nearly 10 per cent in 2001. Coun-  hit in 2001 but is now poised
tries most exposed to trade in the information and communication technology (ICT) to rebound with world activity
sector, notably Singapore, Chinese Taipei, Malaysia and Hong Kong (China), experi-
enced negative or flat real GDP growth for 2001 as awhole, asinventory de-stocking
and afall in domestic fixed investment reinforced the impact of the export slowdown.
Indonesia and the Philippines, together with China, were much less affected, due to
more limited exposure to ICT or to relative strength in domestic demand. Signs of a
levelling off in exports and of arevival in the electronics sectors in some countries
beginning late last year suggest that the economic downturns have bottomed out and
that economies are poised to rebound as world economic activity recovers.

The extent to which Asian countries will benefit from the revival inworld demand  But ongoing internal strains
will be limited, to varying degrees, by ongoing internal financial strains and other con-  are likely to subdue
straints. Banking and corporate debt problems, which remain severe in Indonesiaand  the recoveries
Thailand (and to a lesser extent in Malaysia) and have been rising in Chinese Taipei
and the Philippines, pose the most serious domestic risks to recovery. Given these
financid strains, together with depressed real estate markets and low capacity utilisa-
tion in some sectors, capital spending is not expected to recover much before 2003.

Fiscal policy, which has been expansionary during the downturn, now faces a period of
retrenchment in a number of countries (particularly Thailand, the Philippines and
Indonesia) to reduce budget deficits and contain already high public debt levels.
Increased competition from China following its World Trade Organisation (WTO)
entry represents an important medium-term uncertainty for Chinese Taipei, which faces
the prospect of further migration of its ICT business to China. Overal, growth in the
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Growth in Russia and NIS
economies has held up but may
slow in 2002

Thecrisisin Argentina affects
the situation in South
America...

... but with limited financial
contagion in the region

DAE is expected to pick up only moderately in 2002 and, while gaining momentum
in 2003, will remain bel ow long-term potential rates in most cases.

Despite the world economic slowdown, Russia and most Newly Independent
States (NIS) experienced relatively strong growth of over 5 per cent in 2001. Rising
domestic demand and weaker exchange rates since the financia turmoil of 1998 and
early 1999 underpinned growth for a number of countries in the region. Some of the
factors supporting this growth are transitory, however, and the economic expansion
islikely to slow somewhat in 2002.

Despite various reforms aiming at redressing the sustainability of fiscal policy
and to offset the impact of an appreciating reserve currency, market sentiment
towards Argentina continued to deteriorate throughout 2001, as expressed in widen-
ing bond spreads, bank deposit withdrawals and the loss of international reserves. In
December, controls on bank deposits were imposed to safeguard against a possible
run on the banks and further losses in central bank reserves. This breach of the cur-
rency board convertibility provisions exacerbated the crisis of confidence and culmi-
nated in outright default. The exchange rate peg was abandoned in early February.
The massive exchange rate depreciation is creating fears of an inflationary spiral.
This would aggravate the already serious recession, which is now in its fourth year,
and add to social distress. The government is presently seeking to bring the budget
deficit under control, which is clearly an essential priority. But the impact of
exchange rate depreciation on private sector indebtedness, and the scope of the
clean-up actions required to deal with this, remains uncertain.

The fact that the Argentinean crisis was largely anticipated and priced by markets
may explain the limited financial contagion to other countries in the region. Exchange
rate pressures calmed down both in Brazil and Chile during the second half of 2001
and growth is picking up moderately in these countries. Thisfinancial decoupling may
help to limit risk aversion towards emerging markets in the region and avoid a much
feared large reduction of private capital flows. The upturn in the OECD countries,
notably the United States, would also create favourable conditions. In particular, the
resource and energy exporters, such as Venezuela, which have been negatively affected
by the globa downturn, would benefit from arecovery in energy demand.

China’'sreal GDP growth
slowed in late 2001 but is now
picking up

China s exports slowed progressively during 2001, rising by only 7 per cent in
dollar terms for the year as a whole compared to nearly 29 per cent in 2000. Import
growth also declined, but the overall contribution of external demand to growth was
probably negative for the year as a whole. The effects of the external slowdown on
the economy became apparent in the fourth quarter, when real GDP growth fell to
6.4 per cent, year-on-year, significantly below the 8.0 per cent growth recorded
in 2000. However, recent data suggest that both external and internal demand are
beginning to pick up. Industrial production rose by 9 per cent in December 2001,
year-on-year, and exports had already begun to rebound in November. Salary
increases and year-end bonuses awarded to civil servants at the end of last year are
likely to have boosted consumption and industrial production in early 2002.



Developmentsin selected non-member economies - 113

Tablelll.1. Projectionsfor China®

2000 2001 2002 2003
Real GDP growth 8.0 7.3 7.1 7.6
Inflation (CPT) 0.4 0.8 0.8 1.4
Fiscal balance (% of GDP) -2.8 2.7 -3.3 -3.0
Current account balance ($ billion) 20.5 17.5 152 8.9
Current account balance (% of GDP) 1.9 1.5 1.2 0.7

a) The figures given for GDP and inflation are percentage changes from the previous year. Inflation refers to the
consumer price index.
Source: Figures for 2000 are from national sources. Figures for 2001-03 are OECD estimates and projections.

As aggregate real growth has slowed since 2000, its composition has shifted. Growth has become more
The contributions from the external sector and from the government budget have dependent on household
declined, as exports have slowed and government infrastructure spending has lev-  and business spending
elled off. The contribution of the budget to growth is likely to be only moderate
in 2002, despite a planned increase of more than 10 per cent in defence spending. In
contrast, consumer demand, particularly on housing and related items, has strength-
ened since 2000, and capital spending by state owned enterprises has picked up.
China' s external competitiveness remains strong, asindicated by the fact that exports
continued to gain market share in 2001. Foreign direct investment (FDI) inflows rose
by 15 per cent last year, and FDI contracts, a leading indicator of future flows,
surged in January 2002 to 33 per cent above their year-earlier level.

Despite these strengths, China faces significant challenges in the medium term  Sustaining adequate growth

in maintaining rates of real growth similar to those currently experienced asit adjusts  after WTO will be a challenge
to its recent entry into the WTO. The net contribution from external trade islikely to
continue to be negative as imports surge in response to the lowering of tariffs and
other trade barriers over the next severa years. Domestic growth is uneven, as the
risein rural income growth continues to lag considerably behind that of urban areas,
and large portions of the enterprise sector record low or negative profits and bear
high debt loads. The ability of the financial institutions to support the business
restructuring that will be needed with the adjustment to WTO entry remains con-
strained by the high level of non-performing loans, low profitability, and their still
weak commercial orientation. The scope for macroeconomic policies to sustain
growth isaso likely to be limited. The People’s Bank of China reduced the one-year
bank lending rate by 50 basis points, to 5.35 per cent, in late February (the first such
cut since June 1999). However, the impact is likely to be blunted by the continued
reluctance of banks to lend in the face of non-performing loan problems and, with
demand-deposit rates now below one percent, there is little room for any further cuts.
The scope for further fiscal stimulusis constrained by the already-high government
budget deficit, and the prospect that government debt will have to rise substantially
in order to pay for the clean-up of the balance sheets of financial institutions and
other reforms that are likely to be necessary over the next few years.

Asindicated in anew OECD study,' domestic structural reforms will bethekey  Further progresson structural
to the economy’ s ability to cope with and realise the benefits from WTO entry. [t will  reformswill be essential
be important over the next severa years to reduce government and other impediments

1. Chinainthe World Economy: the Domestic Policy Challenges, OECD, April 2002. A synthesis report
of the study was published in March 2002.
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to business restructuring, improve banks' financial conditions so that they can better
support adjustments in the real economy, and establish more sustainable public
finances. While progress is being made in these areas, the authorities have been
reluctant to announce major new reform initiatives ahead of the change in govern-
ment leadership in early 2003.

Growth continuesin Russia,
but is slowing

Russia’s enormous trade
surplusis beginning to shrink

Macroeconomic policy remains
tight asinflation pressures
persist

Short-term prospects are
favourable

The Russian Feder ation

The Russian economy experienced another year of growth in 2001 (5 per cent),
spurred by rising domestic demand and high oil and gas prices for much of the year.
Nevertheless, the continued real appreciation of the currency, upward adjustmentsin
(still repressed) regulated domestic energy prices, and rising wage costs have
reduced profit margins in Russian industry. Seasonally-adjusted industrial output
remained essentially flat in the latter part of 2001 and early 2002.

Rapid import growth (18 per cent in 2001) and somewhat lower oil and gas
prices are finally reducing Russia’ s enormous trade surplus. The current account
weakened by $10 hillion in 2001 relative to 2000, yet still remained at $35 billion.
Although the central bank has continued to accumulate foreign reserves, high net
outflows of capital, both from foreign debt payments and private investment abroad,
continue to be the main counterpart to the large current account surplus.

Purchases of foreign reserves to maintain exchange rate stability have been a
source of inflationary pressures in Russia. Annual inflation, measured by the con-
sumer price index, registered 19 per cent in 2001. Monthly inflation accelerated to
3 per cent in January 2002, although primarily due to seasona and one-off factors.
Fiscal policy continues to be tight, and the Russian government has expressed a
determination to avoid afiscal deficit in 2002 even in the event of weak oil prices.

The Russian economy should continue to expand in 2002, fuelled by higher
domestic demand, but at a lower pace than in 2001. Relatively rapid import growth
is likely to continue on the basis of higher demand and a stronger rouble, reducing
the current account surplus still further in the absence of substantially higher oil and

Tablelll.2. Projectionsfor the Russian Federation® ———

2000 2001 2002 2003

Real GDP growth 9.0 5.0 3.5 4.0
Inflation 20.2 18.6 15.0 10.0
Fiscal balance (% of GDP)” 2.0 2.5 2.0 0.0
Current account balance ($ billion) 46.3 35.0 30.0 25.0
Current account balance (% of GDP) 16.0 10.0 8.0 6.0

a) The figures given for GDP are percentage changes from previous year. Inflation refers to the end-of-year consumer
price index.

b) Includes federal, regional and local budgets.

Source: Figures for 2000 are final figures from national sources. Figures for 2001-03 are OECD estimates and
projections.
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gas prices. The achievement of another federal budgetary surplus in 2002 appears
probable, although exceptionally high foreign debt payments are scheduled in 2003,
which could complicate the subsequent fiscal picture if oil prices are weak. As the
transitory factors that have supported Russian economic growth in recent years con-
tinue to weaken, medium and long-term prospects depend more and more on reforms
aimed at improving the climate for business and investment in the country. The
Russian government has made some important progress in the realisation of such
reforms, but the future challenges remain formidable.

GDP growth slowed sharply throughout 2001, before moving into negative ter- GDP growth declined
ritory. By the fourth quarter, output was some 0.7 per cent below its level of ayear throughout 2001...
earlier. This decrease was mainly concentrated in the industria sector. GDP growth
for 2001 as a whole was modest, probably not much more than 1% per cent. Never-
theless, compared with other countries in the region, the Brazilian economy held up
relatively well to domestic and external shocks. On the domestic side, the risks of
major energy shortages did not materialise. The continuation of the energy savings
programme, increased use of price mechanisms, higher potential for electricity
imports and the construction of new thermal and hydro plants are the key elements
on which the government relied to end rationing of energy use in early March 2002.

The financial contagion from the Argentinean crisis has been contained. The ... but Brazl resisted well
strong demand for hedging on the part of domestic agents abated and the exchange thefinancial contagion
rate to the dollar, which had depreciated by more than 30 per cent from January to in the region
September 2001, has stabilised. Reflecting the real exchange rate depreciation, the
trade balance in 2001 recorded a surplus ($2.6 billion) for the first time since 1995.

This helped to contain the current account deficit at below 5 per cent of GDP. The
risk of a major drying-up of capital flows following the 11 September terrorist
attacks in the United States was avoided, with the external financing of the Brazilian
economy remaining adequate. Despite a significant fall in global private investment
flows, Brazil received around $23 billion of foreign direct investments in 2001,
approximately the same amount as the current account deficit. Overall, this limited

Tablell1.3. Projectionsfor Brazil?

2000 2001 2002 2003
Real GDP growth 4.5 1.6 2.5 3.0
Inflation 6.0 7.7 5.0 4.0
Fiscal balance (% of GDP)” -1.2 -3.0 35 3.0
Primary fiscal balance (% of GDP) 3.5 3.7 3.5 3.5
Current account balance ($ billion) -24.7 -23.0 -22.0 -20.0
Current account balance (% of GDP) -4.2 -4.6 -4.1 -3.5

a) The figures given for GDP and inflation are average percentage changes from the previous period. Inflation refers
to the end-year consumer price index (IPCA).

b) Harmonised concept excluding revaluations of public debt due to changes in the exchange rate.

Source: Figures for 2000 are from national sources. Figures for 2001-03 are OECD estimates and projections.
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Macroeconomic policies
support a moderaterisein
economic activity in 2002-03...

... depending on risk factors
remaining under control

financia contagion from Argentina apparently reflected increased confidence of
international markets vis-a-vis the Brazilian economy.

The inflation target for 2001 was overshot, with consumer price inflation reach-
ing 7.7 per cent (year-on-year) in December. Missing the target was due both to the
weakness of the exchange rate and to increases in administered prices. Notwithstand-
ing, in February the central bank adopted an easier monetary policy stance by reduc-
ing the reference short-term interest rate by 0.25 per cent for the first time, having
maintained it at 19 per cent since March 2001. Avoiding an overly restrictive mone-
tary policy, the bank considers this stance to be compatible with a consumer price
inflation rate within the target band (3.5 £ 2 per cent) by the end of 2002. Most
importantly, the planned fiscal consolidation was pursued, with a 2001 outturn for
the primary surplus of 3.75 per cent compared with the initial 3.35 per cent target.
Thus, the fiscal legidlative framework (notably, the Fiscal Responsibility Law) put in
place after the 1999 exchange rate crisis is continuing to deliver results. Indeed, the
primary surplus resulted from the consolidation efforts of both the federal and
state-level accounts, the latter contributing around 1 per cent of GDP to the surplus.

GDP growth is projected to pick up to 2% to 3 per cent in 2002 and 2003. With a
relatively stable exchange rate and no further magjor increases in administered prices,
the inflation rate is likely to converge progressively back to the central bank’ s target.
The external adjustment is also projected to continue, though at a more moderate pace.
The main downward risks are related to the burden of the public debt to GDP ratio,
which increased by 4 percentage points to reach more than 53 per cent in December,
due to the negative impact of the exchange rate depreciation and to the high rea inter-
est rates. Maintaining control of the public budget accounts requires a firm continua-
tion of the fiscal adjustment both before and after the October elections. Reduction of
the relatively high external debt-to-export ratio will also require rapid growth in export
revenues. This growth will take time to materialise, because enhancing the interna-
tional competitiveness of the enterprise sector is related mainly to structural factors.
Meanwhile, some financing pressures on the balance of payments could arise if inter-
nationa private capital flows remain subdued. Political uncertainty linked to the presi-
dential elections will probably dominate the outlook for the next few months, but the
resilience of the present policy framework to the various shocks which have affected
the Brazilian economy is certainly a positive factor.



V. ECONOMIC CONSEQUENCES

OF TERRORISM

I ntroduction and summary

On the morning of Tuesday 11 September 2001, the United States was hit by a
set of unprecedented terrorist attacks, calculated to inflict massive civilian casualties
and damage. Four hijacked commercial jets crashed, two into the World Trade Cen-
ter towers in Manhattan, which collapsed shortly thereafter, one on the Pentagon in
Washington DC, and the last one in Pennsylvania. Over 3 000 people were killed,
including hundreds of rescue personnel. The US President declared the aggression to
be an act of war and in early October military action commenced in Afghanistan.
Even though this was not the first attack in the United States, the horrific scale of
destruction and the boldness of the terrorists ushered in a period of greater uncer-
tainty. Half a year later, however, the direct economic effects seem to have largely
vanished. Thefirst phase of the military operations in Afghanistan was over in amat-
ter of weeks. Confidence and equity prices bounced back rapidly. Consumption and
activity showed more resilience than initially feared, not least thanks to a vigorous
response by policymakers and the private sector. Even though the short-term macro-
economic impact has largely dissipated, the attacks and the response they have elic-
ited may still have long-lasting implications. In addition, further terrorist attacks
remain a prominent danger, as severd subsequent thwarted attempts testify.

This paper analyses the economic consequences of terrorism, both in terms of
immediate policy response in the aftermath of the attacks and of medium-term policy
implications for regulatory, trade and fiscal policy. The first section covers the short-
term impact of the attacks and the crisis management decisions taken by the authori-
tiesto limit or offset their direct negative economic impact. The second section looks
at the reaction of the insurance industry to the increased threat of terrorism and dis-
cusses whether governments should intervene when the private insurance sector fails
to cover terrorism. The third section examines the impediments to international trade
that could result from tighter security screenings of border crossings. The fourth sec-
tion discusses the rise in national defence and domestic security spending, which
may divert resources away from directly productive uses and contribute to a
deterioration of the fiscal outlook.

A first main message of this paper is that the vigorous policy response after the
attacks has played a very important role in averting a short-term negative economic
impact. A second message is that medium-term policies aimed at enhancing protec-
tion against the threat of terrorism need to be properly designed. This has several
policy implications:

— Criss management played a key role after 11 September to restore confidence,
safeguard the financial system and avoid a self-fulfilling depression. Decisions
taken by the Federal Reserve, other central banks and governments were essen-
tial in this respect. One lesson of this crisis is that when policymakers have to

Theterrorist attacks ushered
in a period of greater

uncertainty...

... with possible medium-term
€conomic consequences

Good crisis management
helped restore confidence

rapidly

© OECD 2002



118 - OECD Economic Outlook 71

New market-based insurance
mechanisms are emerging

Tighter border controls could
have detrimental economic
consequences

Public spending on security
threatens fiscal consolidation

take rapid decisions in an environment of deep uncertainty and imperfect infor-
mation, priority ought to be given to liquidity management. Financia support
to any sector or industry should focus on short-term loans or guarantees, rather
than on grants or other direct budget outlays. After the immediate crisis
response, more attention can be devoted to longer-term measures, if necessary.

In reaction to the attacks, the insurance industry raised its premiums, reduced
coverage and called on governments to step in and cover risks deemed too
large for the private sector. Indeed, risks related to terrorism are difficult to
price, not least because of the possibility that several catastrophic events
occur at once (correlated risk). However, private sector initiatives specificaly
tailored to provide insurance for this type of risk are emerging. Market-based
instruments, such as catastrophe bonds, are also available, although they are
at present not actively traded. Private sector coverage of some types of terror-
ism risk may therefore be restored in the future. Government intervention to
fill the gap in the meantime should be considered with caution and limited in
time and scope. Mega-terrorism risk poses special challenges that cannot be
fully addressed by the private sector and may require international action.

The disruptions in the transportation system following the attacks have illus-
trated the importance of efficient and open borders for the daily operations of
firms. The just-in-time supply chain management system, increasingly com-
mon in industry, depends to a large degree on the efficiency of border cross-
ings. The severe tightening of border controls following the September
attacks resulted in long waiting times that disrupted the operations of manu-
facturing companies, especially at the US-Canada border. Border controls
have now been relaxed and waiting times reduced, but some observers feel
that the porosity of borders creates a security threat. Attempts to reinstate
comprehensive controls at the borders would have long-lasting detrimental
conseguences for economic growth. Industrial sources estimate that proposed
security measures may increase the ad valorem cost of trading internationaly
by 1 to 3 percentage points. Given that the elasticity of trade flows with
respect to transaction costs may be in the —2 to —3 range, this could lead to a
significant drop in internationd trade, negatively affecting openness, produc-
tivity and medium-term output growth. Thus, the right balance between effi-
ciency and security at the border needs to be found, preferably in agreement
with trading partners and on a non-discriminatory basis.

To combat terrorism, public spending on homeland security and military
operations has been raised significantly in the United States and to a lesser
extent in other OECD countries. Private sector spending is likely to be on the
rise as well to improve the security of premises, employees and information.
This may crowd out the accumulation of directly productive capacity,
increase the cost of capital, raise wages and divert research and development
(R&D) activities toward military projects. Therefore, the benefits associated
with the peace dividend may be reduced. Rough calibrations suggest that an
increase in public military-security spending by 1 per cent of GDP and pri-
vate security spending by 0.5 per cent of GDP would reduce output by about
0.7 per cent after five years. Hence, the step-increase in anti-terrorism spend-
ing ought to be accompanied by a hard ook at the costs and benefits of other
military programmes, along the lines of what is intended more generally in
the budget for non-defence spending. In addition, tighter security may reduce
the level of productivity as, for instance, waiting times lengthen at airports
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and borders. Public financial support to strategic industries (such as aviation)
and protectionist measures could also distort competition and reduce produc-
tivity growth. Although these effects should remain small based on measures
currently announced, caution needs to be exercised.

Short-run impact and crisis management

The 11 September attacks inflicted casualties and material damages on afar The scale and impact of the
greater scale than any terrorist aggression in recent history. The destruction of physi- attacks dwarfed earlier ones
cal assets was estimated in the national accounts to amount to $14 billion for private
businesses, $1.5 billion for State and local government enterprises and $0.7 billion
for Federal government.® Rescue, cleanup and related costs have been estimated to
amount to at least $11 billion. Lower Manhattan lost approximately 30 per cent of its
office space and scores of businesses disappeared. Close to 200 000 jobs were
destroyed or relocated out of New York City, at least temporarily.? Within weeks of
the attacks, bio-terrorism came to the fore. Lethal anthrax spores were found to have
contaminated mail, causing severa deaths. At the same time, awareness of a number
of other sources of threats increased. Concerns were raised about the vulnerability of
critical infrastructure (power plants, nuclear facilities, chemical factories, dams,
bridges, pipelines and water supply). The threat of mega-terrorism ceased to be
considered as pure fiction (Box 1V.1).

The adver se conjunctural impact was sharp but temporary...

By early September 2001, household and business confidence in the United States  Confidence sagged...
aswell asin most other OECD countries had already weakened consi derably compared
with their 2000 peaks (Figure 1V.1). The attacks further dented confidence. In the
United States, consumer and business surveys showed falls in the overall confidence
measures akin to those observed in the wake of the Iragi invasion of Kuwait in 1990,
and much larger than those following terrorist attacks in the 1990s. In Europe and
Japan, confidence was also weakened, albeit |ess sharply. Forecasters responded with
one of the largest one-time collective downward revisions in recent history. Thus, the
consensus forecast for US real GDP growth was instantly downgraded by
0.5 percentage point for 2001 and 1.2 percentage points for 2002 (Figure 1V.2). The
implied projected cumulative loss in national income through the end of 2003
amounted to 5 percentage points of annual GDP, or half atrillion dollars.®

With production severely disrupted and consumers temporarily limiting shop ... but in the event, activity
vigits, real GDP shrank in the third quarter. But in the fourth quarter, demand held up  held up fairly well...
better than initially feared, and GDP increased. Private sector fixed investment regis-
tered a steep decline, and inventories were slashed. Offsetting these forces, however,

1. These property losses are reflected in the national accounts as an increase in the consumption of fixed
capital and therefore a reduction in net domestic product, but not in GDP, which measures the
production of goods and services.

2. See DRI-WEFA (2002).

3. It should be borne in mind, however, that in September 2001, forecasters were most probably on
course to revise their projections downwards anyhow, so that not all of the observed revision can
unambiguously be ascribed to the terrorist attacks.
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Over the past few decades, dozens of aggressive movements
have emerged espousing varieties of nationalism, religious
fundamentalism, fascism and apocalyptic millenarianism. Ter-
rorist threats and actions have come in many guises, including
aircraft hijackingsin the 1970s, the 1983 suicide attack on US
and French contingents of the multinational peacekeeping
force in Beirut, the 1993 attack on the World Trade Center, the
1993 bombing in the City of London, the 1995 sarin gas attack
in the Tokyo metro and the 1996 bombing of a US military
compound in Saudi Arabia, which put terrorism at the fore-
front of the subsequent G7 summit. Recent terrorist attacks
(Oklahoma City, Khobar Towers, US Embassies in Kenya and
Tanzania) have been increasingly more destructive and
claimed a growing number of victims.

The 11 September attacks exceeded in scale and audacity
those of previous events. Yet, attacks on an even broader
scale may occur. The US government, intelligence and mili-
tary leadership have warned that new attacks may happen in
the near future. Attacks using weapons of mass destruction,
although considered to have a remote probability, are not
ruled out by security experts. The US government is taking
the risk seriously and has reportedly activated, immediately
after the 11 September attacks, a contingency plan (Continu-
ity of Operations Plan) that involves housing senior officials
in nuclear shelters.! The US Vice-President is aso subject to
specia security procedures.

According to security specialists, terrorists could at some
stage attempt to explode anuclear device or release contagious
viruses in a populous metropolitan area.2 During the Cold War,
the Soviet Union developed “suitcase” nuclear bombs that
could be carried by a single person. Although the Russian
authorities have taken steps to protect nuclear materia from
theft, itis not clear that al devices can be accounted for. Even
a crude nuclear device could create an explosive force of
20 000 tons of TNT, demolishing an area of about three square
miles. If detonated in lower Manhattan, the whole Wall Street
and financial district would be destroyed. Hundreds of
thousands of people would die suddenly.

1. Washington Post, 3 March 2002.
2. See Stern (1999).
3. See Allison (2001).

Box IV.1. How to preparefor therisk of mega-terrorism

Assessing the economic impact of such aterrorist attack is
nearly impossible. Nonetheless, orders of magnitude may be
helpful to evaluate what governments would have to deal with.
An attack againgt, for instance, New York City using a nuclear
wesapon could leave most of the metropolitan area uninhabit-
able for years. The direct impact would reduce the country’s
production potential by about 3 per cent,* that is, the equiva-
lent of asmall OECD country’s GDP. The brunt of the direct
impact would be borne by the financial industry, which repre-
sents the bulk of the city’s economy. Wall Street would be
closed for a protracted period of time and the recovery of
financial transactions would depend on the availability of
back-up facilities and data duplication. Hence, supervisory
measures to ensure the continuity of businesses after a destruc-
tive attack may be desirable.> Another local impact with broad
implications would be the severe disruption to the transporta-
tion system. New York’s port and airports would be closed for
along time, and other transportation facilities would be sub-
ject to severe security measures, meaning a much slower and
less predictable delivery system.

Nation-wide, both household and business confidence
would be badly shaken, as well asthe trust in the Govern-
ment’s capacity to protect the country. The displacement of
the surviving population to non-contaminated areas would
create the need for new housing. As standard insurance poli-
cies exclude nuclear attacks, the cost of reconstruction would
fall on the budget, and the fiscal outlook would deteriorate
markedly. The existing shrinkage of coverage for terrorism-
related risks would also leave most businesses dangerously
exposed. Over the long term, such an attack would sharply
reduce the readiness of persons and businesses to agglomer-
ate in metropolitan areas.® The trend would therefore be to
disseminate in less populated areas, which may have a nega
tive impact on innovation and productivity growth. Overall,
a second terrorist attack could have longer-lasting effects,
especially one using weapons of mass destruction. In view of
this, preparedness should be seen as essential, even if the
possihility of such an attack is considered as remote.

4. The gross state product of the State of New York was $755 billion in 1999, about 8 per cent of the country’ s GDP. Using |abour force statis-
tics, the city of New York appears to account for about 40 per cent of the State. Hence, a rough estimate is that New York City represents

about 3 per cent of the country’stotal output.
5. See Ferguson (2002).
6. See Glaeser and Shapiro (2001).

were household consumption, helped by falling energy prices, and government
spending. Defence spending, in particular, grew by about 9% per cent in real termsin
the fourth quarter, at a seasonally adjusted annual rate.

While overall demand proved fairly resilient, a number of sectors were hit
hard. Airlines, many of which were already in mediocre financial shape prior to the
attacks, suffered a substantial loss in capital and in demand, both in the United

... even though some sectors
and countries were hard hit
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Figure IV.1. Confidence
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States and in many other OECD countries. Aircraft manufacturers almost immedi-
ately saw orders curtailed. The insurance sector faced a catastrophe of unprece-
dented severity. Hotels, restaurants, travel agencies and other tourism-related
businesses confronted a sharp drop in demand, in the United States but also in
many other countries, in particular in the Caribbean and in the Middle East. Some
sectors or firms, however, witnessed an increase in demand, notably in the area of
security and information technology.

The initia reaction of the financial markets was a “flight to quality”. Equity Following a brief dip,
prices tumbled. Spreads between corporate and government bond yields, aswell as  asset markets recovered
spreads between emerging market and US bond index yields widened. Implied vol-
atility as derived from traded options on equity indices, government bond prices,
short-term interest rates, exchange rates and commodities spiked upwards. These
indicators pointed both to lessened risk appetite and to higher perceived risk.* But
as during earlier wartime episodes (Table 1V.1), equity prices soon bounced back,

4. Separating the two is difficult. For arecent attempt, see Kumar and Persaud (2001).
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Liquidity was injected on an
unprecedented scale

Figure IV.2. A step-adjustment in forecasts
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in many cases to well above their 10 September levels. In addition, spreads had
generally narrowed and implied volatility had declined significantly. On the whole,
the shock to financial markets thus seemsto have been largely transitory.

TableV.1. Stock pricerecoveries

S&P 500, per cent changes

Reaction period Reaction One year later”
Pearl Harbor 7 to 29 Dec. 1941 -10.2 15.3
Korean War 23 June to 17 July 1950 -12.9 314
Cuban missile crisis 23 Aug. to 26 Oct. 1961 -8.8 36.6
Tet offensive, Vietham War 31 Jan. to 5 Mar. 1968 -5.6 13.7
Iraqi invasion of Kuwait 2 Aug. 1990 to 16 Jan. 1991 -11.1 323
11 September, 2001 11 to 19 Sep. 2001 b -7.0 15.0

a) Six months later in the case of the 11 September attacks.
b) The reaction period is defined as ending when the US military build-up starts.
Sources: Bank of England, Financial Stability Review , December 2001 and OECD.

Largetemporary liquidity injection by the Federal Reserve
safeguarded the financial system

The attacks destroyed or disabled whole portions of New York’s financial infra-
structure, with potentially devastating domestic and international reverberations. Finan-
cial markets were shut down, and remained closed until Monday 17 September. The
Federal Reserve instantly indicated that it stood ready to inject virtually unlimited
amounts of liquidity to avoid payment failures and cascading defaults.> Against this

5. The Federal Reserve’'s New York trading desk, operating from its primary emergency backup site,
engaged in massive repo operations. The Federal Reserve also lent money directly to banks through
the discount window, lifting the stigma normally associated with this facility. Furthermore, the
Federal Reserve gave credit for deposited checks being cleared through its books before the amounts
were deducted from other banks’ accounts. It also kept the Fedwire open late into the night to
facilitate payment execution.
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background, the effective Federal funds rate plunged to levels last seen in the
early 1960s, troughing at 1.2 per cent on 19 September. On the international front, the
Federal Reserve established or expanded 30-day swap lines with the European Central
Bank, the Bank of England and the Bank of Canada, totalling a record $90 billion, so
as to enable them to provide dollars to their financial institutions. These and other
major central banks also provided their market participants with extraliquidity.

In the days following the attacks, important efforts were made to rebuild com-  Soon, settlements returned

munication and power connections and to ensure the smooth and timely reopening of  to normal

markets. As the financial markets and payment infrastructure returned to normal,

loans were repaid, and the temporarily bloated balance sheet of the Federa Reserve

shrank rapidly. Over the next two days, the effective Federal funds rate moved back

up to around 3 per cent. Asin previous episodes of financial stress —such as the

1987 stock market crash, the 1998 Russian default and Long Term Capital Manage-

ment (LTCM) debacle, and the Y 2K scare— the Federal Reserve managed to preserve

the integrity of the financial system.®

The macroeconomic policy response was vigor ous and swift

Monetary policy was eased aggressively, with central banks around the world  Monetary policy was eased
lowering interest rates substantially in the weeks following the attacks. In the and emergency spending
United States, the fiscal response was also swift. On 14 September, just three days was authorised
after the attacks, Congress cleared a $40 billion emergency spending package.” A
few days later, Congress authorised $5 billion in direct grants plus $10 billion in
federal loan guarantees for the US airlines.® Limited discretionary fiscal stimulus
action wastaken in other OECD countries, not |east because many of them had less
room for manoauvre. State aid was granted to airlines in the European Union as
compensation for the losses resulting directly from the four-day closure of
US airspace, but on asmaller scale.®

The US authorities also promptly took a number of regulatory measures. Border  Regulatory policy measures
controls were tightened. An executive order was issued freezing the US assets of ter-  were taken
rorists, terrorist organisations and their sponsors and associates, and banning finan-
cial dealings with them. At the international level, the mandate of the Financial
Action Task Force (FATF) was broadened.'® Security-related restrictions were
imposed or reinforced in most OECD countries. Governments also stepped in to provide

6. The fact that banks and securities firms generally had strong capital bases and sound liquidity
positions aso helped to avoid a systemic breakdown after the attacks.

7. At least half of the money was to be used for relief related to the destruction in Manhattan, at the
Pentagon and in Pennsylvania

8. While the grants were swiftly disbursed, only one company requested a loan guarantee. The
guarantees are not very attractive as they are conditional on the beneficiary giving the government
options on its own stock.

9. For example, France granted 55 million euros. Rescue financing was arranged for Swissair and
Sabena, which went bankrupt.

10. On 31 October 2001, the FATF agreed to a set of Specia Recommendations on Terrorist Financing
which commit members to: take immediate steps to ratify and implement the relevant United Nations
instruments; criminalise the financing of terrorism, terrorist acts and terrorist organisations; freeze and
confiscate terrorist assets; report suspicious transactions linked to terrorism; provide the widest possible
range of assistance to other countries’ law enforcement and regulatory authorities for terrorist financing
investigations; impose anti-money laundering requirements on alternative remittance systems;
strengthen customer identification measures in international and domestic wire transfers; and ensure that
entities, in particular non-profit organisations, cannot be misused to finance terrorism.

© OECD 2002
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Overall, good crisis
management lessened the
economic impact

Medium-term consequences
should not be under-estimated

Insured losses were
thelargest ever...

... but no major bankruptcy
has occurred

M edium-ter m economic consequences

temporary backstop insurance for terrorism risk, although in the United States more
ambitiousinitiatives to that effect failed to be approved by Congress.

Overall, the short-term adverse economic impact of the attacks was far less than
feared initialy, thanksin large part to good economic crisis management. The Federal
Reserve, the Administration and Congress acted quickly to restore confidence, inject
liquidity and provide resources to ded with the consequences of the attacks. Lowering
the price of credit and temporarily providing vast amounts of liquidity helped safe-
guard the integrity of the financial system and save firms from bankruptcy, and was
perhaps more important than bailing out firms with budgetary resources. International
co-operation, not least at the level of the monetary authorities, also helped.

Even though the strong policy response mitigated the short-term direct impact,
medium-term implications from the attacks should not be under-estimated. In gen-
erd, little research is available regarding the long-lasting impact of terrorism. A case
study on the terrorism-prone Spanish Basque region suggests a permanent drop in
output, but thisis largely related to the displacement of economic activities to more
secure regions and does not apply to alarge national economy.! Half ayear after the
events, nonetheless, it appears clearly that three important consequences will be
long-lasting: insurance coverage for terrorism-related activities is more difficult to
obtain and premiums have increased considerably; pressure is mounting to tighten
security at the borders and better screen the vast flows of merchandise entering
OECD countries; public spending on security and military operations is on the rise.
These three channels are discussed below.

The shrinkage of affordable insurance cover age:
should gover nmentsintervene?

The losses from the terrorist attacks for the insurance industry (including rein-
surance) are estimated at between $30 billion and $58 billion, with the main uncer-
tainty deriving from payments on liability insurance. The attacks represented the
largest insurance event in history, dwarfing the $21 billion of losses incurred when
Hurricane Andrew hit Florida in 1992.%2 Even if the final cost is close to the lower
estimate, insured losses in 2001 are likely to have been the highest ever
(Figure IV.3).

In spite of the magnitude of these payments, no major bankruptcies have
occurred in the industry, in part because the risk was spread over a number of com-
panies and countries. It is estimated that reinsurers, most of them European, will

11. See Abadie and Gardeazabal (2001).

12. As of the end of January 2002, claims for $27.4 billion had been filed, mostly for commercial
insurance. Claims from the 1993 bombing of the World Trade Center amounted to $0.5 billion. The
1992 Los Angeles riots were the most expensive man-made disaster to date, with claims of
$0.8 billion. These costs were almost entirely concentrated in property insurance claims. In contrast,
the 11 September attacks have led to claims on a variety of types of policies: life, property, auto,
airplane, workers compensation and business interruption insurance.



Economic consequences of terrorism - 125

Figure IV.3. Insured losses
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incur over half of the losses. The capital base of many insurance and reinsurance
companies has been severely hit, the shock having come on top of a series of other
recent disasters (including some major storms) and portfolio losses associated with
stock market declines. Asaresult, it islikely that several companies would not be in
a position to withstand another shock of a similar magnitude.*®

Following the attacks, primary insurers and reinsurers have hiked their premi- Insurance rates have risen
ums and curtailed or dropped altogether coverage for terrorism-related risk.** The from low levels
hikes in insurance premiums have hit several industries. The strongest impact has
been on aviation, but other sectors, including transportation, construction, tourism
and energy generation have also been affected. Overal, it is estimated that commer-
cial property and liability insurance rates have been raised by 30 per cent on average,
with “target” structures such as chemical and power plants and “iconic” office build-
ings seeing steeper increases. This should be seen in the context of a sharp decline of
premium rates in the 1990s, which in the case of reinsurance, had only started to be
reversed in 2000 (Figure 1V.4). Even with the projected hikes, reinsurance rates
should remain well below the peaks reached in 1993, especially given enhanced
competition in the industry, which limits the scope for further rate increases.

Another channel through which developmentsin the insurance sector may have Coverage has been reduced

economy-wide implications is the reduction in coverage. Uncertainty negatively
affects the capital accumulation process and the existence of instruments to share and
limit risk —which help reduce uncertainty — are often associated with increased
investment.®® These instruments have included over time the creation of limited lia-
bility corporate structures, the development of hedging instrumentsin financial mar-
kets and the growth of the insurance industry, the size of which is positively
correlated with GDP. To the extent that it increases uncertainty related to investment
decisions, reduced insurance coverage may thus have a negative impact on growth.

13. See Cumminset al. (2002).
14. US Genera Accounting Office, 2002.
15. See Bassanini and Scarpetta (2001), Dixit and Pyndick (1994), Hartman (1972) and Leahy et al. (2001).
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Insurance firms will eventually
priceterrorism risk

Hence, long-lasting
government intervention
is not always justified...

Figure IV.4. Reinsurance rates!
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1. “Rate on line” data, referring to the rate which, when multiplied by the indemnity, would produce the premium.
Dotted line for 2002 are Secretariat estimates, assuming a 30 per cent increase in rates.
Source: Guy Carpenter (www.guycarp.com) and OECD.

The reduction in the coverage of risksisin large part the result of the difficulties
insurance firms face in pricing large terrorist attacks. Until 11 September, the risk of
a large magnitude event was considered low and was seldom formally incorporated
into premium rates. Primary insurers and reinsurers are now facing the complex task
of pricing the risks related to terrorism, which is difficult not least because it involves
“correlated risk”, i.e. the possibility that severa catastrophic events occur simulta-
neously. With time, however, insurance companies will become better equipped to
model “patterns” and risks of terrorist attacks, much as they already do for natura
catastrophes. Indeed, a group of European insurance and reinsurance companies has
recently announced their intention to set up a pool to cover against some types of ter-
rorism risk. In the United States, airlines are in the process of creating a mutual com-
pany, Equitime, with similar purposes, although the proposed scheme has the
Government act as a reinsurer of last resort.?® Finally, the use of mechanisms to
transfer insurance risks to the financial markets could also play an important role in
increasing coverage against terrorism. The market for insurance bonds — sometimes
known as “catastrophe bonds’ — launched in 1996, has remained thin, as the fear of
information asymmetries reduced demand and the availability of cheaper sources of
finance discouraged issuance from insurance companies.'’ It is conceivable, how-
ever, that the increase in the industry’ s capital needs and ongoing efforts to repack-
age insurance bonds in forms more familiar to financial markets may increase
liquidity and lead to alarger role for capital markets in providing alternative risk
transfer mechanismsin the future.!8

The efficient modelling of “patterns’, the building of adequate private insurance
capacity and the development of risk transfer mechanisms for terrorism insurance are
likely to take afew years. In the meantime, incomplete markets for sharing risk may be
construed as a market failure, which could in theory justify government intervention.

16. Severa insurance or reinsurance companies, specialised either in terrorism risk insurance or in the
aviation industry, have also been created in the Bermudas since the attacks.

17. See Niehaus (2002). Insurance (“catastrophe’) bonds are debt instruments carrying a premium
reflecting the agreement by investors to forgive some of the principal and/or interest payment in case
a specified catastrophe occurs.

18. See A.M. Best's Review, February 2002. Since 1996, approximately $13 billion of insurance bonds
have been issued — arelatively small amount.
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Indeed, several OECD governments have long had schemes in place to cover terror-
ism risk (Box 1V.2). Many of those schemes were introduced to deal with a particular
set of poalitical events, which had led to a re-evaluation of risks and the reduction of
coverage. Often, they were thought of as a temporary state response to market fail-
ure, in the expectation that with time, the insurance industry’s capacity would
develop and efficient risk-sharing arrangements would be re-established. The fact that
many of these schemes have endured beyond their original mandate is an indication
that either the market failure was not temporary or that government intervention
crowded out private sector responses. Finally, the design of support schemes is nec-
essarily dependent on the particularities of domestic judicial processes. For instance,
the Pool Re scheme in the United Kingdom, which does not provide reinsurance for
liability coverage, would be less applicable in the United States, where the judicial
system allows a much wider scope for litigation on third-party liability cases. These
differences also complicate international pooling efforts.

... and should be limited
in scope

Overall, even though it has been hit by the largest amount of reimbursements
ever recorded, the insurance industry has escaped bankruptcy, and some large rein-
surers are still able to distribute dividends to their shareholders. In reaction to the
terrorist attacks, commercial insurance premium rates have been raised significantly,
but this partly offsets the decline recorded in the last decade. This pricing power
encourages the entry of new capital in the industry, which will spur competition and
help contain further rate increases. More worrying is the shrinkage of coverage for

Box IV.2. State mechanismsto provide insuranceor reinsurance against terrorism risk

Several OECD countries that have experienced lasting
pressures from terrorists have established government-
sponsored insurance coverage schemes.

In the UK, a pool reinsurance company, Pool Re, was
established in 1993 to ensure the continued availability of
insurance cover for damage and loss caused by terrorist
actions, which had become largely unavailable after a spate
of IRA attacks. Pool Re functions as a reinsurance company
for its (voluntary) members, while the Government provides
reinsurance to Pool Re. The first £100 000 lies with primary
companies, with Pool Re intervening only above that
amount. Losses from underwriting activities are covered by
accumulated premia or, if needed, by an additional call on
members (limited to 10 per cent of the annual premium).
Beyond that, claims are met by the Government. This
scheme enables insurers to cover terrorism without the need
to restrict the sums insured, but does not encompass third-
party liability insurance.

In Spain, the state insurance compensation fund (CCS,
Consorcio de Compensacion de Seguros) was created
in 1928 and now covers a variety of “extraordinary” risks,
including terrorism. Premia are collected through a sur-
charge on al policies in specific risk categories. Tradition-
ally, CCS has provided subsidiary cover and served as a
guarantor if a primary insurer is declared insolvent, so it did
not technically provide reinsurance. After the 11 September
attacks, however, the fund has started providing reinsurance

for air transportation against war and terrorism risks (third
party liability only).

In France, since December 2001, the state-owned Caisse
Centrale de Réassurance under government guarantee, cov-
ers physical and property damages caused by terrorism
attacks above an annual 1.5 billion euros ceiling. Under this
amount, the insurance and reinsurance markets cover the
risks. Other countries that have special mechanisms to deal
with terrorism risks include South Africa (where SASRIA,
the South African Special Risk Insurance Association, cre-
ated in 1979, insures against political risks) and Israel
(where the Property Tax and Compensation Fund, financed
by a nation-wide property tax, covers property and casualty
insurance claims from terrorism-related losses). Several
countries, including Switzerland and Japan, have some type
of government scheme to insure against “ catastrophes”, but
these do not specifically include terrorism.

In the United States, following the 11 September attacks,
the administration proposed a transitiona three-year “ Share
Loss Compensation Programme” to address the risk of a
shrinkage of affordable insurance. Under the programme,
which has not been approved by Congress, the share of
insurers in loss compensation would have been capped (as a
percentage of total losses), with Government stepping in
beyond that limit. The cap was to be increased gradually
until 2004, when government involvement would have been
phased out.

© OECD 2002
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The attacks led to short-term
disruptionsin transportation

New security measures have
been introduced for air
and sea shipments

Underlying transportation
costs may have increased

commercia properties deemed too risky and for terrorism risk altogether. The pri-
vate insurance sector may eventually decide to re-enter the market for some types of
terrorism-related risks, but such a prospect is at present elusive not in the least
because the industry may not bein a position to face losses of a similar magnitude of
that of 11 September. Hence, close monitoring is warranted. If government involve-
ment proves justified, it should be limited in scope, be conceived in partnership with
the private sector and be accompanied by the introduction of some type of user fee.
In that regard, multi-pillar risk sharing mechanisms, involving insurers, reinsurers,
pooling structures, capital markets, and possibly governments as a last resort insurer
may offer avalid alternative. Government involvement is likely to be especialy jus-
tified in the case of potential losses arising from mega-terrorism (such as a nuclear
attack), which is typically excluded from standard insurance policies. In that regard,
international options may also be considered.

I ncreased shipping costs:. isthere a trade-off between
efficiency and security?

Following the 11 September terrorist attacks, the air transportation system was
shut off for four days and the Port Authority of New York and New Jersey closed its
operations for two days. More generally, the US transportation system was subject to
severe disruptions largely resulting from the tightening of security measures. The
most severe disruption occurred at the US-Canada land border, where on average
half a million vehicles and $1.4 billion in bilateral trade cross each day. There,
beside the opportunity cost of long waits, the slowdown of border crossings had a
strong impact on the operations of firms, especially in the automotive industry,
where the breakdown of just-in-time supply chains led to several factory shutdowns
on both sides of the border.'® As security measures were gradually lifted, and more
security personnel was hired, the flow of trucks across the land borders was brought
back close to normal, with the average crossing time only dightly longer than before
the attacks. The signing in December 2001 of the US-Canada “smart border” initia-
tive to facilitate trade through improved technology, co-ordination and information
sharing helped in this regard.

Beyond the short-term impact, tighter security requirements and a series of sur-
charges have also affected the cost of transporting goods by sea and air. For interna-
tional sea shipments, this has included notification requirements, more frequent
Coast Guard inspections and tugboat escort obligations, which have resulted in
increased costs and longer waiting times. For airfreight, higher security-related costs
at airports led to the application of security charges, higher commercial insurance
premiaand war surcharges for certain sensitive regions.?

In spite of the new security requirements, six months following the attacks most
available indices show little evidence of an increase in shipping costs and some of
them have declined. Maritime shipping rates increased by 5 to 10 per cent on average

19. See Andrea and Smith (2002).

20. In March 2002, a similar initiative for the US-Mexico border was unveiled.

21. Security charges for airfreight have been increased by $0.10 to $0.15 per kilogram of cargo in North
America, Europe and Asia. Commercial insurance premia were raised for both sea and air cargo, by
between 0.03 and 0.05 per cent ad valorem. War surcharges have been applied to ocean freight cargo
transiting the Middle East, the Red Sea, the Suez Canal and the Eastern Mediterranean. Besides
neighbouring countries, this has also affected important Europe-Far East trade lanes (OECD, 2002).
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in the two weeks following the attack, but that rise was soon reversed. Airfreight
rates, on the other hand, were about 10 per cent higher in late 2001 than before the
attacks.?? Given the sharp deceleration of aggregate demand observed since 2000 and
the drop in fuel costs following the attacks,?® a steeper declinein freight costs should
have occurred (Figure IV.5). The relative resilience of freight rates, despite lower
fuel costs and under-utilised shipping capacity, would tend to suggest that underlying
transportation costs may have increased.

Even though transportation is subject to more security screening than before Further security requirements
the attacks, especially air transport, some observers remain concerned that are being advocated...
US borders are still too porous and that, as a consequence, the country is vulner-
able to further terrorist attacks.?* Permanently tighter security measures have
been advocated to make the borders less permeable. For example, the US Coast
Guard has proposed to the International Maritime Organisation a series of mea-
sures for the prevention and suppression of acts of terrorism against shipping,
and the US Customs Service has recommended initiatives to increase the security
of containers, which account for some 60 per cent of the volume of world trade.

For that purpose, it has been proposed that work start in partnership with authori-
ties responsible for the ten large ports that account for nearly half the containers
shipped to the United States.?> This would involve improved procedures and
technology, requiring significant capital investment in ports, ships and contain-
ers. Cargo originating in one of these ports would then be able to go through

Figure IV.5. Transportation costs'
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1. “Transportation costs” refer to an implicit price index based on the Cass Information Systems index of the transport
industry in the United States (see www.cassinfo.com/frtindex.html for details). The index is calculated as the ratio between
shipment expenditure and shipment volumes, is seasonally adjusted and slightly smoothed.

Source: Cass Information Systems and OECD.

22. The Bank of Japan edtimates that the international air freight transportation cost index in
December 2001 was 11.2 per cent higher than three months earlier. Ocean freight rates on the other
hand, were 1.2 per cent down in the same period (Bank of Japan Monthly Report on the Corporate
Service Price Index, December 2001).

23. According to the Air Transport Association, the average price of fuel used by the USairline industry
has fallen from 92.2 cents a gallon in December 2000 to 79.6 centsin September 2001 and 60.1 cents
in December 2001. Fuel costs account for between 10 and 15 per cent of total operating costs in the
US airline industry — compared with 0.3 to 0.6 per cent for insurance costs and 1.8 to 2 per cent of
total operating expenses for landing fees.

24. See Flynn (2002).

25. The ten ports are Bremerhaven, Genoa, Hong Kong, Kaohsiung, Pusan, Rotterdam, Shanghai,
Singapore, Tokyo and Yantian.
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Box IV.3.

The disruptions caused by the terrorist attacks have raised
concerns for the future of the supply chain management model
increasingly used by firms in OECD countries. After
11 September, the US authorities have tightened security com-
pliance requirements. More careful background checks are
being required for truck drivers, tugboat escort requirementsin
ports are more stringent, access to aircraft cargo bays has been
restricted and the transport of hazardous material is more
closely regulated. Insurance rates have also been raised and
security surcharges added. All these security measures involve
additional costs and can lead to more unpredictable transit
times. Although those effects are small under present circum-
stances, they may be large enough to encourage industries to
reconsider the reliance on just-in-time inventory management
and include just-in-case buffers in their stocks. This could
have an impact on the cost of carrying inventories.

Business logistics (i.e. the management of inbound mate-
rial resources and outbound products) represent a sizeable,
though declining, fraction of overall production costs. Esti-
mates by sector specialists put annual spending on business
logistics in the United States at about $1 trillion in 2000.2
This includes approximately $590 billion in transportation
costs, the bulk of it being accounted by truckload and air-
freight services.® The cost of carrying inventories is esti-
mated at $380 billion per year, which includes capital cost,
management of stocks, insurance, inventory depreciation and
warehousing facilities. The remainder is accounted by
administrative costs.

1. See MIT Center for Transportation Studies (2001).
2. See Delaney and Wilson (2001).

What future for supply chain management after the attacks?

This cost of business logistics is estimated to have fallen
from 16 to 10 per cent of GDP during the last twenty years,
for two main reasons. First, improved supply chain manage-
ment models have made it possible for companies to operate
with thinner inventories and therefore cut back on carrying
costs. Indeed, some companies in the automobile or com-
puter sectors are reported to operate with only one or two
days of stocks of material inputs. Thus, the sharp fall in over-
all inventories, from 25 to 15 per cent of GDP in the last
twenty years, presumably stems from the increased reliance
on just-in-time models. Second, the cost of transportation
services has dropped in relation to other producer prices
since the deregulation of the early 1980s.

The terrorist attacks could encourage companies to hold
larger inventories as a precaution against possible disrup-
tions in the supply chain. It is admittedly difficult to esti-
mate what new level of inventories businesses would be
comfortable with. For illustrative purposes, raising invento-
ries back to the level of 1990 in relation to GDP would
require approximately $300 billion in working capital. This
would in turn impose an inventory carrying cost of about
$75 billion per year (0.7 per cent of GDP). Some compa-
nies have indeed announced that they would raise their
level of input inventories as a precaution against the uncer-
tainty of deliveries. The trend of private stocks therefore
should be kept under monitoring, although some time will
be needed to distinguish between short-term cyclical
movements and structural changes.

3. Measuring the production of the transportation sector is fraught with numerous difficulties. The US Bureau of Economic Analysis and the
Bureau of Transportation Studies produce Transportation Satellite Accounts attempting to assess the contribution of transportation to
overall output. For 1996, the value-added of the transportation sector is estimated at $379 billion, the equivalent of 4.8 per cent GDP,
significantly less than the cost measured by sector specialists, perhaps because of differencesin definitions and methodol ogy .

more expeditious custom procedures when entering the United States, effectively
zooming through a “fast lane”.

... but they arelikely to lead to
higher costs

These proposed new security requirements are likely to affect the cost of
transporting goods across borders, through both higher direct costs and longer
delivery times. Affordable airfreight and the decline in overall shipping costs have
been important factors shaping supply chain management over the last decade.?® A
number of industries have internationalised their supply chains and introduced
just-in-time systems, most of them highly dependent on the speed and reliability of
delivery provided by an efficient transportation system. This has increased oppor-
tunities for global specialisation of production and allowed a reduction in business
inventories and their related carrying costs (Box 1V.3). This greater openness to
international trade has contributed to the increase in productivity levels over the

26. Bovet and Sheffi, 1998.



In spite of the long-term decline in transportation and trans-
action costs, there is strong evidence that national borders and
geography still impede international trade and investment. It is
estimated that on average trading internationally costs
between 10 to 25 per cent more than trading domestically.!
Thisisthe result of several factors, including tariffs, non-tariff
barriers, currency conversion costs and differencesin legal and
payments systems, as well as shipping costs.

— Average tariff rates in OECD countries (on a domes-
tic-production-weighted basis) vary between 3 and
10 per cent. Non-tariff barriers are estimated to have
an effect in the same order of magnitude (Anderson
and Neary, 2001). These barriers can be significantly
steeper for “sensitive” products however, including
stedl, textiles, footwear and agricultural products.

— The cost of border clearance, which includes the
cost of collecting, producing, transmitting and pro-
cessing required information and documents, can
also be significant. These “compliance” costs are
estimated at between 2 and 7 per cent ad valorem,

Box IV.4. Thecost of trading internationally
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but can be considerably higher in some developing
countries.? Once the cost of time delays is added,
border clearance can cost between 5 and 13 per cent
of the value of the traded good.®

Shipping costs vary widely, depending inter alia on
the good shipped, the origin and destination. The
share of transportation and insurance costs in the
custom value of goods traded by the United States
has remained relatively stable at about 3% per cent
in the past few years, with insurance alone typically
costing between 0.10 and 0.15 per cent ad valorem.
There are wide differences however, between for
example trade in medicinal and pharmaceutical
products (classified under SITC 54) and trade in
vegetables and fruits (SITC 05) — with shipping
costs at respectively 1 and 15 per cent of customs
value in 2000. Average costs are typically higher for
other countries, with less efficient port facilities and
less significant economies of scale and scope in the
shipping industry.

1. See Obstfeld and Rogoff (2001).
2. See OECD (2002), Ernst and Whinney (1987) and European Commission (1999).
3. Itis estimated that each extra day of shipping time isworth on average 0.5 per cent ad valorem (Hummels, 2001).

last decade, and has therefore hel ped increase potential output.?” It has also been an
important factor in spurring growth in emerging economies and combating poverty
in many regions of the developing world. Reversing the trend towards higher
affordability of transportation and tightening border crossing indiscriminately
would risk scaling back openness and could have along-lasting negative impact on
growth both OECD-wide and among non-member economies.

Overall, industry experts have estimated soon after the attacks that the total Even small increasesin costs
cost of security-inspired measures could amount to between 1 and 3 per cent can have a strong impact
ad valorem.?® At first glance, this range pales compared with other costs of trad- on trade
ing internationally (Box 1V.4). The direct impact on trading costs is, however, of
a similar scale to that of the reduction in developed countries’ bound tariffs on
the imports of industrial goods, of 2.5 percentage points, agreed under the
Uruguay Round.?® To the extent that the extra cost applies to international trade
only, it will increase the cost of foreign goods compared with domestic ones.

Even small differences in the cost of trading internationally, compared with domesti-
cally, may suffice to explain a strong home bias in goods spending. Thus, the trade
costs associated with international transactionsisfound to explain a substantial portion

27. Bassanini and Scarpetta, 2001.

28. See Leonard (2001).

29. Although the direct impact on trading costs is of a similar scale, the welfare effect of changes in tariff
rates are different, since account needs to be taken of dynamic (secondary) effects, including on
government revenues. Bound tariffs on developed country imports of all industrial products were
reduced from 6.3 to 3.8 per cent on average with the Uruguay Round of multilateral trade negotiations.
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The limited short-term economic impact of the attacks on
advanced economies helped allay fears over the fallout on
developing countries. The widening of bond spreads, the fall
in commaodity prices and the weakening of currencies that
plagued many emerging markets soon after the attack, have
been quickly, if sometimes only partly, reversed. If domestic
demand recovers as expected in OECD countries, prospects
for emerging markets should improve further.

Over the longer term however, the overall impact of the
terrorist attacks on developing countries could be substantial.
This impact could come from three main channels: shipping
costs, the tourism industry and workers' remittances:

— The effect of the proposed tightening of security on
the cost of trading internationally is likely to be
asymmetrical. Developing country exports often
have higher ad valorem transportation costs (notably
bulky commodities and perishable goods transported
by air) and should thus be affected disproportion-
ately. A “certification” procedure with selected for-
eign ports could be discriminatory if developing
country ports fail to qualify. “Know-your-partner”
initiatives, whereby pre-registered intermediaries go
through simplified border procedures, may also
favour large trading companies over smaller devel-
oping country-based firms. These proposed mea-
sures risk creating a “slow lane” for developing
country exports, increasing relative compliance
costs and eroding their competitiveness.

— Heightened fear of travelling following the attacks
led to a number of cancellations and a drop in new
bookings. Reservations world-wide fell by an
estimated 12 to 15 per cent in October 2001 com-
pared with the previous year, and had still not fully

1. Human Rights Watch, 2001.
2. Puri and Itzema, 1999.

Box IV.5. Theimpact on developing countries

recovered by early 2002 according to the World
Tourism Organisation. In developing countries,
travel services account on average for about 7 per
cent of total exports of goods and services and 2 to
3 per cent of GDP. The number is considerably
higher in the Caribbean, the South Pacific and for
some countries in the Middle East and North Africa
region (Egypt, Jordan, Morocco and Tunisia) as well
as in South and Southeast Asia (Nepal, Sri Lanka,
Thailand and Vietnam). The drop in tourism traffic
has also been asymmetrical, with some of the coun-
tries that depend most heavily on the industry expe-
riencing the largest number of cancellations.
Although the tourism industry is expected to recover
as consumers gradually revert to a business-as-usual
attitude towards travelling, the increase in the per-
ception of risk for some destinations is likely to be
more permanent.

For security reasons, visa regquirements and the con-
trol of illegal immigration have started to be tightened
in advanced countries.? This hasthe potential to lower
the number of developing country workers employed
abroad, affecting the level of remittances. The fact
that a disproportionate share of these emigrants work
in the tourism industry (hotels especialy) should aso
affect transfers. Emigrants’ remittances are an impor-
tant source of income for most of Central America,
the Caribbean and South Asia, as well as for some
countries in the Pacific and in Southeast Asia.
Although the exact level of transfersis difficult to
determine, since part of them transit through unoffi-
cia channels, emigrants remittances are higher than
exports for several countries.?

A co-operative approach
isneeded

of observed international market segmentation.®® Hence, the possibility that
security measures may have a significant impact on trade flows should not be
discarded. Elasticity of trade flows with respect to transaction costs are estimated
to range between -2 and -3, implying that even arelatively small increase in the
costs of trading internationally in the order of 1 per cent would lead to adrop in
trade flows of between 2 and 3 per cent.3!

Even though a trade-off between security and efficiency of border crossings
cannot be fully avoided in the short-term, it is likely that this trade-off can be
eliminated in the medium-term. New security measures can be formulated in a

30. See Frankel (2000), Obstfeld and Rogoff (2001) and Parsley and Wei (2000). Obstfeld and Rogoff
discusstherole of international trading costs in the existence of a strong home bias in goods spending,
aswell asin the holding of assets and in the financing of investment expenditures.

31. Seeliméo and Venables (2001).



Economic consequences of terrorism - 133

way that does not diminish the efficiency of merchandise border crossings. New
regulations should for instance be subject to risk-management analyses to ensure that
they address the most critical risks. The additional costs can dso be minimised by a co-
operative approach between the private and the public sector in both the design and
implementation phases. Security measures should be introduced with a sufficiently long
implementation lag and enough flexihility to allow businessto find the least costly way of
meeting new requirements. The air cargo security regime introduced by the United
Kingdom in the wake of the Lockerbie disaster of 1988 is a good example in this regard.
The global impact of security measures should also be carefully taken into account. Bilat-
eral agreements between customs authorities to organise “fast lanes’ for containers origi-
nating from secure ports appear at first glance to be an efficient solution, but they could
be discriminatory, especially against developing countries (Box IV.5). International
co-operation and consensus building would help make new security measures more
efficient while reducing their potentially negative impact on trade flows.

Theimpact of growing security and military spending:
hasthe*” peace dividend” been reversed?

Immediately after the attacks, the US Administration and (to a lesser extent) US government spending
other OECD governments increased public spending to help reconstruction, increased sharply
strengthen domestic security and combat terrorism. These additional appropriations
resulted in a sharp increase of general government spending in the fourth quarter
of 2001, which helped support aggregate demand and avoid a decline in domestic
output. Such atemporary increase is not unusual after large catastrophes or natural
disasters (Table IV.2) such as the Kobe earthquake or the windstorms that struck part
of Europe in December 1999.

Further to this additional appropriation, the President has requested from Congress  Further increases
an expansion of security-related programmes in the context of the budget for FY2003. are planned...
Additional spending of $48 hillion was proposed for national defence (an increase by

TablelV.2. Fiscal supporttodomestic demand
in the aftermath of selected catastrophes

saar in per cent
Public spending in the subsequent quarter

arter-on quarter
qau au contribution to GDP

Episode change
Italy November 1980 earthquake 4.1 0.9
Spain August 1983 flood 3.1 0.5
United States August 1992 hurricane Andrew 2.1 0.4
United States” January 1994 Los Angeles earthquake 0.7 0.1
Japan” January 1995 Kobe earthquake 35 0.8
Turkey® August 1999 earthquake 13.1 1.1
France December 1999 storms 3.6 0.9
United States 11 September 2001 attacks 10.2 1.8¢

a) The increase in the next following quarter was much higher (+8%).

b) The increase in the next following quarter was much higher (+15%).

c) Refers to goverment consumption spending only.

d) Of which 0.7 percentage points at the federal level, with half thereof falling under national defence.
Source: OECD.
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... and will require additional
government borrowing

Spending will increaseto a
lesser extent in other countries

This additional spending does
not entirely reverse
the peace dividend

14 per cent from the previous year). In addition, the President asked Congress for an
appropriation of $38 hillion to boost “homeland security”, compared to $20 billion spent
in 2001. This seeks to improve the preparedness of “first responders’ (firemen, police,
rescue workers), enhance defences againgt biological attacks, secure borders and improve
information sharing, and includes $8 hillion for domestic defence spending.®

The additional spending is being financed by government borrowing. Thereis
little indication that taxes will be raised to finance this effort. The Administration has
proposed to hold back the increase in other non-discretionary spending to no more
than 2 per cent in nominal terms. This would require an unprecedented degree of
discipline in such spending, which might not be accepted by Congress.

Other Member countries do not appear to have increased their security-related
budgetary spending to a similar extent, but have nonetheless diverted resources
within existing budgets to improve preparedness and finance counter-terrorism
actions. Thus, additional resources are being devoted to the military and the policein
several cases (Table 1V.3). Canada has started to implement afive-year programme to
fight terrorism, costing 0.7 per cent of GDP. Germany has approved an anti-terror
package equivalent to 0.1 per cent of GDP. The armed forces in the United Kingdom
have requested an additional 0.7 per cent of GDP to meet the requirements of the war
against terrorism. Limited information is readily available for the time being on
actions taken by other OECD countries (a better picture will emerge when draft
budgets for 2003 are presented). Based on anecdotal evidence, it seemsthat both military
and domestic security spending is set to rise, athough lessthan in the United States.

The recent rise in security spending started from arelatively low initial level, as
most North Atlantic Treaty Organisation (NATO) countries had reduced military
spending since the 1980s. In the United States, defence spending dropped to 3 per
cent of GDP in 2000, well below the peak of over 6 per cent of GDP at the climax of

TableIV.3. Spending on defence and police in selected countries ——
As a percentage of GDP

2000 2001 2002

Defence Police Total | Defence Police Total | Defence Police Total

United States “ 3.0 0.1 3.1 3.0 0.1 3.1 33 0.1 34

Japan 1.0 0.1 1.0 1.0 0.1 1.0 1.0 0.1 1.1
Germany ” . . 13 | . . 13 | . . 1.3
France 2.6 0.3 3.0 2.6 0.3 2.9 25 0.3 2.8
Ttaly © 1.1 1.5 2.6 1.2 1.5 2.8 1.3 1.6 2.8
United Kingdom® 1.9 0.8 2.7 1.9 0.9 2.7 1.8 0.9 2.7
Canada ¢ . . 1.3 . . 1.5 . . 1.5

Note: Figures in this table are based on national budgets (and not on national accounts) and are therefore not
strictly comparable across countries.

a) Fiscal year basis, federal (or central) government only.

b) Includes an anti-terrorism package equivalent to 0.07 per cent of GDP in 2002 which is budgeted as a separate
item from defence and public order. There is a break in functional budget definitions between 2000 and 2001
for defence.

c¢) State sector (central government).

Source: National budgets.

32. In March 2002, an additiona $27 billion emergency funding request was made, involving supplemental
appropriations for FY 2002 (of which $19 billion going to defence and homeland security).
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Figure IV.6. Military spending in NATO countries
Current spending as a percentage of GDP
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the Cold War build-up in the mid-1980s. The proposed increase of national defence and
homeland security outlays in the United States would keep spending below 4 per cent of
GDP, i.e. below the levels recorded until the mid-1990s (Figure IV.6). The increase in
military spending actually started before the recent terrorist attacks. World military
expenditure® reached a low point in 1998 and increased subsequently. All of this sug-
gests that the era of the so-called “ peace dividend” is winding down and that OECD
economies have entered a new era of increased spending on military operations and
domestic security. If previous periods of military build-ups are used to draw a parallel,
such increasesin public spending could undermine the trend of fiscal consolidation.

The impact of military spending on economic growth has been the topic of theo- I ncreased spending may divert
retical and empirical research, as the “peace dividend” associated with the end of the resources from productive use
Cold War was expected to result in positive welfare gains. Anayses suggest that mili-
tary spending affects medium-term growth negatively through several channels (such
as lower capita accumulation, reduced civilian labour force, losses resulting from capi-
ta reallocation). Empirical studies have, however, produced ambiguous results. Econo-
metric studies typicaly have difficulties identifying the impact of military spending on
growth because such spending boosts growth in the short-run, even though it may
lower it after alag. Some earlier research suggests a significant negative impact of mil-
itary spending on growth using panel data estimation, but more recent work finds no
strong relations between military expenditure and either investment or growth.®* Overal,

33. There are severa widely known databases on military spending: data compiled by the Stockholm
International Peace Research Institute (SIPRI) are considered to be the best for the purpose of economic
analysis because they apply a consistent definition of expenditure across countries (SIPRI, 2002); other
publicly availableinternational databases are kept by the NATO and the International Monetary Fund (IMF).

34. SeeKnight et al. (1996), Ramey and Shapiro (1998) and Smith and Dunne (2001).
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Private sector spending on
security isalso on therise

Higher security spending
could have adverse effects
in the long run

To sumup

the conventional wisdom is that military build-ups are likely to have a detrimental
long-term impact on economic growth, but this impact is likely to be smal, and in any
case much smaller than other traditional determinants of growth.®

In addition to the rise in public spending, it is likely that private sector spending
on security isrising aswell. Limited data are available on private security spending, but
it may attain $40 billion annually in the United States.3® Nearly half of the total spend-
ing for security by the private sector is composed of a single category, security guards
and other protective service employees. The rest of the spending falls into such catego-
ries as alarms systems, computer security, locks and safes, fencing, surveillance cam-
eras, safety lighting and guard dogs. This considerable amount is comparable to what is
spent on Federal, State and local police, excluding the armed forces. Higher private
spending on security would involve hiring more labour, such as information and com-
munication technology (ICT) experts and security guards protecting commercial pre-
mises, and would therefore reduce the level of labour productivity. Like pollution-
reducing spending, private efforts to enhance security improve welfare, but do not pro-
duce output the way it is traditionally measured. Other security measures, such astime-
consuming controls at airports and borders, would also lead to alower level of produc-
tivity. The medium-term impact of a sharp increase in private security spending is,
however, generally gauged to be small. A doubling of private security spending might
reduce the level of potentia output by 0.6 per cent after five years and the level of
private sector productivity by 0.8 per cent.3

Theincrease in public and private sector spending on domestic security and the
armed forces, even though it does not reverse the peace dividend, cannot be consid-
ered as entirely negligible. To calibrate the possible economic impact, the US block
of OECD’s Interlink model was used to simulate a permanent increase of military
spending by 1 per cent of GDP and of government employment by 0.5 per cent of the
labour force, spread between 2001 and 2003 and financed by government borrowing.
Private spending on security is assumed to increase permanently by 0.5 per cent of
GDP. The short-term boost on aggregate demand would increase output above the
baseline level during three years. Afterwards, however, higher real long-term interest
rates, assumed to exceed the baseline by 30 basis points, would weigh on capital
accumulation. The level of labour productivity would be reduced by 0.5 per cent
over three years and the real exchange rate would appreciate by about 3 per cent.
Hence, starting in the fourth year, output would start falling below the baseline level.
After five years, real GDP would be reduced by about 0.7 per cent compared to the
baseline.® The lesson of this simulation is that public expenditure restraint needs to
be exercised, so that high public borrowing does not undermine potential growth and
labour productivity is not unduly reduced.®

Overall, even though the short-term recovery from the terrorist attacks has been
faster than expected, negative medium-term consequences through various indirect
channels cannot be excluded. As noted, the rise in security-related public and private

35. Smith and Dunne (2001) for instance calculate that, based on commonly accepted parameters, an
increase in military spending by one percentage point of GDP is likely to reduce potential output growth
by 0.25 per cent during a transition period.

36. See Anderson (1999).

37. See US Council of Economic Advisors (2002) and Hobijn (2002).

38. The decline in welfare from heightened security risks is likely to exceed this figure. This cannot be
easily captured by thistype of exercise, however.

39. SeeBaily (2001).
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spending is likely to have a small, permanent negative effect on production factors
and the level of productivity. The shrinkage of terrorism-related insurance coverage
may have a detrimental impact on investment, as lenders become wary of greater
potential risks, although there is no strong evidence yet of such a pattern. The inter-
national trade system is dangerously exposed, with potentially large repercussions
for supply chain management. Another devastating terrorist attack would exacerbate
these trends. In sum, close attention needs to be paid to the medium-term conse-
guences of terrorism. Measures to reduce the risk and the economic consequences of
further attacks should be both security-effective and growth-friendly.

© OECD 2002
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V. ONGOING CHANGES
IN THE BUSINESS CYCLE

I ntroduction and summary

The recent period of widespread economic weakness has brought to the forefront
guestions about how closely economic activity is synchronised across national borders
and what transmission channels serve to foster synchronisation. This chapter provides
an historical context for the discussion of these issues, reviewing the genera evidence
on the evolution of the business cycle and synchronisation among OECD economies
and selected factors affecting international transmission in the recent past.

The genera evidence on the evolution of the business cycle suggests that its
amplitude has significantly declined for most OECD countries over the past decade
or more. Evidence on the length of the cycle is, however, more mixed. For most
economies the length does not appear to have changed to any significant degree,
while for several economies it appears to have increased towards the norm seen in
other economies.

In explaining the reduction in the amplitude of the business cycle, it isimportant
to distinguish between changes in impulses (or shocks) and changes in factors that
affect their transmission through the economy. It seems likely that part of the reduc-
tion in volatility stems from the fact that the size and nature of shocks have changed
over time. In particular, the 1970s and early 1980s were marked by large negative
supply shocks such as the unprecedented oil price increases, while, in contrast,
the 1990s have been affected by relatively smaller and benign supply-side devel op-
ments.? In terms of factors affecting transmission, which is the main focus of this
chapter, the most important elements in explaining the reduction in volatility may be
the increasing role of services in the economy, the related reduction in the impor-
tance of inventories, and the adoption of macroeconomic frameworks that have
increasingly focused upon medium-term stability objectives.® In contrast, although
international trade has markedly increased across the OECD over the past few
decades, and net exports in general reduce the amplitude of the business cycle, the
contribution this has made in explaining the overall reduction in volatility appears
limited. Financial market deregulation in the 1980s and the arrival of the so-called
New Economy may also be important factors shaping the cycle; however, this
chapter provides only a partial assessment of their net impacts.

1. This chapter draws on a recent study of business cycles: see Dalsgaard, T., J. ElImeskov and
C-Y. Park, “Ongoing changes in the business cycle — evidence and causes’, OECD Economics
Department Working Papers No. 315, 2002, available at www.oecd.org/eco/Working Papers/.

2. A recent discussion on the role of shocks in shaping the business cycle can be found in the IMF World
Economic Outlook (2001) and the OECD Economic Outlook (2001).

3. Therole of inventories in the recent US slowdown, however, is a sobering reminder that this element
of the cycle has not been entirely eliminated.

Thebusiness cycle haschanged
over recent decades

The amplitude of the cycle
has declined...

... dueto smaller shocks,
changed transmission
and better policies
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International divergences have
diminished

Some international linkages
are increasingly important

Separating output and
expendituresinto trend
and cycle...

... the output cycle
has diminished over time

Stylised facts about the domestic business cycl

Asthe amplitude of the business cycle has fallen for individual countries, inter-
national divergences in activity have also diminished. However, available evidence
on international business cycle correlations suggests that, apart from the euro area,
this has not led to a significant increase in the synchronisation of activity.*

In contrast to the general experience over the past few decades, recent experi-
ence suggests that some aspects of synchronisation may have increased. In part this
may have been driven by emerging new channels of international transmission that
affect domestic demand directly across countries, for example, increasing financial
and product market linkages. The main challenge for policy makers that these
aspects of economic integration present is that significant shocks emanating in one
country, sector, or industry may now more quickly spread across national borders.

and inter national synchronisation

Measuring the business cycle

A basic premise adopted here is that for any economy there is such athing as
a“typical” business cycle, describing the movements of macroeconomic variables
around their long-term trends. In practice, there is no neat separation between trend
and cycle; rather, the two interact as exemplified in the phenomenon of unemploy-
ment persistence. However, for the purpose of constructing cyclical indicators that
can be readily compared across countries, it is assumed that trend and cycle are
separable. The extensive literature on detrending methodologies offers a wide
range of techniques, where the preference of one methodology over another gener-
ally hinges on the objectives of the analysis and the specific characteristics of the
time series in question.® Results presented in this chapter employ the
Hodrick-Prescott (HP) filter, which provides a mechanical decomposition of the
cycle into the contributions from individual expenditure components. This con-
trasts with the production function approach, used more generally at the OECD to
measure potential output and the output gap, which offers an assessment of the
sources of growth, thereby providing a more useful starting point for examining
cyclical pressures, inflation and fiscal developments.®

The domestic cycle has become smaller over time

Visual inspection of the output gaps presented in Figure V.1 suggests that, in gen-
eral, there has been a decline in their amplitude over time, and thisis confirmed in
Figure V.2, Panels A and B, which plots the standard deviation and average absolute

4. The lack of evidence of increased synchronisation in general is likely to be influenced, however, by
the fact that two relatively large country-specific events occurred in the early 1990s; German re-unification
and the bursting of the Japanese asset price bubble.

5. Seefor example, Canova (1998).

6. SeeGiorno et al. (1995). The aggregate business cycle results are broadly similar under both measures.
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Figure V.1. Output gaps
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Figure V.2. The amplitude of output gaps has diminished
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Source: OECD.

size of the output gap over ten-year periods.” Compared with 30 years ago, the vola-
tility of the business cycle for most of the OECD countries examined appears to be
lower.2 A notable exception is Japan where the amplitude of the cycle markedly
increased in the 1990s.

7.

The data used are seasonally adjusted quarterly data from the OECD’s Andytical Database. The
13 OECD countries for which quarterly national accounts data are generally available from 1960
onwards are: United States, Japan, Germany France, Italy, the United Kingdom, Canada, Australia,
Austria, Spain, Sweden, Norway and New Zealand. Note that due to data limitations Norway and
New Zealand were not included in some of the analyses. As the default, an HP filter with
A = 1600 is used uniformly across all time series and all countries. Gaps are calculated as
100* [log(X)—HP(log(X)], except for ratios, where the HP filter is applied directly to the ratio. For the
purpose of filtering the time series, data have been extended to 2006g4 and backcasted to 1955q1 in
order to mitigate potentia biasin both ends of the sample. These extensions of the dataset have been
constructed by replicating the growth path of the previous/next 20 quarters.

In general, the decline in volatility occurs across both small and large OECD economies and is also
apparent using a levels-based definition of the business cycle, see IMF World Economic Outlook
(2002) for details.
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TableV.1. Contributionstothevariance of output gaps

Total Contribution
output from total Contribution
gap domestic from
variance” demand trade Residual
United States
1961-1970 1.8 2.1 -0.2 0.0
1971-1980 4.6 6.7 -1.6 -0.5
1981-1990 3.1 4.2 -1.0 -0.1
1991-2000 0.7 1.3 -0.6 0.0
Japan
1961-1970 2.9 2.7 -0.4 0.5
1971-1980 3.3 5.2 -1.8 -0.1
1981-1990 1.1 1.5 -0.3 0.0
1991-2000 1.8 2.2 -0.4 0.0
Euro countries’
1961-1970 2.1 3.1 -0.9 -0.1
1971-1980 2.8 4.5 -1.7 0.0
1981-1990 0.9 1.5 -0.6 0.0
1991-2000 1.0 2.0 -1.0 0.0
Other countries®
1961-1970 1.9 2.5 -0.7 0.1
1971-1980 2.8 3.9 -1.3 0.2
1981-1990 2.8 4.7 2.3 0.4
1991-2000 1.7 2.2 -0.5 0.0

Note: The variance of the output gaps is a proxy for the average size of the gap (since it measures the squared average
distance from the gap mean, which is close to zero). The contributions to total output gap variance from the total
domestic demand gap and the trade gap are calculated as a weighted average of their individual variances and their
covariance. The residual is the discrepancy between the total output variance and the sum of its components, which
is due to statistical discrepancies, averaging effects as well as the non-additivity of real expenditure components for
countries using chain-weighted accounts. See Dalsgaard et al. (2002) for more detail.

a) Total output gap variance is equal to contribution from total domestic demand + contribution from trade + residual

b) Euro countries in the sample include Austria, France, Germany, Italy and Spain. Simple average.

c) Other countries include Canada, Sweden and the United Kingdom (Australia, New Zealand and Norway are not
included due to lack of data). Simple average.

Source: OECD.

Looking at the contribution of individual demand components to the overall Domestic demand has become

output gap (Table V.1), the decreasing amplitude of output gaps in the OECD coun- more stable...

triesis accounted for mainly by the increased stability of domestic demand, in partic-

ular, private consumption and stockbuilding. For most countries, the contribution to

overall economic fluctuations from government consumption and investment is quite

small and fairly stable over time. The declining volatility stemming from inventories

partly reflects the increased size of the service sector and partly the improved

methods of inventory control.®

The net contribution from trade to output gap variance has been negative for most ... while net trade has acted
countries and in most periods —in other words, net trade has generdlly, and oftenina asa buffer for some countries
substantial way, acted to dampen the cyclein OECD countries.!® The stabilising role of

9. The share of services in total GDP increased from 56 per cent in 1970 to 70 per cent in 1999 for a
weighted average of the 13 OECD countries reported upon in this chapter. Part of thisincrease, however,
reflects are-labelling of activity given a trend towards outsourcing and division of labour.

10. The only exceptions are Audtria in the 1990s where trade contributed slightly to increased output gap
variance, and Germany in the 1980s and 1990s where trade on net did not affect total output gap variance.

© OECD 2002
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The length of the cycle
islargely unchanged...

Figure V.3. Cushioning from trade has increased in some regions ——
Output gap variance relative to domestic demand variance
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Note: The figure shows the variance of output gaps relative to that of total domestic demand gaps. It indicates the net
cushioning effect from trade on overall output gap variance, i.e. the more distant from 100, the more cushioning.

1. Simple average of Austria, France, Germany, Italy and Spain.

2. Simple average of Australia, Canada, Sweden and the United Kingdom.

Source: OECD.

net trade reflects offsetting influences on domestic demand from exports and
imports. In general, both tend to move in a pro-cyclical direction; however, for
exports this positively contributes to output gap volatility while for imports it makes
a negative contribution. Overall, imports are more responsive to domestic demand
conditions than exports; hence, net exports tend to move in a counter-cyclical fashion,
cushioning the cycle.'* However, the extent to which this occurs varies considerably
over time and across countries. For the United States as well as for the euro area on
average, net trade has to an increasing extent acted to stabilise output over the past
four decades (Figure V.3).%? For Japan post-1970, there has been a tendency for net
trade to become less stabilising.

Theduration of thecycle

There are not enough full business cyclesin OECD economies from the 1960s
onwards to make any firm statements on trends in their duration. Nonetheless, changes
in the duration of the cycle can be roughly gauged from changes in the persistence of
output gaps, measured as the change over time in the first order auto-correlations.*®
Using this measure of duration, the persistence of the business cycle appears to have
been more or less unchanged for the euro area, United States and Japan (Figure V.4).

11. Changes in exchange rate regimes for OECD countries over the past decades are aso likely to have
had a bearing on how trade influences the cycle but is outside the scope of this chapter.

12. The euro area average, however, disguises major differences across countries: net trade is now less of
astabiliser for Austriaand Germany than it was 20-30 years ago while, for Italy and Spain, the stabili-
sation effects have increased substantially. The effect for France is ailmost unchanged over the past
three decades (see Table A1 of Dalsgaard et al. (2002) for details).

13. Thisisakin to the concept used in a number of other business cycle studies (see e.g. Christodoulakis
etal., (1995), or Barro (1988) in an examination of unemployment persistence). By focusing only on
the first-order auto-correlation, no specific assumptions about the dynamic process driving the output-
gap are required (other than it contains an autoregressive element, which is clearly the case). See also
Greene (1997).
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Figure V.4. The persistence of output gapsis mostly stable
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2. Simple average of Australia, Canada, Sweden and the United Kingdom.

Source: OECD.

For other countries (Australia, Canada, New Zealand, Norway, Sweden and the United
Kingdom) thereis arelatively clear tendency for the previously short duration of the
cycleto converge towards the same duration as the other countries.'*

I nternational divergencesin the cycle and synchronisation

Greater economic integration among a group of countries might be expected to ... and international
lead to more similar cycles with respect to intensity, duration and timing. One mea-  divergences have diminished
sure of the degree of business cycle divergence across countries isthe standard devia=  but synchronisation
tion of output gaps across countries. Thiswould be zero across all time periods if the hasnot increased
business cycle had the same periodicity and amplitude in all countries. Hence, the
smaller the standard deviation, the less divergent business cycles are. On this basis,
cycles indeed seem to have become gradually less divergent over time, most clearly
since the early 1990s (Figure V.5).2> However, the reduction in the cross-country dis-
persion of gaps seemsto be related mainly to the fact that output gaps on averag have
become smaller over time rather than being the result of business cycles becoming
increasingly in phase across countries. That is, a number of indicators of business
cycle synchronisation do not point to clear trends, except possibly acloser aignment
in the timing of Euro area business cycles.®

14. Possible contributing factors to this are improving data quality and/or a reduced incidence of negative
shocks, given that contractions to the level of output appear to be becoming less frequent than
expansions, see IMF World Economic Outlook (2002) for details.

15. Daalsgard et al. (2002) find this result is robust to a number of different detrending methods, including
the OECD's standard measures of the output gap.

16. Thisisfound in anumber of other studies, see Daalsgard et al. (2002) for references.
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Several factors may have
reduced cyclical fluctuations...

... including price-stability
oriented monetary policies...

Factor s shaping changesin the business cycle

Figure V.5. Reduced divergencies of output gaps
Cross-country standard deviation of gaps
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Note: The degree of synchronisation is measured by the standard deviation of the gap across 11 OECD countries in each
period of time. The thick line shows the 12 quarter moving average. The gap is calculated using an HP 1600 filter.
Source: OECD.

Aside from changesin the size and nature of disturbancesto the world economy, the
tendency for smaller output gaps appears to have been associated with the shift towards a
more service-based economy and better management of inventories. In addition severa
other, inherently harder to quantify, factors may also have played an important role in
shaping the cycle both in the past and going forward. In particular, the shift in monetary
and fiscal policy regimes towards stability-oriented frameworks, the so-called “New
Economy”, and deregulation and increased globalisation of financial markets, may aso
have played arole!” These factors are discussed in the following sections.

Monetary and fiscal policy

Over the 1980s and into the early 1990s, macroeconomic policies aimed to
establish low inflation and to check and reduce burgeoning government debt levels.
Although the policies applied involved some initial non-negligible output sacrifice,
over the longer term one of the benefits sought was a more stable business cycle, as
has been the case since the early 1990s.'® For example, the successful reduction and
maintenance of low inflation rates have seemingly better anchored inflation expecta-
tions, reducing the risk that excessive price and wage increases might occur as activity
expands or as prices temporarily rise due to negative supply influences.*® The need
for producers to control so-called “cost-push” factors has increased because the

17. Ongoing structural changes in other areas — such as labour-market reform, strengthening of competi-
tion policies, privatisation and deregulation of network industries in many OECD countries — have
undoubtedly also exerted some influence on the business cycle. Exploring such effects, however, is
outside the scope of this chapter.

18. See Turner and Seghezza (1999) for estimates of the output sacrifice involved in reducing inflation for
OECD economies.

19. Itisdifficult to measure accurately changes in inflation expectations, but an indication can be derived from
the variahility of inflation relative to that of the output gap. A reduction in thisratio is consistent with a
firmer anchoring of inflation expectations. As shown in Dalsgaard et al. (2002) such a devel opment seems
to have taken place in most OECD countries over the past 20 years, except for Germany and the United
States, where the ratio has been relatively constant, and Italy and Norway, where it has increased.
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maintenance of low inflation rates has made relative price changes more transparent.
Across a number of OECD countries, it appears that the pass-through of exchange rate
or import price movements onto final consumption prices has declined.?’ These are
likely to be stabilising influences on the cycle in the sense that policy can be conducted
in away that may involve relatively |ess dislocation to the real economy.

For fiscal policy, a distinction must be made between automatic stabilisation and ... and counter-cyclical policies

discretionary fiscal changes. Automatic stabilisers, by definition, exert a damping
effect on the cycle, and countries with large stabilisers will experience smaller fluctua-
tions, ceteris paribus.? Since taxes and government transfers have increased signifi-
cantly as a share of total income in most OECD countries over the past 40 years, such
an effect from fiscal stabilisersislikely to have become stronger.?? Although thereisno
evidence readily available about changes over time in the magnitude of automatic fiscal
stabilisation, there is some evidence to suggest that the discretionary fiscal policy
changes (which for well-known reasons can be de-stabilising) have been counter-cyclical
in more countries throughout the 1990s compared to earlier periods.?

The new economy and technological change

The term “New Economy” is used to capture, among other things, the effect that | CT and the “ New Economy”
production and use of information and communications technology (ICT) has onthe have changed trend growth...
economy. So far, most interest has focused on the role of ICT for trend growth where
the evidence, in spite of the current slowdown, points to considerable positive effects
for the United States but much more limited effects elsewhere. In addition to the
trend, ICT use is dso likely to affect the shape of cyclical fluctuations over possibly
two, in practice difficult to separate, phases. First, the cycle may well be affected in
the transition path to the higher trend growth associated with increasing ICT use.

Second, once the transition path is complete, the greater share of ICT in the economy
may, initself, affect the cycle.

The economic effects that occur in shifting to an apparently higher trend growth ... but may also provide
path are uncertain. If the shift in trend growth is not well perceived, it may imply that  a cyclical impulse...
the impact on wealth, consumption, and overall activity, is spread out over some
time. On the other hand, it could lead to mistakenly optimistic growth expectations,
resulting in excessive equity price reactions as seemed to have been recently the case
in the United States.?* For major continental European countries, stock market

20. SeeTaylor (2000) and Hampton (2002). Note that the decline in pass-through can be attributable to acom-
bination of factors: foreign suppliers increasingly pricing goods at local market prices, domestic importers
and producers increasingly absorbing import price fluctuations in margins, and domestic importers
increesingly shifting foreign suppliers should bilateral exchange rate movements or prices become unfavourable.

21. Of course, this may be achieved at the cost of efficiency losses to the extent large stabilisers reflect
highly distortive taxes and/or government expenditure.

22. Taxesin per cent of GDP have increased by almost 12 percentage points for the average OECD coun-
try since 1965 (from around 25 per cent to 37-38 per cent). Government transfers have, on average,
doubled over the same period (from around 8 per cent of GDP in the mid-1960s to around 16 per cent
today). However, there is not necessarily a simple, linear, relationship between the size of taxes and
government transfers and the size of fiscal stabilisation. The stabilisation effect depends, among other
things, on the degree of progressivity in the tax and transfer system as well as the composition of
taxes on income, consumption and property taxes.

23. SeeDalsgaard et al. (2002) and Van den Noord (2000).

24. This uncertainty may also have a bearing on labour market devel opments. In particular, Meyer (2000)
argues that because real wage aspirations are slow to catch up with higher trend productivity growth,
the NAIRU may temporarily have dropped by as much as a full percentage point in the United States.
Considering the experience of most OECD countries, however, Richardson et al. (2000) find little
cross-country empirical support for the NAIRU being significantly affected by temporary increasesin
productivity growth that at the time were also associated with declining wage shares.
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... and permanently affect
features of the cycle

Credit constraints are eased,
but asset price cycles
may be larger

Asset price and balance sheet
changes have become
more important

Recent events show stronger
synchronisation...

capitalisation and marginal propensities to consume out of stock market wealth are
lower than for the United States, suggesting that the effect on spending from the
financial wealth channel may be much more moderate should any significant “New
Economy” effects on European growth materialise. Furthermore, given the experi-
ence in the United States, it is perhaps less likely that such overly optimistic growth
expectations will be repeated.

Moving to the effects on the business cycle of agreater role for ICT in the econ-
omy, severa selected effects may be relevant. First, ICT use entails a greater ability
to control inventories which may further reduce the volatility arising from the stock
cycle. Second, relating to aggregate investment flows, the higher depreciation rate
and declining relative price of ICT goodswill, ceteris paribus, tend to raise the gross
investment rate, increasing the weight in GDP of a typically volatile component.
However, an opposing, though possibly smaller, effect is that the volatility of invest-
ment over longer time frames may be reduced as more rapid depreciation implies a
more rapid return of investment to equilibrium following a shock. Finally, another
characteristic of the ICT industry is the use of vertical supply linkages across
national borders, emphasising the increasing link between cyclesin trade and domes-
tic cycles. Although the development of vertical supply linkages is not limited to the
ICT sector, the use of ICT often facilitates such developmentsin other industries.

Financial deregulation and liberalisation

Another potent factor affecting the nature of the business cycle over past
decades is deregulation and liberalisation of financial markets. As for the “New
Economy”, these changes are likely to have opposing effects on the nature of the
business cycle. On the one hand, easier and cheaper access to credit implies that
income and liquidity constraints are loosened, likely exerting a stabilising influence
on private consumption and investment. On the other hand, deregulation may also
lead to greater instability insofar asit amplifies the role of the financial accelerator
and the risk of excessive asset-price cycles. In line with the mechanisms driving the
financial accelerator, developments in asset prices are typically procyclical
(Figure V.6) and the two are often mutually reinforcing.?> However, formal evidence
that asset prices have become more procyclical following deregulation is scarce.

In any case, the financial accelerator may now play alarger role in shaping the
cycle because financial liberalisation has spurred a significant financial deepening of
private sector balance sheets, including a marked increase in corporate debt levels
and larger household holdings of market-linked financial assets. The larger financial
exposure of households has increased the sensitivity of domestic demand to changes
in financial asset prices. Likewise, enterprise balance sheets, and thereby their capacity
to borrow, has become more dependent on asset prices.

Factor s shaping recent synchronisation

The finding that there is little historical evidence of increasing synchronisation
of economic cycles is somewhat at odds with the recent global slowdown impacting
trade and activity across the OECD. In part, the recent synchronised downturn

25. See Bank for Internationa Settlements (2001).
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Figure V.6. Cyclicality of credit and asset prices
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... reflecting common shocks to
ICT and asset prices...

... greater internationalisation
of enterprises...

reflects adjustment to a common shock, in particular, global over capacity in the ICT
sector. The increases in oil prices over 2000 are aso likely to have played arolein
the slowdown. In addition, it may also in part reflect new channels of synchronisation
that may be growing in importance, as next discussed.

The slowdown in the US economy starting in the ICT sector was accompanied
by a major adjustment to stock prices across many countries. This reflects that a sig-
nificant shock to any large economy in general may also be transmitted to the rest of
the world through financial market linkages. Cross-country correlation coefficients
of returns on broad stock market and TMT (technology, media and telecommunica-
tions) sector indices have risen significantly in the 1990s in almost all cases, except
those involving Japan (Figure V.7).%8 The associated wealth effects of equity price
correlations across countries constitute a potentially important transmission channel
given theincreasing share ownership of householdsin the OECD.?” For North America
and the United Kingdom, wealth effects from equity markets are estimated to berela
tively large, given the greater importance of shareholding in household wealth
compared with the euro area and Japan.

Another harder-to-measure channel for increased synchronisation is the interna-
tionalisation of enterprises —over and above the effect it may have on share prices.
For example, to the extent that enterprises are multinational, the need to retrench
because of developments in one market may cause cutbacks in activities in other
countries, and vice versa in case of buoyant conditions.? It is difficult to obtain an

Figure V.7. Stock market returns have become more correlated
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Note: Monthly stock returns are calculated as log differences between end-of-month prices for the broad market and TMT
sector indices of the G7 countries; i.e. United States, Japan, Germany, France, Italy, United Kingdom and Canada.
Bivariate correlation coefficients are then calculated for each pair of the G7 countries’ stock returns from 1973 to
May 2001 in 5-year moving windows. Average correlation coefficients are constructed as arithmetic averages of the
estimated bivariate correlation coefficients.

Source: Datastream, OECD.

26. Thiswould be consistent with the observation that, at least in the ICT and finance sectors, the value of
individual firms' shares has become more highly correlated with sectoral (cross-country) indices than
with national (cross-sector) indices. See G. Galati and K. Tsatsaronis (2001).

27. It isestimated that a 10 per cent decline in the stock market index would generate a decline of around
0.6 per cent in consumption in the United States but only of two-tenths of a per cent or lessin Japan,
Germany, France and Italy. For details see Boone et al. (1998).

28. Conceivably, this may be the case even where no cross-border trade is concerned. By contrast, where
adownturn in one market affects activities elsewhere through trade linkages, it should not matter for
the international propagation whether these trade linkages occur within or between firms.
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accurate picture of the potential importance of such effects. However, foreign direct
investment flows have expanded strongly in recent years pointing to a potentially
rising influence of this channel.

The transmission of cyclical fluctuations over time may also be affected by ... and confidence effects
“soft” factors such as confidence. There is some evidence that consumer confidence
isincreasingly influenced by equity price changes. This may contribute to magnify-
ing the impact of stock market developments on private consumption even in coun-
tries where household shareholding is not very widespread. Considering that the
correlation with equity returnsis even stronger in the case of business confidence, a
decline in demand in alarge economy or across alarge region, via the same channel,
could affect private investment in other countries. More generally, however, it is not
clear that cross-country correlations of confidence indicators have increased in asys-
tematic manner over time increasing the importance of this transmission channel, or
the equity price transmission channel.

Some policy implications of inter national transmission

As discussed above, the declining amplitude of national business cyclesmay be New channels pose a challenge
partly related to the greater emphasis on medium-term oriented monetary and fiscal to monetary policies
policies. However, within this overall orientation, additional challenges to monetary
policy in particular may arise from the apparent increasing synchronisation of activ-
ity and through the related rising importance of non-trade channels of international
spillover. In what follows, some aspects of this are illustrated through simulations of
the OECD Interlink model.

The simulations conducted concern the effects of a hypothetical upturn in the A simulated shock
United States, through exogenous shocks to domestic demand and equity prices.?® to the US economy...
Some outcomes for the United States, euro area and world trade volumes are presented
in Table V.2. The Federa Reserve is assumed to respond to the positive shock by rais-
ing short-term interest rates by 200 basis points, while long-term US interest rates are
assumed to increase by half the rise in short rates. In the model, thisincrease in interest
rates is sufficient to bring inflation and output back towards baseline over the medium
term. Three variants of the simulation are considered in order to gauge the effect of the
US economy on the euro area through different mechanisms. In all cases, the ECB is
assumed to raiseinterest rates sufficiently to bring inflation back towards baseline over
the medium term and nomina exchange rates remain unchanged. In the first simula-
tion, activity is affected only through trade links, while European share prices remain
unchanged and bond yields respond only partly to the tightening in ECB interest rates.

In the second simulation, European share prices increase to the same extent as in the
United States. The third simulation combines this with the assumption that European
bond yields are affected by their US counterparts.

The assumptions adopted for these simulations are obviously rough-and-ready ... spreads more quickly
but they nevertheless illustrate the potential importance of non-trade linkages. With  and requires larger policy
only the trade channel in operation, the required short-term interest rate increase in - responses...
the euro area peaks at 125 basis points. As in the case for the United States, long

29. The USshock is an expansion in domestic demand of 2 per cent over one year, and over the same
timeit is assumed that this will lead to an increase in US share prices of 20 per cent.
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... because of the growing
strength of new transmission
channels

—— TableV.2. Impact of the shocks on GDP and world trade volumes

Per cent deviation from baseline

Impact of the shocks on the level of US
and euro-area GDP

Peak effect Impact after one year
Simulation United States  Euro area  United States  Euro area
Trade channel only operating 1.5 0.5 1.2 0.3
Plus euro equity prices fall 1.6 0.7 1.2 0.5
Plus alternative euro long-bond rate reaction 1.5 0.6 1.2 0.4

Impact of the shocks on world trade

volumes

Effect on world trade volume
Simulation year 1 year 2 year 3 year 4
Trade channel only operating 1.1 2.5 1.8 0.6
Plus euro equity prices fall 1.4 32 2.3 0.7
Plus alternative euro long-bond rate reaction 1.2 3.0 2.1 0.7

Source: OECD

rates are assumed to rise by half this amount. Output rises by alittle more than Y2 per
cent before returning to its baseline, while world trade volumes increase at most by
2% per cent relative to the baseline level. Despite equity prices having smaller impacts
on consumption and investment in Europe than in the United States, the second simula-
tion shows that more monetary restraint is needed when incorporating the wider effects
of international share price movements. Concretely, short rates are increased by
175 basis points in the euro area (and the pass-through to long rates maintained at
50 per cent), but despite the additional monetary restraint, the peak increase in output
and world trade are now around ¥ per cent. The third smulation illustrates the impor-
tance of reactions in the long rates: euro area short rates are raised by 150 basis points,
but since European long rates now reacts to US long rates as well as euro area short
rates, the ensuing increase in the euro area long rates turns out to be similar to the
increase in short rates, i.e. 150 basis points. In this case, the increase in output is con-
tained at around 0.6 per cent, while world trade volumes increase 3 per cent at peak,
i.e. an intermediate position compared with the two former simulations.

The broad conclusion of these model simulationsis that non-trade spilloversare
potentially powerful. Thus, monetary policy may need to react more forcefully than
in a situation where tradeis the only cross-country transmission channel. At the same
time, however, asset prices —including not only shares and bonds, but also fixed
property — have become more important for the monetary transmission mechanism
through wealth and balance-sheet effects.®® This might be an argument for a more
gradual approach to monetary policy given that the links between interest rates and
asset prices may be tenuous and unstable.®! The “optimal” balance between these

30. Exchange rate effects are potentially even more important, but given equilibrium positions are uncer-
tain, and long rates are assumed to fall across countries, they have been left unchanged.
31. Asmay the links between asset prices and activity, see OECD (2000).
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two potentially conflicting factors is, of course, something that cannot be readily
guantified. An awareness of their possible implications, however, may become
increasingly important for policy makers.

Concluding remarks

Overall, the evidence suggests that the amplitude of the business cycle has sig- A changing economic
nificantly declined for most OECD countries over the past decade or more. It seems  environment has affected
likely that part of the reduction in volatility stems from the fact that the size and thecycle...
nature of shocks have changed over time. In addition, the increasing role of services
in the economy, the related reduction in the importance of inventories, and the adoption
of macroeconomic frameworks that have increasingly focused upon medium-term
stability objectives, may also have played arole.

As the amplitude of the business cycle has falen for individual countries, inter- ... and may pose new
national divergences in activity have aso diminished. However, evidence oninterna-  challenges for policy
tional business cycle correlations suggests that so far, over the period examined this
has not led to a significant increase in the synchronisation of activity across the
OECD as awhole. Nonethel ess, more recent experience suggests that certain aspects
of synchronisation, such as financial market linkages, have become more important.

The main challenge this presents for policy makersis that significant shocks emanat-
ing in one country, sector, or industry, may now spread more quickly across national
borders, through a possibly wider range of transmission mechanisms.

© OECD 2002
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V1. INTRA-INDUSTRY AND INTRA-FIRM
TRADE AND THE INTERNATIONALISATION

OF PRODUCTION

| ntroduction and summary

The growing “internationalisation” of production systems, which increasingly
involve vertical trading chains spanning a number of countries, each specialising in
aparticular stage of production, is an important feature behind the changing nature
and increasing scale of world trade. Although there is considerable anecdotal evi-
dence concerning this phenomenon, there is surprisingly little in the way of data at
the aggregate level to gauge its overall importance, and measurement problems
attach to available macro data. Subject to these limitations, this chapter reviews
recent evidence relating to the internationalisation of production over the past
decade, firstly based on intra-industry trade data and then analysing intra-firm
trade data.! The broader macroeconomic significance of these trends is also con-
sidered. Tentative conclusions are that: the impact of some shocks on output (as
measured by value added) may be more dispersed internationally; the speed with
which certain shocks are transmitted as well as the volatility of world trade may
have increased; and trade may be less sensitive in the short-term to changes in
price competitiveness.

Internationalisation
of production has important
effects on world trade

Intra-industry trade

Intra-industry trade involves the import and export of similar goods. While
taking account of measurement limitations (Box VI.1), it would appear that the
intra-industry share of manufacturing trade has increased significantly since the
late 1980s across many OECD countries (Table V1.1).2 This follows trend
increases in intra-industry trade for all the major OECD economies between 1970
and 1990.3

1. Input-output tables can also be used to measure the usage of imported inputs in the production of
export goods, although these are usually only available for snapshot years, often with along time lag.
Using input-output tables from ten OECD countries and four emerging market economies Hummels
et al. (2001) calculate that this form of trade, which they refer to as “vertical specialisation”,
accounted for 21 per cent of these countries’ exportsin 1990 and 30 per cent of the growth in exports
between 1970 and 1990. However, given the infrequent publication of input-output tables, for the
major OECD countries the latest year included in their analysis is 1990.

2. Theabsolute level of summary statistics of intra-industry trade are in themselves not very meaningful,
because they depend on the level of disaggregation that is chosen for the analysis (see Box VI.1).
Instead the focus here is on changes in intra-industry trade through time and comparisons across
countries. This will also be affected by aggregation structures but may, nonetheless, to alarger extent
than absol ute levels reflect real economic developments and differences.

3. See OECD (1994).

Intra-industry trade hasrisen
significantly in many
OECD countries...
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Intra-industry trade flows are conventionally defined as
the two-way exchange of goods within standard industrial
classifications. The extent of intra-industry trade is com-
monly measured by Grubel-Lloyd indexes based on com-
modity group transactions. Thus, for any particular product
classi, an index of the extent of intra-industry trade in the
product classi between countries A and B is given by the
following ratio:

(X +M,) _‘Xi _Mi‘
(X, + M)

T, a5 = [ }ELOO [1]

This index takes the minimum value of zero when there
are no products in the same class that are both imported and
exported, and the maximum value of 100 when all trade is
intra-industry (in this case X; is equal to M;). The indices
reported in this chapter have been computed according
to [1] for each pair of trading partners and for each two-
digit SITC revision 3 product class. Bilateral indices of
intra-industry trade in the product class i between
country A and all its trading partners are obtained as a

Box VI.1. Themeasurement of intra-industry trade

weighted average of the bilateral indices [1] for each part-
ner country B, using as weights the share of total trade of A
accounted for by trade with B. Bilateral indices of intra-
industry trade between country A and country B for total
manufacturing are the weighted average of the indexes
in[1] for all product classesi, with weights given by the
share of total trade of i over total manufacturing trade:

'TFAB=Z[

Xi+Mi_’Xi_Mi|}D 5+ M) oo [2]

X; + M, S 06+ M)

A degree of caution must be used when comparing and
interpreting intra-industry indices because their measure-
ment crucially depends on the level of disaggregation
chosen for the analysis. In the current context of assessing
the importance of the division of the production process
across countries, it should be recognised that, as well as
measuring trade in intermediate goods at various stages of
production, much intra-industry trade is trade in similar,
but often highly differentiated, finished products.

... reflecting a number of
different factors...

Different types of trade are captured in measurements of intra-industry
trade: horizontal trade in similar products with differentiated varieties (e.g. cars
of asimilar class and price range); trade in vertically differentiated products dis-
tinguished by quality and price (e.g. Italy exports high-quality clothing and
imports lower-quality clothing); and vertical specialisation of production that
results in trade in similar goods at different stages of production.* Horizontal
intra-industry trade enables countries with similar factor endowments to benefit
from economies of scale by specialising in “niche” products. Trade in vertically
differentiated products may reflect different factor endowments, particular skills
of the workforce or high fixed research and development costs.5 Vertical speciali-
sation of production across countries may be driven by comparative advantage,
for example to use cheap unskilled labour for assembly purposes or specialised
personnel for research and development.®

The extent of intra-industry trade is typically much higher across categories of
manufactured goods than it is across trade in non-manufactured goods, and highest
for the more sophisticated manufactured products such as chemicals, machinery and

4. Arguably exchanges of goods at different stages of production should not strictly be classified as intra-
industry trade, particularly because they would be excluded if the analysis was carried out at finer levels
of disaggregation, see Fontagné and Freudenberg (2002). However, the current analysis (based on
two-digit SITC classes) is intentionally not so highly disaggregated as to exclude this form of trade.

5. Standard calculations of intra-industry trade do not alow the causes of intra-industry trade to be identified.
However, employing a more detailed disaggregated analysis that makes use of information on unit values,
Fontagné and Freudenberg find that most of the increase in intra-industry trade in Europe over the 1980s
and 1990s relatesto trade in verticdly differentiated products rather than horizontd trade, where the former
is defined as being whereimport and export unit values differ by more than 15 per cent.

6. See OECD (1998).
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—— TableVI.1. Manufacturingintra-industry tradeasapercentage ————
of total manufacturing trade

1988-91 1992-95 1996-2000 Change
High and increasing intra-industry trade
Czech Republic n.a. 66.3 77.4 11.1
Slovak Republic n.a. 69.8 76.0 6.2
Mexico 62.5 74.4 73.4 10.9
Hungary 54.9 64.3 72.1 17.2
Germany 67.1 72.0 72.0 5.0
United States 63.5 65.3 68.5 5.0
Poland 56.4 61.7 62.6 6.2
Portugal 52.4 56.3 61.3 8.9
High and stable intra-industry trade
France 75.9 77.6 77.5 1.6
Canada 73.5 74.7 76.2 2.7
Austria 71.8 74.3 74.2 2.4
United Kingdom 70.1 73.1 73.7 3.6
Switzerland 69.8 71.8 72.0 2.2
Belgium/Luxembourg 77.6 77.7 71.4 -6.2
Spain 68.2 72.1 71.2 3.0
Netherlands 69.2 70.4 68.9 -0.3
Sweden 64.2 64.6 66.6 2.4
Denmark 61.6 63.4 64.8 3.2
Italy 61.6 64.0 64.7 3.1
Ireland 58.6 57.2 54.6 -4.0
Finland 538 53.2 53.9 0.1
Low and increasing intra-industry trade
Korea 414 50.6 57.5 16.1
Japan 37.6 40.8 47.6 10.0
Low and stable intra-industry trade
New Zealand 37.2 38.4 40.6 34
Turkey 36.7 36.2 40.0 33
Norway 40.0 37.5 37.1 29
Greece 42.8 39.5 36.9 -5.9
Australia 28.6 29.8 29.8 1.2
Iceland 19.0 19.1 20.1 1.1

Note: Countries are classified as having ‘high’ or ‘low’ level of intra-industry trade according to whether intra-industry
trade is above or below 50 per cent of total manufacturing trade on average over all periods shown and ‘increasing’
or ‘stable’ according to whether intra-industry trade increases by more than 5 percentage points between the first
and last periods, as shown in the final column.

Source: OECD calculations, see Box VI.1 for details, based on OECD International Trade Statistics.

transport equipment, electrical equipment and electronics.’” This is because sophisti-
cated manufacturing products are more likely to benefit from economies of scalein
production and are easier to “differentiate” to the final consumer, and so facilitate
trade in similar products. More complex manufactured products which rely on many
components and/or processes may also benefit more readily from splitting up
production across countries.

7. Across all OECD countries, and based on the measurement described in Box V1.1, intra-industry
trade in more sophisticated products such as chemicas or machinery and transport equipment is typi-
cally around 60 or 70 per cent, whereas for manufactured goods involving simpler transformation
processes, such as food products, it istypically around 40 per cent or less.
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... and notably for those
countries with a high trade
sharein GDP

Itishigh for economies
where FDI inflows haverisen
sharply...

... and for Mexico where
NAFTA has strengthened
production linkages

Of particular interest when considering intra-industry trade and the internation-
alisation of production are those countries where exports and imports account for a
very high proportion of GDP. There are currently eight OECD economies (Austria,
Belgium, Czech Republic, Hungary, Ireland, L uxembourg, Netherlands, and Slovakia)
where both imports and exports account for more than half of GDP8 Although there
is far from a perfect correspondence, these countries all tend to have relatively high
intra-industry trade (upper two panels of Table VI1.1); al but one (Ireland) having
measures of intra-industry trade that are well above the average across all OECD
countries and four of them being in the top eight countries for the period 1996-2000.
Krugman (1995) argues that the emergence of such “supertrading” economies is
essentially dependent on the “dlicing up of the value added chain” on an international
basis. This implies that the value of exports is substantially larger than the value
added in the export industries, and so reconciles high trade exposure with the likeli-
hood that the dominant shares of employment and value added are generated in
non-tradable sectors. The number of these supertrading economies has doubled over
the 1990s; Krugman reckoned that in 1990 there were six, but by 2000 there were at
least twelve.®

Among the countries with the most rapid increase in intra-industry trade over
the 1990s are the Eastern European “transition economies” of the Czech Republic,
Hungary, Poland and Slovakia (see top pand of TableV1.1). All of these countries are
characterised by high and increasing inflows of foreign direct investment (FDI) over
the 1990s, especialy from Germany.'° The combination of rising intra-industry trade
and high foreign direct investment inflows is consistent with the increasing extent to
which multinational firms have located parts of their production operations in these
countries.*! Partly reflecting the trends in these countries, and the fact that there has
been a steady increase in foreign direct investment outflows over the 1990s, Germany
has also experienced arelatively rapid increase in intra-industry trade over the 1990s.

Mexico is another country with arapid increase in intra-industry trade since the
late 1980s (see top panel of Table VI1.1). This reflects the importance of its trading
links with the United States that have been strengthened following implementation
of various stages of the North American Free Trade Agreement. In terms of broad
product categories, the two largest US exports to Mexico, namely electrical machin-
ery and appliances and motor vehicles, are also the most important exports from
Mexico to the United States.'? The elimination of tariff barriers and Mexico's rela-
tively low labour costs has led to the set-up of a plethora of plants known as “maqui-
ladora”, which are under foreign control, located in the border region with the
United States and devoted to the assembly and re-export of goods. Their operations
have become especially concentrated in ICT products, accounting for more than half
of total maquiladora production in 2000.*®

8. Historical disaggregated manufacturing trade data is not readily available for Luxembourg separately,
but Luxembourg is combined with Belgium for the analysis of intra-industry trade summarised in
Table VI.1.

9. Krugman's six supertrading economies in 1990 were Belgium, Hong Kong, Ireland, Malaysia, the
Netherlands and Singapore, (although he appears to have omitted Luxembourg). In 2000 there are at
least twelve; in addition to the eight OECD countries mentioned in the text, Thailand has joined the
three non-OECD countries in Krugman's original list (with the Chinese Taipei and Philippines close
to qualifying).

10. See OECD (2000a).

11. For example, in the Czech Republic, Hungary and Slovakiathe largest exporting firm is owned by the
German Volkswagen group. See OECD (2000b and 2001).

12. See Vargas, 2000a.

13. See Vargas, 2000b.
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The extent of intra-industry trade in Japan and Korea is comparatively low,
although in both countries it has risen relatively rapidly over the 1990s, (third panel
of Table VI.1). The low level of intra-industry trade in these countries is consistent
with the substantial trade surpluses these countries have generated in particular man-
ufacturing products such as electrical machinery and appliances, “high tech” goods
and transport equipment. Over the course of the 1990s imports of electrical machinery
and appliances and “high tech” goods have, however, risen in relation to exports. In
the case of Koreathis partly reflects the gradual relaxation of import restrictions on
specific manufacturing products, and for Japan it partly reflects the increasing impor-
tance of intra-firm imports from Japanese foreign affiliates located elsewhere in
Asia, as discussed in the following section.

Most of the countries that have rdlatively low and stable intra-industry manufac-
turing trade (lower panel of Table V1.1), are also those that are most heavily depen-
dent on non-manufactured goods in total exports.* This indicates that the low share
of intra-industry trade reflects a tendency for a high proportion of these countries
manufactured exports to consist of relatively simple transformations of the raw mate-
rials with which the country is endowed, and that such transformations are not suited
to division across different countries.

Intra-industry trade
isrelatively low but rising
in Japan and Korea...

... and low for those
economies specialising
in non-manufactures

Intra-firm trade

Cross-border trade between multinational companies and their affiliates, often
referred to as “intra-firm” or sometimes “related party” trade, accounts for alarge share
of international trade in goods, athough aggregate data are only available for afew coun-
tries, most notably the United States and Japan. Intra-firm trade accounts for around one-
third of goods exports from Japan and the United States, and a similar proportion of all
US goods imports and one-quarter of all Japanese goods imports (Table V1.2).% In the
case of the United States these shares have been broadly stable over the last decade, but in
the case of Japan they have increased substantially. Moreover, given the increasing
importance of foreign direct investment relative to both world trade and output, it islikely
that the importance of intra-firm trade hasincreased &t the global level.

The nature and extent of intra-firm trade seem to vary systematically with the
income level of the trading partners:*6

— Much intra-firm trade between high-income countries is probably of nearly
finished goods destined for affiliate companies that are mainly involved in
marketing and distribution with little additional manufacturing processing
taking place. For example, about two-thirds of USintra-firm imports by mul-
tinationals with a foreign-based parent company is to an affiliate primarily

14. For Australia, Iceland, New Zealand and Norway non-manufactures were at least 40 per cent of the
total value of exports in 2000, more than double the world average, see Le Fouler et al. (2001).

15. There are, however, differences in the level and, to alesser extent, trend movements in USintra-firm
trade reported by different US sources. In particular, data reported by the US Department of Com-
merce (2001) suggest that the level of intra-firm (or related party) trade was 32 per cent of goods
exports and 47 per cent of goods imports in 1998, compared to the corresponding figures of 36 per
cent and 39 per cent from the Bureau of Economic Analysis source cited in Table V1.2. The Depart-
ment of Commerce figures also suggest greater stability in the share of both intra-firm exports and
imports than those of the Bureau of Economic Analysis.

16. Thediscussion in this paragraph draws heavily on the analysis of US intra-firm trade by Zeile (1997).

Intra-firm trade accounts
for a substantial share
of US and Japanese trade

Much intra-firm trade involves
little additional processing...

© OECD 2002
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... which ismore important
between rich and middle-
income countries

TableVI1.2. The importance of intra-firm trade
for the United States and Japan

Share of all goods trade

Exports Imports
1990 1999 Change 1990 1999 Change

United States 32.8 36.2 34 43.7 394 -4.3
of which

Domestically-based parent company 23.1 27.7 4.6 16.1 17.2 1.1
Foreign-based parent company 9.7 8.6 -1.1 27.6 22.2 -5.4
Japan 16.6 30.8 14.2 14.7 23.6 8.9
of which

Domestically-based parent company 14.5 28.6 14.1 4.2 14.8 10.6
Foreign-based parent company 2.1 2.2 0.1 10.5 8.8 -1.7

a) For United States data are for 1998 not 1999.
Sources: Lowe (2001); Japanese Ministry of Economics, Trade and Industry; OECD calculations.

involved in marketing and distribution. In these cases, the share of intra-firm
imports in total imports from the partner country is strongly related to the
GDP/capita of the trading partner country. This suggests that the local pres-
ence of affiliatesis often required for the marketing of sophisticated manufac-
turing products, which tend to be from, and sold to, higher income countries.

Even when the affiliate receiving the goods is primarily involved in further
manufacturing, it is likely that much of the production is destined for local
markets. This is consistent with the finding that the export share of
US multinationals to manufacturing affiliates is also positively correlated
with per capita GDP of the trading partner country. For Japan, around 95 per
cent of the sales of Japanese affiliates located in North America and Europe
were within the same region in 1999, while the share of intra-firm imports
of Japanese parent companies from North America and Europe remains very
low (Table VI.3).

There are, however, some middle-income countries where intra-firm trade
with rich countries accounts for a high share of their bilateral trade. The pri-
mary role of the foreign affiliates located in such countriesis more likely to
be manufacturing to produce goods that are destined for other markets,
including the country of the parent company. For example, in the year 2000,
two-thirds of US imports from Mexico were intra-firm due to the extensive
maquiladora operations. This type of phenomenon is reflected in the absence
of any positive correlation between the share of US intra-firm imports by
US parent companies in total goods imports from a trading partner country
and the per capita/GDP of that country. For Japan, the share of intra-firm
imports of domestic based multinationals in total goods imports is much

regio

17. In both cases about half of the intermediate goods used in production were from within the same

n where the Japanese affiliate was |ocated, with most of the remaining share coming from Japan.
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TableVI.3. Intra-firm trade of Japan, where parent company
is Japanese, with main trading blocs

As a per cent of all goods trade with partner region

1990 1999 Change
Exports
Total 145 28.6 141
Rest of Asia 10.1 224 12.3
North America 20.9 36.8 15.8
Europe 12.0 29.0 17.0
Imports
Total 4.2 14.8 10.6
Rest of Asia 6.3 225 16.1
North America 31 6.8 37
Europe 11 39 29

Sources: Japanese Ministry of Economy, Trade and Industry, OECD.

higher from the rest of Asiathan from North Americaor Europe (Table V1.3).
Moreover, in contrast to Japanese affiliates located in Europe and North
America, asignificant share (about one-third in 1999) of the sales of Japanese
affiliates in the rest of Asia are to countries outside the region in which they
arelocated (mainly back to Japan).

TableVI.4. Intra-firm trade of the United States,
with selected trading partners
As a per cent of all goods trade with partner country

Level 1999 Change, 1992-99

Imports

Japan 73.7 -1.3
Mexico 66.4 31
Korea 49.3 225
Canada 43.1 -2.9
Eastern Europe 32.1 20.1
Taiwan 20.8 4.9
China 17.6 7.1
Total 46.7 17
Exports

Mexico 44.3 5.6
Canada 42.4 -2.9
Japan 36.3 0.1
Taiwan 16.0 6.0
Eastern Europe 12.3 2.6
China 11.6 5.0
Total 321 1.2

Note: Partner countries shown are those with the highest level of intra-firm trade in 1999 or the largest increase over
the period 1992-99.
Source:  United States Department of Commerce (2001).

© OECD 2002
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— There is some evidence to suggest that the importance of this form of intra-
firm trade between rich and middle-income countries, which is most directly
related to the internationalisation of production, has been increasing over
the 1990s. For the United States, while the aggregate share of intra-firm trade
has remained relatively stable over the 1990s, those countries where the share
has increased most, such as China, Korea, Mexico, Taiwan and those of East-
ern Europe have all tended to be low- or middle-income countries
(Table VI.4). For Japan, intra-firm imports from the rest of Asia have
increased by much more than from other regions over the 1990s.

The manufacturing products subject to a high degree of intra-firm trade are
also those with a high degree of intra-industry trade, in particular the more sophis-
ticated manufacturing products. Thus, USintra-firm trade is particularly concen-
trated in transportation equipment, computer and electronic products, machinery
and chemicals (Table V1.5).%8

TableVI.5. US trade in products with a high degree
of intra-firm trade

per cent
Share of total imports/exports Intra-firm trade

Imports

Transportation equipment 17.7 75.6
Computer & electronic products 20.8 66.3
Chemicals 6.4 59.3
Machinery, except electrical 6.6 50.3
Electrical equipment, appliances & components 33 50.0
Exports

Transportation equipment 15.6 41.2
Plastics & rubber products 22 40.7
Chemicals 9.9 39.3
Computer & electronic products 20.7 36.9
Electrical equipment, appliances & components 33 35.1

Source: United States Department of Commerce (2001).

I ncreasing internationalisation
of production...

Macroeconomic significance

A large part of intra-industry trade reflects trade in “similar” but highly differenti-
ated products, and alarge part of intra-firm trade is of finished goods with foreign affili-
ates mainly engaged in marketing and distribution activities. Nevertheless, the increasing
importance of foreign direct investment flows, particularly to low- or middle-income
countries from the most advanced economies,*® and the increasing number of supertrad-
ing economies, together suggest that the trendsin intra-industry and intra-firm trade also
partly reflect the increasing importance of theinternationdisation of production.

18. The concentration of intra-firm trade in particular product categories is reflected in the fact that of the
31 product categories distinguished in the three-digit North American Industrial Classification System
code, only five are above the average for total exports and imports.

19. The share of world-wide FDI received by the developing and transition economies increased from
one-quarter in the period 1988-93 to one-third in the period 1994-99, see Navaretti et al. (2002).
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To the extent that a country’s trade is dominated by goods that are part of a ver-
tically-integrated production chain spread across more than one country, the correla-
tion between changesin exports and importsis likely to be high. Thisis supported by
the positive relationship between intra-industry trade and the correlation between
movements in export and import volumes over the 1990s (Figure VI.1). Changes in
export and import volumes are most strongly aligned for the established supertrading
nations, Austria, Belgium, Ireland and Netherlands (Figure V1.2). Moreover, while
such correlation isless apparent for the Eastern European economies on average over
the 1990s, it is clear that movements in import and export volumes have become
increasingly aligned over the period as intra-industry trade has expanded and the
trade share of GDP increased (Figure V1.2).

If movements in export and import volumes are closely aigned, then changesin
net export volumes will be small, which complicates any assessment of the vulnera-
bility of countries to cyclical movementsin their main trading partners. For example,
the very high share of Mexican exports going to the United States exaggerates the
initial impact of a slowdown in US demand on Mexican GDP, because there is likely
to be a coincident downturn in Mexican imports of components. Hence the impact
effect on value added produced in Mexico may be smaller than might otherwise be
expected. Nevertheless, sustained weaknessin US demand may have more important
“second round” implications for Mexico if, for example, it leads to falling employment
and cutbacks in foreign direct investment inflows.

More generadly, the internationalisation of production may mean that the initial
consequences for value added of any shock to demand are more dispersed across
countries. A corollary is that world trade at the global level is likely to be more
responsive to the state of the world economy than in the past. For example, the recent
global slowdown has been accompanied by a severe downturn in world trade growth
unprecedented since the first and second oil shocks, athough the downturn in global

Figure VI.1. Relationship between intra-industry trade
and the correlation of export/import movements
over the 1990s
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Note: The horizontal axis measures the average manufacturing intra-industry trade as reported in Table VI.1. The vertical
axis measures the correlation coefficient between annual changes in export and import volumes of trade in goods and
services from 1990 to 2000.

Source: OECD.

... impliesincreasing
correlation between exports
and imports...

... which may dampen
theimpact of downturns
in trade on GDP

World trade may become
more volatile...
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Figure VI.2. Correlation between export and import volume growth for OECD
"supertrading'' economies
Goods and services trade volumes, national accounts, percentage changes over previous year
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GDP growth has so far been relatively modest.?° Thus, past historical relationships
may be a misleading guide to interpreting current and future movements in world
trade, and these trends also caution against using world trade as aleading indicator.

The concentration of intra-industry and intra-firm trade in particular products means ... the transmission
that the internationa transmission of certain industry- or product-specific shocks may be  of certain shocks may become
especialy rapid. An obvious recent example of thisisthe speed of the collapseintradein  morerapid...
ICT products, particularly as regards bilateral trade between the United States and certain
Asian countries, and also between the United States and Mexico.

These trends may also mean that trade is less responsive to short-term changesin ... and trade less sensitive
price competitiveness than in the past. If an increasing proportion of tradeisin interme-  to changesin price
diate goods as part of an international production chain, then it is unlikely that short- competitiveness
term movements in costs or exchange rates will be allowed to disrupt it.?* However,
persistent exchange-rate realignments or permanent shifts in relative unit labour costs
may eventually lead to the relocation of entire plants to more cost competitive coun-
tries. Thereis aso evidence that imports do not “discipling” wages or domestic prices,
in terms of keeping down price-cost margins, when they are intra-firm.?

20. Following the first oil shock, world trade growth fell by 6 percentage points in 1974 and a further
8 percentage points in 1975, with OECD real GDP growth falling over 5 percentage points in 1974 and
further in 1975. While the recent fall in world trade growth amounts to nearly 12 percentage points
in 2001 (compared to 2000), OECD growth is estimated to have fallen by only 2% percentage points.

21. Thereisevidence that intra-firm imports are less price elastic than other imports (see Jarrett, 1985).

22. See Jarrett (1979).
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VIlI. PRODUCTIVITY AND INNOVATION:
THE IMPACT OF PRODUCT
AND LABOUR MARKET POLICIES

| ntroduction and summary

A substantial part of economic growth cannot be explained by increased utilisa-
tion of capital and labour. This part of growth, commonly labelled “ multi-factor pro-
ductivity”, represents improvementsin the efficiency of production. It isusually seen
as the result of innovation by best-practice firms, technological catch-up by other
firms, and reallocation of resources across firms and industries. This chapter focuses
on the impact that policies affecting product market competition and labour market
adaptability have on multi-factor productivity and some of its main determinants,
i.e. innovation and the diffusion of new production techniques.!

The next section provides a brief overview of multi-factor productivity out-
comes, innovative activity, and selected product and labour market policies in the
OECD area, showing persisting cross-country differences in both performance and
regulatory patterns. The following section explores the implications of product mar-
ket regulations and hiring and firing rules for productivity, partly drawing on firm-
level evidence. The final section looks at the linkages between product and |abour
market policies and research and development activity.

The analysisleads to the following main policy conclusions;

— Easing product market regulation and employment protection positively affects
multi-factor productivity levels and technological catch-up by raising theincen-
tivesto improve efficiency and lowering the costs of doing s0. These effects are
likely to come about mostly through within-firm productivity gains but also
through reall ocation of output to more efficient firms, which are often new
entrants in industries with rapidly evolving technologies (e.g. industries
producing and using information and communication technol ogies).

— Product market liberalisation aso has positive effects on the innovative effort
of firms (as measured by research and development expenditure). These ben-
eficial effects are best exploited when intellectual property rights provide suf-
ficient incentives to innovate, and the scope for potentially anti-competition
strategic use of innovation spending or patenting is restricted.

1. This chapter follows on from previous OECD work on growth (OECD, 2001a; Scarpettaet al., 2002)
and product/labour market interactions (Nicoletti et al., 2001; OECD, 2001b), bringing together firm
and industry-level empirical evidence concerning the determinants of multifactor productivity and the
cross-market effects of regulatory policies.

Product and labour market
policiesinfluence growth

Easing regulatory restrictions
enhances productivity

Policiesthat favour competition

Spur innovation
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The effects on innovation of
easing job protection are
complex

— The effects on research and development of easing hiring and firing rules are
more ambiguous. On the one hand, innovation-driven changesin the skill mix
of jobs often imply hiring and firing of workers, which is easier with less stat-
utory job protection. On the other hand, in countries where industrial rela-
tions systems are centralised, changes in the skill mix are often implemented
by in-house training of the existing workforce and restrictions on worker
turnover may therefore not be an impediment to innovations. The effects of
job protection on innovation also depend on the way innovations are
implemented in industries with different technological characteristics.

Performance and regulatory patternsin the OECD area

Productivity performance
varies across countries...

... reflecting the ability to reach
and shift the technological
frontier...

... which dependson
innovative effort

Improvements in multi-factor productivity (henceforth MFP) play a crucial role
in the process of economic growth. Recent OECD estimates suggest that, in most
countries, MFP growth accounted for between one third and one half of the average
business sector GDP growth observed over the past two decades.? Cross-country
growth differentials were heavily affected by differences in MFP growth rates over
the 1990s. Australia, Canada, Ireland, New Zealand, the Nordic countries and the
United States experienced an acceleration in MFP growth, recovering to various
degrees from the slowdown that occurred in the previous two decades (Figure V1.1,
vertical axis). In other OECD countries for which data are available, MFP
performance worsened, significantly so in France, Japan and Spain.

Since it reflects changes in output over and above those resulting from changesin
factor inputs, MFP improvement is the component of growth that is most closely
related to technological progress. MFP growth results from both innovations that
improve upon best-practice production techniques and the catch-up via the adoption of
state-of-the-art technologies and organisationa practices. For instance, the recovery in
MFP growth in the United States over the 1990s has been linked to innovations in
information and communication technology industries and the subsequent boost to
overall technical progress implied by the diffusion of this technology in other indus-
tries. It is likely that similar innovation and diffusion processes also played an
important rolein other OECD countries, though this effect is more difficult to identify.3

There is awide consensus that innovative activity is one of the main sources of
technological progress and, ultimately, economic growth.* Measurement of innova-
tive activity is notorioudly difficult in part because of data limitations. A commonly
used measure is reported expenditure for research and development (henceforth
R&D), which has awide country, industry and time coverage. This measure is attrac-
tive because of this wide coverage, but it is imperfect since it does not account for

2. MFP growth represents the residual output growth once the direct contribution of changesin the qual-
ity and quantity of capital and labour inputs are accounted for. Therefore, MFP estimates involve a
number of difficult measurement problems. For instance, it is hard to make adjustment for quality and
compositional changesin the labour input and, especialy, the capital stock. Other potential sources of
measurement error are economies of scale and mark-up pricing, see Morrison (1999). For detailed
results on growth decomposition in OECD countries, see Scarpetta et al. (2000).

3. See Bassanini et al. (2000). In the major European countries and Japan the contribution to growth of
investment related to information and communication technol ogies has been less important than in the
United States, but it did play an important role in the pick up of growth in Australia and Finland
(Colecchia and Schreyer, 2001).

4. OECD (2000a, 2000b) and Scarpetta et al. (2002), among others, provide evidence on the linkage
between research and devel opment and growth.
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Figure VII.1. Multifactor productivity acceleration, product market regulation
and employment protection legislation
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1. Adjusted for hours worked.

2. Excluding barriers to trade and investment.

3. The scale of indicators is 0-6 from least to most restrictive. See Nicoletti et al. (1999).
Source: OECD.

the economic significance of R& D output.® Figure V1.2 shows that business R& D
intensity (i.e. the ratio of R& D expenditure to output) varies significantly across
countries, with the highest intensity in Sweden, the United States and Japan, and the
lowest in Portugal, Greece and Poland. In a majority of countries, relatively low
intensity in individual industries explains most of the deviations of aggregate R& D
intensity from the OECD average. However, industry composition effects are

5. Aswell, R&D data usually capture only activities that are explicitly classified under R&D expendi-
tures or employment in companies’ accounts. However, alarge part of innovative activity, notably in
service sectors, occurs through organisational changes within firms, which are not reported in statis-
tics. Moreover, innovative activity by small and medium-sized firms is typically under-reported in
official statistics concerning R&D. Innovation counts and patents are imperfect indicators of innova-
tion output mainly because they often convey little information about the economic significance
(i.e. the “quality”) of innovations. See Nicoletti et al. (2001) and Ahn (2002) for brief discussions of
these measurement issues.
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Regulatory policies help
explain performance
differentials

sizeable in several countries and account for the bulk of these deviationsin Australia,
Austria, Finland, Greece, Italy, Koreaand Norway.®

Cross-country patterns of innovation and MFP depend on several factors,” but
OECD work suggests that the policy environment may bear critically on perfor-
mance differentials. Differences in product and labour market regulations were still
significant in the late 1990s in the OECD area. Focusing on domestic product market
regulations and employment protection legislation (EPL), Figure VI1.1 (horizontal
axis) shows that the regulatory policies against which MFP performances were
achieved in the past decade differed alot across countries.® By affecting the incen-
tives to innovate and improve efficiency, regulations that limit product market com-
petition (e.g. by imposing entry or operational restrictions) or affect labour market
adaptability (e.g. hiring and firing rules) can have important side effects on innova-
tion, technology diffusion and MFP performance. Thus, as shown in Figure V11.1,
the ability of some OECD countries to recover from the earlier productivity slow-
down may have been impaired by excessively restrictive rules in product and labour

Figure VII.2. Differences in business R&D intensity across countries: within-industry
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6. The cross-country variability observed in patents per capita, another widely-used indicator of innova
tive activity, is similar to that of R& D intensity (Bassanini and Ernst, 2002a).

7. Differences in industry structure influence the potential for innovation and MFP growth, particularly
as the contribution of particular industrial sub-sectors (such as industries producing and using infor-
mation and communication technologies) becomes stronger. Moreover, despite increasing conver-
gence across the OECD, differences in human capital, trade openness, industrial relations regimes,
financial structure and governance systems are important structural determinants of cross-country
variation in innovative activity and economic growth, on which policies have only limited leverage, at
least in the short to medium term.

8. More details on these differences can be found in OECD (1999a, 1999b). Figure VII.1 illustrates
cross-country differences in domestic inward-oriented product market regulation and employment
protection legislation in 1998. The focus is on domestic regulations because OECD countries are
much more similar in their outward policy orientation (e.g. regulations concerning international trade
and foreign direct investment). The summary indicators developed by the OECD rank countries on a
scale 0-6 which isincreasing in the level of restrictions to competition and the severity of employment
protection legislation. Nicoletti et al. (1999) provides details on these indicators. Since 1998, OECD
countries have implemented labour and product market reforms that may have altered these rankings.
Reforms implemented recently in some OECD countries are reported in the OECD Reviews of Regulatory
Reform and the OECD Economic Surveys.
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markets.® The correlations in the figure are illustrative but are borne out by more
rigorous multivariate empirical evidence (discussed below). They indeed suggest
that cross-country differences in regulatory policies may explain differencesin
productivity performance, even after accounting for other factors that are known to
affect productivity.

Theinfluence on technological catch-up and multifactor productivity

There are basically three ways in which MFP improvements can be achieved:
eliminating slack in the use of resources, adopting more efficient technologies and
increasing innovative effort. Firm-level evidence recently gathered by the OECD
shows that, at least over the short to medium term, both labour and multifactor pro-
ductivity growth is dominated by within-firm productivity growth.'° Therefore, good
framework conditions for within-firm adjustment are crucial for robust aggregate
MFP performance.

The main effect of product market regulations that favour competition is to
strengthen the incentives to improve MFP and adopt new technologies. In weakly
competitive markets, there are relatively few opportunities for comparing firm per-
formances, and firm survival is not immediately threatened by inefficient practices.
Therefore, slack and the suboptimal use of factor inputs can persist. As competitive
pressures increase, performance comparisons become easier and the risk of losing
market shares encourages the elimination of slack. In parallel, the need to meet the
cost efficiency of competing firms provides a powerful motivation for adjusting tech-
nology and work organisation to best practice. Cross-country empirical evidence at
the industry level indeed suggests that MFP is positively affected by regulatory envi-
ronments that favour competition, even after accounting for other potential influ-
ences, such as R&D and country and industry-specific factors.!* Pro-competition
regulation appears to improve MFP performance both directly and, especially, by
enabling a faster catch up to best practice in countries that are far from the techno-
logical frontier. For example, product market reforms that would align the overall
regulatory stance with that of the most liberal OECD country are estimated to reduce
in the long run the MFP gap vis-a-vis the leading country by around 10 per cent in
high-gap countries such as Greece and Portugal, and by 2 to 4 per cent in several
other continental European countries and Japan.

Although labour market regulations are primarily designed to ensure desirable
social outcomes,*2 certain regulations in this area can change the costs of measuresto
improve efficiency and catch up to best practice. For instance, excessively strict hir-
ing and firing rules can raise the cost of the workforce reorganisations that are
implied by a better utilisation of inputs or new vintages of technology. If firms can-
not shift those costs onto lower wages, the net returns of such efficiency improvements
are reduced. In this case, easing employment protection legislation can encourage
adjustments towards the technological frontier. Empirical analysis of the experience of

9. Theindicators of product and labour market regulation in Figure V11.1 relate to 1998. However, since
the cross-country pattern of regulation appears to be highly persistent over time, the indicators are
likely to portray the influences on productivity growth over the 1990s.

10. See OECD (2001a).

11. The cross-country, cross-industry evidence discussed here is drawn from Scarpetta et al. (2002).

12. For instance, well-designed poalicies can provide insurance against the risk of job loss, improve
matching and commitment in worker-firm relationships and encourage skill upgrading.

Pro-competition policies
encourage productivity
growth and catch up...

... by making required
adjustmentsin factors
of production easier ...
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... aswell asfacilitating
new entry...

... which isa source of growth
in rapidly evolving industries

OECD countries in the past two decades confirms that employment protection legidation
influences MFP performance, at least under certain wage-bargaining regimes. According
to these estimates, alowering of hiring and firing costs would improve MFP performance
where employers were not able to offset these costs through bargaining over aggregate
and relative wages (e.g. in countries where bargaining is mostly at the industry level and
not co-ordinated nationaly). At the same time, empirical estimates suggest that low hir-
ing and firing costs (e.g. shorter and simpler procedures) may speed up the convergence
of MFP to best practice in countries that are far from the technological frontier, indepen-
dent of their bargaining regimes.

Product and labour market policies can aso have repercussions on the turnover
of firms, which is an important determinant of economy-wide MFP improvements.
Product market regulations that raise the cost of entry (e.g. administrative burdens)
or prevent it altogether (e.g. legal limitations on the number of competitors) tend to
lower industry-specific and aggregate entry rates. A similar effect can result from
some labour market regulations. For instance, minimum wage provisions, adminis-
trative extension of collective agreements, and strict hiring and firing rules can raise
the costs faced by new entrants, which are often small-sized firms.*® Recent OECD
empirical work based on firm-level data covering both manufacturing and servicesin
ten OECD countries over a decade shows that countries with relatively low adminis-
trative barriers, pro-competition sector-specific regulations and flexible hiring and
firing rules typically experienced higher entry rates of small-sized firms, though not
very small firms that are often exempted from such regulations.'*

The effect of regulations on entry is particularly important for productivity per-
formance in industries in which technology is rapidly evolving, such as information
and communication technology industries or industries characterised by high adop-
tion of this technology. In these industries new entry contributes more strongly to
productivity growth than in the rest of the economy (Figure V11.3), because new

—— Figure VIL.3. Contribution of new entry to labour productivity growth —
in manufacturing and selected ICT industries, 1992-971
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13. Strict employment protection provisions, for instance concerning collective dismissals, can aso make
exit more burdensome for inefficient firms.

14. Entry rates in different countries by industry were estimated from firm-level data collected and har-
monised by the OECD, see Scarpettaet al. (2002).
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entrants play an important role in introducing new vintages of technology. Therefore,
product and labour market regulations that minimise the prospective costs faced by
new entrants are likely to create favourable conditions for increasing the contribution
of information and communication technology to productivity growth.

Theinfluence on incentivesto invest in resear ch and development

Recent economic analyses suggest that vibrant product market competitionis Pro-competition product
essential to generate the ex ante incentives to engage in innovative activity.'®> Thus, market regulations encourage
regulations concerning entry and business activity (e.g. licensing, administrative pro-  innovation...
cedures and barriersto trade) need to be made friendly to competition by liberalising
potentially competitive markets, reducing administrative burdens, lifting price and
other operational controls. At the same time, R&D may be encouraged when inno-
vating firms are granted some degree of market power over new products (or pro-
cesses) after they innovate. Therefore, the right policy environment for innovative
activity isonethat generates expected rents that are sufficiently high to cover the cost
of innovation, while unleashing competitive pressures that force firms to strive for
survival by implementing innovations. In practice, it is difficult to strike the right
balance between competition and the protection of intellectual property rights
(e.g. patents, trade marks, copyright). Nonetheless, appropriate rules and institutions,
including international agreements, can guarantee the protection of intellectual prop-
erty rights while making sure that the diffusion and transfer of technological progress
is not thwarted (see Box).

Recent empirical research has shown that product market regulations condu-
cive to competition have a positive effect on R&D intensity in manufacturing.
Cross-country differences in such regulations explain a good deal of the industry-
by-industry deviations of Member countries’ R&D intensity from the OECD aver-
age in the late 1990s (Figure VI1.4). They were estimated to account for almost
one third of the higher R&D intensity in the United States, Japan, Germany and
Sweden relative to the OECD average and provide a large positive contribution in
the United Kingdom, Canada and Ireland. The opposite effect was particularly
strong in Italy and Greece, where regulatory restrictions to competition accounted
for one third and two thirds, respectively, of their shortfall in R&D intensity. Regu-
latory restrictions also provided a large negative contribution to R&D in France,
Belgium and Norway. These estimates, together with prima facie evidence that
excessive regulation may discourage specialisation in innovative industries (see
below), suggest that further liberalisation of product markets might spur innovative
activity significantly in several OECD countries.

15. At the same time, co-operation between firms (e.g. collaborative R&D, joint R&D ventures or technol-
ogy licensing agreements) and with other institutions (e.g. universities and public research organisations) is
increasingly used to efficiently exploit potential synergiesin innovative activity (Shapiro, 2002).

16. There is a growing body of empirical evidence showing that strong product market competition is
beneficial for innovative activity when IPR are adequately protected. See, for instance, Bassanini and
Ernst (2002a) and, for areview, Ahn (2002).

© OECD 2002
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Figure VII.4. The contribution of product market regulation to differences
in R&D intensity across countries
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... by stimulating efficiency The impacts of competition on R& D may manifest themselves differently

increasesand product  across industries. In low-technology industries (e.g. textiles), competitive pressures
diversification encourage R&D investment and innovations that are primarily aimed at preserving
market shares by reducing costs and cutting prices. In high-technology industries
where firms share relatively homogeneous “dominant” technologies (e.g. motor vehi-
cles), competition compels firms to engage in a process of “cumulative” innovation
aimed at reducing costs and improving product quality relative to those of competi-
tors (so-caled “ neck-and-neck” competition). Empirical evidence based on industry-
level data shows that R&D investment in both sets of industries leads to significant
improvements in their MFP.'7 In other high-technology industries (e.g. precision
instruments), free entry leads to competition between several different technological
trajectories, each promoted by different innovating firms. As a result, R&D invest-
ments are mainly aimed at differentiating products and acquire shares in “niche”
markets, with an impact on MFP that is more difficult to identify.®

Labour arrangements have side In much the same way as they influence MFP, labour market policies can have
effects on innovative activity...  side effects on aggregate R& D spending and innovation. For instance, policies that
make hiring and firing difficult can increase the cost of implementing innovations,
when these require labour downsizing or reorganisation; and policies that favour the
bargaining power of insiders can reduce the ability of firms to appropriate innovation
rents, especialy when post-innovation wage re-negotiation is possible. These potential
side effects on innovative activity need to be taken into account when assessing the
costs and benefits of maintaining or reforming policy settings in the labour market.*®

17. See Scarpettaet al. (2002).

18. Inthese industries, the main result of innovative activity is product diversification, a phenomenon that
translates into increased consumer welfare rather than enhanced productive efficiency.

19. Another potentialy important side effect of strict hiring and firing rules is to lower worker mobility.
Mobility has been shown to help diffuse technology among firms, between industry sectors, and
between universities (or government laboratories) and industry.
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Intellectual property rights (IPR) confer on the owner the
right to prohibit others from making, using, selling or
importing the protected idea or invention for a defined
period. They also impose on the owner certain obligations,
for instance concerning disclosure. There are severa types of
IPR, including patents, copyrights, trademarks, trade secrets
and other sui generis protections. The most relevant for high
technology industries are utility patents (applying to inven-
tions of new, useful processes and products), copyrights and
trade secrets. The most patent-intensive products are phar-
maceuticals and chemicals, biotechnology products,
mechanical products, information technology products, tele-
communications and software. | PR are covered by interna-
tional agreements, but are granted and enforced nationally.
There is a wide variation across countries in subject matters
covered by IPR, their administration and interpretation and
the way they are legally enforced, leading to international
differencesin their value.

The goa of IPR isto provide innovators with the incentive
to create, discover and disclose new knowledge and informa-
tion. Their economic rationale is that, because new ideas and
research results are common knowledge, absence of protec-
tion would thwart incentives to innovate, keeping investment

Box VII.1. Theroleof intellectual property rights

in research and development below its socially optimal
level.* However, by conferring an exclusive right over a
resource, IPR may curb product market competition by rais-
ing the costs of entry into a market. There is evidence that
incumbent firms sometimes use patents strategically to block
their competitors from developing products or as bargaining
“chips” in cross-licensing agreements. Escalating R&D
investment can be used to increase the fixed (sunk) costs
faced by potential new entrants and patenting can be used in
ways that deter competition, for instance to fence off new
products against possible substitutes or block entry into the
potential market niches in which competitors could thrive
(Shapiro, 2002). Moreover, to the extent that innovations are
cumulative and interrelated, excessive IPR protection may
also hinder the development of new processes and products
that build on previous innovations.? Therefore, the design of
IPR involves a delicate balance between incentives to inno-
vators and stimulus to competition, also calling for effective
competition law enforcement in the field of IPR. The table
below shows that there is a positive correlation across coun-
tries between innovation and a widely-used index of IPR
protection. However, the direction of causation is unclear,
since the strength and accuracy of IPR could be driven by the
propensity of a country to innovate.

I ntellectual property rightsand innovative activity

Cross-country correlation coefficients *

Patents per capita*

R&D intensity

Intellectual property rights index’

0.68
(4.41)

0.64
(3.94)

Note: t-statistics in parentheses.

a) All OECD countries except Iceland, Luxembourg, Mexico, Slovak Republic and Turkey.

b) The index is a composite of five indicators: the extent of coverage, the membership in international patent agreements,
provisions for loss of protection, enforcement mechanisms and duration of protection (see Ginarte and Park, 1997).

c) Patents are defined as consolidated family of patent at European patent office (EPO), US patent office (USPTO) and
Japanese patent office (JPO) by country of invention and in year 1993.

Source: OECD.

1. In fact, even though new ideas and research results are a public good, developing the capacity to absorb the related knowledge involves

costs for competing firms.

2. At the sametime, patenting can also alow firmsto codify knowledge in such away that it can be disseminated vialicenses, while continu-

ing to appropriate some of the returns of R& D (via royalties).

© OECD 2002
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... whose size depends
on the interplay of policies
and institutions...

... aswell ason the
characteristics of each industry

The side effects of labour market policies on innovative activity differ across
OECD countries, due to the interaction with other country-specific labour market
institutions, such as industrial relations regimes. For instance, some estimates sug-
gest that the impact of hiring and firing restrictions on R& D may depend on the
degree of co-ordination of collective bargaining.2 Employment protection legislation
typically reinforces the bargaining power of insiders and reduces worker turnover
(i.e. the process of laying off workers and hiring new workers on the labour market).
Therefore, it can be expected to deter innovative activity. However, this negative side
effect of employment protection is likely to be weaker where there is little scope for
post-innovation wage re-negotiation and little recourse to worker turnover for reshuf-
fling the workforce in the wake of innovations. In turn, the extent of wage re-negotiation
and worker turnover during the innovation process are influenced by the features of
collective bargaining institutions.

Although empirical estimates of the effects of employment protection legisla-
tion on innovative activity are not very precise, policies aimed at lowering hiring and
firing costs are estimated to have on average (across industries) a positive effect on
R&D intensity, especially in countries with alow or intermediate level of bargaining
co-ordination (Table V11.1). In these countries, wage bargaining is decentralised, the
scope for wage re-negotiation is relatively wide and adjustments in the composition
of the workforce are typically made through worker turnover. Effects are estimated
to be smaller in countries with highly co-ordinated bargaining systems, reflecting
nation-wide wage setting and greater recourse to workforce adjustments internal to
the firm, including firm-sponsored training aimed at creating the new skills required
by innovations.?

The impact of employment protection legislation on innovative activity also
varies across industries, reflecting the degree to which innovation-driven workforce
adjustments are accommodated through worker turnover. Empirical estimates indi-
cate that employment protection legislation can significantly deter R&D in industries
where the innovation process is driven by product differentiation, with technologies
often being renewed through entry and exit of firms and extensive worker turnover
(e.g. precision instruments and software). A significant depressing effect of employ-
ment protection on R& D is also found in (mainly low-technology) industries charac-
terised by product lines at the end of their life-cycles, where innovation often leads to
downsizing. Conversely, employment protection appearsto play no constraining role
on R&D in high-technology industries characterised by a cumulative innovation pro-
cess, supported by worker skills that are highly specific to individual firms
(e.g. electronic components and aircraft). In these industries, the best worker compe-
tencies to complement innovations are often found within the firm, and upgrading
skills of existing employeesis likely to be less costly than training new workers.

The evidence concerning interactions between labour market policies, industrial
relations systems and technological characteristics of different industries suggests
that, depending on their institutional and policy setting, countries may have compara-
tive advantages in different industries from the standpoint of innovative activity.? In
countries with high bargaining co-ordination and relatively strict hiring and firing

20. The evidence discussed here and below is drawn mostly from Bassanini and Ernst (2002a).

21. In highly-co-ordinated systems, wages are usually compressed across skills (see eg. Blau and Kahn,
1996; Gottschalk and Smeeding, 1997). This makes in-house training more profitable for firms
because they can reap the greater difference between the margina productivity of skilled workers and
their earnings.

22. See Bassanini and Ernst (2002b).



Productivity and innovation: the impact of product and labour market policies - 181

—— TableVII.1. Estimated effects on manufacturing R& D intensity ———
of aligning employment protection to that of the United States

(percentage points)

Baseline
Ind ial relati a Point estimate Lower bound Upper bound R&D intensity
ndustrial relations context estimate estimate (weighted
average)
High coordination countries 0.25 0.03 0.72 1.36
Intermedi low
termediate and lo 122 0.01 243 1.50

coordination countries

a) Average effect in countries with high collective bargaining coordination or intermediate or low collective bargaining
coordination:
High coordination countries include Austria, Czech Republic, Denmark, Germany, Greece, Ireland, Italy, Japan, Korea,
the Netherlands, Norway and Poland
Intermediate or low coordination countries include Australia, Belgium, Canada, Finland, France, New Zealand, Portugal,
Spain, Sweden and the United Kingdom
Source: OECD.

rules (e.g. Germany), innovative activity is likely to thrive in industries characterised
by a dominant technology and a cumulative innovation process. Countries that have
a decentralised bargaining system and laxer hiring and firing rules (e.g. the United
States) are better equipped to innovate in industries characterised by multiple and
rapidly evolving technologies. This can, at the same time, be seen as indicating that
countries with low or intermediate levels of bargaining co-ordination and relatively
strict employment protection (e.g. France and Spain) could enhance overall innovative
activity by easing hiring and firing rules.

Besidestheir effects on R&D intensity in individual industries, product and labour  Pro-competition policies
market policies can aso affect the propensity of a country to concentrate productionin  also help shifting output
innovative industries, for instance by affecting the pace of resource reallocation in the  to innovative industries
economy. Palicies that reduce the adaptability of labour markets, of which employment
protection was explored in this chapter, are associated with specialisation patterns that
are unfavourable to innovative industries (OECD, 2001b). Such correlations are found
also with regulations that increase costs for R& D-intensive firms (e.g. administrative
burdens and barriers to competition).?® These cross-country patterns of industry spe-
cialisation suggest that policies aimed at strengthening competitive forces and making
labour markets more adaptable could stimulate structural adjustment towards innovative
industries, thereby raising overall innovative activity.

23. For instance, there is a significant negative cross-country correlation between industry specialisation
in innovative industries and the OECD indicators of excess administrative burdens on corporations
(i.e. the difference between burdens imposed on corporations and sole-proprietor enterprises) and
anti-competition product market regulations (see Nicoletti et al., 2001).

© OECD 2002
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VIilIl. EXCHANGE MARKET VOLATILITY
AND SECURITIESTRANSACTION TAXES

| ntroduction and summary

Foreign exchange markets are essential to the functioning of the interna-
tional economy. However, they sometimes appear to be excessively volatile and
occasionally their movements have been disruptive. Exchange rates that are
overly volatile and out of line with economic fundamentals can impose real costs
on the economy, not least through their effects on international trade and invest-
ment. Moreover, at times, pressures from exchange markets have complicated
the setting of monetary policy.

Concerns about foreign exchange market volatility have led a number of econ-
omists, policy makers and others to advocate countervailing measures. The most
well known proposal consists of levying a tax on all foreign exchange transactions.
This proposal, often referred to as the “ Tobin tax”,' is a special case of a securities
transaction tax. Such a tax imposes a particularly heavy burden on those who hold
assets, such as foreign currency, for relatively short periods. Because the volume
of transactions in exchange markets is very high — over one trillion dollars a day —
some more recent advocates have also argued for the “ Tobin tax” on grounds of its
potentially very large revenue yield. These funds, it is thought, could be used to
finance worthwhile initiatives and in this regard official development assistance is
often mentioned.

This chapter addresses a number of issues related to exchange market volatility
and the potential effect of a“Tobin tax”. In the succeeding sections the following
questions will be addressed and the main conclusions are briefly summarised here:

Are exchange mar kets excessively volatile?

It appears well established that movements in exchange rates, especially
short-term movements, are often greater than can be explained by the “underlying
economic fundamentals’. It is not clear how far this reflects movements clearly unre-
lated to fundamentals as opposed to over-reaction by traders to new economic data
assessed as implying changes to fundamental determinants of exchange rates.

1. His proposal was first laid out in the wake of the breakdown of the Bretton-Woods system of fixed
(but adjustable) exchange rates. Others have also proposed such atax, see for example, Dornbusch
(1986), Stiglitz (1989) and Summers and Summers (1989). Recent interpretations of this proposal,
while described as a “Tobin tax”, have in fact been at variance in important ways with the original
idea, a point made by Tobin himself (Tobin, 2001). For the origina proposal, see his Janeway lecture,
delivered in 1971 and published in Tobin (1974). See as well, Tobin (1978).

Foreign exchange markets,
at times, appear volatile
and disruptive...

... afeaturethat hasled
some to advocate a “ Tobin tax”

Evidence supports the view
that exchange rates are overly
volatile

© OECD 2002
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A “Tobin tax” cannot
distinguish among types
of transactions

Potential benefits appear to be
small and the costs could
belarge

I mplementation difficulties
could well prove
insurmountable

Revenues would probably be
less than some have suggested

Foreign exchange markets are
more volatile than bond
markets but less so than those
for equities

Areexchange markets exessively volatile?

Would a “ Tobin tax” reduce volatility?

No firm answer can be given to this question. A “Tobin tax” penalises high-
frequency trading without discriminating between trades which may be de-stabilising
and those which help to anchor markets by providing liquidity and information. Indi-
rect evidence from other financial markets where a securities transaction tax has been
in place suggests a substantial effect on trading volume but either no effect, or a
small one of uncertain direction, on price volatility.

Do the potential benefits offset or balance the costs of such
atax in terms of economic efficiency?

The evidence on whether or not exchange-market volatility hampers trade and
investment is mixed — perhaps surprisingly so —and even those studies that find a nega-
tive effect estimate that it is small. This may be due to the general availability of
low-cost hedging instruments. Nevertheless, if a“Tobin tax” were to reduce volatility,
the price of hedging instruments might decline significantly. At the same time, there
would be less of aneed for them. On the cost side, voletility could rise rather than fall,
because of an indirect effect on liquidity, and the “Tobin tax” could hit particularly
hard at those trades that enable low-cost hedging to take place. On balance, the down-
side risks would appear to outweigh the potential benefits.

Could such atax beimplemented?

In principle, a“Tobin tax” would have to be implemented on aworld-wide basis
and possibly also across other financial (and some real) markets. If not, trading
would tend to migrate to other, non-taxed jurisdictions, which may well be less regu-
lated than existing venues, or participants could use other financial (or real) vehicles
to achieve the same end. The political mechanisms to implement and enforce such a
tax are not currently in place.

What isthe potential revenueyield from a “ Tobin tax” ?

If it were possible to implement, the revenue yield from such atax could be sig-
nificant, though probably much smaller than suggested by current turnover in exchange
markets, in good part because the tax base itself is likely to fall. Even so, earmarking
the revenues from such atax for specific, abeit highly legitimate, expenditures, like
official development assistance, would seem to be neither an economically efficient nor
apoliticaly appropriate way in which to finance such expenditures.

Interest in a“Tobin tax” has increased, despite the fact that foreign exchange rate
volatility has shown no particular trend over the past two decades (Table V111.1). Com-
pared with other financial markets, for which there has been less discussion of transac-
tion taxes, volatility of exchange marketsis generaly lower than that of equity markets
but higher than for relatively safe, fixed-income securities such as government bonds
(Tables VI11.2 and V111.3). Whether such exchange rate volatility as can be observed is
excessive remains a somewhat controversial issue. However, volatility in foreign
exchange markets at monthly frequencies cannot easily be explained by looking at
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Table VIII.1. Historical volatility of foreign exchange rates vis-a-visthe US dollar

Standard deviation of annualised daily returnsin per cent

Japan Germany France Italy United Kingdom Canada Switzerland
1980-2001 10.75 10.64 10.46 10.30 9.99 4.44 11.65
1980-1984 10.05 10.44 10.90 9.73 9.91 3.70 11.49
1985-1989 10.34 11.42 11.05 10.79 11.92 4.30 12.53
1990-1994 9.69 11.18 10.68 11.65 10.87 433 12.12
1995-2001 12.13 9.75 9.45 9.23 7.56 5.05 10.72
Maximum? 31.86 25.13 23.69 39.82 26.72 12.56 27.28
(26-10-1998) (08-10-1992) (08-10-1992) (08-10-1992) (04-04-1985) (08-10-1998) (31-03-1995)
Minimum? 3.30 3.16 2.67 1.92 2.55 0.66 4.48

(12-03-1987)  (26-12-1994)  (26-12-1994)  (26-12-1994)  (15-03-1996)  (21-11-1983)  (16-05-1988)

Note: The exchange rates are noon buying in New Y ork for cable transfers payable in foreign currencies.

a) Maximum and minimum of historical volatility are the highest and lowest level of one-month historical volatility during the whole time period 1980-2001. The one-month
historical volatility is computed over moving windows of one-month (20 business days).

Sources: Federal Reserve Bank of New Y ork and OECD.

Table VIII.2. Historical volatility of equity market indices’

Per cent, per annum

United States Japan Europe United Kingdom

S& P500 TOPIX DJ Euro Stoxx FTSE100

1980-2001 1980-2001 1987-2001 1984-2001

16.18 17.28 16.59 15.72
1995-2001

17.45 19.67 18.79 16.65

a) Historical volatility is computed as the standard deviation of annualised daily returns over the time period specified.
Sources: Datastream and OECD.

—— Table VIII.3. Historical volatility of 10-year government bonds’ ———

Per cent, per annum

United States Japan Germany France Italy United Kingdom  Canada

1980-2001 1984-2001  1980-2001 1985:2-2001 1991:4-2001 1980-2001  1985-2001

8.27 591 5.16 6.56 7.28 8.56 7.39
1995-2001
6.70 5.35 5.08 6.09 6.25 6.22 6.50

a) Historical volatility is computed as the standard deviation of annualised daily returns over the time period specified.
Sources: Datastream and OECD.

© OECD 2002



188 - OECD Economic Outlook 71

Figure VIII.1. Historical volatility of exchange rates
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Figure VIII.1. Historical volatility of exchange rates (cont.)

=== One-month historical volatility = One-year historical volatility
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Note: The one-month historical volatility is computed daily as standard deviations over moving windows of one month (20 business days) and the one-year historical
volatility over moving windows of one year.
Source: Federal Reserve Bank of New York and OECD.

movements of what are thought to be underlying economic fundamentals.? Moreover,
at high frequencies, such as daily observations, exchange rate volatility is higher still
(Figure V111.1),2 which is suggestive of “noise” in the setting of exchange rates. Itisin
this sense that volatility has often been labelled as excessive.

2. SeeFlood and Rose (1999) and Bartolini and Giorgianni (2001). These findings are in line with those
in other financial markets. Shiller (1981) was the first to point out this fact by noting that stock prices
were excessively volatile with respect to underlying fundamentals.

3. Thevoldtility of exchange rates at an intra-day level is even larger.

© OECD 2002
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The causes of excess volatility
areunclear...

... with little evidence that it
reflects over-reaction to news

The “Tobin tax” istargeted at
frequent traders...

Would a “Tobin tax” reduce excessvolatility?

The observed positive correlation between the extent of trading and volatility
has led to a focus on trading behaviour with suggestions that destabilising specula-
tion (“noise trading”) is what drives prices. However, correlation does not necessar-
ily indicate causation but could reflect that both trading volumes and prices respond
to the arrival of new information. Hence the correlation between trading and voltility
does not provide any conclusive evidence.

Alternatively, excess volatility could be the result of traders over-reacting to
new information or incorporating into prices information that is not relevant. Empiri-
cal evidence on what type of information affects marketsis still relatively scarce and
not yet conclusive. Some studies distinguish between public information, such as the
publication of new statistics, and private information not shared by others, such as
knowledge that a particularly large amount of currency had to be converted. Indeed it
appears that a sizeable part of volatility is associated with private information, but
this does not necessarily imply that such information is not related to fundamental
developments. Finally, insofar asthe arrival of new information involves some initial
mispricing, the subsequent correction would imply more trading and price move-
ments, further strengthening the correlation between trading and volatility. However,
the very limited evidence on this question ascribes only 4 to 12 per cent of the daily
exchange rate variance to such mispricing.*

The appesal of a“ Tobin tax” isthat it would have a strong deterrent effect on trad-
ers with very short-term holding periods who, despite the lack of corroborative evi-
dence discussed above, are often thought to be the main cause of excessive voldtility.
Asaniillustration, for a 0.5 per cent transaction tax and an assumed holding period of a
day, these participants would require a 287.7 per cent return (annualised) before tax to
get an after-tax return of 4 per cent. Such high returns may be available, even in
risk-weighted terms, at times of intense pressure on a currency and the tax may have
limited impacts in such episodes (see Box V111.1).% In more normal times, however,
such a tax may discourage short-term holdings. For traders with one-year or longer
holding periods, on the other hand, the burden of the tax is small to negligible. The
implication is that such atax has the potential to severely limit short-term activity but
would have only small effects on traders who take longer-term positions.®

4. SeeFrench and Roll (1986); Ito et al. (1998); and Melvin and Yin (2000) on some of the issues covered
in this paragraph.

5. SeeHakkio (1994). Most analysts fedl that such a tax would not be able to prevent speculative attacks
like those experienced against various emerging market currencies as well as those against some of
the ERM countries during the early 1990s. Nonetheless, the tax may reduce the extent of open posi-
tions that can be closed out as an attack unfolds.

6. A “Tobin tax” could conceivably also encourage structural change in exchange markets. A feature of
these markets is their lack of transparency; the lack of publicly available information on prices and
volumes of transactions can lead to both more trading and higher volatility. By raising transaction
costs, a“Tobin tax” could create an incentive to change the structure to a more transparent one, where
less trading would be required and where liquidity could be provided by customers who would stand
ready to buy or sell at agreed upon prices. It is not clear, however, that more transparency would be
associated with lower volatility since it would lower the value of private information, reduce the abil-
ity of dealers to manage risk and lead to lower holdings of inventories. As aresult, market liquidity
could be hampered, bid-ask spreads widened and price volatility increased.



Not all volatility is harmful. Indeed, when fundamentals
change, it makes sense for exchange rates to change as well.
Moreover, sometimes exchange rate changes may assist eco-
nomic policy. For example, afall in the vaue of the exchange
rate when monetary policy is relaxed during a period of eco-
nomic weakness would help the economy to return towards its
equilibrium level. The same is true if a country suffers an
adverse terms-of-trade shock. At the other extreme, arisein the
exchange rate in response, say, to a very expansionary fiscal
policy or apositive terms-of-trade shock when growth is aready
healthy, would tend to limit potentia inflationary implications.
In each case, exchange rate changes can be helpful.

It is possible to keep volatility low, through a fixed (but
sometimes adjustable) peg of the currency to another. This,
however, can be a mixed blessing. Artificialy low volatility
may induce enterprises, financial intermediaries and even
private citizens to take on more foreign exchange exposure
(and extrarisks) than can be safely borne. If the currency
arrangement proves impossible to maintain, perhaps because
of underlying domestic imbalances and problems, then a
speculative attack is likely. This will lead to disruptive
adjustments, the intensity of which will depend, in part, on
the size of the underlying positions that have been accumulated.
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Box VIII.1. Volatility and misalignments

For the country involved, it can be particularly painful if the
domestic financia system is not well developed. Thisiswhy
countries with fragile financial systems are encouraged to
bring these into better shape before fully opening up to all
capital flows.*

A “Tobin tax” is unlikely to prove effective in helping a
country maintain an exchange rate arrangement that has
become untenable. The returns that have typically been
earned in speculating against a currency in these circum-
stances have been more than large enough to offset the bur-
den of the tax. This appears to have been true for a number
of emerging-market economies but as well for advanced
economies.?

Exchange rates at times have become misaligned in rela-
tion to fundamentals. An example that is sometimes quoted
is the appreciation of the Japanese yen against the dollar (to
80 yen by April 1995) and its subsequent depreciation.
Devel opments such as these have proven to be very disrup-
tive to both the functioning of exchange markets, but also for
economic activity in general. These events are not well
understood but, at the same time, it is not clear whether a
“Tobin tax” would be ableto play a preventiverole.

1. See OECD (1999) and Dornbusch (2000).
2. See Frankel (1996).

Limiting high-frequency trading does not necessarily reduce volatility, how-
ever. By raising transaction costs, the tax would penalise high-frequency activity
undertaken by traders attempting to manage risk exposure, which, in turn, could have
adverse effects on market liquidity. And in a thin market, each trade would tend to
have alarger impact on the price, possibly implying an increase in volatility. |ndeed,
dealers in foreign exchange markets, who serve the important role of providing
liquidity, will have to adjust their inventories of foreign exchange at times, particu-
larly if they receive large orders.” In the process of finding other dealers or brokersto
take their positions, trading can exceed the size of the initial order. This activity,
however, is the result of risk management activity on the part of liquidity providers.
A “Tobin tax” would interfere with this process and in the end raise the costs of those
participants who are providing liquidity to markets.®

... but may make markets
lessliquid

Since a“Tobin tax” has not yet been implemented, there isllittle direct evidence
of its effects on volatility. The above-mentioned broad constancy of exchange rate
volatility over the past couple of decades, when technological change and regulatory
reform acted to lower transaction costs, does not support the argument that arise in
the latter would damp volatility. Apart from such circumstantial evidence, some
indications may be had from experiences with types of securities transaction taxes

Experiencein other financial
mar kets suggests a small,
uncertain effect

7. Thisissometimes referred to as “hot potato” trading. See Lyons (2001).
8. Aswell, such atax would discourage the entry of new traders and in the process reduce opportunities
for risk sharing.

© OECD 2002
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imposed on other financial markets, and here the evidence has tended to be mixed.
Analysis of the UK stamp duty (which in 1986 was reduced to 0.5 per cent on the pur-
chase of shares and debentures) has shown that it tended to lower the price of securities
but had no effect on volatility.® Studies on both US markets and those of East Asia
have come to similar conclusions.!® Germany also had in place a securities transaction
tax until 1 January 1991. Just prior to its elimination volatility peaked and declined
thereafter. The existence of these taxes in a number of equity markets did not appear to
reduce volatility in the wake of the world-wide stock market crash in 1987.1! Recent
work looking at proxies for transaction costs on the Paris stock exchange, identified the
potential upper limit of a reduction in volatility and concluded that the effect was, at
best, economically small.}? By contrast, a cross-country study found no significant
influences of securities transaction taxes on stock market volatility.*®

What isthe balance between the potential benefits and costs?

Lowering volatility could
reduce the costs of financial
insurance

The effects of volatility on trade

and investment are uncertain

Thetax could also have
negative effects

To be effective it would have to
cover all foreign
exchange markets...

Could a* Tobin tax” beimplemented?

Lower volatility would directly affect the cost of insuring against adverse move-
ments in exchange rates. Judged by the impact of volatility on the price of foreign
currency options —important instruments for hedging foreign currency exposure —
those cost savings could be significant (see Box VI11.2).

While the cost of insuring could potentially be lowered, such costs are not high
in the first place. Indeed, the availability of low-cost means to insure those engaged
in international trade against adverse changes in currencies is often cited as a reason
why empirically, a number of studies have found that, although volatility can
potentially reduce the level of trade, the effect does not appear to be large.™*

The tax also has potential negative effects. To be effective, it would have to be
applied to all instruments, including options and other vehicles used to insure against
risk. This, however, would directly raise the cost of insuring, possibly by more than
it would be lowered by any reduction in volatility. And as argued above, therisk is
real that the tax would raise rather than lower volatility. Finally, and more controver-
sial, to the extent that the tax reduced the ability of markets to respond to policy
changes, it would reduce market discipline on policy.

If a“Tobin tax” is not implemented on a world-wide basis, activity will tend to
migrate to tax-free jurisdictions. An illustrative example is provided by the transac-
tion taxes on equities and bonds in Sweden. Following the doubling of the excise tax
on share transactions to 1 per cent for both buyers and sellers and the introduction of

9. See Saportaand Kan (1997).

10. SeeJonesand Seguin (1997) and Hu et al. (1997).

11. See Hakkio (1994).

12. Hau (2001) looked at “tick” size changes (the minimum price variation rule) on the Paris stock
exchange. He found that these variations were an important determinant of transactions costs and that an
increase in tick size, roughly equivalent to 0.5 per cent STT, could lower volatility by 6 to 15 per cent.

13. SeeRoll (1989).

14. Infact, at atheoretical level, there does not appear to be a consensus about the direction or size of the
relationship between trade and volatility. For areview of a number of theoretical and empirical
studies on the relationship between trade and exchange rate volatility, see C6té (1994).



Purchasing a currency option is one of the various meth-
ods (futures, forwards, foreign exchange swaps, etc.)
employed to insure against foreign exchange risks. For exam-
ple, a US exporter, with future receipts in euros but simulta-
neously facing domestic liahilities, may wish to hedge against
adverse exchange rate movements, while benefiting from
favourable ones. By buying a “euro put/dollar call” option
contract, the option holder obtains the right, but not the obliga-
tion, to sell euros (buy dollars) at an agreed price (strike price)
on afuture date. If the strike price (quoted in US cents per unit
of euro) is higher than the spot exchange rate at the future
date, the holder would exercise the option. In exchange for
insuring against an adverse exchange risk, the buyer of an
option hasto pay aprice caled the premium. Normally, higher
volatility will mean higher option premiums, since that will
imply that it is more likely that the option will pay off (i.e. the
option will be in the money).t

The change in the price of an option with respect to a
change in volatility is measured by the option’s vega.? For
example, avega of 0.15 for euros against dollars indicates that
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Box VIII.2. Option pricesand volatility

the premium for this option will change in absolute terms
by 0.15 US cents per euro if volatility (measured by standard
deviation) changes by 1 percentage point. In Table V1I1.4, the
values of vega for option contracts for euros, yen, pounds and
Swiss francs are shown. Viega tends to be the highest for those
options for which the hedging incentive is most relevant. The
relative change in the cost of an option as a result of a
1 percentage point change in volatility is vega divided by the
initial option price and in Table V1Il.4 these are shown as
per cent. Assuming that volatility can be lowered by
1 percentage point (perhaps by imposing a “Tobin tax”), the
saving on buying a standard option would range from about 7
to 11 per cent depending on the currency.

The calculations shown here have to be interpreted with
some care. The results are based on the “Black-Scholes”
model of option prices, which assumes that volatility is con-
stant. In reality, volatility is not constant and other models,
which try to incorporate this feature could give different
results.® Nevertheless, the “Black-Scholes” model remains
the most widely used for these types of calculations.

1. Inrelation to the price of the underlying asset, the option can be categorised into three different positions. If the strike price of the option is
more favourable compared with the spot exchange rate for the holder, the option is said to be “in-the-money”; if the difference between the
strike price and the spot rate is zero, “ at-the-money”; if the strike price is less advantageous than the spot rate, “ out-of-the-money”.

2. Technically, vega is the name given to the value of the first derivative of the price of an option with respect to volatility.

3. Seeaswell Hull (1999) for various types of option price models that incorporate these features.

a 0.15 per cent excise tax on money market instruments and bonds in 1984, about
half of the turnover in Swedish stocks moved to London, and trade with monetary
instruments and bonds in Sweden declined by 80 per cent.'®> The tax appeared to
have no effect on domestic market volatility, while it was associated with a 2.2 per
cent drop in the Swedish All-equity index the day it was announced and an increase
in bid-ask spreads (a measure of transaction costs).

Other financia or real markets would also offer ways to avoid a “Tobin tax”. ... aswell as other markets
For example, oil or commodities contracts denominated in different currencies could
be exchanged against each other. However, costs of transacting in foreign exchange
would likely be higher and resource alocation to unproductive financial engineering
would be encouraged.'® Finally, such atax could increase the attractiveness of tax
havens and off-shore centres.

15. The tax was levied on domestic securities brokers and this made it easy to avoid taxation by shifting
trading abroad. Some observers have argued that a tax levied at the point of settlement would be less
exposed to such shifting. See Umlauf (1993).

16. Such atendency might offset one of the potential benefits of the “Tobin tax”, which would be alower
commitment of capital and labour to the activity of trading foreign exchange.
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Table VIIl.4. Currency options contracts on Philadelphia Stock Exchange

3 December 2001 (expiring in February 2002)

Call option Put option
Option Per cent change in Option Per cent change in

Underlying price Strike price Vega premium premium Strike price Vega premi premi
Euro

89.06 88.00 0.15 2.31 6.67 90.00 0.15 2.03 7.54
Japanese yen

80.55 80.50 0.14 1.67 8.56 81.00 0.14 1.47 9.83
British pound

142.21 142.00 0.25 2.28 11.05 142.00 0.25 2.31 10.93
Swiss franc

60.51 60.50 0.11 1.22 8.87 60.50 0.11 1.27 8.52

Note : Contracts shown are at-the-money. Underlying and strike prices are quoted in US cents per unit of foreign currency (with the exception of Japanese yen in hundredths
of a cent). Option premiums are quoted in US cents per unit of the underlying currency (with the exception of Japanese yen in hundredths of a cent). Accordingly, a
premium of 2.31 for a given call on euros is $0.0231 per euro.Vega measures the price sensitivity of an option to a 1 percentage point change in volatility. For example,
if volatility falls from 10 to 9 per cent, with avega of 0.15, the option premium should decline from 2.31 to 2.16 for a call on euros.

Sources: Datastream, Philadelphia Stock Exchange and OECD.

What arethepotential revenues from such atax?

The revenues could be Given the high volume of trading in foreign exchange markets, some recent advo-
significant... cates of the “Tobin tax” suggest that it would raise substantial revenues that could be
used for development assistance. In 2001, based on a survey of market activity by the
Bank of International Settlements, the daily trading volume was estimated to be
1atrillion dollars (Figure VI111.2). Assuming 240 trading days and atax of 0.5 per cent,
the potential upper limit of tax revenues would be about 1% trillion dollars, a sum out
of proportion with that currently spent on overseas development assistance.

... although much lessthan Abstracting from implementation issues, any estimate of potential revenues
some advocates have suggested  would have to alow for the effect that the tax would have on the base itself. A recent
official report!” notes the following features of the foreign exchange markets:

— Transaction costs in this market are low. For interbank-market trading in major
currencies, the price spread between buyers and sellersis 0.02 per cent, while
for trading between banks and non-banking customers, the spread is about
0.10 per cent. Acknowledging alack of empirical evidence on the sensitivity of
trading volumes with respect to these spreads, the report argues that it is likely
large for big customers and narrower for smaller ones, and suggests an elagticity
intherange of —1.5t0 -0.5.18

17. SeeMinistry of Finance, Finland (2001), particularly, pp. 47-50.
18. An eladticity is the percentage change in demand divided by the percentage change in prices. The
latter is directly affected by a securities transaction tax.
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— Figure VIII.2. Summary of global transactions in foreign exchange markets —
Average daily turnover

$ bill Outright forward and Forex swaps [ Spot foreign exchange contracts
11l1on
1500
i . .

1989 1992 1995 1998 2001

Note: Adjusted for local and cross-border double counting (“net-net”). Includes estimates for gaps in reporting.
Source: BIS, Triennial Central Bank Survey, Foreign exchange and derivatives market activity in 2001, March 2002.

— Bvenin abegt-case scenario — using the lower elasticity and assuming atax rate
of 0.5 per cent, with initial transaction costs of 0.10 per cent — the drop in the
tax base would be quite large, approximately 66 per cent. If the elagticity were
higher and the initial transaction costs lower, then the reduction in the base
would be dramatic.

Such calculations suggest that the revenue take could be significantly reduced
by the tax, although it would remain substantial.

Another question is whether or not a“ Tobin tax” is the best way to finance over- Earmarking the revenues
seas development assistance. From an economic perspective, the use of earmarked for aid islikely not efficient
taxes may not be the most efficient option. Rather, provided that such assistance is
worthwhile, it would be best to finance it in away that implies as little distortion and as
much certainty about revenues as possible. Thisis unlikely to be achieved through a
“Tobin tax”. Its popular appeal may nonethel ess reflect aview that it would be paid by
relatively well-to-do taxpayers. This argument rests on the confusion that atax is being
paid by those on whom it islevied. In practice, taxes are being shifted through changes
in prices and wages and the ultimate payer of the tax may be a quite different person
from the one handing over the tax revenue. In the case of a“Tobin tax”, its final inci-
dence is not very clear but it cannot be excluded that some of those paying the tax
would be the same developing countries that it was meant to help. Finally, the linking
of a“Tobin tax” to overseas devel opment assistance may divert political attention away
from the issue of whether such transfers should be increased.
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Statistical Annex

This annex contains data on some main economic series which are intended to provide a background to the recent
economic developmentsin the OECD area described in the main body of thisreport. Data for 2001-2003 are OECD esti-
mates and projections. The data in some of the tables have been adjusted to internationally agreed concepts and defini-
tionsin order to make them more comparable between countries, as well as consistent with historical data shown in other
OECD publications. Regional totals and sub-totals are based on those countries in the table for which data are shown.
Aggregate measures contained in the Annex, except the series for the euro area (see below), are computed on the basis of
1995 GDP weights expressed in 1995 purchasing power parities (see following page for weights). Aggregate measures
for external trade and payments statistics, on the other hand, are based on current year exchange rates for values and
base-year exchange rates for volumes.

The Annex Tables have been reorganised as it has been decided not to resume the publication of three previously
suspended tables (Annex Table 24 “ Capital income shares in the business sector”; Annex Table 25 “Rates of return on
capital in the business sector”; Annex Table 58 “ Productivity in the business sector”). Three new tables have been added
under the heading “Key Supply-side Data’. Also an additiond table has been added to the section “Fiscal Baances and
Public Indebtedness’, as Annex Table 31 “General government structural primary balances’.

The OECD projection methods and underlying statistical concepts and sources are described in detail in documentation
that can be downloaded from the OECD Internet site:

— OECD Economic Outlook Sources and M ethods (www.oecd.org/eco/sources-and-methods).
— OECD Economic Outlook Database Inventory (www.oecd.org/eco/data/eoi nv.pdf).
— The construction of macroeconomic series of the euro area (www.oecd.org/eco/data/euroset.htm).

NOTE ON STATISTICAL TREATMENT OF GERMANY,
THE CZECH REPUBLIC, HUNGARY, POLAND,
THE SLOVAK REPUBLIC AND THE EURO AREA AGGREGATE

In this publication, the following should be noted:

— Data up to end-1990 are for western Germany only; unless, otherwise indi-
cated, they are for the whole Germany from 1991 onwards. In tables showing
percentage changes from previous year, data refer to the whole Germany from
1992 onwards. When data are available for western Germany only, a special
mention is made in a footnote to the table.

— For the Czech Republic, Hungary, Poland and Slovak Republic data are avail-
able from 1993 onwards. In tables showing percentage changes from the previ-
ous year, the Czech Republic, Hungary, Poland and the Slovak Republic are
included from 1994 onwards.

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

Seven major OECD countries
European Union

Euro area

Africaand the Middle East
Dynamic Asian Economies (DAES)

Other Asia
Latin America
Central and Eastern Europe

OECD

Canada, France, Germany, Italy, Japan, United Kingdom and United States.

Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
Netherlands, Portugal, Spain, Sweden and United Kingdom.

Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
Netherlands, Portugal and Spain.

Non-OECD

Africa and the following countries (Middle East): Bahrain, Cyprus, Iran, Irag, Jordan, Kuwait,
L ebanon, Oman, Qatar, Saudi Arabia, Syrian Arab Republic, United Arab Emirates and Yemen.

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

Non-OECD Asiaand Oceania, excluding China, the DAEs and the Middle East.
Central and South America.

Albania, Bulgaria, Romania, the Newly Independent States of the former Soviet Union, and the
Baltic States.

Weighting scheme for aggr egate measures

Denmark .............

Per cent

Turkey
United Kingdom
United States..........coovvvnnriene.

Total OECD ....ccoovevrerieicieienes

Note: Based on 1995 GDP and purchasing power parities (PPPs).

Irrevocable euro conversion rates
National currency unit per euro

....................... 13.7603 Irdland.......c.coceeeveeeceeeenenennn. 0.787564
....................... 40.3399 ItalY oo, 1936.27
. 5.94573 Luxembourg.... 40.3399

6.55957 Netherlands...........ccocoveeereneene. 2.20371

1.95583 Portugal .......cccoveeve i 200.482

340.750 SPAIN ..o 166.386

Source:  European Centra Bank.
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National accountsreporting systemsand base-years

Many countries are changing from the SNA68/ESA79 methodol ogy for the national accounts data.
In the present edition of the OECD Economic Outlook, the status of national accounts in the OECD countriesisas follows:

Expenditur e accounts Household accounts Government accounts chaj_rg\;fe?g;hted Bgﬂair;:arrk/
priceindices
Austraia SNA93 (1959) SNA93 (1959) SNA93 (1959) YES 1999/00
Austria ESA95 (1988) ESA95 (1995) ESA95 (1976) NO 1995
Belgium ESA95 (1970) ESA95 (1995) ESA95 (1970) NO 1995
Canada SNA93 (1955) SNA93 (1955) SNA93 (1955) YES 1997
Czech Republic  SNA93 (1994) SNA93 (1994) GFS (adjusted by OECD) NO 1995
Denmark ESA95 (1988) ESA95 (1988) ESA95 (1988) NO 1995
Finland ESA95 (1975) ESA95 (1975) ESA95 (1975) NO 1995
France ESA95 (1978) ESA95 (1978) ESA95 (1978) NO 1995
Germanyb ESA95 (1991) ESA95 (1991) ESA95 (1991) NO 1995
Greece ESA95 (1960) Not available ESA95 (1960) NO 19952
Hungary SNA93 (1995) Not available Not available NO 1998
Iceland SNA93 (1970) Not available SNA93 (1970)¢ NO 1990
Ireland ESA95 (1990) ESA95 (1990) ESA95 (1990) NO 1995
Italy ESA95 (1982) ESA79 ESA95 (1995) NO 1995
Japan SNA93 (1980q1)¢ SNA93 (1990)¢ SNA93 (1990)¢ NO 1995
Korea SNA93 (1970) SNA93 (1975) SNA93 (1975) NO 1995
Luxembourg ESA95 (1970) Not available SNA95 (1990) NO 1995
Mexico SNA93 (1980) Not available Not available NO 1993
Netherlands ESA95 (1995) ESA95 (1995) ESA95 (1995) YES 1995
New Zealand SNA93 (1987) SNAG8 SNA93 YES 1995/96
Norway SNA93 (1978) SNA93 (1978) SNA93 (1978) NO 19978
Poland SNA93 (1991) SNA93 (1991) SNA93 (1991) YES 1995
Portugal ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 1995
Slovak Republic  SNA93 (1993) SNA93 (1996) SNA93 (1994)¢ NO 1995
Spain ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 1995
Sweden ESA95 (1980) ESA95 (1993) ESA95 (1980) YES 1995
Switzerland SNAGS8 SNAG8 Not available NO 1990
Turkey SNAG8 SNAG8 SNAG8 NO 1987
United Kingdom ESA95 (1987) ESA95 (1987) ESA95 (1987) NO 1995
United States NIPA (SNA93) (1959q1) NIPA (SNA93) (1959q1) NIPA (SNA93) (1960q1) YES 1996

Note:  SNA: System of National Accounts. ESA: European Standardised Accounts. NIPA: National Income and Product Accounts. GFS: Government Financial Statistics.
The numbersin brackets indicate the starting year for the time series.

a) Change in benchmark/base year since the last edition of OECD Economic Outlook.

b) Dataprior to 1991 refer to western Germany and are spliced to accord with the new SNA93/ESA95 accounts.

c) Estimated.

d) Spliced to SNAG8.

© OECD 2002



Annex Tables

Demand and Output
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Saving

24,
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Fiscal Balances and Public Indebtedness
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General government structural primary balances...........ccoevvveiencie s
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Annex Table 1. Real GDP
Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 2.7 5.1 1.9 4.8 4.5 4.5 1.4 -0.7 2.4 3.8 4.6 3.9 4.0 3.5 54 4.5 34 2.4 3.7 4.0
Austria 2.1 2.4 2.1 1.6 34 4.2 4.7 3.3 2.3 0.4 2.6 1.6 2.0 1.6 3.5 2.8 3.0 1.0 1.2 2.8
Belgium 1.7 2.0 1.7 2.8 4.6 3.9 2.9 1.8 1.6 -1.5 2.8 2.6 1.2 3.6 2.2 3.0 4.0 1.1 1.1 2.7
Canada 2.9 4.7 2.4 4.2 4.9 2.6 0.2 -2.1 0.9 2.4 4.7 2.8 1.6 4.3 3.9 5.1 4.4 1.5 3.2 4.0
Czech Republic . . . . . . . . . . 2.6 59 4.3 -0.8 -1.2 -0.4 2.9 3.6 3.0 3.7
Denmark 2.1 4.3 3.6 0.3 1.2 0.2 1.0 1.1 0.6 0.0 5.5 2.8 2.5 3.0 2.5 2.3 3.0 0.9 1.9 2.2
Finland 2.7 3.1 2.5 4.2 4.7 5.1 0.0 -6.3 -3.3 -1.1 4.0 3.8 4.0 6.3 5.3 4.1 5.6 0.7 1.5 34
France 2.1 1.5 2.3 2.5 4.2 4.3 2.6 1.0 1.3 -0.9 1.9 1.8 1.1 1.9 3.5 3.0 3.6 2.0 1.4 3.0
Germany 1.9 2.0 2.3 1.5 3.7 3.6 5.7 5.0 2.2 -1.1 2.3 1.7 0.8 1.4 2.0 1.8 3.0 0.6 0.7 2.5
Greece 2.5 2.5 0.5 2.3 4.3 3.6 0.0 3.2 0.5 -1.5 2.1 2.2 24 3.6 34 3.6 4.1 4.1 3.5 4.2
Hungary . . . . . . . . . . 2.9 1.5 1.3 4.6 4.9 4.2 5.2 3.8 3.5 4.3
Iceland 4.0 33 6.3 8.5 -0.1 0.3 1.1 0.7 -3.3 0.6 4.5 0.1 5.2 2.7 5.7 3.7 5.5 3.0 -0.8 2.3
Treland 3.8 3.1 -0.4 4.7 52 5.8 8.5 1.9 33 2.7 5.8 10.0 7.8 10.8 8.6 10.8 11.5 6.6 3.5 6.3
Ttaly 2.5 3.0 2.5 3.0 3.9 2.9 2.0 14 0.8 -0.9 2.2 2.9 1.1 2.0 1.8 1.6 2.9 1.8 1.5 2.8
Japan 3.7 4.4 3.0 4.5 6.5 5.3 53 3.1 0.9 0.4 1.0 1.6 3.5 1.8 -1.1 0.7 2.4 -0.4 -0.7 0.3
Korea 7.6 6.5 11.6 11.5 11.3 6.4 7.8 9.2 5.4 5.5 8.3 8.9 6.8 5.0 -6.7 10.9 9.3 3.0 6.0 6.5
Luxembourg 1.4 2.9 7.8 2.3 10.4 9.8 2.2 6.1 4.5 8.7 4.2 3.8 3.6 9.0 5.8 6.0 7.5 5.1 2.7 6.8
Mexico 4.6 2.5 -3.6 1.8 1.3 4.2 5.1 4.2 3.6 2.0 4.5 -6.2 5.1 6.8 4.9 3.8 6.9 -0.3 1.8 4.5
Netherlands 1.6 3.1 2.8 1.4 2.6 4.7 4.1 2.3 2.0 0.8 32 2.3 3.0 3.8 4.3 3.7 3.5 1.1 1.4 2.6
New Zealand 1.0 1.6 0.6 0.8 2.6 0.6 0.6 -1.9 0.8 4.7 6.1 4.0 3.3 3.1 -0.7 4.2 3.6 1.8 2.9 3.5
Norway 39 5.2 3.6 2.0 -0.1 0.9 2.0 3.1 33 3.1 5.5 3.8 4.9 4.7 2.4 1.1 2.3 1.4 2.1 2.5
Poland . . . . . . . . . . 5.2 7.0 6.0 6.8 4.9 4.0 4.0 1.1 1.3 2.7
Portugal 2.2 2.8 4.1 6.4 7.5 6.4 4.0 4.4 1.1 -2.0 1.0 4.3 3.8 3.9 4.5 34 34 1.9 1.7 2.7
Slovak Republic . . . . . . . . . . 4.9 6.7 6.2 6.2 4.1 1.9 2.2 3.3 4.0 4.1
Spain 1.4 2.3 3.3 5.5 5.1 4.8 3.8 2.5 0.9 -1.0 2.4 2.8 2.4 4.0 4.3 4.1 4.1 2.8 2.1 3.3
Sweden 1.6 2.2 2.7 33 2.6 2.7 1.1 -1.1 -1.7 -1.8 4.1 3.7 1.1 2.1 3.6 4.5 3.6 1.2 2.1 3.2
Switzerland 0.5 34 1.6 0.7 3.1 4.3 3.7 -0.8 -0.1 -0.5 0.5 0.5 0.3 1.7 24 1.6 3.0 1.3 1.0 2.3
Turkey 3.9 4.2 7.0 9.5 2.1 0.3 9.3 0.9 6.0 8.0 -5.5 7.2 7.0 7.5 3.1 -4.7 7.4 -7.4 1.8 3.5
United Kingdom 1.5 3.8 4.2 4.2 5.2 2.2 0.8 -1.4 0.2 2.5 4.7 2.9 2.6 34 3.0 2.1 3.0 2.2 1.9 2.8
United States 3.0 3.8 34 34 4.2 3.5 1.8 -0.5 3.1 2.7 4.0 2.7 3.6 4.4 4.3 4.1 4.1 1.2 2.5 3.5
Euro area 2.0 2.2 2.4 2.5 4.1 3.9 3.6 2.5 1.4 -0.9 2.3 2.3 1.4 2.3 2.9 2.7 3.5 1.6 1.3 2.9
European Union 2.0 2.5 2.7 2.8 4.2 3.6 3.1 1.8 1.2 -0.3 2.8 2.5 1.7 2.6 2.9 2.6 3.4 1.7 1.5 2.8
Total OECD 2.9 3.6 3.1 3.6 4.6 3.8 3.1 1.2 2.1 1.4 32 2.5 3.0 3.5 2.7 3.1 3.9 1.0 1.8 3.0

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 2. Nominal GDP
Percentage change from previous period

Average Projections

1974-84 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Australia 13.2 11.0 85 13.0 135 11.9 6.4 1.6 3.7 5.1 5.7 5.6 6.5 53 5.7 54 7.6 5.7 6.4 6.5
Austria 7.5 5.5 5.1 3.8 4.7 7.3 8.2 7.2 6.0 34 54 4.2 33 2.5 4.1 35 42 2.9 2.8 4.7
Belgium 8.2 6.4 4.7 4.2 7.1 9.0 6.0 4.6 5.3 2.2 4.6 44 2.4 5.0 3.9 43 54 2.9 3.6 53
Canada 11.3 8.0 5.5 9.1 9.7 7.3 34 0.8 22 39 5.9 5.1 33 5.5 3.5 6.5 8.3 2.7 3.8 6.1
Czech Republic . . . . . . . . . . 139 168 135 7.2 9.4 2.7 3.8 9.5 7.1 7.1
Denmark 11.3 8.8 8.4 5.0 4.6 54 4.6 3.9 3.5 1.4 7.3 4.6 5.1 52 3.5 5.0 6.8 3.6 3.7 4.8
Finland 12.9 8.8 6.9 86 132 11.6 55 -4.5 -2.5 1.2 6.0 8.1 3.8 8.5 8.5 3.9 8.9 2.9 2.7 5.5
France 12.8 7.0 7.5 54 7.6 7.7 5.6 4.0 33 1.5 3.7 3.6 2.5 3.2 4.4 33 4.4 3.6 3.1 4.4
Germany 59 4.1 5.6 34 53 6.1 9.1 9.1 7.4 2.5 4.9 3.8 1.8 2.1 3.1 2.3 2.6 1.9 2.1 3.5
Greece 21.7 220 195 126 217 18.6 20.7 237 155 126 135 122 9.9 10.7 8.8 6.7 7.6 7.4 6.6 7.2
Hungary . . . . . . . . . . 230 274 228 239 18.1 129 148 13.1 9.0 9.7
Iceland 50.3 356 333 297 227 201 18.2 8.4 0.3 2.9 6.5 2.9 7.2 6.1 10.8 7.2 8.6 12.4 5.0 6.1
Ireland 18.6 8.4 6.1 7.0 8.6 11.6 7.7 3.8 6.2 8.0 75 133 102 154 151 15.5 16.7 11.2 7.7 10.2
Italy 19.5 122 10.6 94 11.0 9.5 104 9.1 5.3 3.0 5.8 8.1 6.4 4.5 4.6 33 5.1 44 4.1 5.0
Japan 8.4 6.9 4.7 4.4 7.2 7.3 79 6.2 2.6 1.0 1.1 1.2 2.6 22 -1.2 -0.8 0.3 -1.9 -2.1 -1.3
Korea 25.4 11.5 167 17.1 187 12.0 19.7 21.1 13.5 129 165 167 109 8.3 -1.9 8.6 8.1 4.4 8.7 8.9
Luxembourg 7.5 6.0 8.5 52 111 14.6 7.5 8.6 7.1 9.3 9.1 4.1 55 121 8.6 8.7 115 6.5 3.9 10.2
Mexico 41.1 604 67.0 1452 103.8 31.7 346 285 18.6 116 133 294 373 257 21.1 19.2  19.8 5.2 6.5 8.8
Netherlands 7.2 4.9 2.9 0.7 3.8 6.0 6.5 5.0 43 2.7 5.6 4.1 4.2 5.9 6.1 5.5 7.3 5.8 5.1 5.6
New Zealand 14.7 172 160 14.1 10.3 5.7 3.8 -1.4 2.3 7.8 7.2 6.5 5.7 32 0.6 3.8 6.2 6.8 4.6 6.2
Norway 12.9 10.7 2.6 9.1 4.8 6.7 59 5.7 2.8 4.9 53 7.1 9.4 7.8 1.7 74  19.0 34 4.0 6.0
Poland . . . . . . . . . . 445 369 259 218 172 111 11.3 5.5 4.0 6.0
Portugal 23.6 252 254 17.1 19.5 176 17.6 149 127 5.2 8.3 7.8 7.0 7.9 8.6 6.8 6.2 6.7 5.8 6.1
Slovak Republic . . . . . . . . . . 194  17.1 11.0 132 9.4 8.6 8.8 8.7 10.8 12.0
Spain 17.2 11.1 145 11.8 11.3 120 114 9.7 7.7 34 6.4 7.8 6.0 6.4 6.8 7.1 7.7 6.8 4.8 5.8
Sweden 12.3 8.9 9.5 8.3 9.1 10.9  10.0 6.1 -0.8 0.8 6.6 7.3 2.5 3.8 4.5 52 4.7 33 4.7 5.7
Switzerland 42 5.9 4.8 3.5 6.0 7.5 8.2 52 2.6 22 2.2 1.6 0.7 1.5 2.3 2.3 4.1 3.1 2.5 3.5
Turkey 45.4 59.5 455 463 729 759 729 603 735 813 952 1007 903 952 8l1.1 482 609 416 544 312
United Kingdom 14.5 9.6 7.5 99 11.6 9.8 8.4 52 42 5.2 6.1 5.6 6.0 6.4 6.0 4.8 4.8 4.7 5.2 54
United States 10.1 7.1 5.7 6.5 7.7 7.5 5.7 32 5.6 5.1 6.2 4.9 5.6 6.5 5.6 5.5 6.5 34 4.0 52
Euro area 11.7 7.8 8.1 6.0 8.0 8.3 8.6 7.5 5.8 2.8 52 52 3.6 4.0 4.7 3.8 4.8 3.8 3.5 4.7
European Union 12.9 8.6 8.4 7.0 8.9 8.8 8.8 7.3 5.5 32 5.5 5.5 4.2 4.5 4.9 4.1 4.9 4.0 3.8 4.8
Total OECD 13.0 10.4 9.5 11.8 127 10.1 9.4 7.1 6.6 54 7.9 7.8 7.4 7.4 6.0 5.5 6.6 3.8 4.2 4.9

Memorandum item
OECD less high inflation
countries ¢ 11.4 7.9 6.9 6.9 8.5 8.1 7.5 5.5 5.1 39 5.5 5.0 4.8 5.1 4.0 4.1 5.1 2.9 3.2 4.2

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. See Table “National Account Reporting Systems and Base-years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http://'www.oecd.org/eco/sources-and-methods).

a) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 3. Real private consumption expenditure
Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 2.7 4.6 1.8 1.9 39 5.6 2.7 0.6 2.6 1.6 3.7 4.7 3.2 4.0 4.7 5.1 2.7 3.2 4.0 3.7
Austria 2.6 1.8 1.9 2.6 3.1 4.3 4.5 2.5 3.0 0.8 2.4 2.6 3.2 1.7 2.8 2.7 2.5 1.3 1.6 2.2
Belgium 1.9 2.2 3.1 1.8 3.7 3.9 32 3.1 2.2 -1.0 2.0 0.7 1.2 2.0 2.9 2.1 3.8 1.7 1.0 2.2
Canada 2.6 4.9 3.7 4.1 4.3 34 1.2 -1.6 1.6 1.8 3.0 2.1 2.6 4.6 3.0 34 3.6 2.5 2.8 3.1
Czech Republic . . . . . . . . . . 5.3 5.9 7.9 2.4 -2.0 1.9 1.9 3.7 32 3.5
Denmark 1.6 5.0 5.7 -1.5 -1.0 -0.1 0.1 1.6 1.9 0.5 6.5 1.2 2.5 2.9 2.3 0.2 -0.4 0.6 1.2 1.9
Finland 2.5 3.8 4.0 5.1 53 4.6 -0.6 -3.8 -4.4 -3.1 2.6 44 4.2 35 5.1 4.0 22 1.4 2.1 24
France 2.2 1.4 3.3 2.7 24 3.2 2.6 0.8 0.8 -0.3 0.9 1.4 1.3 0.1 3.6 3.2 29 2.9 2.1 2.6
Germany 2.1 1.7 3.5 34 2.7 2.8 5.4 5.6 2.7 0.1 1.1 2.1 1.0 0.6 1.8 3.1 1.4 1.1 0.6 1.8
Greece 4.1 0.5 -1.5 2.7 6.1 6.3 2.6 29 2.3 -0.8 1.9 2.5 24 2.7 3.5 2.9 33 3.2 2.8 32
Hungary . . . . . . . . . . 0.2 -7.1 -4.3 1.9 4.8 54 4.5 5.1 4.6 4.9
Iceland 3.1 4.2 69 162 -3.8 -4.2 0.5 2.9 -3.1 -4.7 2.9 2.2 54 5.1 10.4 7.2 4.2 -2.8 -1.2 1.5
Ireland 2.1 4.6 2.0 3.3 4.5 6.5 1.4 1.8 2.9 2.9 4.4 4.1 6.4 7.4 7.3 8.3 10.0 4.5 3.5 5.5
Italy 3.0 3.1 4.0 3.8 4.0 3.7 2.1 29 1.9 -3.7 1.5 1.7 1.2 32 3.2 2.4 2.7 1.1 1.4 2.5
Japan 3.5 3.8 3.2 4.1 5.1 4.7 4.4 2.7 2.6 1.8 2.6 1.4 2.4 0.8 0.1 1.2 0.6 0.4 -0.4 0.5
Korea 6.3 6.4 8.1 8.1 9.0 10.8 8.0 8.0 5.5 5.6 8.2 9.6 7.1 35 -11.7 11.0 7.9 4.2 5.0 4.2
Luxembourg 2.4 2.7 5.7 4.6 4.6 5.1 5.7 6.3 -0.9 1.7 24 24 3.7 3.6 4.0 2.1 3.1 34 3.8 3.6
Mexico 3.9 33 -2.6 -0.1 1.8 7.3 6.4 4.7 4.7 1.5 4.6 -9.5 2.2 6.5 54 43 9.5 3.4 1.6 4.6
Netherlands 1.8 2.8 2.6 2.7 0.8 3.5 4.2 3.1 2.5 1.0 2.2 1.8 4.0 3.0 4.8 4.5 3.8 1.2 2.2 3.1
New Zealand 0.2 0.5 4.0 24 2.7 1.1 0.1 -1.3 0.1 2.8 5.8 4.0 4.5 2.3 1.7 4.2 2.1 2.1 2.8 3.1
Norway 2.9 9.4 5.0 -0.8 -2.0 -0.6 0.7 1.5 2.2 2.3 4.0 34 53 3.6 34 2.2 24 2.2 3.1 33
Poland . . . .. . . . . . . 4.5 32 8.6 6.9 4.8 5.3 2.7 2.1 0.8 1.9
Portugal 0.6 0.6 5.6 5.3 6.8 2.9 6.4 4.2 4.7 1.1 1.0 0.5 3.2 34 5.1 4.8 2.6 0.8 1.1 2.0
Slovak Republic . . . . . . . . . . 1.0 34 8.0 54 5.8 -0.2 -3.4 4.0 35 3.5
Spain 1.1 2.3 34 6.0 4.9 5.4 3.5 2.9 2.2 -1.9 1.1 1.7 2.2 32 4.5 4.7 4.0 2.7 1.8 3.1
Sweden 0.6 32 52 53 2.6 1.2 -0.4 1.0 -1.3 -3.0 1.8 0.6 1.4 2.0 2.7 3.9 4.6 0.2 2.5 2.7
Switzerland 1.1 1.6 2.3 2.2 1.7 2.3 1.2 1.6 0.1 -0.9 1.0 0.6 0.7 1.4 2.3 2.2 2.0 2.3 1.6 22
Turkey 5.6 -0.6 5.8 -0.3 1.2 -1.0 131 2.7 32 8.6 -5.4 4.8 8.5 8.4 0.6 -2.6 6.2 -9.0 1.5 2.0
United Kingdom 1.7 39 6.6 5.0 7.5 3.3 1.0 -1.5 0.6 3.2 3.3 1.9 3.8 3.8 3.8 4.2 4.1 3.9 3.1 2.5
United States 3.2 5.0 4.2 33 4.0 2.7 1.8 -0.2 2.9 34 3.8 3.0 3.2 3.6 4.8 5.0 4.8 3.1 3.0 2.6
Euro area 22 2.1 34 3.5 32 3.6 35 3.0 2.0 -0.9 1.3 1.8 1.6 1.6 3.1 33 2.6 1.8 1.4 2.4
European Union 2.1 2.4 4.0 3.7 3.9 3.5 3.0 2.3 1.7 -0.3 1.7 1.8 2.0 2.1 3.3 3.4 2.9 2.0 1.7 2.5
Total OECD 3.0 3.8 3.8 35 4.1 3.6 3.1 1.5 2.5 1.8 2.8 2.1 2.9 2.9 3.0 3.8 3.6 2.2 2.0 2.4
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Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 4. Real public consumption expenditure
Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 4.1 6.0 42 2.0 23 3.7 3.7 3.1 0.4 0.3 3.1 4.0 29 2.6 34 4.2 54 1.2 1.5 2.0
Austria 2.5 1.3 1.8 0.1 1.1 1.7 2.3 3.2 3.5 3.7 3.0 1.3 1.2 -1.5 2.8 2.2 0.9 -0.2 0.0 0.5
Belgium 2.4 2.9 1.3 2.6 -0.7 1.1 -0.4 3.6 1.5 -0.2 1.4 1.3 2.4 0.3 1.5 3.2 2.5 2.1 0.9 1.4
Canada 2.6 4.2 1.8 1.4 4.5 2.7 35 29 0.9 0.0 -1.3 -0.6 -1.4 -0.8 1.8 2.6 22 22 2.5 2.5
Czech Republic . . . . . .. . -2.4 -4.3 3.6 -4.4 -2.4 -0.1 -1.3 -1.0 1.0 0.5
Denmark 3.0 2.5 0.5 2.5 0.9 -0.8 -0.2 0.6 0.8 4.1 3.0 2.1 34 0.8 3.1 1.8 0.6 1.4 1.3 0.8
Finland 3.8 43 34 44 1.9 2.2 4.0 2.1 -2.4 -4.2 0.3 2.0 2.5 4.1 1.7 1.9 -0.2 1.7 1.3 1.3
France 3.5 2.1 2.4 2.2 3.1 1.7 2.5 2.6 3.6 4.3 0.5 0.0 2.2 2.1 -0.1 2.0 23 2.1 1.9 1.5
Germany 2.0 2.1 2.5 1.5 2.1 -1.6 2.2 0.4 5.0 0.1 2.4 1.5 1.8 0.3 1.2 1.6 1.2 1.7 1.4 0.9
Greece 44 3.8 -1.1 0.2 -5.5 54 0.6 -1.5 -3.0 2.6 -1.1 5.6 0.9 3.0 1.7 0.9 0.7 1.8 -0.3 0.9
Hungary . . . . . . . . . . -7.4 -5.7 -1.9 3.1 2.8 1.5 2.8 0.0 2.1 22
Iceland 5.0 6.5 7.3 6.5 4.7 3.0 4.4 3.1 -0.7 2.3 4.0 1.8 1.2 2.5 34 4.4 3.7 3.0 32 3.2
Ireland 3.5 1.8 2.6 -4.8 -5.0 -1.3 5.4 2.7 3.0 0.1 4.1 39 3.3 5.3 5.7 6.3 54 6.7 5.7 4.1
Italy 3.0 3.0 2.6 4.8 4.0 0.2 2.5 1.7 0.6 -0.2 -0.9 2.2 1.0 0.2 0.2 1.3 1.7 23 1.1 0.6
Japan 5.3 0.1 4.8 3.5 34 2.9 2.5 3.2 2.7 3.2 2.9 4.3 2.8 1.3 1.9 4.5 4.6 3.2 2.5 2.2
Korea 4.3 4.8 8.4 6.1 8.0 8.5 3.6 7.2 5.9 4.6 1.9 0.8 8.2 1.5 -0.4 1.3 0.1 0.2 1.5 1.2
Luxembourg 2.3 2.0 2.7 4.7 4.9 3.9 3.1 3.9 1.5 3.7 2.0 2.2 5.5 3.0 1.4 7.7 4.7 44 3.7 3.5
Mexico 6.9 1.0 1.4 -1.2 -0.5 2.2 33 54 1.9 24 2.9 -1.3 -0.7 2.9 2.3 3.9 35 -1.4 0.9 2.5
Netherlands 2.8 2.4 3.6 2.6 1.4 1.5 1.6 1.5 1.7 1.5 0.6 0.6 -0.4 32 3.6 2.8 1.9 3.3 2.2 2.0
New Zealand 2.1 1.5 2.1 0.5 0.1 3.6 1.6 -0.6 1.1 1.2 0.8 4.7 2.6 7.0 -0.8 5.7 -2.5 2.1 2.0 2.8
Norway 44 24 1.9 4.6 -0.1 1.9 4.9 4.3 53 3.5 1.4 0.3 2.8 1.9 3.8 33 1.4 1.5 1.9 2.0
Poland . .. . . . . . . .. . 2.3 3.7 2.0 4.5 0.0 1.0 1.1 0.5 0.4 0.5
Portugal 5.7 6.4 7.2 3.8 8.6 6.4 4.2 9.6 -0.9 -0.2 4.3 1.0 34 2.2 3.8 4.5 2.5 2.5 2.0 1.7
Slovak Republic . . . . . . . . . . -11.4 2.1 210 4.0 4.0 -6.9 -0.9 52 6.0 4.5
Spain 4.4 4.3 4.7 9.2 3.6 8.3 6.3 6.0 3.5 2.7 0.5 2.4 1.3 2.9 3.7 4.2 4.0 3.1 2.8 2.0
Sweden 2.7 1.7 1.8 1.2 1.1 3.0 2.5 34 0.2 -0.1 -0.9 -0.6 0.9 -1.2 32 1.7 -0.9 1.4 1.3 0.9
Switzerland 1.8 34 34 1.7 4.5 54 54 3.5 0.7 -0.1 2.0 -0.1 2.0 0.0 1.3 0.5 -0.4 0.1 0.0 0.0
Turkey 6.0 14.1 9.2 9.4 -1.1 0.8 8.0 3.7 3.6 8.6 -5.5 6.8 8.6 4.1 7.8 6.5 7.1 -8.6 -2.3 -0.8
United Kingdom 1.5 -0.2 1.6 -0.4 0.2 1.0 2.2 3.0 0.7 -0.7 1.0 1.7 1.2 0.1 1.5 2.8 33 2.7 2.8 4.0
United States 1.7 5.0 4.6 2.4 1.6 2.5 2.6 1.4 0.4 -0.3 0.2 0.0 0.5 1.8 1.4 2.2 29 3.1 4.2 4.2
Euro area 2.9 2.5 2.6 2.9 2.5 1.0 2.6 2.1 2.9 1.4 1.1 0.6 1.7 1.3 1.2 2.1 1.9 2.2 1.6 1.3
European Union 2.8 2.2 2.5 2.6 2.1 1.3 2.6 2.4 2.4 1.0 1.0 0.8 1.6 1.0 1.4 2.2 2.1 2.2 1.8 1.6
Total OECD 3.0 33 39 2.7 22 2.3 2.8 2.4 1.7 1.1 0.9 1.0 1.6 1.5 1.6 2.6 2.8 22 2.6 2.6

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 5. Real total gross fixed capital formation
Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 2.8 11.2 -2.5 3.8 8.9 10.2 -1.5 -8.6 1.4 5.0 11.8 2.9 4.5 9.6 7.4 6.6 0.3 -3.0 8.3 6.5
Austria 0.0 6.2 1.3 3.8 7.4 4.1 6.2 6.6 0.6 -0.9 4.6 1.3 2.2 2.0 3.4 1.5 5.1 -1.5 0.3 4.4
Belgium -1.6 7.0 3.2 6.2 15.7 12.6 8.5 -4.1 1.7 -3.1 -0.1 5.6 1.3 6.8 43 33 2.6 0.3 0.7 3.2
Canada 34 8.7 4.6 10.5 9.3 5.6 -3.9 -5.4 -2.7 -2.0 7.5 -2.1 4.4 15.2 2.4 7.3 6.7 1.0 2.5 5.0
Czech Republic . . . . . . . . . 17.1 19.8 8.2 -29 0.1 -0.6 4.2 7.0 5.4 6.9
Denmark -1.3 12.6 17.1 -3.8 -6.6 -0.8 2.1 -3.3 -2.0 -4.0 7.6 11.6 4.0 10.9 10.1 1.0 10.7 0.0 2.8 2.9
Finland 0.6 2.8 1.0 4.9 11.0 13.0 46 -18.6 -16.7 -16.6 2.7 10.6 8.4 11.9 9.3 3.0 4.8 2.1 -1.1 2.6
France -0.3 2.5 4.7 5.7 9.1 7.6 33 -1.5 -1.8 -6.6 1.5 2.1 0.0 -0.1 7.2 6.2 6.2 2.8 -0.1 3.2
Germany 0.7 -0.5 33 1.8 4.4 6.3 8.5 6.0 4.5 -4.4 4.0 -0.6 -0.8 0.6 3.0 4.2 2.3 -4.8 -2.3 2.3
Greece 0.3 9.3 0.1 -5.6 2.6 4.9 4.7 5.0 -4.2 -3.7 -2.5 4.5 8.4 6.8 10.6 6.2 7.8 7.4 8.0 8.3
Hungary . . . . . . . . . . 12.5 -4.3 6.7 9.2 13.3 5.9 7.7 3.1 4.0 4.8
Iceland 0.1 1.0 -1.6 18.8 -0.2 -7.9 3.0 33 -11.1 -10.7 0.6 -1.1 25.7 1.1 329 -3.7 149 -6.0 -12.8 2.1
Ireland 3.2 =11 -2.8 -1.1 5.2 10.1 13.4 -7.0 0.0 -5.1 11.8 13.4 16.6 17.8 15.7 13.5 7.3 1.1 -2.7 5.8
Italy 0.4 0.4 2.3 4.2 6.7 4.2 4.0 1.0 -1.4  -109 0.1 6.0 3.6 2.1 4.0 5.7 6.5 2.4 1.5 4.4
Japan 2.2 5.1 5.1 9.4 12.0 8.6 8.8 2.2 -2.5 -3.1 -1.4 0.3 6.8 1.0 -4.0 -0.8 3.2 -1.7 -5.8 -4.3
Korea 11.8 4.3 10.6 17.0 13.7 159 282 13.3 -0.7 6.3 10.7 11.9 7.3 22 212 3.7 11.4 -1.7 8.1 5.0
Luxembourg -1.6 95 31.0 17.9 15.0 7.0 2.7 316 9.0 284 -149 3.5 1.7 14.3 2.8 19.6 -3.0 5.9 -1.0 3.3
Mexico 1.9 79 -11.8 -0.1 5.8 5.8 13.1 11.0 10.8 -2.5 84 -29.0 164 210 10.3 7.7 10.0 -5.9 5.2 7.7
Netherlands -0.3 7.0 6.9 0.9 4.5 49 1.6 0.2 0.6 -2.8 2.2 5.0 6.3 6.6 4.2 7.8 3.8 -1.1 -0.5 2.4
New Zealand -0.3 4.0 -1.8 -0.2 0.1 4.5 -0.7 -183 0.2 14.5 15.3 12.4 8.6 1.1 -4.8 3.1 7.3 -0.6 11.1 5.2
Norway 2.3 -4.0 7.6 0.3 -1.8 -6.9 -10.8 -0.4 -3.1 3.8 4.5 34 9.9 13.9 10.6 -8.2 -1.1 -5.9 -0.6 4.2
Poland . . . . . . . . . . 9.2 16.5 19.7 232 15.6 9.2 -2.0 -10.0 0.9 6.2
Portugal -0.6 -3.5 10.9 18.0 14.8 3.7 7.6 33 4.5 -5.5 2.7 6.6 6.2 139 11.2 7.1 5.3 0.6 2.9 5.0
Slovak Republic . . . . . . . . . . -5.0 53 320 12.0 11.1 -18.8 -0.7 11.6 8.0 8.0
Spain -1.9 6.7 10.5 12.2 13.6 12.0 6.5 1.7 -4.1 -8.9 1.9 7.7 2.1 5.0 9.7 8.8 5.7 2.5 1.9 4.6
Sweden 0.7 7.0 1.1 8.0 6.4 12.1 0.2 86 -11.6 -15.0 6.1 9.4 5.0 -1.1 8.5 9.6 5.0 1.5 -0.4 3.1
Switzerland 0.2 2.8 54 4.0 8.1 5.3 3.8 -2.9 -6.6 -2.7 6.5 1.8 -2.4 1.5 4.5 3.7 5.8 -1.3 -0.9 3.8
Turkey -1.1 11.5 8.4 451 -1.0 2.2 15.9 0.4 64 264 -16.0 9.1 14.1 14.8 -39 -15.7 169 -31.7 5.0 10.9
United Kingdom 0.9 4.0 2.1 9.0 149 6.0 -2.6 -8.2 -0.9 0.3 4.7 3.1 4.7 7.1 13.2 0.9 3.9 0.1 -0.2 33
United States 3.9 6.7 2.7 1.1 2.9 2.9 -0.2 -5.4 5.3 5.9 7.4 5.5 8.4 8.9 10.3 7.9 6.7 -0.7 -0.7 5.5
Euro area 0.0 2.0 4.1 4.3 7.6 7.0 5.2 1.3 0.1 -6.4 2.3 2.6 1.4 2.4 53 5.6 4.6 -0.2 -0.1 3.5
European Union 0.2 2.7 4.2 53 8.6 6.8 4.0 -0.2 -0.4 -5.6 2.6 3.6 2.4 34 6.8 5.0 4.7 0.1 0.0 3.4
Total OECD 2.4 5.2 34 5.3 6.8 5.7 3.7 -1.5 1.7 0.3 4.4 3.2 6.3 6.3 5.7 4.9 5.6 -1.3 -0.3 3.6
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Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 6. Real gross private non-residential fixed capital formation

Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 32 14.4 2.4 7.2 8.8 103 -7.6  -11.6 -1.8 2.1 12.4 8.3 10.2 8.5 6.3 6.1 -2.0 -1.2 9.1 9.2
Austria 0.4 12.0 -0.8 8.0 104 63 132 6.1 -3.1 -4.4 3.7 2.2 4.0 107 6.9 3.6 109 0.2 1.5 5.8
Belgium -0.5 8.9 6.5 9.0 13.8 17.8 10.7 -3.6 0.1 -6.8 -2.4 7.8 4.9 8.0 53 2.7 3.6 1.2 0.6 3.8
Canada 5.3 8.0 1.3 93 154 5.5 -2.3 -2.8 -7.8 -1.4 9.4 4.8 43 226 53 7.2 8.0 -1.2 -0.7 6.2
Denmark 1.2 18.5 18.1 -4.8 -1.3 3.6 22 -1.4 -4.2 -8.3 7.6 139 2.7 137 135 04 11.1 3.2 34 33
Finland 0.7 5.8 4.7 53 107 163 -74  -23.1 -18.8 -17.5 -29 209 9.8 8.1 13.0 1.0 8.1 5.0 -1.5 3.0
France 0.8 39 6.9 7.5 9.7 8.2 5.7 -1.1 -2.5 -8.0 0.7 32 -0.1 1.0 10.2 6.3 74 4.1 -0.4 4.5
Germany 2.0 5.0 4.3 3.8 5.6 74 10.1 7.5 0.7 -9.0 0.7 1.0 -0.8 22 5.0 54 5.6 -3.8 -2.6 43
Greece -0.9 4.0 -10.5 0.6 28 153 6.5 52 0.7 1.1 0.9 29 147 54 120 70 134 8.9 10.1 10.2
Iceland 0.3 7.0 39 220 93 -14.0 6.1 55 -165 -219 1.2 8.7 46.1 3.6 493 -5.5 15.1 -11.2 -20.0 2.0
Ireland 6.3 -14.9 -4.4 6.4 194 9.5 189 -11.7 -2.5 -5.7 82 140 179 205 209 133 1.4 -3.4 -7.2 7.6
Italy 0.3 0.7 5.0 7.5 10.2 54 4.8 0.3 -1.3 -147 44 104 5.0 4.0 4.6 7.3 8.1 3.6 1.2 4.6
Japan 3.6 12.2 49 6.2 155 15.0 115 4.4 <73 -11.6 -6.5 24 42 132 -2.3 -42 104 0.5 -8.2 -0.6
Korea . 46 13.0 205 12.7 156 189 134 0.1 5.3 15.1 14.1 7.3 3.0 -292 102 187 -5.2 8.4 5.1
Mexico . 159 -17.1 8.7 203 7.1 196 226 228 -5.6 -04 -389 458 340 183 9.8 12.0 -5.5 6.3 9.0
Netherlands 0.1 14.8 12.0 0.3 1.2 8.1 2.5 2.2 -3.4 -4.3 0.1 7.7 7.0 9.7 52 103 4.4 -2.3 -0.5 2.2
New Zealand 2.0 2.5 -5.3 12.1 0.2 6.0 =51 -189 82 231 17.0  15.1 9.0 -6.1 1.7 1.0 115 5.6 6.5 5.5
Norway 2.7 -5.4 6.7 -2.1 -1.6 -7.4  -10.3 1.8 -3.5 6.5 2.5 2.3 13.3 142 140 -10.6 -1.8 -8.3 -2.4 4.8
Spain -1.6 0.1 17.3 196 140 121 39 3.7 -1.0 -13.5 3.5 12.4 3.6 6.9 8.8 102 6.9 1.3 0.3 4.5
Sweden 1.2 14.0 3.1 8.6 53 145 23 -146 -152 -109 185 200 8.0 2.6 9.6 10.1 7.0 0.6 -2.5 1.9
Switzerland 0.1 52 8.7 4.6 9.7 4.7 6.3 2.6 -10.6 -5.9 2.0 4.9 2.3 43 6.8 4.9 7.6 2.7 -2.5 44
United Kingdom 2.3 9.2 3.2 122 169 13.0 0.6 -7.3 -2.9 -3.5 4.8 7.8 9.1 10.5 18.9 1.7 44 -1.1 -1.7 2.6
United States 4.6 6.7 -2.7 -0.1 54 5.5 0.7 -4.9 34 8.4 8.9 9.8 100 122 125 8.2 9.9 -3.2 -3.2 7.6
Euro area 0.7 4.2 6.4 7.0 8.7 8.4 6.4 1.9 -1.2 9.8 14 5.0 22 44 7.0 6.7 6.7 0.6 -0.4 4.5
European Union 1.0 5.4 5.0 7.8 9.7 9.2 5.4 0.1 -1.9 -8.8 2.7 6.5 3.7 5.2 9.0 5.9 6.5 0.5 -0.6 4.1
Total OECD 33 7.4 1.4 49 9.5 8.6 4.8 -0.5 -0.2 -1.7 43 5.9 7.7 103 7.8 54 8.7 -1.3 -2.1 5.1

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence,
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. Some countries, United States, Canada and France use
hedonic price indices to deflate current-price values of investment in certain information and communication technology products such as computers. See Table “National Account Reporting Systems and Base-years”
at the beginning of the Statistical Annex. National account data do not always have a sectoral breakdown of investment expenditures, and for some countries data are estimated by the OECD. See also OECD Economic
Outlook Sources and Methods, (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 7. Real gross private residential fixed capital formation

Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 4.1 2.8 -7.7 2.2 20.1 8.8 -10.8 -5.7 114 12.8 12.1 -7.6  -10.6 15.3 14.7 5.2 34  -10.7 9.0 0.1
Austria 0.6 -1.2 2.2 2.6 7.3 -0.6 -8.2 9.4 10.7 4.3 7.7 13.1 2.4 -1.7 -2.5 -2.5 -6.2 -3.2 -33 1.2
Belgium -6.4 20.4 0.0 85 252 17.6 8.0 -8.9 4.9 1.8 5.3 5.6 -4.1 4.8 2.7 -0.2 0.9 2.8 0.5 1.2
Canada 1.5 8.7 12.4 14.7 2.1 4.1 -105 -14.8 7.1 -3.4 4.1 -14.8 9.6 8.2 -3.5 5.3 2.7 4.4 9.8 2.6
Denmark -3.5 2.1 21.3 -3.2 9.4 -84 -11.3 -10.1 0.1 6.3 8.9 8.5 5.8 7.1 4.2 2.5 11.0 -13.1 0.2 1.5
Finland -0.3 -4.2 -7.8 0.9 15.8 17.4 5.6 -16.6 -20.6 -14.3 -4.5 -2.7 2.6 215 7.8 12.7 34 -7.0 2.3 2.1
France -1.9 2.7 1.6 2.9 5.6 7.4 -1.7 -6.9 -3.7 -5.2 4.4 2.1 0.4 0.9 3.8 7.6 4.6 -0.2 0.1 1.3
Germany 0.5 -10.0 -0.6 -1.3 3.6 4.8 8.4 4.2 10.8 4.7 12.0 0.4 -0.2 0.4 0.3 1.6 -2.9 -7.0 2.2 -0.7
Greece 0.1 193 209 -5.8 -0.6 -1.8 5.5 -03 -156 -10.5 -11.3 2.6 -1.2 6.6 8.8 3.5 -4.3 2.9 2.2 3.0
Iceland 0.1 -13.6 -139 14.2 14.9 2.8 -0.6 -4.1 34 5.2 4.1 -8.7 7.1 9.7 1.1 0.3 10.6 13.2 2.5 1.5
Treland 0.7 -0.7 8.1 6.2 0.3 13.2 -0.6 1.1 8.1 -11.7 23.6 14.9 18.4 16.1 5.8 11.3 13.5 1.6 2.0 2.0
Italy -0.5 -3.1 -3.0 2.1 2.2 3.0 3.7 3.3 1.3 -1.5 -2.3 -0.1 -1.4 -2.8 -0.6 1.8 5.2 3.0 2.6 4.1
Japan -0.7 2.6 8.1 22.4 11.4 0.9 4.8 -6.7 -5.8 1.7 7.4 -6.1 13.7 -15.7 13.7 1.2 1.6 -7.8 -1.8 1.2
Korea 5.8 0.8 16.2 9.0 227 19.7  62.1 10.8 -7.3 11.2 -1.7 8.3 1.5 -6.3 <79 -16.5 -10.0 5.3 10.2 5.0
Mexico 3.7 8.1 -1.6 4.4 -1.2 5.8 4.4 7.6 2.9 5.2 4.0 -7.9 2.5 4.5 34 2.9 5.2 -4.8 3.0 5.7
Netherlands -0.3 -0.8 4.2 1.6 11.3 0.7 -2.5 -5.4 6.4 -0.3 6.2 0.9 3.9 5.3 14 2.0 -0.1 2.3 -1.0 2.0
New Zealand -3.7 -0.5 -3.1 -39 4.7 15.5 24  -155 3.8 17.1 13.2 3.0 8.1 6.4 16.1 11.0 -0.4 -9.6 21.5 4.3
Norway 1.8 -0.9 7.8 3.2 -69 -125 -17.8 -21.7 -10.6 3.1 24.6 9.1 -0.1 7.4 -1.8 -2.5 12.2 7.8 3.5 4.5
Spain -4.0 6.5 2.1 6.3 11.4 3.3 6.4 -3.7 -4.0 -4.1 0.4 7.1 9.3 1.8 9.8 9.8 6.6 3.5 4.2 5.3
Sweden 0.2 2.5 2.2 8.8 8.4 4.8 7.2 24 -11.6 -335 -34.1 -239 89 -11.5 32 12.1 9.3 8.3 10.0 10.0
Switzerland 0.7 0.5 -1.6 2.7 4.9 5.8 -34 =17 -1.6 5.8 19.3 0.0 -10.2 -4.0 -0.6 0.8 2.5 0.7 1.5 3.3
United Kingdom 1.7 -2.7 12.0 8.1 190 -11.6 -17.5 -15.1 0.2 8.1 2.5 -3.0 6.9 5.1 -1.9 -1.3 0.4 -0.6 -0.5 2.1
United States 2.5 1.4 12.0 0.2 -0.5 -4.1 -8.6 -12.8 16.3 7.3 9.7 -3.6 7.4 2.0 8.0 6.7 0.8 1.5 2.4 1.1
Euro area -1.1 -34 0.4 0.9 6.0 5.0 3.1 -1.0 2.8 -0.1 6.1 1.9 0.9 1.1 2.1 3.7 1.1 -2.0 0.1 1.7
European Union -0.4 -2.3 2.7 2.2 7.9 2.2 -0.1 -3.2 1.8 -0.1 3.6 0.8 2.3 1.5 1.7 3.3 1.9 -1.2 0.3 2.0
Total OECD 1.5 0.7 7.3 5.0 5.3 0.4 -1.5 -7.2 6.2 3.6 6.8 -2.6 5.7 -0.5 1.5 3.8 1.4 -1.1 1.7 1.8

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-

years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 8. Real total domestic demand
Percentage change from previous period

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom

United States

Euro area
European Union

Total OECD

Average Projections
a 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
3.1 54 0.6 2.8 5.5 6.9 -0.6 -2.1 2.5 2.9 5.0 4.6 3.1 33 6.8 5.6 2.1 1.0 4.9 4.1
1.9 2.0 1.8 24 32 3.8 4.5 32 2.1 0.7 3.2 3.0 1.9 14 3.0 2.5 24 0.1 0.7 2.5
1.2 2.1 2.5 3.6 4.8 4.5 3.0 1.6 1.8 -1.5 1.9 2.0 0.9 2.8 33 2.2 3.8 0.4 1.5 2.3
2.7 5.4 33 4.9 5.4 4.1 -0.3 -1.9 0.5 1.6 3.2 1.8 1.2 6.1 2.3 4.0 4.5 0.7 2.7 3.9
6.3 8.4 7.3 -0.7 -2.1 -0.5 3.7 5.6 34 4.0
1.5 5.1 5.6 -1.7 -0.7 -0.1 -0.7 -0.1 0.9 -0.3 7.0 42 22 4.9 4.0 -0.5 2.6 1.1 1.6 1.9
2.0 3.2 2.8 5.1 6.5 6.9 -1.5 -8.5 -5.8 -5.7 3.7 4.4 2.9 6.0 5.8 2.0 3.6 0.7 1.4 2.2
1.9 1.9 34 3.3 43 3.9 2.7 0.5 0.6 -1.7 1.9 1.8 0.7 0.7 4.2 3.0 39 1.7 1.6 2.9
1.7 1.0 33 2.4 3.5 2.8 52 4.6 2.8 -1.1 2.3 1.7 0.3 0.6 24 2.6 2.0 -1.0 0.2 22
2.4 2.9 0.4 -2.7 5.9 5.1 2.2 3.7 -0.7 -0.9 1.2 3.5 3.3 3.5 4.6 2.7 4.1 3.8 3.5 4.1
. . . . . . . . 2.0 -2.8 0.6 39 7.6 4.0 5.1 2.1 3.8 44
2.4 2.8 4.6 157 -0.7 -4.4 1.5 4.5 -4.6 -4.2 2.5 22 7.2 38 135 4.0 6.6 -3.1 -2.9 2.1
2.3 1.2 1.2 -0.4 1.9 6.9 6.3 0.1 -0.3 1.1 5.6 7.3 7.7 9.8 9.4 7.0 9.2 4.1 2.6 53
2.2 3.2 3.1 4.3 4.1 3.1 2.7 2.1 0.9 -5.1 1.7 2.0 0.9 2.7 3.1 3.0 2.1 1.6 1.3 2.6
33 39 3.8 53 7.3 5.6 5.3 2.7 0.6 0.3 1.2 2.1 4.0 0.9 -1.5 0.8 1.9 0.3 -1.5 -0.4
6.9 5.5 82 106 114 126 11.6 104 3.2 4.6 9.6 9.3 7.8 -0.8 -198 147 8.1 1.9 6.2 43
2.0 0.8 7.9 5.3 6.5 8.0 32 8.2 -1.2 8.9 -0.2 3.1 4.1 6.7 2.9 7.3 1.9 4.6 2.2 3.5
3.7 4.1 -4.9 1.1 39 5.6 7.0 5.7 6.0 1.1 5.6 -14.0 5.6 9.6 6.1 4.3 8.8 0.4 2.2 5.2
1.3 3.7 39 1.4 1.9 4.4 32 1.7 1.5 -1.1 2.9 1.9 2.8 3.9 4.8 4.2 3.1 1.1 1.7 2.7
-0.2 -0.6 1.4 1.5 0.8 4.3 0.3 -6.0 2.0 4.9 6.9 5.5 4.5 2.7 -0.7 5.5 1.4 1.7 4.3 34
2.6 54 7.1 -0.7 -3.0 -2.0 -0.4 0.8 1.7 3.5 4.0 4.1 4.2 6.3 54 -0.7 22 -0.6 1.9 3.1
. . . . . . . . . 4.7 7.0 9.5 9.3 6.0 5.0 2.8 -1.8 0.8 2.6
1.2 1.6 6.0 8.8 9.9 4.9 5.3 6.1 34 -2.1 1.5 4.1 3.3 5.1 6.7 5.5 3.0 1.0 1.7 2.7
. . . . . . . . . . -5.0 106 16.1 4.3 9.5 -4.6 -1.3 7.3 5.0 4.4
0.7 3.2 53 7.9 6.8 7.3 4.6 3.0 1.0 -3.3 1.5 3.1 1.9 35 5.7 5.6 42 2.8 2.1 33
0.9 43 3.0 4.3 3.0 3.7 0.7 -1.6 -1.9 -4.6 3.0 1.9 0.7 0.9 4.3 3.6 3.8 0.2 1.6 2.3
0.6 1.9 4.5 2.0 2.6 4.3 39 -1.0 -2.4 -1.0 2.5 1.9 0.1 0.8 3.5 2.6 2.4 0.9 0.7 2.3
3.7 32 7.0 8.9 -1.3 1.5 14.6 -0.6 56 142 -125 114 7.6 9.0 0.6 -3.7 9.8 -184 3.8 3.9
1.4 3.1 4.7 4.6 8.1 2.9 -0.3 -2.5 0.9 2.3 3.8 2.0 3.1 3.9 5.1 34 3.6 2.8 2.5 29
3.2 4.2 3.6 3.1 32 2.9 1.4 -1.1 3.1 3.2 4.4 2.5 3.7 4.7 54 5.0 4.8 1.3 3.0 3.9
1.8 22 33 34 42 3.9 3.6 24 14 -2.1 2.1 2.1 1.1 1.8 3.6 3.2 2.9 0.9 1.2 2.7
1.7 24 3.7 3.7 4.8 3.8 2.9 1.6 1.3 -1.6 2.4 22 1.4 2.3 39 3.2 3.1 1.2 1.4 2.7
2.7 3.6 3.5 3.9 4.6 4.0 3.1 0.8 2.1 1.2 3.1 2.3 3.2 34 3.1 3.7 3.9 0.7 1.9 2.9

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-

years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).
a) Average 1975-84 in the case of Australia.

Source: OECD.
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Annex Table 9. Real exports of goods and services
Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 4.7 11.1 4.3 12.2 3.5 2.9 8.5 13.1 5.4 8.0 9.0 5.0 10.6 11.5 -0.2 4.6 10.6 1.1 2.8 7.8
Austria 5.1 7.7 -4.8 2.3 9.8 9.7 7.8 5.2 1.5 -1.4 5.6 3.0 5.2 12.4 7.9 8.7 12.2 5.5 4.7 8.0
Belgium 2.9 0.4 2.8 5.0 9.6 8.3 4.6 3.1 3.6 -0.4 8.4 5.7 2.9 6.1 5.8 5.0 9.7 -0.4 1.0 7.4
Canada 5.3 4.8 4.3 2.9 8.9 1.0 4.7 1.8 7.2 10.8 12.7 8.5 5.6 8.3 8.9 9.9 7.6 -3.7 2.8 9.1
Czech Republic . . . . . . . . . . 0.2 16.7 8.2 9.2 9.1 6.3 17.1 12.0 7.0 11.2
Denmark 4.0 5.0 0.0 5.1 7.8 4.2 6.2 6.1 -0.9 -1.5 7.0 2.9 4.3 4.1 4.3 10.8 11.5 3.1 2.9 6.9
Finland 5.2 0.7 0.7 2.9 3.5 1.6 1.2 -7.3 10.3 16.7 13.1 8.6 5.8 14.1 8.9 6.8 18.2 -0.7 2.7 9.0
France 4.4 2.2 -0.8 2.8 8.6 10.8 4.9 5.4 5.2 -0.1 8.0 7.8 3.1 12.1 8.2 3.9 13.3 1.1 -2.0 7.8
Germany 3.7 7.6 -0.6 0.4 5.5 10.2 11.0 12.6 -0.8 -5.5 7.6 5.7 5.1 11.2 6.8 5.6 13.2 4.7 32 7.5
Greece 6.5 1.8 16.8 5.9 -2.1 1.9 -3.5 4.1 10.0 -2.6 7.4 3.0 3.5 200 5.3 8.1 18.9 2.3 3.3 7.3
Hungary . . . . . . . . . . 13.7 13.4 84 264 16.7 13.1 21.8 9.1 5.5 9.4
Iceland 54 11.1 5.9 3.3 -3.6 2.9 0.0 -5.9 -1.9 7.0 9.9 -2.1 9.9 4.8 2.1 4.8 6.0 7.6 1.5 5.5
Ireland 8.9 6.6 2.9 13.7 9.0 10.3 8.7 5.7 13.9 9.7 15.1 20.0 12.2 174 214 15.7 17.8 7.4 3.3 9.4
Italy 4.8 3.9 0.8 4.5 5.1 7.8 7.5 -1.4 7.3 9.0 9.8 12.6 0.6 6.4 3.4 0.3 11.7 0.8 2.3 7.2
Japan 7.8 5.5 -5.5 -0.5 5.9 9.1 7.0 4.1 3.9 -0.1 3.5 4.1 6.5 11.2 2.3 1.4 12.4 -6.6 1.9 9.0
Korea 14.5 46 265 21.7 12.5 -4.1 3.8 11.2 11.3 11.3 16.1 24.6 112 214 14.1 158  20.5 1.0 5.4 13.0
Luxembourg 1.5 9.5 33 4.4 11.7 8.1 34 6.7 4.8 2.8 4.4 4.4 5.4 13.4 129 13.3 16.4 8.4 3.5 8.8
Mexico 10.3 -4.5 4.5 9.5 5.8 5.7 53 5.1 5.0 8.1 17.8  30.2 18.2 10.7 12.1 124 16.0 -5.1 2.4 8.7
Netherlands 2.9 5.1 1.8 4.0 9.0 6.6 5.3 4.7 2.9 1.5 6.7 7.1 4.6 8.8 7.4 54 9.5 1.1 2.8 7.4
New Zealand 5.3 8.0 -0.4 5.6 6.1 -1.5 4.9 10.8 3.7 4.6 10.0 3.8 3.6 3.7 1.2 7.1 7.6 2.1 1.4 7.5
Norway 5.0 7.2 2.2 1.1 6.4 11.0 8.6 6.1 5.2 3.5 8.7 4.3 9.3 6.1 0.3 2.8 2.7 5.3 32 2.9
Poland . . . . . . . . . . 13.1 22.8 12.0 14.5 17.0 32 236 10.6 5.8 10.7
Portugal 5.3 6.7 6.8 11.2 8.2 12.2 9.5 1.2 3.2 -3.3 8.4 8.8 7.1 7.1 9.2 3.2 8.1 3.2 34 7.8
Slovak Republic . . . . . . . . . . 14.2 3.0 0.7 17.6 12.2 3.4 159 6.5 8.4 9.5
Spain 7.3 0.7 0.2 5.3 3.8 1.4 4.7 8.2 7.5 7.8 16.7 9.4 10.4 15.3 8.2 7.6 9.6 34 33 7.4
Sweden 3.5 1.2 34 4.3 2.8 3.2 1.8 -1.9 2.2 8.3 14.1 11.3 3.5 13.7 8.4 6.5 10.3 -1.4 2.5 9.2
Switzerland 3.1 8.0 -0.4 2.3 6.5 -0.7 2.6 -0.7 3.1 1.0 2.7 2.8 2.4 8.4 5.4 5.2 10.0 1.0 0.5 5.1
Turkey 12.2 -1.9 -5.1 26.4 18.4 -0.3 2.6 3.7 11.0 7.7 15.2 8.0 220 19.1 12.0 -7.0 19.2 7.4 2.0 7.2
United Kingdom 2.6 6.0 4.5 6.0 0.6 4.5 5.4 -0.1 4.3 4.4 9.2 9.0 8.2 8.3 3.0 54 10.3 1.0 0.7 8.8
United States 3.7 2.7 7.4 11.2 16.1 11.8 8.7 6.5 6.2 33 8.9 10.3 8.2 12.3 2.1 3.2 9.5 -4.5 -2.8 7.3
Total OECD 5.3 3.8 33 7.0 9.8 8.4 7.2 5.5 5.2 3.0 8.9 9.5 7.3 11.6 4.2 4.2 11.6 -1.5 0.4 8.0
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Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 10. Real imports of goods and services
Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 3.0 3.5 -3.3 27 17.1 206 -4.0 2.4 7.1 42 143 7.9 8.3 10.5 6.0 9.2 7.1 -4.4 8.0 8.0
Austria 43 6.4 -6.0 4.8 9.3 8.0 6.9 5.8 14 -1.1 8.2 5.6 49 120 59 88 11.1 3.6 39 7.6
Belgium 2.0 0.4 4.5 6.7 104 9.6 4.8 29 4.1 -0.4 7.3 4.9 2.5 5.1 7.5 4.1 9.7 -1.3 1.4 7.2
Canada 4.4 8.3 7.2 5.3 13.5 5.9 2.0 2.5 4.7 7.4 8.0 5.7 5.1 14.2 4.9 7.3 8.1 -5.7 1.6 9.5
Czech Republic . . . . . . . . . . 76 212 134 8.1 6.5 54 170 13.7 7.1 10.8
Denmark 1.7 8.1 6.8 -2.0 1.5 4.1 1.2 3.0 -0.4 27 123 7.3 3.5 10.0 8.9 33 11.2 3.8 24 6.6
Finland 2.4 6.2 1.5 9.2 109 9.0 -0.8 -13.5 0.6 1.3 128 7.8 64 113 8.5 40 162 -1.0 3.0 7.9
France 2.9 4.7 6.3 7.5 8.5 8.4 5.3 2.6 1.7 -3.9 8.6 7.8 1.4 72 119 42 154 -0.2 -1.7 7.9
Germany 3.5 4.5 2.7 4.2 5.1 8.3 10.3 13.1 1.5 -5.5 7.4 5.6 3.1 8.3 8.9 8.5 10.0 0.1 22 7.3
Greece 4.8 44 139 2.1 73 105 8.4 5.8 1.1 0.6 1.5 8.9 7.0 142 9.2 3.6 150 1.9 3.5 6.2
Hungary . . . . . . . . . . 8.8 -0.7 62 246 228 123 21.1 6.3 5.9 9.5
Iceland 1.5 9.4 0.9 233 -4.6 -103 1.0 53 -5.9 -1.7 4.2 40 167 7.8 233 5.5 8.7 -7.8 -4.0 5.0
Ireland 5.2 3.2 5.6 6.2 49 135 5.1 2.4 8.2 7.5 155 164 125 16.8 258 119 16.6 52 2.4 9.3
Italy 2.9 5.3 40 122 5.9 89 115 2.3 74 -109 8.1 9.7 -0.3  10.1 8.9 5.3 9.4 0.2 1.8 6.9
Japan 1.6 -2.5 32 113 19.5 15.7 7.0 -1.1 -0.7 -1.4 7.8 128 132 1.2 -6.8 3.0 9.6 -0.5 -5.6 3.1
Korea 10.6 0.6 179 196 129 163 13.0 192 53 6.2 216 224 142 32 221 288 20.0 2.8 5.8 10.7
Luxembourg 1.9 7.0 3.8 7.5 8.2 6.6 4.5 9.0 -0.8 2.8 -0.1 3.8 6.1 11.8 11.5 156 138 8.6 33 7.0
Mexico 0.8 11.0 -7.6 5.1 367 180 197 152 19.6 1.9 213 -150 229 227 166 138 214 -2.8 3.6 10.2
Netherlands 23 6.3 3.5 4.2 7.6 6.7 4.2 4.1 2.1 -2.1 6.7 7.2 4.4 9.5 8.5 6.3 9.4 1.1 33 8.0
New Zealand 0.0 0.6 2.8 8.6 -09 135 3.6 -5.2 8.3 53 131 9.0 7.7 2.4 14 117 1.1 1.7 5.2 7.5
Norway 2.1 89 118 -6.5 24 2.2 2.5 0.2 0.7 44 4.9 5.6 8.0 113 8.0 -1.6 2.5 0.3 2.9 4.7
Poland . . . . . . . . . . 112243 28,0 239 19.1 1.1 15.5 -0.1 3.7 9.4
Portugal 0.0 14 169 231 18.0 59 145 72 107 -33 8.8 7.4 50 100 142 8.7 6.0 0.8 3.0 6.7
Slovak Republic . . . . . . . . . . -3.4 92 172 131 19.8 -6.0 10.2 11.7 9.5 9.5
Spain 1.5 76 172 248 16.1 17.7 9.6 103 6.8 52 114 111 80 132 133 12.8 9.8 3.7 3.0 7.2
Sweden 1.3 8.0 3.8 7.6 4.5 7.7 0.7 -4.9 1.5 220 122 7.2 30 125 11.2 44 115 -3.9 1.4 8.0
Switzerland 3.7 3.7 8.1 6.2 5.2 -0.8 3.0 -1.4 -3.7 -0.5 8.9 6.9 1.9 6.1 8.3 7.5 8.5 0.0 -0.3 5.3
Turkey 8.8 -6.6 -3.5 230 -4.5 69 33.0 -52 109 358 -219 296 205 224 2.3 -3.7 254 248 7.8 8.9
United Kingdom 2.8 2.5 6.9 79 128 7.4 0.5 -4.5 6.8 33 5.7 54 9.6 9.7 9.6 89 109 2.8 2.6 8.3
United States 5.6 6.5 8.4 6.1 3.8 3.9 3.8 -0.5 6.6 9.1 12.0 8.2 8.6 137 11.8 105 13.4 -2.7 2.3 8.8
Total OECD 4.2 43 6.0 8.3 9.4 8.6 6.4 2.1 4.9 29 9.7 8.7 8.5 10.6 7.5 82 123 -1.4 14 7.6

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 11. Output gaps
Deviations of actual GDP from potential GDP as a percentage of potential GDP

Projections
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

2002 2003
Australia -1.2 05 -12 -0.1 0.6 .1 -1.1 46 -47 -34 -16 -12 05 -07 0.5 1.1 0.5 -0.8 -0.5 -0.2
Austria 25 25 21 23 -12 0.8 2.5 2.6 24 -05 -03 -0.7 -0.7 -08 0.5 0.8 1.2 -0.2 -1.4 -1.0
Belgium 36 -31 -30 -1.7 1.1 2.8 3.6 2.8 19 20 -19 -16 -27 -14 -15 -08 0.9 -0.3 -1.6 -1.0
Canada 2.7 -03 0.0 1.7 39 3.6 15 -28 -40 -38 -17 -15 -28 -20 -14 0.4 1.9 0.3 04 1.3
Denmark 0.0 2.1 3.8 23 13 -01 -07 -1.1 -19 -33 0.0 0.3 0.7 1.4 1.7 1.8 24 1.2 0.8 0.9
Finland -1.3 -1.0 -1.2 0.4 2.6 5.0 33 42 82 -105 -83 -65 -50 -22 -06 -0.1 2.2 -0.2 -1.8 -1.5
France -39 43 37 31 -l1.1 0.9 1.5 0.6 02 -24 -21 -20 -29 30 -15 -07 0.7 0.5 -0.5 0.1
Germany 3.0 24 -15 -1.6 0.1 0.4 2.7 2.3 12 20 -14 -12 -19 -20 -1.7 -15 -02 -1.4 -2.6 -1.9
Greece 3.8 20 -20 48 -15 1.2 -0.1 09 -06 -37 -34 32 30 -17 -26 -18 -06 0.3 0.4 0.9
Iceland -1.6 -1.1 2.3 7.5 39 1.8 10 -07 -57 -63 -33 -44 -15 -1.0 1.0 1.1 2.7 2.8 -0.3 -0.3
Treland 22 -19 51 42 26 -05 30 -0.1 -22 46 -48 -23 -21 04 -0.1 22 6.2 5.6 1.7 0.6
Ttaly 25 20 -15 -08 1.0 1.8 1.6 0.8 -05 -27 -1.7 0.1 -05 -05 -08 -14 -08 -1.4 2.3 -1.7
Japan -1.8 -19 -29 27 -04 1.0 3.1 3.0 .1 -05 -12 -14 0.6 1.5 -08 -12 0.1 -1.4 -3.0 -3.5
Netherlands 23 -07 -04 -1.1 -1.1 0.9 2.5 2.0 1.3 -02 0.6 0.3 0.4 0.7 14 1.8 2.0 0.0 -1.3 -1.2
New Zealand 3.2 2.8 2.5 1.5 -04 -07 -25 -55 55 -23 1.0 1.7 1.6 0.8 -19 -03 1.0 0.6 0.1 0.5
Norway “ -1.2 2.2 2.7 20 -10 -38 -34 -33 -27 -21 -05 -02 0.7 1.9 2.9 1.4 0.8 -0.2 -0.2 0.4
Portugal -6.7 70 -62 -34 0.5 3.6 43 5.5 34 -18 -38 -27 -20 -12 0.3 0.6 1.1 0.1 -1.1 -1.2
Spain 35 25 30 -1.0 1.3 2.7 33 2.9 07 -30 -34 -39 49 40 -25 -10 -0.1 -0.4 -1.2 -0.6
Sweden -0.7  -0.1 1.0 2.5 3.5 4.1 32 02 -34 -60 -38 -23 -31 -32 -21 -03 0.5 -0.9 -1.0 -0.2
Switzerland -0.6 1.3 09 -04 0.4 52 42 08 -10 -23 -27 -27 32 23 -09 -14 -06 -0.9 -1.3 -0.6
United Kingdom 44 27 -04 1.8 4.5 44 26 -1.7 -39 -40 -20 -15 -13 -04 00 -05 0.2 0.1 -0.3 0.3
United States -1.3 -07 -06 -0.2 1.1 1.8 06 -24 -18 -18 -05 -08 -04 0.4 1.0 1.3 1.7 -0.7 -1.2 -0.9
Total of above Euro area countries 30 25 21 -16 02 14 23 16 05 -24 -19 -15 -21 -19 -13 -09 03 -0.5 -1.6 -1.1
Total of above European Union countries 32 26 -1.8 -1.1 0.9 1.8 2.3 1.0 -03 -27 -20 -15 20 -16 -1.0 -0.8 0.3 -0.5 -1.4 -0.8
Total of above OECD countries 21 -15 -13 -08 0.8 1.7 16 -03 -09 -21 -13 -12 -09 -03 -02 0.0 0.8 -0.7 -1.5 -1.2
Note: Potential output for all countries except Portugal is calculated using the “production function method” described in Giorno et al, “Potential Output, Output Gaps, and Structural Budget Balances”, OECD Economic

Studies, No. 24, 1995/1. Using this methodology, two broad changes have been made to the calculation of potential output since the last OECD Economic Outlook. First, the "smoothing parameters" applied in the
calculations have been standardised across the OECD countries. Second, as was previously the case for the major seven economies only, the calculations now incorporate trend working hours for other Member
economies also, excepting Austria and Portugal where the data span is insufficient. Potential output for Portugal is calculated using a Hodrick-Prescott filter of actual output. See also OECD Economic Outlook Sources
and Methods (http:/www.oecd.org/eco/sources-and-methods).

a) Mainland Norway.
Source: OECD.
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Annex Table 12. Compensation per employee in the business sector

Percentage change from previous period

Average Projections
o 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 9.4 5.0 6.7 5.5 6.5 7.7 8.3 2.4 3.8 3.4 0.9 3.1 6.4 33 2.7 2.4 3.6 4.4 3.7 3.7
Austria 7.7 5.5 5.7 4.1 4.2 4.5 52 6.0 5.5 43 3.7 3.5 0.9 2.8 2.4 1.8 2.8 3.1 24 2.8
Belgium 9.6 6.7 43 2.5 2.8 3.0 8.2 6.9 5.5 2.8 33 2.3 1.6 3.0 1.8 34 3.5 2.9 3.8 3.1
Canada 8.8 5.5 29 6.9 7.1 4.9 5.0 4.9 32 2.3 0.5 2.3 29 59 2.5 39 3.1 2.1 2.5 33
Czech Republic . . . . . . . . . . 171 17.1 175 8.2 4.8 4.9 7.2 7.5 7.3 1.1
Denmark 10.5 49 5.1 74 113 4.7 4.1 4.0 44 2.5 32 3.4 2.9 3.8 4.1 3.0 4.0 4.5 42 4.2
Finland 12.9 10.3 7.7 8.1 9.6 108 8.9 4.9 1.8 1.3 4.6 4.1 2.1 2.8 4.4 2.3 4.5 4.0 4.0 39
France 13.1 5.6 4.1 4.7 4.2 4.0 35 4.2 3.8 1.9 0.8 0.9 1.8 1.7 0.7 1.9 1.6 2.1 24 2.4
Germany 5.8 3.1 3.7 33 32 3.0 42 48 104 3.7 3.0 33 1.0 0.7 1.0 1.1 1.3 1.6 2.6 2.6
Greece 21.8 219 129 107 173 225 163 163 127 87 11.7 124 106 113 4.7 5.0 53 6.3 5.6 5.5
Hungary . . . . . . . . . . . 251 239 190 121 40 128 150 105 79
Iceland 44.0 399 291 443 283 132 169 255 2.8 -3.3 4.3 7.6 5.2 2.7 7.4 6.9 6.8 7.7 7.0 4.9
Ireland 17.5 4.1 6.2 6.1 53 6.8 33 32 7.8 4.9 1.7 29 1.8 6.0 0.3 5.6 8.6 7.9 6.6 5.5
Italy 18.5 10.3 7.0 7.3 73 8.8 8.4 9.0 6.2 52 3.1 4.8 4.8 32 08 2.4 2.7 3.0 2.7 2.3
Japan 72 34 2.5 2.0 3.0 3.8 4.1 4.4 0.8 0.6 1.3 1.1 0.2 1.6 -0.7 -1.2 0.5 -0.1 -1.3 -1.1
Korea 19.9 49 105 102 175 100 163 19.1 1.1 108 112 150 112 3.4 2.0 1.9 7.1 5.8 6.0 6.3
Luxembourg 6.9 5.0 4.4 2.4 3.7 79 4.8 5.1 6.4 4.9 4.9 1.3 0.9 2.7 2.9 4.6 5.0 52 35 39
Mexico . . - . . 269 279 299 241 152 114 176 231 210 180 135 115 9.3 6.5 6.0
Netherlands 6.6 1.8 2.7 1.5 1.3 0.9 33 4.5 42 3.0 2.8 1.3 1.7 0.9 3.7 3.0 4.9 4.5 49 4.1
New Zealand 12.2 123 188 143 112 6.9 1.1 2.0 0.9 2.3 1.9 -0.3 1.2 2.4 0.8 2.8 35 3.6 35 3.5
Norway 9.8 7.1 9.8 9.1 8.5 4.6 5.1 5.5 4.4 2.2 29 29 2.5 2.4 7.7 5.7 4.2 4.8 5.0 5.0
Poland . . . . . . . . . . 451 308 294 205 153 141 9.7 7.5 53 4.5
Portugal 222 193 18.8 137 94 128 173 184 157 6.7 5.8 255 9.7 4.4 33 42 53 5.4 43 4.2
Spain 20.9 9.6 11.1 6.6 7.2 7.5 101 102 105 8.2 4.1 34 4.4 34 2.5 2.9 3.7 4.8 32 3.2
Sweden 114 8.5 8.3 7.5 8.1 123 9.8 6.2 32 8.5 5.7 2.4 6.2 35 4.1 1.0 7.5 5.0 4.6 45
Switzerland 5.1 4.1 4.2 33 3.6 4.6 52 6.5 4.6 2.0 24 2.8 0.7 39 1.0 1.9 1.4 3.1 24 2.0
United Kingdom 14.2 59 8.4 4.8 6.8 9.1 10.1 8.5 5.1 3.6 4.4 32 3.0 39 6.0 4.8 3.4 52 4.0 4.2
United States 7.7 4.0 3.9 4.5 4.8 3.2 49 3.9 5.7 2.8 2.3 1.9 2.5 32 5.0 4.3 5.6 5.1 3.1 3.5
Euro area 12.0 6.7 6.1 5.1 4.7 59 5.7 6.3 8.0 5.5 32 3.8 1.7 1.6 0.8 1.4 1.9 2.3 2.8 2.7
European Union 12.9 6.7 6.4 5.2 5.6 6.3 6.9 7.0 7.0 4.2 33 3.6 2.9 2.5 2.0 2.5 2.8 33 32 3.1
Total OECD 10.0 5.1 4.9 4.7 53 5.5 6.6 6.3 6.0 35 3.6 3.8 3.8 3.7 3.5 32 4.1 39 2.8 29

Memorandum item
OECD less high inflation
countries ? 10.0 5.1 4.9 4.7 53 4.8 59 5.6 54 32 2.8 29 2.7 29 2.8 2.7 3.7 3.6 2.6 2.8

Note: The business sector is in the OECD terminology defined as total economy less the public sector. Hence business sector employees are defined as total employees less public sector employees. See also OECD Economic
Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) Average 1975-84 in the case of Korea.

b) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 13. Labour productivity in the business sector

Percentage change from previous period

Average Projections
a 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 1.9 1.9 -2.2 2.9 0.8 -0.4 -0.2 1.5 3.6 4.0 1.4 -0.3 2.9 2.8 4.1 2.3 0.4 1.4 2.6 2.5
Austria 2.4 2.6 2.0 1.9 33 3.5 3.6 2.2 2.5 1.2 3.2 2.0 3.0 1.9 3.2 1.8 2.9 0.7 1.9 2.3
Belgium 2.7 1.6 1.3 2.7 3.5 2.7 2.2 1.3 1.9 -1.2 3.1 2.0 0.8 3.4 1.2 1.8 2.8 0.1 1.1 2.6
Canada 0.8 1.9 -0.8 1.7 1.8 0.5 0.3 -0.2 2.1 1.8 2.9 0.8 0.6 1.9 1.3 2.6 2.1 0.3 1.7 2.5
Czech Republic . . . . . . . . . . 1.5 5.6 4.4 -0.3 0.1 2.1 3.9 3.1 3.7 4.0
Denmark 2.4 1. 0.1 0.7 -0.5 2.0 0.5 2.1 1.3 3.2 7.7 0.5 1.8 1.7 2.8 1.6 2.8 0.9 2.2 2.3

3
Finland 2.8 3.7 3.6 4.6 4.6 5.1 06 -03 55 6.6 6.6 2.6 3.0 3.4 32 1.2 4.1 -1.6 1.7 2.5
France 2.5 2.0 23 2.7 3.6 32 1.9 1.3 2.7 0.7 1.9 0.9 0.8 1.4 1.9 0.9 1.0 0.6 13 2.5
Germany 2.3 1.5 1.1 0.9 33 5.1 2.8 2.6 4.3 0.2 2.7 1.5 1.1 1.6 0.8 0.5 1.4 0.3 0.9 2.1
Greece 1.6 1.7 02 -24 2.9 39 -14 65 -1.0 27 0.2 1.4 3.1 48 -09 5.0 4.9 4.6 35 3.7

Hungary . . . . . - . . . . . 3.7 1.4 43 35 03 4.4 3.8 35 43
3.1 4.0 2.1 2.7 1.0 -19 1.6 47  -1.0 3.2 1.0 2.5 0.8 4.4 2.7 -0.4 1.4

Iceland 2.3 -0.7 3.5
Ireland 4.2 3.0 0.1 4.8 6.5 6.9 4.4 2.5 33 1.3 2.7 54 4.0 76  -1.8 4.7 7.0 39 2.7 4.5
Ttaly 1.9 2.4 1.9 2.9 33 3.0 1.1 0.7 1.6 2.5 3.8 33 0.8 1.7 0.7 0.8 1.1 0.2 0.1 1.1
Japan 2.7 4.0 1 3.7 5.0 3.5 3.8 1.3 -02 0.2 0.9 1.4 3.0 0.8  -0.7 1.2 2.6 -0.1 0.7 0.7
Korea 6.0 3.0 8.8 6.4 8.8 24 5.1 6.4 3.8 4.2 5.5 6.5 5.1 39  -1.5 102 5.5 1.5 4.3 4.6
Luxembourg . . . . . . =55 2.2 1.9 7.5 1.8 1.4 0.9 6.4 1.6 0.8 2.0 -0.4 0.0 3.7
Mexico . . . . . 1.3 2.3 1.5 -03 -20 1.2 -6.5 0.9 0.5 1.5 2.7 2.7 -0.8 0.1 1.8
Netherlands 2.1 1.2 0.6 -0.5 0.9 2.9 1.8 0.8 0.8 0.7 39 0.9 0.4 0.5 1.5 1.3 1.2 -1.0 0.9 2.3
New Zealand 0.2 2.7 1.9 0.1 34 39 -1.3 06 -03 2.9 1.2 -14 -02 1.9 0.4 2.7 2.3 -0.1 1.3 2.4
Norway 1.9 40 -13  -04 -03 2.0 2.9 3.8 33 4.0 2.5 0.2 1.2 0.9 1.8 0.9 1.5 0.8 1.6 2.3
Poland . . . . . . . . . . 8.8 7.1 5.5 6.1 4.0 9.2 6.4 3.9 3.1 2.7
Portugal 0.8 3.8 4.6 4.2 5.5 54 1.8 -05 14 32 2.6 6.0 3.9 24 2.4 1.7 1.9 0.2 1.0 14
Spain 3.1 4.0 1.2 0.8 1.7 1.4 0.0 1.6 2.8 2.3 33 1.0 1.3 1.0 0.4 0.5 1.1 0.4 1.4 1.8
Sweden 1.5 1.4 2.5 2.7 14 1.4 0.1 0.5 3.5 6.3 5.6 2.2 1.7 3.5 2.6 2.5 0.6 0.7 2.5 2.9
Switzerland 0.4 19 -09 -17 0.7 26 -19 36 1.0 0.1 2.3 0.1 -0.2 2.4 14 0.7 2.0 -0.3 0.6 1.6
United Kingdom 24 2.0 4.9 1.1 0.0 -0.8 0.3 1.5 2.8 2.3 32 1.0 0.8 0.7 1.6 0.8 2.1 1.6 1.8 2.4
United States 1.3 1.2 1.7 0.7 1.1 1.2 0.6 0.4 3.7 0.9 1.3 0.4 1.8 2.2 2.2 2.4 2.5 1.0 33 2.1
Euro area 2.3 2.3 1.8 1.8 3.2 2.9 1.9 . 2.9 1.0 3.0 1.7 1.0 1.7 1.0 0.6 1.3 0.1 0.9 2.0
European Union 2.3 2.1 2.1 1.7 2.6 2.8 1.5 1.6 2.8 1.3 3.1 1.7 1.1 1.6 1.3 1.0 1.6 0.6 1.2 2.1
Total OECD 2.0 2.1 1.9 1.7 2.5 2.1 1.5 1.1 2.6 1.0 2.2 1.1 1.8 1.8 14 2.0 2.3 0.7 2.0 2.0
Memorandum item
OECD less high inflation

countries ® 2.0 2.1 1.9 1.7 2.5 2.2 1.5 1.1 2.7 1.1 2.1 1.2 1.8 1.8 1.3 1.9 2.2 0.7 2.0 2.0

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) Average 1975-84 in the case of Korea.

b) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 14. Unemployment rates: commonly used definitions

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Ttaly
Japan

Korea
Luxembourg
Mexico®
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain®

Sweden
Switzerland
Turkey ©

United Kingdom
United States

Euro area
European Union

Total OECD

1998 o

Unemployment 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 255‘2”““;823
(thousands)

723 8.2 79 7.9 6.9 5.9 6.8 9.2 10.4 10.6 9.4 8.2 8.1 8.2 7.7 6.9 6.3 6.8 6.6 6.3
240 3.7 4.0 4.3 4.1 3.8 4.1 4.5 4.7 5.4 5.3 5.3 5.6 5.7 5.7 53 4.7 49 5.6 5.1
397 10.1 10.0 9.8 8.8 7.4 6.6 6.4 7.1 8.6 9.8 9.7 9.5 9.2 9.3 8.6 6.9 6.6 6.7 6.7
1278 10.5 9.6 8.8 7.8 7.5 8.1 10.3 11.2 114 10.3 9.4 9.6 9.1 8.3 7.6 6.8 7.2 7.6 7.2
336 4.3 4.4 4.1 3.9 4.8 6.5 8.8 8.9 8.2 8.6 8.6
138 6.6 5.0 5.0 5.7 6.8 72 7.9 8.6 9.6 7.7 6.8 6.3 5.3 49 4.8 4.4 4.3 4.3 4.2
286 51 54 51 46 31 32 66 117 164 166 154 146 127 114 103 98 91 94 93
2997 102 104 105 100 93 89 94 104 117 120 114 121 122 115 108 94 87 92 90
3684 80 77 16 16 69 62 54 64 76 81 79 85 94 89 82 75 74 18 16
494 78 74 74 77 75 70 77 87 97 96 91 | 98 98 1.1 120 112 104 103 100
313 . . . . . . . . 12.1 11.0 10.4 10.1 8.9 8.0 7.1 6.5 5.7 5.8 5.7
4 0.9 0.7 0.4 0.6 1.7 1.8 1.5 3.0 4.4 4.8 5.0 4.4 3.9 2.8 1.9 1.4 1.5 2.5 2.6
125 16.5 17.0  16.7 16.2 149 128 14.4 15.1 15.7 14.7 12.2 11.7 10.4 7.6 5.6 43 3.9 49 49
2745 8.6 99 102 105 10.2 9.1 8.6 8.8 10.2 11.2 11.7 11.7 11.8 119 115 10.7 9.6 9.1 9.0
2791 2.6 2.8 2.8 2.5 2.3 2.1 2.1 2.2 2.5 2.9 3.1 3.4 3.4 4.1 4.7 4.7 5.0 5.8 6.0
1461 4.0 3.8 3.1 2.5 2.6 2.4 2.3 2.4 2.8 2.4 2.0 2.0 2.6 6.8 6.3 4.1 3.7 3.3 3.0
6 17 15 17 16 14 13 14 16 21 27 30 33 36 31 29 26 26 29 31
602 . .38 34 29 27 26 29 35 37 64 57 37 32 26 22 25 27 25
286 92 84 80 77 69 60 54 54 66 16 71 66 55 42 32 26 22 27 32
140 35 40 41 56 71 78 103 103 95 81 63 61 66 75 68 60 53 57 53
72 2.6 2.0 2.1 3.2 49 5.2 5.5 5.9 6.0 5.4 49 4.8 4.0 3.1 3.2 3.4 3.6 3.6 3.5
1816 . . . . . . . . 14.0 14.4 13.3 12.3 11.2 10.6 139 16.1 18.2 19.6 19.5
248 8.8 8.8 73 6.0 5.2 49 43 | 4.1 5.5 6.9 7.2 73 6.8 5.0 4.4 4.0 4.1 4.4 43
317 . . . . . . . . 12.2 13.6 13.1 11.3 119 126 164 188 19.3 19.1 18.6
2523 17.8 174  16.7 15.9 142 133 134 15.1 18.9 20.2 19.1 18.5 172 154 129 114 10.5 10.7 10.5
278 2.8 2.5 2.1 1.7 1.5 1.7 3.0 5.3 8.2 8.0 7.7 8.0 8.0 6.5 5.6 4.7 4.0 4.2 4.0
140 10 08 08 07 06 05 11 25 45 47 42 47 52 39 27 20 19 25 22
1527 69 77 81 82 84 78 79 81 85 82 73 64 66 67 15 64 84 92 86
1716 1.6 118 102 78 61 59 82 102 103 94 85 79 65 59 60 55 51 53 53
6 206 72 70 62 55 53 56 68 75 69 161 56 54 49 45 42 40 48 56 53
14 030 9.8 9.9 9.8 9.6 8.8 8.1 7.8 8.7 10.3 11.0 10.7 10.9 11.0 10.3 9.5 8.5 8.0 8.2 8.1
16 161 9.9 9.9 9.6 8.9 8.1 7.5 7.7 8.8 10.2 10.6 10.1 10.3 10.0 9.4 8.7 7.8 7.4 7.6 7.5
33 885 7.4 7.4 7.0 6.3 5.8 5.7 6.3 7.0 7.7 7.6 7.3 7.2 6.9 6.7 6.6 6.1 6.4 6.9 6.7

Note: Labour market data are subject to differences in definitions across countries and to many series breaks, though the latter are often of a minor nature. For information about definitions, sources, data coverage, break in

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

a) Data based on the National Survey of Urban Employment; see OECD Economic Outlook Sources and Methods.

b) Spanish data on unemployment are revised since 1976 using the methodology to be applied by the LES as from 2002. Revisions are OECD calculations based on information from INE in Spain
¢) The figures incorporate important revisions to Turkish data; see OECD Economic Outlook Sources and Methods.

Source: OECD.
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Annex Table 15. Standardised unemployment rates”

Per cent of civilian labour force

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Australia 10.0 9.0 8.3 79 7.9 7.0 6.0 6.7 93 105  10.6 9.5 8.2 8.2 8.3 7.7 7.0 6.3 6.7
Austria . . . . . . . . . . 4.0 3.8 39 4.4 4.4 4.5 4.0 3.7 3.6
Belgium 10.7 10.8 10.1  10.0 9.8 8.8 74 6.6 6.4 7.1 8.6 9.8 9.7 9.5 9.2 9.3 8.6 6.9 6.6
Canada 1.9 113 107 9.6 8.8 7.8 7.5 8.1 103 112 114 104 9.4 9.6 9.1 8.3 7.6 6.8 7.2
Czech Republic 4.4 4.4 4.1 3.9 4.8 6.5 8.8 8.9 8.2
Denmark 8.4 7.9 6.6 5.0 5.0 5.7 6.8 72 7.9 8.6 9.6 7.7 6.8 6.3 53 49 4.8 4.4 43
Finland . 59 6.0 6.7 49 42 3.1 32 66 116 164 168 152 145 126 114 102 9.7 9.1
France 7.9 9.4 9.8 9.9 101 9.6 9.1 8.6 91 100 113 11.8 114 119 11.8 114 107 9.3 8.6
Germany” 6.9 7.1 72 6.5 6.3 6.2 5.6 4.8 42 6.6 79 8.4 8.2 8.9 9.9 9.3 8.6 79 7.9
Hungary 99 121 11.0 104  10.1 8.9 8.0 7.1 6.5 5.8
Ireland 139 155 168 168 166 162 147 134 147 154 156 143 123 117 9.9 7.5 5.6 42 3.8
Italy 7.4 79 8.1 8.9 9.6 9.7 9.7 8.9 8.5 8.7 10.1 1.0 115 115 116 1.7 112 104 9.5
Japan 2.7 2.7 2.6 2.8 2.8 2.5 2.3 2.1 2.1 22 2.5 2.9 3.1 3.4 3.4 4.1 4.7 4.7 5.0
Luxembourg 35 3.1 29 2.6 2.5 2.0 1.8 1.7 1.7 2.1 2.6 32 2.9 3.0 2.7 2.7 24 2.4 2.4
Netherlands 9.2 8.9 79 7.8 7.7 7.2 6.6 5.9 5.5 5.3 6.2 6.8 6.6 6.0 49 3.8 32 2.8 2.4
New Zealand 5.7 5.7 42 4.0 4.1 5.6 7.1 78 103 103 9.5 8.1 6.3 6.1 6.6 7.5 6.8 6.0 53
Norway 35 32 2.7 2.0 2.1 32 5.0 5.3 5.6 6.0 6.1 5.5 5.0 49 4.1 33 32 35 3.6
Poland .. . . . . . . . . . 140 144 133 123 112 106 16.1 18.2
Portugal 8.2 8.9 9.2 8.8 7.2 5.8 5.2 4.8 42 43 5.6 6.9 7.3 7.3 6.8 52 4.5 4.1 4.1
Spain 173 200 215 21.1 204 194 171 16.1 162 183 225 239 227 220 206 186 158 140 13.0
Sweden 3.7 33 2.9 2.7 2.2 1.8 1.5 1.7 3.1 5.6 9.1 9.4 8.8 9.6 9.9 8.3 72 59 5.1
Switzerland . . . . . . . . 2.0 3.1 4.0 3.8 35 39 4.2 35 3.0 2.6 .
United Kingdom 108 109 112 112 103 8.5 7.1 6.9 8.6 9.8 102 9.4 8.5 8.0 6.9 6.1 5.8 53 5.0
United States 9.6 7.5 72 7.0 6.2 5.5 53 156 6.8 7.5 69 6.1 5.6 5.4 49 4.5 42 4.0 4.8
Euro area 8.1 9.0 106 114 111 1.3 113 107 9.8 8.8 8.3
European Union 8.1 9.0 105 10.9 10.5 10.6 10.4 9.8 9.0 8.1 7.6
Total OECD 7.9 7.8 7.4 7.4 7.1 7.0 6.7 6.3 6.5

Note: In so far as possible, the data have been adjusted to ensure comparability over time and to conform to the guidelines of the International Labour Office. All series are benchmarked to labour-force-survey-based
estimates. In countries with annual surveys, monthly estimates are obtained by interpolation/extrapolation and by incorporating trends in administrative data, where available. The annual figures are then calculated by
averaging the monthly estimates (for both unemployed and the labour force). For countries with monthly or quarterly surveys, the annual estimates are obtained by averaging the monthly or quarterly estimates,
respectively. For several countries, he adjustment procedure used is similar to that of the Bureau of Labor Statistics, U.S. Department of Labor. For EU countries, the procedures are similar to those used in deriving the
Comparable Unemployment Rates (CURs) of the Statistical Office of the European Communities. Minor differences may appear mainly because of various methods of calculating and applying adjustment factors, and

because EU estimates are based on the civilian labour force.

a) See technical notes in OECD Quarterly Labour Force Statistics.
b) Prior to 1993 data refers to Western Germany.

Source: OECD.
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Annex Table 16. Labour force, employment and unemployment

Millions

Labour force

Major seven countries
Total of smaller countries®
European Union

Euro area

Total OECD?

Employment

Major seven countries
Total of smaller countries®
European Union

Euro area

Total OECD®

Unemployment

Major seven countries
Total of smaller countries®
European Union

Euro area

Total OECD?

1985

1986

1987

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

1998

1999

2000

2001

Projections

2002

2003

291.6

95.0
149.7
114.8
386.7

270.4

87.6
134.9
103.5
358.0

212

75
14.8
11.2
28.7

295.8

96.8
151.0
1159
392.6

274.2

89.3
136.0
104.5
363.6

215

7.5
15.0
115
29.0

299.2
1125
152.3
117.0
411.8

278.9
104.6
137.7
105.5
3834

204

8.0
14.6
115
28.3

303.1 3070 311.0 3231 3254 3266 329.1 3308 3337 3378
1149 1173 1193 1217 1228 1520 1542 1560 1584 160.1
1540 1549 1563 1670 1669 166.6 167.0 167.6 168.8 170.0
1181 1188 1201 131.0 1309 1309 1315 1319 1329 1341
4180 4243 430.3 4448 4482 4786 4833 486.8 4922 4979

2844 289.6 293.6 3028 3026 3031 3061 3087 311.3 3158
107.2 1100 1121 1140 1142 1385 1405 1427 1456 1480
140.2 1424 1446 1540 1521 1495 1494 1506 1515 153.0
106.8 1084 1104 120.7 1196 1174 1171 1178 1184 1194
391.6 3995 4057 4168 4169 4416 4466 4515 4569 463.8

187 175 174 204 228 235 230 221 224 220

7.7 7.3 7.1 7.7 86 135 137 133 128 122
138 125 117 129 148 171 176 170 173 171
11.3 105 97 102 114 135 144 140 145 147
264 248 246 280 313 370 367 354 352 342

340.4
162.1
171.8
135.7
502.5

319.0
149.6
155.7
121.7
468.6

214
12.5
16.2
14.0
339

343.4
164.3
173.8
137.2
507.7

322.4
151.7
158.6
124.2
474.1

21.0
12.6
15.2
13.0
33.6

346.0
165.6
175.6
138.8
5115

326.2
153.9
161.8
127.0
480.1

19.7
11.7
13.8
118
314

347.6
167.5
177.0
140.0
515.1

327.0
155.2
163.9
128.8
482.2

20.6
12.3
13.0
11.2
329

348.7
169.3
178.2
141.0
518.0

326.1
156.3
164.7
129.4
482.4

226
13.0
135
11.6
35.6

351.2
1713
179.6
142.3
522.5

329.0
158.6
166.2
130.8
487.6

223
12.7
13.4
115
34.9

a) The aggregate measures include Mexico as of 1987. Thereis a potential biasin the aggregates thereafter because of the limited coverage of the Mexican National Survey of Urban Employment.

Source: OECD.
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Annex Table 17. GDP deflators

Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 10.2 5.6 6.5 79 8.5 7.1 49 2.3 1.3 1.2 1.1 1.6 2.4 1.7 0.2 0.8 4.1 3.2 2.5 2.4
Austria 5.3 3.0 2.9 2.2 1.2 2.9 33 3.8 3.6 2.9 2.7 2.5 1.3 0.9 0.5 0.7 1.2 1.8 1.5 1.9
Belgium 6.4 4.3 2.9 1.4 2.3 4.9 3.0 2.7 3.6 3.7 1.8 1.8 1.2 1.3 1.6 1.2 1.3 1.8 2.4 2.5
Canada 8.1 3.1 3.0 4.6 4.5 4.6 3.2 3.0 1.4 1.4 1.2 2.3 1.7 1.1 -0.4 1.4 3.7 1.2 0.5 2.0
Czech Republic . . . . . . . . . . 11.0 10.2 8.8 8.0 10.7 3.1 0.9 5.7 4.0 3.3
Denmark 9.0 4.3 4.6 4.7 3.4 5.2 3.6 2.8 2.9 1.4 1.7 1.8 2.5 2.2 1.0 2.7 3.7 2.7 1.8 2.5
Finland 9.9 5.5 4.3 4.2 8.1 6.1 5.4 1.8 0.9 2.3 2.0 4.1 -0.2 2.1 3.0 -0.2 3.2 2.2 1.2 2.0
France 10.4 5.5 5.1 2.8 32 3.3 2.9 3.0 2.0 2.4 1.8 1.7 1.4 1.2 0.9 0.3 0.8 1.6 1.6 1.4
Germany 4.0 2.1 3.2 1.9 1.5 2.4 3.2 3.9 5.0 3.7 2.5 2.0 1.0 0.7 1.1 0.5 -0.4 1.3 1.4 0.9
Greece 18.7 19.0 18.9 15.3 16.7 145  20.7 19.8 14.8 14.4 11.2 9.8 7.4 6.8 5.2 3.0 34 3.2 3.0 2.9
Hungary . . . . . . . . . . 195 256 212 18.5 12.6 8.4 9.1 9.0 5.3 5.2
Iceland 44.6 31.3 255 19.5 228 19.8 16.9 7.6 3.7 2.3 1.9 2.7 1.9 3.2 4.8 3.4 3.0 9.1 5.8 3.7
Ireland 14.2 5.2 6.5 2.2 32 5.5 -0.7 1.8 2.8 5.2 1.7 3.0 2.2 4.1 5.9 4.2 4.7 4.2 4.0 3.7
Italy 16.6 8.9 7.9 6.2 6.8 6.5 8.2 7.6 4.5 3.9 3.5 5.0 53 2.4 2.7 1.7 2.1 2.6 2.6 2.2
Japan 4.5 2.4 1.6 -0.1 0.7 2.0 2.4 3.0 1.7 0.6 0.1 -0.4 -0.8 0.4 -0.1 -1.4 -2.0 -1.4 -1.4 -1.7
Korea 16.6 4.6 4.6 5.0 6.7 53 11.1 10.9 7.7 7.0 7.6 7.1 3.9 3.1 5.1 -2.1 -1.1 1.4 2.6 2.2
Luxembourg 6.0 3.0 0.7 2.8 0.6 4.3 5.2 2.3 2.6 0.6 4.7 0.3 1.8 2.8 2.6 2.5 3.7 1.4 1.2 3.2
Mexico 34.9 56.5 734 140.7 101.2 264 28.1 23.3 14.4 9.5 8.5 380 306 17.7 15.4 14.8 12.0 54 4.6 4.1
Netherlands 5.5 1.8 0.1 -0.7 1.2 1.2 2.3 2.7 2.3 1.9 2.3 1.8 1.2 2.0 1.7 1.7 3.7 4.7 3.6 2.9
New Zealand 13.5 154 15.3 13.2 7.5 5.1 33 0.5 1.4 3.0 1.1 2.4 2.4 0.1 1.4 -0.4 2.5 4.9 1.6 2.6
Norway 8.7 5.2 -0.9 6.9 5.0 5.7 3.8 2.5 -0.4 1.8 -0.2 3.1 4.3 3.0 -0.7 6.2 16.3 1.9 1.9 34
Poland . . . . . . . . . . 373 279 18.7 14.0 11.8 6.9 7.1 4.4 2.6 32
Portugal 20.9 21.7  20.5 10.1 11.2 10.5 13.1 10.1 114 7.4 7.3 3.4 3.1 3.8 3.9 33 2.7 4.7 4.0 3.3
Slovak Republic . . . . . . . . . . 13.8 9.7 4.5 6.6 5.1 6.6 6.5 53 6.5 7.5
Spain 15.6 8.6 10.9 5.9 5.9 6.9 7.3 7.0 6.7 4.5 3.9 49 3.5 2.3 2.4 2.9 34 3.9 2.6 2.4
Sweden 10.6 6.5 6.5 4.8 6.4 8.0 8.8 7.3 1.0 2.7 2.4 3.5 1.4 1.7 0.9 0.7 1.0 2.0 2.5 2.4
Switzerland 3.6 2.4 3.1 2.7 2.8 3.1 4.3 6.0 2.7 2.7 1.6 1.1 0.4 -0.2 0.0 0.6 1.1 1.8 1.4 1.2
Turkey 40.0 53.1 360 336 693 755 583 588 637 67.8 106.5 872 778 81.5 757 556 499 53.0 51.7 26.8
United Kingdom 12.8 5.6 3.1 5.5 6.1 7.5 7.5 6.6 4.0 2.6 1.4 2.6 33 2.9 2.9 2.6 1.7 2.4 3.2 2.5
United States 6.9 3.2 2.2 3.0 3.4 3.8 3.9 3.6 2.4 2.4 2.1 2.2 1.9 1.9 1.2 1.4 2.3 2.2 1.5 1.6
Euro area 9.4 54 5.5 3.5 3.8 4.3 4.9 4.9 4.3 3.6 2.8 2.9 2.1 1.6 1.7 1.1 1.3 2.2 2.1 1.8
European Union 10.7 5.9 5.5 4.1 4.5 5.1 5.6 5.4 4.3 3.5 2.7 3.0 2.5 1.9 1.9 1.4 1.4 2.3 2.3 1.9
Total OECD 9.8 6.6 6.3 7.9 7.7 6.0 6.1 5.8 4.5 39 4.6 5.2 4.3 3.7 32 2.3 2.6 2.7 2.3 1.8

Memorandum item
OECD less high inflation
countries ¢ 8.3 4.2 3.6 3.2 3.6 4.1 4.5 4.3 3.1 2.6 2.2 2.3 1.8 1.7 14 0.9 14 1.7 14 1.3

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 18. Private consumption deflators
Percentage change from previous period

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
Australia 10.4 6.7 8.0 8.6 7.5 5.6 6.4 4.4 22 22 1.2 2.3 1.9 1.6 1.3 0.8 32 34 2.8 2.6
Austria 5.5 35 1.7 1.2 1.5 2.6 33 3.5 3.9 3.5 2.8 2.0 1.9 1.5 0.5 0.7 1.5 2.3 1.8 1.7
Belgium 7.1 5.7 -0.1 2.1 1.0 39 2.8 2.6 1.9 2.8 2.9 2.6 2.1 1.8 1.2 1.0 2.2 2.2 2.2 2.3
Canada 8.7 4.1 4.3 39 3.9 4.4 4.3 5.0 1.7 2.3 1.0 1.3 1.6 1.6 1.1 1.6 2.0 1.9 1.8 1.9
Czech Republic . . . . . . . . . . 107 9.2 8.1 7.4 9.1 3.8 2.8 3.6 3.0 32
Denmark 9.6 43 2.9 4.6 4.0 4.7 29 2.8 1.9 2.0 3.0 1.9 2.1 22 1.3 2.6 3.0 2.1 2.1 2.1
Finland 10.4 55 2.8 3.1 4.8 53 5.5 59 4.1 39 0.9 0.4 1.4 1.3 1.7 1.0 3.8 2.7 1.7 1.8
France 10.7 59 2.8 34 2.9 3.8 3.1 3.5 2.5 2.5 2.2 2.0 1.9 1.4 0.6 0.2 1.2 1.2 1.5 1.4
Germany 4.3 1.8 -0.6 0.5 1.3 2.9 2.7 3.7 4.4 3.9 2.6 1.9 1.7 2.0 1.1 0.4 1.4 1.8 1.4 1.6
Greece 17.4 196 224 173 151 135 198 197 157 141 110 9.0 8.2 5.6 4.5 2.1 3.1 3.0 3.0 2.9
Hungary . . . . . . . . . . 197 270 237 180 137 10.7 9.9 9.1 5.5 5.1
Iceland 46.7 326 201 159 254 233 167 6.7 3.6 3.6 1.4 1.9 2.4 1.8 0.9 2.7 4.6 7.8 6.0 3.4
Ireland 14.4 5.0 4.6 2.4 3.8 4.1 2.1 2.7 3.0 2.2 2.7 2.8 2.6 2.7 3.5 33 5.1 4.7 4.0 3.2
Italy 16.1 9.1 6.4 5.2 5.9 6.7 6.4 7.0 5.5 5.5 4.9 6.0 4.4 2.2 2.1 2.1 2.8 2.9 2.5 2.1
Japan 5.7 1.8 0.7 0.4 0.6 2.1 2.6 2.7 1.6 1.0 05 -03 -0l 1.0 -0.1 -0.5 -1 -1.5 -6 -1.7
Korea 15.9 39 1.7 33 5.6 5.4 9.4 121 8.9 8.0 9.7 7.0 5.7 5.5 7.9 0.5 22 4.0 32 3.5
Luxembourg 7.5 43 24 1.0 0.7 2.0 1.6 2.8 2.6 2.6 3.6 1.1 1.8 1.4 1.3 1.4 2.8 2.8 22 2.3
Mexico 33.9 59.2  82.0 135.1 109.1 250 278 244 15.4 10.1 7.6 34.1 30.4 16.5 20.7 13.8 10.7 5.9 4.6 4.0
Netherlands 5.7 24 0.3 0.2 0.5 1.2 2.2 3.2 3.1 2.1 2.8 1.6 1.9 2.0 1.7 1.9 2.8 4.6 3.0 2.2
New Zealand 13.8 173 128 13.0 6.3 6.2 5.6 2.2 1.1 1.2 1.1 2.7 2.0 1.1 1.7 0.3 22 2.0 1.8 2.0
Norway 9.0 59 6.7 7.8 6.1 4.8 4.7 3.8 2.7 1.9 1.2 2.4 1.5 2.5 2.6 2.0 3.1 2.5 1.2 2.5
Poland . . . . . . . . . . 371 279 200 147 115 69 10.0 5.1 35 3.6
Portugal 225 19.5 138 99 115 128 116 118 9.2 6.9 5.6 43 3.7 3.0 2.9 2.3 2.8 4.4 33 2.8
Slovak Republic . . . . . . . . . . 13.0 10.2 5.2 6.0 6.1 10.2 11.3 5.5 5.6 6.8
Spain 13.1 8.1 9.3 5.5 4.8 6.7 6.6 6.4 6.6 53 49 4.8 3.5 2.6 22 2.4 32 32 2.8 2.6
Sweden 10.7 6.9 4.6 52 59 6.8 9.8 10.5 2.1 5.8 2.8 29 1.4 2.3 1.0 1.0 0.9 1.6 2.4 2.4
Switzerland 3.7 33 1.3 1.5 1.9 2.9 5.2 6.0 4.2 34 1.1 1.7 1.1 0.6 -0.2 0.4 0.9 0.9 0.6 0.7
Turkey 38.1 509 304 488 589 837 598 60.7 656 659 1089 924 678 821 8.0 590 500 517 510 294
United Kingdom 12.1 5.2 4.0 4.7 5.2 6.3 7.5 7.9 4.7 3.2 1.9 3.1 3.1 23 2.7 1.5 0.6 1.5 2.3 2.3
United States 6.9 35 2.4 3.8 39 4.4 4.6 3.8 3.1 2.4 2.0 2.3 2.1 1.9 1.1 1.6 2.7 1.9 1.4 1.8
Euro area 9.6 5.7 34 3.1 34 4.6 4.5 5.0 4.6 4.2 34 3.1 2.5 2.0 1.5 1.1 2.1 2.3 2.0 1.9
European Union 10.5 59 3.8 3.6 3.9 5.0 5.1 5.6 4.5 4.0 32 3.2 2.7 2.1 1.7 1.2 1.9 2.2 2.1 2.0
Total OECD 9.8 6.7 5.8 8.2 7.7 6.3 6.3 6.2 4.9 4.2 4.9 5.2 4.4 4.0 3.5 2.6 3.0 2.6 2.2 2.0

Memorandum item
OECD less high inflation
countries ¢ 8.5 4.2 2.9 33 3.5 4.3 4.7 4.6 3.5 2.9 2.5 2.4 2.1 2.0 14 1.1 1.8 1.6 1.3 14

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 19. Consumer prices

Percentage change from previous period

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland«
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey?

United Kingdom
United States®

Euro area

Average Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1974-84 2002 2003
10.2 6.7 9.1 8.5 73 7.5 73 32 1.0 1.8 1.9 4.6 2.6 0.3 0.9 1.5 45 4.4 2.8 2.6
5.5 32 1.7 1.5 1.9 2.6 33 3.1 35 32 2.7 1.6 1.8 1.2 0.8 0.5 2.0 2.3 1.7 1.7
7.5 4.9 1.3 1.6 1.2 3.1 34 3.9 2.2 2.5 24 1.3 1.8 1.5 0.9 1.1 2.7 24 1.8 2.0
8.8 4.0 4.2 43 4.0 5.0 4.8 5.6 1.5 1.9 0.2 22 1.6 1.6 1.0 1.7 2.7 2.5 1.9 22
10.0 9.1 8.8 85 10.7 2.1 39 4.8 32 33
9.7 4.7 3.7 4.0 4.5 4.8 2.6 2.4 2.1 1.3 2.0 2.1 2.1 22 1.8 2.5 29 24 2.1 22
10.7 52 29 4.1 5.1 6.6 6.1 4.6 32 33 1.6 0.4 1.1 1.2 1.4 1.3 3.0 2.7 1.7 1.8
10.7 5.8 2.5 33 2.7 3.5 3.6 3.4 2.4 22 1.7 1.8 2.1 1.3 0.7 0.6 1.8 1.8 1.6 1.7
4.3 2.1 -0.1 0.2 1.3 2.8 2.7 4.0 5.1 4.4 2.8 1.7 1.2 1.5 0.6 0.6 2.1 24 1.5 1.6
17.9 193 230 164 135 137 204 195 159 144 109 8.9 7.9 54 4.5 2.1 29 3.7 34 29
. . . . . . . . . 189 283 235 183 142 100 9.8 9.2 5.5 5.1
. 320 221 183 257 208 155 6.8 4.0 4.0 1.6 1.7 23 1.8 1.7 32 5.0 6.7 6.2 3.8
14.7 5.5 3.8 3.1 22 4.0 33 32 3.1 1.4 2.3 2.5 2.2 1.2 2.1 2.5 53 4.0 3.7 3.1
15.8 9.2 5.8 4.7 5.1 6.3 6.5 6.2 5.0 4.5 4.2 5.4 4.0 1.9 2.0 1.7 2.6 2.3 2.3 1.9
5.6 2.0 0.6 0.1 0.7 2.3 3.1 3.2 1.7 1.3 0.7 -0.1 0.1 1.7 0.7 -0.3 -0.7 -0.7 -2 -12
143 2.5 2.3 35 7.1 5.7 8.5 9.3 6.2 4.8 6.3 45 4.9 44 7.5 0.8 2.3 4.1 33 3.0
7.3 4.1 0.3 -0.1 1.4 3.4 33 3.1 32 3.6 2.2 1.9 1.2 1.4 1.0 1.0 3.8 2.4 2.1 2.4
352 578 86.2 131.8 1142 200 267 227 155 9.8 70 350 344 206 159 166 9.5 6.4 4.6 4.1
5.9 2.3 0.1 -0.7 0.7 1.1 2.5 3.1 2.8 1.7 2.2 1.6 1.4 1.9 1.8 2.0 2.3 5.1 34 24
13.3 154 132 157 6.4 5.7 6.1 2.6 1.0 1.3 1.7 3.8 2.3 1.2 1.3 -0.1 2.6 2.6 2.5 2.0
9.3 5.7 72 8.7 6.7 4.5 4.1 3.4 2.3 2.3 1.4 2.4 1.2 2.6 2.3 2.3 3.1 3.0 1.2 2.5
. . . . . . . . . . 332 283 199 149 116 7.3 10.1 5.5 35 3.6
22.8 19.6 11.8 9.4 9.7 126 146 114 8.9 59 5.0 4.0 2.9 1.9 22 2.2 2.8 4.4 3.1 2.8
. . . . . . . . . . 134 9.9 5.8 6.1 6.7 106 120 7.4 5.5 7.0
16.2 8.8 8.8 52 4.8 6.8 6.7 5.9 5.9 4.9 4.6 4.6 3.6 1.9 1.8 22 3.5 3.2 2.8 2.6
10.0 7.4 4.2 4.2 5.8 6.4 104 9.7 2.6 4.6 2.4 29 0.8 0.9 0.4 0.3 1.3 2.6 2.6 2.8
3.6 3.4 0.8 1.4 1.9 32 5.4 59 4.0 33 0.9 1.8 0.8 0.5 0.0 0.8 1.6 1.0 0.6 0.7
41.4 450 346 389 688 633 603 660 70.1 66.1 1052 89.1 804 857 84.6 649 549 544 487 322
. 52 3.6 3.7 4.6 59 8.1 6.8 4.7 3.0 2.4 2.8 2.9 2.8 2.7 2.3 2.1 2.1 2.3 2.3
7.7 35 1.9 3.6 4.1 4.8 5.4 4.2 3.0 3.0 2.6 2.8 2.9 2.3 1.5 2.2 3.4 2.8 1.8 2.4
8.0 49 24 2.4 2.7 4.0 4.0 43 3.8 34 2.8 2.6 2.3 1.7 1.2 1.1 2.4 2.5 2.0 1.9

Note: Consumer price index. For the euro area countries and the euro area aggregate: harmonised index of consumer prices (HICP) and United Kingdom: retail price index excluding mortgage payments (RPIX).

a) Excluding rent, but including imputed rent.

b) Until 1981: Istanbul index (154 items); from 1982, Turkish index

¢) The methodology for calculating the Consumer Price Index has changed considerably over the past years, lowering measured inflation substantially.

Source: OECD.
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Annex Table 20. Oil and other primary commodity markets

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Projections
2002 2003
Oil market conditions?®
(in million barrels per day)
Demand
OECD” 386 393 406 412 415 419 429 432 444 449 459 467 468 477 478 417 417
of which: North America 196 201 208 210 207 205 208 211 217 216 222 227 231 238 241 239 240
Europe® 131 132 134 135 136 140 142 142 143 146 149 150 153 152 151 152 152
Pacific 5.8 59 6.4 6.7 7.2 75 7.9 8.0 8.4 8.7 8.8 9.0 8.4 8.7 8.7 8.6 85
Non-OECD* 228 235 241 245 245 246 242 244 238 245 254 266 268 276 280 283 287
Total 61.3 628 647 657 660 665 671 676 682 694 713 733 736 752 759 760 764
Supply
OECD" 197 198 196 189 190 195 198 200 208 211 217 221 219 214 219 218 221
OPEC total 199 197 218 238 251 253 265 267 270 276 284 299 308 294 308 302 .
Former USSR 123 125 125 122 115 104 8.9 7.9 7.2 7.1 7.1 7.2 7.3 75 7.9 8.6 9.1
Other non-OECD" 100 104 108 112 114 116 121 129 136 144 149 153 156 158 162 164
Total 620 624 648 661 669 668 672 675 687 702 721 745 756 742 769 769
Trade
OECD net imports® 192 198 208 225 228 224 231 235 238 234 242 249 252 255 260 262 256
Former USSR net exports 34 3.6 3.6 35 31 22 20 20 2.7 2.8 31 34 3.6 38 43 4.9 54
Other non-OECD net exports® 158 162 172 190 197 202 211 214 211 206 211 215 2.7 217 217 213 203
Prices®
OECD crude oil import price
(cif, $ per bl) 150 179 149 175 223 193 184 164 156 172 205 191 126 173 280 235 239 250
Prices of other primary commodities®
(USS$ indices)
Food and tropical beverages 97 80 93 88 79 74 72 73 98 100 99 104 91 74 67 59 53 53
of which: Food 73 71 99 9% 85 83 87 88 95 100 118 104 91 77 73 70 68 69
Tropical beverages 114 86 90 82 75 68 62 63 100 100 86 103 91 72 62 51 43 43
Agricultural raw materials 58 72 80 82 90 78 79 75 86 100 86 83 71 71 74 67 62 64
Minerals, ores and metals 69 78 112 107 99 88 85 74 85 100 90 91 78 75 83 77 74 80
Total 71 76 9% 92 90 80 79 74 89 100 90 91 78 73 75 68 63 66
Memorandum item
Export prices of OECD
manufactures (dollar index) 70 79 84 84 91 90 93 89 91 100 97 89 86 83 79 78 77 78

a) Based on data published in in varoius issues of IEA, Oil Market Report and Annual Statistical Supplement, August 2001.
b) Excluding Czech Republic, Hungary, Korea, Mexico and Poland.

¢) European Union countries and Iceland, Norway, Switzerland and Turkey.

d) Including Czech Republic, Hungary, Korea, Mexico and Poland.

€) Indices through 2001 are based on data compiled by IEA for oil and by Hamburg Institute for Economic Research for the prices of other primary commodities; OECD estimates and projections for 2002 and 2003.

Source: OECD.
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Annex Table 21. Employment rates, participation rates and labour force

Employment rates Labour force participation rates Labour force
Average  Average 0 001 2002 2003 Average  Average 0, o001 2002 2003 Average  Average 00 ao01 2002 2008
1080-82  1990-92 1980-82  1990-92 1980-89  1990-99
Per cent Per cent Percentage change

Austraia 65.9 67.5 706 703 702 704 70.4 74.0 754 754 752 751 2.3 1.2 2.3 1.5 1.2 15
Austria 7.7 74.8 731 731 726 729 79.3 78.3 76.7 769 768 76.9 0.3 0.4 -0.2 0.4 0.2 0.3
Belgium 56.8 56.8 59.1 597 598 60.1 62.0 60.8 634 640 641 644 0.1 0.6 -0.3 0.8 0.3 0.5
Canada 67.0 69.5 721 719 721 724 73.4 77.1 774 775 781 780 1.9 1.1 1.8 1.5 2.1 1.3
Czech Republic . . 653 656 653 652 . . 716 715 714 714 . 0.3 -0.6 0.0 0.0 0.0
Denmark 721 75.9 766 767 768 77.0 77.9 82.4 80.1 80.1 80.2 803 1.0 0.0 0.2 0.2 0.2 0.2
Finland 72.0 69.8 671 680 683 690 75.8 75.2 745 748 753 76.1 0.6 -0.1 1.2 0.6 0.9 1.2
France 63.1 60.4 63.0 637 636 639 68.0 66.8 695 697 701 70.2 0.6 0.7 0.9 0.7 1.0 0.6
Germany 64.9 67.7 69.3 695 695 69.9 68.1 72.0 749 751 754 757 0.7 35 0.8 0.1 0.2 0.3
Greece 575 55.8 56.6 565 565 56.7 60.1 60.5 63.8 630 630 631 1.6 1.2 -1.2 -1.0 0.3 0.4
Hungary . .. 55.2 . .. . .. . 59.1 . . . . -0.3 0.3 -0.5 0.1 0.1
Iceland 75.9 74.8 759 756 747 749 76.2 76.4 770 768 76.7 76.9 2.1 1.0 1.0 0.8 0.6 1.1
Ireland 56.7 53.3 66.6 676 67.2 676 62.9 62.1 696 704 707 71.0 0.5 2.8 33 25 2.0 2.0
Italy 56.7 54.5 538 549 559 572 60.9 59.8 60.2 608 615 629 0.6 0.0 0.9 0.8 0.9 1.9
Japan 70.3 73.4 744 742 733 732 719 75.0 781 782 778 779 1.2 0.7 -0.2 -0.2 -0.7 -0.3
Korea 57.7 61.7 625 629 634 640 60.6 63.2 65.2 653 655 66.0 25 1.7 1.5 1.1 1.3 1.7
Luxembourg 60.3 61.0 626 636 636 640 60.9 61.9 643 653 655 66.0 0.8 1.3 25 25 1.3 1.7
Mexico . 515 551 544 541 545 . 52.9 56.3 557 556 558 . 29 4.2 1.0 1.8 25
Netherlands 54.0 55.7 644 655 658 66.0 575 59.0 66.2 670 676 682 1.0 1.8 1.7 1.5 1.2 1.0
New Zedand 72.8 65.0 711 724 . . 75.2 71.8 75.6 765 . . 0.7 1.8 0.7 1.8 1.8 09
Norway 74.3 73.0 780 779 779 779 75.9 77.3 80.7 80.7 80.8 808 1.2 1.0 0.7 0.5 05 05
Poland .. . 548 532 522 521 . .. 65.3 651 650 647 . 0.0 1.0 0.4 0.3 0.1
Portugal 61.8 68.6 717 726 729 736 67.2 71.8 747 757 762 769 0.9 0.8 1.4 1.7 1.1 1.3
Slovak Republic . . 56.1 56.1 569 578 . . 69.0 695 703 71.0 . 0.8 1.5 1.7 1.2 1.0
Spain 52.4 52.4 599 620 626 63.6 59.1 60.9 676 693 701 710 1.3 1.3 3.7 2.7 1.4 15
Sweden 79.0 79.0 729 740 738 740 81.1 81.6 764 770 770 771 0.5 -0.6 1.2 1.3 0.4 05
Switzerland 75.6 82.2 79.7 805 803 804 75.8 83.2 81.1 818 821 820 1.6 0.4 0.3 1.6 1.0 0.7
Turkey 63.8 55.4 486 47.2 46.2 46.0 68.8 60.2 519 515 509 503 1.6 1.5 -4.9 1.8 1.2 1.3
United Kingdom 67.7 70.0 717 721 720 722 73.9 76.2 759 759 761 763 0.8 0.3 0.5 0.4 0.5 0.5
United States 65.4 71.3 74.3 . . . 71.3 76.4 774 . . . 1.6 1.1 1.1 0.7 0.4 1.1
Euro area 60.3 60.4 630 638 641 647 64.7 65.8 689 694 69.8 704 0.7 1.5 1.2 0.8 0.7 09
European Union 62.2 62.6 648 655 657 66.3 66.8 68.0 703 707 711 716 0.7 1.3 1.0 0.8 0.7 0.8
Total OECD 64.6 65.7 66.8 644 642 644 69.1 70.1 71.2 693 693 694 1.3 1.2 0.8 0.7 0.6 0.9

Note: Employment rates are calculated as the ratio of total employment to the population of working age. The working age population concept used here and in the labour force participation rate is defined as all persons of the
age 15 to 64 years (16 to 65 yearsfor Spain). This definition does not correspond to the commonly-used working age popul ation concepts for the United States (16 years and above), Hungary and New Zealand (15 years
and above). Hence for these countries no projections are available. For information about sources and definitions, seeOECD Economic Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 22. Potential GDP, employment and capital stock
Percentage change from previous period

Potential GDP Employment Capital stock
Average Average Average Average Average Average

1980.80 1990.99 2000 2001 2002 2003 1980.80 1990.99 2000 2001 2002 2003 1980.80 1990.99 2000 2001 2002

Austraia 34 32 4.0 3.7 35 36 23 12 3.0 1.0 14 18 48 4.0 4.6 33 36
Austria 22 24 2.6 24 24 25 0.0 0.3 05 02 -05 0.8 41 43 4.7 44 4.2
Belgium 19 24 22 23 25 21 0.0 0.3 16 11 0.2 0.5 27 31 32 3.0 29
Canada 2.7 2.7 29 31 31 32 1.9 1.2 2.6 11 1.6 17 34 13 -06 -0.2 0.2
Czech Republic . . . . . . . -0.6 -0.7 07 -04 0.0 . . . . .
Denmark 19 20 24 22 23 21 0.9 0.2 0.7 0.4 0.2 0.4 3.0 2.7 38 38 37
Finland 3.0 22 32 32 32 31 0.8 -1.0 1.7 14 0.6 13 32 0.6 12 13 11
France 2.3 1.8 21 23 24 24 0.2 04 25 15 0.4 0.8 33 2.6 31 31 31
Germany 21 31 1.6 1.9 1.8 18 03 33 1.6 02 -03 05 29 37 17 1.6 14
Greece 12 24 2.8 31 34 3.6 1.0 0.6 -03 -01 0.3 0.8 24 32 35 4.2 4.9
Hungary . . . . . . . 0.6 0.9 0.3 0.1 0.2 . . . . .
Iceland 34 22 338 29 23 23 2.0 1.0 15 07 -04 1.0 34 18 6.0 39 14
Ireland 37 6.9 7.3 7.2 75 74 -04 37 4.7 29 1.0 2.0 2.7 33 5.7 49 4.0
Italy 25 18 23 24 24 22 0.2 -0.3 19 20 15 2.0 3.0 29 3.6 3.6 35
Japan 39 18 1.1 1.1 0.9 0.9 1.1 04 -02 -05 -15 -04 59 38 28 2.7 1.9
Korea . . . . . . 2.8 13 38 14 18 20

Luxembourg . . . . . . 0.7 11 28 2.6 0.9 15

Mexico . . . . . . . 29 4.6 0.7 15 27 . . . . .
Netherlands 19 29 33 3.0 27 25 0.6 21 2.3 19 0.7 0.5 1.6 25 37 32 3.0
New Zealand 18 24 25 2.8 31 31 0.1 19 16 25 14 13 35 21 38 4.1 4.3
Norway 22 23 25 19 17 18 0.8 12 05 0.4 05 0.6 24 19 28 19 14
Poland . . . . . . . 01 16 -22  -13 0.2 . . . . .
Portugal 32 31 3.0 29 29 2.8 13 0.9 1.8 1.6 0.8 14

Slovak Republic " . . . . . . 0.2 -14 1.0 15 16 . . . . .
Spain 21 3.0 31 31 29 27 0.7 1.3 55 3.7 12 18 33 41 4.3 39 34
Sweden 18 20 2.8 2.6 23 23 05 -1.1 22 20 0.2 0.7 24 20 3.0 27 23
Switzerland 1.6 1.2 21 1.6 15 15 1.6 0.1 10 18 0.5 0.9 2.6 24 2.9 2.7 24
Turkey . . . . . . 1.6 1.6 -38  -03 0.3 2.0 . . " " .
United Kingdom 20 2.6 2.3 23 2.3 22 0.8 0.2 10 0.8 0.3 0.6 1.7 27 3.6 33 31
United States 3.0 31 37 36 31 31 19 13 13 -01 -04 14 3.0 2.7 42 238 1.6
Euro area 23 25 23 24 24 24 0.4 13 23 14 05 11 3.0 31 3.0 28 27
European Union 22 25 23 24 24 23 0.4 11 2.0 13 0.4 0.9 2.8 31 31 3.0 2.8
Total OECD 2.8 2.6 2.7 2.7 25 25 13 11 13 0.4 0.0 11 34 3.0 34 2.7 21

Note: Potential output is estimated using a Cobb-Douglas production function approach. For information about definitions, sources and data coverage, seeOECD Economic Outlook Sources and Methods
(http: //mww.oecd.or g/eco/sour ces-and-methods).
Source: OECD.
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Annex Table 23. Structural unemployment, wage shares and unit labor costs

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland

Itay

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

Structural unemployment rate

Wage shares in the business sector

Unit labour costs in the business sector

Average  Average Average  Average Average Average
2000 2001 2002 2003 2000 2001 2002 2003 2000 2001 2002 2003

1980-82  1990-92 1980-82  1990-92 1980-89  1990-99

Per cent Per cent of business GDP Percentage change

57 6.9 6.5 6.2 6.0 6.0 46.7 455 457 462 459 457 6.8 0.6 3.2 3.0 11 11
2.2 4.8 51 4.9 4.9 4.8 59.3 55.1 521 532 530 525 2.8 11 -0.1 24 05 0.5
6.3 8.8 75 7.2 6.9 6.9 52.4 51.6 503 505 503 497 29 18 0.6 2.8 2.7 05
8.7 8.8 7.2 6.9 6.8 6.8 45.9 47.4 495 497 500 49.6 53 1.6 1.0 18 0.8 0.8
. . . . . . . . 475 473 460 466 . 7.8 32 4.2 35 3.6
5.8 73 51 4.9 4.9 4.9 40.7 42.2 396 399 401 400 6.0 0.9 11 3.6 19 18
4.1 6.8 8.8 8.6 8.3 8.2 48.7 44.9 393 405 409 407 6.2 -04 0.4 5.7 2.3 14
5.7 9.7 9.4 9.3 9.2 9.1 52.9 457 424 424 421 418 4.9 0.6 0.6 1.6 1.0 0.0
4.1 6.7 7.3 7.3 7.2 7.2 54.6 51.7 520 521 525 526 19 21 -0.1 13 16 0.5
4.8 8.3 9.9 9.8 9.8 9.8 54.8 47.6 441 435 432 429 194 8.4 0.4 1.6 2.0 17
. . . . . . . . 413 412 415 414 . 12.0 80 108 6.7 35
0.6 15 35 35 35 34 47.8 53.1 528 498 502 50.1 35.7 5.0 23 4.9 75 35
13.2 14.2 6.9 6.4 5.9 5.7 58.2 51.5 423 415 416 407 4.8 0.5 15 3.9 3.8 1.0
6.9 9.3 9.4 9.2 9.0 8.9 55.4 50.8 474 474 475 473 9.4 24 1.6 2.8 2.7 11
18 24 3.8 3.9 3.9 3.9 66.1 60.2 576 582 576 574 0.6 0.0 -2.1 00 -20 -17
79.3 724 702 728 725 723 4.8 4.3 15 4.2 17 16
. 47.2 460 477 487 473 1.0 29 5.6 35 0.1
. . . . . . . 335 323 339 345 346 . 19.3 85 10.2 6.4 4.1
51 7.1 4.4 4.0 35 33 47.8 46.6 468 470 470 465 0.9 16 3.6 55 4.0 17
18 7.0 54 54 54 54 47.6 44.3 435 431 432 425 9.3 0.8 11 3.8 2.2 11
2.2 49 3.6 3.6 3.6 3.6 41.9 38.7 327 330 331 329 7.7 19 2.7 4.0 33 2.7
. . . . . . . . 497 489 488 480 . 14.5 31 35 2.2 17
6.3 4.7 3.7 3.8 3.8 3.8 53.9 44.6 494 493 489 489 145 8.2 33 51 3.2 2.8
. . . . . . . . 356 362 353 352 . 5.8 13 5.8 3.9 6.1
8.0 155 114 107 101 9.8 55.4 50.1 491 493 489 487 7.9 3.8 2.6 44 17 14
22 4.0 51 51 51 51 421 41.7 445 454 453 451 6.5 13 6.8 4.3 2.0 16
12 17 2.0 18 18 18 50.2 51.8 539 544 546 543 4.2 24 -0.5 35 18 0.4
. . . . . . 70.4 465 464 425 407 . . . . . .
4.7 8.1 5.8 55 53 53 . 53.9 589 593 587 583 5.4 3.0 13 35 22 18
5.9 5.4 5.2 51 51 51 513 49.8 51.0 518 510 510 3.6 18 31 41 -01 14
5.8 8.9 8.3 8.1 7.9 7.8 54.7 50.4 488 487 487 484 52 21 0.6 2.2 18 0.6
54 8.6 7.8 7.6 7.4 7.3 535 49.9 493 495 495 492 55 2.3 12 2.7 2.0 1.0
51 6.3 6.1 59 59 5.8 54.8 51.5 509 514 509 50.8 4.1 25 17 31 0.8 0.9

Note: The structural unemployment rate corresponds to "NAIRU". For more information about sources and definitions, sseOECD Economic Outlook Sources and Methods (http://mmw.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 24. Household saving rates
Percentage of disposable household income

Australia
Austria
Belgium
Canada

Czech Republic
Denmark
Finland

France

Germany
Italy

Japan

Korea
Netherlands
New Zealand

Norway
Portugal
Spain
Sweden
Switzerland

United Kingdom
United States

Projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002J I 2003
131 107 101 8.0 6.7 8.4 9.1 6.0 55 4.3 5.6 45 55 3.7 2.3 2.1 4.2 3.6 3.6 3.6
99 103 121 137 117 126 138 147 118 107 116 115 9.6 7.1 8.0 7.7 6.7 5.4 55 6.1
157 134 158 146 157 157 169 183 195 192 184 180 159 147 140 144 128 126 130 124
166 157 134 119 123 130 129 132 130 119 9.4 9.2 7.0 4.9 4.4 4.2 3.9 3.6 35 34
. . . . . 10.5 67 213 221 206 189 183 140 138 147 153
. . . . 7.4 84 112 108 9.7 8.3 4.2 6.9 5.6 3.6 5.0 1.7 4.0 51 5.2 55
5.8 4.3 29 4.4 0.2 0.5 29 7.8 10.0 7.6 2.6 6.0 20 4.4 31 38 16 3.2 4.2 4.2
141 134 127 112 122 124 130 138 146 153 148 159 148 160 155 151 157 158 154 148
9.5 95 104 107 109 118 132 130 130 123 116 112 108 104 103 9.9 98 102 104 104
228 210 202 195 184 170 184 187 184 172 172 166 160 146 127 113 107 109 112 109
190 185 185 160 150 153 134 148 141 143 121 119 109 102 116 106 103 105 108 110
141 148 200 232 251 236 220 240 228 206 194 168 159 154 230 160 155 126 103 101
5.6 5.6 8.2 8.3 8.1 98 116 7.2 8.3 6.8 71 149 136 134 129 9.5 76 103 111 113
6.6 5.7 4.4 7.2 5.8 55 33 55 34 33 0.4 0.6 0.6 -0.7 -15 -1.3 -1.2 0.5 0.2 0.3
5.0 -1.8 -4.7 -4.6 -1.2 11 2.2 4.2 5.9 6.9 5.9 57 4.7 4.8 6.9 7.3 7.6 7.3 8.1 7.8
232 243 218 214 164 151 164 170 148 126 102 121 113 9.9 9.0 8.6 8.2 9.2 9.6 10.0
116 111 121 106 110 102 123 134 119 144 119 144 142 121 111 117 112 112 116 112
29 2.7 15 -3.0 -5.0 -4.9 -0.4 3.0 76 114 111 8.6 7.1 4.5 32 2.8 15 45 6.3 6.1
14 12 2.3 4.0 6.4 -345 8.7 99 101 108 9.1 9.4 87 10.1 8.6 9.1 8.8 9.2 9.3 9.1
10.3 9.8 8.2 6.4 4.9 6.6 80 100 114 108 9.3 10.0 9.1 95 5.7 4.8 4.3 5.6 5.6 6.1
10.6 9.2 8.2 7.3 7.8 7.5 7.8 8.3 8.7 7.1 6.1 5.6 4.8 4.2 4.7 24 1.0 16 17 22

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence,
there are breaks in many national series. See Table “National Account Reporting Systems and Base-years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http://wwww.oecd.or g/eco/sour ces-and-methods). Countries differ in the way household disposable income is reported (in particular whether private pension benefits less pension contributions are included in disposable
income or not), but the calculation of household saving is adjusted for this difference. Most countries are reporting household saving on anet basis (i.e. excluding consumption of fixed capital by households and unincorpo-
rated businesses). Six countries, Belgium, Denmark, France, Italy, Spain and the United Kingdom are reporting gross household saving. In most countries thehouseholds saving include saving by non-profit institutions

(in some cases referred to as persona saving). Other countries (Czech Republic, Finland, France, Japan and New Zealand) report saving of households only.

Source: OECD.
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Annex Table 25. Gross national saving

As a percentage of nominal GDP

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Iceland
Ireland
Italy
Japan

Korea
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

European Union
Total OECD

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
184 202 201 189 194 213 227 217 182 162 172 186 175 178 189 190 185 186 183
239 222 232 231 232 233 239 244 250 248 239 224 223 218 215 217 219 210 218
167 164 178 176 187 196 222 233 236 227 232 242 255 254 243 254 255 260 262
200 200 208 202 187 200 208 200 175 149 136 142 164 185 191 199 195 210 237
279 281 273 299 274 261 265 250
85 117 162 160 190 182 192 195 207 200 203 192 191 204 204 212 208 218 233
247 242 254 244 238 237 261 261 245 168 140 149 184 216 207 241 249 251 278
188 186 183 181 194 196 208 216 215 209 205 190 192 195 192 204 214 217 218
. . . . . . . . . 233 281 219 219 218 213 214 215 210 213
240 219 230 226 224 189 213 190 191 207 200 185 194 180 174 179 178 187 182
210 201 178 158 192 168 165 163 175 168 167 184 189 180 182 193 182 160 143
144 143 141 135 134 145 147 150 180 177 156 177 180 206 221 238 253 243 241
228 231 231 226 224 219 218 210 2.7 196 183 192 197 216 219 216 212 208 202
310 303 312 320 32 327 336 336 335 344 336 320 301 296 299 302 291 276 277
251 288 306 306 346 384 407 376 376 374 365 362 3B6 354 337 3383 337 326 321
263 284 257 258 191 245 213 203 203 187 166 151 148 193 225 240 205 206 .
235 240 252 257 258 238 256 272 260 254 244 246 263 274 267 2719 252 267 276
1r5 188 191 186 189 180 186 178 162 130 139 166 173 172 164 157 158 149
291 296 321 312 255 257 251 262 258 251 242 246 254 270 293 307 273 286 364
. . . . . . . . . 159 154 158 200 212 207 209 220 209 .
85 8.2 75 87 106 119 116 124 111 8.6 8.0 5.0 41 4.7 3.8 3.6 43 32 2.7
207 209 220 220 227 227 236 229 226 220 201 201 200 223 221 226 226 222 223
162 183 205 199 206 207 212 217 200 179 152 134 171 203 194 199 206 212 216
283 274 300 304 300 298 318 325 323 302 284 289 279 285 279 303 307 316 .
184 155 163 207 239 243 289 264 215 177 185 187 189 201 226 216 206 137 152
7o 177 182 182 173 174 173 171 162 154 141 140 155 158 157 170 177 158 157
185 163 185 172 154 159 172 167 159 161 151 150 158 164 167 176 183 180 177
195 197 202 200 203 201 208 209 205 205 196 191 197 204 201 207 209 205 206
214 206 218 214 207 213 223 219 212 210 201 197 200 207 208 215 215 209 209

Note: Based on SNA93 or ESA95 except for Switzerland and Turkey that report on SNAG8 basis.

Source: OECD.
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Annex Table 26. General government total outlays
As a percentage of nominal GDP

Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

2002 2003
Australia 377 375 361 333 322 330 346 363 363 356 357 349 337 332 324 330 331 325 321
Austria 503 512 516 508 493 488 499 505 533 526 525 521 499 503 499 488 496 488 478
Belgium 571 563 543 522 505 505 515 516 530 511 502 502 486 480 474 467 464 462 453
Canada 452 446 432 425 430 457 489 499 487 463 450 431 405 402 387 377 382 382 377
Czech Republic . . . . . . . . 431 448 439 429 425 416 438 461 450 479 4717
Denmark . . . 542 543 536 545 555 581 580 566 563 544 540 525 506 508 501 493
Finland 426 435 440 426 409 444 527 577 591 575 543 540 513 481 471 436 446 452 443
France 498 492 482 478 469 475 479 497 518 516 514 515 505 499 496 487 486 49.0 485
Germany 2 456 450 453 449 435 438 442 450 462 459 463 473 465 460 462 433 459 463 454
Greece 438 429 431 414 432 475 438 460 481 460 467 443 428 427 433 433 415 415 409
Hungary . . . . " . . . 598 634 562 532 522 531 500 475 493 49.7 488
Iceland 353 373 343 390 415 390 401 405 404 399 392 386 380 383 391 388 397 403 402
Ireland 50.7 50.6 481 454 392 399 413 417 413 411 380 364 342 322 319 292 306 318 319
Italy 495 500 494 501 514 529 540 532 554 527 511 513 485 476 467 448 457 455 454
Japan® 294 296 300 294 289 305 303 310 328 333 344 349 338 348 361 368 369 379 376
Korea 176 169 160 162 173 183 194 206 201 197 193 207 215 241 233 229 236 232 228
Luxembourg . . . . . 413 433 440 441 425 428 432 412 401 398 385 389 405 397
Netherlands © 519 520 533 513 489 494 495 500 499 476 477 456 444 434 433 416 417 418 416
New Zealand . 518 481 491 475 481 453 448 414 393 386 376 384 395 388 382 384 390 390
Norway 415 454 477 495 491 497 506 520 510 499 476 454 438 463 458 408 418 423 419
Poland . . . . . . . . 543 494 470 461 456 438 434 437 455 463 464
Portugal 393 398 384 370 363 393 416 422 440 427 410 413 397 398 406 403 411 408 402
Slovak Republic . . . . . . . . . 548 536 591 598 587 542 522 529 522 511
Spain 39.7 406 396 39.0 407 416 427 439 472 451 440 428 412 406 396 388 385 388 384
Sweden 604 586 548 552 551 559 589 643 675 648 619 599 580 555 550 522 525 526 518
United Kingdom . . 405 381 373 391 411 430 432 426 422 407 389 377 371 373 383 391 394
United States 338 342 339 329 328 336 342 348 341 331 329 324 314 305 302 299 304 309 305
Euro area 471 470 467 462 461 468 474 480 499 488 484 486 471 464 461 442 451 453 447
Tota of above European Union countries 478 477 461 455 450 460 469 480 496 485 479 477 461 453 449 434 444 446 442
Total of above OECD countries 378 379 378 371 368 379 386 395 404 395 392 390 377 373 372 365 371 376 372

Note: Total outlays are defined as current outlays plus net capital outlays. Datarefer to the general government sector, which is a consolidation of accounts for the central, state and local governments plus social security. One-
off revenues from the sale of mobile telephone licenses are recorded as negative capital outlays. See OECD Economic Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

a) The 1995 outlays are net of the debt taken on this year from the Inherited Debt funds.

b) The 1998 outlays would be 5.4 percentage points of GDP higher if account were taken of the assumption by the central government of the debt of the Japan Railway Settlement Corporation and the National Forest Special
Account. The 2000 outlays include capital transfers to the Deposit Insurance Company.

¢) The 1995 outlays would be 4.9 percentage points of GDP higher if capital transfers to social rental companies were taken into account.

d) These datainclude outlays net of operating surpluses of public enterprises.

Source: OECD.
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Annex Table 27. General government current tax and non-tax receipts
As apercentage of nominal GDP

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Projections

2002 2003
Australia 326 333 339 329 322 318 308 303 308 310 319 328 332 339 341 331 332 326 323
Austria 477 474 472 473 462 464 469 485 490 476 473 481 479 478 475 471 495 485 479
Belgium 46.8 46.1 463 449 429 437 441 436 456 460 458 464 466 471 468 46.7 46.6 46.2 453
Canada 36.7 375 378 382 384 399 406 408 400 39.7 397 403 407 407 404 409 406 39.2 389
Czech Republic . . . . . . . . 397 396 388 372 363 354 362 406 404 392 398
Denmark . . . 557 546 525 521 533 552 556 543 553 548 552 556 531 535 522 516
Finland 459 473 454 477 476 496 516 520 518 518 506 509 498 494 490 50.6 494 484 476
France 46.8 46.0 46.2 453 451 454 455 455 459 461 459 475 474 473 480 474 472 470 467
Germany 445 438 435 428 436 418 412 425 431 435 430 439 438 438 446 444 431 435 432
Greece 322 333 335 300 290 316 325 334 345 361 364 369 387 403 416 425 416 418 419
Hungary . . . . . . . . 532 523 487 473 450 449 448 445 441 441 444
Iceland 336 333 335 370 370 3B8 372 377 359 3B2 362 370 380 388 415 412 395 398 400
Ireland 403 404 399 411 375 371 385 388 386 391 359 362 354 345 342 338 320 319 316
Italy 36.8 377 377 388 396 412 423 426 452 434 435 442 458 445 449 442 443 441 441
Japan ? 288 289 303 305 307 324 321 318 304 305 302 300 300 293 291 294 298 299 298
Korea 188 184 186 197 208 218 213 220 226 228 235 245 252 261 263 298 304 302 299
L uxembourg . . . . . 465 448 442 463 452 455 453 441 433 435 443 439 426 414
Netherlands 479 463 467 462 436 437 463 456 463 434 436 438 433 426 437 438 420 419 414
New Zealand . 454 460 445 441 435 417 417 410 424 415 405 400 393 397 401 392 391 390
Norway 514 513 523 521 510 523 50.7 502 496 503 511 520 517 498 516 555 569 563 558
Poland . . . . . . . . 498 459 445 433 428 415 414 416 406 409 409
Portugal 322 336 330 336 340 344 358 394 380 368 367 375 372 375 383 387 385 384 384
Slovak Republic . . . . . . . . . 510 510 510 541 538 476 461 464 458 454
Spain 341 345 359 357 372 375 383 399 405 390 374 378 380 380 385 385 385 385 385
Sweden 565 573 587 581 600 597 570 565 556 540 542 568 564 576 564 559 573 546 542
United Kingdom . . 387 386 381 375 380 366 353 3B9 365 363 367 381 382 389 393 383 381l
United States” 287 289 296 293 295 293 292 289 292 294 298 302 305 308 311 316 309 298 298
Euro area 422 420 420 417 422 421 424 430 441 437 434 443 445 442 447 444 438 437 435
Total of above European Union countries 425 424 419 419 420 419 422 426 432 428 426 433 436 436 441 439 436 434 431
Total of above OECD countries 335 336 345 344 346 348 349 349 3H3 3H3 3H3 3KH7 3H9 360 362 365 362 37 3H5

Note: Current receipts exclude capital receipts. Non-tax current receipts include operating surpluses of public enterprises, property income, fees, charges, fines, etc. Data refer to the general government sector, whichisa
consolidation of accounts for central, state and local governments plus social security. See OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods) .

a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002.

b) Excludes the operating surpluses of public enterprises.

Source: OECD.
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Annex Table 28. General government financial balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Projections
2002 2003
Australia 51 -42 -22 -04 00 -12 -38 60 -56 -46 -37 -22 -05 06 16 01 00 01 0.2
Austria -26 -38 -44 -35 31 -24 -30 -20 -42 -50 53 -40 -20 -25 -24 -17 -01 -03 00
Belgium -102 -101 -79 -73 -76 -68 -74 80 -73 -51 -44 -38 -20 -09 -06 00 02 00 00
Canada -86 -71 54 -43 -46 -58 -83 91 87 67 -53 -28 02 05 16 32 24 1.0 11
Czech Republic -34 51 51 -57 -62 -63 -76 -55 -46 -87 -78
Denmark . . . 15 03 -10 -24 -22 -29 -24 -23 -10 04 11 32 25 28 22 23
Finland 33 38 14 51 6.7 53 -11 -57 -73 57 37 -32 -15 13 19 70 49 32 33
France 30 -32 -20 -25 -18 -21 -24 -42 60 -55 55 -41 -30 -27 -16 -14 -14 -20 -18
Germany -1 -13 -18 -21 01 -20 -29 -26 -31 -24 -33 -34 -27 -22 -16 12 -27 -28 -21
Greece -116 -96 -96 -114 -143 -159 -114 -126 -136 -99 -102 -74 -40 -24 -17 -08 01 04 1.0
Hungary . . . . . . . . -66 -110 -76 59 -72 -83 -52 -30 -52 -55 -44
Iceland -16 -40 -08 -20 -45 -33 -29 -28 -45 -47 30 -16 00 05 24 25 -01 -05 -02
Ireland -103 -102 -82 -42 -17 -28 -29 -30 -27 -20 -22 -02 12 23 23 45 14 01 -03
Italy -127 -122 -118 -11.3 -11.7 -118 -11.7 -107 -103 -93 -76 -71 -27 -31 -18 -06 -15 -14 -13
Japan? -06 -07 03 11 18 19 18 08 -24 -28 -42 49 37 55 -71 -74 -71 -80 -78
Korea 11 1.6 2.6 35 34 35 18 14 25 31 42 38 36 19 31 69 68 70 71
Luxembourg . . . . . 5.2 15 02 21 28 27 20 2.8 3.2 38 58 50 22 18
Netherlands 41 -57 -66 -51 53 -57 -32 -44 36 -42 -42 -18 -11 -08 04 22 03 01 -03
New Zealand . 64 -21 -46 -34 -46 35 -31 -04 31 29 29 16 -02 09 19 09 01 00
Norway 99 59 46 2.7 18 26 01 -17 -14 04 35 66 7.9 35 59 148 152 140 139
Poland 45 35 -25 -29 -28 -23 -20 -21 -50 -54 55
Portugal -72 -62 54 -34 -23 -49 58 -29 59 -59 -44 -38 -26 -23 -23 -16 -25 -24 -18
Slovak Republic . . . . . . . . . -38 -27 -81 57 -49 66 -61 -64 -63 -57
Spain 56 -61 -37 -33 36 -42 -43 40 67 -61 -66 -49 -32 -26 -12 -03 00 -03 00
Sweden -39 -14 39 30 49 38 -20 -78 -119 -108 -7.7 -31 -16 21 13 37 48 21 24
United Kingdom®® 29 -26 -18 05 08 -16 -31 -64 -79 -67 -58 -44 -22 04 11 16 10 -08 -13
United States® 50 53 -43 -36 32 -43 50 59 50 -36 -31 -22 -09 03 08 17 05 -10 -07
Euro area 49 -50 -47 -45 -39 -47 50 51 58 -51 50 -43 -26 -23 -13 02 -13 -15 -12
Total of above European Union countries -49 -49 -42 -36 -30 -41 -47 54 -64 56 -53 -43 -25 -17 -08 05 -08 -13 -11
Total of above OECD countries -42 -42 33 -27 -22 -30 -37 -46 50 -42 -39 -32 -18 -14 -09 00 -10 -19 -17
Memorandum items
General government financial balances
excluding social security
United States 53 -54 -48 -44 42 54 59 67 57 -45 -39 -31 -20 -09 -06 02 -11 -25 -24
Japan ¢ 31 -35 -25 -20 -14 -15 -07 -16 -45 -47 60 -65 53 -67 -81 -79 -76 -84 -78

Note: Financial balances include one-off revenues from the sale of the mobile telephone licenses where reported revenues are substantial: i.e. Australia (2000-2001), Austria (2000), Belgium (2001), Denmark (2001), France
(2001), Germany (2000), Greece (2001), Italy (2000), Netherlands (2000), New Zealand (2001), Portugal (2000) and Spain (2000). For some EU countries, the figures may change once a treatment has been agreed for the
securitisation of some public assets or receivables. Finally, being on anational account basis, government financial balance may differ for some EU countries and for some years from the numbers reported to the European
Commission under the Excessive Deficit Procedure. See OECD Economic Outlook Sources and Methods (http: //mwww.oecd.or g/eco/sour ces-and-methods) .

a) Deferred tax payments on postal savings accounts are included in 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit Insurance Company.

b) Includes only rents for the use of spectrum for the third generation mobile telephone in 2000 and onwards, as the lump-sum prepayment made in 2000 will be amortised over the next 20 years.

c) The general government sector includes public enterprises.
d) From 1991 onwards data are based on SNA93 and thus exclude private pension funds.

Source: OECD.
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Annex Table 29. General government structural balances

Surplus (+) or deficit (-) as a percentage of potential GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany

Greece
Iceland
Ireland

Italy

Japan®
Netherlands
New Zealand
Norway®
Portugal
Spain
Sweden

United Kingdom
United States

Euro area
Total of above European Union countries
Total of above OECD countries

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Projections
2002 2003

52 -39 -21 -05 -03 -09 -25 -46 -46 -41 -34 20 03 05 14 -02 00 02 03
19 32 -37 31 -34 31 -38 -27 -41 -49 -50 -38 -18 -27 26 -24 00 01 03
80 80 -68 80 -94 91 -92 92 -60 -39 -33 -21 -11 00 -01 -05 02 09 06
-84 71 -62 -60 -61 -65 -69 -71 -68 -59 -46 -16 10 10 15 25 23 09 07
. . . 05 03 -05 -16 -08 -02 -24 -25 -15 -08 02 18 07 18 16 17

39 44 12 36 39 33 18 06 08 08 10 05 00 17 20 57 50 43 42
-3 -17 -07 21 -22 27 -27 -42 -50 -46 -46 -28 -18 -20 -13 -17 -17 -18 -18
00 -06 -11 -21 -01 -32 -36 -32 -21 -17 -27 24 -17 -13 -08 -13 -20 -15 -11
107 -88 -75 -10.7 -147 -159 -118 -124 -119 -84 87 -61 -33 -13 -09 -05 -04 02 06
13 49 -34 35 52 37 -26 -05 -19 -34 -12 -10 04 01 20 14 -13 -04 -01
94 77 62 -31 -15 -40 -28 -21 09 00 -13 05 10 23 16 28 -04 -04 -05
117 -115 -114 -11.8 -126 -126 -121 -104 -88 -84 -76 -69 -25 -27 -11 -14 -08 -04 -05
02 00 09 12 16 13 14 06 -23 -26 -39 -51 -41 -53 68 -74 -67 -72 -68
36 -54 -58 -43 -60 -76 -48 -54 -35 -47 -43 -21 -16 -7 -07 03 03 09 05
. 79 30 -44 30 -31 -05 00 08 26 21 21 12 07 10 14 05 00 -02

09 11 03 08 02 -15 -44 -64 -67 -56 22 -21 -14 -27 -12 01 00 -09 -15
-47 41 -43 35 -34 64 -78 -41 -52 -44 33 -31 21 =-24 25 -24 -25 20 -14
-46 49 -33 38 -47 56 -55 -43 -54 -46 -49 -29 -15 -15 07 -04 01 02 03
38 21 22 07 22 16 -21 -52 -72 -79 60 09 06 35 16 34 54 28 25
. . 27 -18 -13 29 22 -42 56 -56 50 -37 20 04 14 15 09 -06 -14

49 51 -43 39 -37 -45 -43 53 -44 35 28 -21 -10 00 05 13 06 -07 -05
37 40 -39 -46 -45 58 -58 -53 -45 -41 -43 -32 -17 -16 -09 -10 -1L1 -07 -07
-41 43 -38 41 -39 52 51 52 -50 -46 -46 -34 -18 -12 05 -05 -06 -06 -07
39 -40 -33 -32 -30 -39 -37 -44 -44 -39 37 30 -17 -13 -10 -07 -09 -16 -15

Note: Structural balances exclude one-off revenues from the sale of the mobile telephone licenses for those countries that have recorded the proceeds as negative expenditure at the time the license was allocated (see note to
Table 28). See OECD Economic Outlook Sources and Methods (http://mww.oecd.or g/eco/sour ces-and-methods) for details on the methodology used for estimating the structural component of government balances.
a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit Insurance Company.

b) Asa percentage of mainland potential GDP. The financia balances shown exclude revenues from oil production.

Source: OECD.
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Annex Table 30. General government primary balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Projections

2002 2003
Australia -13  -01 18 33 3.6 21 -09 -26 -26 -06 01 11 21 27 36 20 17 17 18
Austria 02 -09 -13 -03 00 08 03 14 -07 -15 -17 -01 15 08 07 14 18 14 15
Belgium 0.0 0.6 2.2 2.5 3.2 44 33 2.6 32 4.2 45 4.7 5.6 6.4 6.1 6.5 6.5 5.7 54
Canada 46 -30 -13 -01 01 -06 -32 -41 -38 -17 02 24 50 53 6.0 66 54 42 41
Denmark . . . 58 43 238 16 10 06 09 09 19 33 36 55 44 43 38 38
Finland 24 27 05 42 55 36 -31 -76 -77 -46 -28 -17 04 30 35 80 56 39 39
France -09 -10 02 -03 04 03 01 -14 -30 -24 -22 -06 02 05 14 16 15 09 1.0
Germany 11 10 04 02 22 -01 -08 00 -05 03 -03 -03 03 09 15 40 00 01 08
Greece 66 -42 -28 -40 68 59 -21 -11 -10 40 09 31 42 53 56 62 63 59 61
Iceland -15 -34 -05 -08 -31 -11 -08 -06 -21 -22 -01 1.0 25 29 47 44 19 11 14
Ireland -33 34 -05 21 43 34 28 22 21 2.6 18 30 41 46 37 55 16 02 00
Italy 46 -39 -42 -33 -27 -18 -04 15 23 1.7 33 38 61 47 44 54 44 43 45
Japan 18 16 25 29 35 32 29 19 -13 -26 -35 -38 -26 -42 -58 -60 -57 -68 -63
Korea 12 17 2.7 35 32 32 14 1.0 21 2.7 38 32 28 06 20 58 57 60 62
Luxembourg . . . . . 30 -06 -17 05 15 15 11 20 22 30 48 41 13 10
Netherlands 03 -12 -19 -05 -12 -16 11 00 08 02 06 29 33 34 43 54 28 23 14
New Zealand . 2.1 19 -13 04 -05 -07 -02 19 44 44 35 22 -14 13 23 11 03 00
Norway 87 42 2.8 03 -04 04 -20 -35 -27 -02 29 6.1 75 32 48 137 141 130 128
Portugal 0.9 22 21 33 37 29 1.8 41 0.1 0.2 19 15 17 11 0.9 15 0.6 0.7 12
Slovak Republic . . . . . . . . . -02 -02 55 -34 -24 -31 -32 -32 -31 -25
Spain -48 -34 -05 -06 -03 -10 -12 -03 -22 -19 -18 00 12 14 22 27 29 25 27
Sweden -09 08 5.6 39 54 39 -18 -75 -110 -89 -51 -01 17 49 40 58 70 28 29
United Kingdom 05 06 13 32 32 08 -11 -44 57 -41 -28 -16 08 32 35 37 26 11 06
United States -18 -20 -10 -03 02 -08 -13 -22 -14 -02 06 13 24 35 37 44 28 1.0 12
Euro area 12 -11 -08 -06 03 -02 -03 00 -06 -02 -01 08 20 21 25 38 21 19 21
Tota of above European Union countries -1 -09 -03 0.2 0.9 00 -04 -08 -15 -09 -04 0.6 19 24 2.8 39 24 18 20
Total of above OECD countries -09 -09 -01 0.5 11 03 -03 -10 -15 -08 -03 04 1.6 18 19 2.7 15 04 07

Note: The primary balance is the ditference between the financial balance and net interest payments. For more details see footnotes of Annex Tables 28 and 32, OECD Economic Outlook Sources and Methods
(http://mmw.oecd.or g/eco/sour ces-and-methods) .
Source: OECD.
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Annex Table 31. General government structural primary balances
Surplus (+) or deficit (-) as a percentage of potential GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany

Greece
Iceland
Ireland
Italy

Japan®

Netherlands
New Zealand
Norway®
Portugal
Spain
Sweden

United Kingdom
United States

Euro area
Total of above European Union countries
Total of above OECD countries

Projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
2002 2003
-1.5 0.2 1.8 32 34 24 03 -13 -17 -02 04 12 2.3 2.6 34 17 17 19 1.8
09 -03 -07 01 -02 02 -03 08 -05 -14 -15 0.1 17 0.7 0.5 0.7 18 1.7 17
19 24 32 19 1.7 25 18 16 4.3 52 54 6.2 6.4 7.2 6.5 6.0 6.4 6.6 6.0
45 -30 -19 -15 -13 -12 -20 -22 -21 -10 0.8 34 5.7 5.8 59 5.9 52 4.0 3.7
. . . 4.9 44 33 23 24 31 0.9 0.7 14 22 24 41 2.7 34 32 32
30 34 0.3 26 2.6 15 00 -12 0.5 18 18 19 1.9 34 36 6.7 5.7 5.0 4.8
0.7 04 14 0.1 o1 -02 -01 -15 -21 -16 -14 0.5 14 11 1.6 13 12 1.1 0.9
22 1.7 12 0.1 21 -13 -14 -06 0.5 1.0 0.3 0.6 1.3 1.7 22 15 0.7 1.3 1.7
-58 -35 -10 -35 -71 -58 -24 -09 0.3 51 21 41 4.8 6.3 6.3 6.4 58 58 58
-11 42 30 -23 -37 -15 -05 15 03 -10 15 1.6 29 2.6 43 34 0.8 1.2 15
-25  -1.2 11 31 4.4 24 29 30 3.7 4.3 26 3.7 4.0 4.6 3.0 38 -01 -03 -02
-38 -34 -39 37 -35 -25 -07 1.7 34 24 33 4.0 6.2 50 4.9 4.6 50 53 52
22 21 3.0 3.0 33 25 25 16 -12 -24 -32 -39 -29 40 55 60 -53 -60 -54
08 -10 -12 03 -18 -34 -04 -10 10 -02 0.4 2.6 29 26 32 3.6 28 30 2.2
. -35 11 -11 0.8 0.9 23 27 31 39 3.6 28 18 -04 15 18 0.8 02 -03
-24 -09 -18 -18 -23 -39 69 -84 82 -63 -29 -27 -19 -31 -24 -14 -15 -23 -29
2.7 3.7 30 3.2 2.8 18 0.2 31 0.7 14 2.7 2.2 2.0 11 0.7 0.8 0.6 11 16
-38 -23 -02 -11 -13 -23 -23 -05 -10 -06 -02 1.8 27 24 2.6 27 3.0 30 3.0
-0.8 0.1 4.0 16 2.7 18 -19 50 -63 -60 -35 20 38 6.2 4.2 55 75 35 31
. . 0.4 1.0 12 -05 -02 -23 -35 -31 -21 -09 1.0 32 38 3.6 26 12 0.4
-16 -19 -10 -06 -03 -10 -07 -17 -09 0.0 0.8 1.4 2.3 3.2 34 4.0 29 1.3 1.4
01 -01 00 -07 -03 -13 -10 -02 05 0.7 0.6 18 2.8 26 29 2.6 23 26 2.6
-0.3  -03 01 -02 01 -10 -07 -05 -02 0.0 0.2 1.4 2.6 28 31 29 26 25 24
-0.7 07 0.1 0.1 o5 -04 -02 -08 -08 -04 -01 0.6 17 2.0 20 20 15 0.7 0.8

Note: The structural primary balance is the difference between the structural balance and net interest payments. It excludes one-off revenues from the sale of the mobile telephone license. SeeOECD Economic Outlook

Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods) for details on the methodology used for estimating the structural component of government balances.
a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit Insurance Company.

b) Asapercentage of mainland potential GDP. The financial balances shown exclude revenues from oil production.

Source: OECD.
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Annex Table 32. General government net debt interest payments
As apercentage of nominal GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany 2

Greece
Iceland
Ireland

Italy

Japan®
Korea
Luxembourg
Netherlands

New Zealand
Norway

Portugal

Slovak Republic
Spain

Sweden

United Kingdom
United States

Euro area

Total of above European Union countries
Total of above OECD countries

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Projections
2002 2003
3.8 4.1 3.9 3.7 3.7 33 2.9 34 2.9 4.0 3.9 32 2.6 21 2.0 18 17 16 15
2.8 2.9 31 3.2 31 3.2 33 34 3.6 34 3.6 3.8 35 33 31 31 1.9 16 14
103 107 101 99 108 112 107 106 106 9.2 8.9 8.5 7.6 1.2 6.7 6.5 6.3 57 54
4.0 4.1 4.1 4.3 4.7 52 51 5.0 4.9 5.0 55 52 4.8 4.8 4.4 33 29 31 3.0
. . . 4.3 4.0 3.8 4.0 32 35 33 31 29 29 25 2.3 19 16 16 15
-9 -10 -09 -09 -12 -17 -19 -19 -03 11 0.9 15 1.9 17 16 1.0 0.8 0.7 0.6
21 2.2 2.2 21 2.2 24 2.6 2.7 3.0 31 33 34 33 32 3.0 2.9 29 2.9 2.8
2.2 2.3 2.3 2.3 21 1.9 2.2 2.5 2.6 2.7 31 31 31 31 31 2.8 2.8 29 29
5.0 54 6.8 74 75 10.0 93 115 126 139 112 105 8.2 7.8 73 7.0 6.2 5.6 52
0.1 0.6 0.4 12 14 2.2 21 2.2 24 2.5 2.9 2.6 25 24 2.3 1.9 2.0 1.7 1.6
7.0 6.9 7.6 6.4 6.0 6.2 5.7 52 4.8 4.5 4.0 3.2 3.0 23 13 0.9 0.3 0.1 0.3
8.1 8.3 7.6 8.1 9.0 99 113 122 126 110 109 109 8.8 7.8 6.2 6.0 59 5.8 5.8
24 2.2 21 18 17 12 1.0 11 11 0.2 0.7 11 12 13 13 14 14 12 15
0.1 0.1 0.1 o0 -02 -04 05 -05 -04 -04 -04 06 -09 -13 -11 -11 -11 -10 -10
. . . . . 22 -21 -19 -16 -13 -11 -09 -08 -09 -07 -09 -09 -08 -07
4.4 4.4 4.7 4.6 4.1 4.1 4.3 4.4 4.4 4.4 4.7 4.7 4.4 4.2 39 32 25 22 17
. 4.3 4.0 33 3.9 4.1 2.9 29 2.3 13 14 0.7 06 -11 0.4 0.3 0.3 02 -01
-2 -17 -18 -24 -283 -21 -22 -18 -13 -06 -06 -05 -04 -03 -10 -11 -11 -11 -10
8.0 8.3 75 6.7 6.0 7.8 7.6 7.0 6.0 6.1 6.3 53 4.2 34 32 31 31 31 31
3.6 25 2.6 2.3 25 35 29 32 32 32
0.8 2.7 3.2 2.7 33 32 31 3.7 45 4.2 4.9 5.0 4.4 4.0 34 31 2.9 2.8 2.7
2.9 2.2 17 0.9 0.5 0.1 0.1 0.2 1.0 1.9 2.6 3.0 33 2.8 2.7 2.2 21 0.7 0.6
34 3.2 31 2.7 24 2.3 2.0 2.0 2.2 2.6 29 2.8 3.0 2.8 24 21 1.6 1.9 1.8
3.2 3.3 3.3 3.3 34 35 3.7 3.7 35 35 3.6 35 33 32 2.8 2.7 23 2.0 19
3.7 4.0 39 39 4.2 4.4 4.7 51 52 4.9 5.0 51 4.6 4.3 38 3.6 34 34 33
3.8 4.0 3.9 3.8 4.0 4.1 43 4.6 4.9 4.7 4.9 4.9 44 4.1 3.6 34 32 31 31
3.2 3.3 33 3.2 33 33 34 35 3.6 34 3.6 3.6 33 31 2.8 2.6 24 2.2 2.2

Note: In the case of Japan, Ireland and New Zealand where net interest payments are not available, net property income paid is used as a proxy. For Denmark, net interest payments including dividends received are used.

See OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

a) Includes interest payments on the debt of the Inherited Debt Funds from 1995 onwards.
b) Includesinterest payments on the debt of the Japan Railway settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD.
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Annex Table 33. General government gross financial liabilities
As a percentage of nominal GDP

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 zggengza
Australia . . . 259 238 226 238 282 316 414 432 403 385 332 275 234 244 243 234
Austria 491 536 575 589 581 572 575 572 618 647 692 691 647 639 649 636 617 604 574
Belgium 1181 1233 127.6 127.6 1237 1282 130.1 1314 1381 136.8 1339 130.1 1247 1193 1150 109.3 1082 1044 995
Canada 842 889 892 888 900 931 1021 1104 116.0 1174 1204 1203 1184 1152 1132 1030 101.6 99.7 96.2
Denmark 749 718 686 667 650 658 667 706 838 777 739 681 644 597 549 501 464 434 402
Finland . . . . . 143 226 406 560 580 572 571 541 488 468 440 436 417 409
France 380 388 401 400 399 395 403 447 516 553 593 623 647 650 646 641 648 656 657
Germany a 40.6 406 416 421 408 414 388 418 474 479 571 603 61.8 632 609 608 603 613 609
Greece 471 477 530 627 658 891 911 976 1103 1080 1087 111.3 1082 1049 1038 1027 99.7 986 975
Iceland 327 302 278 312 368 365 386 463 534 558 593 567 541 492 444 418 470 420 373
Ireland 995 1106 111.8 1082 989 |101.4 1028 1001 962 904 826 742 651 551 496 388 365 338 309
Italy 819 862 904 925 953 1037 1074 116.1 1179 1240 1231 1218 119.6 1175 1159 1114 1087 1063 1031
Japanb 677 712 716 696 667 646 611 635 690 739 804 865 920 1030 1158 1235 1328 1433 1520
Korea 16.3 144 126 9.8 9.1 8.2 7.2 6.9 59 6.1 6.3 6.3 92 152 187 192 159 138 124
Luxembourg . . . . . 4.4 39 4.8 58 54 5.6 6.2 6.0 6.3 6.0 5.6 55 4.8 5.0
Netherlands 687 706 731 760 760 767 769 776 788 757 772 752 699 668 631 560 532 508 490
New Zealand . . . . . . . . 706 639 572 518 498 504 483 455 446 437 427
Norway 325 409 339 330 330 295 278 324 408 372 347 310 279 266 276 309 268 259 259
Portugal 558 540 608 610 590 556 571 548 611 621 643 627 589 548 542 535 556 556 542
Slovak Republic . . . . . . . . . 250 228 274 297 297 298 335 373 399 414
Spain 49.0 498 490 453 469 488 499 524 635 657 736 813 807 813 754 721 691 675 654
Sweden 647 641 570 512 465 427 515 690 737 779 769 745 736 726 682 606 529 489 46.6
United Kingdom 59.2 584 561 497 430 444 443 492 581 558 606 601 605 614 564 540 525 518 516
United States 5.0 626 641 647 650 666 714 741 758 750 745 739 714 683 653 594 595 589 57.6
Euro area 529 546 567 573 580 604 607 645 690 708 748 778 779 772 751 729 719 715 700
Total of above European Union countries 56.8 580 591 583 572 588 590 636 699 713 754 765 761 756 729 705 691 684 671
Total of above OECD countries 592 617 627 616 608 617 634 669 710 721 745 756 752 755 752 728 735 745 747

Note: Gross debt measures are not always comparable across countries due to different definition or treatment of debt components by countries. Notably, these data include the funded portion of government employee pension
liabilities for some OECD countries, including Australiaand the United States (where they amounted to 7.5 percentage points of GDPin 2001). For Canada, government employee pension liabilities have been explicitly
recognised by the government although they are not fully funded; they amounted to 17.7 per cent of GDP in 2001 and are included in the data. The debt position of these countries is thus overstated relative to countries that
have large unfunded liabilities for such pensions which according to ESA95/SNA93 are not counted in the debt figures, but rather as a memorandum item to the debt. General government financial liabilities presented here
are defined according to ESA95/SNA93 for all countries with the exception of Austria, Belgium, Finland, Greece, Ireland, Luxembourg, Netherlands and Portugal where debt measures follow the definition of debts applied
under the Maastricht Treaty as of 1996. Maastricht debt for EU countries is shown in Annex Table 58. For more details see OECD Economic Outlook Sources and Methods (http: //wwww.oecd.or g/eco/sour ces-and-methods).

a) Includes the debt of the Inherited Debt Fund from 1995 onwards.

b) Includes the debt of the Japan Railway Settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD.
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Annex Table 34. General government net financial liabilities

As a percentage of nominal GDP

Australia
Austria
Belgium
Canada
Denmark
Finland

France
Germany?
Iceland

Italy

Japan®

Korea
Netherlands
New Zeaand
Norway

Spain

Sweden

United Kingdom
United States

Euro area
Total of above European Union countries
Total of above OECD countries

Projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
2002 2003
. . . 153 113 107 116 162 221 266 273 217 219 166 153 87 108 107 9.9
301 333 362 384 381 375 374 387 435 458 505 502 478 477 485 482 470 460 439
108.2 1135 117.6 117.8 1143 1160 1174 1195 126.0 1257 1249 1218 1175 1122 1074 1022 989 952 904
386 436 434 426 457 483 558 660 714 741 762 757 744 717 670 575 530 506 46.6
453 379 337 354 332 330 375 412 452 458 462 424 384 360 311 266 229 200 167
-271 -280 -279 -292 -333 -355 -342 -258 -17.3 -174 -125 -151 -156 -26.8 -620 -443 -479 -498 -50.5
106 136 129 139 146 161 163 184 267 294 359 415 414 424 426 422 421 429 429
198 200 210 219 204 210 202 244 279 291 394 422 430 454 436 415 435 454 460
6.0 8.9 8.1 98 177 191 199 266 347 377 397 396 383 318 241 240 258 241 231
796 840 883 906 935 837 886 973 1054 1107 108.7 108.8 106.8 1053 103.7 993 965 942 0910
350 337 279 237 194 124 6.4 73 101 121 169 216 279 380 452 505 585 678 765
-65 -81 -102 -136 -163 -17.2 -159 -153 -155 -152 -180 -194 -225 -245 -256 -285 -341 -384 -424
406 437 271 309 345 354 362 396 406 419 |532 537 553 537 505 448 421 399 381
. . . . . . . . 4830 420 3HB5 312 288 268 244 221 200 190 179
-36.9 -41.4 -428 -430 -422 -420 -383 -359 -327 -31.2 -329 -369 -435 -476 -543 -620 -752 -863 -953
261 293 299 306 307 318 332 354 423 465 492 533 521 517 460 424 398 382 36.1
139 125 6.4 02 -60 -78 -50 46 107 210 227 195 181 152 131 6.7 10 -12 -35
308 312 295 238 191 151 153 216 309 311 369 387 401 419 367 334 309 301 299
419 454 474 485 487 499 536 571 591 597 592 588 567 530 486 434 419 413 400
327 355 361 375 393 384 394 435 481 502 553 591 591 591 567 545 540 539 529
346 365 363 363 356 338 345 392 457 481 535 555 553 555 526 500 488 484 474
362 382 380 371 363 350 362 399 438 454 479 490 489 488 469 441 440 448 449

Note: Net debt measures are not always comparable across countries due to different definition or treatment of debt (and asset) components by countries. First, the treatment of government liabilities in respect of their
employee pension plans may be different (see footnote of Annex Table 33). Second while general government financial liabilities presented here for most countries are defined by ESA95/SNA93, for some EU countries, i.e.
Austria, Belgium, Finland, Greece, Ireland, Luxembourg, Netherlands and Portugal as of 1996, debt measures follow the definition of debts applied under the Maastricht Treaty. Third, arange of itemsincluded as general
government assets differs across countries. For example, equity participation is excluded from government assets in some countries, whereas foreign exchange, gold and SDR holdings are considered as assets of the
government in the United States and the United Kingdom. For details sseOECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods) .

a) Includes the debt of the Inherited Debt Fund from 1995 onwards.

b) Includes the debt of the Japan Railway Settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD.
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Australia
Austria
Belgium
Canada

Czech Republic
Denmark
Finland

France

Germany
Greece
Hungary
Iceland

Ireland

Ttaly

Japan

Korea
Luxembourg

Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

Annex Table 35. Short-term interest rates

Projections
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 0o
12.1 16.0 16.5 13.8 12.8 17.6 14.5 10.2 6.5 52 5.7 7.7 7.2 5.4 5.0 5.0 6.2 49 4.6 5.2
6.5 6.2 5.3 4.3 4.6 7.5 9.0 9.5 9.5 7.0 5.1 4.6 3.4 3.5 3.6 3.0 4.4 4.2 3.3 3.9
11.4 9.5 8.1 7.1 6.7 8.8 9.6 94 9.4 8.2 5.7 4.8 3.2 3.4 3.6 3.0 4.4 4.2 3.3 3.9
10.0 8.6 8.1 7.8 9.5 12.1 12.7 8.8 6.6 5.0 5.5 7.1 4.4 3.5 5.0 49 5.8 4.0 2.7 4.5
.. . .. . .. . . . . 13.1 9.1 10.9 12.0 159 14.3 6.9 54 52 4.3 5.4
11.7 10.3 9.1 10.1 8.5 9.6 10.9 9.7 11.0 10.4 6.1 6.1 3.9 3.7 4.1 3.3 49 4.6 3.6 4.2
16.5 13.5 12.7 10.0 10.0 12.6 14.0 13.1 13.3 7.8 5.4 5.8 3.6 3.2 3.6 3.0 4.4 4.2 3.3 3.9
11.7 9.9 7.7 8.3 7.9 9.4 10.3 9.6 10.3 8.6 5.8 6.6 3.9 3.5 3.6 3.0 4.4 4.2 33 3.9
6.0 5.4 4.6 4.0 4.3 7.1 8.5 9.2 9.5 73 54 4.5 3.3 33 3.5 3.0 4.4 4.2 3.3 3.9
17.8 18.4 18.5 19.0 19.2 19.0 23.0 23.3 21.7 21.3 19.3 15.5 12.8 10.4 11.6 8.9 6.1 4.2 3.3 3.9
. . . . . 17.2 26.9 32.0 24.0 20.1 18.0 14.7 11.0 10.8 8.5 10.0
31.0 279 14.8 14.6 10.5 8.8 49 7.0 7.0 7.1 7.4 8.6 11.2 11.0 9.5 9.0
13.2 11.9 12.5 10.8 8.0 10.0 11.3 10.4 14.3 9.1 5.9 6.2 54 6.1 54 3.0 4.4 4.2 3.3 3.9
17.3 15.2 134 11.3 10.8 12.6 12.2 12.2 14.0 10.2 8.5 10.5 8.8 6.9 5.0 3.0 4.4 4.2 3.3 3.9
6.5 6.6 5.2 4.2 4.5 54 7.7 7.4 4.5 3.0 2.2 1.2 0.6 0.6 0.7 0.2 0.2 0.1 0.1 0.0
. . . . . . . 18.3 16.4 13.0 13.3 14.1 12.7 134 15.2 6.8 7.1 53 5.2 6.3
11.4 9.5 8.1 7.1 6.7 8.8 9.6 94 9.4 8.2 5.7 4.8 3.2 3.4 3.6 3.0 4.4 4.2 3.3 3.9
49.7 64.2 90.6 103.8 62.1 44.6 35.0 19.8 15.9 15.5 14.5 47.8 32.9 21.3 26.1 224 16.2 12.2 9.0 8.8
6.1 6.3 5.7 54 4.8 7.4 8.7 9.3 9.4 6.9 5.2 4.4 3.0 3.3 3.5 3.0 4.4 4.2 3.3 3.9
15.0 23.3 19.1 21.1 154 13.5 13.9 10.0 6.7 6.3 6.7 9.0 9.3 7.7 7.3 4.8 6.5 5.7 5.5 6.0
13.0 12.5 14.4 14.7 13.5 11.4 11.5 10.6 11.8 7.3 59 55 4.9 3.7 5.8 6.5 6.7 7.2 6.6 6.6
. . . . . . . . . 349 31.8 27.7 21.3 23.1 19.9 14.7 18.9 15.7 9.1 8.4
24.9 22.4 15.6 13.9 13.0 149 16.9 17.7 16.1 12.5 11.1 9.8 7.4 5.7 4.3 3.0 4.4 4.2 3.3 3.9
. . . . . . . . . 13.1 9.1 9.5 11.8 21.7 21.1 15.7 8.6 7.8 7.7 8.0
14.9 12.2 11.7 15.8 11.7 15.0 15.2 13.2 13.3 11.7 8.0 94 7.5 54 4.2 3.0 4.4 4.2 3.3 3.9
11.9 14.2 9.8 9.4 10.1 11.5 13.7 11.6 12.9 8.4 7.4 8.7 5.8 4.1 4.2 3.1 4.0 4.0 4.1 49
4.3 49 4.2 3.8 3.1 73 8.9 8.2 7.9 4.9 4.2 29 2.0 1.6 1.5 1.4 3.2 2.9 1.7 2.4
. . . . . 40.7 51.9 109.6 97.8 90.3 150.6 1363 143.6 119.2 115.7 96.6 46.9 89.0 59.3 37.1
9.9 12.2 10.9 9.7 10.3 13.9 14.8 11.5 9.6 59 5.5 6.7 6.0 6.8 7.3 54 6.1 5.0 4.2 5.1
10.8 8.3 6.8 7.1 7.9 9.2 8.2 59 3.8 3.2 4.7 6.0 5.4 5.7 5.5 5.4 6.5 3.7 2.3 3.8
11.1 9.9 8.5 8.2 7.7 10.0 10.7 10.6 11.1 8.6 6.3 6.5 4.8 4.3 3.9 3.0 4.4 4.2 3.3 3.9

Note : Three-month money market rates where available, or rates on proximately similar financial instruments. See OECD Economic Outlook Sources and Methods (http.://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 36. Long-term interest rates

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany
Greece

Iceland
Ireland
Italy
Japan
Korea

Luxembourg
Mexico
Netherlands
New Zealand

Norway
Portugal

Slovak Republic
Spain

Sweden

Switzerland
Turkey

United Kingdom
United States

Euro area

Projections
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
13.5 14.0 13.4 13.2 12.1 13.4 13.2 10.7 9.2 7.3 9.0 9.2 8.2 6.9 5.5 6.1 6.3 5.6 6.2 6.3
8.0 7.8 7.3 6.9 6.7 7.1 8.7 8.5 8.1 6.7 7.0 7.1 6.3 5.7 4.7 4.7 5.6 5.1 5.2 5.4
12.2 11.0 8.6 8.2 8.0 8.6 10.1 9.3 8.7 7.2 7.7 7.4 6.3 5.6 4.7 4.7 5.6 5.1 5.1 54
12.7 11.1 9.5 9.9 10.2 9.9 10.8 9.8 8.8 7.9 8.6 8.4 7.5 6.5 5.5 5.7 5.9 5.8 6.0 6.3
14.4 11.6 10.1 11.3 9.9 9.7 10.6 9.3 9.0 7.3 7.8 8.3 7.2 6.3 5.0 4.9 5.7 5.1 5.2 54
11.1 10.7 8.9 7.9 10.3 12.1 13.2 11.9 12.1 8.8 9.0 8.8 7.1 6.0 4.8 4.7 5.5 5.0 5.1 5.3
134 11.9 9.1 10.2 9.2 9.2 10.3 9.0 8.6 6.8 7.2 7.5 6.3 5.6 4.7 4.6 5.4 5.0 5.1 5.3
8.1 7.2 6.3 6.4 6.6 7.1 8.7 8.5 7.8 6.5 6.9 6.9 6.2 5.6 4.6 4.5 5.3 4.8 4.9 5.1
9.8 8.5 6.3 6.1 5.3 54 5.5
. . . . 29.5 16.4 17.7 13.1 13.4 7.0 9.7 9.2 8.7 7.7 8.5 11.2 10.4 9.2 9.0
. 12.8 11.2 11.3 9.4 9.2 10.3 9.4 9.3 7.6 8.0 8.2 7.2 6.3 4.7 4.8 5.5 5.0 5.1 54
15.6 13.7 11.5 10.6 10.9 12.8 13.5 13.3 13.3 11.2 10.5 12.2 9.4 6.9 4.9 4.7 5.6 5.2 5.3 5.6
7.3 6.5 5.1 5.0 4.8 5.1 7.0 6.3 5.3 4.3 4.4 3.4 3.1 2.4 1.5 1.7 1.7 1.3 1.6 1.7
14.3 13.9 11.9 124 13.0 14.2 15.1 16.5 15.1 12.1 12.3 12.4 10.9 11.8 12.8 8.7 8.5 6.7 7.2 7.5
. . . . 7.7 9.3 8.8 8.2 6.8 7.2 7.2 6.3 5.6 4.7 4.7 5.5 5.0 5.1 54
. 64.2 90.6 103.8 62.1 44.6 34.8 19.7 16.1 15.5 13.8 39.8 34.4 22.5 24.8 24.1 16.9 13.8 10.7 10.0
8.1 7.3 6.3 6.4 6.4 7.2 8.9 8.7 8.1 6.4 6.9 6.9 6.2 5.6 4.6 4.6 5.4 4.9 5.1 5.3
12.6 17.7 16.4 15.7 13.1 12.8 124 10.1 8.4 6.9 7.6 7.8 79 7.2 6.3 6.4 6.9 6.4 6.9 6.6
12.2 12.6 13.3 13.3 12.9 10.8 10.7 10.0 9.6 6.9 7.4 7.4 6.8 5.9 5.4 5.5 6.3 6.2 6.2 6.4
. 10.4 11.5 8.6 6.4 4.9 4.8 5.6 5.2 5.3 5.5
. . . . . . . . . 13.1 9.1 10.4 9.7 9.4 21.7 15.9 8.5 7.8 7.8 8.0
16.5 134 114 12.8 11.7 13.8 14.6 12.8 11.7 10.2 10.0 11.3 8.7 6.4 4.8 4.7 5.5 5.1 5.2 5.5
12.5 13.2 10.5 11.7 11.4 11.2 13.2 10.7 10.0 8.5 9.5 10.2 8.0 6.6 5.0 5.0 5.4 5.1 5.4 5.7
4.6 4.7 4.2 4.0 4.0 5.2 6.4 6.2 6.4 4.6 5.0 4.5 4.0 34 3.0 3.0 3.9 34 3.5 3.7
. . 55.0 47.0 62.4 58.3 51.9 71.9 79.6 86.6 1385 111.5 1249 1060 113.6 106.6 38.7 94.6 65.9 38.9
11.1 11.0 10.1 9.6 9.7 10.2 11.8 10.1 9.1 7.5 8.2 8.2 7.8 7.0 5.5 5.1 53 4.9 5.1 5.3
12.4 10.6 7.7 8.4 8.8 8.5 8.6 7.9 7.0 5.9 7.1 6.6 6.4 6.4 5.3 5.6 6.0 5.0 5.2 5.5
9.8 11.2 10.5 10.0 8.3 8.2 8.6 7.1 6.0 4.8 4.7 54 5.0 5.1 53

Note: 10-year benchmark government bond yields where available or yield on proximately similar financial instruments (for Korea a 5-year bond is used). See alsoOECD Economic Outlook Sources and Methods
(http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 37. Nominal exchangerates (vis-a-vis the US dallar)

Average of daily rates

Austraia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Itay

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

Estimates and
Monetary unit 1991 1992 1993 1994 1995 1996 1997 1998 1999 1999 2000 2001 assumptions®

2002 2003
Dollar 1.284 1.362 1.473 1.369 1.350 1.277 1.348 1.592 1.550 1.550 1.727 1.935 1.892 1.879
Schilling 11.67 10.99 11.63 11.42 10.08 10.58 12.20 12.38 12.91
Franc 34.16 32.15 34.55 33.46 29.50 30.98 35.76 36.30 37.86
Dollar 1.146 1.209 1.290 1.366 1.372 1.364 1.385 1.483 1.486 1.486 1.485 1.548 1.594 1.595
Koruny 29.15 28.79 26.54 27.15 31.70 32.28 34.59 34588  38.637 38.016 34.942 34.520
Krone 6.393 6.038 6.482 6.360 5.604 5.798 6.604 6.699 6.980 6.980 8.088 8.321 8.469 8.467
Markka 4.043 4.486 5721 5.223 4.367 4.592 5.187 5.345 5.580
Franc 5.641 5.294 5.662 5.552 4.991 5.116 5.837 5.899 6.157
Deutschemark 1.659 1.562 1.653 1.623 1.433 1.505 1.734 1.759 1.836
Drachma 182.1 190.5 229.1 242.2 231.6 240.7 2729 295.3 305.7 0.897 1.072
Forint . . 919 105.1 125.7 152.6 186.6 214.3 237.1 237.1 282.3 286.5 275.5 275.2
Krona 59.10 57.62 67.64 69.99 64.77 66.69 70.97 71.17 72.43 72.4 78.8 97.7 99.8 99.2
Pound 0.622 0.588 0.683 0.670 0.624 0.625 0.660 0.703 0.739
Lira 1241 1232 1572 1613 1629 1543 1703 1736 1817
Yen 1345 126.7 111.2 102.2 94.1 108.8 121.0 130.9 1139 1139 107.8 1215 132.1 131.9
Won 733.2 780.0 802.4 804.3 7714 804.4 950.5 14005 1186.7 1186.7 1130.6 1290.4 1327.7 13304
Franc 34.16 32.15 34.55 33.46 29.50 30.98 35.76 36.30 37.86
Peso 3.022 3.095 3.115 3.389 6.421 7.601 7.924 9.153 9.553 9.553 9.453 9.344 9.062 9.048
Guilder 1.870 1.759 1.857 1.820 1.605 1.686 1.951 1.983 2.068
Dollar 1.729 1.860 1.851 1.687 1.524 1.454 1.513 1.869 1.892 1.892 2.205 2.382 2.288 2.266
Krone 6.484 6.214 7.094 7.057 6.337 6.457 7.072 7.545 7.797 7.797 8.797 8.993 8.707 8.639
Zloty . . 1.814 2.273 2.425 2.695 3.277 3.492 3.964 3.964 4.346 4.097 4,101 4.090
Escudo 144.4 134.8 160.7 166.0 149.9 154.2 175.2 180.1 188.2 0.939 1.085 1.117 1.139 1.139
Koruna . . 30.8 32.0 29.7 30.7 33.6 35.2 41.4 41.363  46.230 48.346 47.566 47.360
Peseta 103.9 102.4 127.2 134.0 124.7 126.7 146.4 149.4 156.2
Krona 6.045 5.823 7.785 7.716 7.134 6.707 7.635 7.947 8.262 8.262 9.161 10.338 10.343 10.309
Franc 1.434 1.406 1.477 1.367 1.182 1.236 1.450 1.450 1.503 1.503 1.688 1.687 1.669 1.666
Lira 4169 6861 10964 29778 45738 81281 151595 260473 418984 418984 624325 1228269 1453359 13897452
Pound 0.567 0.570 0.666 0.653 0.634 0.641 0.611 0.604 0.618 0.618 0.661 0.694 0.695 0.697
Dollar 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
Euro . . . . . . . . . 0.939 1.085 1.117 1.139 1.139
DR 0.731 0.710 0.716 0.699 0.659 0.689 0.726 0.737 0.731 0.731 0.758 0.785 0.800 0.800

Note: When no rate is shown, the euro rate has been adopted.

a) On the technical assumption that exchange rates remain at their levels of 4 April 2002, except for Hungary and Turkey, where exchange rates vary according to official exchange rate policy.

Source: OECD.
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Annex Table 38. Effective exchangerates”

Indices 1995 = 100, average of daily rates

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

Estimates and

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 assumptionsb
2002 2003
99.4 106.7 106.9 107.7 100.9 95.7 103.1 100.0 109.7 111.0 103.5 103.6 96.3 90.3 94.2 95.1
84.4 84.4 87.9 88.1 90.2 93.2 95.4 100.0 99.1 97.2 99.2 99.9 97.7 98.1 97.7 98.9
79.5 79.7 85.2 86.1 88.7 90.7 94.7 100.0 98.4 94.5 96.8 96.3 92.5 93.6 93.5 94.0
102.5 109.7 113.2 116.5 110.7 105.6 100.8 100.0 101.9 102.2 97.4 97.1 98.0 95.1 92.8 92.8
. . . . . 95.9 99.3 100.0 101.6 98.6 100.3 99.9 101.2 106.2 1175 119.5
813 80.0 86.5 86.0 88.7 92.9 95.1 100.0 99.1 96.8 99.3 98.7 94.8 96.4 96.1 96.5
919 96.1 99.9 97.0 85.2 76.7 87.0 100.0 97.6 95.4 98.2 1011 96.6 98.6 98.3 98.8
80.6 80.5 86.4 85.9 89.6 93.3 96.1 100.0 100.4 97.7 100.0 99.3 95.7 96.6 96.5 97.2
72.7 73.2 79.4 80.1 84.0 88.6 93.0 100.0 98.6 95.2 98.7 98.6 94.3 95.5 95.2 96.3
151.9 142.4 133.8 120.8 113.7 106.0 101.2 100.0 98.4 96.6 93.9 94.6 88.4 89.1 89.3 89.9
. . . . . 140.1 126.0 100.0 85.2 789 715 69.0 65.5 66.7 70.6 71.0
142.9 121.9 110.4 110.9 110.5 104.0 99.6 100.0 99.5 101.7 104.5 106.3 107.4 91.0 90.2 91.0
91.4 90.8 98.6 97.5 101.7 96.6 98.2 100.0 102.6 102.4 99.4 96.5 89.5 90.7 90.0 90.3
1145 118.7 126.1 127.3 126.2 108.7 108.6 100.0 110.0 1115 113.9 1135 1094 1107 110.8 112.0
55.3 54.0 53.2 59.9 65.0 80.4 93.4 100.0 87.2 83.3 86.6 99.3 108.1 99.7 92.4 92.8
99.2 114.6 111.3 107.4 100.1 98.6 99.7 100.0 101.6 94.1 68.1 779 834 77.1 77.1 77.0
87.1 86.8 91.0 91.6 93.5 94.1 96.8 100.0 98.9 96.7 97.7 97.5 94.9 95.4 95.1 95.4
220.5 212.5 193.5 186.9 187.1 196.5 190.3 100.0 84.9 83.3 74.0 70.6 72.1 74.1 77.1 77.3
75.4 75.8 814 82.0 85.2 89.3 93.6 100.0 98.6 93.9 97.2 97.1 92.2 93.5 93.4 93.9
96.8 91.9 92.0 89.5 83.3 87.3 93.6 100.0 106.3 108.9 97.8 94.4 85.6 84.7 89.1 89.9
93.8 94.4 95.8 95.0 96.7 95.7 96.4 100.0 100.1 101.1 98.0 97.9 95.8 99.0 103.8 104.8
. . . . . 139.0 113.5 100.0 93.2 86.6 84.8 79.2 81.6 90.0 91.2 91.8
92.3 91.8 93.3 95.8 101.3 97.8 96.9 100.0 99.6 98.3 98.2 97.7 95.4 96.3 96.2 96.7
. . . . . 97.9 96.7 100.0 100.9 105.6 106.6 100.6 102.3 99.8 1015 102.1
103.7 109.7 117.0 118.4 117.1 104.6 99.7 100.0 101.0 96.9 98.1 97.3 94.3 95.4 95.4 95.9
113.3 115.2 115.7 116.7 119.6 98.4 99.6 100.0 110.1 106.6 106.3 106.1 106.3 97.8 99.4 100.1
77.3 74.3 80.5 80.2 79.7 83.5 91.9 100.0 98.7 93.1 97.2 97.8 96.1 1000 103.0 103.2
2816.1 2008.1 15469 1023.7 610.9 427.8 1735 100.0 58.6 34.9 211 14.1 10.3 5.8 4.7 3.6
110.2 108.0 109.0 1111 108.4 100.2 103.4 100.0 102.3 119.2 127.0 127.5 1309 1296 1320 132.2
73.7 79.2 83.3 85.4 87.1 92.6 98.0 100.0 105.6 1131 124.8 124.4 1275 1343 1376 138.0
66.2 68.3 811 81.6 86.9 86.0 92.0 100.0 102.0 95.5 100.7 99.0 90.1 92.4 92.0 93.9

Note: Greece became a member of the euro area on the 1st of January 2001. In order to ensure comparability of the euro data over time, Greece has been included in the calculation of the euro data throughout.
a) For details on the method of calculation, see the section on exchange rates and competitiveness indicators in OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

b) On the technical assumption that exchange rates remain at their levels of 4 April 2002, except for Hungary and Turkey, where exchange rates vary according to official exchange rate policy.

Source: OECD.
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Annex Table 39. Export volumes

Total goods, customs basis, percentage changes from previous year

Australia
Austria
Belgium®
Canada

Czech Republic

Denmark
Finland
France”
Germany
Hungary

Iceland®
Ireland
Italy
Japan
Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States”

Total OECD

Projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
17.7 9.0 3.1 8.1 0.1 4.8 72 162 6.3 6.2 6.3 3.0 123 8.0 0.1 4.8 9.7 1.4 33 8.2
9.5 9.5 1.2 2.0 76 150 107 7.1 37 28 107 93 120 200 121 150 162 6.3 5.6 8.9
5.0 4.1 7.9 6.9 4.6 8.1 3.1 4.0 0.0 7.5 9.0 6.2 22 7.4 5.6 50 102 0.8 0.3 7.7
18.6 6.4 5.8 3.6 9.7 1.2 4.7 2.6 79 113 132 9.5 5.6 9.8 85 11.0 87 -39 3.4 9.3
57 150 26 150 133 77 160 121 76 117

55 4.6 1.4 2.4 7.6 7.4 6.5 7.1 53 0.1 7.5 6.0 3.4 6.3 1.5 6.7 108 2.3 4.4 7.3
9.7 1.0 0.6 1.4 32 -02 28 -87 9.0 186 139 7.0 6.0 120 7.0 6.1 9.1 1.0 2.7 9.3
7.3 2.6 0.0 42 9.6 102 5.1 52 4.8 0.0 9.9 9.6 22 121 9.2 40 139 0.1 -28 8.1
9.1 59 1.3 2.9 6.6 8.1 1.4 1.4 08 -63 9.0 6.7 7.1 107 5.7 63 128 29 2.8 7.9
16.7 99 242 297 219 163 217 7.2 5.7 10.1

3.6 127 345 252 08 -21 135 -12 -28 47 108 117 53 -15  -30 5.8 5.7 39 04 52
18.4 6.5 40 142 7.1 112 8.5 56 137 11.1 148 20.1 99 149 244 149 205 1.8 34 9.8
6.7 7.4 1.8 2.5 5.6 8.6 33 0.2 3.7 88 119 132 1.2 3.8 2.6 1.8 102 0.3 1.7 7.6
15.8 50 -05 0.4 4.4 4.5 5.5 2.5 1.5 -21 1.7 4.4 08 11.8 -12 2.1 9.4 -10.1 2.7 9.5
18.1 107 245 232 193 -0.1 82 111 87 121 137 219 196 153 220 105 1938 0.5 6.0 138
. . . . . 12.8 2.2 37 -05 -02 6.6 3.6 1.3 125 16.1 54 169 44 -05 114
104 -32 180 117 1638 5.9 8.0 143 8.1 16.6 86 239 184 163 133 114 136 -2.7 4.5 8.8
7.4 59 2.1 4.5 9.2 6.4 52 4.8 2.6 1.1 6.5 7.2 54 6.5 8.3 6.5 8.4 52 2.7 7.3
49 107 20 2.9 39 27 57 104 2.6 42  10.1 2.9 4.8 56 -1.0 1.6 6.1 3.1 49 8.0
9.1 35 1.8 139 44 150 6.7 6.7 8.0 53 124 55 129 4.6 0.2 3.0 4.1 5.0 2.9 2.9
. . . . . . . . . . 19.6 17.1 99 138 8.8 2.8 251 127 54 113
145 10.6 78 117 9.3 205 127 0.6 75 42 144 142 9.6 10.0 6.6 43 9.6 3.8 24 8.3
. . . . . . . . . . 57 150 6.6 39 164 62 175 6.6 8.5 9.7
17.5 28 -37 7.6 6.0 48 119 113 49 11.7 212 9.7 120 145 6.6 64 122 3.1 2.5 7.8
8.2 3.4 2.9 2.7 3.7 2.1 02 22 1.0 9.8 169 108 6.1 107 8.5 6.1 113 -46 2.7 9.9
6.2 9.1 0.9 1.5 6.2 6.0 42  -10 3.8 0.4 4.8 3.8 2.5 7.6 4.5 3.7 7.4 1.8 -03 53
29.5 145 -208 219 88 -1.6 1.1 6.4 6.5 76 220 57 128 185 6.7 58 19.8 5.5 0.6 7.0
8.6 5.7 4.0 5.5 2.5 5.4 6.5 0.5 22 0.1 130 106 8.2 7.6 1.6 45 113 1.3 -09 9.6
7.9 3.6 5.1 114 188 126 8.3 7.1 6.8 3.0 9.7 119 8.7 145 2.1 39 113 57 31 7.3
10.3 53 2.6 49 7.8 7.3 5.0 3.7 3.8 2.0 9.4 9.4 6.5 11.1 5.7 57 120 -0.8 1.5 8.5

Note: Regional aggregates are calculated inclusive of intra-regional trade. Data are on a national account basis for the United States and France, otherwise from international trade statistics. See also OECD Economic Outlook
Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) Including Luxembourg until 1994.

b) Volume data use hedonic price deflators for certain components.

¢) OECD estimates.

Source: OECD.
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Annex Table 40. Import volumes
Total goods, customs basis, percentage changes from previous year

Projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Australia 18.9 7.9 -1.3 1.5 132 228 -1.3 -1.3 6.7 43 11.8 10.1 6.9 6.2 7.1 7.2 5.6 -4.7 9.3 8.4
Austria 83 5.4 52 53 7.7 106 110 33 28  -1.3 129 6.7 124 158 124 133 8.8 4.1 4.8 8.2
Belgium® 4.9 3.8 10.6 8.3 4.9 6.8 5.2 4.1 1.0 1.2 7.7 5.0 4.3 4.5 8.1 33 9.4 0.3 0.9 7.5
Canada 19.7 104 9.1 54 135 52 0.6 3.1 7.6 8.7 10.6 7.5 6.0 17.1 6.2 8.7 95 -59 1.8 9.9
Czech Republic . . . . . . . . . . 18.8  26.6 109 8.8 11.1 2.5 14.5 13.1 7.1 11.0
Denmark 34 7.9 7.0 -1.7 0.0 2.4 4.5 4.7 4.7 3.6 123 7.8 0.1 8.5 33 1.1 6.4 0.9 2.8 7.1
Finland -0.4 6.0 5.7 8.9 8.7 10.7 -4.0 -16.7 -2.1 -3.7 204 8.1 7.7 10.1 8.9 2.1 44 -4.7 3.0 9.0
France” 22 5.5 6.5 89 112 9.7 5.3 2.9 1.0 -4.3 10.5 8.6 -0.0 7.5 12.6 5.1 17.0 -0.8 -2.7 8.4
Germany 52 4.9 5.4 53 6.4 7.3 12.7 11.9 1.3 9.8 7.9 6.9 5.5 6.1 10.9 6.7 9.9 1.1 2.4 7.9
Hungary . . . . . . . . . . 14.9 -3.1 179 262 246 142 208 4.1 5.7 9.8
Iceland® 0.7 101 234 418 06 -123 186 51  -33 -163 46 194 162 7.8 240 52 54 -125 35 6.5
Ireland 10.5 33 3.0 6.2 4.7 13.0 6.8 0.8 4.8 7.0 132 144 100 149 181 6.5 17.4 0.1 2.3 9.3
Italy 9.1 8.8 46 102 7.0 8.3 4.5 4.6 32 -102 125 9.8 -3.1 8.9 8.5 7.9 83 0.7 2.9 7.1
Japan 10.6 0.7 9.7 9.0 169 7.7 5.5 3.9 -0.7 3.7 134 138 5.0 1.7 -5.3 9.6 109 -1.3 -4.2 33
Korea 18.6 5.6 1.6 17.8 200 158 152 23.1 33 46 235 244 161 23 -222 282 168 -34 8.0 104
Luxembourg . . . . . 5.8 49 105 -2.9 2.5 4.9 29 -0.5 129 104 142 5.0 5.9 32 7.1
Mexico 30.1 146  -69 89 41.1 188 174 197 232 38 185 -132 227 220 153 138 195 4.1 39 105
Netherlands 5.5 7.2 3.7 4.7 8.0 6.8 4.7 4.3 1.3 -2.7 7.1 7.8 6.1 7.6 8.1 6.4 105 4.2 53 8.2
New Zealand 201 -00 -14 104 -78 217 73 -9.6 107 43 163 6.5 3.4 3.6 24 134 27 1.9 4.1 7.7
Norway 13.5 11.7 14.4 -2.0 -9.5 =57 103 2.6 33 0.7 16.1 8.1 10.4 7.9 105 -1.8 5.1 0.0 2.5 4.7
Poland . . . . . . . . . . 152 208 282 222 15.1 42 108 -0.5 4.8 9.2
Portugal -5.7 6.6 192 280 222 84 158 59 130 -9.5 12.2 9.4 5.1 128 15.0 8.9 6.3 2.1 3.7 7.0
Slovak Republic . . . . . . . . . . 18.8  26.6 5.4 1.9 18.6 -5.5 12.3 12.4 9.5 9.6
Spain -1.0 84 203 277 192 16.8 9.9 115 6.8 =57 152 11.0 7.5 124 13.1 13.9 8.3 4.8 29 74
Sweden 6.7 9.2 3.7 8.9 5.4 7.1 02 -64 -08 25 149 9.0 24 105 103 29 122 -62 1.3 8.6
Switzerland 72 5.5 8.1 5.7 4.7 5.8 23 -12 42 -16 9.5 6.1 1.4 6.8 7.5 8.4 76 -06 -13 5.1
Turkey 24.0 7.9 -5.0 141 -0.5 57 342 -20 106 372 -21.1 298 30.8 219 -1.8 -6.0 342 -25.6 7.4 8.5
United Kingdom 11.1 3.8 72 69 138 8.0 05 -52 6.2 0.4 6.3 6.0 10.1 9.4 9.6 76 11.8 2.8 1.9 8.1
United States” 24.2 6.3 10.3 4.8 4.1 4.2 3.0 -0.1 9.3 10.1 133 9.0 94 142 117 124 135 -2.8 33 9.2
Total OECD 10.9 59 7.3 7.1 8.6 7.7 5.6 3.7 4.1 04 11.1 8.9 7.0 9.7 8.2 89 119 -08 2.3 8.2

Note: Regional aggregates are calculated inclusive of intra-regional trade. Data are on a national account basis for the United States and France, otherwise from international trade statistics. See also OECD Economic Outlook
Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) Including Luxembourg until 1994.

b) Volume data use hedonic price deflators for certain components.

¢) OECD estimates.

Source: OECD.
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Total goods, percentage changes from previous year, national currency terms

Annex Table 41. Export prices (average unit values)

Australia
Austria
Belgium®
Canada

Czech Republic

Denmark
Finland
France”
Germany
Hungary

Iceland®
Ireland
Italy
Japan
Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States”

Total OECD

Projections
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
0.3 12.5 1.2 4.0 11.8 5.5 1.2 9.1 2.1 1.3 -2.8 7.4 -4.1 1.8 4.9 -7.0 15.7 9.8 3.0 4.7
3.7 26 43  -19 40 26 -19 41 -1.8 14 -1.0 3.7  -6.1 26 33 -8.1 0.7 -1.1 -0.9 22
7.8 1.7 -9.9 -6.1 4.7 7.9 -3.1 -1.9 -1.4 -1.6 1.2 1.8 2.7 5.3 -0.0 -0.6 8.8 39 2.8 2.6
3.7 0.5 24 14 -05 1.2 -12  -53 2.5 4.6 6.0 62 -00 -13 -09 0.9 6.4 1.8 29 1.6
4.7 7.2 1.0 5.5 4.0 -0.9 6.3 1.0 -0.0 3.5
6.2 34 -4.5 -1.0 -0.1 5.6 -1.6 -0.4 -1.7 -3.0 1.9 0.1 1.2 2.0 -0.8 0.4 6.7 2.5 0.4 2.4
5.9 2.8 2.4 2.2 5.2 7.6 -1.2 0.5 6.1 53 0.8 6.9 -0.1 1.7 1.6 -4.9 13.4 4.4 -3.6 1.3
8.7 3.8 -4.5 -1.3 2.1 3.7 -1.9 -1.5 2.4 3.2 -0.7 0.4 1.7 2.1 -1.9 -1.2 1.3 0.9 1.3 14
34 39 -3.3 -2.7 0.9 4.5 -1.1 -0.6 0.7 0.0 1.0 1.7 0.2 1.6 0.0 -1.7 3.9 3.6 1.7 1.2
18.0 31.2 189 151 13.1 3.5 9.9 35 04 1.9
27.7 309 -1.0 -59 113 325 2.2 14 25 176 3.1 =73 3.0 53 7.4 03 24 267 6.1 1.8
8.5 2.8 -7.2 -0.1 7.0 6.7 9.4 -0.9 -2.6 6.8 1.0 1.3 -0.7 1.2 2.6 1.6 34 9.9 1.6 2.5
9.5 8.0 47 1.2 5.0 6.3 2.1 2.9 0.8 113 3.7 9.2 0.8 0.5 09 -0.1 5.7 4.0 2.3 1.9
-0.2 -0.7 15.4 -6.0 -2.5 6.9 3.6 -0.3 -0.1 -4.6 -1.0 -1.8 6.9 1.9 0.7 -8.0 -0.8 5.6 3.1 0.3
13 -60 -84 105 86 53 2.1 3.1 43 -15 2.8 24 94 80 17.1 -170 -46 -08 -0.0 0.3
. . . . . 15.8 5.1 -1.0 8.3 11.3 -109 2.7 -7.0 0.7 -7.1 16.1 -1.7 0.4 -5.4 53
259 60.7 356 1522 533 184 222 26 25 -30 179 1000 203 3.1 8.7 8.2 65 -33 -19 2.5
5.9 1.3 17.1 -5.7 0.4 5.0 -1.2 -0.6 -29 -34 2.0 1.5 0.7 3.0 23 -1.4 11.8 1.8 1.4 34
13.1 9.3 2.6 6.0 6.2 13.1 1.2 42 8.1 2.7 4.1 -1.7 35 26 4.8 1.4 17.0 93 23 3.7
9.4 49 -248 -3.4 -0.1 12.3 4.1 -3.7 -8.4 0.6 -3.7 3.7 7.4 2.2 11.3 126 458 -6.0 -2.0 3.1
. . . . . . . . . . 29.0 20.8 8.0 12.7 6.5 7.9 0.8 1.7 -0.4 -0.6
30.7 15.7 3.3 8.4 10.4 5.8 2.9 0.2 -2.2 43 5.1 3.0 -1.1 0.4 -0.3 -0.3 4.7 2.0 3.3 3.1
. . . . . . . . . . 4.7 7.2 3.0 1.2 3.0 5.4 9.8 4.6 4.3 6.2
12.4 6.9 -39 2.5 5.4 4.6 -1.8 -0.9 1.1 5.1 4.2 6.3 1.0 3.2 0.1 -0.8 6.1 1.4 0.4 2.2
6.6 38  -1.2 35 4.5 6.9 2.1 02 -3.0 8.4 3.9 54 43 04 25 -18 2.0 2.6 0.6 0.9
4.7 1.9 05 -1.0 2.2 5.7 1.3 2.5 1.2 02 -07 -1.8 -0.1 3.8 0.7 1.1 3.0 2.3 1.2 1.8
51.6 359 257 456 595 503 358 582 669 554 163.7 72.1 69.6 776 640 502 246 109.5 28.8 36.6
6.9 52 -10.6 3.8 0.4 8.3 39 0.6 1.2 9.7 0.4 3.7 . 51 =57  -30 1.3 -04 1.3 23
0.9 -5.0 -3.3 2.2 6.5 1.4 -0.9 -0.1 -1.5 -0.5 1.1 2.4 -2.6 -2.7 -3.1 -1.4 1.1 -0.7 -1.1 0.9
53 29 59 1.8 3.8 5.0 0.8 -03 0.2 1.0 2.3 4.5 1.2 1.2 -0.1 -2.1 3.8 2.4 1.0 1.7

Note: Regional aggregates are calculated inclusive of intra-regional trade. Data are national accounts price deflators in the case of the United States and France.

a) Including Luxembourg until 1994.

b) Certain components are estimated on a hedonic basis.

¢) OECD estimates.
Source: OECD.
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Annex Table 42. Import prices (average unit values)
Total goods, percentage changes from previous year, national currency terms

Projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Australia 2.5 18.7 9.3 6.1 -2.4 -1.0 39 1.0 4.6 8.1 -2.4 3.6 -5.4 -0.1 8.4 -2.3 9.2 5.8 34 4.5
Austria 4.1 38 -99 41 1.8 3.0 26 31 25 -35 -12 -12 52 38 -53 -67 34 04 -15 1.8
Belgium® 8.3 -0.0 -16.2 -7.0 5.7 7.1 -1.8 -1.3 -3.2 -5.8 2.1 3.1 33 6.0 -1.6 1.2 107 5.9 2.7 2.5
Canada 4.6 1.7 01 -1.8 -20 -03 07 -33 2.0 5.5 6.1 30 25 02 29  -09 1.5 2.5 0.4 1.5
Czech Republic . . . . . . . . . . -0.9 5.6 1.3 52 -2.8 1.9 120 -1.5 0.5 2.0
Denmark 8.7 2.4 -9.6 -4.1 1.8 7.1 2.9 0.0 2.9 -2.9 2.5 24 2.1 34 0.9 0.4 7.8 1.3 1.5 1.9
Finland 4.8 3.0 -10.0 -1.9 2.2 3.6 1.7 22 105 12.8 -2.9 -1.3 2.6 24 0.0 -1.4 149 0.7 -0.6 0.8
France” 11.3 0.9 -149 2.3 0.7 6.0 2.1 -0.6 -3.7 -4.1 0.1 0.4 2.5 1.6 -3.1 -0.8 4.8 0.4 1.0 1.7
Germany 59 2.5 -159 -6.1 0.9 7.4 -2.5 1.9 -2.4 -1.5 0.8 0.5 0.5 32 -3.0 -1.5 10.2 1.1 -0.4 2.0
Hungary . . . . . . . . . . 152 306 213 136 113 55 13.0 35 -03 1.3
Iceland® 277 309 -1.0 -59 113 324 2.4 12 25 174 33 73 30 27 05 -17 59 247 6.3 1.5
Ireland 9.5 26 -11.2 -0.1 6.4 6.5 -4.9 2.1 -1.9 54 2.4 4.5 -1.0 0.4 2.2 4.8 6.8 34 -0.3 2.6
Italy 11.3 74 -176  -15 4.0 77 -07 -08 05 117 41 122 -13 14 27 -09 142 2.0 0.3 2.3
Japan -2.6 -44  -36.5 -8.0 54 119 107 -9.1 -6.9 -123 =17 -1.4 147 6.0 5.5 -122 4.7 5.1 3.0 1.3
Korea -14 36 -02 101 32 59 44  -17 32 08 -09 1.7 02 108 226 -155 9.5 3.8 0.7 -07
Luxembourg . . . . . 6.0 -2.6 -3.5 4.7 8.5 3.1 -3.9 2.5 -1.5 -4.7 4.2 0.3 -3.3 -2.8 1.4
Mexico 284 707 921 1298 69.7 143 162 6.6 33 20 117 99.7 189 48 147 33 19 -05 -23 2.4
Netherlands 5.7 0.9 -18.1 -3.0 -0.6 5.1 -1.7 -0.3 -2.7 -3.2 2.0 0.2 0.7 2.6 -2.7 0.6 9.0 -0.7 -1.4 3.0
New Zealand 137 105 -25 -43 -08 7.9 0.7 1.0 67 -06 -34 -01 -27 -09 3.8 23 165 12 -02 35
Norway 3.1 6.5 0.0 2.8 2.9 6.0 0.9 -1.7 -2.1 1.0 0.7 0.9 -0.9 -1.0 1.4 -1.9 4.7 1.5 -5.0 1.0
Poland . . . . . . . . . . 28.3 186 112 133 2.1 7.2 53 4.3 1.8 1.4
Portugal 353 7.3 -8.6 6.1 7.1 7.8 32 0.2 -5.1 5.0 3.6 1.8 2.7 0.3 -2.1 -0.6 7.8 2.6 2.4 2.4
Slovak Republic . . . . . . . . . . -0.9 5.6 5.5 2.6 -3.4 7.7 14.5 7.7 2.2 4.4
Spain 11.8 1.2 -19.1 -4.4 -2.1 2.1 -3.4 -2.7 -1.2 5.2 5.8 4.4 0.3 3.6 2.4 0.0 129 -0.9 1.7 22
Sweden 23 24 83 1.7 34 52 22 -06 27 120 42 08 -38 09 -33 1.5 5.0 35 1.4 1.2
Switzerland 42 44 92 37 49 80 -04 -0.1 21 -19 -49 -20 -0.1 50 36 21 5.4 1.7 -04 1.6
Turkey 56.2 443 83 375 646 552 296 546 61.6 500 171.5 822 652 715 629 532 461 934 266 350
United Kingdom 8.0 39 58 27 -05 5.9 30 -05 -03 7.8 3.6 67 -03 7.1 -74 33 04 -05 -05 2.0
United States” -0.7 -4.0 -2.2 6.9 4.8 2.8 1.8 -1.4 -0.4 -1.1 0.8 2.7 -2.4 -4.1 -6.0 0.1 4.8 -3.0 -2.4 1.8
Total OECD 5.5 20 -10.7 1.2 2.9 5.7 14 -07 -09 0.1 2.1 4.3 1.7 1.5 -19 -16 6.9 1.4 0.1 2.1

Note: Regional aggregates are calculated inclusive of intra-regional trade. Data are national accounts price deflators in the case of the United States and France.
a) Including Luxembourg until 1994.

b) Certain components are estimated on a hedonic basis.

¢) OECD estimates.

Source: OECD.
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Annex Table 43. Competitive positions: relative unit labour costs
Indices, 1995 = 100

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
290.1 224.0 180.7 1644 1614 163.6 149.7 1328 1156 101.5 1029 100.0 1033 105.0 93.0 96.9 93.6 87.7
94.3 942 1092 1156 109.7 1039 1042 102.1 103.6 1058 98.9 1000 102.0 92.0 82.0 79.2 74.0 72.6
87.4 88.6 92.6 96.0 93.4 91.6 97.5 97.4 97.3 96.5 96.9 100.0 94.6 88.0 89.3 88.5 85.8 87.3
1102 105.1 99.1 1052 1152 119.6 122.1 127.1 1164 1049 97.8 1000 1045 1056 101.6 1032 1074 104.0
90.2 98.2 1000 107.1 1049 1155 117.2 1187 1219

717.1 78.5 82.5 90.2 95.5 89.7 97.9 94.0 96.3 101.2 969 100.0 104.0 985 1019 103.8 104.1 106.1
131.7 133.6 1289 127.6 131.7 1384 145.6 1394 108.1 82.3 87.2  100.0 93.7 87.9 89.6 88.1 80.3 83.7
1069 106.8 108.1 107.3 103.0 994 105.7 101.1 99.0 101.6 1004  100.0 99.7 90.9 87.2 86.5 82.3 81.6
71.8 69.9 71.5 83.6 83.2 80.5 83.0 83.7 89.8 91.5 92.6  100.0 97.3 92.9 95.3 96.1 90.2 90.3
1049 102.8 88.0 85.0 93.8 99.7  106.3 97.9 94.3 88.2 92.1 1000 102.6 106.1 1014 103.2 99.2 98.7
. . . . . . . . . 1228 1222 100.0 92.5 92.4 85.7 86.1 80.1 87.7
90.4 97.2 944 11577 1259 1115 109.7 1135 111.0 101.3 99.4  100.0 98.7 104.1 1133 1247 1358 116.7
158.5 1535 1642 151.7 139.1 128.1 133.7 127.7 123.0 113.0 108.9 100.0 99.1 92.0 85.5 81.6 74.8 72.0
1342 1355 1340 1335 1309 130.7 130.0 1333 131.2 1200 114.1 100.0 111.8 1139 119.7 121.1 1148 1155
48.2 49.4 65.5 69.2 71.5 64.8 60.7 66.0 732 89.1 98.5  100.0 84.5 80.7 87.7 98.5 1024 97.3
93.2 86.3 68.8 72.9 89.2 1045 100.2 100.6 92.0 87.4 90.0 100.0 106.4 91.3 63.8 65.1 69.2 63.4
107.5  109.7 1185 1199 1089 1029 103.8 101.6 101.4 100.3 98.8  100.0 96.3 91.9 90.5 87.3 87.1 90.1
141.6 1344 1035 105.0 109.0 120.8 1229 1374 1529 164.7 160.7 100.0 101.7 1119 1083 1135 1245 128.1
100.6 99.0 106.8 1126 109.0 101.2 102.7 99.6 102.6 101.6 97.6  100.0 96.8 94.3 97.5 97.5 93.3 96.5
78.8 71.7 79.9 89.8 99.9 92.7 93.0 92.0 82.3 85.4 933 1000 111.0 1154 105.5 104.0 93.3 90.5
93.1 93.5 94.2 954 100.6 98.9 97.8 95.9 93.6 90.6 944 1000 101.0 107.1 109.0 1158 1195 1248
. . . . . . . . . 87.4 933 1000 1027 1024 1083 101.5 1025 107.0
86.6 89.4 87.3 83.7 87.0 94.7 89.9 91.9 100.7 91.5 95.0 100.0 91.3 93.0 94.6 96.8 98.2  100.1
. . . . . . . . . 83.4 89.3 1000 107.7 1256 1348 133.8 1512 158.8
79.6 79.3 83.0 84.2 89.5 96.6 108.7 109.8 1126 1024 99.2 1000 1043 1039 1074 107.6 1084 1093
1215 127.8 1289 1299 1347 1413 1459 1485 1455 103.9 972 1000 113.1 108.8 106.0 1044 103.4 94.4
70.1 69.4 76.6 82.0 83.5 79.0 85.0 85.4 83.5 82.7 91.3  100.0 96.5 92.8 96.3 96.4 96.7 101.0
1185 1219 97.1 88.5 80.8 1221 1734 1908 172.0 1713 111.5 100.0 1002 1126 1266 1485 173.1 1244
1079 110.7 1047 107.8 115.1 111.3 1148 117.5 1112 98.1 1009 100.0 1029 1248 1369 137.6 141.1 138.8
165.0 1694 1495 1264 1168 117.8 1148 112.1 108.0 106.7 105.6 100.0 101.1 106.6 1148 111.7 1141 1236
86.0 84.0 94.8 102.0 97.6 925 1014 99.1 103.1 99.4 96.8 100.0 100.4 90.8 92.6 91.8 82.6 83.5

Note: Competitiveness-weighted relative unit labour costs in the manufactoring sector in dollar terms. Competitiveness weights take into account the structure of competition in both export and import markets of the

manufacturing sector of 42 countries. An increase in the index indicates a real effective appreciation and a corresponding deterioration of the competitive position. For details on the method of calculation see Durand, M.,

C. Madaschi and F. Terribile (1998), “Trends in OECD Countries’ International Competitiveness: The Influence of Emerging Market Economies”, OECD Economics Department Working Papers, No. 195. See also
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 44. Competitive positions: relative export prices
Indices, 1995 = 100

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany

Hungary
Iceland
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
121.5  108.7 98.1 101.0 1183 1236 1163 105.7 96.9 91.2 96.1 1000 1004 102.2 95.6 97.5 103.0 97.0
1045 103.7 107.9 109.8 112.6 102.8 104.7 99.3 98.5 99.4 96.0  100.0 923 86.1 83.7 71.5 72.7 70.0
89.8 90.0 93.7 93.3 93.0 95.4 97.3 95.0 95.9 94.0 959 1000 1002 100.1 1025 102.1 1034 106.0
100.8  100.1 97.4 99.3 1028 105.6 103.1 100.4 96.3 95.3 95.6 1000 101.3 1023 99.5 100.1 101.8 99.0
94.3 98.4 1000 1027 1032 108.8 107.3 109.0 111.1
86.8 89.5 96.2 98.8 95.6 93.3 98.7 97.2 98.7 98.7 99.9  100.0 99.6 979 100.8 102.5 98.7 98.6
87.1 88.6 88.7 91.3 94.7 99.5 99.4 98.0 90.1 79.5 85.1  100.0 95.3 94.6 98.6 945  100.2 95.2
1042 106.0 109.3 109.6 108.0 1045 107.0 102.6 103.0 100.5 99.9 100.0 101.7 99.6 99.3 98.2 922 91.1
79.5 80.9 90.1 932 90.8 89.3 93.0 915 94.9 96.5 96.7  100.0 97.8 93.4 95.3 94.1 90.7 922
. . . . . . . . . 1034 1024 100.0 1012 1057 108.0 107.2 107.9 110.2
176.2 1753 1440 1275 1201 121.3  110.0 111.0 107.6 1153 111.7 100.0 102.6 1253 1349 137.6 1258 1204
106.0 108.8 111.1 103.8 108.5 108.9 103.9 102.0 104.6 101.0 99.6 100.0 1024 1062 106.8 108.1 99.8 1119
1019 1024 1045 105.0 101.0 107.8 113.1 114.1 112.6 100.6 98.6 1000 1058 1052 109.1 109.8 108.7 110.8
70.2 71.8 80.8 79.4 81.6 79.5 74.8 80.4 84.1 945 100.8  100.0 92.7 89.7 90.2 98.1 1044  100.5
111.0  100.8 87.1 99.6 1125 1239 1166 110.1 1035 101.3 99.0 100.0 104.1 1052 84.4 81.3 83.9 79.8
72.0 72.0 74.0 74.0 74.1 81.1 89.3 88.7 97.7 108.2 96.9  100.0 91.1 87.8 82.2 96.0 83.8 82.2
100.9 103.5 101.0 97.6 97.6 95.8 93.8 94.0 91.7 92.3 99.5 1000 103.6 1100 113.8 1146 1181 119.7
94.6 91.4 92.0 98.7 98.9 95.2 96.7 95.2 95.3 95.0 96.2  100.0 98.7 95.0 94.9 93.0 90.4 92.4
96.6 92.7 88.5 94.6 106.0 104.0 98.7 92.1 89.1 93.0 974 100.0 102.1 101.7 92.8 91.6 95.2 99.0
103.2 99.7 95.7 9.4 112.1 1164 1058 100.2 94.8 90.5 89.2  100.0 95.8 95.3 95.3 94.6 97.6 97.4
. . . . . . . . .. 100.8 99.4 1000 1002 1025 1064 108.0 1074 119.0
1100 111.0 108.6 106.3 106.5 101.7 1023 103.7 105.6 101.1 99.9  100.0 98.5 95.2 94.4 94.8 94.0 95.1
. . . . . . . . . 1027 99.7 100.0 1019 1042 106.6 1035 109.8 1114
84.9 87.8 95.9 98.2 102.1 1022 107.7 1123 1119 102.6 98.5 100.0 100.9 99.8 101.5  100.5 99.8 99.0
102.7 105.0 107.6 109.1 110.8 112.6 113.3 1145 113.1 98.2 98.9 1000 1056 100.9 97.8 96.3 93.7 86.3
77.0 74.7 84.7 88.6 88.1 84.0 90.7 92.5 91.7 93.7 99.5  100.0 99.4 97.1 100.0 103.0 1019 106.4
157.2 1429 113.0 120.1 109.0 106.6 105.0 104.7 1023 101.0 98.7  100.0 97.2 99.2 96.7 95.9 84.9 96.0
98.4 101.2 97.1 98.0 103.0 101.6 103.4 1049 1028 1025 104.1 1000 101.5 1104 111.2 1078 1054 101.0
153.8 1515 1342 1236 1194 1196 1149 1145 1113 112.6 108.7 100.0 989 1014 1053 105.6 106.7 109.8

Note: Competitiveness-weighted relative export prices in the manufactoring sector in dollar terms. Competitiveness weights take into account the structure of competition in both export and import markets of the

manufacturing sector of 42 countries. An increase in the index indicates a real effective appreciation and a corresponding deterioration of the competitive position. For details on the method of calculation see Durand, M.

C. Madaschi and F. Terribile (1998), “Trends in OECD Countries’ International Competitiveness: The Influence of Emerging Market Economies”, OECD Economics Department Working Papers, No. 195. See also
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

Source: OECD.
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Annex Table 45. Export performance for total goods
Total goods, percentage changes from previous year

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 L rojections
2002 2003
Australia 6.9 7.1 2.3 -1.9 -8.9 -1.9 2.0 11.0 0.5 2.7 -4.6 -5.5 8.3 3.0 -1.2 0.3 -1.7 2.1 2.5 -1.0
Austria 3.1 5.0 -4.7 -3.7 0.7 6.8 3.6 0.9 2.5 -0.3 0.3 -0.1 5.5 9.9 1.3 7.7 3.5 4.1 2.6 0.2
Belgium* -0.1 0.5 -0.9 0.3 -1.0 0.5 -2.9 -1.1 -2.5 10.3 0.1 -2.5 -2.7 -1.4 -3.6 -1.1 -1.7 -0.9 -1.8 -0.6
Canada -0.7 -0.9 -2.8 -1.3 2.5 -4.0 4.0 1.5 -0.9 1.4 0.6 1.1 2.3 -2.9 -0.9 -0.2 -4.7 -0.2 0.9 0.4
Czech Republic .. . .. .. . .. . .. .. . -5.1 2.7 -4.5 5.9 0.9 3.3 5.8 9.0 3.3 2.8
Denmark -0.4 -0.0 -3.5 -2.7 2.3 1.3 1.8 2.8 2.4 1.3 2.0 -0.9 -3.9 -1.2 -5.6 2.1 -1.0 3.1 2.0 -0.5
Finland 1.6 2.7 -4.9 -3.8 -2.6 -6.2 04 -11.9 76 19.7 8.3 10.5 -2.8 1.9 -0.3 0.2 -3.1 -0.6 -0.3 0.4
France 0.6 1.9 -4.5 -0.9 1.1 1.2 -1.0 -1.1 1.0 1.5 -1.6 0.5 -3.4 1.8 -0.0 2.0 1.5 -1.9 -5.3 -0.2
Germany 1.9 1.5 -4.5 -3.3 -1.9 0.3 -2.6 -1.2 -2.5 -8.0 -1.9 -2.9 0.2 0.3 -2.9 -0.4 -0.1 2.1 0.2 -0.9
Hungary . . .. . . .. . . .. . 8.2 0.1 16.3 19.8 12.2 13.1 10.1 3.4 1.6 1.6
Iceland -8.7 105 274 185 0.2 -6.4 9.5 -3.4 -6.0 -4.4 4.1 7.5 0.4 -6.0 -6.9 2.3 -1.3 1.6 2.4 -1.1
Ireland 9.4 2.3 -1.3 9.2 -3.2 3.7 3.9 3.1 8.4 10.9 6.8 10.7 2.7 3.9 14.4 7.7 7.8 0.6 1.4 1.5
Italy 0.2 4.0 -5.0 -1.8 0.8 -1.8 -3.6 -4.2 0.1 11.9 2.2 -1.4 -1.9 -4.9 -6.7 -4.2 -2.6 -0.6 -0.5 -1.0
Japan 2.0 -0.5 -6.0 -6.4 -5.8 -3.7 -0.4 -5.3 -6.3 -9.7 10.5 -6.6 -6.2 0.7 -3.7 -7.6 -6.7 -8.8 -0.5 -2.1
Korea 2.7 39 107 119 6.8 -12.9 2.8 5.9 1.8 0.5 2.8 7.7 2.0 1.4 245 2.5 -0.7 -4.4 1.3 2.5
Luxembourg .. . .. .. . -3.3  -10.1 2.4 13.9 11.5 11.8 -5.1 3.0 1.8 16.2 154 13.6 5.1 2.1 29
Mexico -5.8 -7.3 1.3 5.0 9.4 3.2 7.5 10.3 2.2 3.7 -39  16.6 8.3 0.4 -0.4 2.2 1.5 -0.1 0.7 -0.0
Netherlands 3.1 2.4 2.0 -1.1 2.8 -0.2 -0.5 0.0 -0.2 3.5 2.3 0.2 -0.1 -0.8 0.1 1.8 -1.9 4.4 0.4 -0.5
New Zealand -4.8 9.0 -1.6 -5.1 4.5 -11.6 43 8.7 -3.7 -0.4 0.7 -5.4 -0.2 -0.2 2.1 -3.1 -3.0 3.0 1.6 0.1
Norway 2.4 0.2 -5.1 6.3 -0.8 9.1 2.7 3.4 3.6 52 4.5 -0.3 6.8 -1.8 -4.5 -1.0 -5.1 3.5 -0.3 -4.2
Poland . . . . . ; . . ; . 80 71 37 55 02 09 126 99 19 27
Portugal 87 65 15 40 -03 115 66 38 40 -09 41 57 48 07 32 29 -5 19 05 02
Slovak Republic - . . . . . . . . . 1 05 27 59 39 47 35 05 31 0.l
Spain 13.6 2.1 13.0 -0.2 -0.3 -0.1 2.3 1.2 0.7 14.5 10.8 1.2 6.8 4.4 2.8 1.2 0.3 2.2 0.5 -0.4
Sweden 0.2 -1.9 -3.7 2.1 2.7 -4.3 4.3 -4.9 2.4 9.7 5.1 1.5 -1.0 1.3 0.1 0.5 -0.2 -5.1 0.1 1.3
Switzerland 26 60 43 47 07 22 20 71 05 23 64 -49 33 34 32 30 -58 21 26 34
Turkey 25.5 158 -22.8 18.8 3.9 -4.7 2.5 3.4 59 115 11.9 -4.2 72 11.7 -0.7 2.7 8.0 1.7 -2.8 -1.5
United Kingdom 1.8 3.2 -0.9 1.3 -3.0 -1.2 0.9 -3.6 2.0 0.8 2.5 1.1 2.6 -1.6 -6.6 -1.5 -1.0 1.3 -3.0 0.8
United States -1.3 0.7 0.8 8.5 5.2 4.0 3.2 0.0 -0.6 2.2 2.3 3.2 1.6 3.5 -1.3 2.0 -1.3 -4.8 -5.8 -1.9
Total OECD 1.6 1.5 -3.3 -0.7 -0.4 -0.4 -0.1 -1.2 -1.2 -0.4 -1.5 -0.4 -0.4 0.7 -1.2 -1.2 -1.2 -1.0 -1.3 -0.6
Memorandum items
China 2.3 14.5 6.2 2.0 0.7 -2.9 0.5 8.2 10.1 2.6 19.2 -6.7 6.9 16.9 8.4 1.7 12.5 12.5 7.7 7.1
Dynamic Asia” 2.1 -4.1 15.1 10.0 4.5 2.2 4.4 5.1 3.5 3.6 2.4 0.3 -1.3 -0.7 1.4 -4.6 -1.0 -3.9 -1.1 33
Other Asia -3.0 -3.1 52 3.8 -1.8 5.7 54 1.0 7.3 7.8 1.1 6.5 5.5 -4.3 1.6 1.9 2.0 2.5 1.3 -0.5
Non-OECD Asia 1.5 -1.0 124 8.0 3.3 1.7 3.8 5.3 5.0 3.8 5.2 -0.5 0.8 2.4 2.8 -2.8 2.3 0.6 1.4 3.9
Latin America 30 06 86 20 65 24 29 -16 41 34 43 68 13 00 27 15 05 27 23 05
Africa and Middle-East -8.0 -0.7 21.0 -9.0 -1.3 -0.7 -6.0 0.5 -0.8 1.6 -5.3 -7.0 8.3 1.5 0.9 -0.8 -7.0 -0.2 0.2 0.1
Central and Eastern Europe 2.2 -8.4 2.1 -1.1 -3.8 -4.1 -3.5 -13.1 13.4 -1.0 11.9 0.1 45 -119 -7.0 59 -4.4 3.0 1.5 -1.6
Total of non-OECD countries 16 32 85 04 03 02 -1 01 -00 26 24 24 15 04 15 -10 -02 08 12 25
World 0.8 0.3 -0.4 -0.6 -0.2 -0.4 -0.3 -0.9 -0.9 0.4 -0.5 -0.9 0.1 0.6 -0.5 -1.2 -0.9 -0.5 -0.6 0.3

Note: Regional aggregates are calculated inclusive of intra-regional trade. Export performance is the ratio between export volumes and export markets for total goods. The export volume concept employed is the sum of the
exports of non-manufactured goods and manufactures. The calculation of export markets is based on a weighted average of import volumes in each exporting country’s markets, with weights based on trade flows in 1995.
The export markets for total goods facing each country is calculated as the weighted sum of the individual export markets for non-manufactured goods and manufactures, where the weights correspond to the commodity

export structure of the exporting country in 1995.

a) Including Luxembourg until 1994.

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

Source: OECD.
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Annex Table 46. Shares in World exports and imports
Percentage, values for total goods, customs basis

Projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
A. Exports
Canada 4.8 4.8 4.5 42 4.3 42 3.9 3.8 3.7 4.0 4.0 39 3.9 4.0 4.1 4.5 4.6 4.4 4.3 4.3
France 53 54 6.1 6.1 6.0 59 6.3 6.2 6.3 5.7 5.6 5.7 5.5 5.4 5.8 5.5 49 49 4.7 4.6
Germany 97 102 123 127 122 118 122 11.7 11.8 104 102 105 102 9.7 102 9.9 8.9 9.5 9.7 9.4
Italy 4.0 4.2 4.8 4.8 4.6 4.7 5.0 4.9 4.8 4.5 4.5 4.6 4.7 4.3 4.5 4.2 3.8 3.9 4.0 3.9
Japan 9.4 9.7 105 9.8 9.8 9.4 8.7 9.3 9.4 9.9 9.5 8.9 79 7.8 73 7.6 7.8 6.8 6.5 6.4
United Kingdom 5.1 5.4 52 5.4 53 5.1 5.4 53 5.1 4.8 49 4.8 5.0 5.1 5.1 4.8 4.5 4.5 4.5 4.5
United States 117 114 105 102 113 11.8 112 117 116 118 115 110 11.1 120 120 119 119 115 109 10.6
Other OECD countries 195 197 206 216 21.8 215 223 221 221 224 226 23.6 238 233 244 244 236 243 249 248
Total OECD 694 706 745 748 753 744 750 749 747 735 728 729 721 717 734 728 699 699 694 685
Non-OECD Asia 10.2 9.9 98 106 113 118 117 131 141 155 162 163 163 168 162 166 177 174 178 18.6
Latin America 4.7 4.5 3.7 33 3.4 3.4 32 3.0 2.9 3.0 3.0 2.9 3.0 32 3.1 29 32 33 35 3.4
Other non-OECD countries 157 150 121 114 100 104 10.1 9.0 8.2 8.0 79 79 8.6 8.4 73 7.7 9.2 9.4 9.4 9.5
Total of non-OECD countries 306 294 255 252 247 256 250 251 253 265 272 271 279 283 266 272 301 301 306 315
B. Imports
Canada 3.5 3.7 3.6 3.4 3.5 3.6 32 32 3.1 3.4 33 3.1 3.0 3.4 35 3.6 3.6 3.4 33 33
France 5.5 5.6 6.0 6.3 6.2 6.3 6.7 6.4 6.2 5.4 5.3 5.4 52 4.8 53 5.1 4.8 4.7 4.5 44
Germany 8.0 8.3 9.1 9.3 8.9 89 100 108 10.7 9.0 8.8 9.0 8.7 8.0 8.6 8.3 7.7 7.8 7.7 7.6
Italy 4.1 4.3 44 4.7 4.5 4.6 4.8 4.7 4.6 3.6 3.7 3.7 3.6 3.5 3.7 3.6 34 34 3.4 34
Japan 6.4 6.0 5.4 5.5 59 6.2 6.0 6.0 5.5 5.8 5.8 5.9 59 5.5 4.6 4.9 53 5.0 4.5 42
United Kingdom 5.4 5.6 59 6.2 6.6 6.5 6.4 5.8 5.8 5.4 53 52 5.4 5.6 5.8 5.7 5.3 5.3 52 52
United States 178 180 177 170 162 161 148 142 145 160 160 150 154 163 173 188 198 191 19.0 189
Other OECD countries 20.1 208 220 233 234 237 249 246 244 241 243 248 252 246 251 253 243 244 251 248
Total OECD 70.8 723 741 757 754 757 768 757 748 726 725 721 723 718 738 753 741 731 727 718
Non-OECD Asia 9.8 10.1 9.6 99 11.1 116 114 126 137 158 162 164 160 159 139 143 157 154 155 165
Latin America 3.9 3.7 3.7 3.4 3.1 2.9 2.8 29 32 3.6 3.7 3.8 3.8 4.3 4.5 3.7 3.6 4.0 4.0 3.9
Other non-OECD countries 155 139 126 110 103 9.8 9.0 8.8 8.2 8.0 7.6 7.7 7.8 7.9 7.7 6.8 6.6 7.5 7.8 7.8
Total of non-OECD countries 292 2777 259 243 246 243 232 243 252 274 275 279 277 282 262 247 259 269 273 282

Note: Regional aggregates are calculated inclusive of intra-regional trade.

Source: OECD.
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Annex Table 47. Trade balances

$ billion

Projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Australia 0.8  -1.0 -19 05 -07 -34 0.4 3.5 16 -01 -33 -42 -06 1.8 -54 97 -47 20 23 26
Austria 3.2 -3 -40 -48 48 -56 -70 86 -7.7 65 -719 -7 -73 43 37 36 -27 -18 -09 -02
Belgium® 0.4 1.2 32 24 3.9 3.6 32 3.6 54 7.4 87 11.8 105 9.4 9.3 8.9 4.5 4.8 4.2 5.0
Canada 156 119 7.2 9.2 8.8 6.5 9.5 6.1 74 102 148 258 31.1 186 153 259 399 398 339 36.6
Czech Republic . . . . 05 -14 37 57 50 26 -19 31 3.1 37 33
Denmark 02 -07 -1.0 0.8 2.4 2.7 5.0 5.1 7.4 7.8 7.6 6.7 7.7 5.8 3.8 6.4 6.7 6.8 7.1 8.1
Finland 1.6 1.0 1.8 1.6 1.3  -0.1 0.9 24 4.0 6.4 77 124 113 116 125 122 137 127 114 129
France -44 -50 -14 78 -7.6 -103 -133 -9.7 24 7.2 72 11.0 151 266 254 18,6 -04 3.8 4.8 3.7
Germany 214 283 546 676 763 749 684 195 282 412 509 651 706 713 778 709 586 895 1040 109.3
Greece 55 65 58 7.1 79 95 -13.1 -13.0 -149 -135 -146 -186 -199 -191 -17.1 -188 -205 -19.1 -20.1 -22.0
Hungary . . . . . . . . . 33 36 24 27 20 -24 22 -18 -20 -22 22
Iceland -0.0  -0.0 0.1 -0.1 -0.0 0.1 0.1 -0.0 0.0 0.2 0.3 0.2 0.0 00 -04 -03 -05 -0.1 -0.0  -0.0
Ireland 0.2 0.6 1.1 2.6 3.8 4.0 39 4.3 7.0 8.1 93 135 157 186 200 243 255 315 339 384
Italy 5.1 54 4.8 01 -08 -27 -18 -25 -1.0 295 314 388 540 400 365 235 100 175 202 222
Japan 443 549 90.7 913 923 803 692 962 1247 1394 1441 132.1 837 101.6 1225 1232 1166 703 88.7 1122
Korea -1.1 - -0.0 4.3 75 113 44 25 -68 -1.8 23 29 44 -150 -32 416 284 169 134 108 188
Luxembourg . . . . . . . . . . . -8 -20 -20 -19 25 -22 22 -31 -28
Mexico 13.2 8.4 5.0 8.8 2.6 04 -09 -73 -159 -135 -185 7.1 6.5 06 -79 -56 -80 -97 -90 -129
Netherlands 6.6 6.8 7.4 6.3 10.1 98 120 120 123 169 187 238 228 209 210 160 213 235 27.6 299
New Zealand -0.5  -0.0 0.1 0.6 22 1.0 0.9 2.1 1.6 1.7 1.4 0.9 0.5 0.8 09 -04 0.6 1.5 1.0 1.2
Norway 3.5 30 38 26 -21 1.1 4.6 6.0 8.3 6.9 7.5 86 129 115 1.8 10.1 255 250 252 27.1
Poland . . . . . . . . . 25 -06 -16 -73 98 -12.8 -151 ~-123 -122 -138 -154
Portugal 20 -14 -15 -34 52 46 -65 -75 92 -78 -8.1 87 90 -99 -122 -13.8 -140 -13.0 -12.6 ~-13.3
Slovak Republic . . . . . . . . . -0.9 01 -02 -23 -21 -24 -11 -09 -21 -23 -23
Spain 46 47 72 -137 -187 -254 -29.1 -304 -304 -15.1 -148 -184 -163 -135 -20.7 -304 -328 -31.6 -344 -374
Sweden 34 24 5.1 4.5 4.8 4.0 34 6.3 6.2 7.2 94 169 187 190 175 167 150 13.8 146 1638
Switzerland 42 -39 43 -60 -63 -74 -71 -60 -10 1.7 1.6 0.9 09 -03 -16 -02 -25 -21 1.4 1.8
Turkey 29 30 3.1 32 -18 42 96 -73 82 -142 42 -132 -106 -154 -142 -104 -224 48 -69 -8.0
United Kingdom -7.1 42 -141 -194 -383 -40.6 -32.8 -182 -228 -19.6 -17.0 -19.0 -214 -202 -362 -44.6 -454 -47.6 -50.2 -50.0
United States -112.5 -122.2 -145.1 -159.6 -127.0 -117.7 -111.0 -76.9 -96.9 -132.5 -165.8 -174.2 -191.0 -198.1 -246.7 -345.4 -452.2 -426.6 -462.3 -533.0
Euro area 55 11.6 530 438 505 343 17.8 -299 -38 738 88.6 1224 1456 149.8 146.8 1054 609 1158 134.8 145.7
European Union 1.7 9.1 429 297 194 04 -6.6 -36.6 -13.0 69.2 885 127.0 150.7 1544 1319 838 37.1 888 106.2 120.6
Total OECD -43.7 -429 79 -239 -13 -38.6 -529 -27.1 69 642 580 985 512 535 17.7 -121.0 -271.7 -222.1 -235.1 -261.5

a) Including Luxembourg until 1994.

Source: OECD.
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Annex Table 48. Non-factor services, net

Australia
Austria
Belgium®
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland

Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

$ billion

Projections
1984 1985 1986 1987 19838 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
-3.7 -3.5 -2.9 26 24 43 3.6 -25 26 -15 -1.3 -1.0  -00 -04 -1.1 -0.9 0.3 06 -12 -1.5
34 33 5.0 5.5 54 6.8 9.1 10.1 9.4 7.5 7.3 4.6 4.6 1.0 2.4 1.8 0.9 1.5 2.0 2.1
0.3 0.2 0.5 1.1 0.7 -0.8 0.0 -0.2 0.5 1.1 1.2 0.1 0.4 1.4 1.0 1.5 23 2.9 32 4.2
-39 41 -4.1 46 54  -69 9.1 -10.0 -10.1 -10.5 -8.5 74 -6.7 -6.4  -45 -4.3 -4.5 44 40 43
1.0 0.5 1.8 1.9 1.8 1.8 1.1 1.3 1.4 1.5 1.8
0.8 0.7 0.3 0.5 0.8 0.7 1.8 2.8 2.3 1.6 0.5 0.7 1.3 0.1 -0.3 1.7 24 35 29 34
-0.3 -0.5 -0.8 -1.3 -1.8 -2.3 32 36 29 22 -18 220 -1.7 -1.6 -1.1 14 24 2.1 2.2 -2.3
8.9 9.6 100 104 107 13,6 149 166 195 173 178 143 151 165 176 180 199 190 189 2I.1
54 -45 -7.0 -10.7 -144 -13.7 -18.6 -22.6 -31.6 -33.8 -41.1 -47.0 -454 -425 -470 -53.0 -50.8 -523 -479 -51.0
2.5 24 29 4.0 4.5 4.1 5.7 6.1 7.2 6.7 7.7 7.9 7.6 7.2 7.0 7.6 8.3 7.9 7.8 8.7
. . . . . . . . . 0.2 0.2 0.6 1.5 2.3 1.8 1.4 1.8 2.2 22 24
0.0 0.0 0.1 00 -0.0 0.0 00 -00 -0.0 0.0 0.0 0.0 0.0 00 -0.0 -0.1 -0.1 0.0 0.2 0.2
-0.3 -0.3 -0.6 -1.0  -14  -18 -1.7 20 -3.1 3.0 4.1 -6.3 -1.7 9.0 -10.1 -11.1 -12.0 -154 -16.7 -19.0
33 34 34 3.5 1.6 2.5 3.6 33 0.6 32 5.2 6.4 7.2 7.9 4.8 1.2 0.9 -0.0 0.1 -0.1
-120 96 -129 -204 -303 -36.7 -429 -419 -440 -430 -480 -573 -623 -541 -495 -541 -47.6 -43.8 -357 -345
0.4 0.5 1.4 2.3 2.3 0.4 06 -22 29 21 -1.8 3.0 -62 32 1.0 -0.7 -2.9 -3.5 -5.3 -7.8
. . . . . . . . . . . 24 2.5 2.8 3.0 34 34 2.8 3.2 34
-0.3 -0.6  -04 0.3 00 -05 -1.9  -1.8 =23 -2.1 -2.0 0.7 04 -07 -09  -1.8 =23 3.6 -4.1 -4.4
06 -12  -13 -1.5 -2.3 -1.4 -04  -0.8 -0.1 -0.1 0.2 1.1 2.0 32 2.5 2.5 -0.4 -1.5 24 24
-0.3 -0.3 -0.5 -0.5 -0.6  -0.8 -0.8 -0.8 -09 -06 -03 -0.2  -0.3 -0.6 -0.8 -0.3 -0.2 -0.0  -03 -0.3
2.0 1.8 1.2 0.6 1.6 2.6 32 3.5 0.4 0.8 0.2 0.2 0.6 0.2 -0.5 -0.8 0.5 1.5 1.5 1.3
. . . . . . . . . 0.4 2.8 35 34 32 4.2 14 1.4 2.3 2.9 3.5
0.4 0.6 0.8 0.9 0.6 0.8 0.9 0.6 0.5 1.2 1.0 1.3 14 1.5 1.9 1.8 1.8 2.5 33 3.6
. . . . . . . . . 0.3 0.7 0.5 0.0 0.1 0.2 0.2 0.4 0.5 0.6 0.6
7.9 8.1 1.8 134 139 127 119 121 124 117 149 18.6 204 200 219 230 223 247 270 294
0.0 -06 -1.8 -1.7 22 30 -33 2.6 -23 0.1 02 -06 -13 -1.8 26 -23 -2.7 -1.0 -1.1 -1.2
4.4 4.8 6.6 8.3 8.3 8.0 94 103 107 114 115 129 124 131 135 133 139 13.0 128 135
0.9 1.5 1.6 2.1 3.7 3.9 49 52 5.8 6.7 7.0 9.6 6.6 109 135 74 113 9.1 8.5 7.5
5.8 8.6 9.5 11.1 7.9 6.0 7.7 7.2 9.6 9.9 9.8 134 150 205 210 189 209 169 17.6 163
34 0.3 6.5 79 124 246 302 458 604 637 692 778 892 904 799 836 765 788 704 782
20.1  21.1 246 245 175 20.6 220 19.7 123 9.7 8.3 1.3 6.4 8.3 39 49 -5.8 -102  -3.6 23
266 299 32,6 345 240 242 282 271 219 213 188 148 214 271 220 133 148 9.1 15.7 163
176 208 292 28.0 13.6 147 17.0 327 36,6 458 489 537 621 834 805 588 645 619 658 726

Note: The classification of non-factor services and investment income is affected by the change in reporting system to the International Monetary Fund, Fifth Balance of Payments Manual.

a) Including Luxembourg until 1994.

Source: OECD.
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Annex Table 49. Investment income, net

$ billion
Projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Australia 41 45 49 -58 -86 -104 -132 -122 -10.1 -81 -124 -140 -152 -138 -11.3 -123 -109 -10.7 -11.1 -12.1
Austria 03 -02 -06 -08 -09 -09 -09 -14 -14 -15 -17 -24 09 -15 -20 -29 -23 -27 31 32
Belgium® 0.9 0.9 1.2 1.5 1.7 34 4.0 4.9 54 6.0 6.4 6.4 6.0 5.7 6.5 6.8 7.3 7.4 7.7 7.9
Canada 124 -128 -140 -17.1 -17.5 -205 -194 -174 -17.5 -208 -189 -22.7 -21.5 -209 -197 -21.1 ~-183 ~-17.7 -18.1 ~-189
Czech Republic -0 -00 -0a1 -07 -08 -10 -13 -13 -13 -1.1 -l1.6
Denmark 23 26 35 41 -37 -38 51 -51 -49 38 -38 38 -37 34 28 24 36 -35 42 45
Finland -1 -10 -13 -16 -17 27 37 47 -54 49 -44 44 36 -24 31 20 -18 -21 -19 -20
France 24 23 -17 -17 -10 -03 -6 -33 -60 -66 -60 -84 -19 74 9.1 120 138 140 157 163
Germany 4.7 4.7 53 52 94 143 206 203 21.8 16.6 2.9 0.1 10 -14 -72 96 -31 -113 -57 -40
Greece - -3 -5 -16 -17 -19 -19 -19 -23 -6 -14 -18 -20 -17 -l6 -07 -09 -18 -21 -24
Hungary . . . . . . . . . -2 -14 -18 -15 -14 -19 -17 -16 -15 -23 -24
Iceland -02 -01 -02 -02 -02 -02 -02 -02 -02 -1 -02 -02 -02 -02 -02 -02 -02 -03 -03 -03
Ireland -8 21 26 -31 -39 43 50 46 -56 -53 -54 -73 -82 97 -106 -140 -150 -17.8 -189 -20.6
Italy 25 27 42 49 55 72 -146 -175 -220 -174 -169 -159 -154 -101 -109 -11.2 -120 -105 -133 -13.1
Japan 4.2 6.8 93 163 206 229 227 260 357 407 404 441 534 557 568 500 575 726 797 923
Korea -3 21 23 -16 -13 -06 -01 -02 -04 -04 -05 -13 -18 -25 -56 -52 -24 -09 0.6 2.1
Luxembourg . . . . . . . . . . . 2.2 2.0 1.4 1.0 0.6 0.3 0.1 0.2 0.2
Mexico 0.1 90 -75 -68 -72 83 86 -86 -96 -114 -13.0 -133 -139 -128 ~-133 -129 -144 -135 -13.7 -138
Netherlands 14 -02 -02 1.4 1.2 29  -06 04 -1.0 0.9 3.7 7.3 3.5 70 3.1 08 36 -36 -15 -1.1
New Zealand -1 13 -15 20 21 -19 -16 -25 -25 -29 -34 40 47 49 26 31 34 31 31 33
Norway -7 -12 -13 -14 25 -28 -34 40 -28 -28 -22 -19 ~-18 ~-l6 -1.1 -1.7 -15 -08 1.7 24
Poland . . . . . . . . . 34 26 20 -11 -11 -12 -0 -15 -18 -22 -28
Portugal -2 -1.1 -1.0 -08 -08 -06 -0. 0.2 0.6 02 -06 -00 -10 -15 -16 -1.8 -23 31 -42 -42
Slovak Republic . . . . . . . . . -00 -01 -00 -00 -01 -02 -03 -04 -03 -03 -03
Spain 23 -17 -18 -26 -33 -28 35 43 -58 36 -78 41 -61 -68 -75 95 -83 -100 -10.7 -11.3
Sweden -19 20 -20 -16 -18 -23 -45 -64 -100 -88 -59 55 -63 49 32 20 -14 -28 -18 -14
Switzerland 5.0 5.0 5.8 6.8 8.9 8.1 8.8 8.9 8.4 9.1 79 11.8 126 162 17.8 202 234 179 168 179
Turkey -5 -16 -19 21 25 -23 25 27 -26 -27 33 32 29 30 30 -35 40 -50 -51 45
United Kingdom 3.1 -0.0 4.2 1.4 1.3 -12 51  -59 02 -03 5.1 33 1.8 64 208 6.5 130 16.1 11.1 9.4
United States 35.1 257 155 143 187 198 285 241 23.0 239 167 205 21.0 88 -62 -136 -148 -19.1 -26.8 -37.0
Euro area 57 71 -85 90 -64 00 -74 -120 -21.7 -17.2 -31.1 -282 -268 -13.6 -31.0 -31.3 -279 -414 -378 -37.6
European Union -6.8 -11.6 -98 -13.2 -106 -73 -22.1 -294 -364 -30.1 -357 -342 -349 -156 -162 -292 -199 -31.7 -328 -342
Total OECD 51 -67 -127 -129 44 36 -11.2 -181 -151 -103 -28.7 -22.2 -13.3 20 -88 -369 -136 -17.2 -18.1 -16.5

Note: The classification of non-factor services and investment income is affected by the change in reporting system to the International Monetary Fund, Fifth Balance of Payments Manual.

a) Including Luxembourg until 1994.

Source: OECD.
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Annex Table 50. Current account balances

$ billion
Projections

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Australia 75 78 -84 -67 -100 -163 -140 92 95 -81 -152 -174 -140 -10.7 -164 -21.3 -134 -7.7 -146 -16.1
Austria -0.2  -0.1 03 -02 -03 0.3 12 -00 -07 -14 33 -61 -54 -65 -52 -67 -53 -43 35 -32
Belgium® 0.8 1.7 4.0 3.6 4.7 44 53 6.2 88 119 130 142 129 128 126 127 102 11.5 11.6 135
Canada -3 57 -112 -135 -149 -218 -198 -224 -21.1 -21.7 -13.0 -44 34 82 -83 1.2 181 189 13.1 146
Czech Republic . . . . . . . . . 05 -08 -14 41 -36 -14 -16 -28 -27 -31 -29
Denmark -1.7 27 45 30 -16 -1.7 0.6 1.2 32 39 2.3 1.2 2.7 0.7 -1.6 2.9 2.5 4.1 3.1 43
Finland 00 -08 -07 -17 -27 -58 -70 -68 -51 -1.1 1.1 54 5.1 6.8 7.3 7.7 8.9 7.8 6.3 7.5
France -0.8  -0.2 24 45 46 46 98 57 4.8 9.6 74 11.0 208 37.8 393 356 20.1 240 258 262
Germany 100 183 402 458 527 571 486 -184 -145 97 -243 -207 -79 -31 -67 -191 -204 2.1 268 302
Greece 24 37 21 -17 -15 -33 46 -26 -36 -19 -14 45 -63 -53 37 53 -715 -72 -712 74
Hungary . . . . . . . . . 35 40 25 -17 -10 23 -21 -13 -1.1 -21 -20
Iceland -0.1  -0.1 00 -02 -02 -01 -01 -03 -02 0.0 0.1 0o1r -01 -01 -06 -06 -08 -04 -01 -0.1
Ireland -0 -08 -09 -01 -00 -06 -04 0.3 0.5 1.8 1.5 1.7 2.0 1.9 0.8 04 -05 -13 -12 -08
Italy 3.1 42 22 25 70 -112 -168 -242 -302 80 126 250 391 337 230 82 54 3.2 33 52
Japan 350 507 854 841 792 633 442 683 1126 1319 1303 111.2 658 943 121.0 107.0 116.8 91.1 124.1 1599
Korea -1.3 -0.8 47 10.1 145 54 20 -83 -39 1.0 -39 -85 -23.0 -82 404 245 122 8.6 63 133
Luxembourg . . . . . . . . . . . 23 2.0 1.7 1.6 1.0 1.0 0.3 0.1 0.5
Mexico 4.2 0.8 -14 42 24 58 -715 -146 -244 -234 -297 -16 -25 -77 -161 -140 -177 -175 -177 -219
Netherlands 6.3 4.4 4.3 4.2 7.1 9.4 8.1 7.5 68 132 173 258 215 250 133 130 11.0 119 18.0 20.7
New Zealand -9 -16 -18 -17 -04 -16 -14 -12 -17 -17 -21 31 -40 44 22 36 -28 -16 -21 -23
Norway 33 30 47 44 40 -0.1 3.1 43 44 3.6 3.8 49 102 87 -13 6.0 230 241 268 292
Poland . . . . . . . . . -4.6 1.0 09 -33 57 -69 -125 -100 -7.7 -8.8 -10.0
Portugalb -0.6 0.4 1.2 04 -1.0 02 -02 -07 -03 03 -23 -02 42 -61 -78 -99 -11.1 -10.1 -99 98
Slovak Republic . . . . . . . . . -0.6 0.7 04 21 -20 -20 -10 -07 -18 -18 -1.7
Spain 1.8 2.8 39 -02 37 -109 -181 -199 -216 -57 -64 0.8 0.4 25 30 -139 -174 -152 -17.1 -18.0
Sweden 0.7 -1.0 00 -00 -06 -31 -63 -47 -75 -26 2.5 8.1 8.5 9.0 8.2 8.7 7.6 6.7 84 109
Switzerland 4.4 5.1 6.9 7.6 9.1 7.0 87 106 152 195 175 214 219 255 260 284 310 246 263 28.1
Turkey -14  -10 -15 -08 1.6 09 -2.6 03 -10 -64 26 23 24 26 20 -14 98 33 04 -05
United Kingdom -0.6 05 -35 -12.7 -354 -43.1 -39.1 -190 -229 -179 -103 -143 -135 -29 -80 -31.0 -256 -251 -29.1 -324
United States -94.3 -118.2 -147.2 -160.7 -121.2 -99.5 -79.0 3.7 -485 -82.5 -118.2 -109.9 -120.9 -139.8 -217.5 -324.4 -444.7 -417.4 -469.9 -545.5
Euro area 10.9 177 548 43.0 437 349 63 -644 -550 250 152 547 80.0 101.2 713 237 -165 226 53.1 647
European Union 9.3 145 468 273 6.2 -13.0 -38.5 -869 -82.3 8.3 9.7 498 77.6 108.0 70.0 43 -32.1 83 356 476
Total OECD -51.8 -61.1 -322 -547 -425 -81.6 -1089 -557 -603 122 -21.1 374 0.7 425 -15.7 -211.2 -335.2 -278.8 -287.6 -310.2

Note: The balance-of-payments data in this table are based on the concepts and definition of the International Monetary Fund, Fifth Balance of Payments Manual.

a) Including Luxembourg until 1994.

b) Break between 1995 and 1996, reflecting change in methodology to the International Monetary Fund, Fifth Balance of Payments Manual (capital transfers from European Union are excluded from the current account as
from 1996).

Source: OECD.
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Annex Table 51. Current account balances as a percentage of GDP

Australia
Austria
Belgium*
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Ttaly
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 ;;ggec“;g;%
-4.0 -4.7 -4.9 -33 -3.8 -5.6 -4.6 -3.0 -3.1 2.7 -4.5 -4.8 -3.5 -2.7 -4.5 -5.4 -3.5 2.2 -3.8 -3.9
03 -01 03 02 02 02 07 00 -04 08 -1.6 26 23 32 25 32 28 23 -18 -16
1.0 2.0 3.5 2.5 3.0 2.7 2.6 3.0 3.8 55 5.6 5.1 4.8 5.2 5.0 5.1 4.4 5.0 5.0 55
04 -16 30 32 30 39 34 37 36 39 23 08 05 -13 -13 02 25 27 19 20
13 -19 26 71 67 25 29 56 -47 -47 40

-3.1 -4.6 -5.3 -2.9 -1.4 -1.6 0.4 0.9 2.2 2.8 1.5 0.7 1.5 0.4 -0.9 1.7 1.6 2.5 1.9 2.5
01 -14 09 -19 =25 50 -51 -54 47 -13 11 41 40 56 56 60 74 65 52 59
-0.1 -0.1 0.3 -0.5 -0.5 -0.5 -0.8 -0.5 0.4 0.8 0.5 0.7 1.3 2.7 2.7 2.5 1.5 1.8 2.0 1.9
1.6 28 44 40 43 47 32 -0 07 05 -1 -08 03 -01 -03 09 -1 01 15 16
59 91 43 30 23 48 55 28 36 21 -14 38 51 44 31 42 67 62 -59 57
.. . .. . . .. . .. .. -9.0 9.5 -5.5 -3.8 -2.1 -4.9 -4.4 -2.9 2.1 -3.5 -3.1
46 38 05 33 36 -19 21 40 23 08 19 08 -18 -1.7 70 -70 -10.1 46 -18 -15
54 37 31 02 01 -15 08 07 10 37 27 26 28 24 09 04 -07 -13 -1.1 -07
-0.8 -1.0 0.3 -0.3 -0.8 -1.3 -1.5 2.1 -2.5 0.8 1.2 2.3 3.2 2.9 1.9 0.7 -0.5 0.3 0.3 0.4
27 37 42 34 27 21 15 20 30 30 27 21 14 22 31 24 24 22 33 43
14 08 43 74 79 24 08 28 -12 03 -0 -1.7 -44 15 128 60 27 20 14 28
. . . . . . . . . . . 126 110 95 87 49 49 15 03 24
25 08 -08 28 -13 27 29 47 -67 -58 71 05 -08 -19 38 29 31 28 26 -30
4.8 3.2 2.4 1.8 2.9 4.0 2.7 2.5 2.1 4.1 49 6.2 52 6.6 34 3.2 2.9 3.1 4.6 5.0
84 72 62 -49 -10 38 32 28 42 40 -40 51 60 -66 -40 66 -54 32 40 -40
54 48 62 48 41 -01 26 37 35 30 30 33 65 56 09 39 143 147 153 155
.. . .. .. . .. .. . .. -5.2 1.0 0.7 2.3 -4.0 -4.4 -8.1 -6.3 -4.3 -4.8 -5.1
25 15 33 10 20 03 -03 -08 02 04 24 01 37 57 69 86 -104 92 87 -8.1
.. . .. .. . .. .. . .. -4.8 4.5 2.1 -10.6 9.5 9.3 -5.0 -3.8 -8.8 -7.9 -6.8
.1 16 16 -00 -10 28 35 36 36 -1 -13 01 01 04 05 =23 31 26 29 28
07 -10 00 00 -03 -16 =26 -19 30 -13 12 34 32 38 34 36 33 32 39 47
4.6 52 5.0 4.4 4.9 3.9 3.8 4.6 6.2 8.2 6.7 6.9 7.4 10.0 9.9 11.0 129 9.9 10.3 10.6
24 -15 -19 09 20 09 -7 01 06 -36 22 -15 -13 -13 1.1 09 -49 24 02 -02
-0.1 0.1 -0.6 -1.8 4.3 -5.1 -4.0 -1.8 2.1 -1.9 -1.0 -1.3 -1.1 -0.2 -0.6 -2.1 -1.8 -1.8 -1.9 2.1
24 28 33 34 24 -18 -4 01 -08 -12 -17 -15 -15 -17 25 35 45 41 -44 49
05 o8 18 11 10 08 o0 -1 -09 04 02 08 1.1 16 11 04 03 04 09 10
0.3 0.5 1.2 0.6 0.1 -0.2 -0.6 -1.2 -1.1 0.1 0.1 0.6 0.9 1.3 0.8 0.1 -0.4 0.1 0.4 0.6
-0.6 -0.6 -0.3 -0.4 -0.3 -0.5 -0.6 -0.3 -0.3 0.1 -0.1 0.2 0.0 0.2 -0.1 -0.8 -1.3 -1.1 -1.1 -1.2

a) Including Luxembourg until 1994.

b) Break between 1995 and 1996, reflecting change in methodology to the International Monetary Fund, Fifth Balance of Payments Manual (capital transfers from European Union are excluded from the current account as

from 1996).
Source: OECD.
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Annex Table 52. Structure of current account balances of major world regions

$ billion
Projections
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Trade balance
OECD -44 -43 -8 -24 -1 -39 -53 =27 7 64 58 99 51 54 18 -121 -272 222 -235 -261
Non-OECD of which: 63 53 16 51 33 48 69 54 29 -0 31 11 41 53 47 155 276 205 212 234
Non-OECD Asia of which: 0 -9 -1 13 2 3 8 10 4 -13 -4 -15 -11 27 96 105 94 90 104 107
China 0 -13 -9 -2 -5 -6 9 9 5 -11 7 18 20 46 47 36 34 34 34 30
Dynamic Asia® 12 18 22 28 21 22 11 11 8 8 3 -13 -6 1 69 85 82 80 95 103
Other Asia -12 -13 -14 -13 -14 -13 -12 -9 -10 -11 -14 -20 -24 -21 -20 -16 -23 -24 -25 -26
Latin America 26 25 12 12 22 28 31 19 10 2 3 -7 -6 -19 -33 -6 12 -0 9 15
Africa and Middle-East 24 31 -4 15 4 22 53 23 14 11 23 25 54 48 -11 33 118 73 66 76
Central and Eastern Europe 13 5 8 12 6 -6 -23 1 2 -0 10 8 4 -3 -4 23 52 42 33 36
World” 20 10 8 27 31 10 16 26 36 64 89 109 92 106 65 34 4 -17 -23 -27
Services and private transfers
OECD 17 10 10 3 -5 -4 -11 -1 2 17 -0 8 24 59 47 -13 16 6 9 14
Non-OECD of which: -89 -83 -67 -68 -74 -83 -85 -102 -90 91 -2 -110 -105 -110 ~-125 -113 -127 -131 -138 -155
Non-OECD Asia of which: -5 -5 -1 -2 -4 -4 -3 -1 -0 -2 3 -16 -6 1 -20 -18 -10 -20 -23 -27
China 2 2 2 2 2 1 3 4 1 -1 0 -17 -13 -10 -15 221 -14 -16 -19 -21
Dynamic Asia” -11 -9 -5 -6 -6 -5 -4 -4 -1 -1 -1 -2 1 1 -13 -6 -8 -14 -14 -16
Other Asia 4 3 3 2 0 -0 -1 -1 -0 1 4 3 6 10 8 9 11 10 10 10
Latin America -33 -30 -30 -28 -31 -33 -27 -24 -21 -27 =27 -30 -33 -43 -45 -38 -43 -42 -44 -46
Africa and Middle-East -56 -49 -38 -40 -39 -47 -57 -73 -58 -56 -54 -54 -61 -58 -48 -48 -63 -55 -54 -62
Central and Eastern Europe 5 1 1 1 1 1 1 -4 -10 -6 -5 -10 -5 -10 -12 -9 -12 -14 -17 -20
World” =72 -73 -58 -65 -78 -87 -96  -103 -88 -74 -83  -102 -81 -51 -78 0 -125  -111 -124  -129  -141
Official transfers
OECD -25 -28 -34 -34 -37 -39 -45 -28 -69 -69 =719 -69 -74 -70 -80 =78 -80 -63 -61 -62
Non-OECD of which: 6 10 12 10 13 12 4 -9 18 18 14 15 14 13 12 12 11 12 13 13
Non-OECD Asia of which: 2 2 3 3 3 2 2 3 3 3 3 4 3 3 3 1 1 2 3 2
China 0 0 0 -0 0 0 0 0 0 0 -1 1 0 0 0 0 0 0 0 0
Dynamic Asia” 0 0 0 0 0 0 1 0 1 0 1 1 0 0 1 1 1 1 1 0
Other Asia 2 2 2 2 2 2 2 2 2 2 3 3 3 2 2 0 0 1 2 2
Latin America 1 2 2 2 2 2 2 2 2 2 2 2 2 1 1 2 2 2 2 2
Africa and Middle-East 3 6 7 6 8 8 -1 -20 10 10 8 7 7 6 6 [§ 6 7 7 7
Central and Eastern Europe 0 0 0 0 0 0 1 6 4 4 2 2 2 2 2 3 2 2 2 2
World” -19 -18 -22 -24 -24 -27 -41 -37 -51 -51 -64 -54 -61 -57 -68 -66 -69 -51 -48 -49
Current account balance
OECD -52 -61 -32 -55 -43 -82 -109 -56 -60 12 -21 37 1 42 -16 211 -335 -279 -288 -310
Non-OECD of which: -19 -20 -40 -6 -28 -22 -12 -58 -43 -73 -37 -85 -51 -44 -65 54 160 86 87 92
Non-OECD Asia of which: -2 -11 1 14 0 2 8 12 6 -12 2 -27 -14 31 78 89 85 72 83 83
China 2 -11 -7 0 -4 -4 12 13 6 -12 7 2 7 37 31 16 21 18 15 9
Dynamic Asia” 2 8 17 22 16 17 7 7 8 7 3 -14 -5 3 57 80 75 67 82 88
Other Asia -6 -8 -9 -9 -11 -11 -12 -8 -8 -8 -8 -15 -16 -9 -11 -7 -11 -12 -14 -14
Latin America -6 -4 -16 -14 -8 -3 6 -3 -9 -23 -22 -35 -37 -60 -76 -43 -29 -40 -33 -30
Africa and Middle-East -29 -12 -35 -19 -27 -17 -4 -70 -35 -35 -23 -22 -0 -4 -53 -9 62 25 18 21
Central and Eastern Europe 18 6 10 13 7 -4 -21 3 -4 -3 6 -0 0 -11 -14 17 43 30 19 19
World” <71 -81 =72 -61 -70  -104  -121 -114 -103 -61 -58 -47 -50 -2 -81  -157 -175 -192  -200 -218

Note: Historical data for the OECD area are aggregates of reported balance-of-payments data of each individual country. Because of various statistical problems as well as a large number of non-reporters among non-OECD
countries, trade and current account balances estimated on the basis of these countries’ own balance-of-payments records may differ from corresponding estimates shown in this table.
a) Dynamic Asia includes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand.

b) Reflects statistical errors and asymmetries. Given the very large gross flows of world balance-of-payments transactions, statistical errors and asymmetries easily give rise to world totals (balances) that are significantly

different from zero.
Source: OECD.
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Annex Table 53. Semi-annual demand and output projections

Percentage changes from previous period, seasonally adjusted at annual rates, volume

Satistical Annex - 259

Private consumption
Canada
France
Germany
Ttaly
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Public consumption
Canada
France
Germany
Ttaly
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Investment
Canada
France
Germany
Ttaly
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Total domestic demand
Canada
France
Germany
Ttaly
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Export of goods and services

Canada

France

Germany

Ttaly

Japan

United Kingdom
United States
Total OECD “

2001 2002 2003

2001 2002 2003
I I I I 1 I
2.5 2.8 3.1 2.7 1.1 35 2.9 32 32
29 2.1 2.6 3.4 2.6 1.8 2.2 2.7 2.8
1.1 0.6 1.8 2.4 -0.3 0.6 1.5 1.9 1.9
1.1 1.4 2.5 1.4 0.1 1.5 2.5 2.6 2.5
0.4 -0.4 0.5 3.0 -2.6 0.4 0.4 0.5 0.6
39 3.1 2.5 4.0 4.0 29 2.6 2.5 2.4
3.1 3.0 2.6 2.9 2.6 3.6 2.0 2.6 32
1.8 1.4 2.4 2.6 0.8 1.4 2.1 2.6 2.6
2.0 1.7 2.5 2.7 1.2 1.7 2.2 2.5 2.6
22 2.0 2.4 2.7 1.2 2.4 2.1 2.4 2.6
22 2.5 2.5 2.1 2.5 2.3 2.8 2.5 2.3
2.1 1.9 1.5 2.0 22 1.8 1.9 1.4 1.4
1.7 1.4 0.9 33 0.3 1.8 1.5 0.7 0.7
2.3 1.1 0.6 2.6 1.5 1.1 0.6 0.6 0.6
32 2.5 22 4.0 1.7 2.8 2.8 2.1 1.8
2.7 2.8 4.0 45 -0.4 3.8 4.0 4.0 4.0
3.1 4.2 4.2 35 39 4.7 3.7 4.3 4.7
2.2 1.6 1.3 2.7 1.7 1.6 1.5 1.2 1.2
22 1.8 1.6 3.0 1.4 1.9 1.8 1.5 1.6
22 2.6 2.6 2.6 2.1 2.9 2.6 2.6 2.7
1.0 2.5 5.0 0.1 1.7 22 4.0 5.1 5.6
2.8 -0.1 32 2.5 0.4 -0.9 1.0 3.7 4.5
-4.8 -23 2.3 =12 -5.7 -2.2 0.8 2.6 32
24 1.5 44 22 0.8 1.0 32 4.8 4.7
-1.7 -5.8 -4.3 -1.0 -6.2 -6.2 -4.4 -4.6 -3.6
0.1 -0.2 33 -3.7 -1.3 -1.3 3.1 35 3.0
-0.7 -0.7 55 0.4 -6.2 -0.1 4.0 5.7 6.4
-0.2 -0.1 35 -0.9 -1.6 -0.3 2.0 3.9 4.4
0.1 0.0 3.4 -1.2 -1.4 -0.4 22 3.7 4.1
-1.3 -0.3 3.6 -1.7 -3.7 0.0 3.0 3.6 4.0
0.7 2.7 39 0.4 -0.2 3.4 4.0 4.0 3.7
1.7 1.6 29 1.2 0.9 1.5 2.6 3.0 3.0
-1.0 0.2 22 -2.1 -1.6 0.3 2.0 2.3 2.5
1.6 1.3 2.6 33 -0.2 1.6 23 2.7 2.6
0.3 -1.5 -0.4 2.1 -3.2 -1.1 -0.3 -0.5 -0.3
2.8 2.5 29 2.5 1.8 2.7 3.1 3.0 2.8
1.3 3.0 39 1.0 0.0 4.2 3.7 3.8 4.1
0.9 1.2 2.7 0.8 0.0 1.2 2.4 2.8 2.9
1.2 1.4 2.7 1.2 0.2 1.5 2.5 2.8 2.8
0.7 1.9 2.9 0.7 -0.3 2.6 2.9 29 2.9
-3.7 2.8 9.1 -4.5 -6.8 49 8.7 9.2 9.3
1.1 -2.0 7.8 0.3 -8.1 -1.2 29 8.9 10.4
4.7 32 75 3.4 0.3 2.8 6.9 7.7 7.8
0.8 2.3 72 -0.4 -4.8 3.8 6.7 7.3 7.4
-6.6 1.9 9.0 -8.5 -13.0 72 7.8 9.4 9.2
1.0 0.7 8.8 2.1 -8.5 23 7.5 9.5 8.7
-4.5 -2.8 73 -4.7 -15.2 -0.5 6.6 7.5 7.5
-1.5 0.4 8.0 -2.5 -9.0 2.5 6.8 8.3 8.5

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) Includes intra-regional trade.
Source: OECD.
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Annex Table 53. (cont’d) Semi-annual demand and output projections

Percentage changes from previous period, seasonally adjusted at annual rates, volume

2001 2002 2003
2001 2002 2003
1 11 1 11 1 11

Import of goods and services
Canada -5.7 1.6 9.5 -7.1 -7.9 2.7 9.7 9.5 9.5
France -0.2 -1.7 7.9 2.7 9.1 -0.3 3.2 8.9 10.5
Germany 0.1 22 7.3 -5.2 2.5 2.3 6.9 7.3 7.5
Italy 0.2 1.8 6.9 2.2 -6.0 3.5 6.4 7.1 6.9
Japan -0.5 -5.6 3.1 0.6 -12.5 -4.0 -1.5 4.0 6.0
United Kingdom 2.8 2.6 8.3 2.9 -6.0 4.3 8.3 8.3 8.3
United States 2.7 2.3 8.8 -4.8 -10.5 6.4 8.2 8.7 9.4
Total OECD" -1.4 1.4 7.6 -3.2 -7.9 3.8 6.5 7.8 8.4

GDP
Canada 1.5 32 4.0 1.2 0.4 4.3 3.9 4.1 4.0
France 2.0 1.4 3.0 2.0 1.0 1.1 2.5 3.1 3.1
Germany 0.6 0.7 2.5 0.8 -0.6 0.6 2.2 2.6 2.8
Italy 1.8 1.5 2.8 2.5 0.0 1.7 2.5 2.9 2.9
Japan -0.4 -0.7 0.3 1.0 -3.4 0.0 0.6 0.2 0.3
United Kingdom 2.2 1.9 2.8 2.2 1.3 1.9 2.5 3.0 2.5
United States 1.2 2.5 3.5 1.2 -0.2 3.5 3.4 3.5 3.7
Euro area 1.6 1.3 2.9 1.7 0.4 1.3 2.5 3.0 3.1
European Union 1.7 1.5 2.8 1.8 0.6 1.4 2.5 3.0 3.0
Total OECD 1.0 1.8 3.0 1.1 -0.2 2.3 2.8 3.0 3.1

Per cent of GDP

Current account balance
Canada 2.7 1.9 2.0 4.0 1.3 1.7 2.0 2.0 1.9
France 1.8 2.0 1.9 1.1 2.6 2.0 1.9 1.9 1.9
Germany 0.1 1.5 1.6 -0.8 1.0 1.4 1.5 1.5 1.6
Italy 0.3 0.3 0.4 0.0 0.6 0.2 0.4 0.4 0.5
TJapan 2.2 33 4.3 2.0 2.4 3.1 3.6 4.2 4.4
United Kingdom -1.8 -1.9 2.1 -1.5 -2.0 -1.9 -2.0 2.1 2.1
United States -4.1 -4.4 -4.9 -4.3 -39 -4.2 -4.6 -4.8 -5.0
Euro area 0.4 0.9 1.0 -0.2 0.9 0.8 0.9 0.9 1.1
European Union 0.1 0.4 0.6 -0.3 0.5 0.4 0.4 0.5 0.6
Total OECD -1.1 -1.1 -1.2 -1.2 -0.9 -1.0 -1.1 -1.1 -1.1

$ billions

Current account balance
Canada 18.9 13 15 28.6 9.2 12 14 14 15
France 24.0 26 26 14.4 33.6 26 25 26 27
Germany 2.1 27 30 -14.1 18.3 26 27 29 32
Ttaly 3.2 3 5 -0.4 6.8 2 4 4 6
Japan 91.1 124 160 84.1 98.1 114 134 157 163
United Kingdom -25.1 -29 -32 -21.4 -28.7 =27 -31 -32 -33
United States -417.4 -470 -545 -440.1 -394.7 -443 -497 -528 -563
Euro area 22.6 53 65 -11.1 56.3 52 55 60 70
European Union 8.3 36 48 -21.8 38.5 35 36 42 54
Total OECD -278.8 -288 -310 -323.0 -234.5 -269 -306 -305 -316

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) Includes intra-regional trade.

Source: OECD.
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Annex Table 54. Semi-annual price, cost and unemployment projections
Percentage changes from previous period, seasonally adjusted at annual rates

2001 2002 2003 2001 2002 2003
1 11 1 11 1 11
Private consumption deflator
Canada 1.9 1.8 1.9 1.9 1.5 1.8 2.0 1.8 1.9
France 1.2 1.5 1.4 1.1 1.3 1.6 1.4 1.3 1.3
Germany 1.8 1.4 1.6 2.2 1.0 1.6 1.4 1.5 1.7
Ttaly 2.9 2.5 2.1 2.7 2.8 2.6 1.9 2.1 2.1
Japan -1.5 -1.6 -1.7 -1.9 -0.9 -2.0 -1.6 -1.7 -1.8
United Kingdom 1.5 2.3 2.3 1.6 1.9 24 2.3 2.3 2.3
United States 1.9 1.4 1.8 24 0.4 1.4 2.2 1.7 1.7
Euro area 2.3 2.0 1.9 24 2.0 2.1 1.8 1.9 1.9
European Union 2.2 2.1 2.0 2.3 1.9 2.2 1.9 2.0 2.0
Total OECD 2.6 2.2 2.0 3.0 1.9 2.4 2.3 2.0 1.9
Total OECD less high inflation countries* 1.6 13 14 1.8 0.9 14 15 14 14
GDP deflator
Canada 1.2 0.5 2.0 2.8 -3.7 1.7 2.6 1.8 1.7
France 1.6 1.6 1.4 1.8 1.7 1.6 1.5 1.3 1.4
Germany 1.3 1.4 0.9 2.2 0.7 2.1 0.9 0.8 1.1
Italy 2.6 2.6 2.2 3.8 1.9 3.1 2.1 2.1 2.3
Japan -1.4 -1.4 -1.7 -1.6 -0.9 -1.5 -1.6 -1.7 -1.6
United Kingdom 24 32 2.5 2.5 2.7 3.8 2.6 2.5 2.5
United States 2.2 1.5 1.6 2.6 1.6 1.3 1.6 1.6 1.5
Euro area 2.2 2.1 1.8 2.9 1.8 2.4 1.8 1.7 1.9
European Union 2.3 2.3 1.9 2.8 1.9 2.6 1.9 1.9 2.0
Total OECD . 2.7 2.3 1.8 32 2.2 2.6 2.1 1.8 1.7
Total OECD less high inflation countries 17 1.4 13 22 1.0 1.6 14 13 13
Unit labour cost (total economy)
Canada 2.7 1.2 1.1 4.1 1.1 1.5 0.9 1.0 1.5
France 1.8 1.7 0.2 1.5 2.1 2.0 0.6 0.1 0.2
Germany 1.3 1.5 0.5 1.8 0.9 2.4 0.5 0.5 0.4
Italy 3.6 2.7 1.5 33 5.3 2.0 1.4 1.6 1.6
Japan 0.5 -1.3 -1.3 -0.4 1.1 2.0 2.3 -1.2 -0.7
United Kingdom 3.9 2.7 2.1 52 2.2 3.0 2.3 1.9 24
United States 3.9 0.4 1.7 4.6 2.0 -0.8 1.4 1.8 1.6
European Union 29 22 12 3.4 29 2.4 1.3 1.2 1.2
Total OECD 4.1 1.8 1.6 4.6 33 14 1.4 1.6 1.6
Total OECD less high inflation countries “ 3.0 1.0 1.1 3.3 22 0.5 0.8 1.1 1.2
Per cent of labour force
Unemployment
Canada 7.2 7.6 7.2 7.0 7.4 7.7 7.6 74 7.1
France 8.7 9.2 9.0 8.6 8.8 9.1 9.3 9.2 8.9
Germany 74 7.8 7.6 74 7.5 7.8 7.9 7.8 7.5
Ttaly 9.6 9.1 9.0 9.7 9.5 9.1 9.1 9.0 8.9
Japan 5.0 5.8 6.0 4.8 5.3 5.7 6.0 6.0 6.0
United Kingdom 5.1 5.3 5.3 5.1 52 5.3 5.4 5.3 5.3
United States 4.8 5.6 5.3 4.3 5.2 56 55 54 52
Euro area 8.0 8.2 8.1 8.0 8.0 8.2 8.3 8.2 8.0
European Union 7.4 7.6 75 73 7.4 7.5 7.6 7.5 7.4
Total OECD 6.4 6.9 6.7 6.2 6.6 6.9 6.9 6.8 6.6

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

a) High inflation countries are defined as countries which have had, on average, 10 per cent or more inflation in terms of the GDP deflator during the last 10 years, based
on historical data. Consequently, Hungary, Mexico, Poland and Turkey are excluded from the aggregate.

Source: OECD.

© OECD 2002
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Annex Table 55. Contributions to changes in real GDP in OECD countries

As a per cent of real GDP in the previous period, seasonally adjusted at annual rates

Australia
Final domestic demand
Stockbuilding
Net exports
GDP
Austria
Final domestic demand
Stockbuilding
Net exports
GDP
Belgium
Final domestic demand
Stockbuilding
Net exports
GDP
Canada
Final domestic demand
Stockbuilding
Net exports
GDP
Czech Republic
Final domestic demand
Stockbuilding
Net exports
GDP
Denmark
Final domestic demand
Stockbuilding
Net exports
GDP
Finland
Final domestic demand
Stockbuilding
Net exports
GDP
France
Final domestic demand
Stockbuilding
Net exports
GDP

2000 2001 2002 2003
2.7 1.4 44 4.1
-0.5 -0.4 0.4 0.0
0.5 1.2 -1.1 -0.1
3.4 2.4 3.7 4.0
2.8 0.3 0.9 2.4
-0.3 -0.3 -0.2 0.1
0.5 1.0 0.5 0.4
3.0 1.0 1.2 2.8
3.1 1.4 0.9 2.1
0.5 -1.0 0.5 0.0
0.5 0.6 -0.2 0.6
4.0 1.1 1.1 2.7
3.8 2.0 2.5 32
0.5 -1.3 0.0 0.5
0.2 0.7 0.6 0.3
44 1.5 32 4.0
22 4.2 3.8 4.4
1.7 1.8 0.0 0.0
-1.0 -2.4 -0.8 -0.7
29 3.6 3.0 3.7
2.3 0.7 L5 1.8
0.2 0.4 0.0 0.0
0.6 -0.1 0.3 0.4
3.0 0.9 1.9 22
2.0 1.4 1.1 1.9
1.3 -0.8 0.1 0.0
2.6 0.0 0.3 1.5
5.6 0.7 1.5 3.4
33 2.6 1.5 2.4
0.4 -1.0 0.0 0.4
-0.2 0.4 -0.1 0.1
3.6 2.0 1.4 3.0

Germany
Final domestic demand
Stockbuilding
Net exports
GDP
Greece
Final domestic demand
Stockbuilding
Net exports
GDP
Hungary
Final domestic demand
Stockbuilding
Net exports
GDP
Iceland
Final domestic demand
Stockbuilding
Net exports
GDP
Ireland
Final domestic demand
Stockbuilding
Net exports
GDP
Italy
Final domestic demand
Stockbuilding
Net exports
GDP
Japan
Final domestic demand
Stockbuilding
Net exports
GDP
Korea
Final domestic demand
Stockbuilding
Net exports
GDP

2000 2001 2002 2003
1.6 -0.1 0.1 1.7
0.4 -0.9 0.2 0.5
1.1 1.6 0.4 0.4
3.0 0.6 0.7 2.5
4.2 4.2 3.8 4.4
0.3 -0.1 0.0 0.0

-0.4 -0.1 -0.3 -0.2
4.1 4.1 35 4.2
4.7 3.4 3.8 42
0.5 -1.2 0.0 0.2
0.0 1.7 -0.3 -0.1
52 3.8 3.5 43
6.8 -2.7 -3.0 2.0
0.3 -0.7 0.0 0.1

-1.6 6.3 22 0.2
55 3.0 -0.8 2.3
7.4 33 1.9 43
0.5 0.1 0.2 0.0
3.7 32 1.4 2.0

11.5 6.6 35 6.3
32 1.6 1.3 2.5

-1.1 0.0 0.0 0.0
0.8 0.2 0.2 0.2
2.9 1.8 1.5 2.8
1.9 0.3 -1.3 -0.5
0.0 0.0 -0.1 0.1
0.5 -0.7 0.7 0.7
2.4 -0.4 -0.7 0.3
7.2 1.7 4.8 3.6

-0.2 0.0 0.4 0.0
3.1 1.5 0.7 3.0
9.3 3.0 6.0 6.5

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods).

and/or statistical discrepancy.
Source: OECD.
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As a per cent of real GDP in the previous period

Statistical Annex - 263

Luxembourg
Final domestic demand
Stockbuilding
Net exports
GDP
Mexico
Final domestic demand
Stockbuilding
Net exports
GDP
Netherlands
Final domestic demand
Stockbuilding
Net exports
GDP
New Zealand
Final domestic demand
Stockbuilding
Net exports
GDP
Norway
Final domestic demand
Stockbuilding
Net exports
GDP
Poland
Final domestic demand
Stockbuilding
Net exports
GDP
Portugal
Final domestic demand
Stockbuilding
Net exports
GDP
Slovak Republic
Final domestic demand
Stockbuilding
Net exports
GDP
Spain
Final domestic demand
Stockbuilding
Net exports
GDP

2000 2001 2002 2003
1.4 34 1.9 2.8
0.2 0.3 -0.1 0.0
5.4 1.3 0.9 4.0
75 5.1 2.7 6.8
8.8 1.0 2.3 5.1
0.1 -0.5 0.0 0.3

-1.9 -0.7 -0.5 -0.9
6.9 -0.3 1.8 4.5
3.1 1.1 1.5 2.5

-0.2 -0.1 0.1 0.0
0.6 0.1 -0.2 0.0
35 1.1 1.4 2.6
22 1.5 4.2 3.4

-0.6 0.2 -0.3 0.0
2.0 0.2 -1.2 0.0
3.6 1.8 2.9 35
1.2 0.1 1.8 2.9
0.8 -0.7 0.0 0.0
0.2 2.0 0.4 -0.4
2.3 1.4 2.1 2.5
1.4 -1.0 0.8 2.6
0.5 -1.5 0.0 0.0
1.5 3.8 0.8 0.6
4.0 1.1 1.3 2.7
3.6 1.1 1.9 3.0

-0.3 0.0 0.0 0.0
0.0 0.8 -0.1 -0.3
3.4 1.9 1.7 2.7

-2.1 6.3 5.4 52
0.8 1.1 -0.2 -0.6
3.6 -4.1 -1.3 -0.5
2.2 33 4.0 4.1
4.5 2.8 2.0 34

-0.1 0.1 0.1 0.0

-0.2 -0.1 0.0 -0.1
4.1 2.8 2.1 33

Sweden
Final domestic demand
Stockbuilding
Net exports
GDP
Switzerland
Final domestic demand
Stockbuilding
Net exports
GDP
Turkey
Final domestic demand
Stockbuilding
Net exports
GDP
United Kingdom
Final domestic demand
Stockbuilding
Net exports
GDP
United States
Final domestic demand
Stockbuilding
Net exports
GDP

Euro area
Final domestic demand
Stockbuilding
Net exports
GDP
European Union
Final domestic demand
Stockbuilding
Net exports
GDP
Total OECD
Final domestic demand
Stockbuilding
Net exports
GDP

2000 2001 2002 2003
2.9 0.7 1.5 2.1
0.5 -0.5 0.0 0.0
0.4 1.0 0.7 1.4
3.6 1.2 2.1 32
2.7 1.0 0.7 2.3
-0.2 -0.2 0.0 0.0
0.6 0.5 0.4 0.0
3.0 1.3 1.0 23
9.2 -15.7 1.8 3.6
1.1 -4.0 1.8 0.2
-3.0 12.4 -1.8 -0.3
7.4 -1.4 1.8 3.5
4.1 3.1 2.6 3.1
-0.3 -0.2 0.1 0.0
-0.7 -0.8 -0.8 -0.4
3.0 2.2 1.9 2.8
5.1 2.4 2.6 35
-0.1 -1.2 0.6 0.5
-0.9 -0.1 -0.7 -0.6
4.1 1.2 2.5 3.5
2.9 1.4 1.1 2.4
0.1 -0.5 0.1 0.3
0.6 0.7 0.2 0.3
3.5 1.6 1.3 2.9
3.1 1.6 1.4 2.5
-0.1 -0.4 0.1 0.2
0.4 0.5 0.0 0.2
34 1.7 1.5 2.8
4.0 1.4 1.7 2.6
0.0 -0.7 0.3 0.3
-0.1 0.3 -0.2 0.0
3.9 1.0 1.8 3.0

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices
to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sources-and-methods ).

and/or statistical discrepancy.
Source: OECD.

© OECD 2002
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Annex Table 56. Household wealth and indebtedness®

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Canada
Net wealth 4200 4217 4151 4262 4400 4531 4736 4791 4929 5076 5107 5134 5122
Net financial wealth 1785 1790 1769 1856 1945 2006 2112 2214 2323 2441 2452 2460 2453
Non-financial assets 2415 2428 2382 2405 2455 2525 2624 2577 2606 2635 2655 267.3 2669
Financial assets 2671 2690 2695 2787 2903 2990 3132 3239 3380 3523 3555 3576 357.2
of which: Equities 527 510 495 512 525 594 637 673 757 80 935 957  96.7
Liabilities 886 901 926 931 959 984 1020 1025 1057 1082 1103 111.6 1120
of which: Mortgages 556 573 590 612 644 661 684 686 706 712 716 713 705
France
Net wealth 4301 4477 4179 4397 4379 4669 4525| 4782 5023 5244 5434 6146 6193
Net financial wealth 1380 1556 1306 1506 1564 189.8 178.2| 1825 2059 2260 2451 2981 2925
Non-financial assets 3012 2921 2873 2891 2816 2772 2743| 2958 2964 2984 2983 3166 326.8
Financial assets 2235 2434 2189 2342 2385 2671 2542 2462 2704 2909 3140 3683 3633
of which: Equities 90.1 1087 873 1030 1023 1219 1018 835 971 1088 1281 1717 1658
Liabilities 855 878 83 836 81 774 760 637 645 649 689 702 708
of which: Long-term loans 521 516 519 507 484 519 506/ 508 516 520 516 540 547
Germany
Net wealth . . 5356| 4728 5311 5471 5538 5637 5717 5808 5868 596.3 585.8
Net financial wealth 1821 1854 130.8| 1233 1242 1336 1304 1360 1413 150.7 1572 169.3 1650
Non-financial assets . . 4048 | 3495 4069 4135 4234 4277 4304 4301 4296 4270 4208
Financial assets 1992 2031 200.7| 2082 2101 2245 2275 2367 2461 2583 2681 2843 280.2
of which: Equities 129 151 116| 304 308 377 408 425 468 558 620 774 755
Liabilities 171 178| 700| 849 858 909 971 1006 1048 1076 1109 1149 1151
of which: Mortgages 116 1211 5361 457 492 526 573 605 637 665 686 706 713
Italy
Net wealth 355.7 | 417.1 4427 4610 4826 5171 4914 4852 4911 5063 5169 5351 5353
Net financial wealth 1625| 2065 1963 2024 207.0 2292 2241 2240 2313 2450 2645 2866 2865
Non-financial assets 1932 | 2215 2464 2587 2756 2880 267.3 2612 2508 2614 2525 2485 2488
Financial assets 1743 | 2239 2254 2322 2377 2610 2560 2546 2633 2788 3015 327.3 3294
of which: Equities 170| 487 460 479 479 544 493 465 509 737 1083 1478 1418
Ligbilities 11.7| 283 291 298 306 318 319 306 320 338 37.0 407 429
of which: Medium and long-term loans 85| 130 137 143 144 149 152 186 191 200 217 245 256
Japan
Net wealth 8323 901.0| 9432 8580 7873 7598 7651 7530 7587 7557 7408 7621 7495
Net financial wealth 2324 2617 | 2619 2584 2509 2563 2760 2851 2977 3081 3043 3370 3391
Non-financial assets 599.9 639.4| 6813 5997 5364 5035 489.1 467.9 4607 4478 4392 4270 4118
Financial assets 3446 377.6| 3933 38388 379.3 3882 409.7 4234 4303 4444 4390 4705 4721
of which: Equities 732 935| 517 481 345 358 438 434 397 378 282 475 396
Liabilities 1122 1160| 1315 1305 1284 1319 1337 1383 1326 1364 1346 1335 1331
of which: Mortgages 445 476| 507 506 516 532 561 586 597 544 548 573 585
United Kingdom
Net wealth 6735 6828 6110 5798 551.7 5869 5484 5556 5708 6283 6759 750.2 7262
Net financial wealth 2175 2403 2095 2200 2344 2785 2549 2823 2936 3384 3517 3950 3388
Non-financial assets 4585 4451 3969 3599 3172 3082 2911 2743 2839 2861 3198 3456 347.8
Financial assets 3281 3548 3252 3333 3437 3847 3622 3886 3987 4434 4610 507.8 456.1
of which: Equities 487 547 563 589 611 735 701 756 801 956 919 1159 1059
Liahilities 1106 1145 1157 1133 1092 1062 107.3 1064 1051 1050 1093 1128 117.3
of which: Mortgages 992 1032 1047 1022 987 962 977 966 957 955 996 1031 107.7
United States
Net wealth 486.7 4991 4750 4881 4773 4832 4740 5014 5238 5617 5817 6327 587.4
Net financial wealth 2632 2729 2587 2777 2742 2828 2764 3044 3269 3620 3805 4253 3722
Non-financial assets 2235 2262 2163 2104 2032 2003 1977 1970 1970 199.7 2012 2075 2152
Financial assets 3474 3593 3460 3663 361.8 3728 3685 3987 4228 4596 4799 5298 479.0
of which: Equities 529 600 521 697 752 851 790 981 1126 1381 1507 1862 1485
Liabilities 842 84 873 885 877 9.0 921 943 959 976 994 1046 10638
of which: Mortgages 567 590 609 627 628 639 643 641 647 656 672 706 719

&

Assets and liabilities are amounts outstanding at the end of the period, in per cent of nominal disposable income. Vertical lines between columns indicate breaks in the series due to
changes in the definitions or accounting systems. Figures after the most recent breaks in the series are based on the UN System of National Accounts 1993 (SNA 93) and, more
specifically, for European Union countries, on the corresponding European System of Accounts 1995 (ESA 95).

Households include non-profit institutions serving households. Net wealth is defined as non-financial and financial assets minus liabilities; net financial wealth is financial assets
minus liabilities. Non-financial assets include stock of durable goods and dwellings, at replacement cost and at market value, respectively. Financial assets comprise currency and
deposits, securities other than shares, loans, shares and other equity, insurance technical reserves; and other accounts receivable/payable. Not included are assets with regard to social
security pension insurance schemes. Equities comprise shares and other equity, including quoted, unquoted and mutual fund shares. See also OECD Economic Outlook Sources and
Methods (http://mww.oecd.or g/eco/sour ces-and-methods).

Sources: Canada: Statistics Canada, National Balance Sheet Accounts. France: INSEE, Rapport sur les Comptes de la Nation and 25 ans de Comptes de Patrimoine (1969-1993);

Banque de France, Flow of Funds Accounts. Germany: Deutsche Bundesbank, Monthly Report and Financial accounts for Germany 1991 to 1999, Specia Statistical Publication,
2000. Italy: Bancad'ltalia, Supplementsto the Satistical Bulletin; Ando, A., L.Guiso, |.Visco (eds.), Saving and the Accumulation of Wealth, Cambridge University Press, 1994;
OECD, Financial Accounts of OECD countries. Japan: Economic Planning Agency, Government of Japan, Annual Report on National Accounts. United Kingdom: Office for
National Statistics, United Kingdom National Accounts, and Financial Statistics. United States: Federal Reserve Statistical Release, Flow of Funds Accounts of the United States.
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Annex Table 57. Central government financial balances
Surplus (+) or deficit (-) as a percentage of nominal GDP

Projections

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Canada 5.4 4.5 3.9 2.0 0.7 1.0 0.9 1.8 1.2 0.4 0.6
France 4.9 49 4.2 3.7 2.8 3.0 25 2.4 22 2.7 2.6
Germany -1.9 -12 -14 22 -1.6 -1.8 -1.6 1.3 -13 -15 -1.1
Ttaly 9.8 9.2 1.7 -6.9 2.7 2.9 -1.6 -1.1 2.0 -1.4 -1.3
Japan’ 2.8 35 3.9 4.2 3.7 52 16 6.7 -6.4 -6.5 6.4
United Kingdom 8.2 -6.7 5.5 4.7 2.0 0.6 13 1.8 1.0 0.7 -1.3
United States 4.4 3.2 2.6 -1.9 0.6 0.5 1.2 2.1 1.0 0.6 0.3
excluding social security -5.1 -4.0 -3.4 -2.8 -1.7 -0.7 -0.3 0.6 -0.6 2.1 -2.0
Total of above countries 4.6 -39 3.5 3.0 -1.6 -1.2 -1.2 -0.2 -1.0 2.0 -1.8

Note: Central government financial balances include one-off revenues from the sale of the mobile telephone licenses.

a) For the fiscal years beginning April 1 of the year shown. The 1998 deficit would have risen by 5.4 percentage points of GDP if account were taken of the assumption
by the central government of the debt of the Japan Railway Settlement Corporation and the National Forest Special Account.

Source: OECD.

Annex Table 58. Maastricht definition of general government gross public debt

As a percentage of nominal GDP

Projections
1993 1994 1995 1996 1997 1998 1999 2000 2001

2002 2003
Austria 61.8 64.7 69.2 69.1 64.7 63.9 64.9 63.6 61.7 60.4 57.4
Belgium 138.1 136.8 133.9 130.1 124.7 119.3 115.0 109.3 108.2 104.4 99.5
Denmark 78.0 73.5 69.3 65.1 61.2 56.2 52.7 46.8 447 41.7 38.6
Finland 56.0 58.0 57.2 57.1 54.1 48.8 46.8 44.0 43.6 41.7 40.9
France 453 48.4 54.6 57.1 59.3 59.5 58.7 57.7 57.5 58.5 58.8
Germany 47.1 49.4 57.1 59.8 61.0 60.9 61.3 60.3 59.8 60.9 60.5
Greece 110.3 107.9 108.7 111.3 108.2 104.9 103.8 102.7 99.7 98.6 97.5
Ireland 96.2 90.4 82.6 74.2 65.1 55.1 49.6 38.8 36.5 33.8 30.9
Italy 118.1 123.8 123.2 122.1 120.2 116.4 114.5 110.6 109.4 107.0 103.8
Luxembourg 5.8 54 5.6 6.2 6.0 6.3 6.0 5.6 5.5 4.8 5.0
Netherlands 78.8 75.7 77.2 75.2 69.9 66.8 63.1 56.0 532 50.8 49.0
Portugal . 62.1 64.3 62.7 58.9 54.8 54.2 53.5 55.6 55.6 54.2
Spain 58.4 61.1 63.9 68.1 66.6 64.6 63.1 60.4 57.2 56.2 54.7
Sweden . 76.2 76.2 76.0 73.1 70.5 65.0 55.3 55.9 51.8 49.3
United Kingdom 45.4 48.5 51.8 52.3 50.8 47.6 45.2 424 39.0 39.0 394

Note: Debt figures are based on ESA95 definitions. For the period 1993-2000, they are provided by Eurostat, the Statistical Office of the European Communities, while GDP
figures are provided by National Authorities. The 2002 to 2003 debt ratios are projected forward in line with the OECD projections for general government gross financial
liabilities and GDP.

Source: OECD.
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Annex Table 59. Monetary and credit aggregates: recent trends
Annualised percentage change, seasonally adjusted

Canada

Japan

United Kingdom

United States

Euro area

M2

M2+CD
BL®

MO
M4

M2
M3
a
BL
M2
M3
a
BL

Annual change (to 4th quarter) Latest

twelve

months

1997 1998 1999 2000 2001

-11 0.6 3.8 7.1 57 5.3 (Mar. 2002)
9.3 7.4 5.6 6.8 4.8 5.2 (Mar. 2002)
3.3 4.5 3.1 2.0 3.2 3.7 (Mar. 2002)
1.2 -1.0 -0.6 25 -14 -2.7 (Feb. 2002)
6.6 5.2 9.3 6.3 7.6 7.0 (Mar. 2002)
55 8.8 34 8.8 74 6.2 (Mar. 2002)
12.6 54 8.3 134 10.2 8.0 (Feb. 2002)
5.6 85 6.3 6.1 10.4 8.4 (Mar. 2002)
9.1 11.0 7.8 9.3 12.8 10.0 (Mar. 2002)
8.6 9.8 4.5 12.0 2.8 0.1 (Mar. 2002)
51 3.9 57 6.5 4.0 6.2 (Mar. 2002)
4.5 4.7 51 5.0 4.6 7.3 (Mar. 2002)
6.4 6.6 5.9 7.2 53 (Mar. 2002)

a) Commercial bank lending.
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Annex Table 60. Export market growth and performance in manufactured goods
Percentage changes from previous year

Import volume Export market growth Export volume Export performance®

2000 2001 2002 2003| 2000 2001 2002 2003| 2000 2001 2002 2003| 2000 2001 2002 2003
Australia 67 -69 99 87 161 -17 19 112 38 55 66 92 -106 73 46 -18
Austria 81 42 50 855 128 22 29 88| 158 61 57 91, 27 38 28 03
Belgium 100 -09 -02 81| 128 15 19 87| 102 09 -04 80| -23 -06 -23 -07
Canada 99 -69 19 102 156 -43 29 97, 94 -54 37 101, 54 -12 08 03
Czech Republic 226 155 74 114|118 36 40 89| 195 141 76 120, 70 101 36 29
Denmark 88 09 31 745 119 01 22 854 112 51 53 81 -06 50 30 -04
Finland 58 -38 27 100} 130 06 29 91, 96 10 28 995 -30 03 -00 07
France 184 -12 -33 93| 116 13 25 86| 145 03 -34 84| 26 -10 -58 -02
Germany 110 24 21 84| 133 06 25 90| 130 33 26 80| -02 27 01 -09
Hungary 227 52 62 102|115 29 35 87| 241 74 59 104| 113 43 23 16
Iceland 51 -154 -41 73| 117 07 18 79 16 80 -91 825 -91 73 -108 03
Ireland 188 -20 12 97| 128 04 17 85| 208 07 34 103| 71 03 16 16
Italy 105 -02 28 72| 132 09 22 90| 104 03 17 78| -25 -06 -05 -11
Japan 169 -16 -52 37 17v1 -21 31 118| 93 -111 26 95| -66 -92 -05 -21
Korea 299 -30 97 111| 164 -06 23 111| 159 -53 38 140 -04 -47 14 26
Luxembourg 84 124 25 81 130 07 13 88| 292 58 -12 126| 144 51 -24 35
Mexico 206 -38 45 109| 150 -44 28 94| 164 -34 38 93, 13 11 10 -02
Netherlands 106 45 53 89| 124 06 16 86| 88 56 20 79| -32 50 04 -07
New Zealand -41 18 44 80| 128 -36 40 87| 55 04 53 91| -64 41 13 04
Norway 58 -11 14 47 127 -04 22 90 36 57 05 28 -81 61 -17 -57
Poland 119 -13 45 93| 122 27 31 88| 291 131 50 11.7| 152 102 19 26
Portugal 63 21 37 725 118 14 16 84| 103 37 22 86| -14 23 06 02
Slovak Republic 116 136 97 97 160 75 53 99| 197 63 86 100, 33 -11 32 01
Spain 85 39 23 745129 07 17 86| 130 29 21 82 01 22 04 -04
Sweden 135 -72 12 89| 122 03 25 88| 119 -52 25 105| -02 -54 00 16
Switzerland 67 -11 -12 525 133 03 21 90 66 26 -07 534 -59 23 -28 -35
Turkey 365 -281 76 92117 30 30 89| 223 39 02 70, 95 09 -28 -17
United Kingdom 126 25 21 82| 131 -02 21 90| 122 19 -12 99| -07 21 -32 08
United States 157 -50 29 97| 142 -20 24 98| 126 -73 -45 74| -14 -54 -67 -22
Total OECD 138 -15 22 87| 139 -05 25 96| 124 -15 09 88| -13 -11 -15 -07
Memorandum items
China 334 142 113 20.7| 163 -26 10 103| 298 100 91 181 117 129 80 7.1
Dynamic Asid® 202 -63 -10 170| 179 -04 30 122| 175 -41 18 157, -03 -37 -11 31
Other Asia 152 53 33 75| 139 -06 22 95/ 145 18 36 87| 05 25 14 -07
Non-OECD Asia 227 01 30 171|173 -08 26 117 203 -01 40 1604 25 07 14 38
Latin America 74 25 45 50| 127 -07 30 825 114 30 50 905 -12 38 20 08
Africaand Middle-East 52 100 29 875 132 08 21 93, 86 08 25 91, 41 00 04 -02
Central and Eastern Europe 109 156 105 100| 146 42 55 102| 100 108 99 94| 40 63 42 -08
Total of non-OECD countries 168 29 37 136| 164 -02 29 111| 183 09 44 147 16 11 15 32
World 145 -04 26 99| 145 -04 26 99| 137 -10 17 102| -07 -06 -08 03

Note: Regional aggregates are calculated inclusive of intra-regional trade. The calculation of export markets is based on aweighted average of import volumesin each
exporting country’s market, with weights based on manufacturing trade flows in 1995.

a) Export performance is calculated as the percentage change in the ratio of export volumes to export markets.

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

Sources: OECD; Direction of trade data - United Nations Statistical Office; OECD, International Trade by commodity Satistics.
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Annex Table 61. Geographical structure of OECD trade
Percentage of nominal GDP

Source of imports

Destination of exports

Areaor country Source/destination
1962 1972 1982 1992 2000 2001 1962 1972 1982 1992 2000 2001
OECD? OECD 6.17 819 1066 11.23 1385 13.38| 589 808 1031 11.02 1393 1350
of which: EuropeanUnion 353 492 615 662 707 7.03| 348 485 638 674 729 724
United States 125 127 165 166 239 220 088 138 167 184 318 3.01
Other 140 199 28 294 439 416| 153 18 227 243 346 325
Non-OECD 224 235 459 308 493 477 224 222 413 298 355 357
of which: DAEs + China® 025 034 07 120 228 218, 027 038 075 115 165 152
OPEC 058 080 213 071 098 0894 028 040 140 054 041 045
United States OECD 180 345 494 576 817 747 222 293 422 509 583 524
of which: EuropeanUnion 069 115 145 160 223 215 09 113 169 171 167 157
Other 111 230 349 416 594 532 126 180 253 338 421 367
Non-OECD 099 103 255 267 417 372 146 108 229 200 204 193
of which: DAEs + China” 014 030 072 145 230 204, 012 018 054 083 101 091
OPEC 024 021 09 049 068 0594 017 021 067 033 019 020
Japan OECD 536 416 466 330 364 378 413 560 659 542 592 570
of which: EuropeanUnion 088 073 078 08 098 107, 097 140 179 176 165 156
United States 294 192 218 137 152 152| 227 291 328 252 299 292
Other 154 151 169 104 114 119 089 129 152 114 128 123
Non-OECD 378 357 727 283 433 463 38 383 59 351 414 402
of which: DAEs + China” 108 075 143 122 238 260 124 150 209 234 319 301
OPEC 109 148 439 102 132 137 051 060 195 049 033 0.38
European Union® OECD 1247 1359 1813 17.90 2298 2228| 11.50 1364 1724 17.13 2424 2376
of which: European Union 848 10.32 13.33 13.63 16.34 1594| 820 10.28 1346 1361 17.72 17.37
United States 196 144 206 153 245 232| 117 137 156 131 271 266
Other 202 183 274 273 419 403 213 198 222 221 381 372
Non-OECD 435 373 625 342 562 557 343 308 552 320 434 471
of which: DAEs + China” 031 028 057 094 197 189 030 025 044 065 110 113
OPEC 111 137 28 071 098 087 046 058 206 070 062 0.70

a) OECD includes Koreafrom 1988. Trade data for Greece and Mexico in 2001 are partially OECD estimates.
b) DAEs are the Dynamic Asian Economies (Chinese Taipei; Hong Kong, China; Malaysia; Philippines; Singapore and Thailand).
¢) Trade data for Greece in 2001 are partially OECD estimates.

Source: OECD.
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