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Real GDP

Real total domestic demand

United States
Japan

Euro area
European Union
Total OECD

United States
Japan

Euro area
European Union
Total OECD

Inflation®

United States
Japan

Euro area
European Union
OECD less Turkey
Total OECD

Unemployment

United States
Japan

Euro area
European Union
Total OECD

Current account balance

United States
Japan

Euro area
European Union
Total OECD

Short-term interest rate’

United States
Japan

Euro area

World trade®

Summary of projections?

2002 2003 2004 2002 2003 2004
| 1 | I | I
Percentage changes from previous period
24 25 4.0 35 2.7 17 38 4.1 38
0.3 10 11 10 35 0.0 0.6 12 14
0.9 1.0 24 11 11 0.9 14 26 29
1.0 12 24 12 14 10 15 2.6 2.8
18 19 3.0 25 24 14 24 32 32
3.0 28 4.0 4.2 33 21 38 4.2 38
-0.3 0.5 04 -04 3.2 -0.6 -0.2 0.5 0.7
0.3 11 24 04 1.0 1.0 15 26 29
0.7 13 25 0.7 15 11 1.6 2.8 3.0
19 20 29 24 2.8 14 24 31 31
Per cent
11 16 13 0.9 13 20 12 15 13
-1.7 -2.2 -1.8 -1.7 -2.6 -2.1 -1.8 -1.8 -1.8
24 19 17 25 21 19 18 16 16
25 19 18 2.8 21 19 19 18 18
14 13 12 15 12 15 12 12 12
21 17 14 20 17 19 15 14 13
Per cent of labour force
5.8 6.0 5.8 57 5.8 6.0 6.1 59 5.7
54 5.7 57 53 54 5.6 58 5.7 57
8.2 8.8 8.7 8.1 83 8.7 8.8 8.8 8.6
7.6 8.0 79 75 7.7 8.0 8.1 8.0 79
6.9 7.2 7.0 6.8 7.0 7.1 7.2 7.1 6.9
Per cent of GDP
-4.8 -54 -55 -4.6 -5.0 -54 -54 -55 -55
28 31 3.9 3.0 2.6 29 34 38 41
11 14 14 0.9 13 13 14 14 14
0.9 10 1.0 0.7 1.0 10 1.0 10 0.9
-11 -1.2 -1.2 -1.0 -11 -1.2 -11 -11 -11
Per cent
18 14 3.0 19 16 13 14 2.6 35
0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0
33 23 23 34 33 25 21 21 25
Percentage changes from previous period
3.6 59 8.8 59 7.9 4.1 75 9.3 9.4

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

a)

b)
©
d)

Assumptions underlying the projections include:
- no change in actual and announced fiscal policies;
- unchanged exchange rates as from 26 March 2003; in particular 1$ = 120.10 yen and 0.936 euros,
- the cut-off date for other information used in the compilation of the projectionsis 4 April 2003

GDP deflator.

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




EDITORIAL: A PROGRESSIVE BUT
UNSPECTACULAR RECOVERY

Since we published our previous OECD Economic Outlook, six months ago, growth in the OECD has proved disap-
pointing. The US recovery is still fragile and somewhat weaker than expected, while economies in the euro area have
undershot an already modest forecast by a wide margin. In Japan, volatile movements in exports and investment have
not broadened into a genuine recovery.

There are many reasons for this new bout of economic weakness and evaluating their respective importance is no
easy task.

Worries about oil prices, anxiety in the face of war, fear of terrorism and epidemics, loss of confidence in interna-
tional governance... The list of the so-called geopolitical and psychological factors is long. And their role in the recent
waning of business and consumer confidence is indeed quite palpable.

Nonetheless, despite their overwhelming presence in the public debate, these elements of turbulence should not
overshadow some important economic issues that will shape the world recovery. The brisk reconstruction of Iraq and
good progress towards a more secure world would obviously help, but they will not translate into a robust recovery
unless enough underlying economic momentum has been regained. This momentum depends, in turn, on how far OECD
economies have purged past imbalances (over-investment, inflated share prices, balance sheet exposure...), and how
much support is being provided by economic policies.

Despite the prevailing uncertainties and the current weakness in activity, this Outlook still sees a progressive if
unspectacular world recovery as the most likely scenario. While a relapse into recession cannot be totally ruled out, it
remains a low-probability outcome.

This sluggish but by no means catastrophic scenario is based on a careful assessment of the current balance of risks.
Looking at recent geopolitical developments, it appears that the most acute source of risk has now receded. With the
ending of war and securing of Iraqi oil fields, the threat of an oil crisis sending the world economy into outright reces-
sion has subsided. However, the more diffuse perception of a still insecure economic environment may prevail for some
time, prolonging wait-and-see attitudes in the areas of investment and spending on major consumer durables.

On the economic front, some of the obstacles that previously stood in the way of a recovery have been progres-
sively lifted. This is particularly true of business spending. In the United States, the initial capital overhang has been
largely eliminated and investment has stabilised, thereby removing a hugely negative contribution to growth. Business
spending is now better placed to take over the baton from consumers. In Europe, inventories are generally seen as light
and may play a useful role in restarting the economy. More generally, fiscal and monetary conditions across the OECD
remain accommodating enough to support an incipient recovery.

On a less positive note, household demand will probably take some time to accelerate in a context where wage
earners are still worried about adverse labour-market developments and home owners, in the United Kingdom and the
United States in particular, may face downward corrections in housing markets.

Restructuring of the weak balance sheets inherited from earlier over-investment may also damp the recovery. This
might not only be true for US and UK households, but applies as well to businesses in Europe, where profits are lagging
and indebtedness has reached high levels. A striking example of excessive leverage can be found in the telecommunica-
tions sector, which is analysed in some detail in Chapter IV of this Outlook. Current financial difficulties, however
substantial, should not be an excuse for delaying the course of economic reforms and a further opening of telecom
markets.

© OECD 2003
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Beyond the example of the telecoms sector, one of the challenges facing policymakers is, indeed, that they should
resolutely push ahead with economic reforms without waiting for a fully-fledged recovery to materialise. A “double-
handed” strategy is called for, where the authorities show a readiness to intervene in the short run to support the econ-
omy should it flag again, while at the same time providing economic agents with a sense of long-term direction and gov-
ernance to re-establish confidence.

Looking first at macroeconomic policies, there seems to be little room for manoeuvre left for fiscal policies beyond
the use of automatic stabilisers. Public deficits OECD-wide will reach 3% per cent of GDP in 2003. This marked deteri-
oration stems from a cyclical weakness in tax receipts, but also reflects a serious worsening in the underlying position of
public finances which will take time and effort to redress. This plunge into deep deficit is all the more worrying since in
many countries prospective deficits associated with ageing are large, due to the slow pace of reform of pension and
health care systems. Indeed, a number of countries have little alternative but to begin the process of consolidating their
fiscal position without delay. Running prudent fiscal policies is also essential to the conduct of stabilisation policies
because they will help avoid premature hikes in long-term interest rates.

In this context, monetary policy is best placed to steer the recovery. While, at present, monetary conditions appear
well-adapted to the conjunctural situation in the United States, there is a case for a significant easing in the euro area,
where growth may remain below potential during the next few quarters, while core inflation is decelerating. In Japan,
more aggressive liquidity provision combined with a decisive restructuring of the financial sector is advisable.

To regain economic momentum, a renewed commitment to economic reform will be key in many OECD countries.
The case for economic reform remains very strong in the larger European countries and Japan, which ceased to converge
to the United States in terms of GDP per capita in the 1980s and lost ground for the first time since World War II during
the 1990s. The areas where emphasis should be placed are summarised in Chapter V of this Outlook.

The same reforms that boost potential growth in the medium term could also, in the short run, increase the resil-
ience of economies in the face of conjunctural shocks. It may not be a pure coincidence if, as noted in this report, those
countries which have grown most rapidly over the past decade are also those which have withstood shocks the most eas-
ily, while those which have performed worst in the long run also experienced the most abrupt departure from trend over
the past three years.

Providing a sense of long-term direction means, in many countries, setting and implementing an ambitious agenda
for growth. Its aims would range from improved corporate governance in the United States to raising employment and
productivity in Europe and Japan. In Germany, where structural weaknesses are standing in the way of a robust recovery,
an ambitious reform plan centred on labour markets and social security institutions is now being discussed which, if
fully implemented, would help unlock the growth potential of the economy.

In a period of diplomatic friction and loss of confidence in collective governance, progress in trade talks will also
be important. More generally, efforts to maintain and strengthen international economic integration remain essential to
world prosperity. Recent OECD empirical research, summarised in Chapters VI to VIII of this Outlook, shows how for-
eign direct investment could be fostered by improving regulatory frameworks. Preserving the world economic system
through improved security is certainly central but proactive measures to facilitate the flow of capital and the associated
knowledge and expertise are vital too.

16 April 2003
,f ~

Jean-Philippe Cotis
Chief Economist



|. GENERAL ASSESSMENT
OF THE MACROECONOMIC SITUATION

Overview: a slow recovery

The upturn is hesitant and drawn-out, with confidence fragile. The short-term
weakness foreseen in the previous OECD Economic Outlook is proving to be unex-
pectedly protracted, against the background of sharp swings in the oil price, sizeable
exchange rate shifts and continuing equity price erosion. Forward-looking indicators
suggest a deferral of the area-wide upturn until later in 2003. This year, OECD GDP
growth is thus likely to only marginally exceed the 1% per cent recorded in 2002
(Table I.1). At the same time, regional growth disparities are rising, with the output
gap set to widen less markedly in the United States than in the euro area.

Sluggish growth in the near term is partly related to the geopolitical uncertain-
ties created by the Iraq crisis. The rapid resolution to the conflict, and the more set-
tled geopolitical climate that is assumed to follow, should allow investor and
consumer confidence to strengthen gradually, with positive effects on demand. The
headwinds which were holding back the recovery at the time of the previous Outlook
have abated somewhat, as interest rates have declined and the capital overhang has
been reduced. Monetary policies and fiscal easing in several countries, notably the
United States, continue to support demand, in a context of declining core inflation.
If, as assumed, oil prices remain around $25 per barrel, OECD growth should revert
to around 3 per cent — exceeding its potential rate — in 2004. There remains, however,
a degree of uncertainty regarding the underlying cyclical momentum of the
OECD-area economy, relating to persistent imbalances and, in some economies,
insufficient structural reform. But while the risks are mainly negative they are not
exclusively on the downside.

Table I.1. Output growth
Percentage changesin GDP

2001 2002 2003 2004
United States 0.3 24 25 4.0
Japan 0.4 03 1.0 11
Euro area 15 0.9 1.0 24
European Union 16 1.0 12 24
Total OECD 0.8 18 19 30

Source: OECD.

Economic activity is hesitant...

... but should revive later in
2003, subject to negative risks
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The business cycle has some
unusual features...

... which impair conjunctural
visibility

Qil prices have gyrated...

... and geopoalitical risks have

weighed on consumer and
business confidence

Nature of the cycle and geopolitical risks

Major forcesacting

Two unusual sets of short-term influences are at play in the current conjuncture.
The first relates to the nature of the cyclical downturn, which started in all the major
OECD regions during 2001. The slowdown was not, as on many occasions in the
past, generated by monetary tightening in response to increasing inflationary pres-
sure and/or growing international imbalances. Rather, it was characterised by a clas-
sical over-investment cycle. Corporate balance sheet and excess capacity problems
have been more severe than in earlier recessions and have taken longer to be worked
off. However, because inflation pressures were generally subdued, central banks
have been able to respond vigorously. The second set of influences arises from the
pervasive geopolitical uncertainty deriving from the Iraq crisis, together with ongo-
ing security risks in other regions and those related to global terrorism. Besides the
effect on energy prices, this has hurt already fragile corporate and consumer confi-
dence. Both sets of influences were combined with an unusually severe bear market
in equities, following the bursting of the stock market bubble.

Viewed in this double perspective, the strength of the upturn is determined by:
i) how geopolitical tensions and oil prices will evolve; ii) responses to the policies in
place; and iii) most importantly, the extent to which the imbalances built up during
the boom have unwound and corporate sector headwinds abated.

| mpact of geopolitical tensions

Perhaps the most direct global economic manifestation of the geopolitical tensions
has been the volatility of oil prices. Higher oil prices played a key role in ending the
already mature expansion in 1990-91, but came this time early in the recovery stage and
whilst inflation trends were generally benign, so the parallels are limited. Over the year to
mid-March, spot oil prices rose from $20 to $35 per barrel for Brent crude.! Apart from a
substantial and rising war-premium, this increase also reflected the supply shortfalls
caused by strikes in Venezuela and Nigeria, the demand boost from unusually cold
weather in North America and Japan, and unusually low OECD crude oil stocks. In the
early stages of the war, oil prices plummeted, and by early April 2003 they were hovering
around $25 per barrel, with futures quotes showing market expectations they would stay
at this level — the mid-point of the range targeted by OPEC — over the coming year.

The crisis over Iraq has affected the global economy in other, more diffuse ways
than fluctuations in oil prices (Figure I.1). In particular, equity markets have
remained turbulent, as the pricing of risk has become very difficult. Investors have
been searching for safe havens, causing shifts in relative prices between equities on
the one hand and gold and government bonds on the other.? Household confidence
has fallen to levels approaching those observed during the Gulf crisis in the
early 1990s; and while business confidence has held more steady, it has more
recently tended to follow suit. The link between swings in confidence (especially

1. In real terms, this increase is only half as large as the surge that followed Iraq’s invasion of Kuwait
in 1990.

2. For an analysis of behaviour across markets, see Leigh, A., J. Wolfers and E. Zitzewitz, “What do
financial markets think of war in Iraq?”, NBER Working Papers, No. 9587, 2003; and Rigobon, R. and
B. Sack, “The effects of war risk on US financial markets”, NBER Working Papers, No. 9609, 2003.
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Consumption hasheldupin a
number of countries...

... financed by rising
household debt

Financial headwinds have
abated, though equitiesremain
volatile

business sentiment) and fluctuations in activity becomes less predictable when
changes in confidence are driven by political rather than economic factors, as has
recently been the case. Estimates of the direct costs of war, as incorporated in the
OECD projections, are spelled out in Box 1.2 below.

Consumption responsesto the policiesin place

The downturn has prompted substantial demand-supportive policy responses
(described below), the most powerful effects of which can be seen in relatively
strong personal consumption in a number of countries. Tax cuts and/or low interest
rates have boosted household spending in the United States, the United Kingdom,
Australia and Spain, partly via buoyant residential property markets (both directly in
housing construction and indirectly through property-wealth effects). Interest rate
effects have also been conspicuous in the US motor vehicle sector. These positive
influences have been vying with the negative effect of volatile and fragile household
confidence and financial wealth losses.? In the euro area at large — but especially
reflecting developments in Germany and Italy — policy measures have not sufficed to
sustain household spending growth. In Japan, consumption, though by no means
strong, has been a steadying factor in aggregate demand growth.

These rather disparate outcomes are reflections of differences in the balance
sheet behaviour of households. Household spending has been sustained, in some
countries, by taking on debt, which now exceeds 100 per cent of disposable income
in the United States and 120 per cent in the United Kingdom. Mortgage equity with-
drawal, in particular, has played a substantial role. Debt increases have had a coun-
terpart in rising house prices and household net wealth has been cushioned, to some
extent, from equity price falls. Moreover, debt service flows have been contained by
lower interest rates and households have used refinancing opportunities to pay down
expensive consumer credit.* In continental Europe, steep equity price falls have to be
seen in the context of much narrower household share ownership, while refinancing
of mortgages is more difficult and property markets have been less buoyant. As a
consequence, house prices and low interest rates have a smaller impact on consump-
tion, even though housing forms a relatively large part of household wealth. In
Japan, the protracted weakness in equity and property prices is cushioned, at least in
a statistical sense, by rising real household wealth held as government debt, despite
concerns about future pensions and taxes.

Financial headwinds and the investment cycle
Financial stress has eased

The financial headwinds noted in the previous Outlook have abated, albeit not
completely. Long-term interest rates have remained low and spreads on corporate
bonds have narrowed substantially, although this is due in part to the drying up of
high-risk credit demand and/or lenders becoming more selective. The number of
profit downgrades has fallen to more normal levels. Stock markets are still unsettled,
however, even though price-earnings ratios have come closer to their historical

3. In the United States, the residual drag on household consumption from past equity falls was recently
estimated by Federal Reserve staff to amount to 1 percentage point in 2003 and % percentage point in
2004, under the benign assumption that equity prices would move in line with income this year and next.

4. See Aizcorbe, A., A. Kennickell and K. Moore, “Recent changes in US family finances: evidence
from the 1998 and 2001 Survey of Consumer Finances”, Federal Reserve Bulletin, January 2003.
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Figure 1.2. Variability of output and investment growth
Percentage change from previous period, annual rate
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Source: OECD.
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Credit conditionsremain

supportive

The slump in investment is
deeper than in past

averages. Equity price declines have been particularly pronounced in Europe and
Japan. In Europe, this may reflect the fact that profit margins have been squeezed by
rising unit labour costs, while in Japan corporate and financial restructuring still has
a long way to go. Moreover, some sectors of the financial markets (life insurers in
the United Kingdom, banks in Germany) are still suffering balance sheet strains,
with repercussions on their own equity market value and on share prices generally
via a lower institutional demand for shares. These explanations apart, shares still
look more richly valued in the United States than elsewhere.

On the positive side, banks in the major countries, outside Japan and to a lesser
extent Germany, entered the recent downturn in a healthy condition, with favourable
capital and liquidity positions and low risk exposures. Most of the capital losses from
the investment boom of the late 1990s ended up outside the banking system, both in
the United States and Europe. More recently, some signs of stress have emerged due
to the increased incidence of corporate defaults. However, there is no evidence of
any generalised credit squeeze in OECD economies.’ In Germany, bank lending is
contracting in real terms, but this may be partly explained by the fact that real inter-
est rates are relatively high compared with other euro area countries.

What isleft of the capital overhang?

The economic boom of the late 1990s saw a substantial increase in business
investment, mostly reflecting strong growth in machinery and equipment, notably in

downturns... the information and communications technology sector (ICT). Fuelled by the stock
market and the rapid decline in computer prices, investment attained unsustainable
levels, in particular in the United States. The slowdown has, to a large extent, reflected
a need to reduce the ensuing capital overhang. For the past two years, capital spending
has fallen well short of long-term trend, especially, but by no means uniquely, in the
United States, where business investment dropped sharply in 2001 and 2002. The
cumulative decline for the OECD area was almost 6 per cent over these two years.
Figure 1.3. Private investment spending in the United Statesand the euro area
Percentage change from previous period at annual rate
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5. For supporting evidence in the US case, see Stiroh, K. and C. Metli, “Now and then: the evolution of
loan quality for US banks”, Federal Reserve Bank of New York, Current Issues in Economics and
Finance, Vol. 9, No. 4, 2003.
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Business investment amounts to no more than a third of private consumption spending,
but is normally the most volatile component of final demand, and has accounted for as
much of recent variations in output as has household demand (Figure 1.2).

Following two years of retrenchment, the bulk of the excess capital stock has in ... and the global capital

all likelihood been worked off (Box I1.1). Business fixed investment appears to have overhang has been largely
bottomed out in the United States, albeit with certain sectoral weaknesses e€liminated...
(Figure 1.3). Spending on high-tech investment (equipment and software) began to
recover from the spring of 2002, though moderately so. However, investment in
machinery and equipment continued to contract in 2002 in the euro area. In Japan,
where corporate restructuring is proceeding, capital spending picked up during the
second half of 2002, but this rebound is not expected to be sustained. Moreover,
capacity utilisation rates in manufacturing remain below historical averages in all
three major regions (though most significantly in the United States), suggesting that
some excess capital still exists in sectors relying on more durable assets, such as
structures (Figure 1.4). Also holding back a decisive investment recovery are the rel-
atively high levels of debt built up during the boom years, most conspicuously per-
haps in the telecommunications sector.®

Figure [.4. Profit marginsand capacity utilisation rates
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1. Approximated by GDP deflator divided by unit labour costs in the business sector, year-on-year percentage changes, moving average on 4 quarters.
2. Whole economy.

3. All series have been normalised at the average for the period for which data are available and are presented in units of standard deviation.

Source: OECD, Main Economic Indicators; European Central Bank, Monthly Bulletin.

6. See Chapter IV, “After the telecommunications bubble”.
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Box I.1.

Non-residential fixed capital formation accelerated in the
second half of the 1990s in a number of OECD countries
— particularly the United States, the United Kingdom, Italy,
Canada, Australia, Denmark, the Netherlands, Spain, and
Sweden — durably outpacing GDP. Despite the trend decline
in the relative price of investment, its share in nominal GDP
also rose during that period. The subsequent global slow-
down in activity saw investment spending drop sharply,
especially in the United States.! At the same time, equity
prices collapsed. This fuelled concerns that a “capital over-
hang” had been built up during the boom years, foreshadow-
ing a spell of subdued investment growth long enough for
the excess capital to be worked off.?

Several pieces of evidence seem to corroborate the view
that by the turn of the millennium too much capital had
been put in place too soon. A recent cross-country study
based on a system of panel cointegration equations for
gross business investment found that in a number of
OECD countries investment rose more than could be
explained by output growth, the cost of capital and finan-
cial market development.? Specifically, only one-third to
one-half of the increase in business investment between
1995 and 1999 in the United States, the United Kingdom,
Canada, Austria and Denmark could be attributed to these
fundamentals. A significant portion of the increase also
failed to be captured in these equations in the cases of
Australia, the Netherlands and Sweden. Although Japan
did not witness any investment surge during the 1990s,
the study also showed over-investment in this case.* At a
slightly more disaggregated level, unsustainably rapid
investment growth in some sectors supported the notion
of an overhang. Globally, this has been a widespread per-
ception as regards ICT, in part but not solely related to the
frontloading of Y2K-related outlays. In the United States,
such over-accumulation has been documented, albeit on a
limited scale, concerning computer and communications
equipment but also trucks.’ Further evidence of an over-

What isleft of the capital overhang?

hang includes very low capacity utilisation rates in US
manufacturing, which remain far below their levels of the
early 1990s recession.®

However, it is unlikely that at the economy-wide level
there now remains significant excess capital in North
America or in Europe. Indeed, the overhang symptoms
listed above are subject to some caveats. First, in several
countries, rapid investment growth represented a catch-up
following a period of investment decline or stagnation.
Second, the cited cross-country regressions did not allow
for the possibility that economies were in the process of
adjusting to a regime of higher trend output growth. Nor
did they take into account the likely shift to higher depre-
ciation rates (not least in connection with the growing
share in the capital stock of fast-depreciating computer,
equipment and software), which ceteris paribus raises
gross investment requirements.” Third, the overall, net US
capital-output ratio (measured as the net capital stock
divided by net domestic product) is not out of line with its
long-run historical average.® Fourth, any such overhang as
did emerge in computer and software equipment was
bound to erode rapidly, given that depreciation rates are
so much higher in that sector. In fact, US nominal and
afortiori real high tech spending started to turn around
in 2002.

Some local or sectoral pockets of capital overhang may
nonetheless persist, notably for some more durable types of
capital. Commercial real estate vacancy rates in particular
have shot up in the United States, as well as in a number of
other OECD countries. This is partly related to the longer
lags inherent in this type of investment project, which takes
several years to be completed. In the telecommunications
sector, as well, some overcapacity may remain, although it
does not necessarily signal excessive past investment and
probably coexists with capacity shortages, €.g. as regards the

“last mile”.?

1. US non-residential fixed investment declined cumulatively by close to 11 per cent in 2001-02, against a briefer and shallower contraction of
barely 5 per cent in the recession of the early 1990s. Elsewhere, however, the recent drop has been smaller so far than that witnessed in the
early 1990s (although it is almost as large in the United Kingdom).

. It has also led some to describe the current cycle as an “Austrian” one. See Oppers, S., “The Austrian theory of business cycles: old lessons
for modern economic policy?”, IMF Working Papers, No. 02/2, 2002.

. See Pelgrin, F., S. Schich and A. de Serres, “Increases in business investment rates in OECD countries in the 1990s: how much can be
explained by fundamentals?”, OECD Economics Department Working Papers, No. 327, 2002.

. Comparing the market and the replacement value of physical assets, another recent study reaches the same conclusion. See Ando, A.,
D. Christelis and T. Miyagawa, “Inefficiency of corporate investment and distortion of savings behavior in Japan”, NBER Working Papers,
No. 9444, 2003.

. See “Evaluating the evidence of a capital overhang in the US economy”, in United States: Selected Issues, IMF Country Report, No. 02/
165, 2002.

. Again, this contrasts with developments in Europe, where capacity utilisation rates remain close to historical averages.

. See Pelgrin et al., op. cit., and Tevlin, S. and K. Whelan, “Explaining the investment boom of the 1990s”, Journal of Money, Credit and
Banking, Vol. 35, No. 1. Depreciation rates may well fall back somewhat, however, in the context of a protracted slowdown.

. This is so in nominal terms. In real terms, the net US capital-output ratio probably exceeds its long-run average.

. For example, it is rational to install more optical fibre than can be used in the short run, since this material is long-lasting and the bulk of the
investment costs stem from digging the trenches and installing the fibre.
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Falling capital investment has been associated with a reassessment of future
profitability in many sectors. Many corporations have seen their capital base come
under pressure, and cutbacks in capital spending, tight inventory management, and
labour shedding/productivity increases have become the main vehicles for improving
their balance sheets. Profit margins have been helped by sustained productivity gains
in the United States, but have been held back by the typically slower labour market
adjustment in continental Europe and — where defined-benefit occupational pensions
are the norm (United States, United Kingdom, Netherlands) — by the need to top up
corporate pension funds. In this context, even in the absence of geopolitical events
and uncertainty, the upturn would in all likelihood be moderate, dependent for some
time on expansionary macroeconomic policies.

L ower oil pricesand supportive policies...

The projections have been built on the assumptions that the acute risk attaching
to the oil price has subsided, and that the more diffuse uncertainties attaching to the
aftermath of the Iraq war will dissipate more gradually. The oil price is taken as aver-
aging $25 from the second quarter of 2003 onwards (Table 1.2). Hence, the projected
impact of recent price spikes on output and inflation is limited. The negative effect of
uncertainty on confidence would, at the same time, give way to conditions where, in
particular for business investment, the option value of waiting falls rather quickly to
more normal levels.

Macroeconomic policies remain expansionary, although to differing degrees, on
both sides of the Atlantic (see Box 1.2). Monetary indicators suggest that the mone-
tary policy impulse is greatest in the United States. However, policy rates across the
OECD area are at or near historical lows and the OECD projections embody a
further 50 basis point decline in short-term interest rates in the euro area. Money
market rates are assumed to remain low for some time, before rising as the recovery

Table 1.2.  Oil and non-oil commodity prices

2000 2001 2002 2003 2004
Percentage changes
OECD import oil price (cif) 62.1 -15.8 24 7.8 -3.8
Non-oil commodity prices® 31 -8.6 -0.3 95 5.1
$ per barrel
Memorandum item:
OECD import oil price (cif)® 28.0 23.6 24.1 26.0 25.0

a) Total Hambourg commodity price index, excluding energy. OECD estimates and projections for 2003-04.

b) The historical datafor the OECD crude oil import prices are average cif unit prices as calculated by the International
Energy Agency; that is, they include cost, insurance and freight but exclude import duties. OECD estimates and
projections for 2003-04.

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

Strength and general dynamics of the upturn

... with improved profitsin the
United States, but less so
elsewhere

Qil prices are assumed to stay
around $25 per barrel

Monetary policies remain
supportive...
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Box 1.2.

Policy and other assumptions underlying the central projections'

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

— The US projection embodies the main thrust of the
Administration’s tax proposals, which bring forward
tax cuts that were built into the 2001 Tax Act and
change the personal income tax treatment of divi-
dends. It also incorporates the $75 billion supplemen-
tal appropriations request submitted by the President
to Congress on 25 March 2003.

— The projection for Japan incorporates the supplemen-
tary budget for fiscal year (FY) 2002, passed by the
Diet in early 2003, as well as the FY 2003 Budget,
passed by the Diet in March 2003.

— Measures to meet budget deficit objectives under the
Stability and Growth Pact are incorporated provided
they are enshrined in law or about to be legislated.

Policy-controlled interest rates are set in line with the
stated objectives of the relevant monetary authorities with
respect to inflation and activity. In the United States, the fed-
eral funds target rate, which was last lowered to 1% per cent

in November 2002, is assumed to rise gradually from late
2003 to 3% per cent a year later, as some withdrawal of pol-
icy stimulus becomes appropriate in order to maintain price
stability. In the euro area, the main refinancing rate, lowered
by Y percentage point in early March to 2% per cent, is
assumed to be cut by 2 percentage point over the coming
months, and to start gradually moving up from around
mid-2004. In Japan, short-term interest rates are assumed to
remain close to zero throughout the projection period.

The projections assume unchanged exchange rates from
those prevailing on 26 March 2003, at one US dollar equals
¥120.1 and € 0.936. For Turkey, the exchange rate is
assumed to depreciate in line with projected inflation.

The baseline assumption is that, following the fairly swift
resolution of the Iraq crisis, with limited collateral damage,
geopolitical uncertainty more generally will dissipate,
leading to a return to “normality” in the second half of this
year.

Since early 2002, oil prices have responded to production
cutbacks and political tensions in the Middle East, falling
sharply in March 2003, and the working hypothesis is that
OECD oil import prices average $25 per barrel from the sec-
ond quarter of 2003 onwards.

The cut-off date for information used in the projections
was 4 April 2003.

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

firms and it becomes necessary to adjust the stance of policy. Despite increasing bud-
get deficits, long yields have remained low. Steeper yield curves are expected only
late in the projection period.

... though financial conditions
are affected by exchange rate
shifts

Relative financial conditions have, however, been affected by substantial
exchange rate movements (Figure 1.5). The dollar has weakened notably since last
autumn and even more so from its peak in early 2002. A large part of the adjustment
has fallen on the euro, against which the dollar has lost almost a quarter of its value
in the year to early April 2003. The dollar has also fallen by 11 per cent against the
yen.” The British pound as well has weakened substantially since last autumn.

Fiscal policy is expansionary in
many countries

Fiscal positions have deteriorated sharply in the course of the downturn, both
for cyclical and for structural reasons, and part of the associated impulse (amounting
to a swing in the cyclically-adjusted deficit of over 1% per cent of GDP for the
OECD area as a whole in the course of 2001-02) has still to come through. Looking

7. Over the same period, non-Japan Asia continued to rapidly build up foreign exchange reserves, as
many countries in the region resisted currency appreciation, thereby pushing an additional burden on
the euro area and Japan.



General assessment of the macroeconomic situation - 11

Figure I.5. Real effective exchangerates
Average since 1980 = 100

US dollar Euro
140 140
120 2 M‘\ \\ N X 120
ol I N TIVTNA
B
80 Ma g N W 80
60 60
1980 82 84 8 88 90 92 94 96 98 2000 02 1980 82 84 8 88 90 92 94 9 98 2000 02
Yen Pound sterling
160 160
140 140

120 120

W al VN
P g

60 60
1980 82 84 8 8 90 92 94 9% 98 2000 02 1980 82 84 86 88 90 92 94 9% 98 2000 02

1. Horizontal lines delineate +/- one standard deviation from the average since 1980.
Source: OECD, Main Economic Indicators.

forward, the OECD overall fiscal deficit is expected to widen further in 2003, partly
because of built-in stabilisers. As well, an additional ex ante stimulus is likely to accrue
from a further increase in the cyclically-adjusted deficit amounting to a little under
Y2 per cent of GDP. The fiscal stance is set to loosen in particular in the United States,
the United Kingdom, Austria and Finland. In the euro area as a whole, the stance
becomes a bit more restrictive in 2003, mainly reflecting significant tightening pro-
grammed for Germany. In Japan, the stance is expansionary this year, reflecting the
increase in expenditures in the fiscal year (FY) 2002 supplementary budget and the
planned tax cuts in the FY 2003 budget. Budget deficits in several OECD transition
economies should shrink, while remaining uncomfortably large (5 to 6% per cent of
GDP). Australia, Canada and Korea would continue to record budget surpluses.

... should underpin stronger but uneven growth from
late 2003

Following a weak end-year quarter, the latest information on consumer spending, Growth isuneven across
durable goods orders and purchasing manager intentions points to some modest OECD regionsin early 2003
growth pick-up in the first quarter of this year in the United States and less so in
Europe. Empirical work at the OECD using high frequency data to forecast growth
in the very short term points to continued modest growth in the second quarter in the
euro area and possibly some slowing in the United States (Table I.3). In Japan,

© OECD 2003
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I nventories may be normalising

Table I.3.  Very short-term output growth projections

Per cent, quarter-on-quarter, seasonally-adjusted 2

Outcome Estimates Projections

2002 Q4 2003 Q1 2003 Q2
United States 04 0.7 (02-1.2) 04 (-0.1-0.9)
Euro area 0.2 0.3 (0.1-0.5) 0.3 (0.0-0.6)
Germany 0.0 0.3 (-0.1-0.7) 0.3 (-0.3-0.9)
France 0.2 0.3 (0.0-0.6) 0.1 (-0.3-0.5)
Italy 0.4 0.3 (0.0 -0.7) 04 (0.0-0.8)
United Kingdom 0.4 0.2 (-0.1-05) 05 (0.1-0.9)
a) Based on available conjunctural indicators published until 1 April 2003. In parentheses is the associated + 1 standard

error range.

Source: OECD.

surveys and leading indicators suggest that following an apparent spurt in late 2002,
growth may have stalled in early 2003.

The inventory cycle is playing a neutral — perhaps even positive — role at this
stage. Inventory adjustment has come to an end in the United States, and a build-up
of stocks may add to demand at least in the early part of this year. In the euro area,
business surveys also point to a modest improvement: the balance of firms finding
stocks excessive has diminished, although not in Germany. The stock-output ratio in
Japan continued to decline throughout 2002 and is edging below its long-term trend.

Table 1.4. Contributionsto changesin real GDP

Per cent of GDP in previous period

2001 2002 2003 2004
United States
Final domestic demand 17 25 27 39
of which: Business investment -0.8 -0.8 0.2 12
Stockbuilding -14 0.7 0.3 0.3
Net exports -0.2 -0.8 -0.6 -0.3
GDP 0.3 24 25 4.0
Japan
Final domestic demand 1.0 0.1 0.4 0.3
of which: Business investment 0.2 -0.6 0.2 0.2
Stockbuilding 0.0 -04 0.1 0.0
Net exports -0.7 0.7 0.6 0.8
GDP 0.4 0.3 1.0 11
Euroarea
Final domestic demand 14 04 11 20
of which: Business investment 0.1 -0.3 -0.1 05
Stockbuilding -04 -0.1 0.0 0.3
Net exports 0.5 0.5 0.0 0.1
GDP 15 0.9 1.0 24
OECD
Final domestic demand 13 16 1.9 2.8
of which: Business investment -0.3 -0.5 0.2 0.8
Stockbuilding -0.7 0.3 0.2 0.2
Net exports 0.3 -0.1 -0.1 0.0
GDP 0.8 18 1.9 3.0

Source: OECD.
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Against this background, the US recovery is expected to be driven by a very The United Stateswill lead the

gradual strengthening of business fixed investment and modest re-stocking. House- cyclical upturn...
hold consumption growth is, meanwhile, projected to slow as the mortgage-refinancing
effects abate and a weak labour market negatively affects consumer spending pro-
pensities, at least in 2003. Moreover, a significant part of the Administration’s pro-
posed tax cut is assumed to be saved. Federal government spending may rise
strongly, but this may to some extent be offset by restraint at the state and local level.
Despite the weaker dollar, the drag from net exports is projected to diminish only
slowly, with exports being held back by less than robust growth of export markets.
Overall, and in year-average terms, growth will remain relatively subdued in 2003 at
around 2% per cent, but accelerate to 4 per cent in 2004 (Table 1.4).

Activity in the euro area is expected to grow only modestly this year and next, while ... with the euro areatrailing...

intra-regional growth trends are becoming increasingly divergent, with among the larger
economies Germany and the Netherlands lagging France and Spain. In the near term, pri-
vate consumption is likely to remain weak in the face of deteriorating employment pros-
pects (Table 1.5). With exports recovering only moderately (in part due to the stronger
euro), significant unused capacity and pressures on profit margins, business investment
may only gather momentum in 2004. As unemployment stops rising in 2004, consump-
tion should regain some of its normal strength. All this sums up to a very gradual recov-
ery in 2003, before growth picks up, but only to around potential rates, in 2004.

The Japanese economy is not expected to sustain the growth performance ... and Japan slowing down
recorded in 2002, when it grew by 2% per cent during the year (but by 0.3 per cent

Table I.5. Euroarea: summary of projections

1999
current prices

2000 2001 2002 2003 2004

Billion Per cent of
Percentage changes, volume

euros GDP

Private consumption 3587 .4 57.3 26 18 0.7 12 21
Government consumption 1247 4 19.9 2.2 21 2.7 16 12
Gross fixed capital formation 1316.1 21.0 51 -0.2 -2.3 0.2 27
Residential 364 4 5.8 13 -3.1 -15 0.8 1.0
Business 794 .3 12.7 7.4 04 -2.2 -0.6 38
Government 157 4 25 27 32 -4.5 31 0.9
Final domestic demand 6150.8 98.2 31 14 0.4 11 2.0
Stockbuilding? 19.1 0.3 0.0 -04 -0.1 0.0 0.3
Total domestic demand 6169 .9 98.5 3.0 1.0 0.3 11 24
Net exports® R .4 15 0.6 05 05 0.0 0.1
GDP at constant prices 36 15 0.9 1.0 24
GDP at current prices 6262 .3 100.0 5.0 39 3.2 3.0 41

Memorandum items
Harmonised consumer price index 24 25 24 20 16
Private consumption deflator 21 24 22 17 14
Total employment 23 15 04 -0.1 0.7
Unemployment rate 84 8.0 8.2 8.8 8.7
General government financial balance® 0.1 -16 -2.3 -25 -24
Current account balance” -0.4 0.2 1.1 1.4 1.4
Output gap® 11 0.3 -0.9 -1.8 -15

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

c) Asapercentage of potential GDP.

Source: OECD.
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The recovery has been jobless
in the United States...

... and unemployment isrising
in the euro area and Japan

Disinflation islikely to
continue

World trade will rebound, but
external imbal ances worsen

year-on-year).® Going forward, growth is expected to average 1 per cent in 2003-04
and to be driven largely by exports, as subdued wage growth and deteriorating
employment prospects will restrain household spending. Despite some improvement
in profit expectations, continuing corporate restructuring will weigh on business
investment.

L abour markets are wor sening and disinflation continues

In the United States, aggressive labour shedding against the background of strong
productivity growth (Table 1.6) has allowed relatively strong per capita income growth
to be maintained while reducing unit labour costs and partially rebuilding profits.
While output has increased by 3 per cent since the onset of the recession in
March 2001, employment has shrunk. Even more so than in the early 1990s, the upturn
has been a “jobless” one. Nevertheless, the US labour market having entered this reces-
sion tighter than it had been in 30 years, the unemployment rate remains lower than in
the aftermath of most recent recessions, at just under 6 per cent.

In the euro area, unemployment remained fairly stable in the early phases of the
downturn. This may be partly thanks to the ongoing impact of labour market
reforms, which have been pricing low-productivity workers into jobs, as well as to
the fact that the initial slowdown was milder than across the Atlantic. Comparatively
stronger employment protection rules may also have delayed layoffs, despite the ris-
ing share of flexible work contracts. Unemployment has, however, started to rise
more rapidly since, and now stands at 8% per cent of the labour force. In Japan,
unemployment currently stands near a historical peak, at 5% per cent of the labour
force, despite a falling participation rate.

Inflation is generally low or trending down in core terms, but with exceptions
(Canada and some smaller euro area countries). In the United States, although infla-
tion has tended to pick up, reflecting rising energy prices and stronger import prices
resulting from a weaker dollar, it will remain moderate. As higher energy prices
unwind, inflation should slow, consistent with the negative output gap prevailing
over the entire projection period. In the euro area, where the output gap is widening
sharply and rising oil prices were largely offset by euro appreciation, inflation is pro-
jected to decline from 2% per cent in 2002 to 1%z per cent in 2004, as measured by
the harmonised index of consumer prices. Inflation in Germany and Switzerland
would approach zero. In Japan, deflation is not expected to abate, and the consump-
tion deflator should continue to decline by about 1% per cent per year.

World trade should regain momentum

World trade growth slowed late in 2002 as global economic activity lost some
of its strength and world ICT markets relapsed. It is projected to pick up gradually in
the course of 2003, as OECD activity firms (Table 1.7). Reflecting the uneven recov-
ery, current account imbalances are projected to increase. The US current account
deficit is set to rise by % per cent of GDP between 2002 and 2004, to 5% per cent of
GDP, while the Japanese and euro area surpluses would increase by 1 per cent and
Va per cent of GDP respectively over the same period.

8. This was, however, partly due to the adoption of a new definition of the national accounts deflators
that showed a stronger deflation than had previously been expected. Nominal GDP declined 1% per
cent in 2002.
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Table 1.6. Productivity, unemployment, output gaps and inflation

2001 2002 2003 2004
Per cent
Labour productivity growth
United States 0.2 39 2.0 23
Japan 0.8 17 1.6 13
Euro area -01 0.5 13 18
European Union 0.3 0.7 15 20
Total OECD 0.3 2.2 18 20
Employment growth
United States 0.0 -0.3 0.9 14
Japan -0.5 -1.3 -0.6 -0.2
Euro area 15 04 -0.1 0.7
European Union 14 05 0.0 0.7
Total OECD 0.5 0.1 04 1.0

Percentage of labour force
Unemployment rate

United States 4.8 5.8 6.0 5.8
Japan 5.0 5.4 5.7 5.7
Euro area 8.0 8.2 8.8 8.7
European Union 7.3 7.6 8.0 7.9
Total OECD 6.4 6.9 7.2 7.0
Per cent
Output gaps®
United States -11 -15 -21 -1.2
Japan -0.6 -15 -1.8 -2.0
Euro area 0.3 -0.9 -1.8 -15
European Union 0.2 -0.9 -1.7 -14
Total OECD -04 -1.2 -1.8 -14
Inflation” GDP deflator
United States 24 11 16 13
Japan -1.6 -17 -2.2 -1.8
Euro area 24 24 19 17
European Union 24 25 19 18
Total OECD less Turkey 2.0 14 13 12
Total OECD 29 2.1 17 14
Consumer price index
United States 2.8 16 24 17
Japan -0.7 -0.9 -0.9 -1.0
Euro areac 25 24 20 16

a) Per cent of potential GDP.

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

Beyond the near-term, the relative dynamism of the non-OECD Asian economies Domestic demand remains
as a whole, and in particular China and Dynamic Asia,’ is likely to continue to be a  relatively strong in Asia...
positive contributor to growth in global trade. Non-OECD Asia accounted for close to
45 per cent of global trade volume growth in 2002 and is projected to account for over
30 per cent this year — approximately double the share of these economies in total
world trade. China’s strong real GDP growth performance in 2002 has been driven

9. Dynamic Asia economies include Hong Kong, China; Chinese Taipei; Indonesia; Malaysia; the
Philippines; Singapore and Thailand.

© OECD 2003
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... and Russia...

... but weak in Latin
America

Table I.7. World trade and current account summary
2001 2002 2003 2004

Merchandise trade volume Percentage changes
World trade® -0.2 3.6 5.9 8.8

of which: Manufactures -11 38 6.1 9.4
OECD exports -05 27 4.6 7.9
OECD imports -0.7 25 49 75
Non-OECD exports -0.6 7.6 9.8 11.3
Non-OECD imports 2.8 52 8.3 126
Intra-OECD trade” -1.0 15 34 6.6
OECD exports to non-OECD 21 5.6 9.1 124
OECD imports from non-OECD -0.2 8.0 9.8 10.6
Tradeprices
OECD exports® -2.6 11 7.8 13
OECD imports® -33 0.7 8.2 1.3
OECD terms-of-trade with rest of the world® 20 04 -0.7 0.2
Current account balances Per cent of GDP
United States -39 -4.8 -54 -55
Japan 21 2.8 31 39
Euro area 0.2 11 14 14
European Union 0.1 0.9 1.0 1.0
OECD -1.0 -11 -1.2 -1.2

$billion

United States -393 -503 -587 -629
Japan 88 114 129 160
Euro area 15 73 105 115
European Union 10 75 98 99
OECD -255 -289 -338 -345
Non-OECD 100 129 184 181
World -155 -159 -154 -164

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 intraOECD import and export volumes implied by the total OECD trade volumes and the
estimated trade flows between the OECD and non-OECD areas based on the 1995 structure of trade values.

c) Average unit valuesin US$.

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

Source: OECD.

largely by domestic demand, which was boosted by exceptionally strong growth in
government investment spending and by booms in real estate investment and consumer
durables, all of which are likely to ease over the coming two years. As a result, growth
is likely to depend increasingly on progress on structural reforms.

The global slowdown has had a limited negative impact on activity in Russia,
where GDP growth is expected to remain robust in 2003-04. The main contributing
factors are rising investment in oil and utilities and strong private consumption.
Despite high oil-driven capital inflows, inflation should continue to decline gradu-
ally, supported by the ongoing real appreciation of the rouble.

Import demand from Latin America will remain weak, following unexpectedly
large adjustments of current account deficits in the region. In Brazil in particular, the
current account deficit shrank from 4.6 per cent of GDP in 2001 to 1.8 per cent in
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2002, due to depressed demand and intense import substitution. The deficit is pro-
jected to decline further this year, reflecting inter alia continued adherence to pru-
dent macroeconomic policies. Argentina now displays a sizeable current account
surplus and is only slowly recovering from the 2002 recession, as political uncertain-
ties and financial blockages hinder the resumption of growth.

Risksremain mainly on the downside

Significant uncertainties attach to the strength of the cyclical recovery, indepen- Downside risks continueto

dently of those created by geopolitical tensions. Possible aggravating factors include ~dominate

balance-sheet stress in the household sector, a failure of investment to pick up, a dis-

orderly unwinding of international imbalances or some combination thereof. At the

same time, oil prices and business and consumer confidence are subject to a wide

range of possible outcomes. The majority of these risks would seem to be on the

downside. Even so, activity could well stage a stronger than foreseen comeback in

response to an ending of war and successful stabilisation in Iraq, and to the recent

macroeconomic policy impulses that have yet to fully work their way through.

As noted, the more acute risks attaching to a surge in oil prices faded as the risk  Oil pricerisksare no longer

of serious damage to oil production and distribution infrastructure receded. But sig- only on the upside

nificant and lasting changes in oil prices — in either direction — cannot be ruled out.

Simulations with the OECD’s INTERLINK model suggest that a $10 increase

(decrease) in the average OECD import price of oil would, if sustained for a year,

lead to a % per cent decline (rise) in OECD area-wide growth and 'z percentage point

increase (fall) in headline inflation.'® The actual impact of an unexpected shift in oil

prices, however, would depend on the context and might differ from what past expe-

rience seems to imply, not least because inflation is now benign and well-anchored.

An underlying cyclical risk is that the consumption impulse could wane before =~ Consumption could be weaker
investment recovers. This might translate into a more rapid increase in the household
saving ratio towards long-run historical averages than embodied in the projection
(Figure 1.6). There are several dimensions to this risk:

— Housing prices could fall, either in response to an interest rate shock (possi-
bly in connection with worsening fiscal concerns) or for other reasons, caus-
ing household balance sheet strains to emerge. ! 12

10. The impact on Japanese and euro area growth would be stronger than that in the United States, reflect-
ing their respective dependence on net oil imports. The underlying assumptions are specified in
Dalsgaard, T., C. André and P. Richardson, “Standard shocks in the OECD Interlink model”, OECD
Economics Department \Working Papers, No. 306, 2001.

11. In this connection, it should also be noted that US housing market risk is concentrated in the portfo-
lios of two large and modestly capitalised government-sponsored agencies, which may be a problem
if it were to materialise. See Poole, W., “Housing in the economy”, Speech delivered at the Office of
Federal Housing Enterprise Oversight Symposium, Washington DC, 10 March 2003.

12. In the United Kingdom, debt-to-income ratios have risen most rapidly for the lowest-income mort-
gage-holding households, and ratios of unsecured debt to income more than doubled for the lowest-
income households. These are the ones most vulnerable to shocks increasing financial stress, such as
unexpected interest rate hikes or spells of unemployment. See Cox, P., J. Whitley and P. Brierley,
“Financial pressures in the UK household sector: evidence from the British Household Panel Survey”,
Bank of England Quarterly Bulletin, Winter, 2002. Housing market bubble symptoms have arguably
also been observed in other OECD countries, including Spain and Australia.

© OECD 2003
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—— Figure [.6.  Saving and investment in the United States

Private saving and investment!
% of GDP
22

= Gross private saving
=== Gross private domestic investment

20

2
1960 62 64 66 68 70 72 74 76 78 80 82 84 8 88 90 92 94 96 98 2000 02

Household saving
% of disposable income

12

10

1960 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 2000 02

1. There is a statistical discrepancy in the national accounts, reflecting conflicting information from source data regarding
product and income, with gross saving exceeding gross investment (by 1.1 per cent of GDP in 2002).
Source: US Bureau of Economic Analysis and OECD.

— Further equity price declines are still a source of potential instability.
Price-earnings ratios remain relatively high in North America compared with
long-run averages and with those in Europe,'* while expected equity price
volatility remains elevated. Even if equity prices do not drop any further,
household consumption could be affected by an increase in saving as pension

plan holders gradually realise the extent of the losses they effectively
incurred.

— While lower interest rates have allowed corporations to consolidate their
accounts by rolling over or refinancing loans, profit margins remain generally
quite low and pricing power weak.'* This implies not only a risk of further
deferred investment but also of accelerated labour-market adjustment, espe-
cially in the euro area, where unit labour costs have been under pressure. The
ensuing increase in uncertainty would push up precautionary saving.

13. However, following recent corporate governance scandals and the ensuing tightening of regulation
(see Box 1.3 in the previous Outlook), reported and forecast earnings may have become more conser-
vative, implying that price-earnings ratios may look higher than they otherwise would have.

14. Even in the United States, non-financial corporate profits are still relatively low, at 7.5 per cent of
GDP in 2002 (as against an average of 8.7 per cent over the last four decades).
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Box 1.3. Economic consequences of the spread of severe acuterespiratory syndrome

An atypical form of pneumonia, called severe acute respira-
tory syndrome (SARS), emerged in China in late 2002. It has
been spreading considerably since, leading to an emergency
travel advisory issued by the World Health Organisation and to
precautions being taken by healthcare professionals around the
world. The early manifestations of the disease are non-specific,
resembling symptoms of the common cold or influenza, making
it difficult to detect in timely fashion. By mid-April 2003, over
3200 cases had been reported in 24 countries, with 154 deaths,
mostly in mainland China and in Hong Kong, but also inter alia
in Singapore, Vietnam and Canada.!

The economic impact of this epidemic depends largely on
how promptly and effectively the virus can be brought under

tries most directly affected, but they have disrupted traffic
and business. A cheaper method of prevention or a cure have
yet to be discovered. More specifically, the SARS has
pushed stock prices down and taken a toll on airlines, tour-
ism and retailing in several non-OECD Asian countries and
has affected travel to or from New Zealand and Canada. In
several countries, some workplaces have temporarily closed
or employees are being invited or obliged to stay at home. A
number of Japanese firms are restricting travel by employees
to Singapore and other Asian cities. The ultimate macroeco-
nomic repercussions of the epidemic are difficult to ascertain
at this early stage, but past experience with other disease
outbreaks? suggests that local or sectoral impacts in the most
seriously affected countries could be significant if the emer-

control. Preventive measures have been taken in the coun-  gency were to worsen and persist.

1. For a clinical perspective, see “A major outbreak of severe acute respiratory syndrome in Hong Kong”, New England Journal of Medicine,
7 April 2003, and for an up-to-date count, www.who.int/csr/sarscountry/en/.
2. For example the meat-related diseases in the late 1990s (Box 1.4 in OECD Economic Outlook, No. 69, June 2001).

On top of the above geopolitical and economic tensions, a new risk has recently
emerged, with the spreading of an atypical form of pneumonia (Box 1.3). It has
caused significant disruptions in several countries, particularly China and Hong
Kong. Its effect on the global outlook is as yet very uncertain. It will depend
inter alia on how effective containment measures are, on how rapidly its propagation
is understood and on whether a vaccine or cure is discovered.

A new epidemiological risk has
surfaced

External imbalances remain of
concern

The external counterpart of low private and declining public saving in the
United States is a large and rising current account deficit, which is set to widen to
5% per cent of GDP by 2004, despite the recent dollar depreciation. The experience
of the late 1980s suggests that the narrowing of the external gap need not be disrup-
tive, but it may also point to the possibility of further exchange rate adjustment, not
least if central banks in Asia were to significantly reduce the pace at which they
build up dollar reserves.

M acr oeconomic policy challenges

The severity of the downswing has been limited by the relaxation of macroeco-
nomic policy, especially in the United States. Even so, persistent cyclical weaknesses
and downside risks raise the issue of whether additional policy stimulus is in order.
Where there remains scope for further monetary policy action, this may indeed have
to be used. On the fiscal side, however, any new discretionary fiscal measures need
to be set against longer-run sustainability considerations and control over spending

Some rebalancing of the policy
mix may be needed

© OECD 2003
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Monetary policy has cushioned

has to improve. In some cases, consolidation ought to start even before the recovery
is well established.

Monetary policy: how much more can it help?

Against the background of low inflation and widening output gaps (Figure 1.7),

thedownturn central banks have brought down policy-controlled interest rates near or to historical
lows.!> This has helped contain the amplitude of the downturn and, given the lags
associated with monetary policy, will continue to support demand in the course of
2003. At the same time, falling bond yields and buoyant house prices have, in a num-
ber of cases, limited the extent of adverse wealth effects of collapsing equity prices.
Going forward, loosening monetary policy for cyclical reasons may, in some coun-
tries, aggravate domestic or external imbalances. In others, there is more clearly
scope for further interest rate cuts, although monetary policy alone cannot put econo-
mies back on a balanced and sustainable growth path.
Figure I.7. Resource utilisation, inflation and interest rates
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Source: OECD.

15. Australia, Canada, Korea, Mexico and New Zealand are the only exceptions among OECD countries
(excluding Turkey), and even there, interest rates are low in historical perspective.
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In the United States, nominal short-term interest rates are at their lowest levels Thereislittle room or need to
in over four decades, following a cumulative 475 basis point cut in the Federal cutinterest ratesin the United
Reserve’s target rate in the course of 2001 and an additional 50 basis point cut in ~ States
November 2002. In real terms, short-term interest rates are essentially nil or nega-
tive, depending on which price index is used. This loose stance has generously sup-
ported credit and demand, notably in the consumer durables and housing sectors. The
room for lowering the federal funds rate is now limited, but on current OECD projec-
tions, there is no need to cut the policy rate further. Indeed, as the recovery strength-
ens in 2004, it will be desirable to start moving the policy rate back towards
neutrality.

In Europe, with the exception of Switzerland, nominal short-term interest rates Thereis more scope to ease
have remained well above their US counterparts. The Eurosystem cut its minimum interest ratesin theeuro area...
refinance rate by 25 basis points in early March 2003, bringing the policy rate back
to the level of its 1999 trough, which, however, is still 125 basis points above the
corresponding US rate. Based on expected inflation, real short-term interest rates in
the euro area are still, on average, close to 1 per cent. There is scope to bring the policy
rate down further, given that core inflation is trending down against the background
of a significant near-term widening in the output gap. Moreover, the effective
exchange rate has appreciated substantially in recent months.

In the United Kingdom, the Bank of England cut its repo rate by 25 basis ... butlesssoin the United
points in February 2003, after a prolonged wait-and-see period, and despite the Kingdom
persistent vigour of house price inflation. But with growth more resilient and fiscal
policy more stimulative than in the euro area, there seems to be much less of a
need for further cuts.

In Japan, short-term interest rates have been zero almost uninterruptedly since In Japan, monetary action has
1999. Liquidity injections have been stepped up several times, so that banks’ current not ended deflation...
account balances at the Bank of Japan have quadrupled over the last two years. The
range of assets purchased by the central bank has been broadened.!® Even so, year on
year, broad money has recently been expanding at a rate of only about 2 per cent,
while private bank lending has continued to contract by 2 to 3 per cent. While liquidity
creation may have helped contain the acceleration of deflation,!” it has clearly not
been sufficient to pull the general price level back up. Exchange rate appreciation
since early 2002 (which several bouts of effectively sterilised official intervention on
the foreign exchange market failed to prevent) has also contributed to depressing the
domestic price level.

Continued liquidity expansion is necessary to prevent worsening deflation, ... and further easingis
including via the purchase of foreign currency denominated assets. But as long as the  needed, with structural reforms
monetary policy transmission mechanism is defective, “quantitative easing” in the
form of liquidity injections against domestic collateral will not suffice. Bank balance
sheets are saddled with very large amounts of non-performing loans (NPLs). As

16. The Bank of Japan also purchases shares held by commercial banks (and is authorised to accumulate
up to ¥ 3 trillion of such shares itself), but the purpose is to reduce bank balance sheet instability
rather than to boost liquidity.

17. The intensity of deflation may be understated, however, by the official consumer price index series
(see Ariga, K. and K. Matsui, “Mismeasurement of the CPI”, NBER Working Papers, No. 9436,
2003). Also, a new version of the Bank of Japan’s wholesale price index, aiming at better accounting
for changes in the quality of goods, shows the annual rate of deflation to be around one percentage
point stronger than suggested by the old index.

© OECD 2003
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Further fiscal loosening is
inadvisable

described in more detail in the previous Outlook, new measures were introduced in
late 2002 to address the NPL problem more aggressively and to work off the existing
stock of bad loans. The supervisory agency has launched a second round of special
inspections and there are signs that banks are indeed acting more expeditiously to
recognise and work off bad loans as well as to close unprofitable branches. The
expertise of foreign banks in bad loan restructuring is also starting to be called upon
more. However, consistent and more far-reaching efforts are necessary to resolve this
problem while implementing broad structural reform to reinvigorate credit demand.

Fiscal policy: room for manoeuvre has essentially been
exhausted

In most OECD countries, the fiscal outlook (see Table 1.8) is now far more som-
bre than in the late 1990s, owing to cyclical setbacks, higher spending and a series of
deficit-financed tax cuts, but also to the often belated action to address longer-run
fiscal pressures. In some cases, traditional methods of assessing the fiscal stance
have failed to correct for a number of transitory factors masking underlying weak-
nesses, which has contributed to delaying remedial measures or prompted fiscal
expansion that may be unsustainable in the long term. In particular, the tax receipts
associated with the asset price booms of the late 1990s tended to be treated, implicitly,

Table 1.8.  General government financial balances

Per cent of GDP / Potential GDP

2001 2002 2003 2004

United States

Actual balance -05 -34 -4.6 -4.2

Cyclically-adjusted balance -0.2 -29 -4.0 -39

Cyclically-adjusted primary balance 21 -1.0 -21 -2.0
Japan®

Actual balance -6.1 -7.1 -1.7 -7.8

Cyclically-adjusted balance -5.9 -6.7 =72 =72

Cyclically-adjusted primary balance -4.6 -5.6 -5.8 -5.8
Euro area

Actual balance -1.6 -2.3 -25 -24

Cyclically-adjusted balance -1.8 -1.9 -1.6 -1.6

Cyclically-adjusted primary balance 17 14 16 15
European Union

Actual balance -11 -2.0 -2.3 -2.2

Cyclically-adjusted balance -1.2 -1.6 -14 -15

Cyclically-adjusted primary balance 20 15 15 13
OECD"

Actual balance -1.3 -2.9 -3.6 -35

Cyclically-adjusted balance -14 -2.8 -3.2 -3.2

Cyclically-adjusted primary balance 11 -0.6 -1.0 -1.1

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

a) Includes deferred tax payments on postal saving accounts amounting to 0.6 and 0.2 per cent of GDPin 2001 and
2002, respectively.

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

Source: OECD.
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as a permanent improvement on the revenue side. Underlying trends have also been
masked by a number of one-off operations, €.g. securitisation of public assets or
receivables, debt swaps, privatisations and tax amnesties.!® Identifying underlying
“structural” fiscal trends is therefore difficult (Box 1.4). But against the backdrop of
mounting ageing-related pressures,!® it is clear that there is, in general, little if any
scope for new fiscal stimulus over and above the cushion provided by the automatic
stabilisers. In some cases, consolidation cannot be delayed even if it is pro-cyclical.
Rapidly rising deficits and debts would risk pushing up real long-term interest rates
and crowding out private activity, as in the early 1980s and early 1990s.

The turnaround in the fiscal position has been particularly marked in the United Large budget deficitsare likely
States. Adjusting for the cycle in activity (but not for any additional impact of the to persistin the United States...
cycle in asset prices nor for any other special factors), the swing from 2000 to 2002
amounted to 3.8 percentage points of GDP. This constitutes the largest two-year fis-
cal expansion in decades and has brought longer-run fiscal sustainability concerns to
the fore. The President’s budget proposals for FY 2004, which are built into the
OECD projection, involve significant additional loosening, both in the form of tax
cuts and via higher spending, particularly on security and health care, and may add
close to 1 per cent of GDP to what the deficit would otherwise have been
(Figure 1.8). Some of the measures, such as the acceleration of the personal income
tax relief foreseen in the 2001 Economic Growth and Tax Relief Reconciliation Act,
should help support household consumption later this year and next, even if part of
the extra disposable income is likely to be saved. The war-related outlays should also
end up boosting domestic demand. In contrast, the intensity and timing of the stimu-
lus to be expected from some of the other proposals, notably the exclusion of divi-
dends from individual taxable income, remains difficult to assess.?’

The newly proposed tax cuts are seen by the US Administration as structural ... with possible adverse
reform initiatives more than as attempts at fiscal fine-tuning. But coupled with consequences over the longer
some costly new spending initiatives and with the $75 billion supplemental appro- run
priations request submitted to Congress in March 2003,2! they imply that fiscal
deficits will continue to pre-empt large amounts of national saving well beyond the
point where the current cyclical slack has been absorbed. Apart from uncertainty
about the eventual budgetary costs of the war in Iraq, the risk of significantly
higher deficits is compounded, over the longer term, by the absence of a
medium-run anchor that would tie down spending growth, as the now expired Bud-
get Enforcement Act helped do during the 1990s. In addition, some foreseeable
future tax changes, for example as regards the alternative minimum tax,?? will also
contribute to widening the fiscal gap. Based on past experience (Figure 1.9), higher

18. Fiscal deficits may also be understated by “below-the-line” treatment of capital injections into
state-owned enterprises where they really represent subsidies.

19. For a detailed discussion, see “Fiscal sustainability: the contribution of fiscal rules”, OECD Economic
QOutlook, No. 72, December 2002.

20. Moreover, with state governments facing a severe fiscal crisis, spending cutbacks and tax increases at
sub-national level are partly offsetting federal stimulus.

21. This request is built on the assumption of a rapid and decisive US military action in Iraq and does not
extend beyond the end of the current fiscal year (30 September 2003). The amount approaches the
total fiscal cost of the first Gulf War (which is estimated at around $80 billion at today’s prices), and
represents 0.7 percentage point of GDP.

22. The alternative minimum tax — originally established to ensure that high-income earners could not
abuse tax shelters — is not indexed for inflation and the 2001 tax reform did not cut it alongside the
ordinary income tax. If it were to remain as is, it would encroach on a rapidly rising fraction of mid-
dle-income earners.
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Traditional methods of correcting budget deficits for the
cycle in economic activity do not adjust for asset price cycles
or one-off operations (tax amnesties, securitisations).!
Regarding the former, movements in asset prices generate
capital gains and losses, which impact on tax revenues with
various lags. These movements are not necessarily correlated
with cycles in economic activity, and can be seen as struc-
tural where the fundamentals determining asset prices (such
as profit and productivity growth and risk premia)
have undergone change. Where they have not, however, the
cyclically-adjusted balance may give too favourable a “struc-
tural” picture by not recognising the temporary nature of tax
buoyancy due to asset price fluctuations. This appears to
have occurred during the recent asset price boom.

Measuring non-discretionary fluctuationsin tax reve-
nue. In several OECD countries, total government receipts
as a percentage of GDP surged in the latter part of the 1990s
and subsequently contracted sharply, mostly reflecting
changes in household direct taxes. For example, in the
United States, these grew from 10.1 per cent of GDP in 1992
to a historical peak of 13.1 per cent in 2000 but had fallen
back to 10.7 per cent by 2002. In the United Kingdom, they
rose from 11.8 per cent of GDP in 1993 to 13.4 per cent in
2001 and then dropped back to 12.5 per cent in 2002. Other
OECD countries including Canada and Sweden have experi-
enced similar tax revenue swings. Corporate income taxes
have followed the same pattern, but to a much lesser extent.

A simple ex post measure of the “unexpected” deviation in
the effective tax rate is what cannot be explained by cyclical
variations in output and identifiable discretionary fiscal pol-
icy measures. In the United States, this difference cumula-
tively amounted to 3.3 per cent of GDP between 1997 and
2001 for direct household taxes. In 2002, revenues then
undershot by 0.6 per cent of GDP. Thus, the sensitivity of tax
revenues to GDP may differ substantially from that used to
derive cyclically-adjusted revenues.

Asset price cycles and tax revenues. Direct taxes do not
vary linearly with GDP. Factors altering the
receipts-to-GDP ratio include the progressivity of the
household income tax, the volatility of corporate profits,
the non-symmetrical tax treatment of profits and losses,
deferred taxation and the fact that taxable income does not
include all components of GDP. Another factor leading to
variations in the receipts-to-GDP ratio is the rise and fall of
asset prices. As equity prices rise, capital gains accrue.
When they are realised, gains show up as taxable income
for households and/or corporations depending on national
legislation. In the United States, taxes on households capi-
tal gains grew from $27 billion in FY 1992 to $120 billion
in FY 2000 (close to 12 per cent of total direct taxes paid
by households) before dropping to an estimated $55 billion
in FY 2002. Similarly, in Finland taxes on capital gains
paid by households (accruals basis) rose from € 0.5 billion
in 1998 to € 1.2 billion in 2000 (6 per cent of total direct
taxes paid by households) before collapsing to € 0.4 billion
in 2002. It is capital gains realisations that are taxed rather
than capital gains accruals, and they tend to lag movements

Box [.4. Re-assessing cyclically-adjusted balances

in asset prices. Indeed, after a bull market such as that of
the 1990s, a sizeable amount of accrued gains remains to be
realised, and equity sales in a falling market can still result
in taxable gains, albeit reduced.

Financial market swings may also affect tax receipts
through their effect on stock options. Estimates for the
United States show that income from stock options rose from
negligible amounts in the early 1990s to about $50 billion in
1997, and to over $100 billion in 2000 (i.e. about 2 per cent
of wages and salaries). This may have yielded individual
income tax receipts of around $40 billion in 2000, with most
of that income probably concentrated among the highest
earnings taxpayers and thus taxed at the highest rates. Pre-
liminary data suggest that income from stock options may
have halved in 2001 and fallen even further in 2002. Simi-
larly, in Finland direct taxes on stock options have risen from
€ 0.1 billion in 1998, to € 0.6 billion in 2000 (also represent-
ing about 2 per cent of total wages and salaries) before fall-
ing to € 0.3 billion in 2002. However, as income earned is
reported as part of wage and salary income when the options
are exercised, it is at the same time deductible from the cor-
porate income tax. Given these offsetting effects on corpo-
rate profits, changes in equity prices and income tend to
generate much smaller changes in total taxable income and
total tax receipts.

Rising asset values may also affect receipts through other
routes:

— In the United Kingdom, receipts from the stamp duty
—a tax on land and property transactions and on
equity transfers — increased from 0.3 per cent of GDP
in 1996 to 0.8 per cent in 2000, owing to buoyant
property and equity markets and, to a lesser extent, to
past increases in tax rates. Receipts have flattened
since, reflecting the offsetting impact of house and
equity price changes.

— In Denmark, the return on pension funds’ investments
is taxable. The fall in equity prices and the recent
change in tax rates resulted in a significant drop in
revenue, which fell from a peak of 1.2 per cent of
GDP in 1999 to virtually zero in 2001 and 2002.

— In Greece, financial and capital transactions taxes
have more than doubled between 1995 and 2000,
reaching 1.6 per cent of GDP in 2000.

Accounting for asset price changes. The figure below
shows the effect of excluding direct tax revenues that are
particularly sensitive to asset prices on cyclically-adjusted
balances in two countries (but it does not attempt to incorpo-
rate a “normal” element of such revenues in the adjusted bal-
ance). In the United States, direct taxes from capital gains
realised by households rose from an average of 0.5 per cent
of GDP in the first half of the 1990s to 1.1 per cent between
1998 and 2000, before falling abruptly in 2002. In Finland,
the massive swing in equity prices in 2001 and 2002 caused
a loss of revenue equivalent to nearly 1 per cent of GDP,
accounting for a significant part of the “discretionary” easing
in the fiscal stance since 2000.
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United States
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1. Excludes also tax revenues from stock options.
Source: OECD.

Other non-structural changes. One-off budgetary opera-
tions further complicate the interpretation of cyclically-
adjusted balances. The OECD has consistently deducted the
budgetary proceeds from the sales of UMTS licences. How-
ever, other possible budgetary operations should be taken
into account as well:

— In some EU countries (Austria, Finland, Greece,
Ireland and Italy), governments have securitised
financial or non-financial assets and revenue flows.?
The impact of these operations on the general gov-
ernment fiscal balance and debt depends on how the
special purpose vehicle’s payment to the general
government is recorded. To secure consistency
across EU countries, Eurostat released guidelines in
2002 on the recording in national accounts of securi-
tisation operations. The implementation of the new
guidelines has been reflected in an upward adjust-
ment of the deficit for Italy by about % per cent of
GDP in 2001 and of the debt position for Austria
and Greece (by about 3% per cent of GDP in
2000-01 for Greece).

1. The OECD, the IMF and the European Commission use a broadly similar approach to compute cyclically-adjusted balances. See OECD,
Sources and methods of the OECD Economic Outlook; Hagemann, R., “The structural budget balance: the IMF’s methodology”, IMF Work-
ing Papers, No. 99/95, 1999; and European Commission, Public Financesin EMU 2002, Brussels, 2002.

2. Securitisation is defined here as an arrangement where the owner of an asset (or sometimes revenue flows not attached to an asset) transfers
the ownership to another unit, often called a special purpose vehicle, which borrows to pay the seller, generally in the form of securities

issued on its own account.

Re-assessing cyclically-adjusted balances (cont.)

Adjusted fiscal balances

=== Cyclically-adjusted excluding tax revenues from capital gains
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Finland!
% of potential GDP

1998 929 2000 01 02

— In a number of countries, government asset sales
have, at times, contributed to the improvement in
cyclically-adjusted balances, amounting to 4 per cent
of GDP in 2001-02 in Belgium and to Y4 per cent of
GDP in FY 2000-01 in Australia.

— Tax amnesties have been used in many countries. In
Italy, for example, a partial tax amnesty providing
temporary incentives for the repatriation of financial
assets illegally held abroad was passed in 2001. The
legalisation of such assets was made conditional on
the payment of a penalty of 2.5 per cent of the value
of the assets declared. This measure could generate
revenues of 0.1 per cent of GDP in 2002.

Policy implications. In sum, careful calculation and
interpretation of “structural” budget balances is warranted
in light of the large non-cyclical, but temporary, shifts in
government revenues observed recently in OECD coun-
tries. Overstating structural budget positions can lead gov-
ernments to raise spending or reduce taxes to an extent
which compromises future budget management during sub-
sequent downturns.
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Figure 1.8. USFederal budget prospectstwo years apart
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1. Outlays exclude the costs of a military conflict with Iraq and its aftermath.
2. Mainly Medicare and Medicaid.
Source: Office of Management and Budget, FY 2002 and FY 2004 budgets.
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Figure 1.9. Projected USdeficit and yield gap
Semi-annual observations'
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1. Expansion periods are those defined by the NBER Business Cycle Dating Committee. Observations dates correspond
to the winter and summer CBO reports on the fiscal outlook. The yield gap is defined as the 5-year government bond
minus the 3-month T-bill rate. The projected deficit is the CBO projection of the cumulative deficit over the next five
fiscal years, in per cent of GDP.

Source: Congressional Budget Office, Federa Reserve.

deficits may translate into higher real long-term interest rates once the recovery
gathers steam.?

The stability and convergence programmes presented by European Union |n several EU countries,

(EU) member states on the eve of the 2001 downturn foresaw that for the euro area  Sizeable deficits have

as a whole, the general government deficit would have fallen to 0.3 per cent of re-emerged...

GDP by 2002 and would have disappeared altogether by 2003. The outcome was,

instead, a deficit of 2.3 per cent of GDP in 2002, mostly reflecting much weaker-

than-projected growth but also, in some cases, tax cuts and persistent overruns on

health spending (notably in France and Germany). The deterioration in the fiscal

balance was of a similar magnitude in the United Kingdom, although there a dis-

cretionary acceleration in spending accounts for a larger portion of the shift.?* In

23. A picture similar to Figure 1.9 would be obtained with real long-term interest rates instead of the dif-
ference between long and short rates, and with a ten-year rather than a five-year horizon (but the num-
ber of observations would be smaller, as the Congressional Budget Office did not project ten years
ahead during the 1980s). Even so, such correlations have only a suggestive value, as interest rates are
influenced by other factors, including the business cycle.

24. In 2003, budgetary outlays related to the war in Iraq may amount to 0.3 per cent of GDP.

© OECD 2003
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... triggering policy reactions...

... but further measures are
called for

Japan’s fiscal imbalances
remain most worrying

general, the automatic stabilisers have functioned unimpeded in euro area coun-
tries and, having a larger impact than across the Atlantic, they played a more
important role in cushioning the downturn.

With deficits exceeding or approaching the 3 per cent of GDP threshold embodied
in the Stability and Growth Pact, the excessive deficit procedure has been activated
for Germany, Portugal, and, more recently, France. The European Commission has
also expressed concern regarding underlying fiscal weakness in Italy, temporarily
masked by several one-off operations. While France and Italy have not announced
any permanent fiscal adjustment measures since, the German and Portuguese gov-
ernments have introduced tax hikes and spending cuts to bring their deficits down.
However, in both cases, as in a number of other countries, the official national
growth assumptions underpinning the budget projections seem to err on the optimis-
tic side, implying that deficits are set to remain above or near the 3 per cent of GDP
mark longer than programmed. This is all the more likely where programmes lack
specific adjustment measures beyond 2003. In fact, on current policies, the deficit is
projected to distinctly exceed 3 per cent of GDP in France and Germany in each of
the three years to 2004.%°

Even over the medium run, when the near-term cyclical slack is absorbed, defi-
cits in the three largest euro area countries would not decline much, if at all, unless
significant new measures are taken (see Appendix). This would clearly breach the
commitment to bring fiscal positions into balance or surplus and put upward pressure
on long-term real interest rates. While an overly rapid fiscal correction could prove
counter-productive against the backdrop of widening output gaps, sticking to a gradual
medium-term adjustment path for structural balances of at least /2 percentage point
of GDP per annum is necessary, not simply to preserve the credibility of the policy
framework, but because of the age-related spending pressures that are about to inten-
sify over the next few years. In the short run, fiscal consolidation should facilitate an
accommodative monetary stance and be facilitated by it. Over the longer run, the
best way to cope with fiscal pressures, however, is to push ahead where needed with
labour market, pension and health care reform.

Japan remains a fiscal outlier among OECD countries, with a deficit again
exceeding 7 per cent of GDP in 2002 and a rapidly rising gross public debt ratio,
which exceeded 140 per cent of GDP at the end of 2002. With yields on long-term
government bonds below one per cent, their price can barely rise any further, and
holders of public debt — notably the banks — are exposed to a major downside risk. In
2003, the deficit is to widen a bit further, reflecting the spending increases enshrined
in the FY 2002 supplementary budget (for public works and unemployment benefits)
as well as the tax cuts built into the FY 2003 budget, which are only partly offset by
consolidation measures on the spending side. As a result, the stance of fiscal policy
is loosening slightly in 2003.2° The stimulative impact of the new tax cuts is open to
doubt insofar as tax credits to spur business investment may be ineffective in a con-
text where many firms face over-capacity. Tax reform is indeed needed in Japan but

25. Fiscal deficits are much larger in many EU accession countries, notably in the Czech Republic,
Hungary, Poland and the Slovak Republic. See for example Coricelli, F. and V. Ercolani, “Cyclical
and structural deficits on the road to accession: fiscal rules for an enlarged European Union”, CEPR
Discussion Papers, No. 3672, 2002.

26. Estimates of the output gap are particularly fragile in the case of Japan, so that cyclical adjustment
can only be done on an indicative basis. It should also be noted that owing to low tax elasticities, a
large output gap does not translate into that big a cyclical deficit in Japan.
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should rather involve streamlining tax relief and allowances so as to broaden the tax
base, while improving the incentive structure of the tax system.?” On the spending
side, introducing more formal rules capping outlays could make it easier to bring
about the needed degree of fiscal discipline.

Stepping up structural reform to boost growth

and resilience to shocks

Macroeconomic performance obviously depends not just on the quality of the Structural policiesinfluence
monetary and fiscal policy mix, but also on the timing, nature and intensity of exoge- current macroeconomic
nous shocks and on the resilience of growth to them. This resilience is influenced by  performance
institutions and structural policies, since sound structural fundamentals allow
adverse shocks to be overcome at a lower cost. Indeed, the disparities in economic
performance during the current cycle are partly related to differences in the flexibil-
ity of response to shocks among OECD economies.

Among the larger OECD economies,?® the resilience during the recent slow- The momentum and resilience

down has to some extent mirrored growth performance since the mid-1990s, which  of growth varies...

has varied considerably (Table 1.9). At one end of the spectrum, Canada, Australia,

France and Spain stand out with a relatively limited deceleration in activity. At the

other end, the output gap is widening very considerably in Japan and Germany.

Despite massive macroeconomic policy stimulus, the US output gap opens up more

than in the euro area.?’ To some extent, these divergent fortunes reflect differences in

shocks: Germany for example is still digesting the massive unification shock, while

Australia’s specialisation meant that it was less exposed to the ICT boom-and-bust.

However, the impact of any given shock depends on an economy’s institutional fea- ... asdoes vulnerability to
tures, as shaped over time by structural policy. For example, where the labour market  shocks
institutions are such that unemployment spells tend to be protracted, adverse shocks are
more likely to lead to the marginalisation of the longer-term unemployed. Thus down-
ward pressure on wages is weaker and hence the return to lower unemployment takes
longer.3® Not coincidentally, Canada, Australia and Spain are among the OECD countries
where structural reforms have made significant progress during the 1990s, while
Germany and Japan are among those where they have made least headway.?' In the case
of Germany, structural bottlenecks undermine domestic flexibility: when long-lasting
shocks hit, calling for labour reallocation from the tradeables to the non-tradeables sector,
very strict employment protection legislation, wage rigidities and other regulations hinder

27. See the OECD Economic Survey of Japan, Paris, 2002.

28. The sample includes the 12 largest OECD economies based on nominal GDP at market exchange
rates.

29. As noted above, while discretionary fiscal policy and monetary loosening were less aggressive in the
euro area, the automatic stabilisers are about twice as powerful there, thus helping more effectively to
contain the amplitude of the slowdown. In addition, compared with pre-1999 shocks, some euro area
countries at least have been partly shielded by membership in a common currency area, which
inter alia served to limit interest rate tensions.

30. See Blanchard, O. and J. Wolfers, “The role of shocks and institutions in the rise of European unem-
ployment: the aggregate evidence”, Economic Journal, Vol. 110, Issue 462, 2000.

31. See the corresponding recent OECD Economic Surveys.
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Table 1.9. Growth momentum and resiliencein the larger OECD countries

Fastest growing 1995-2002 Output gap
Real GDP Labour productivity Cumulative
2002 2001-2004
Per cent Per cent of potential GDP
Korea 53 Korea 44 Canada 0.2 Canada 0.2
Augtrdia 3.8  United States 20 France -0.2  France -1.3
Canada 34  Austrdia 19 Australia -0.3  Austraia -2.9
Spain 33 Total OECD 17 Spain -0.8  Spain -35
United States 32 Canada 15 Euro area -0.9  United Kingdom -3.8
Netherlands 29 Japan 14 Netherlands -1.0 Euroarea -3.9
Total OECD 2.7 United Kingdom 14 United Kingdom -1.0  Netherlands -4.6
United Kingdom 2.7 France 1.0 Total OECD -1.2  Total OECD -4.8
Mexico 26 Italy 10 Germany -1.3  ltay -54
France 23 Euro area 1.0 United States -1.5  Germany -5.6
Euro area 22 Germany 10 Japan -15  United States -5.9
Italy 18  Spain 0.8 ltaly -16  Japan -6.0
Germany 14 Netherlands 0.8
Japan 12 Mexico 05
Note: Comparable output gap estimates are not available for Korea and Mexico.
Source: OECD.
adjustment, aggravating the deterioration of the labour market and the depth of the slow-
down. Given Germany’s relative size, its lack of resilience has significant spillover
effects to neighbouring EU countries, dragging down the performance of the euro area at
large. In contrast, Korea sailed through the recent downturn at impressive speed, in large
part thanks to the drastic structural reforms undertaken in the wake of the 1997 crisis.
Toraise or uphold trend Thus, structural reform is important to improve resilience to shocks. It is also
growth, structural reformis needed to bolster or maintain potential growth.3> On current policies, growth can be
needed... expected to slow significantly over time in a number of OECD countries (see Appen-
dix). This will exacerbate the fiscal pressures associated with ageing populations.
Stepping up structural reform, especially in the euro area and in Japan, will unlock
latent potential, raise living standards and facilitate the absorption of these pressures.
... in labour markets... Labour market reform progressed during the 1990s. However, unemployment

rates continue to differ considerably across OECD countries, and employment rates
vary even more, especially for older age groups, signaling that human resources are
not fully used.* In the case of Japan, a recent study estimates that removing the
impediments restricting labour mobility between firms and discouraging female
labour force participation could push up total labour supply by 13 to 18 per cent and
thereby raise annual GDP growth by nearly 1 percentage point for a decade.?® In the

32. See Chapter V, “Structural policies and growth”.

33. See Dang, T.T., P. Antolin and H. Oxley, “Fiscal implications of ageing: projections of age-related
spending”, OECD Economics Department Working Papers, No. 305, 2001.

34. See “Increasing employment: the role of later retirement”, OECD Economic Outlook, No. 72,
December 2002.

35. See Hiroshi, O. and M. Rebick, “Constraints on the level and efficient use of labor in Japan”, in
M. Blomstrém, J. Corbett, F. Hayashi and A. Kashyap (eds), Sructural Impediments to Growth in
Japan, University of Chicago Press, forthcoming. This would, however, imply a participation rate of
83 to 86 per cent, higher even than those currently observed in Nordic European countries.
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case of Germany, a government-sponsored commission put forward a set of reform
proposals focused on active labour market measures, which it is hoped could halve
the unemployment rate within three years.® This may be an overstatement of their
impact, given the limited scope of the proposals, but the government has since stated
its intention to introduce more fundamental and wide-ranging reforms.

There is also ample scope in most OECD countries for product market improve- ... product markets...
ments conducive to faster growth and higher standards of living. Recent OECD work
shows how lowering entry barriers and improving the regulatory framework can
enhance competition and raise multi-factor productivity (MFP). In the larger euro
area countries and in Greece, where heavy regulation has widened the technology
gap Vis-a-vis best practice abroad, the removal of trade and administrative barriers
might increase MFP growth in manufacturing by 0.1 to 0.2 percentage point over a
considerable period. In addition, progressively bringing down barriers to entry in ser-
vice sectors to the OECD-wide average could add 0.1 to 0.2 percentage point to
overall business sector MFP growth in Greece, Italy or Portugal.’” Recognising these
potential gains, the European Commission is preparing a new action plan to speed up
the completion of the single market for services. Tangible progress in the context of
the Doha Round of trade liberalisation would work in the same direction.

Addressing capital market shortcomings is also necessary to boost economy-wide ... and capital markets
growth and employment. In the United States, the focus has lately been on corporate
governance reform and financial market regulations. In Europe, the emphasis is on
the implementation of the EU financial services and risk capital action plans, which are
somewhat behind schedule. The benefits to be expected from further EU integration
are significant: estimates of the macroeconomic impact of the associated reduction in
the cost of equity, bond and bank finance point to a permanent EU-wide gain on the
order of one percentage point for GDP and % percentage point for employment.3® In
Japan, financial system rehabilitation and reform is of course an indispensable element
of a broader set of measures needed for the economy to pull out of stagnation and
deflation, as stressed in many earlier editions of the Outlook.

36. See Hartz Kommission, Moderne Dienstleistungen am Arbeitsmarkt, Berlin, 16 August 2002, which
is analysed further in the OECD Economic Survey of Germany, Paris, 2003.

37. The estimates quoted here come from Nicoletti, G. and S. Scarpetta, “Regulation, productivity and
growth: OECD evidence”, OECD Economics Department Working Papers, No. 347, 2003 and are
subject to the usual caveats associated with econometric analyses.

38. See Box 1.3 in OECD Economic Outlook, No. 72, December 2002.

39. See London Economics, Quantification of the Macro-Economic Impact of Integration of EU Financial
Markets, Final report to the European Commission, November 2002. Another study finding substantial
gains is Giannetti, M., L. Guiso, T. Jappelli, M. Padula and M. Pagano, “Financial market integration,
corporate financing and economic growth”, European Economy, Economic Papers, No. 179, 2002. For
more details and references, see the OECD Economic Survey of the Euro Area, Paris, 2002.
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Appendix: The medium-term reference scenario

The medium-term reference The medium-term reference scenario extends the current short-term projections to

scenario shows area-wide the end of 2008 (see Tables I.10 to 1.12).° It is essentially driven by the supply side of

growth of around 3 per cent  economies. Growth in output for any country beyond 2004 is assumed to be a combi-

nation of growth in potential output and a contribution from the closing of the output

Table .10. Medium-term reference scenario summary

Per cent
Real GDP Unemployment Long-term

growth Inflation rate® raté Current balance interest rate

2005-2008 2004 2008 2004 2008 2004 2008 2004 2008
Australia 38 2.6 2.3 5.8 55 37 31 6.3 6.5
Austria 26 11 1.0 5.9 47 0.3 0.4 44 5.7
Belgium 2.7 12 11 7.7 6.9 5.3 5.1 44 5.7
Canada 31 2.1 2.1 7.0 7.1 2.2 2.2 5.7 6.0
Czech Republic 28 23 20 7.2 6.8 51 -45 2.8° 6.0"
Denmark 2.2 2.3 2.0 4.4 47 3.6 36 45 5.6
Finland 2.3 15 14 9.0 8.0 7.2 5.3 45 5.7
France 2.1 14 13 9.2 8.8 2.2 2.3 4.4 5.6
Germany 2.0 0.4 0.8 8.3 7.0 32 34 43 5.5
Greece 31 34 2.8 9.1 9.0 -5.8 5.7 4.4 5.7
Hungary 43 45 30 6.4 6.1 38 -4.0 7.3° 75
Iceland 2.8 2.6 2.5 30 30 -0.9 0.9 8.0 6.0
Ireland 40 32 2.8 5.2 5.1 0.8 0.8 5.3 55
Italy 2.3 1.9 15 8.9 8.6 0.0 0.0 45 5.7
Japan 17 -16 -16 5.7 39 39 41 11 17
Korea 5.2 33 31 3.0 30 0.2 0.3 6.7 6.7
Mexico 43 35 30 2.4 2.3 -2.8 -3.0 8.8 8.6
Netherlands 24 13 12 5.0 35 2.5 2.1 4.4 5.6
New Zealand 30 2.0 2.0 5.3 5.4 -4.6 -43 6.2 6.5
Norway 16 16 2.0 4.6 36 132 12.0 5.7 7.0
Poland 41 2.3 2.2 19.9 165 -45 -43 6.0 6.0'
Portugal 2.9 2.2 2.0 6.3 38 55 -46 45 5.7
Slovak Republic 42 6.1 5.1 16.8 14.8 6.1 5.8 7.7 6.5
Spain 31 24 1.9 117 9.4 32 33 42 55
Sweden 2.3 17 2.0 43 45 44 44 48 55
Switzerland 15 0.3 0.4 34 18 12.2 11.8 24 31
Turkey 47 171 10.9 10.6 95 -26 -2.0 19.0 14.4
United Kingdom 26 1.0 2.0 5.2 5.1 -2.0 -1.9 5.1 5.5
United States 35 12 1.0 5.8 5.0 -55 5.6 5.0 5.8
Euro area 24 14 13 8.7 7.6 14 14 44 5.6
European Union 24 14 14 79 7.1 0.9 0.9 45 5.6
Total of above OECD countries 29 1.1° 1.0° 7.0 6.0 -1.2 -13 a£ 52°

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

b) Per cent of labour force.

¢) Per cent of nominal GDP.

d) Short-term interest rate.

e) Excluding Turkey.

Source: OECD.

40. Assumptions underlying the medium-term reference scenario are outlined in Box L.5.
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Table I.11. Fiscal trendsin the medium-term reference scenario

As a percentage of nominal GDP

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

2004 2008 2004 2008 2004 2008 2004 2008
Australia 0.5 0.1 4 2 20 18 . .
Austria -11 -0.4 49 44 66 61 66 61
Belgium 0.2 0.8 90 74 99 83 99 83
Canada 1.0 1.0 34 24 75 65 . .
Czech Republic -6.2 -4.5
Denmark 19 2.2 2 -6 48 39 42 34
Finland 29 2.6 -47 -49 45 42 40 38
France -3.3 -3.3 44 50 71 75 64 67
Germany -3.3 -2.7 52 58 67 72 65 71
Greece -0.7 -1.0 . . 99 88 99 88
Hungary -5.0 -3.3 . . . .
lceland 0.1 0.6 23 19 43 39 . .
Ireland -1.2 -1.0 . . 31 29 31 28
Italy -2.8 -2.8 94 90 118 115 105 103
Japan -7.8 -7.6 89 119 164 194 . .
Korea 39 37 -39 -42 19 29 . .
Netherlands -2.0 -0.3 42 39 53 50 53 50
New Zealand 0.5 0.9 17 11 38 39
Norway 10.7 9.6 -100 -122 20 22
Poland -5.9 -3.8 . . . . . .
Portugal 2.7 -11 . . 59 54 59 54
Slovak Republic -5.1 -35
Spain -0.2 0.3 36 28 63 55 52 47
Sweden 12 12 -6 -9 58 55 52 49
United Kingdom -2.2 -1.6 30 32 52 54 41 45
United States -4.2 -2.4 49 51 66 68 .
Euro area -24 -1.9 56 56 76 76 70 70
European Union -2.2 -1.8 50 50 73 72 66 67
Total of above OECD countries -35 -2.6 51 56 81 86

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

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

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

¢) Includesall 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 2002, 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.

gap. Growth in potential for the OECD as a whole is expected to slow to below 2% per
cent per annum over the period, falling more substantially for some countries in the
later years. This slowing reflects the combined effects of a decrease in trend growth of
the labour force, partly offset by small increases in trend labour productivity growth.

Since most OECD economies are forecast to be operating well below output  Unemployment falls, inflation
potential in 2004, the closing of output gaps implies that growth in subsequent years remains low, but fiscal deficits
exceeds estimated potential. OECD-wide real GDP is projected to expand at close to  persist
3 per cent per annum over the period. The area-wide rate of unemployment drops to
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Table I.12. Growth in potential GDP and its components

Annual averages, percentage points

Components of potential employment®

Potential labour

Potential Potential Potential

Output producttivitty growth employment |abour force Workirag:_age Strulctural .

g growth (output per growth participation rate population unemployment

employee)

1996- 2005- 1996- 2005- 1996- 2005- 1996- 2005- 1996- 2005- 1996- 2005-
2004 2004 2008 2004 2008 2004 2008 2004 2008 2004 2008 2004 2008
Australia -14 38 35 2.0 24 17 11 0.1 0.0 14 1.0 0.2 0.0
Austria -25 2.3 2.0 19 19 04 0.1 0.1 0.1 0.3 -0.1 0.0 0.1
Belgium -2.4 21 21 12 15 0.9 0.5 0.5 0.2 0.2 0.3 0.2 0.0
Canada 0.2 33 32 16 20 17 12 0.3 0.1 12 10 0.2 0.0
Denmark -0.3 2.3 21 2.0 20 0.3 0.1 -0.1 0.0 0.2 0.1 0.2 0.0
Finland -0.4 28 22 21 19 0.6 0.3 0.1 0.0 0.3 0.2 0.3 0.1
France -0.8 22 19 13 15 0.8 04 0.3 0.0 0.3 04 0.2 0.1
Germany -2.0 15 15 12 13 0.2 0.2 04 0.3 -0.1 -0.2 -0.1 0.1
Greece 11 31 34 25 3.0 0.6 04 0.5 0.2 0.2 0.0 0.0 0.1
Iceland 0.7 2.9 31 1.6 2.0 1.2 1.0 0.0 0.0 1.3 0.9 -0.1 0.1
Ireland 21 71 45 3.6 31 33 13 0.7 0.2 18 0.9 0.8 0.1
Italy -15 18 19 13 15 04 04 0.4 0.5 -0.1 -0.1 0.2 0.1
Japan -2.0 13 11 12 12 0.1 -0.1 0.4 0.3 -0.2 -0.4 -0.1 0.0
Netherlands -2.4 2.8 18 12 11 15 0.6 0.8 0.2 04 04 0.3 0.0
New Zealand 0.3 31 31 14 19 1.6 1.2 0.2 0.1 1.2 1.0 0.2 0.0
Norway -0.3 2.6 20 17 15 0.9 0.5 0.1 0.0 0.6 0.5 0.2 0.0
Spain -1.2 29 2.7 10 11 18 1.7 1.0 1.0 0.6 0.3 0.3 04
Sweden 0.0 2.3 2.3 21 18 0.3 04 -0.3 -0.1 0.5 0.6 0.1 0.0
Switzerland -14 13 12 0.7 0.8 0.6 0.3 0.0 0.0 05 0.3 0.1 0.0
United Kingdom -1.2 25 2.3 19 20 0.6 04 0.1 0.1 04 0.3 0.2 0.0
United States -1.2 33 31 19 21 14 10 0.0 -0.1 13 10 0.0 0.0
Euro area -1.5 21 20 13 14 0.7 0.5 0.4 0.3 0.2 0.1 0.1 0.1
Total OECD -1.3 25 24 16 18 0.9 0.6 0.2 0.1 0.7 04 0.1 0.0

a) Percentage point contributions to potential employment growth.
b) Estimates of the structural rate of unemployment are based on the concepts and methods described in "Revised OECD measures of structural unemployment”,

Economic Outlook, No. 68, 2000.

Source: OECD.

Growth isrobust in the United
States beyond 2004...

around 6 per cent, while inflation remains broadly unchanged at 2004 levels. Despite
fairly robust recovery, fiscal balances remain in significant deficit for the area as a
whole. This reflects continuing large deficits for the major European economies and
Japan, partially offset by gradual improvement for the United States.

Potential output for the United States is projected to grow at a little over 3 per
cent over the medium term, with increasing growth in labour productivity being off-
set by declining growth in the working-age population and the labour force. With
output below potential for much of the period, inflation continues at a low rate. The
fiscal balance remains in substantial deficit, albeit improving over the period, reflect-
ing both the cyclical improvement and the expiry of temporary tax breaks on busi-
ness investment in late 2004. Overall, the deficit falls to around 2% per cent of GDP
by 2008.
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Assumptions underlying the medium-term reference scenario

The medium-term reference scenario is conditional on the
following assumptions for the period beyond the short-term
projection horizon:

— Gaps between actual and potential output are elimi-
nated by 2008 in all OECD countries.

— Unemployment returns to its structural rate (the
NAIRU) in all OECD countries by 2008.!

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

— Monetary policies are directed at keeping inflation
low, or bringing it down in line with medium-term
objectives.

— Fiscal policies are assumed to remain broadly
unchanged (i.e. the cyclically-adjusted primary bud-
get balance is held approximately unchanged from
one year to the next),’ or to follow medium-term pro-
grammes where these are well-defined parts of the
institutional framework for fiscal policy.

The main purpose of the medium-term reference scenario
is to provide a basis for comparisons with other scenarios
based on alternative assumptions and to provide insights on
the possible build-up or unwinding of specific imbalances
and tensions in the world economy over the medium term.
The reference scenario does not embody a specific view
about the timing of future cyclical events.

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. This implicitly assumes that the authorities take measures to offset underlying changes in primary structural balances.

... but more modest in Europe,
where fiscal deficits persist

Within the euro area, potential output growth, averaging 2 per cent per annum
beyond 2004, is much lower than in the United States, reflecting lower growth in
both the working age population and trend labour productivity. At the same time, the
cyclical position in 2004 is similar to what is observed in the United States with a
negative output gap of 1% per cent of GDP. Overall, there is a significant contribu-
tion from the closure of the gap, leading to GDP growth of around 2% per cent per
annum over the period. Unemployment falls by almost one percentage point to
around 7% per cent, but inflation remains subdued. Despite the recovery, the fiscal
deficit for the euro area as a whole remains at almost 2 per cent of GDP in 2008. The
general government deficit is, at present policy settings, projected to remain slightly
above 3 per cent of GDP for France, with rising public debt interest payments
broadly offsetting the cyclical contribution from the closing of the gap.*! Significant
deficits also persist in Germany and Italy and, to a lesser extent, Greece and Ireland.
With the exception of the United Kingdom, which also remains in significant deficit,
the fiscal positions of other European Union member countries move steadily
towards balance or remain in significant surplus.

In Japan, growth remains weak
and thefiscal position
unsustainable

Potential output growth in Japan is projected to slow, given declines in the
working-age population and relatively slow growth in the capital stock and trend
labour productivity. To close the output gap from 2004 levels, GDP growth acceler-
ates to above 1% per cent per annum and the unemployment rate falls by almost
2 percentage points to around 4 per cent. Deflation nonetheless persists over the
period and interest rates remain low.*> As a result, the public debt interest burden
remains proportionally much lower than in other countries experiencing high levels

41. See Box 1.5 and the main text for specific details of the underlying fiscal assumptions.

42. Assessing the relationship between the output gap and inflation is particularly difficult in the current
Japanese deflationary environment. The judgement taken over the medium-term horizon is that the
change in the output gap also has some effect on inflation, i.e. that the higher growth required to close
the output gap balances the deflationary pressures arising from the output gap itself.

© OECD 2003
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World trade grows robustly but
current account imbalances
persist

of public debt. Nonetheless, with continuing large structural fiscal deficits of up to
8 per cent of GDP, in part reflecting the ongoing fiscal costs associated with popula-
tion ageing, public debt continues to accumulate at an unsustainable rate.

Given fairly robust GDP growth in the OECD area, growth in world trade, at
around 8 per cent per annum, remains at around the historical average of the 1990s.%
For the area as a whole, the current account balance remains in small deficit over the
medium term although, 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 imbalances between regions. For the euro area, the
current account remains in surplus at around 1% per cent of GDP; the US deficit sta-
bilises at around 5% per cent of GDP, with an increasing outflow of investment
income as net foreign debt continues to accumulate, while Japan remains in a posi-
tion of large surplus, at around 4 per cent of GDP.

43. In part, this reflects robust underlying growth for China and the dynamic Asian economies.



II. DEVELOPMENTSIN INDIVIDUAL
OECD COUNTRIES

The economy has been soft recently. Household spending has advanced more modestly as higher energy prices have
pinched real incomes. Yet business investment has stabilised and appears set to recover following the end of the war in
Iraq, while rising military expenditures are providing a boost to demand. Growth is expected to rebound sharply by the
autumn assuming the conflict is resolved by early summer. Household, business and foreign demand — the latter buoyed
by the drop in the dollar — are all projected to strengthen markedly in 2004. Inflation should fall back as energy prices
reverse and slack persists following several years of growth below potential.

Monetary policy has remained supportive, but interest rates will need to be raised once growth picks up. The proposed tax cuts
and further increasesin expenditure, not least the jump in defence purchases, will widen the federal government deficit sharply.
Thiswill have to be reversed in coming years. While the planned tax rate reductions and reforms to dividend taxation are
attractive from an efficiency perspective, these proposed changes should be part of a more revenue-neutral reform package.

After advancing solidly in the first half of 2002, the pace of activity slowed in ~ Growth slowed in the second

the latter part of the year. Both consumption and residential investment posted more half of 2002...
modest gains. This reflected the stagnant labour market, a waning impetus from

attractive terms available on mortgage and consumer durable financing and the pass-

ing of the boost to income from earlier tax cuts. Moreover, the technical stimulus to

growth from a resumption in stockbuilding moderated and net exports continued to

exert a significant drag as growth in the rest of the OECD was also sub-par. Govern-

ment spending, particularly at the state and local level, also grew more slowly in the

second half of last year. In contrast, business fixed investment stabilised after drop-

ping for two years, with gains in equipment and software outlays largely offsetting

lower spending on non-residential structures.

United States
The stock market decline has been accompanied by some Bond yields have come down further
increase in personal savings
Index % of disposable income Per cent
250 8

10

Ten-year treasury bond yield

200

150

100

= Wilshire 5000 (left scale)
"""" Personal saving rate (right scale)

50 0
1995 96 97 98 99 2000 01 02 03 2000 01 02 03

1. Wilshire 5000 divided by disposable income, set equal to 100 in the first quarter of 1995.
Source: Board of Governors of the Federal Reserve System, Bureau of Economic Analysis and Thomson Financial.
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... and may remain subdued
through mid-year

Higher oil and other energy
prices are restraining demand

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

2000 2001 2002 2003 2004
Employment® 15 0.0 -0.9 0.6 17
Unemployment rate” 40 48 5.8 6.0 5.8
Employment cost index 4.6 4.1 37 28 27
Compensation per employee® 6.5 2.3 2.3 34 3.3
Labour productivity © 2.6 0.2 39 20 23
Unit labour cost © 38 21 -15 14 1.0
GDP deflator 21 24 11 16 13
Consumer price index 34 2.8 1.6 24 17
Private consumption deflator 25 20 14 2.0 12
Real household disposable income 4.8 18 43 3.0 38

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

b) As a percentage of labour force.

c) In the business sector.

Source: OECD.

Recent indicators suggest continued weakness in the first half of this year.
Equity markets have been volatile, while consumer confidence has dropped. An
important part of this uncertainty stemmed from heightened tensions related to Iraq,
although the share market fluctuations may also reflect the lingering impact on risk
appetites of the burst stock-market bubble and corporate governance concerns. In
any case, personal savings can be expected to rise over this year. The recovery in the
manufacturing sector also appears to have stalled, with the weak data on orders
pointing to another slowing this spring.

The conflict in the Middle East and the earlier strikes in Venezuela resulted in a
sharp run-up in petroleum prices. The cold winter and lean stock levels have also led
to sharp increases in natural gas and electricity prices. With energy accounting for
about 5 per cent of consumption expenditures, higher prices have eroded household

United States
Consumer sentiment and the manufacturing Past declines have brought business demand
outlook have weakened to low levels
1995 =100 % balance Ratio % of business GDP
130 65 1.55 17
Consumer confidence index' (left scale) Inventory/sales ratio for manufacturing and trade (left scale)
Purchasing managers index (right scale) 60 . Nominal business fixed investment (right scale)
.. 16
55
15
50
14
45
40 13
80 35 1.30 12
1995 96 97 98 99 2000 01 02 03 1995 96 97 98 99 2000 01 02 03

1. University of Michigan.

Source: Institute for Supply Management, US Census Bureau and OECD.
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United States: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 2.8 2.3 3.7 4.6 4.8
General government financial balance® 14 -0.5 -34 -4.6 -4.2
Current account balance® -4.2 -39 -4.8 -5.4 -5.5
Short-term interest rate® 6.5 37 18 14 3.0
Long-term interest rated 6.0 5.0 4.6 41 5.0

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

¢) 3-month euro-dollar.

d) 10-year government bonds.

Source: OECD.

purchasing power thus far this year. The drag on demand should prove modest and
temporary, if oil and natural gas prices drop through the spring and summer as
expected. Moreover, the energy price shock will contribute to a further widening in
the current account deficit, which has weighed increasingly on the exchange rate.

The Federal Reserve has provided a substantial impetus to demand since begin- Interest rates are projected to
ning to cut the federal funds rate more than two years ago, with the federal funds rate  rise once growth accelerates...
holding at 1% per cent since last November. However, the effects of the stimulus have
begun to wane: while the level of house and consumer durable purchases remains
strong, their contribution to growth has slowed. Even so, with demand projected to
advance modestly over the first half of this year, no further cuts in the funds rate are
projected in the near term. If demand has advanced, as expected, by the autumn, a
gradual move toward a more neutral monetary stance should begin at that point.

United States: Demand and output

1999 2000 2001 2002 2003 2004
Current prices
billion $ Percentage changes, volume

Private consumption 6 246.5 43 25 31 23 3.6
Government consumption 1336.3 28 37 4.4 53 20
Gross fixed investment 18819 55 -2.6 -1.8 14 59
Public 304.7 24 33 44 14 0.6
Residential 403.7 11 0.3 39 0.7 13
Non-residential 11735 7.8 -5.2 -5.7 17 9.5
Final domestic demand 9464.7 43 16 24 26 38
Stockbuilding® 59.5 0.0 -1.4 0.7 0.3 0.3
Total domestic demand 9524.3 44 0.4 3.0 28 4.0
Exports of goods and services 989.4 9.7 -54 -1.6 4.0 9.0
Imports of goods and services 1239.2 132 -2.9 37 6.4 7.8
Net exports? -249.9 -0.9 -0.2 -0.8 -0.6 -0.3
GDP at market prices 92744 38 0.3 24 25 40

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

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

Source: OECD.
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... and fiscal policy must move
to reduce the deficit over the
medium run

Growth should accelerate as
uncertainty with Iragis
resolved

United States: External indicators

2000 2001 2002 2003 2004
$billion
Merchandise exports 772.0 718.8 682.6 723 806
Merchandise imports 12244 11459 1166.9 1285 1399
Trade balance -452.4 -427.2 -484.4 - 562 - 594
Invisibles, net 421 338 -19.1 -25 -36
Current account balance -410.3 - 3934 - 503.4 - 587 - 629
Percentage changes
Merchandise export volumes?® 11.3 -59 -36 3.6 9.9
Merchandise import volumes® 135 -33 39 6.6 7.7
Export performance® -10 -4.9 -6.1 -18 0.9
Terms of trade -35 23 12 -14 0.4

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

The projection incorporates the Administration’s 2004 budget proposal and addi-
tional expenditures totalling $75 billion over 2003 and 2004 related to the war with Iraq.
In 2002, federal government purchases of goods and services expanded by more than
10 per cent, and the jump in defence purchases will contribute to another double-digit
increase in expenditures this year. Federal revenues dropped more than 6 per cent in
2002. Moreover, the Administration’s proposed tax cuts, which consist largely of
expanded child tax credits, accelerated reductions in marginal tax rates and the elimina-
tion of the double taxation of dividends, would lower revenues in 2003 and 2004 by
Y4 per cent and more than ¥ per cent of GDP, respectively. While higher spending and tax
cuts have contributed to growth over the past two years and should do so again, at least
modestly, they have generated a projected federal deficit of just under $400 billion, or
about 3% per cent of GDP, in both 2003 and 2004. The growing deficit is one factor con-
tributing to a projected rise in long-term interest rates of over 100 basis points by the end
of 2004. A renewed focus on spending priorities and tax law changes will be necessary to
generate a reduction in federal deficits over the next few years. State and local govern-
ments have also seen weak revenues and are projected to run a deficit of about 1% per
cent of GDP this year. However, a slowing in expenditures and some tax increases should
result in a smaller deficit in 2004. Overall, the general government deficit is projected to
exceed 4% per cent of GDP in 2003 before edging down in 2004.

The slow pace of growth in the first half of this year should be followed by stron-
ger gains, as energy prices subside and confidence returns after the end of the war in
Iraq. Consumption expenditures are expected to rise only modestly until the second
half of this year. But thereafter a recovery in the labour market and improved balance
sheets should lead to more robust spending by households. While business fixed
investment is being held back by the same concerns as are weighing on consumer con-
fidence and equity markets, the sharp reduction in capital stock growth brought about
by the correction in investment over the past two years, along with the continued rise in
demand, point to the prospect of a notable acceleration in purchases later in the year. In
addition, an improvement in worldwide demand and the depreciation of the dollar are
expected to contribute to an acceleration in exports in 2004. Risks to the outlook
remain substantial but are not only on the downside. Bad news regarding the geopoliti-
cal situation or continued household pessimism following the war may lower growth.
On the other hand, the impetus from fiscal loosening and a pickup in business and for-
eign demand could generate a more pronounced acceleration.
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The economic expansion stalled in the second half of 2002 as a result of a slowdown in export growth. Although the outlook
for domestic demand remains weak, a rebound in world trade growth in the second half of 2003 may prompt a mild
recovery, with output growth of around 1 per cent in both 2003 and 2004. Such an upturn would be unlikely to reduce
unemployment or the rate of deflation. Indeed, a possible strengthening of deflationary pressures poses a downside risk to
the projection, as do continued financial sector fragility and the strains associated with a further rise in public debt.

Monetary policy should focus on ending deflation through further increases in liquidity. The accelerated resolution of
non-performing loans, in line with the government’s objective, should be a priority, accompanied if necessary by the
direct injection of public funds. If the bad debt problem were addressed more aggressively, fiscal policy should allow the
automatic stabilisers to respond to any negative effects on output and employment. But it is also essential to set out a
medium-term fiscal consolidation framework incorporating targets for spending. The economy needs to be revitalised
through an acceleration of corporate restructuring and the implementation of structural reforms on a broad front.

The economic upturn that started in early 2002 lost momentum in the second Economic activity isflat
half of the year as export growth slowed, in part due to the appreciation of the yen. following a slowdown in export
The export slowdown triggered a decline in industrial production in the final quarter —growth
0f 2002 and a rise in the unemployment rate to a record high. However, the resilience
of private domestic demand prevented the economy from falling into another reces-
sion. The household sector has reduced its saving rate in the face of falling real
wages to sustain private consumption. Deflation in the private consumption deflator
has persisted at a 1% per cent annual rate in the context of falling nominal wages and
a significant negative output gap. An expected 10 per cent rise in corporate profits in
fiscal year (FY) 2002 supported a modest rise in business investment in the second
half of 2002 in an otherwise fragile financial environment.

The government has launched a number of initiatives to address problems in the =~ The non-performing loan
financial and corporate sectors, including the Industrial Revitalisation Corporation, problem isbeing addressed
which will purchase loans beginning in FY 2003 from banks in cases where the bor-
rowers are judged to be viable. The success of such measures to ensure the survival of
firms under restructuring will depend on the extent to which the authorities can avoid

Japan
GDP is slowing gradually! Industrial production is decelerating sharply!
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1. Series adjusted for seasonal variations, volumes, annualised percentage change over preceding quarter.
Source: Economic and Social Research Institut and Ministry of Economy, Trade and Industry.

© OECD 2003



42 - OECD Economic Outlook 73

Credit and money supply trends

are weak

Japan: Employment, income and inflation

Percentage changes from previous period

2000 2001 2002 2003 2004
Employment -0.2 -0.5 -13 -0.6 -0.2
Unemployment rate” 47 5.0 5.4 5.7 57
Compensation of employees 0.7 -04 -2.3 -1.3 -0.7
Unit labour cost 21 -0.8 -2.6 -2.3 -1.8
Household disposable income -15 -2.9 -14 -1.0 -0.9
GDP deflator -1.9 -1.6 -1.7 -2.2 -1.8
Consumer price index -0.7 -0.7 -0.9 -0.9 -1.0
Private consumption deflator -1.2 -15 -15 -1.6 -1.6
a) Asa percentage of labour force.
Source: OECD.

moral hazard problems. In the October 2002 programme, the authorities set an objec-
tive of halving the ratio of non-performing loans (NPLs) to total loans in the major
banks by March 2005. The programme also introduced stricter assessment and provi-
sioning for loans based on a discounted cash flow method. In addition, the Financial
Services Agency is conducting a second round of special inspections focusing on large
borrowers. Given that these measures will tend to increase the required level of provi-
sioning, major banks are trying to strengthen their capital base by issuing shares and
pursuing mergers. However, the outlook for increasing capital adequacy ratios is uncer-
tain, in part because the treatment of deferred tax assets, which currently account for
40 per cent of Tier I capital, is under review. Moreover, the low level of equity prices,
which have fallen by another 25 per cent since mid-2002, has a negative effect on bank
balance sheets, given the high level of shareholding. In sum, the capital base of the
banks is likely to remain weak, making them risk averse.

Bank lending fell by 2% per cent in the final quarter of 2002, despite further
monetary easing by the Bank of Japan. In October, the Bank raised the quantitative
target on the current accounts held with it by banks by ¥ 5 trillion to a range of ¥ 15
to 20 trillion. The target was raised by another ¥ 2 trillion when the new postal
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Japan: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 9.8 6.9 5.8 5.8 5.8
General government financial balance® -7.4 -6.1 -7.1 1.7 -7.8
Current account balance® 25 2.1 2.8 31 39
Short-term interest rate® 0.2 0.1 0.1 0.0 0.0
Long-term interest rate” 17 13 13 0.9 11

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

¢) 3 month CDs.

d) 10-year government bonds.

Source: OECD.

corporation opened an account at the central bank in April 2003. To achieve this tar-
get, the Bank also increased outright purchases of long-term government bonds to
¥ 1.2 trillion per month in October. Despite this additional easing, the year-on-year
growth rate of the broad money supply (M2 plus certificates of deposit) continued to
decelerate from 3% per cent in mid-2002 to 2 per cent in early 2003. The central
bank started purchasing shares held by major banks in November, in order to help
them reduce their exposure to the equities market.

With the economy losing momentum and deflation persisting, fiscal policy has  Thefiscal policy stance has
focused more on concerns about short-term weakness. The fiscal stance is expected shifted from neutral to slightly
to be slightly expansionary in 2003, with cyclically-adjusted net lending by the gen- expansionary
eral government projected to rise to 7.2 per cent of GDP from 6.7 per cent in 2002,
despite planned cuts in current expenditure and an increase in social security contri-
butions. The larger deficit reflects the rise in expenditures in the FY 2002 supple-
mentary budget and the planned tax cuts in the FY 2003 budget. The FY 2002
supplementary budget boosted spending by 2.5 trillion yen in net terms (0.5 per cent

Japan: Demand and output

1999 2000 2001 2002 2003 2004

or
Current prices Percentage changes, volume (1995 prices)

trillion ¥

Private consumption 286.6 10 17 14 0.6 0.7
Government consumption 82.9 47 25 23 20 19
Gross fixed investment 1335 29 -1.2 -4.0 -1.3 -1.5
Public® 394 -9.2 -4.2 -4.7 -5.6 -6.9
Residential 20.2 0.7 -54 -4.8 -5.2 -39
Non-residential 739 9.6 11 -3.6 13 11
Final domestic demand 502.9 21 11 0.1 04 0.3
Stockbuilding -17 0.3 0.0 -04 0.1 0.0
Total domestic demand 501.2 24 11 -0.3 0.5 04
Exports of goods and services 51.1 12.3 -6.1 8.1 7.7 94
Imports of goods and services 433 9.4 0.1 20 36 4.2
Net exports® 7.9 05 -0.7 0.7 0.6 0.8
GDP at market prices 509.1 2.8 0.4 0.3 1.0 11

a) Including public corporations.
b) Contributionsto changesin real GDP (percentage of real GDP in previous year), actua amount in the first column.
Source: OECD.
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An upturn in world trade may
generate a mild recovery

There are a number of
domestic risks to an export-led
upturn

Japan: External indicators

2000 2001 2002 2003 2004
$billion
Merchandise exports 459.3 383.8 395.8 442 488
Merchandise imports 342.6 3135 302.1 336 356
Trade balance 116.6 70.3 93.8 106 131
Invisibles, net 29 174 19.8 23 29
Current account balance 1195 87.7 1136 129 160
Percentage changes
Merchandise export volumes® 9.0 -10.9 9.6 8.2 9.6
Merchandise import volumes? 111 -19 16 4.7 43
Export performance® -6.7 -8.0 4.0 0.2 -17
Terms of trade -51 05 -10 -30 -10

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

of GDP), primarily for unemployment benefits and public works. The
FY 2003 budget includes a net 1.8 trillion yen tax cut, including the introduction of
new tax credits for business investment and a reduction in tax rates on inheritance.

Most recent indicators suggest some weakening in domestic demand in the first
half of 2003. Consumer confidence has declined, reflecting the higher unemployment
rate, which is projected to continue rising despite further falls in nominal wages that
are intended to preserve jobs. Moreover, the scope for further declines in the saving
rate to sustain private consumption appears limited, given that Japan’s once high
household saving rate has fallen below the OECD average. Business investment is also
likely to remain weak, at least until the second half of 2003, when a rebound in world
market growth should boost exports. Such a recovery could lift output growth to
around 1 per cent in both 2003 and 2004. A modest upturn of this scale would not suf-
fice to narrow the output gap and slow deflation from its 1% per cent pace.

While continued weakness in external demand could delay the recovery, there
are a number of domestic risks as well. Perhaps most important is financial fragility,
notably the possibility of a correction in the government bond market, given the con-
tinued large increases in public debt. Further declines in share prices would also
weaken sentiment and bank balance sheets. Finally, the plan to accelerate the resolu-
tion of non-performing loans may have a significant impact on the outlook. While
progress in this regard is essential to achieving a sustained and robust recovery, it
may have negative impacts on the labour market and household confidence in the
short run.
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Output came close to stagnating in 2002. While fixed investment fell further and private consumption contracted, this
was counterbalanced by continuing, albeit weak, export growth. With domestic demand having firmed somewhat at the
turn of the year, the trough of the downswing might have been reached. But the economy seems likely to grow very slowly
through 2003, as consumption and investment remain subdued and a significant pickup in exportsis unlikely before 2004.
Unemployment is set to remain high. As the upswing broadens in 2004, GDP growth is projected to pick up to around

1% per cent, slightly above potential.

The general government deficit totalled 3.6 per cent of GDP in 2002 and — based on current legislation — will remain
above three per cent in 2003. Coherent expenditure reforms are required to reduce the structural deficit and raise the
growth path of the economy. Furthermore, the slowing of the economic expansion reinforces the need for fundamental
reform to make labour markets more flexible and improve incentives for work. The government has announced important

measures designed to tackle these issues, and these should be implemented as soon as possible.

The German economy barely grew in 2002, reflecting the weakness in domestic
demand. Private consumption contracted and investment in machinery and equip-
ment and construction remained deeply in recession for the year as a whole. Exports
grew only moderately but, with imports falling, the rise in net exports roughly offset
the fall in domestic demand. Domestic demand firmed somewhat towards the end of
the year, and destocking appears to have slowed, suggesting that the trough of the
downswing might have been reached.

Forward-looking indicators also suggest that the business cycle might have
reached its bottom, but activity is likely to remain weak over the months to come.
Business confidence remains at low levels reflecting a high degree of uncertainty
over economic developments. Unsettled expectations about fiscal consolidation mea-
sures are adding to uncertainty. Domestic orders have stabilised but export orders are
still volatile. Consumer sentiment remains depressed at levels last seen more than
five years ago, reflecting rising unemployment and the adverse income effects asso-
ciated with hikes in indirect taxes and a sizeable increase in fuel prices.

Employment continues to decline and unemployment to rise despite slowing labour
force participation. Nonetheless, recent wage settlements in the public sector confirm the

Economic activity is very
weak...

... but the cycle appearsto have

bottomed out

Employment continues to fall

Germany
Business expectations are still weakl Domestic orders have stabilised?2
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Monetary conditions could
damp economic activity

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

2000 2001 2002 2003 2004
Employment 18 0.4 -0.6 -1.0 0.0
Unemployment rate” 7.3 7.3 7.8 8.3 83
Compensation of employees 39 19 0.9 15 2.0
Unit labour cost 1.0 13 0.7 12 0.2
Household disposable income 29 38 1.0 13 21
GDP deflator -0.3 14 16 0.8 0.6
Consumer price index 15 21 13 0.8 0.4
Private consumption deflator 15 19 14 0.8 04
a) Asapercentage of labour force.
Source: OECD.

pick-up in wage growth emanating from last year’s wage round in major parts of the
economy, notably the metal and engineering and the chemical industries. The govern-
ment is beginning to take actions to address Germany’s labour market problems. At the
turn of the year new legislation came into force, designed to improve the efficiency of job
placement of the unemployed and to increase the flexibility of employment in small jobs.
Then in March the government announced important measures to increase the flexibility
of the labour market and raise incentives to take up work and hire labour. Commissions
have also been established to prepare reforms designed to increase the efficiency and via-
bility of the health care and pension systems.

Headline inflation (the Harmonised Index of Consumer Prices) has stabilised at
around 1% per cent on a year-on-year basis since summer 2002, despite rising oil
prices and increases in indirect taxes at the turn of the year. Core inflation — net of
energy and food items — has decelerated over the same period, reflecting the appreci-
ation of the euro and the weakness of demand. Continued disinflation is likely to
imply a rise in real short-term interest rates that could damp economic activity. Bank
lending has been stagnating in nominal terms. Apart from subdued economic

Germany
Unemployment has accelerated! Consumer confidence is depressed
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1. Seasonally adjusted, registered unemployment.
Source: Deutsche Bundesbank; OECD.
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Germany: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 9.8 10.1 10.4 10.5 10.8
General government financial balance® 11° -2.8 -3.6 -3.7 -3.3
Current account balance® -1.1 0.2 25 29 32
Short-term interest rate 44 42 33 23 2.3
Long-term interest rate® 5.3 4.8 4.8 4.2 4.3

a) Asa percentage of disposable income.

b) Asa percentage of GDP.

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

€) 10-year government bonds.

Source: OECD.

activity, this development might also reflect some tightening of credit supply as a
result of deteriorating bank profits and balance sheets, notably on account of acceler-
ating bankruptcies among industrial firms.

The general government budget deficit deteriorated by % percentage point in  The general government deficit
2002 to 3.6 per cent of GDP, overshooting the government’s consolidation target by a  overshot 3 per cent of GDP
wide margin and giving rise to an excessive deficit procedure. On top of an already in 2002...
high structural deficit, a substantial widening of the output gap, continuing signifi-
cant tax shortfalls, and a sizeable deficit in the health funds were the main factors
behind this development.

The government has presented a consolidation package designed to reduce the ... and will remain high in the
general government deficit to below 3 per cent of GDP in 2003, though the largest absence of further measures
part of the package has not yet been approved by the second chamber of parliament.

Germany: Demand and output

1999 2000 2001 2002 2003 2004
Current prices .
billion euros Percentage changes, volume (1995 prices)
Private consumption 1156.5 14 15 -0.6 0.5 14
Government consumption 378.8 12 0.8 15 0.8 04
Gross fixed investment 426.1 25 -5.3 -6.7 -0.5 18
Public 37.8 -2.9 -3.4 -5.7 18 -35
Residential 1435 -2.6 -71 -5.9 -0.1 -14
Non-residential 244.9 6.2 -4.5 -7.3 -11 4.2
Final domestic demand 1961.4 16 -0.2 -15 0.4 13
Stockbuilding?® 0.9 0.2 -0.6 0.1 0.2 0.3
Total domestic demand 1962.3 18 -0.8 -15 0.6 16
Exports of goods and services 587.0 13.7 5.0 26 32 6.0
Imports of goods and services 570.7 10.5 1.0 -2.1 4.3 6.1
Net exports® 16.3 1.0 14 16 -0.2 0.2
GDP at market prices 19786 29 0.6 0.2 0.3 17
Memorandum items
Investment in machinery and equipment 181.0 9.3 -4.4 -7.7 0.7 5.4
Construction investment 245.2 -2.6 -6.0 -5.9 -15 -1.3
a) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD.
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Activity islikely to remain
subdued in 2003

Risksto these projections are
significant

Germany: External indicators

2000 2001 2002 2003 2004
$hillion
Merchandise exports 550.2 571.3 614.5 718 773
Merchandise imports 491.8 480.6 491.2 578 623
Trade balance 58.4 90.7 123.3 140 150
Invisibles, net -789 -87.1 -730 -73 -75
Current account balance -205 35 50.3 67 75
Percentage changes
Merchandise export volumes? 12.8 4.7 44 4.4 6.0
Merchandise import volumes® 9.9 24 -03 4.8 6.3
Export performance® -02 3.6 17 -0.1 -23
Terms of trade -57 20 24 0.2 0.2

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

This concerns various measures generating higher revenues from income, business
and indirect taxes, including an amnesty to induce repatriation of savings transferred
abroad for the purpose of tax evasion. Based on current legislation and observed
recent consolidation trends — notably reductions in government employment and
subsidies and in investment (net of flood relief spending) — the OECD projects the
structural deficit to improve by about ¥ percentage point in 2003. However, with the
output gap widening further and growth likely to undershoot the official projection,
no reduction in the general government deficit is projected for this year in the
absence of further consolidation measures. In 2004 the deficit is likely to fall to some
3V4 per cent.

With activity likely to remain weak through much of 2003, average growth for
the year as a whole is projected to be below % per cent. Inflation is likely to slow fur-
ther, despite higher wage growth. While both higher wage growth and lower inflation
support real disposable incomes, ceteris paribus, private consumption is likely to be
subdued for some quarters to come, as unemployment continues to rise and con-
sumer sentiment is depressed. Construction investment is being temporarily boosted
in the first half of 2003 on account of ongoing flood relief measures, but is projected
to fall back again thereafter. World trade is expected to recover in the second half of
the year, and accelerating exports will be the main driving force for the economy in
both 2003 and 2004. Consumption will strengthen gradually as labour shedding bot-
toms out, and the recovery will be supported by income tax reductions in 2004. With
foreign and domestic demand rising, investment in machinery and equipment will
also pick up. As the recovery broadens in 2004, growth is projected to increase to
some 1% per cent, slightly above potential.

External risks relate to the pace at which international tensions dissipate. How-
ever, if far-reaching labour market reforms were carried through and public sector
reform were forthcoming, business confidence might strengthen and investment rates
could be higher than projected. On the other hand, if the share of non-performing
loans turns out to be larger than perceived, credit supply might tighten, with adverse
effects on activity.
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GDP grew by 1.2 per cent in 2002, with robust personal and government consumption offsetting a decline in investment
and a sharp fall in inventories. Inflation pressures have reversed although unemployment is up only marginally. Output is
projected to rise by only around 1% per cent overall in 2003, the product of weak conditions in the first half and an
acceleration in the second half that should see the economy expand by more than 2% per cent in 2004. Meanwhile,
consumer price inflation should decelerate to around 1%z per cent in 2003, before stabilising.

Fiscal policy relaxed substantially in 2002 and the authorities expect the deficit to reach 3%z per cent of GDP this year.
As a result, government debt is likely to rise to more than 60 per cent of GDP. Although measures in place should permit
the deficit to fall in 2004, significant additional efforts will need to be made to restrain the pace at which expenditures

rise if the authorities are to achieve their goal of reducing the deficit below 3 per cent of GDP.

The economy grew by only 1.2 per cent in 2002, with strong private and
government consumption the principal sources of growth. Investment activity,
which had been weak in the first half of the year, declined in the second half and
firms continued to meet demand by reducing inventories. On the external side,
both exports and imports of intermediate goods decelerated sharply in the fourth
quarter, reflecting a reduction in world trade. Overall, the net contribution of
trade to growth was slightly positive. Meanwhile, the appreciation of the euro
allowed the trade surplus to improve further, notwithstanding higher oil prices.
High frequency data concerning the first quarter of 2003 suggest that growth
remains weak.

Overall, the labour market has resisted the slowdown. While the unemployment
rate has risen somewhat, at 9.2 per cent in February 2003, it remains close to its
structural rate and employment is still increasing. At the same time, continued mod-
erate increases in wages and unit labour costs have contributed to disinflationary
pressures. Partly as a result, both headline and core inflation, expressed in year-over-
year terms, began declining towards the end of 2002. Notwithstanding an uptick in
February, further declines in inflation appear to be in store given low monthly rates

Growth was weak in 2002

Employment is stable and
inflation is now declining

of core inflation and the recent decline in energy prices.
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Financial conditionsremain

... and fiscal policy hasrelaxed

significantly

Short-term indicators suggest
continued slow growth

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

2000 2001 2002 2003 2004
Employment 25 16 04 -0.1 0.7
Unemployment rate” 9.4 8.6 8.9 9.3 9.2
Compensation of employees 4.9 5.0 37 2.6 35
Unit labour cost 0.7 31 25 14 09
Household disposable income 45 5.0 4.1 28 37
GDP deflator 0.5 15 17 15 16
Consumer price index 18 18 19 16 14
Private consumption deflator 12 14 15 14 14
a) Asa percentage of labour force.
Source: OECD.

In this overall context and despite the appreciation of the euro and falling infla-
tion expectations, monetary conditions remain broadly accommodative. Moreover,
while there are some signs of rising levels of indebtedness, the debt financing costs
of firms remain low, and credit remains readily available. At the household level bal-
ance sheets continue to look healthy.

Fiscal policy relaxed sharply in 2002, as the general government deficit more
than doubled to 3.1 per cent of GDP. While cyclical factors were at play, about two
thirds of the deterioration was due to discretionary measures. Furthermore, notwith-
standing an announced cut in spending of € 1.5 billion and the putting aside of a
precautionary reserve of € 2.5 billion, the authorities project that the deficit will
reach 3.4 per cent of GDP in 2003 and that the debt to GDP ratio will rise to more
than 60 per cent.

The slowdown has now entered its fourth quarter and the output gap has turned
negative. As a result, firms report far fewer production bottlenecks and recruitment
difficulties, while capacity utilisation rates are falling and are currently below their

France
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France: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 10.8 115 12.2 12.0 12.1
General government financial balance® -14 -15 -3.2 -3.6 -33
Current account balance® 1.3 16 21 24 22
Short-term interest rate’® 44 42 33 2.3 2.3
Long-term interest rate 54 49 49 4.3 4.4

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

¢) 3-month interbank rate.

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

long-term averages. Business indicators suggest continued weak growth over the
near term, while consumer confidence has weakened markedly in recent months.

Taking these factors into account, GDP is projected to increase by only 1% per The recovery should begin
cent this year, reflecting slow growth in the first half followed by a gradual pick-up. during the second half
Stagnant employment and weaker wage growth will slow the pace of consumer of 2003...
demand, notwithstanding planned hikes to the minimum wage and last year’s tax
cuts. From the middle of the year, investment activity should begin to pick up as
uncertainty dissipates. This, coupled with a slowing of the destocking process,
should see GDP beginning to accelerate in the second half and into 2004, when it is
projected to increase by 2% per cent. Although the labour market is forecast to con-
tinue deteriorating during the first half of this year, the rise in unemployment should
be moderate. By the same token, however, employment is not expected to respond
quickly to the recovery in activity as firms make more intensive use of their existing
labour force. Overall, weak labour-market and demand conditions are projected to
cause headline and core inflation to decline substantially during 2003, before stabi-
lising the following year as the output gap closes.

France: Demand and output

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 742.8 2.8 2.8 18 16 22
Government consumption 315.7 29 24 35 27 16
Gross fixed investment 259.9 8.3 26 -0.6 -14 23
General government 404 111 6.0 0.2 -11 0.8
Household 64.4 4.1 -0.9 0.2 -0.1 18
Other 155.1 9.2 30 -11 -2.0 28
Final domestic demand 13184 39 2.6 17 12 21
Stockbuilding?® 5.6 04 -1.0 -0.6 -0.1 0.8
Total domestic demand 13240 4.3 16 11 11 29
Exports of goods and services 350.3 136 15 15 2.6 5.2
Imports of goods and services 320.0 15.0 0.9 12 25 6.5
Net exports® 30.2 -01 0.2 0.1 0.1 -0.2
GDP at market prices 1354.3 4.2 18 12 12 2.6

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

Source: OECD.
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... butits strength and timing
remains uncertain

Merchandise exports
Merchandise imports
Trade balance
Invisibles, net

Current account balance

M erchandise export volumes®
Merchandise import volumes?
Export performance®

Terms of trade

France: External indicators

2000 2001 2002 2003 2004
$billion
298.9 292.1 306.6 351 377
302.1 288.9 295.7 338 368
-32 3.2 10.9 13 9
20.4 17.9 185 26 29
17.2 21.2 29.4 39 38
Percentage changes

13.3 1.6 2.2 2.7 54
155 0.4 16 25 6.9
1.0 -0.6 0.8 -17 -2.1
-34 0.8 1.0 0.8 0.1

a) Customs basis.

b) Ratio between export volume and export market of total goods.

Source: OECD.

The timing and strength of the projected recovery will depend importantly on
the reactions of enterprises and consumers to international events in the near term. If
business confidence or developments elsewhere in the OECD worsen, the pace of
layoffs may pick up. This could affect consumer demand both directly and indirectly,
further weakening business conditions and provoking a period of negative growth. In
contrast, if the uncertainty concerning demand conditions lifts and investment activ-
ity picks up more quickly than projected, then the pace of recovery would be stron-
ger, possibly even pushing the economy back into a position of excess demand

in 2004.
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Growth continued to be sluggish in 2002 because of flagging domestic confidence and weak export performance. A
recovery is expected to begin only in the second half of 2003 and to gather strength in 2004, driven by low real interest
rates, reviving confidence, and accelerating world demand. Inflation, as measured by the Harmonised Index of
Consumer Prices, is expected to decelerate, stabilising at 1% per cent by the end of 2004.

Labour market liberalisation and wage moderation underpin an ongoing structural shift towards more labour-intensive
production, but greater wage differentiation is desirable to encourage further the demand for low-skill labour. More
public expenditure restraint will be needed in both the short and medium term to reduce the high tax wedge, while also
allowing for a satisfactory pace of debt reduction. Total factor productivity growth is low and strengthening it will
require policies to promote product market competition and innovation.

GDP grew by only 0.4 per cent in 2002, though private investment accelerated The economy wasweak in 2002

towards the end of the year, responding strongly to the anticipated ending of govern- and early 2003

ment incentives. Government expenditure and stockbuilding provided some further

support to growth. On the whole, however, both domestic and foreign demand were

held back by a marked deterioration of confidence in response to global geopolitical

and financial market tensions. With investment growth falling back and consumer

confidence sagging, domestic demand weakness is likely to continue through the

first half of this year. Export performance will probably deteriorate further following

the sharp appreciation of the euro.

Solid employment creation has been registered despite sluggish GDP growth, Employment growth is
thanks to the continuing impact of the liberalisation of labour contracts. Fiscal interven-  relatively robust
tions for 2003 are likely to have mixed labour market effects, as tax incentives to hiring
have been tightened but marginal tax rates are being reduced for low income workers.
Early in 2003, the Parliament approved a further batch of structural measures that — if
implemented quickly — could help to maintain the momentum of reform. Wage modera-
tion has continued, as contractual wages are geared to the rate of inflation. However, unit
labour costs have accelerated as productivity growth has fallen, for both cyclical and
structural reasons. A Bank of Italy survey suggests that labour costs are becoming the

Italy
Growth has been labour-intensive Unit labour costs have been rising markedly2
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2. Year-on-year percentage changes.
Source: OECD.
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Inflation hasrisen but should

eventually fall back

Thefiscal deficit has

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

2000 2001 2002 2003 2004
Employment 1.9 2.0 15 05 12
Unemployment rate” 10.7 9.6 9.1 9.2 8.9
Compensation of employees 50 4.8 4.3 39 49
Unit labour cost 18 3.0 39 29 24
Household disposable income 46 4.8 42 36 41
GDP deflator 21 27 2.7 2.7 2.6
Consumer price index 2.6 23 2.6 23 19
Private consumption deflator 29 2.7 3.0 24 19
a) Asapercentage of labour force.
Source: OECD.

main reason for concern by many companies. A slowing of employment growth is
expected in 2003, with a delayed reaction of labour shedding to the economic downturn
partly offsetting the employment-creating impacts of further labour market reforms.

Prices accelerated in the second half of 2002 despite demand weakness, with core
inflation rising to over 3 per cent. Besides the push from rising unit labour costs, tem-
porary factors continued to play a role, as the effects of the euro changeover, which
seem to have been stronger than elsewhere in the euro area, continued to operate
throughout the year. Moreover, the utilities price freeze was lifted in December 2002.
Inflation may ease during 2003, thanks to the moderating influence of euro apprecia-
tion and the imposition of administrative controls on pharmaceutical prices. However,
the pass-through of temporarily higher world oil prices will keep inflation from falling
much below 2% per cent in the first half of 2003. Thereafter, moderating influences
should take over, with core inflation falling to below 2 per cent by the end of 2004.

The general government deficit improved slightly in 2002 from 2001 in spite of

stabilised... the growth slowdown. This reflected a number of measures taken in order to limit
slippage from Stability Programme targets and to maintain the public debt-to-GDP
Italy
Theinflation differential with the euro area has widened! Fiscal consolidation has slowed?
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3. Less securitisation operations.
Source: OECD.
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Italy: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 145 15.4 16.0 16.1 15.9
General government financial balance®® -0.7 -2.7 -25 -24 -2.8
Current account balance® -0.5 0.0 -05 -0.1 0.0
Short-term interest rate” 4.4 42 33 2.3 2.3
Long-term interest rate® 5.6 5.2 5.0 4.6 45

a) Asapercentage of disposable income.

b) Asa percentage of GDP.

¢) Excludesthe impact of swaps and forward rate transactions on interest payments. These operations are however
included in the financial balance reported to the European Commission for purposes of the excessive deficit
procedure.

d) 3-month interbank rate.

€) 10-year government bonds.

Source: OECD.

ratio on its downward trajectory. These included tighter controls on central govern-
ment spending, a strengthened health spending agreement with the regions, and an
enlargement of the business tax base. Special operations also played a role, namely
securitisation of real estate assets and a tax amnesty on the repatriation of capital
from abroad. The debt ratio fell thanks to a swap of government bonds held by the
Central Bank which reduced their total face value. In 2003, the deficit is expected to
remain at just under 2% per cent of GDP, reflecting offsetting tendencies. The full
impact of savings measures taken in 2002 will be felt and a new series of one-off
securitisation operations and tax amnesties will be introduced. Furthermore, low
average interest rates on public debt will reduce the debt service burden. On the other
hand, measures to advance the government’s structural reform agenda have been
introduced, notably tax cuts to businesses and lower-income households.

Italy: Demand and output

1999 2000 2001 2002 2003 2004

t pri .
Current prices Percentage changes, volume (1995 prices)

billion euros
Private consumption® 667.9 27 1.0 0.4 1.0 24
Government consumption 199.5 16 36 17 12 11
Gross fixed investment 210.6 71 26 0.5 11 35
Machinery and equipment 123.7 8.0 22 0.6 0.0 3.7
Construction 87.0 59 32 0.3 27 33
Residential 47.9 53 17 0.9 22 26
Non-residential 39.1 6.7 51 -0.3 34 41
Final domestic demand 1078.1 34 18 0.7 11 24
Stockbuilding ® 7.1 -1.1 0.0 0.4 -0.3 -0.1
Total domestic demand 1085.2 2.3 18 11 0.8 23
Exports of goods and services 283.0 11.7 11 -1.0 44 55
Imports of goods and services 260.3 8.9 1.0 15 38 54
Net exports® 22.7 0.9 0.1 -0.7 0.2 0.1
GDP at market prices 1108.0 31 18 0.4 10 24

a) Final consumption in the domestic market by households.
b) Contributionsto changesin real GDP (percentage of real GDP in previous year), actual amount in the first column.
Source: OECD.
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... but may widen sharply
in 2004

Recovery is expected by the
latter half of 2003

Major risks stem from fiscal,
labour market and global
tensions

Italy: External indicators

2000 2001 2002 2003 2004
$hillion
Merchandise exports 240.6 245.1 253.8 298 320
Merchandise imports 231.0 229.5 236.7 276 296
Trade balance 9.6 15.6 171 22 24
Invisibles, net -153 -159 -228 -23 -23
Current account balance -58 -03 -57 -1 0
Percentage changes
Merchandise export volumes® 10.2 0.3 16 44 57
Merchandise import volumes® 8.3 -07 17 38 5.8
Export performance® -26 -0.8 -06 -05 -22
Terms of trade -74 2.0 05 0.2 0.0

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

For 2004, the Italian Stability Programme envisages a target deficit ratio of
0.6 per cent of GDP. The objective is ambitious given: i) that growth is quite likely to
be slower than assumed by the government, and ii) the lack, thus far, of savings mea-
sures to offset the substantial permanent budgetary costs of recently announced
reforms. Unless such measures are soon forthcoming, the deficit ratio would be close
to the 3 per cent Maastricht limit in 2004 despite the ongoing favourable impacts of
low real interest rates and an already-announced continuation of the securitisation
operation programme. On present policies, including one-off measures, the cycli-
cally-adjusted primary surplus is projected to decline from 3.5 per cent in 2002 to
around 2 per cent of GDP in 2004.

A mild recovery is expected to start in the third quarter of 2003, gathering
strength towards end-year and through 2004. Overall, growth is projected to reach
only 1 per cent in 2003 and to rise to just under 2% per cent in 2004. Improving
export growth, in response to a recovery in world trade, should lead to an improve-
ment in business prospects and so encourage higher capital spending by firms. His-
torically low real interest rates and a declining corporate tax burden will provide
further stimulus to investment. The rebound in consumption may be less marked
especially in 2003 as unemployment rises temporarily and precautionary savings
respond, partly offsetting the impacts of low interest rates and tax cuts.

A major risk to the projections attaches to the severe fiscal constraint facing
Italy. The phasing out of one-off measures will have negative impacts on the deficit
and debt if permanent expenditure cuts cannot be found to replace them. The fiscal
situation moreover remains vulnerable to any unexpected jump in interest rates,
given the still high level of the debt. Also, heightened tensions between the social
partners over labour market and other reforms might result in unexpected wage and
price pressures. Finally, there are clear global risks threatening the recovery of both-
foreign and domestic demand during 2003.
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United Kingdom

The UK economy has so far shown greater resilience in weathering the downturn than any other major European
economy. An expansionary fiscal stance and a reduced drag from net exports should ensure a slight pick-up in growth
this year, despite a slowdown in consumption. As business investment and exports revive, the output gap should begin to
close in 2004 with inflation falling back to the official target.

The recent and prospective deterioration in the government financial balance is not an immediate cause for concern
given the relatively low level of debt. The “ golden rule” is likely to be met over the current cycle, but with a worse
starting position there will be a greater challenge in meeting it over the next cycle. The recent easing of monetary policy,
while justified by signs of weakening domestic and international demand, may fuel the housing market and does nothing
to reduce the risk of a sudden fall in house price inflation or even possibly an abrupt fall in the level of house prices.

GDP growth slowed to 1.8 per cent in 2002, which was still more than double the =~ Growth has slowed
euro area’s growth rate. The expenditure composition of growth has, however, remained
polarised. In each of the past seven years consumption has grown significantly faster than
output and net exports have acted as a drag on activity. In addition, public consumption
also increased strongly in 2002, while both business investment and exports fell.

Private consumption remained buoyant in 2002 despite substantial falls in Consumption has recently

equity wealth because house price inflation, recently running at annual rates of 20 to  weakened

25 per cent, has led to partially compensating increases in housing wealth. It has also

led to a sharp rise in the secured debt-to-income ratio so that an increasing share of

consumers’ expenditure is being financed by mortgage equity withdrawal. However,

a fall in retail sales in January and February, suggests a sharp weakening in con-

sumption in early 2003. Although there are signs that the housing market is slowing,

the pronounced decline in consumer confidence is probably linked to the war in Iraq,

and may be a more important factor behind this weakness.

Real business investment has declined by over 12 per cent between the end of Businessinvestment and
2000 and the beginning of 2002, and has since shown no sign of recovery despite exports are weak
continued output growth. This weakness reflects a fall in profitability, bleak

United Kingdom

Consumption is driving growth Household wealth is supported by housing3

Per cent Per cent

9 450
I Consumption! I Net exports Housing wealth

Investment? =—— GDPgrowth e Net financial assets

400

350

300

250

200
1996 97 98 99 2000 01 02 1999 2000 01 02

1. Public and private.

2. Including stockbuilding.

3. In per cent of disposable income.
Source: National Statistics and OECD.
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I nterest rates have been cut
recently

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

2000 2001 2002 2003 2004
Employment 11 0.8 0.7 0.2 0.5
Unemployment rate” 55 5.1 52 5.4 5.2
Compensation of employees 6.5 59 4.8 45 45
Unit labour cost 33 38 3.0 24 19
Household disposable income 5.4 74 35 35 3.6
GDP deflator 22 23 32 18 23
Consumer price index® 2.1 21 2.2 31 2.8
Private consumption deflator 0.7 0.9 0.8 0.9 1.0

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

prospects for demand in the manufacturing sector and, more recently, geopolitical
uncertainties. Another recent factor, which may also delay an investment recovery, is
that companies may be diverting funds into shoring up company pension schemes
that have been adversely affected by the fall in equity prices. While overall export
volumes have broadly maintained their market share since 1999, manufacturing
export volumes fell by more than 6 per cent in the fourth quarter of 2002, but this
could reflect the effect of erratic factors that may well be reversed in early 2003.

The Monetary Policy Committee of the Bank of England cut the official repo
rate by 4 percentage point in February 2003, on the basis of prospective weakness in
both external and domestic demand conditions. This was despite inflation, measured
by the retail price index, excluding mortgage interest payment (RPIX) having risen
to an annual rate of 2.7 per cent, above the 2/ per cent target, partly as a conse-
quence of a rising contribution from housing depreciation costs following the escala-
tion of house prices. Other measures of inflation remain low and stable. For example,
the inflation rate according to the harmonised measure of consumer prices has been

United Kingdom

Retail price inflation has picked up! The fiscal stance is easing
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United Kingdom: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 43 55 5.2 55 5.8
General government financial balance® 39 0.8 -1.3 -1.9 -2.2
Current account balance® -2.0 -13 -0.8 -14 -2.0
Short-term interest rate® 6.1 5.0 4.0 38 4.3
Long-term interest rate® 53 49 49 45 51

a) Asapercentage of disposableincome.
b) Asapercentage of GDP.

c) 3-month interbank rate.

d) 10-year government bonds.

Source: OECD.

among the lowest in the European Union. Wage inflation has remained relatively sta-
ble, consistent with an unemployment rate close to the structural rate of unemploy-
ment at just over 5 per cent.

The general government financial balance declined from a surplus of % per cent The fiscal stance has eased
of GDP in 2001 to a deficit of 1% per cent of GDP in 2002, and on a cyclically-
adjusted basis the fiscal stance eased by 1% per cent of GDP. About half of this can
be explained by the increase in spending on goods and services, primarily aimed at
improving long-standing weaknesses in the health service and education. The
remainder is due to greater-than-expected weakness in the “tax take”, particularly
corporate tax revenues, which have been adversely affected by the decline in asset
prices. The projections were finalised before the Budget on 9 April, which confirmed
plans for strong growth in public spending while no major changes in taxation were
announced. Continued growth in public spending implies that the fiscal stance will
ease by around % per cent of GDP this year. In the absence of any recovery in
the corporate tax take, and despite the previously announced increase in national

United Kingdom: Demand and output

1999 2000 2001 2002 2003 2004

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

billion £

Private consumption 591.6 52 41 38 22 23
Government consumption 166.6 21 25 38 21 2.8
Gross fixed investment 153.5 19 1.0 -3.2 19 6.7
Public? 115 5.3 4.2 10.3 9.6 17.0
Private residential 338 0.8 -35 12.2 32 21
Private non-residential 108.2 18 16 -8.0 05 6.4
Final domestic demand 911.7 4.0 33 26 22 31
Stockbuilding 6.3 -0.1 -0.6 -0.1 0.3 0.4
Total domestic demand 918.0 39 26 25 24 34
Exports of goods and services 236.6 10.1 0.9 -1.0 21 8.4
Imports of goods and services 252.2 11.7 23 15 29 9.6
Net exports® -15.6 -1.1 -0.6 -0.9 -0.5 -11
GDP at market prices 902.5 31 21 18 21 2.6

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

© OECD 2003



60 - OECD Economic Outlook 73

Growth will pick up as exports
and then investment recover

Inflation will return to target

Downside risks predominate

United Kingdom: External indicators

2000 2001 2002 2003 2004
$billion
Merchandise exports 284.5 273.8 279.1 301 329
Merchandise imports 3304 3220 3310 367 403
Trade balance -459 -48.2 -52.0 - 66 -74
Invisibles, net 171 30.3 389 a2 37
Current account balance - 287 -17.9 -131 -24 -37
Percentage changes
Merchandise export volumes?® 11.4 0.8 -18 0.5 9.0
Merchandise import volumes? 118 29 14 22 9.6
Export performance® -06 0.8 -4.1 -39 12
Terms of trade 0.9 05 22 -11 0.0

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

insurance contributions that will come into force this April, the general government
deficit is projected to widen further to 2% per cent of GDP by 2004.

Various indicators, in particular a fall in the purchasing managers’ index and
weak retail sales, suggest a slowdown in growth in early 2003. Even once effects on
consumer confidence associated with the war in Iraq have dissipated, several factors
may contribute to a slowdown in private consumption. These include a gradual fall
in house price inflation, a decline in the terms of trade, and the effect of increases in
national insurance contributions and slower employment growth on disposable
income. Nevertheless, consumption may still grow at about 2 per cent in 2003 and
2004, although this would be the slowest rate of growth since the mid-1990s. Exports
are likely to recover gradually with export market growth, and should make some
modest gains in market share over the next two years following the fall in the effec-
tive exchange rate by nearly 5 per cent during the first quarter of 2003. It is only next
year, once business fixed investment recovers and world trade strengthens, that out-
put growth of over 2% per cent will exceed that of potential.

In the near term, RPIX inflation is likely to rise above 3 per cent as a consequence
of continued pressure from housing depreciation costs, prospective increases in council
taxes as well as an increase in imported inflation following the depreciation of sterling.
Nevertheless, with output remaining below potential, the housing component of infla-
tion declining and oil prices assumed to remain at current levels, inflation should fall
back towards the target in 2004. As the output gap begins to close in 2004, short-term
interest rates will need to rise to contain future inflationary pressure.

Downside risks to both domestic and external demand predominate. A fall in
the level of house prices, which in relation to average earnings are close to the peak
reached in the late 1980s, could lead to a sharp retrenchment of consumers’ expendi-
ture. Exports could suffer if the recovery of world trade is delayed, which would
dampen the projected recovery in business investment. Conversely, inflation might
return more slowly to the target if recent price increases were to feed through into
higher wage settlements, which could in turn lead to a somewhat tighter stance of
monetary policy.
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After a very strong performance during most of last year, output slowed down markedly in the autumn, mainly because of
faltering export demand. Output growth islikely to have remained weak through the winter, but the pause is expected to
be fairly short-lived. Economic fundamentals are sound, and activity should pick up in the second half of this year if the
USrecovery accelerates as expected and the present uncertainties diminish. Even though the recent rise in inflation was
partly due to one-off factors, price pressures are beginning to build.

The Bank of Canada will need to raise interest rates further thisyear and next in order to avoid overheating. The planned
shift in the fiscal stance, due to a substantial increase in spending, increases these overheating risks. Even though the
medium-term fiscal situation is still solid, the government will eventually need to control the underlying sources of
spending pressures, particularly in the health care system.

Economic activity was buoyant in the first three quarters of 2002, driven by  Output growth slowed in the
interest-sensitive housing and consumer durable spending, but slowed thereafter. latter part of 2002
Nevertheless, Canadian GDP growth continued to exceed US outcomes, as it has
since 1999. Weaker external conditions contributed to the slowdown. Exports, partic-
ularly those of manufactures, contracted in the fourth quarter, reflecting faltering US
demand. Moreover, the recovery of business investment stalled in the second half of
the year, probably influenced by global uncertainties and weak stock market prices,
and the rebuilding of inventories contributed much less to output growth than it had
earlier in the year. By contrast, private consumption expenditure, supported by
expanding employment and incomes, continued to bolster economic activity.

Job creation was the key factor supporting consumer confidence and personal ... but employment gains
expenditure throughout 2002. Despite more moderate output growth in the latter part remained vigorous
of the year, employment continued to grow at a remarkably rapid pace. However, the
unemployment rate declined by only % percentage point, since a substantial rise in
participation continued to add to the labour force. Employment gains are expected to
continue in 2003 and 2004, albeit at a more moderate pace.

GDP growth is likely to remain below its potential rate in the first half of this The current cyclical slowdown
year, but is expected to accelerate again in the second half and in 2004, led by export should be short-lived
demand and business investment. At present, the underlying factors that slowed

Canada
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Therecent risein inflation is
not entirely due to temporary

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

2000 2001 2002 2003 2004
Employment 2.6 11 2.2 21 1.7
Unemployment rate” 6.8 7.2 7.7 7.3 7.0
Compensation of employees 8.4 44 4.6 52 53
Unit labour cost 37 2.8 12 24 19
Household disposable income 6.9 44 45 4.9 5.9
GDP deflator 39 10 12 35 21
Consumer price index 2.7 25 22 3.7 21
Private consumption deflator 21 19 19 28 21
a) Asapercentage of labour force.
Source: OECD.

economic activity in the latter part of last year are still at work. In addition, the
impact of higher energy prices could damp consumer expenditure temporarily. How-
ever, export market growth can be expected to pick up later in the year as the US
recovery quickens. Moreover, the fundamentals are in place for a vigorous invest-
ment rebound once uncertainty subsides, since capacity utilisation is rather high,
profits are continuing to rise and business confidence, although lower than one year
ago, is still well above historical averages. At the same time, households continue to
benefit from recent employment gains and remain relatively optimistic.

Headline inflation was above 4 per cent in the early part of this year. Although
this was partly due to a combination of base effects and one-off factors (including

factors higher energy and car insurance prices), there is evidence that price pressures are
becoming more broadly based. Expectations of higher inflation could become more
entrenched given that output is already slightly above its potential level. So far, signs
of labour market tightness have not yet appeared and wage behaviour has remained
moderate. But the unemployment rate, at around 7% per cent, is probably not far
from its structural level. And to the extent that last year’s large participation gains
were due to cyclical effects, they are unlikely to be repeated in the near future.
Canada
Inflation is rising Monetary tightening has resumed
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Per cent Per cent
5.0 8
4 5 ------- Total CPI
: Core CPI! I
4.0 5 5:; ]
35
3.0 Target range 1-3 % 4
25
2.0
1.5 /-/J\\/\A —— Bank of Canada official rate et ", 2
1.0 M e United States Federal Funds rate "
05 . 0

1998

99

2000

01 02 03 1999 2000 01 02 03

1. Excluding the 8 most volatile components and indirect taxes.

Source: Statistics Canada.
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Canada: Financial indicators

2000 2001 2002 2003 2004
Household saving ratio® 48 46 4.4 38 45
General government financial balance® 31 18 13 11 1.0
Current account balance® 2.6 2.8 15 2.0 22
Short-term interest rate’ 5.8 4.0 26 36 46
Long-term interest rate® 5.9 55 53 53 57
a) Asapercentage of disposable income.
b) Asapercentage of GDP.
¢) 3-month deposit rate.
d) 10-year government bonds.
Source: OECD.

To counteract these risks, the Bank of Canada raised official interest rates by a ... and monetary policyisbeing

quarter of a percentage point in early March, resuming the process of gradually with-  tightened
drawing monetary stimulus that started in the spring of last year. Nevertheless, the

monetary stance is still largely supportive of economic activity. Further tightening

over the remainder of this year and next will be required to curb domestic expendi-

ture, particularly if export demand picks up as expected.

Fiscal policy is expected to become significantly more expansionary this year Thefiscal stanceis becoming
and in 2004. In the recent budget the federal government introduced substantial new more expansionary
spending for the next three years and eliminated some business taxes. More than half
of the additional spending will be used to fund provincial health expenditures. All in
all, the new measures are expected to reduce the federal surplus by about
¥, percentage point of GDP this year and next. As it has been its policy in recent

Canada: Demand and output

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion CAD

Private consumption 561.0 37 2.6 29 2.8 29
Government consumption 185.3 23 33 20 37 3.2
Gross fixed investment 195.3 6.5 17 25 34 5.2
Public? 22,6 30 115 8.7 5.4 52
Residential 45.9 35 4.7 16.0 0.8 -1.7
Non-residential 126.8 8.2 -1.1 -39 42 84
Final domestic demand 941.6 4.0 25 2.6 31 35
Stockbuilding® 53 04 -1.3 0.8 0.2 0.1
Total domestic demand 946.9 45 1.0 35 33 35
Exports of goods and services 421.8 8.0 -38 0.8 44 7.3
Imports of goods and services 388.2 82 -5.8 0.8 6.1 8.0
Net exports® 336 0.3 0.6 0.0 -04 0.1
Error of estimate” 0.0 0.0 -0.1 0.1 0.0 0.0
GDP at market prices 980.5 45 15 34 2.7 34

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 sseOECD Economic Outlook Sources and Methods,
(http://mmwv.oecd.or g/eco/sour ces-and-methods).

a) Excluding nationalized industries and public corporations.

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

Source: OECD.
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Risks are mostly to the
downsidein the short term

Canada: External indicators

2000 2001 2002 2003 2004
$hillion
Merchandise exports 286.5 268.0 261.4 293 322
Merchandise imports 2447 226.5 226.9 252 278
Trade balance 41.8 414 345 41 45
Invisibles, net -231 -219 -235 -25 - 26
Current account balance 18.6 19.5 11.0 16 19
Percentage changes
Merchandise export volumes® 9.0 -43 0.6 4.1 7.4
Merchandise import volumes? 95 -59 11 6.1 8.0
Export performance® -42 -0.7 -28 -24 -04
Terms of trade 48 -07 -19 3.0 0.3

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

years, the government has made use of all the fiscal room projected to be available.
As a result, excluding the contingency buffers built into the projections, the govern-
ment is now expecting a balanced budget both in 2003 and 2004, in spite of improv-
ing cyclical conditions. The general government financial balance looks more
favourable, in part because it includes the rising financial surplus of the public pen-
sion systems (those of the federal government and Quebec), although it is also
expected to deteriorate when adjusted for cyclical effects. Indeed, the government’s
overall financial situation is fundamentally sound, and public debt is projected to
continue declining as a share of GDP.

Downside risks to the projection are related, in the short term, mainly to a more
protracted global uncertainty and a shallower pick-up in world trade. But further into
the projection period there are risks of overheating in the event of a simultaneous
vigorous acceleration of exports, investment and public expenditure superimposed
on persistently strong household demand.
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Robust economic growth continued through the second half of 2002, despite duggish exports that reflected the severe drought
and the weak global economy. With the residential construction boom likely to peter out, GDP growth may dow somewhat in
2003, but then accelerate in 2004 along with the projected global recovery and higher farm output. Unemployment should fall
further, with inflation remaining under control, given sizeable productivity gains and wage moderation.

To maintain price stability, monetary policy will need to become less accommodating once the drought effects have faded
and signs of a global pick-up become clearer. The government should maintain its fiscal objective of keeping the budget
balanced over the economic cycle. Longer-run growth prospects would be improved by further reforms in the areas of
welfare, private pensions, education, competition and labour markets, to encourage more people to participate in the
workforce, remain in employment, and further raise their productivity.

GDP grew by 3% per cent in 2002, led by surging residential construction, Domestic demand was barely
robust household consumption and a recovery in business investment. Buoyant affected by the global downturn
domestic demand was underpinned by high levels of business and consumer confi-
dence, historically low interest rates, rising terms of trade, strong productivity
growth, and a generous subsidy to first-time home buyers. It entailed a widening of
the current external deficit in the second half of 2002 to around 5 per cent of GDP.

Employment gathered strength in 2002, and the unemployment rate continued Employment recovered and
to fall, to just over 6 per cent in early 2003, although still exceeding estimates of the inflation remained under
structural rate of unemployment. As in previous years, part-time employment was control
more dynamic than full-time employment. Notwithstanding robust growth and the
earlier exchange rate depreciation, consumer price inflation has been kept in line
with the Reserve Bank’s 2 to 3 per cent inflation target over the cycle, with underly-
ing inflation measures being somewhat lower. Good inflation performance has been
underpinned by wage moderation and strong labour productivity growth.

Following the interest rate hikes in May and June 2002 by altogether 50 basis Monetary policy has become
points to 4.75 per cent, the Reserve Bank has refrained from further tightening, in view less expansionary...
of the loss of momentum in the global economy and the severe drought. A return to
more neutral monetary conditions is incorporated in the projections for 2003-04.

Australia
Household debt service remains manageable The corporate debt burden is low
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... whilefiscal policy isfirming

Growth should remain strong
with inflation low

Therisksto the outlook are on
the downside

Australia: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion AUD

Private consumption 365.0 32 31 4.1 35 32
Government consumption 108.2 5.8 15 4.3 25 35
Gross fixed capital formation 144.8 -0.4 -1.3 141 6.2 55
Final domestic demand 618.1 2.8 18 6.3 4.0 38

Stockbuilding 5.1 -09 -01 -02 0.1 0.1
Total domestic demand 623.2 19 17 6.2 41 39
Exports of goods and services 1138 10.8 14 -0.1 34 8.4
Imports of goods and services 130.3 7.1 -41 119 6.9 8.2

Net exports ® -16.5 0.6 13 -2.6 -0.9 -0.2

Statistical discrepancy ? 0.0 04 -0.2 0.0 -0.1 0.0
GDP at market prices 606.7 3.0 2.8 35 32 38
GDP deflator _ 43 3.0 2.7 18 26
Memorandum items
Consumer price index _ 45 44 3.0 25 25
Private consumption deflator _ 33 35 21 25 26
Unemployment rate _ 6.3 6.8 6.3 6.1 5.8
Household saving ratio® _ 3.4 3.0 0.3 05 0.8
General government financia balance® _ 0.3 -0.6 -0.1 0.2 0.5
Current account balance® _ -34 -2.0 -4.1 -3.9 -3.7

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.or g/eco/sour ces-and-methods).

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

b) Asa percentage of disposable income.

c) Asapercentage of GDP.

Source: OECD.

Higher subsidies to first-time home-owners and increased security-related expendi-
tures lent moderate support to domestic demand in 2002. Reflecting expected strengthening
activity, the Commonwealth Budget for 2002-03 aims for a return of the underlying cash
balance to small surplus, and larger budget surpluses are projected over the medium-term.

Though the drought will impact on growth in 2003, the expected improvement in the
global environment should help the economy to expand at around 3% per cent in 2003 and
3% per cent in 2004. The demand for labour should continue to rise, but strong productiv-
ity gains are expected to help to keep labour costs and inflation under control. Rising
incomes and real-estate wealth, as well as comparatively low debt-servicing costs for
households, should support consumer confidence and private consumption. The residential
construction boom could be nearing its end, but surveys suggest that business investment
will pick up further, underpinned by low financing costs, healthy company profitability
and low corporate debt. Exports are expected to recover in line with overseas markets,
which will help to bring the current external deficit back below 4 per cent of GDP.

The major risk attached to the projection is that the slowdown of the world
economy could be longer-lasting than expected, with adverse effects on exports and
in particular on business confidence. Moreover, it is not yet clear if the house price
boom is a bubble that will eventually burst, with a negative impact on household
financial positions and spending, or an adaptation to an era of strong real income
growth and low interest rates. On the upside, a faster-than-projected recovery in
major trading partners could generate stronger demand for Australian exports, while
the domestic economy could also display more momentum than anticipated.
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GDP growth weakened at the turn of the year, due to shrinking domestic demand. A gradual, export driven recovery is
expected later in 2003. Meanwhile, rising unemployment will continue to depress household confidence while investment
plans are held back by international uncertainty. Growth can be expected to pick up later this year and into 2004 as high
growth in neighbouring accession countries impacts positively on growth in Austria and fiscal policy offers some
support.

By allowing the structural deficit to deteriorate by ¥z per cent of GDP in 2003 the new Austrian government is giving less
priority than its predecessor to maintaining a balanced budget. The scheduled tax reductions for 2004 and 2005 will be
partly debt financed and may act pro-cyclically. Returning to a balanced budget in later years, as intended, requires
coherent measures on the expenditure side, linking fiscal consolidation with structural reform.

Real GDP growth weakened in the second half of 2002 on account of subdued Activity slowed in the second

domestic demand while exports supported growth. Business investment fell sharply, half of 2002

in line with deteriorating expectations. Employment declined and the registered

unemployment rate increased to some 7 per cent at the beginning of 2003 (seasonally

adjusted), almost '2 percentage point higher than a year earlier, a substantial increase

in foreign labour adding to this process. With the negative output gap having risen,

core inflation has declined. However, headline inflation (the Harmonised Index of

Consumer Prices) has not fallen, largely on account of higher energy prices.

The balancing of the general government budget in 2001 — achieved largely Thebudget deficitisincreasing

through revenue-raising measures and some one-off effects — could not be repeated again

in 2002. The failure to maintain a lasting budget balance is likely to have contributed

to the fragility of the business climate. The government’s new fiscal programme

foresees gross tax reductions in two steps (the smaller part in 2004 and the larger part

in 2005), totalling € 3 billion (1.6 per cent of GDP). This package is to be partially

financed by ongoing and intended reforms of the public administration, as well as the

pension and healthcare systems. The remainder is to come from energy tax increases

and debt financing. This may turn out to be pro-cyclical given the projected shape of

the recovery, according to which GDP growth approaches its potential rate in 2004.

Austria
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1. Anticipated business conditions.
2. Seasonally adjusted. Balance of positive-negative replies.
Source: WIFO Institut fiir Wirtschaftsforschung and OECD.
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Therecovery will not gain
momentum until late 2003

Budget developments could
affect business sentiment

Austria: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 112.0 33 15 0.9 13 19
Government consumption 39.0 0.0 -05 13 0.5 0.7
Gross fixed capital formation 46.2 59 -2.2 -4.8 0.8 29
Final domestic demand 197.3 33 0.2 -0.3 10 19

Stockbuilding 21 -0.7 -04 0.0 0.0 0.0
Total domestic demand 199.4 2.6 -0.2 -0.3 10 19
Exports of goods and services 89.6 134 7.4 2.6 3.0 6.4
Imports of goods and services 91.3 11.6 5.9 0.0 3.0 6.4

Net exports® -17 0.8 0.8 14 0.1 0.2
GDP at market prices 197.2 35 0.7 1.0 11 20
GDP deflator _ 1.4 1.6 13 1.7 11
Memorandumitems
Consumer price index _ 2.0 23 17 14 1.0
Private consumption deflator _ 15 2.0 18 14 11
Unemployment rateb _ 4.7 4.8 53 5.9 59
Household saving ratio © _ 8.3 7.4 75 7.6 7.8
Genera government financial balance® _ -15 0.2 -0.6 -1.3 -11
Current account balance? _ -2.6 -2.2 0.3 0.2 0.3

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

c) Asapercentage of disposable income.

d) Asapercentage of GDP.

Source: OECD.

Two location-specific factors provide positive impulses for economic recovery.
First, Austria is benefiting from the high growth rates of its neighbouring accession
countries. Second, the Austrian tourist industry is located near to its customers and
therefore benefits from increasing risk aversion among travellers. Nevertheless, cur-
rent business cycle indicators do not suggest an upturn of economic activity over the
next months. Private consumption will remain subdued in 2003 as unemployment
continues to rise. Fixed investment will, however, temporarily benefit from the gov-
ernment’s stimulation package and reconstruction spending relating to the floods in
autumn last year. Real GDP growth is expected to gather momentum later in the
year, when the recovery in world trade compensates for the weakness in domestic
demand. All in all, GDP growth is projected to amount to 1.1 per cent in 2003, but to
pick up to 2 per cent — around its potential rate — in 2004 as the international recov-
ery broadens. Core inflation will continue to decelerate given the negative output
gap. The labour market will not improve before 2004, as companies are engaged in
significant labour shedding and job creation is facing widespread regulatory and
regional bottlenecks.

Downward risks mainly stem from the possibility of a delayed recovery of
domestic demand, especially if the government has to resort to revenue increases to
consolidate public finances. On the upside, renewed reform efforts in Germany could
have a positive effect on business activities and foreign direct investment in the
region, with direct and indirect benefits for Austria.
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Economic growth is likely to remain weak in the first half of 2003, but to rise thereafter, reaching 3 per cent in 2004 as
the international economy recovers and business investment picks up. Inflation is likely to fall to 1% per cent in 2004,
reflecting significantly lower increasesin unit labour costs and favourable import price developments.

Wage increases should be limited to levels provided for in the accord for 2003-04 so as to maintain international price
competitiveness. The government should not allow the budget to fall into deficit so as not to erode the credibility of its
debt-reduction strategy; this strategy entails running budget surpluses until 2030 so as to pre-fund the budget costs of
population ageing, which will begin to build as from 2010.

As in other euro area countries, the economic recovery slowed markedly in the sec- The economic recovery has

ond half of 2002; real GDP growth fell to just 0.2 per cent in the fourth quarter. The stalled
improvement in export markets during the first half of the year fizzled out, obliging firms
further to reduce productive capacity. Business investment continued to fall, resulting in
the severest annual downturn since 1993. So also did employment, pushing up the unem-
ployment rate to 7% per cent in early 2003, which is above the OECD estimate of the
structural rate. In response to deteriorating labour market prospects, falling stock markets
and an uncertain international environment, consumer confidence has also been falling
since last summer. Similarly, business confidence has been deteriorating over this period
and is now pointing to continued weak growth in the first half of 2003. Both underlying
and consumer price inflation fell sharply through 2002 to around 1% per cent in recent
months, partly owing to the abolition of television licence fees in Flanders and Brussels,
which reduced inflation by 0.3 percentage point (and will have the same effect in 2003).
Despite weak economic conditions, hourly wage increases accelerated to 4 per cent in
2002, reflecting delays both in implementing the 2001-02 wage accord and in granting
indexed increases. A lower wage accord (5.4 per cent per hour) has been agreed for
2003-04, with most of the increase to be delayed until 2004.

The market services sector excluding services to households, which represents The service sector hasflattened
about 43 per cent of GDP, has unusually displayed counter-cyclical behaviour during this  the recovery profile
business cycle, reaching a peak in late 2001 when the rest of the economy reached a

Belgium
Weak services have slowed the recovery Employment is still weak
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1. Market sector excluding services to households (NACE codes N, O and P).
2. Percentage changes from corresponding quarter of the previous year.
Source: National Bank of Belgium; National Accounts Institute and OECD.
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The cyclical deterioration in
the budget balance is being
offset

Therecovery should gather
strength in the second half of
2003

Belgium: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 126.6 33 1.0 0.6 1.0 20
Government consumption 50.0 24 21 15 15 1.8
Gross fixed capital formation 49.6 3.2 0.5 -2.6 0.5 25
Final domestic demand 226.2 31 11 0.1 1.0 21

Stockbuilding # -05 0.2 -0.5 0.2 0.3 0.1
Total domestic demand 225.7 33 0.5 0.4 14 2.2
Exports of goods and services 178.4 85 12 -1.0 26 6.6
Imports of goods and services 168.3 8.3 0.8 -15 28 6.8

Net exports® 10.1 0.5 0.3 0.3 0.0 0.3
GDP at market prices 235.8 37 0.8 0.7 13 23
GDP deflator _ 13 19 2.2 2.0 15
Memorandum items
Consumer priceindex _ 27 24 1.6 14 1.2
Private consumption deflator _ 23 25 19 17 1.2
Unemployment rate _ 6.9 6.7 7.3 7.8 7.7
Household saving ratio® _ 134 130 137 138 14.1
General government financial balance® _ 0.1 0.4 0.0 0.0 0.2
Current account balance® _ 4.1 4.0 4.7 5.0 5.3

Note: Corrected for calendar effects.

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

c) Asapercentage of GDP.

Source: OECD.

trough. This attenuated the downturn but subsequent weakness has slowed the recovery.
Business services held up particularly well in 2001 but have since been very weak as they
adjusted to more normal levels. With this adjustment now largely complete, the market
services sector should once again grow at rates more in line with the rest of the economy.

The government recently announced measures, mainly on the expenditure side,
to ensure that the budget remains in balance in 2003 despite a reduction in the pro-
jected growth rate in order to maintain credibility in the government’s long-term
commitment to drive down the high level of public debt. This will contribute to the
continued fall in debt interest payments and allow further fiscal consolidation (neces-
sary to finance population ageing costs) while pursuing personal income tax cuts.
These are expected to reduce tax revenue by 0.4 per cent of GDP in 2003 and by a
further 0.1 per cent of GDP in 2004. Further reductions in employers’ social security
contributions are also scheduled (reducing labour costs per employee by
0.1 percentage point in 2003 and in 2004). Corporate income tax reform, which came
into effect at the beginning of this year, is intended to be revenue neutral.

Economic growth is projected to remain weak during the first half of 2003 but
subsequently to strengthen as the international economy recovers and business invest-
ment picks up, rising to around trend in 2004 and leaving a substantial negative output
gap. As employment growth is only likely to recover with a lag, unemployment may
rise to 7% per cent in 2003 and remain at that rate in 2004. Inflation is projected to fall
to around 1% per cent in 2004, reflecting the easing of domestic inflation pressures and
the strengthening of the euro. The main risk to this outlook is that businesses and
households may delay expenditures in view of the highly uncertain international envi-
ronment. A more rapid international recovery, on the other hand, would particularly
benefit the internationally highly integrated Belgian economy.
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Czech Republic

Output growth is projected to strengthen progressively from 2 per cent in 2002 to 3¥2 per cent by 2004, driven by strong
consumption and exports, especially those of foreign-investment firms. Massive currency appreciation has engendered a
very sharp disinflation and price increases are expected to remain subdued.

Fiscal policy has become increasingly expansionary and needs to be tightened from the expenditure side in order to
balance the macroeconomic policy mix. A determined pursuit of corporate governance and labour market reformsis
needed to facilitate the re-employment of workers whose jobs are being made redundant by industrial restructuring.

Strong currency appreciation up to mid-2002 has resulted in a marked disinfla- Currency appreciation hasled
tion, driven by falling prices of tradables, cheap energy imports and small increases in  to disinflation and the current
regulated prices. The resulting positive surprise in real disposable income growth, account hasimproved
which was also raised by large public-sector wage hikes and increased social transfers,
underpinned buoyant private consumption. At the same time, the adverse impact of the
strong koruna on cost competitiveness has hit the domestic business sector hard and
has led to an acceleration of industrial restructuring. Business investment has deceler-
ated and the pace of layoffs has picked up, resulting in the rapid growth of registered
unemployment to record levels. Taking advantage of the still generous disability and
early-retirement benefits, more elderly unemployed have become inactive while invol-
untary unemployment measured by labour force surveys has declined. The current
account deficit declined to 5Y3 per cent of GDP in 2002, despite flood-related falls in
tourism receipts as exports decelerated less than imports. Exports have accelerated
recently in spite of the continued weakness of external demand in the European Union
(EU), while a similar pick-up in imports suggests a revival of investment demand.

Fiscal policy continues on an excessively expansionary path, mainly reflecting Fiscal policy is easy while
the rapid growth of government wages, pensions and other social transfers. This is monetary policy istight
bound to increase further the public debt, the level of which is already considerable
when off-budget liabilities are included. Given the time period necessary to imple-
ment a major fiscal consolidation package, including the relevant legislative changes
related to cuts in mandatory programme spending, no significant budget savings
have been projected to take place next year. Monetary conditions remain tight with

Czech Republic
Currency appreciation has helped to subdue inflation Public debt has increased significantly
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2. Liabilities of the Consolidation Bank group and risk-adjusted state guarantees.

3. Assets which would have to be built up to cover the pension system deficits over the next 50 years.
Source: National authorities; OECD estimates.
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Czech Republic: Demand, output and prices

1999 2000 2001 2002 2003 2004

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

billion CZK

Private consumption 1019.2 25 36 40 41 45
Government consumption 3733 -1.0 53 5.7 18 14
Gross fixed capital formation 528.3 5.3 55 0.6 32 35
Final domestic demand 1920.8 2.7 45 32 34 3.6

Stockbuilding ® 5.8 13 0.7 0.3 0.0 0.0
Total domestic demand 1926.6 4.0 5.1 34 33 3.6
Exports of goods and services 1152.6 17.0 11.9 2.8 6.3 9.8
Imports of goods and services 1176.9 17.0 13.6 43 6.3 9.2

Net exports® -24.3 -1.0 -2.3 -1.7 -0.7 -0.5
GDP at market prices 1902.3 33 31 20 3.0 35
GDP deflator _ 11 6.3 26 25 36
Memorandum items
Consumer price index _ 39 4.8 18 2.0 31
Private consumption deflator _ 2.8 38 -0.1 2.0 23
Unemployment rate _ 8.9 8.2 7.3 7.2 7.2
Household saving ratio® _ 13.0 13.0 11.3 11.1 10.8
General government financial balance® _ -4.0 -2.8 -4.5 -6.3 -6.2
Current account balance® -5.3 -5.7 -5.3 -5.3 -5.1

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

c) Asapercentage of GDP.

Source: OECD.

inflation undershooting its target corridor. Buoyant foreign direct investment and
expectations of EU accession in May 2004 have kept the Czech koruna under pres-
sure. But since mid-2002 the Czech National Bank has succeeded in stabilising the
rate at a high level, by sterilising privatisation-related inflows, cutting policy interest
rates to all-time lows and intervening in the foreign exchange market. Continued fis-
cal expansion may, however, require a tightening in policy rates.

Exports should pick up again, Recovery in western Europe and improved production potential, resulting from
and inflation will return  ongoing industrial restructuring driven by foreign-investment firms, should result in an
totarget export-driven expansion despite the strong koruna. GDP growth is expected to pick up
from 2 per cent in 2002 to 3 per cent in 2003 and 3% per cent in 2004. The large fiscal
impulses of 2002-03 will diminish in 2004 but by then household income growth should
pick up to sustain private consumption growth and investment should also pick up, bring-
ing output close to its potential level. Assuming exchange-rate stability, inflation is likely
to increase to within the corridor targeted by the Central Bank within a year and remain
within that range, despite a likely uptick in prices connected with indirect tax harmonisa-
tion prior to EU accession. Dependent employment is projected to decline again this year,
reflecting punitive payroll tax rates, but the continued strong growth of self-employment
may result in a small increase in total employment. This pattern of unbalanced and sub-
dued employment growth is likely to persist over the projection period and is consistent
with a slow decline of the unemployment rate, as measured in the labour force survey.
Aside from the possibility of another delay in the recovery in western Europe, the most
serious downward risk to the economic expansion would be posed by the adoption of a
weak fiscal consolidation programme which fails to control the growth of social transfers.
That would undermine policy credibility, erode confidence and lead to additional mone-
tary tightening, while having negative impacts on competitiveness.
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The pace of activity has slowed in the face of weak exports, although domestic demand remains firm. Growth prospects
are expected to brighten as the international situation improves and firms regain sufficient confidence to increase
investment and hiring. Unemployment has drifted upwards but is still lower than its structural rate. Labour shortages
could re-emerge as the expansion quickens, accompanied by accelerating wages.

Wth accommodating monetary conditions, the tax cuts planned for 2004 need to be accompanied by concrete measures
to trim expenditure growth to avoid adding unhelpful stimulus to an economy already operating close to capacity.
Further initiatives to get more people into work and reduce reliance on public benefits would help to ease these
pressures.

The Danish economy was treading water in the second half of last year as the Domestic activity remainssolid,
weakness in foreign markets finally impacted and exports fell marginally. Private but exports have faltered
consumption continued to rise at an annualised rate of around 2% per cent in the sec-
ond half of last year, but a fall in consumer confidence and car sales around the
beginning of the year portends some hesitation about spending in the first half of
2003. Business indicators suggest that production may remain sluggish in the first
half of this year, as new orders have softened again and confidence remains weak:
this may lead to a postponement of some business investment plans until prospects
brighten. Nevertheless, additions to capacity along with shrinking private sector
employment over the course of 2002 have boosted labour productivity. Job creation
has continued in the public sector, albeit at a reduced annual pace of around - per
cent. This has attenuated the impact of cyclical weakness on unemployment, with the
standardised rate standing at 4% per cent in the first quarter of this year. This is lower
than the OECD estimate of its structural level. Compensation per employee has
decelerated a little, but overall the labour market remains relatively tight, while out-
put remains only slightly below estimated potential.

Monetary policy continues to mirror developments in the euro area, as the Monetary conditions will
National Bank keeps the krone within narrow bands around its central parity vis-a- support growth
vis the euro. Monetary conditions may remain relatively easy over the projection
period, given that Denmark’s cyclical position is stronger than that of the euro area.

Denmark
Consumption growth remains solid Indicators of business climate suggest
short-term weakness
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Denmark: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices .
billion DKK Percentage changes, volume (1995 prices)
Private consumption 599.5 -1.9 0.4 21 19 22
Government consumption 312.1 11 21 0.9 1.0 0.9
Gross fixed capital formation 240.9 9.1 13 13 11 32
Final domestic demand 1152.6 13 10 16 15 21
Stockbuilding # -26 0.6 -0.3 -04 0.2 0.0
Total domestic demand 1149.9 2.0 0.8 12 17 21
Exports of goods and services 459.6 131 3.2 34 31 75
Imports of goods and services 401.8 11.9 18 25 35 7.1
Net exports® 57.8 0.9 0.7 0.5 0.0 0.6
GDP at market prices 1207.7 2.8 14 16 16 2.6
GDP deflator _ 31 2.0 11 24 2.6
Memorandum items
Consumer price index _ 29 24 24 24 23
Private consumption deflator _ 35 26 23 23 23
Unemployment rate _ 4.4 4.3 45 4.7 44
Household saving ratio® _ 4.8 6.0 6.2 6.0 6.1
General government financial balance® _ 25 238 18 16 1.9
Current account balance® 15 31 29 29 36

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

¢) Asapercentage of GDP.

Source: OECD.

Tax cuts could add further Fiscal policy is expected to add some stimulus to activity next year, as it
stimulus  remains unclear whether the government will succeed in constraining public expen-
diture growth sufficiently to offset the announced tax cuts. The general government
surplus looks set to strengthen to almost 2 per cent of GDP in 2004, but further
spending restraint will be needed to finance the planned tax cuts to 2007.

The pick up in activity could The rate of expansion is expected to be modest in the first half of this year, as
lead to supply pressures consumers and businesses postpone some spending, but then to quicken from the
second half to reach around 2% per cent in 2004. Export growth is projected to
rebound as global demand accelerates, while the stimulus from easy monetary condi-
tions and tax cuts should underpin private domestic demand. Employment is likely to
expand again next year by around Y per cent, with a corresponding fall in the unem-
ployment rate. With real GDP increasing faster than its potential rate next year, the
output gap is likely to close, and labour shortages could start to re-emerge. This is
likely to lead to some acceleration in wages and prices. The main source of risk is the
evolution of foreign demand.
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A recent deterioration in the international outlook suggests that last years' recovery may be stalled until the second half
of 2003. Once world trade picks up, the rise in exports should lead both to a revival in investment and a closing of the

output gap, although unemployment will remain above the euro area average.

The surge in government consumption, if sustained, is likely to endanger the previous government’s fiscal targets, which
are appropriate in the light of imminent budget pressures from an ageing population. It will also severely constrain any
scope for much-needed cuts in the tax burden on labour, which are needed to address high structural unemployment.

GDP in the fourth quarter of 2002 was 2% per cent higher than a year earlier, com-
pared to a rise of only 1%4 per cent for the euro area as a whole. Much of this recovery
was driven by exports, which were up 7 per cent over the same period, with the output of
the main exporting industries, electronics and forestry, up 20 and 10 per cent, respec-
tively. Most of these gains were made in the middle of the year, but the outlook appears to
have deteriorated rapidly since the start of 2003, with a fall in survey measures of busi-
ness confidence which are usually a reliable leading indicator. These developments are
related to the deteriorating outlook for international demand, particularly from the rest of
the euro area. The continued appreciation of the euro may also mean that many export
industries will struggle to maintain market share, although this is probably less true for
mobile telephone exports, where there may be scope to cut profit margins.

The deterioration in export prospects, combined with weak business investment,
which had already fallen sharply at the end of 2002, suggests growth in the first half
of 2003 may be meagre and dependent on the buoyancy of consumption and an
expansionary fiscal stance. Thereafter, as world trade recovers, higher exports should
lead to a revival in business investment and stockbuilding, generating growth of
about 3% per cent in 2004. Unemployment, which has remained stubbornly high at
just over 9 per cent, is unlikely to fall much below that level by 2004.

Inflation as measured by the Harmonised Index of Consumer Prices fell to 1% per
cent at the beginning of 2003, below the euro area average. With the output gap open-
ing up and the euro appreciating, inflation is likely to decline further. Nevertheless, the

The outlook has deteriorated
sharply

Growth will not exceed
potential until 2004

Inflation will fall
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Thefiscal stance may be easing

Major risksrelate to the
upswing in world trade

Finland: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (2000 prices)

billion euros
Private consumption 60.2 33 17 21 2.3 21
Government consumption 259 0.4 1.2 4.0 2.0 2.0
Gross fixed capital formation 23.6 4.0 38 -1.0 -1.3 2.6
Final domestic demand 109.7 28 20 18 14 2.2
Stockbuilding 0.0 0.9 -0.2 -1.2 0.3 05
Total domestic demand 109.7 37 18 0.6 18 2.8

Exports of goods and services 45.3 19.3 -2.3 5.6 31 6.9
Imports of goods and services 351 16.9 -0.2 17 35 6.3
Net exports® 10.2 22 -0.9 18 0.1 0.9
GDP at market prices 120.0 55 0.6 16 22 34
GDP deflator _ 29 3.6 13 15 13
Memorandum items
Consumer price index _ 30 2.7 20 14 12
Private consumption deflator _ 37 34 17 23 15
Unemployment rate _ 9.8 9.2 9.1 9.2 9.0
General government financial balance® _ 6.9 51 4.7 31 29
Current account balance® 7.7 7.1 7.6 6.7 7.2

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

extent of any fall will be limited by wage agreements already in place that imply aver-
age wages will increase by around 4 per cent in 2003 and 3 per cent in 2004.

The fiscal projections, particularly for 2004, are somewhat speculative given con-
tinuing discussions on the nature of a new coalition government following the March
general election. Tax revenues are likely to be weak as the one-off factors that boosted
corporate tax revenues and brought forward the payment of capital gains tax into 2002
expire, and as indirect tax revenues on alcohol and tobacco are reduced in 2004 due to
European Union harmonisation measures. On the expenditure side there was a sharp
increase in real general government consumption of 4 per cent in 2002, although one per-
centage point of this increase is of a technical nature relating to a sectoral re-classification
of activities. Nevertheless, the underlying increase conflicts with the previous govern-
ment’s stated objective of holding central government expenditure (albeit more broadly
defined) at its 1999 level in real terms. Given budget commitments, real expenditure is
likely to increase further in 2003. If this momentum carries forward, the general govern-
ment surplus could fall by almost two per cent of GDP by 2004. Whilst this would still
imply a surplus of nearly 3 per cent of GDP in 2004, it would mean that the surplus
objectives of the previous government, set at 3% per cent of GDP for general government
and 1 to 2 per cent of GDP for central government, would be missed.

The major risk concerns the timing of the upswing in world trade, which if
delayed might lead to labour shedding and falls in consumer confidence and demand.
On the other hand, there is also scope for upside surprises if there is a positive reac-
tion to the third generation of mobile phones. A boom in the electronics industry on
the scale experienced in the second half of the 1990s would lift trend potential
growth for the whole economy by as much as %2 per cent per annum, though such a
scenario is no doubt an optimistic one.



Developmentsin individual OECD countries - 77

Real GDP continued to grow strongly year-on-year in 2002, but slowed in the second half when both domestic and
external demand weakened. Output growth is set to pick up again during 2003, driven by a recovery in foreign demand
and strong investment growth. Inflation, though easing, is expected to remain above the euro area average, partly
reflecting differencesin cyclical positions. The current account deficit, which edged up to 6%z per cent of GDP in 2002, is
projected to narrow gradually.

The necessary rapid reduction of the high debt-to-GDP ratio requires tighter control of primary government expenditure
and greater efficiency in public sector administration. Recent steps to reform the social security and tax systems are
welcome. Further structural reformsin the labour and product markets, including a more deter mined opening of network
industries to competition, are essential for sustained non-inflationary growth.

The economy expanded briskly in 2002, despite the global slowdown. Real Output growth has slowed and
output is estimated to have grown by 4 per cent year-on-year, continuing to out- the current account deficit has
pace the euro area average. Growth was boosted by strong government consump- widened
tion and solid investment, driven by low real interest rates, rapidly expanding
housing loans, the inflows from the Third Community Support Framework and
preparations for the 2004 Olympic Games. Private consumption also remained
robust, underpinned by buoyant consumer credit, generous wage awards and tax
cuts. However, the growing uncertainty surrounding global economic prospects
and the continuing slump of the stock market have sapped confidence, and output
growth slowed in the second half. Average unemployment in 2002 remained high,
at around 10 per cent. The current account deficit increased somewhat in 2002, to
6" per cent of GDP.

Harmonised consumer price inflation, although falling from its early 2002 The inflation differential with
spike, averaged 3.9 per cent in 2002, with the differential vis-a-vis the euro area ris- the euro area remained high
ing to 1.7 percentage points. Bad weather conditions and the rise in energy prices
added further to headline inflation in early 2003. Core inflation also remained high,
averaging 3.6 per cent in 2002, with service prices rising particularly fast.

Greece
The inflation differential remains high Monetary conditions are supportive
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1. Harmonised index of consumer price, year-on-year percentage changes.
2. Excluding energy, food, alcohol and tobacco.
3. Year-on-year percentage changes. Provisional data for December 2002.

4. Weighted sum of the relative change in the real effective exchange rate and the absolute change in the short-term real interest rate compared with their 1995-2002 average.
Source: OECD; Bank of Greece.
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Monetary conditions are
supportive...

... whilethe fiscal balanceisin
modest deficit

Output growth is expected to
pick up in the course of 2003

Greece: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 79.8 2.6 29 25 2.7 29
Government consumption 17.4 20 -0.9 6.2 0.0 0.2
Gross fixed capital formation @ 24.5 8.0 59 6.7 8.6 6.8
Final domestic demand 121.6 37 3.0 39 37 35

Stockbuilding ¢ -04 0.3 0.1 0.0 0.0 0.0
Total domestic demand 121.3 39 31 39 37 35
Exports of goods and services 231 19.7 -16 -4.5 29 7.3
Imports of goods and services 315 145 -34 -2.7 33 52

Net exports® -84 -0.1 0.7 -0.2 -0.3 0.1
GDP at market prices 112.9 42 41 4.0 3.6 39
GDP deflator _ 34 34 37 35 3.6
Memorandum items _
Consumer price index _ 29 3.7 39 34 35
Private consumption deflator _ 32 31 35 33 34
Unemployment rate _ 111 104 100 9.5 9.1
General government financial balance® _ -1.9 14 12 -1.0 -0.7
Current account balance 9 -6.9 -6.2 -6.5 -6.2 -5.8

a) Excluding ships operating overseas.

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

d) Asapercentage of GDP.

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

f) On settlement data basis.

Source: OECD.

Despite the sharp appreciation of the euro, monetary conditions remained easy
in 2002, with real short-term interest rates averaging around zero. Although con-
sumer credit expansion has slowed, it was still growing by around 24 per cent in
December 2002 (year-on-year), while housing loans expanded by 36 per cent.

The general government deficit is now estimated at 1.2 per cent of GDP in
2002, broadly unchanged from the previous year. The 2003 budget targets a deficit of
0.9 per cent of GDP. It includes a new tax package as part of the ongoing comprehen-
sive reform of the tax system, with an estimated fiscal cost of between 0.8 and 1 per
cent of GDP, spread over the period 2003-04. The budget balance is projected by the
OECD to improve gradually to a deficit of 0.7 per cent of GDP by 2004.

Economic activity is expected to rebound in the course of 2003, in line with the
international recovery. Because of the weak carry-over, year-on-year growth may ease to
3% per cent in 2003, before edging up to around 4 per cent in 2004. Activity should con-
tinue to benefit from the preparations for the 2004 Olympic Games, low interest rates and
the inflows of European structural funds. Moreover, the implementation of the new tax
package included in the 2003 Budget, along with further employment gains, should stim-
ulate consumption expenditure. Imports are expected to pick up but the recovery in world
demand should also boost exports, eliminating the drag from the external sector in 2004.
Inflation is projected to decline, but is likely to remain around 3': per cent over the next
two years because of strong domestic activity. A downward risk to the outlook is that the
international slowdown may become more protracted than envisaged.
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Activity remained strong through 2002 in spite of the international slowdown, because of an exceptional electoral fiscal
stimulus. A transition from fiscal to export-led growth will begin in 2003 but, because of important competitiveness | osses
and the delayed international recovery, GDP growth will ease somewhat before picking up in 2004.

The policy mix needs to be rebalanced. A credible medium-term public expenditure framework should be introduced to
help consolidation. Monetary easing is welcome but should depend on the ability of the social partnersto moderate wage
growth consistent with inflation targets.

The economy bottomed out in the second half of 2001 and strengthened through  Exceptional fiscal stimulus
the election year 2002 on the back of very strong household income and consump- fueled domestic demand...
tion growth stimulated by government policies, in particular increases in the mini-
mum wage and strong public sector wage rises. The fiscal impulse also entailed
growing government consumption and investment. In spite of an absolute fall in pri-
vate business investment, final domestic demand grew by over 7 per cent.

GDP growth remained moderate, however, because of a negative swing in the contri- ... but competitiveness |osses
bution of stockbuilding and net exports amounting to over 4 per cent of GDP. Competitive- moderated the impact on
ness losses resulting from rapid wage growth and currency appreciation —a combination — growth
leading to the largest relative unit labour cost increases in the OECD area in 2002 — hit the
service balance particularly hard. Manufacturing exports initially resisted well, but strains
became apparent at the end of the year. In spite of decelerating imports of capital goods and
export-related inputs, the current account deficit rose from 3.4 per cent of GDP in 2001 to
4 per cent in 2002 (in spite of a favourable effect from the change in measurement method-
ology). Supported by temporary factors, including the slowdown of international prices,
continuing restraint on regulated prices and currency appreciation, inflation ended the year
at 4.8 per cent, close to the central value of the inflation target (42 £ 1).

The general government deficit of 8.4 per cent of GDP! would need to come down  Fiscal consolidation is needed,
substantially in 2003, if the government is to meet its domestic and international commit- ~as monetary policy
ments. The authorities declared an ESA95 deficit target of less than 4% per cent of GDP  is constrained
for 2003 and their strategy of achieving euro area eligibility by 2007-08 implies bringing
the deficit below 3 per cent by 2005. Several factors make this difficult to achieve,

Hungary
The policy mix is unbalanced Competitiveness has deteriorated
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1. The index measures the change in the real interest rate and the real exchange rate, an increase represents a tightening. See Sources and Methods.

2. In 1998 prices.

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

Source: OECD.

1. OECD estimate for 2002 based on GFS data and aiming at approximating the main ESA adjustments
while excluding all government liabilities incurred in previous years.
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Hungary: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1998 prices)

billion HUF

Private consumption 5974.0 44 4.9 9.8 55 38
Government consumption 24548 1.9 0.1 2.6 14 0.0
Gross fixed capital formation 27245 7.7 31 5.9 2.6 21
Final domestic demand 111534 4.7 34 7.3 4.0 2.6

Stockbuilding 523.4 0.7 -1.2 -1.7 0.2 0.6
Total domestic demand 11676.8 5.1 21 53 4.0 31
Exports of goods and services 6038.3 21.8 9.1 5.9 4.6 8.0
Imports of goods and services 6321.6 21.1 6.3 8.9 58 7.0

Net exports® -283.3 0.0 17 -2.0 -1.0 0.5
GDP at market prices 113935 52 38 33 31 37
GDP deflator _ 9.7 9.0 8.8 71 43
Memorandum items
Consumer price index _ 9.8 9.2 53 52 4.6
Private consumption deflator _ 9.9 8.6 45 51 45
Unemployment rate _ 6.5 5.8 59 6.0 6.4
General government financial balancebc _ -2.9 -5.2 -84 -5.6 -5.0
Current account balance® -6.3 -34 -4.0 -45 -3.8

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

c) OECD estimate which adjusts official GSF data, see Economic Survey of Hungary, 2002.

Source: OECD.

including the fiscal carry-over from the autumn 2002 wage increases, political promises
to maintain the level of social transfers and official growth projections of 4 per cent for
2003 that appear optimistic in view of the deterioration of competitiveness. The OECD
projects that the withdrawal of fiscal stimulus will begin in 2003 but at a slower rate than
planned by the government. The Central Bank expects headline inflation to reach 5.2 per
cent at the end of 2003, well above the initial target of 2} to 4'% per cent. This reflects the
phasing out of temporary disinflation factors and the lagged effect of wage increases. At
the same time, strong currency appreciation — reflecting the confirmation of European
Union accession prospects and the expectation of monetary tightening — pushed the Cen-
tral Bank to cut policy rates by 300 basis points. This is not sustainable in a domestically
driven excess demand environment without undermining the credibility of the inflation
targets. To soften the monetary policy dilemma between inflation and competitiveness
objectives fiscal consolidation is needed; but since such consolidation is expected to be
slow, monetary tightening is assumed through the projection period.

Growth depends on the GDP growth is projected to decelerate to just above 3 per cent in 2003, but to pick
international recovery and up again with the international recovery. However, growth acceleration depends on the
restored competitiveness restoration of Hungary’s international competitiveness through wage moderation and
strong productivity growth, which entails some increase in unemployment. The resulting
slowdown in household incomes and consumption should be offset by the recovery of
business investment, including foreign direct investment. The projection would be put at
risk if wage and public spending were not to moderate to the extent assumed, with conse-
quences on competitiveness and fiscal balances. The further tightening of monetary con-

ditions that would be required in this case could well abort the fragile expansion.
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With major imbalances having been corrected, recovery is likely to gather pace around the middle of the year when
large-scale investments in power-intensive industries will begin to boost demand and push growth above potential rates.

Tighter monetary conditions will be required once growth picks up and a positive output gap re-emerges in order to
prevent overheating in the middle of the decade. Fiscal policy will need to support this effort by moving toward a
restrictive stance. In particular, it will be important to avoid an overlap of public infrastructure investments with the
gearing-up of the power-intensive projects.

The economy shrank by Y per cent in 2002. The upturn in the latter part of the Recovery has been hesitant...
year was modest and activity seems to have strengthened little since then. While
there has been a revival in private consumption and residential construction appears
to have kept growing, business investment has remained depressed. At the same
time, the growth contribution of net exports has decreased. The current account has
nevertheless remained in broad balance. Sluggish growth has meant that the unem-
ployment rate has kept rising, exceeding 3 per cent in seasonally-adjusted terms.
This has contributed to a marked fall in wage drift. Helped by a renewed strengthen-
ing in the exchange rate, consumer price inflation has eased to around 2 per cent,
which is a remarkable turnaround given that it was almost 10 per cent at the begin-
ning of 2002. Underlying inflation has also been below or at the central bank’s
2Y% per cent target.

Against this backdrop and the weaker-than-expected momentum of the econ- ... prompting monetary and
omy, the central bank reduced its policy interest rate further, to 5.3 per cent in mid- fiscal easing...
February, the lowest level since 1994. The projections assume a gradual rise in the
policy interest rate beginning in the second half of this year. Indeed, inflation expec-
tations have already drifted upward somewhat, probably reflecting the impact of the
forthcoming major investment projects. The timing and magnitude of interest-rate
increases will depend on the momentum of the economy and further currency devel-
opments, but it would seem that much of the adjustment of the equilibrium exchange
rate to the expected effects of the investment projects has already occurred. In keep-
ing with their stated policy principles, the authorities intended to maintain a modest

I celand
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Source: Central Bank, Statistics Iceland and OECD.
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... which should contribute to
activity gathering momentum

Iceland: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices .
billion 1SK Percentage changes, volume (1990 prices)
Private consumption 358.7 4.0 -3.0 -1.2 0.5 2.0
Government consumption 1421 38 29 31 20 25
Gross fixed capital formation 135.0 14.8 -63 -130 106 112
Final domestic demand 635.8 6.3 -2.7 -3.0 2.8 41
Stockbuilding 0.1 05 -0.9 04 0.0 0.2
Total domestic demand 635.9 6.7 -34 -2.6 2.8 4.3
Exports of goods and services 212.2 5.0 7.9 29 4.0 45
Imports of goods and services 2415 8.0 -9.0 -24 6.0 6.5
Net exports® -29.3 -1.6 6.8 2.0 -0.7 -0.8
GDP at market prices 606.6 55 31 -0.6 21 35
GDP deflator _ 29 9.1 5.2 2.8 32
Memorandum items
Consumer price index _ 51 6.4 5.2 25 2.6
Private consumption deflator _ 45 8.1 39 25 2.6
Unemployment rate _ 2.3 2.3 31 33 3.0
General government financial balance® _ 25 0.5 0.2 0.0 0.1
Current account balance® _ -10.3 -4.3 0.3 -0.2 -0.9

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

budget surplus in 2003, similar to that achieved in the past two years, implying a
slightly restrictive fiscal stance. But in February the government announced a sub-
stantial bringing forward of public investments planned for 2005-06 (mainly road
building) that is now to be carried out over the rest of 2003 and 2004. This has been
followed by similar announcements at the municipal level. Overall, however, the
general government budget position seems likely to remain in broad balance.

Following modest economic expansion in the first half of this year, the con-
struction of a hydropower facility in eastern Iceland and subsequent work on a new
aluminium smelter that it would serve, along with public infrastructure investment,
will lift growth above its estimated potential rate of just below 3 per cent. This
should have spill-over effects on domestic demand, which has been held back by the
need for repairing balance sheets after the spending spree in the late 1990s. Export
demand is likely to be less supportive to growth than during the downturn, given the
adverse effect on competitiveness of the higher exchange rate. However, higher fish-
ing quotas and firming market growth should underpin exports going forward. With
import demand picking up because of the increased construction, the current balance
is expected to move into deficit. The unemployment rate is projected to peak at
around 3% per cent before receding gradually. Given the current slack in the econ-
omy, inflation is expected to remain near the target over the projection period. None-
theless, inflationary pressures are likely to build as work on the aluminium-related
investment projects accelerates in the middle of the decade, requiring a prompt and
ideally pre-emptive policy response.



Developments in individual OECD countries - 83

After unexpected resilience in 2002, real GDP growth is forecast to slow to 3% per cent in 2003, before rebounding to
4v4per cent in 2004 with the strengthening of export market growth. \Wage pressure is expected to weaken throughout the
forecast period. While inflation is also forecast to fall, it islikely to remain above the European Union average, reflecting
persistent price pressures in the service sector.

Now that private sector wages have begun to adjust to slower growth, the planned increase in public sector pay should
be strictly conditional upon demonstrated higher efficiency in that sector. The projected public finance position looks
healthy, but its realisation will require significant efforts to tighten control over expenditures.

Real GDP growth in 2002 of around 6 per cent, itself a significant decline from Output growth in 2002 was
the Celtic Tiger era, was largely accounted for by the strong performance of the bio- narrowly based...
medical and pharmaceutical sectors. On the demand side, an absolute decline in
machinery and equipment investment was more than offset by continued solid
growth in housing construction, public investment and government consumption,
associated with a sharp rise in public employment.

The economy has lost momentum since late 2002, with a further slowdown in ... and haslost momentum
exports and a substantial weakening in business confidence. The purchasing manager more recently
index for manufacturers fell in March for the sixth successive month, while that for
the service sector has remained almost flat. The demand for labour slackened
throughout 2002, leading to a rise in the unemployment rate from its historical lows
of 3.7 per cent in the first half of 2001 to 4.5 per cent in March 2003. Yet, inflation
remains high due to rapid price increases in service-producing industries.

The adjustment in income expectations to a slower growth environment has \Wages are set to moderate but
begun to take hold. With acute shortages of labour having eased, the recent wage not in the public sector
agreement of 7 per cent over the next eighteen months will help moderate wage
growth and inflation. Public sector wages, however, are expected to rise sharply in
2003 and 2004 as the benchmarking exercise allows a phased level adjustment vis-a-
visequivalent jobs in the private sector.

Ireland
Inflation remains strong in service prices The budget balance continues to worsen2
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1. The decline in inflation in Q4 2000 was associated with a change in the survey on the cost of child services from a yearly to quarterly frequency.
2. OECD estimates for 2002-2004.
Source: Central Statistics Office and OECD.
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Ireland: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1995 prices)

billion euros

Private consumption 43.2 9.0 50 25 3.0 35
Government consumption 12.5 7.6 10.5 8.7 15 0.7
Gross fixed capital formation 21.3 7.0 1.0 -0.7 -0.2 21
Final domestic demand 77.0 8.2 4.9 2.8 20 27

Stockbuilding # 0.4 0.3 -0.4 -0.2 0.2 0.1
Total domestic demand 774 85 44 25 22 27
Exports of goods and services 79.0 20.6 6.7 4.9 35 7.1
Imports of goods and services 66.6 21.2 6.1 18 3.0 6.5

Net exports® 12.4 24 16 3.6 11 18
GDP at market prices 89.8 10.0 6.0 6.0 32 42
GDF deflator _ 4.3 53 4.9 4.0 36
Memorandum items
Consumer price index _ 53 4.0 47 41 32
Private consumption deflator _ 4.0 4.2 4.8 42 32
Unemployment rate _ 4.3 39 4.2 5.0 5.2
Genera government financial balanceb _ 45 16 -0.3 -0.8 -1.2
Current account balance® 01 -03 -02 -11 0.8

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

The 2003 budget accords better The budget balance deteriorated, from a surplus of 4% per cent of GDP in 2000
with the slower growth  to an estimated deficit of 0.3 per cent in 2002. This reflected tax revenue shortfalls
environment  due to slower economic growth and tax measures, as well as continued strong spend-
ing pressures. The 2003 budget marks a departure from the two previous budgets, in
that it relies on increased taxation and allows a smaller increase in spending. Tax rev-
enue estimates are more cautious, while the rapid increase in government consump-
tion is to be contained by limiting new recruitment. Even so, general government net
borrowing is expected to increase to 0.8 per cent of GDP this year and further to
1.2 per cent in 2004. Spending pressure is likely to remain strong in such areas as
infrastructure development, public sector pay and health care.

Growth will slacken in 2003 The current weak trend in activity is expected to prevail during 2003, but is
beforerebounding forecast to give way to a modest acceleration in 2004 with the assumed recovery of
export markets and the fading impact of euro appreciation. Private consumption is
projected to increase at only a moderate rate, reflecting lower income growth, while
government consumption is expected to slow sharply and business investment to
continue to fall in 2003 before rebounding during 2004. On the other hand, both pub-
lic and housing investment, the latter supported by favourable tax treatment and low
interest rates, are projected to remain buoyant through the forecast period. Reflecting
wage moderation and the impact of the past euro appreciation, consumer price infla-
tion, as measured by the harmonised index, is expected to come down from 4% per
cent in 2002 to 3% per cent in 2004. The extent of the decline in 2003 will be limited
by the planned increase in public charges and indirect taxes.

Failureto control the public An open economy like Ireland will remain vulnerable to a further appreciation
sector wage bill isamajor risk  of the euro and geopolitical risks. Domestically, a major risk would be a failure actu-
ally to stop the rapid increase in public employment and to control public sector pay,

which would adversely affect the fiscal position and/or inflation prospects.



Developments in individual OECD countries - 85

Domestic demand decelerated at the end of 2002 in a context of geopolitical uncertainty that may continue well into
2003. Nevertheless, with a recovery in world demand expected in the second half of 2003, output growth may return to
around 6 per cent in 2004. The unemployment rateis likely to remain near 3 per cent, while core inflation may rise to the
top of the 2.5t0 3.5 per cent target range.

A gradual increase in interest rates may be necessary to keep inflation within its target zone, as the pace of growth picks
up. Moving ahead with the privatisation of state-owned banks is important to cover part of the cost of financial-sector
restructuring, while helping to promote corporate restructuring. Given this cost, aswell as future spending pressures, the
emphasis on fiscal consolidation has been appropriate.

Growth was more than 6 per cent in 2002 as a rebound in exports in the second Output growth accelerated
half of the year took over from strong domestic demand, which weakened at the end in 2002...
of 2002. The buoyant Chinese economy was the key factor, with Korean exports to
China rising nearly 50 per cent (year-on-year in dollar value) in the second half of
2002. With output accelerating, the unemployment rate fell to around 3 per cent,
resulting in double-digit wage hikes. Despite a substantial increase in unit labour
costs, core consumer price inflation has remained stable at around 3 per cent.

Domestic demand slowed in a context of geopolitical uncertainty that has led to ... despite weakened

a deterioration in household and business confidence and a 17 per cent fall in the confidence and policy
stock market since October. In addition, policies to restrain bank lending to house- measuresto slow demand
holds — which soared more than 50 per cent during the first nine months of 2002 —

have dampened private consumption. Such steps reflected concern about the

increased exposure of banks to households, which have raised their financial liabili-

ties from 86 per cent of their disposable income in 1998 to an estimated 120 per cent

at the end of 2002. The government has also introduced a series of tax and regulatory

measures to calm the overheated real estate market. Subsequently, apartment prices

stabilised in the final quarter of 2002, following a 40 per cent rise since the begin-

ning of 2001. This was accompanied by a decline in investment in housing, despite

the continued relaxed stance of monetary policy. The overnight call rate has

Korea
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Korea: Demand, output and prices

1999 2000 2001 2002 2003 2004

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

trillion KRW

Private consumption 2711 79 4.7 6.8 32 4.3
Government consumption 50.1 0.1 13 29 20 20
Gross fixed capital formation 134.2 114 -18 4.8 24 5.0
Final domestic demand 455.4 8.2 23 5.8 2.8 4.3

Stockbuilding # -54 -0.2 -0.1 -0.2 0.0 0.0
Total domestic demand 450.0 8.1 22 5.7 29 44
Exports of goods and services 204.4 20.5 07 149 128 119
Imports of goods and services 171.3 20.0 -30 164 114 115

Net exports ® 331 31 14 20 27 24

Statistical discrepancy ® -04 -0.7 -0.2 -04 0.0 0.0
GDP at market prices 482.7 9.3 31 6.3 5.2 6.0
GDP deflator _ -1.1 25 17 05 14
Memorandum items
Consumer price index _ 23 4.1 2.8 38 33
Private consumption deflator _ 22 4.1 3.0 38 33
Unemployment rate _ 41 37 30 3.2 3.0
Household saving ratio® _ 115 9.4 96 100 108
Consolidated central government balance © _ 11 13 38 1.0 14
Current account balance® _ 2.7 19 13 0.3 0.2

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

c) Asapercentage of GDP.

Source: OECD.

remained at 4% per cent since May 2002, 25 basis points above its record low point
set during the 2001 downturn.

Fiscal policy has been The stance of fiscal policy in 2002 was somewhat restrictive, with the consoli-
restrictive  dated central government budget surplus rising from 1% per cent of GDP in 2001 to
3% per cent in 2002. Such an improvement should help cope with the costs incurred
for financial-sector restructuring, amounting to a total of KRW 157 trillion (27 per
cent of GDP). About half of this may be recovered through privatising state-owned
banks and resolving non-performing loans. However, KRW 49 trillion of the remain-
der will be paid by the government budget between 2003 and 2006. Excluding such
costs, the fiscal stance in 2003 appears slightly contractionary.

Sustaining the expansion Economic growth is likely to decelerate to around 5% per cent in 2003 as a
depends on overseasdemand  result of the weakness of domestic demand and a slowing in external demand in the
first half of the year. Core inflation may pick up to around 3% per cent in 2003, while
the lagged effects of high oil prices are likely to push headline inflation to nearly
4 per cent, before moderating in 2004. Given the rise in household debt during the
past few years and weak confidence, sustaining the expansion through 2004 is likely
to depend on overseas demand. The projected pick-up in world trade beginning in
the second half of 2003 may return output growth to 6 per cent in 2004. While the
external environment is the major risk to a continued expansion, restructuring the
large number of firms with weak balance sheets could pose a temporary drag on the
economy. However, a rebound in the information and communications technology
sector could lead to faster-than-expected growth.
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L uxembourg

Wth the lead sector of the economy, financial services, still in difficulty, GDP is expected to stagnate in 2003, under-
performing the European Union for the third year in a row. More recently, conditions in domestically oriented sectors
have also deteriorated. As a consequence, overall activity will not turn around before mid-2003, when the economy
should benefit from a recovery of international financial services markets.

Government expenditures should be brought in line with lower trend GDP growth (3 to 4 per cent) as soon as possible to
avoid a sustained deterioration in the budget balance, which would disrupt confidence.

The economy lost further steam during 2002 and might currently be in reces- Economic growth isslow

sion. The financial sector contracted for the second consecutive year. Falling stock
valuations depressed prices and volumes of financial transactions, leading to a signif-
icant decline in services exports (representing about 100 per cent of GDP) and terms
of trade. The difficulties in international activities spread to domestic demand in the
second half of 2002. Retail data and consumer confidence indicate weakening pri-
vate consumption, while construction orders point to falling residential investment
and delayed implementation of public investment projects.

Growth in domestic employment has slowed sharply but has remained positive, Unemploymentisrising
pointing to poor productivity outcomes. Many firms kept hiring for fear of not find-
ing enough staff during the next upswing in sectors that had experienced bottlenecks
in the recent past. This may explain why growth in employment of cross-border
workers has not fallen further but rather levelled off at about 4.5 per cent year-on-
year since mid-2002. National employment, however, is currently expanding by less
than the resident labour force, leading to an increase in the unemployment rate,
which edged up by 1 percentage point during the last six months to 3.8 per cent in
January. Softening labour markets and earlier declines in inflation contributed to
wage pressures easing considerably in 2002 (wages are indexed). Headline inflation
was broadly stable, as underlying inflation decreased and energy prices increased.

From 2000 to 2002 the budget surplus fell from over 6 to 2% per cent of GDP, The budgetary situation has
reflecting weak GDP growth and a structural deterioration. Tax cuts (amounting to  deteriorated significantly
1.2 per cent of GDP in 2001 and 2.5 per cent in 2002) were accompanied by real

L uxembourg
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Therecovery is contingent on
financial marketsturning
around

Luxembourg: Demand, output and prices

1999 2000 2001 2002 2003 2004

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

billion euros

Private consumption 8.1 33 3.6 16 0.2 15
Government consumption 31 43 75 6.3 6.5 32
Gross fixed capital formation 45 -6.3 5.9 -4.3 -3.1 34
Final domestic demand 15.7 0.7 5.0 1.0 0.7 23

Stockbuilding 0.1 -0.9 10 0.0 0.0 0.2
Total domestic demand 15.7 -0.3 6.3 10 0.7 25
Exports of goods and services 253 19.1 12 -1.7 0.1 4.8
Imports of goods and services 225 14.0 45 -2.2 0.4 5.0

Net exports® 2.8 83  -40 05 -04 0.5
GDP at market prices 18.6 89 1.0 05 0.3 2.7
GDP deflator _ 28 23 0.2 0.6 22
Memorandum items
Consumer price index _ 38 24 21 2.3 12
Private consumption deflator _ 2.6 2.8 22 22 14
Unemployment rate _ 2.6 2.6 30 4.0 39
General government financial balance® _ 6.1 6.4 2.6 0.2 -1.0

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

Source: OECD.

government consumption and investment expenditures growing by 6% per cent per
year on average. Exceptionally strong corporate income tax revenues, due to particu-
lar efforts to reduce tax arrears, prevented the balance from deteriorating even more.
This effect will also boost revenues in 2003 but not in 2004. The government plans
to restrict growth in nominal expenditure to 5 per cent in 2004, a rate that is judged
to be compatible with a stable share of expenditure in trend GDP. Nevertheless, there
is projected to be a further deterioration in the budget balance, which will swing into
deficit.

As business conditions are weak, firms are likely to cut investment and gradu-
ally revise labour hoarding policies, leading to a slight decline in private sector
employment during the summer. Nevertheless, with equity prices stabilising and
financial market volatility returning towards more normal levels, a gradual recovery
in the financial sector could begin later this year. Moreover, the revival of growth in
the euro area will boost goods exports. The recovery will spill over to the domestic
economy in 2004. Inflation is likely to come down broadly in line with that in the
euro area in the course of 2003 and even below in 2004, because of the larger weight
of energy products. Indexation arrangements could turn out to be a risk for competi-
tiveness if oil prices were to be higher than assumed. Another risk to the outlook
would be further falls in asset prices.
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The economy is experiencing a weak recovery, based on higher exports of manufactures to the United States. GDP
growth is expected to gather pace as confidence improves and firms increase investment. The passthrough from currency
depreciation will be moderated by tight policies and inflation is expected to fall. The current account deficit, which
narrowed to a record low in 2002, is expected to widen gradually as activity gains momentum.

Economic policies were tightened in 2002 and early 2003 in the context of a weaker peso and stalling disinflation. This
stance needs to be maintained to keep disinflation and fiscal consolidation on target and retain market confidence.
Implementation of the reform of the electricity industry and the tax system would boost investor confidence and growth

prospects.

Growth remained sluggish in the second half of 2002, despite a recovery in
exports to the United States. Reflecting higher oil prices and still weak import
demand, the current account deficit narrowed in 2002, to $14 billion (2% per cent of
GDP). Net foreign direct investment totalled close to that amount. The peso has
depreciated significantly since its April 2002 peak, reflecting uncertainties related to
the US economy — with which the Mexican cycle is highly synchronised — and the
lack of progress in structural reform. Disinflation stalled after mid-year, reflecting
hikes in administered prices (gas and electricity) and farm prices. Consumer price
inflation was 5.7 per cent in December, exceeding the central bank target by more
than 1 percentage point. However, core inflation was much below this, as weak
activity damped the passthrough from import prices and the monetary stance was
tightened. At the beginning of 2003, the strength of the economic upturn remained
uncertain: investment was still strongly negative while employment picked up
slightly in the formal sector.

The public sector financial deficit would have come in at 0.7 per cent of GDP,
just below target in 2002, but the cost of liquidating a small development bank and
creating a new institution for the rural sector pushed it up to 1% per cent of GDP.
Meanwhile, the broader public sector borrowing requirement (PSBR) was below
3 per cent of GDP. Higher oil revenue in the second half of 2002 helped to offset
lower-than-budgeted tax receipts, so that spending did not have to be cut again. The

Exports underpin the still weak
recovery

Fiscal and monetary policies
remain tight

Mexico
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Mexico: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1993 prices)

billion MXN

Private consumption 3084.1 82 2.7 12 24 42
Government consumption 506.5 2.0 -1.2 -1.3 2.8 3.0
Gross fixed capital formation 973.8 114 -5.8 -1.3 3.0 55
Final domestic demand 4564.4 8.2 0.6 0.5 26 4.3

Stockbuilding # 109.3 0.3 -0.2 05 0.0 0.3
Total domestic demand 4673.7 8.3 04 1.0 25 4.4
Exports of goods and services 1414.3 16.4 -3.6 14 5.2 8.2
Imports of goods and services 1488.6 215 -15 16 4.8 9.3

Net exportsa -74.2 -1.8 -0.7 -0.1 0.0 -0.7
GDP at market prices 4599.4 6.6 -0.3 0.9 25 39
GDP deflator _ 12.2 6.4 4.6 41 3.6
Memorandum items
Consumer price index _ 9.5 6.4 5.0 44 35
Private consumption deflator _ 10.3 7.2 4.8 4.4 35
Unemployment rate® _ 22 24 27 27 24
Current account balance® -3.1 -29 -2.2 -25 -2.8

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

c) Asapercentage of GDP.

Source: OECD.

2003 public sector budget deficit is targeted at 0.5 per cent of GDP, with the objec-
tive of achieving balance by 2005, in line with the government medium-term pro-
gramme. By then, the PSBR is to be brought down to around 2 per cent of GDP. The
Central Bank tightened its policy stance three times in the first quarter of 2003, to
bring inflation expectations down in line with the inflation target range of 3 per cent
plus or minus 1 per cent at end year. The three-month Cetes rate, which was around
7 per cent in August, has moved back up to just below 9 per cent at the end of March.
Real interest rates are assumed to remain close to their recent levels of about 5 per
cent in 2003, edging down only slightly in 2004.

Therecovery should gain Improving labour market prospects should help restore consumer confidence
momentum from mid-2003...  from mid-2003 and exports are expected to quicken in line with foreign markets. But
with no stimulus expected from macroeconomic policies and given the standstill on
the reform agenda, the recovery in investment is likely to be slow and GDP growth
could be more subdued than in the late 1990s. The current account deficit is expected
to edge up to a little less than 3 per cent of GDP by 2004, mostly financed by foreign
direct investment. Barring shocks to inflation from administered prices or farm
prices, headline and core inflation should converge to within the Central Bank target
range of 3 (£1) per cent by December 2003.

... depending on US growth The main risks to the outlook concern external developments, including world
and structural reforms  oil prices, financial markets and, above all, the speed of the projected recovery in the
United States. The main domestic uncertainty relates to Mexico’s structural agenda.
Approval of the tax and electricity reforms in particular would help to create an envi-
ronment more supportive of private investment, including foreign direct investment,

and GDP growth could be much stronger from early 2004.
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Netherlands

Economic activity has weakened, but should begin to strengthen from the second half of 2003 as the international
economy recovers, de-stocking slows and business investment begins to pick up. Real GDP growth may reach 2 per cent
in 2004, which would nonetheless leave a substantial negative output gap. Given the sub-par growth outlook,

employment growth is set to remain weak, increasing the unemployment rate to 5 per cent in 2004. With lower domestic
cost pressures, inflation is projected to fall to 1% per cent in 2004.

Improving competitiveness and enhancing employment prospects will depend on the resumption of wage moderation. It is
important to remove the incentivesto leave the labour force prematurely via benefit programmes. The government should
take measures to adjust public spending to lower trend growth and return the budget to balance. The objective of paying-
off debt by 2030, thereby pre-funding the additional budget costs associated with population ageing, should be restored.

The nascent economic recovery by mid-2002 faltered markedly in the rest of the  The pace of recovery has
year, as in other euro area countries, with output growth falling close to zero in the faltered
fourth quarter. With the strengthening in export markets not proving to be lasting,
firms reduced business investment and employment. Unemployment has increased to
3 per cent in recent months, but remains below the OECD estimate of the structural
rate (around 3% per cent). Faced with deteriorating labour market prospects, an
uncertain international environment, falling stock markets and the associated
increases in pension contribution rates, consumer confidence has plunged to its low-
est level since 1983. At the same time, business confidence has deteriorated,
although less markedly, and is now pointing towards continued stagnation in invest-
ment in the first half of 2003.

Underlying and consumer price inflation fell sharply in 2002 to around 2% per Inflation hasfallen, but
cent in recent months, reflecting the elimination of the effect of indirect tax increases ~competitiveness has worsened
in 2001 and the appreciation of the euro. Although wage increases edged down in
2002, they remained high at around 4%4 per cent. This, together with rising employer
pension contribution rates, weak productivity growth and euro appreciation has
resulted in a further loss of competitiveness. The social partners have agreed a ceiling

Netherlands
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The cyclical deterioration in
the budget balanceis being
partly offset

Recovery should resumein the
second half of 2003

Netherlands: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion euros

Private consumption 187.6 36 12 1.0 12 23
Government consumption 85.5 19 31 38 0.2 0.8
Gross fixed capital formation 84.2 35 -0.8 -3.1 -0.7 12
Final domestic demand 357.3 32 12 0.7 0.6 17

Stockbuilding 05 -0.3 0.2 -0.7 0.1 0.9
Total domestic demand 357.8 2.8 14 -0.1 0.6 27
Exports of goods and services 2254 10.9 17 -14 14 7.0
Imports of goods and services 209.1 10.6 19 -2.2 14 8.7

Net exports® 16.2 0.8 0.0 0.4 0.1 -0.6
GDP at market prices 374.1 33 13 0.3 0.7 19
GDP deflator _ 42 53 34 26 19
Memorandum items
Consumer price index _ 23 51 39 24 15
Private consumption deflator _ 35 4.6 35 23 13
Unemployment rate _ 26 20 25 4.1 5.0
Household saving ratio® _ 6.7 96 107 109 108
General government financial balance® _ 22 0.1 -1.1 -1.6 -20
Current account balance® 21 21 21 31 25

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.or g/eco/sour ces-and-methods).

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

b) Asapercentage of disposable income, including savingsin lifeinsurance and pension schemes.

¢) Asapercentage of GDP.

Source: OECD.

of 2%4 to 2% per cent for contractual wage increases in 2003, which reflects lower
inflation and productivity growth and which should help to restore profitability.

The cyclical deterioration in the budget balance is being partly offset by struc-
tural expenditure and tax measures. These should limit the budget deficit to 1.6 per
cent of GDP in 2003. The coalition government in the process of being formed is
likely to introduce additional measures of around 3 per cent of GDP over the period
2004-07, part of which has been taken into account in the projections (for the budget
balance in 2004, a small net effect of around 0.3 per cent of GDP has been included).
The measures should be aimed at restoring budget surpluses and moving towards
paying off all government debt by 2003.

The economy is projected to continue to stagnate in the first half of 2003 but
subsequently to strengthen as the international economy recovers, lifting growth to
around trend in 2004 but leaving a substantial negative output gap. With improving
prospects for demand and profitability, firms are likely to reduce de-stocking and
increase investment. Employment growth, however, is likely to remain weak, push-
ing up unemployment to 5 per cent in 2004, well above the OECD estimate of the
structural rate. Inflation is projected to fall to around 1% per cent in 2004, reflecting
a sharp fall in domestic cost pressures and the strengthening of the euro. A main risk
to this outlook is that pension fund contributions may need to rise further in the
future, weighing on consumer sentiment and raising labour costs.
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New Zealand

Activity is expected to slow in 2003 after four years of healthy growth. Continued strength in domestic demand will not
suffice to offset the damping effects of weaker terms of trade and a sharply higher currency. However, the slowdown is
likely to be short-lived, with growth returning to its medium-term potential rate of 3 per cent in 2004.

The currency appreciation has taken the pressure off monetary policy, as it should drive inflation down to the middle of
the 1 to 3 per cent target range. Hence, interest rates can be left unchanged for the time being. The budget remainsin
surplus, and the government is prudently not raising expenditure in response to higher-than-expected revenues until it is
confident that the fiscal surprise will prove permanent.

Activity was buoyant last year, with GDP growing by 4% per cent. The export Economic activity has been
sector was robust in the first half of last year, but weakened considerably thereafter. strong...
However, domestic demand picked up to ensure a vigorous finish to the year. The
labour market is very tight, with unemployment below 5 per cent and participation
rates close to historical peaks. Consequently, inflation has picked up, with most mea-
sures of core inflation near 3 per cent.

The main drivers of growth last year were the lagged impact of high terms of ... but some of the driving

trade and a weak currency, both of which lifted farm incomes, with flow-through forces have eased

effects to the rest of the economy. A high rate of immigration also contributed to a

residential construction boom. These forces have begun to wane. The terms of trade

have fallen by around 10 per cent from their peak, and the (trade-weighted) exchange

rate has increased by 30 per cent from a deeply depressed level. Immigration, which

has slowed only slightly, is likely to have a much smaller impact on residential con-

struction growth over the next year, as the building industry is running at full capac-

ity. Instead, demand pressures will drive up house prices.

Persistent strength in domestic demand is likely to carry the economy forward Domestic demand momentum
for the first six to nine months of this year. Rising employment, a pick-up in wage should partly offset weaker
growth, and the wealth effect of higher house prices are all expected to contribute to  exports
solid consumer spending, at least in the cities. Spending in rural areas, however, will
probably weaken. Export growth is projected to remain weak for most of 2003, due
to sluggish global demand and the currency appreciation. The stronger New Zealand
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Monetary and fiscal settings
remain prudent

There are several risksto the
outlook

New Zealand: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices
billion NZD Percentage changes, volume

Private consumption 65.1 2.0 22 38 34 2.6
Government consumption 20.1 -1.9 35 4.6 29 25
Gross fixed capital formation 20.3 74 -1.7 8.0 49 2.7
Final domestic demand 105.4 23 16 4.8 36 2.6
Stockbuilding 14 -0.5 0.2 0.2 -0.2 0.0
Total domestic demand 106.8 17 18 49 34 2.6
Exports of goods and services 322 6.8 20 7.6 4.6 6.4
Imports of goods and services 33.2 0.2 14 8.8 6.3 5.6
Net exports® -1.0 21 0.2 -0.2 -0.5 0.3
GDP (expenditure) at market prices 105.8 39 20 4.6 29 29
GDP deflator _ 24 48 0.3 11 25

Memorandum items
GDP (production) _ 4.0 2.7 44 31 29
Consumer price index _ 26 26 2.7 2.0 2.0
Private consumption deflator _ 21 21 15 16 2.0
Unemployment rate _ 6.0 5.3 5.2 51 53
General government financial balance® _ 0.9 1.8 13 0.8 05
Current account balance® 52 28 31 -46 -46

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.or g/eco/sour ces-and-methods).

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

b) Asapercentage of GDP.

Source: OECD.

dollar will also hurt the price-sensitive tourism industry next summer. In 2004, how-
ever, export growth should recover in step with the world economy. Business invest-
ment should pick up as well, since capacity utilisation rates have been high for some
time, but this is unlikely to occur until global uncertainties — both geopolitical and
economic — begin to fade.

The appreciating exchange rate has taken much of the pressure off monetary pol-
icy. While domestically-generated inflation (the prices of non-tradables) was around
4 per cent last year and is rising, it is being offset by decelerating import prices, result-
ing in consumer price inflation being driven below 2 per cent this year. But it is likely
to edge up again when the impact of the currency appreciation subsides. Consequently,
official interest rates, which are currently around “neutral” levels, do not need to
change for the time being. On the fiscal side, the government’s accounts remain in
healthy surplus, and tax revenues are substantially higher than forecast, even after
adjusting for the unexpectedly buoyant economy. The government is prudently not
spending these windfall revenues until it is confident that they are here to stay.

Apart from uncertainty about the strength and timing of the global recovery,
risks include the impact of the summer drought, the highly uncertain outlook for resi-
dential construction and the possibility that the effects of the tight labour market feed
into wages and prices. The current account deficit, which is forecast to rise to its
long-run average of 5 per cent of GDP, combined with the high net foreign debt posi-
tion, may increase the country’s vulnerability to swings in investor sentiment.
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Growth, which was already subdued since 1998, slowed further in 2002 as wages and the exchange rate soared,
squeezing mainland industry. Activity will remain subdued this year, but should pick up in 2004 as monetary policy
easing feeds through and the global economy recovers. The unemployment rate is expected to peak at 4%z per cent, with
inflation remaining low.

The authorities should not ease fiscal policy beyond the room for manoeuvre provided by the fiscal guidelines since easing
would lead to further crowding-out of exposed industries. Wage moderation is needed to contain cost pressures, and work
disincentives stemming from the disability and early retirement schemes should be reduced to stimulate labour supply.

Growth of mainland GDP has continued to ease from the 1998 cyclical peak, to The mainland economy is

only 1% per cent in 2002, and the first signs of slack have appeared. Overall GDP  cooling off
(including oil and gas production) grew by 1 per cent. Consumption and government
spending stayed buoyant, but business investment fell sharply, taking a further hit in 2002
as businesses anticipated the removal of the investment surtax at the end of the year. Res-
idential investment peaked in 2002 as high interest rates restrained demand and house
prices levelled off. Gains in export market share by the traditional (non-oil and gas) sec-
tor reported for 2002 are unlikely to be sustained as profit margins have been squeezed.
With layoffs accelerating, the unemployment rate edged up to 4.1 per cent by the end of
2002 — a percentage point above its 1998 low. Core inflation (excluding indirect taxes
and energy) dropped below the official 2/ per cent target but headline inflation soared
due to a weather-related surge in electricity prices during the winter.

Mainland industry has been severely squeezed since the economy peaked in Monetary policy eased after
1998. The large interest rate spread against major currencies and the oil price hike profits were squeezed
propelled the external value of the krone to record highs. Meanwhile wage increases
have averaged 5% per cent per annum. The external economic environment has also
been weakening since the autumn of 2002, prompting the Bank of Norway to cut its
official sight deposit rate in three equal steps from 7 to 5% per cent between
December 2002 and March 2003. With the exchange rate falling back considerably
as a result, monetary conditions have eased substantially. While further monetary
easing cannot be ruled out, the projections assume policy rates to stay on hold as
wages may not come down sufficiently to warrant further easing.

Norway
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Fiscal policy is set to be
moderately supportive

Activity should pick up

Fiscal slippage could
undermine the recovery

Norway: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices Percentage changes, volume (1999 prices)

billion NOK

Private consumption 584.3 39 2.6 33 25 25
Government consumption 263.7 13 27 45 0.5 11
Gross fixed capital formation 271.8 -3.6 -4.2 -33 21 0.6
Final domestic demand 11198 15 1.0 22 19 18

Stockbuilding 20.7 0.8 -0.5 0.0 0.0 0.0
Total domestic demand 1140.6 24 04 21 19 17
Exports of goods and services 486.2 4.0 4.1 -0.5 0.4 38
Imports of goods and services 393.8 27 0.9 17 2.3 32

Net exports® 92,5 10 16 -0.7 -0.5 0.8
GDP at market prices 1233.0 28 1.9 1.0 11 21
GDP deflator 159 19 -0.7 2.6 2.6
Memorandum items
Mainland GDP at market prices® _ 25 1.7 13 0.9 1.9
Consumer price index _ 31 30 13 3.2 1.6
Private consumption deflator _ 3.0 24 0.7 32 16
Unemployment rate _ 34 35 4.0 45 4.6
Household saving ratio© _ 45 37 7.0 55 59
General government financial balance® _ 150 148 128 113 107
Current account balance® 149 153 137 122 132

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

c) Asapercentage of disposableincome.

d) Asapercentage of GDP.

Source: OECD.

On current plans the fiscal stimulus should be modest. The fiscal policy guide-
lines introduced in 2001 allow the government to channel receipts equivalent to an ex
ante 4 per cent real rate of return on the Government Petroleum Fund (which
exceeds 40 per cent of GDP) into the budget. The resulting demand impulse is offi-
cially estimated to have been around Y per cent of potential mainland GDP in 2002,
but this will not be sustained in 2003. A drop in the market value of the capital in the
Petroleum Fund — due to the slump in stock markets and currency appreciation — has
reduced the government’s leeway to tap resources from the Fund. Accordingly, fiscal
easing stemming from the 2003 budget is only roughly half of that in 2002 and, bar-
ring a reversal of the capital losses on the Fund, should not pick up again in 2004.

Growth in mainland GDP is projected to recover from % per cent in 2003 to
1% per cent in 2004. Business and residential investment are set to remain weak but
buoyant investment in the oil and gas sector, which is included in mainland demand,
could provide an offset. Consumption growth should pick up as employment pros-
pects improve and electricity prices come down. Mainland exports are projected to
stay weak initially, but the global recovery should underpin a pick up in 2004. With
new gas fields coming on stream, overall GDP should recover from 1 per cent in
2003 to 2 per cent in 2004. Wage growth is projected to come down a little and, with
productivity accelerating, underlying inflation should stay on target.

If calls for fiscal stimulus are met, monetary conditions may again need to
tighten, unless stronger wage moderation provides an offset. Exposed industries
would then be squeezed further.
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Output growth has averaged just over 1 per cent during the last two years, with the unemployment rate rising to over 20 per
cent. Helped by strong export competitiveness, gradually increasing business profits and growing confidence as Poland
moves closer to European Union membership, growth is projected to strengthen, reaching 3z per cent in 2004. Headline
inflation is also expected to pick up somewhat in the short-term, reflecting the effective depreciation of the currency.

Substantial cuts in nominal interest rates and a depreciation of the zloty have eased monetary conditions. Further
monetary easing is desirabl e given the slow pace of the recovery relative to potential and still high real interest rates. But
this needs to be supported by a strong effort to bring government spending under control. To maintain a favourable
business climate and the attractiveness of Poland to foreign investors, structural reformsin labour and product market
should be pursued in earnest.

Real GDP grew by 1% per cent in the second half of 2002, confirming the mild Economic activity has
acceleration that had begun earlier in the year. Private and government consumption accelerated mildly
were the main sources of domestic demand expansion, while the decline in investment
activity moderated. Although the zloty strengthened against the dollar, a much stronger
euro appreciation led to a marked depreciation in effective terms. As a result, exports
picked up strongly and the current account deficit declined. Although recent industrial
production data have been mixed, there are signs that profitability and demand condi-
tions are improving, particularly within sectors that serve foreign markets.

Even with the incipient recovery, the output gap remains large, which, along Inflation and employment have
with moderate food prices, has helped inflation to fall. As a result, headline inflation declined
was well below the mid-point of the official target range of 3 per cent at the end of
2002. The contraction of the labour market continued, but because labour force with-
drawals have moderated, unemployment increased markedly, reaching a historical
high of 20 per cent of the labour force in the fourth quarter of last year.

The underlying domestic forces acting on the economy are a mix of loose fiscal pol-  Fiscal policy remains|oose,
icy and tight monetary policy. The budget for 2003 rests upon revenue estimates that are  whilereal interest ratesare
based on optimistic macroeconomic assumptions, and no major steps have been taken to  high
rein in government spending, particularly in the extensive extra-budgetary sector. As a
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A mild, export-driven recovery
is expected

The recovery of investment
depends on palitical stability

Poland: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices
billion PLZ Percentage changes, volume

Private consumption 396.4 2.8 2.0 33 18 2.0
Government consumption 95.6 11 04 13 17 18
Gross fixed capital formation 156.7 2.7 -8.8 -7.2 35 7.0
Final domestic demand 648.6 25 -0.6 0.8 21 29
Stockbuilding ® 5.6 0.4 -1.2 0.0 0.0 0.0
Total domestic demand 654.2 28 -1.6 0.8 21 29
Exports of goods and services 160.8 232 31 5.7 85 136
Imports of goods and services 199.9 15.6 -54 25 74 109
Net exports® -39.1 13 31 11 0.4 11
Statistical discrepancy ® 0.0 01 -06 -07 -02 -05
GDP at market prices 615.1 4.0 10 13 23 35
GDP deflator _ 11.3 4.2 14 1.0 19

Memorandum items
Consumer price index _ 10.1 55 19 14 23
Private consumption deflator _ 115 5.0 16 14 23
Unemployment rate _ 161 182 199 204 199
General government financial balance® _ -3.0 -5.1 -5.7 -6.2 -5.9
Current account balance® 61 -29 35 45 45

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

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

b) Asapercentage of GDP.

Source: OECD.

result, the general government deficit is projected to increase to more than 6 per cent of
GDP. Meanwhile, the Polish National Bank has continued to deliver small cuts in its
policy rates and the currency has depreciated. While monetary conditions have become
more supportive of demand, they remain tight overall since inflation has fallen almost as
quickly as nominal rates, keeping real interest rates high.

Looking forward, real GDP growth is projected to accelerate mildly reaching
3% per cent in 2004. On the upside, an improving export outlook and the prospect of
European Union (EU) accession should make for a gradual recovery of investment,
marking an end to the capital stock adjustment process that began in 2001. However, the
response of private consumption may well be slower, due to the expectation of declining
employment for some time to come. The expansion in investment demand, combined
with the large fiscal deficit, is projected to push the current account deficit above 4 per
cent of GDP in 2004. Although wage growth is expected to be moderate, headline infla-
tion may pick up somewhat in the second half of 2003, reflecting the pass through of the
currency depreciation, while underlying inflation will remain relatively stable.

The main risks attaching to the projections relate to the possibility that domestic
political uncertainty could perturb the EU accession process. Should this happen, the
pick-up in foreign direct investment might stall and a high interest rate premium on
government bonds could become more entrenched, adversely affecting fiscal devel-
opments. This could strain monetary policy easing with the result that the overall
recovery of the Polish economy would be delayed.
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Activity contracted in the second half of 2002, reflecting falling domestic demand and exports. Although lagging that of
the euro area, a gradual recovery is projected in 2003 mainly driven by external demand. While narrowing slightly, the
output gap is projected to remain large in 2004. Against this background, the inflation differential vis-a-vis the euro area
is expected to narrow significantly.

Despite recent progress, the need for fiscal consolidation remains the main priority facing the authorities. Forceful
implementation of recent structural measures will be required to rein in public spending.

After a vigorous expansionary phase, the Portuguese economy was among the Economic activity has stalled
weakest in the euro area in 2002, with a real GDP growth of 'z per cent. In particular,
activity contracted in the second half of the year, reflecting negative contributions from
both domestic and external demand. Employment started to decline in the fourth quar-
ter 2002 and the unemployment rate rose to 6.2 per cent at year-end, its highest level
since end-1997. The core inflation differential vis-a-vis the euro area widened in 2002,
reflecting persistently higher wage increases than in the rest of the euro area and the
impact of the standard value added tax (VAT) rate rise in June 2002. Reflecting slug-
gish domestic demand and a slight improvement in the terms of trade, the current
account deficit continued to narrow in 2002 to 7% per cent of GDP (excluding capital
transfers). In early 2003, short-term indicators, including business and household con-
fidence, showed no signs of a pick-up, and unemployment rose further in January and
February. Against this background, nominal wage increases implicit in collective
agreements for the private sector decelerated somewhat in early 2003.

In response to the 2001 fiscal slippage, which triggered the launching of the Euro-  Fiscal consolidation remains
pean Union’s excessive deficit procedure, tough corrective actions to reduce the deficit amajor challenge
were taken in 2002. They included both emergency measures, mainly spending freezes
and a VAT rate increase, and deep reforms to control and allocate public spending better.
The emergency measures combined with a tax amnesty and last minute one-off opera-
tions (bringing in additional revenues of about 1% per cent of GDP) helped to cut the def-
icit to 2.7 per cent of GDP in 2002. The 2002 emergency measures are scheduled to be
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Portugal: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices )
billion euros Percentage changes, volume (1995 prices)
Private consumption 67.4 2.6 12 0.7 0.5 16
Government consumption 213 4.0 34 32 -0.3 -0.3
Gross fixed capital formation 295 4.4 0.1 -5.2 -24 42
Final domestic demand 118.1 33 13 -04 -0.3 18
Stockbuilding?® 11 -0.3 0.0 0.0 -0.1 0.0
Total domestic demand 119.2 31 13 -04 -04 18
Exports of goods and services 321 8.0 1.9 2.0 3.2 7.7
Imports of goods and services 433 54 0.9 -04 0.8 54
Net exports® -11.2 0.3 0.2 0.9 0.8 04
GDP at market prices 108.0 37 16 05 0.3 23
GDP deflator _ 32 438 4.6 36 23
Memorandum items
Consumer price index _ 2.8 44 37 32 22
Private consumption deflator _ 2.8 42 36 31 22
Unemployment rate _ 4.0 41 51 6.4 6.3
Household saving ratio® _ 95 107 119 122 121
General government financial balance® _ -299  -43 -2.7 -3.2 -2.7
Current account balance® -10.5 -9.6 -7.6 -6.0 -55

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

c) Asapercentage of GDP.

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

Source: OECD.

phased out progressively by 2004, while the effect of structural reforms will become
increasingly important. Given weak activity and the need to compensate for the one-off
measures adopted in 2002, the 2.4 per cent budget target for 2003 seems unlikely to be
achieved. Even reducing the structural deficit by % per cent of GDP, recently stated as the
official objective, would require further consolidation efforts. Hence the OECD projec-
tion incorporates some slippage. The cyclically-adjusted budget deficit is assumed to
decline gradually by around % per cent of GDP in 2003 and close to % per cent of GDP
in 2004. This projection includes the corporate tax cut scheduled for 2004, though this cut
may be postponed if the effects of structural fiscal reforms are smaller than expected.

Exportswill drive the pick-up The adjustment of private domestic demand components is likely to continue in

from the second half of 2003 2003. Against this background, and with government consumption declining, the
recovery will have to be driven by external demand. Private demand components
would strengthen only in 2004 as confidence returns and the labour market starts to
improve. The current labour slack and a persistently large output gap, together with
the fact that the VAT hike will pass out of the statistics after the middle of this year,
should help inflation to decelerate significantly, reducing the differential vis-a-visthe
euro area to ¥ percentage point by end-2004.

Major risks concern consumer On the domestic front, the main risk comes from consumer behaviour in the
behaviour and external  short term. With unemployment rising, there is a risk that household expenditure
demand could be even weaker than projected in the first half of 2003. It is also important that
private wage increases moderate significantly to reflect the economic weakness, oth-
erwise international competitiveness would deteriorate further, putting at risk the
export-led recovery. The main external uncertainty still concerns the timing and

speed of the projected recovery in Europe.
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Slovak Republic

Output growth seems likely to decelerate somewhat this year from the 4%z per cent growth of 2002 as the fiscal impulseis
withdrawn while effects of price liberalisation and structural reformsinitially damp demand. Inflation had decelerated to 3 per
cent due to transitory factors and is picking up again temporarily as a consequence of energy prices increasing toward cost-
recovery levels. The high current account deficit is expected to narrow as exports from foreign-controlled firms come on stream.

The scheduled tightening of fiscal policy is welcome, as an excessive loosening occurred last year. This should allow the
central bank to soften the exchange-rate impact of strong capital inflows, helping domestic industry to maintain cost
competitiveness. The determined pursuit of the ambitious structural reform programme is commendable and should lift
productive potential towards levels already achieved by other accession countriesin the region.

Output growth accelerated last year, underpinned by booming private and gov- GDP growth hasbeen driven by

ernment consumption as a result of strong real wage growth, triggered by an unex- robust consumption...

pectedly rapid disinflation and spectacular wage increases in the government sector.

2002 was an election year. In contrast, real investment spending declined. Lower

imports of investment goods were reflected in the improving merchandise trade bal-

ance. But the diminishing services surplus resulting from lower net tourism receipts

meant that the current account deficit remained above 8 per cent of GDP. Foreign

direct investment (FDI) inflows were twice as high, entailing mainly privatisation

receipts but also a rapid expansion of greenfield projects.

Headline inflation fell in 2002, as prices of food and imported energy declined ... while disinflation benefited
and the increase of regulated prices to cost-recovery levels was postponed to this from temporary factors
year and next. Unemployment fell despite stagnant employment in response to a
shrinking labour market. Increased inactivity is partly explained by rising numbers of
partial disability and welfare benefit recipients. Due to the punitive indirect wage
costs, dependent employment declined while self-employment increased as small
firms continued to hire former employees as contractors.

The macroeconomic policy mix continued to be characterised by loose fiscal The macroeconomic policy mix
policy and tight monetary conditions. Rapid currency appreciation occurred in the isout of balance
wake of strong capital inflows following the September elections, which resulted in
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Budget consolidation plans
may be realised only with a lag

Structural reformsand price
liberalisation will temporarily
damp growth

Premature appreciation could
risk a loss of competitiveness

Slovak Republic: Demand, output and prices

1999 2000 2001 2002 2003 2004

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

billion SKK

Private consumption 470.6 -1.8 3.9 53 3.0 3.2
Government consumption 165.6 1.3 51 4.0 25 2.0
Gross fixed capital formation 252.9 1.2 9.6 -0.9 37 5.2
Final domestic demand 889.0 -0.4 5.7 3.2 31 3.6

Stockbuilding -17.1 0.4 14 0.8 0.0 0.0
Total domestic demand 871.9 0.0 7.2 40 31 35
Exports of goods and services 510.0 138 6.5 5.9 5.9 8.2
Imports of goods and services 546.2 10.2 11.7 53 5.2 7.1

Net exports® -36.2 22 -4.0 0.3 04 0.7
GDP at market prices 835.7 22 33 44 3.6 4.3
GDP deflator _ 6.4 54 40 7.4 52
Memorandum items
Consumer price index _ 12.0 7.3 31 8.7 74
Private consumption deflator _ 10.5 5.6 24 7.1 6.1
Unemployment rate _ 18.8 19.3 18.6 17.7 16.8
General government financial balance® _ -10.7 -7.3 -7.2 -6.2 -5.1
Current account balance® -3.8 -8.6 -8.1 -6.9 -6.1

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

the formation of a reform-oriented government. The central bank has since cut policy
interest rates by 175 basis points and intervened in the foreign exchange market,
broadly stabilising the exchange rate vis-a-vis the euro.

The 2003 budget aims to reduce the fiscal deficit from 7 per cent of GDP in 2002
to 5 per cent this year. This ambitious target is unlikely to be met, given the expected
delay in the implementation of the fundamental healthcare, pension, tax and labour
market reforms outlined in the government programme. On the basis of currently legis-
lated measures, the fiscal deficit is projected to decline gradually to 5 per cent of GDP
in 2004. The budgeted decline of public investment expenditure appears to be counter-
productive and ought to be substituted by deep cuts in public employment, which
remains at one of the highest levels, relative to business employment, in the OECD.
However, the employment of lower-skilled workers is currently hampered by high
replacement rates and excessive payroll taxes needed to finance them.

Despite the continued weakness of external demand, exports to the European
Union (EU) area accelerated rapidly in recent months, reflecting the ongoing restruc-
turing by FDI firms. However, steep adjustments in regulated prices, cuts in social
transfers and rising indirect taxes are likely to lead to subdued private consumption
growth. Thus GDP growth is likely to decelerate temporarily, before picking up
again in 2004 with a strengthening recovery in western Europe. This, and further
improvements to the supply-side responsiveness resulting from continued FDI
inflows, should result in export-driven GDP growth of over 4 per cent in 2004.

The principal downward risk is posed by market expectations of massive FDI
inflows linked to the 2004 EU accession, which may strengthen the koruna to an
extent that damages the competitiveness of domestic industry.
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Growth slowed to 2 per cent in 2002, due to weaker private consumption and investment and sluggish foreign demand,
but growth has remained higher than the euro area average. Inflation has declined rather little and the differential with
the euro area persists. Activity should strengthen from the second half of this year, halting the rise in unemployment, with
GDP likely to grow above potential in 2004.

In early 2003 a personal income tax cut was implemented, while the new Fiscal Stability Law entered into force, which
obliges all levels of administration to aim at a balanced budget. The fiscal stance is, nevertheless, broadly neutral, which
seems appropriate in view of the relatively small negative output gap. The inflation differential should be tackled by
structural reforms rather than by tightening fiscal policy, most importantly by changes to the wage bargaining systemto
reduce nominal wage rigidities and by further enhancing competition in certain sectors.

Despite the acceleration of public consumption, domestic demand slowed to 2 per  Growth slowed moderately

cent in the second half of 2002 due to weakening private consumption. The construction in 2002, but the inflation
sector was resilient, however, while equipment investment, which had fallen for three differential persisted
consecutive semesters, started to recover. Despite the sharp acceleration of exports in the
third quarter, the net contribution of foreign demand to growth was only moderately posi-
tive since imports were much more dynamic than exports at the end of the year. For 2002
as a whole, GDP growth slowed moderately to 2 per cent. Employment growth also lost
momentum, and the unemployment rate rose to 11.5 per cent in the last quarter of 2002.
Activity indicators provide a mixed picture for the months to come, and do not point to
an immediate upturn. Business orders have improved and employment has picked up
somewhat, but car sales have continued falling while consumer confidence has dropped
to a seven-year low. Inflation rose to 4 per cent in December but declined in early 2003
due to the freeze of indirect taxes and the waning of the euro changeover effect. How-
ever, the differential with the euro area, which is partly the consequence of exceptional
factors, has remained high at over 1 per cent. Wage inflation has remained stable, with
agreed wages growing at around 3 per cent, implying a decline in real wages, although
catch-up clauses for higher-than-expected inflation now cover a large number of wage
agreements and could push up wages at the end of 2003.

In 2002, the general government budget was close to balance, despite lower than Thefiscal stancewill beneutral
projected growth, largely owing to stronger than expected income tax receipts. For over the projection period
2003, the new Budget Stability Law implies that all levels of administration will have
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An export-led rebound is
expected for the second half of
2003

Spain: Demand, output and prices

1999 2000 2001 2002 2003 2004

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

billion euros

Private consumption 335.2 39 25 19 2.3 32
Government consumption 98.6 5.0 31 38 35 30
Gross fixed capital formation 136.1 5.7 32 14 26 4.1
Final domestic demand 570.0 45 28 21 26 34

Stockbuilding @ 26 -0.1 0.0 0.1 0.0 0.0
Total domestic demand 572.6 4.4 2.7 22 2.6 34
Exports of goods and services 155.5 10.1 34 14 33 6.1
Imports of goods and services 162.8 10.6 35 22 4.7 6.8

Net exports® -74 -0.3 -0.1 -0.3 -0.5 -0.4
GDP at market prices 565.2 4.2 2.7 2.0 21 31
GDP deflator _ 35 4.2 4.4 3.0 24
Memorandum items
Consumer price index _ 35 28 3.6 29 24
Private consumption deflator _ 32 33 3.6 29 24
Unemployment rate® _ 110 105 114 120 117
Household saving ratio © _ 10.6 10.2 10.1 104 10.2
General government financial balance _ -0.6 -0.1 -0.1 -0.4 -0.2
Current account balance® -35 -2.6 -2.6 -3.0 -3.2

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

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

c) Asapercentage of disposable income.

d) Asapercentage of GDP.

Source: OECD.

to balance their budget, including the autonomous communities, which will benefit
from a new financing system that accompanies their greater spending and tax-raising
powers. The budget, which is based on a 3 per cent growth projection for 2003,
includes a cut in the personal income tax, with an estimated revenue loss of %2 per cent
of GDP. A deficit of close to /2 per cent of GDP is likely to be recorded in 2003, imply-
ing a neutral fiscal stance. A small cyclical deficit does not violate the spirit of the Bud-
get Stability Law, which allows for some flexibility in its implementation.

Activity should recover in the second half of the year, mainly reflecting a better
international environment, although the appreciation of the euro will result in a nega-
tive contribution of net exports to growth of about 2 percentage point. Equipment
investment should rise as prospects improve, while construction is likely to remain
strong. Private consumption will be bolstered by the personal income tax cut and
stronger employment growth. Overall, GDP is expected to grow by slightly above
2 per cent in 2003, and by more than 3 per cent in 2004, which is above potential.
With the labour force growing rapidly, the unemployment rate is expected to rise fur-
ther in 2003, but to decline again during 2004. Inflation is likely to moderate as the
output gap remains negative, and should fall to 2% per cent by the end of the projec-
tion period. Weaker than projected international demand could delay the recovery,
and without improvement of the international climate, consumer and business confi-
dence could deteriorate, dragging down equipment investment and consumption.
Over the medium term, a persistent inflation differential with the euro area is worry-
ing as it progressively erodes competitiveness.
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Sweden

The economy lost steam in the second half of 2002 due to weak export performance and falling business investment. A
recovery in exports should make for stronger growth over the course of 2003, and prospects look bright for next year as
the international situation improves and investment picks up. Developments in the telecommunications sector remain a
source of downside risk, whereas rising wage pressures may imply an upside risk to inflation.

The fiscal position is still sound, with structural surpluses of around 14 per cent of GDP. However, following the large
tax cuts in 2002, further fiscal stimulus would not be helpful. The proposed measures to curb the number of sickness
beneficiaries should be implemented without delay. Monetary policy should be tightened gradually from the second half

of 2003 as activity quickens.

Output growth slowed in the second half of 2002 after a notable rebound in the
second quarter of the year, with lower exports and business investment accounting for
most of the setback. A rising unemployment rate indicates a slight easing of labour mar-
ket pressures and has also affected consumer confidence, which has steadily declined.

Although manufacturers generally expect further reductions in employment,
business confidence has improved markedly in recent months, primarily due to rising
export orders. Along with brisk retail sales, this indicates a more positive outlook for
2003. Year-on-year consumer price inflation jumped by more than 1 percentage point
in the first two months of 2003 as electricity prices surged following cold weather
conditions, while measures of inflation excluding energy have been stable.

The significant fiscal stimulus coming from the large income tax cuts and other
expansionary fiscal measures in 2002 is expected to fuel private consumption
throughout the projection period, although local government tax increases in 2003
reduce the gains to households and spending behaviour may remain prudent. The
overall fiscal stance is projected to be broadly neutral over the projection period,
although the automatic stabilisers will pare back the actual budget surplus by nearly
Y2 percentage point in 2003 before being reversed again in 2004.

Monetary policy was eased further in March of this year as the Riksbank lowered
short-term interest rates by 25 basis points, following cuts amounting to 50 basis points
in the last quarter of 2002. However, inflation expectations remain firmly above the
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Economic prospects are still
bright for 2004...

... but sensitive to the
difficultiesin the
telecommunications sector

Sweden: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices
P Percentage changes, volume

billion SEK

Private consumption 1015.7 5.0 0.2 13 22 2.6
Government consumption 571.4 -11 0.9 21 0.8 0.8
Gross fixed capital formation 358.3 6.6 0.8 -25 0.2 4.4
Final domestic demand 19455 36 05 0.8 14 24

Stockbuilding * 53 0.5 -04 01 0.1 0.0
Total domestic demand 1950.8 41 0.0 0.6 15 24
Exports of goods and services 885.3 11.3 -0.8 04 22 75
Imports of goods and services 757.6 115 -35 -2.7 20 7.0

Net exports® 127.7 0.9 11 13 0.3 1.0
GDP at market prices 20785 44 11 19 15 2.8
GDP deflator _ 13 20 13 2.3 2.3
Memorandum items
Consumer price index _ 13 26 24 24 18
Private consumption deflator _ 11 21 2.0 23 17
Unemployment rateb _ 47 40 4.0 45 4.3
Household saving ratio © _ 24 5.2 8.2 7.2 6.8
Genera government financial balance®e _ 34 4.6 11 0.7 12
Current account balance® 3.9 39 41 3.9 4.4

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

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

b) Based on monthly Labour Force Surveys.

c) Asapercentage of disposable income.

d) Asapercentage of GDP.

€) Maastricht definition.

Source: OECD.

2 per cent target and output is close to the OECD’s estimate of potential, cautioning
against further easing. Gradual hikes in interest rates are likely to be needed from the
second half of 2003 as both domestic and external demand pick up.

As the previous policy stimulus feeds through and foreign demand gains
momentum, output growth is projected to recover gradually to reach 2% per cent in
2004. Accelerating private consumption may drive up domestic demand and addi-
tional impetus is projected from renewed growth in business investment in 2004. A
rise in unemployment is foreseen this year, as more private sector jobs are cut, but
business employment is projected to recover partially in 2004. Overall, the labour
market remains fairly tight, providing little scope for wage increases to moderate.
Average annual consumer price inflation should fall back to around 1% per cent in
2004 as the effects of recent energy price rises are reversed, thus pulling down infla-
tion rates in the early months of next year.

Prospects for the telecommunications sector are particularly uncertain, as signif-
icant signs of improvement have yet to emerge, and the risks there are probably still
on the downside. Wage pressures remain a general concern, especially as the effec-
tive labour supply could be eroded by further increases in sickness absenteeism. In
particular, high wage demands by municipal workers might spread to the rest of the
labour market and feed through to inflation.
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The weakness of the external environment, especially in Europe, and the strength of the Swiss franc have continued to put
a hold on activity, which stagnated in 2002. The pick-up in production linked to the international recovery should be
close to ¥z per cent in 2003, before accelerating to nearly 2 per cent in 2004, putting an end to the rise in unemployment.
Lower inflation could result in virtual price stability.

The Swiss National Bank should maintain its expansionary monetary policy until the upturn is firmly established. A
further cyclical deterioration in the federal budget in 2003 would be acceptable, but adopting an expansionary
programme that erodes the structural deficit of the Confederation would not be desirable. More determined efforts to
encourage competition would help increase growth potential.

Despite a slight upturn in the second half of 2002, activity stagnated last year. The weakness of activity
Domestic demand was very weak owing to the sharp fall in investment, while persists
exports barely increased due to the depressed external environment, particularly in
Germany, and to the appreciation of the franc. The international weakening of the
financial and tourism sectors, both of which are particularly important for the Swiss
economy, put a hold on activity. Despite the continued increase in the unemployment
rate to 3.9 per cent in February 2003, the highest level in four years, consumption
was resilient and household confidence has shown a slight improvement since the
Autumn 2002. However, recent cyclical indicators do not point to an improvement in
coming months and further job losses are expected. Due to higher energy prices,
headline inflation reached 1% per cent in March 2003 (year-on-year), but core infla-
tion remained subdued, at % per cent over the same period.

In March 2003, the National Bank lowered again the three-month LIBOR fluc- Monetary policy hasbeen eased
tuation band by % percentage point to 0-% per cent. The Bank envisages keeping the again
LIBOR in the lower end of this band, i.e. at around Y per cent. This easing of condi-
tions aims at offsetting the appreciation of the franc against the dollar. The exchange
rate against the euro has remained stable since the events of 11 September 2001 until
the beginning of 2003. The effective nominal appreciation of the Swiss franc with

Switzerland
The economy remains weak And unemployment is still rising
Per cent Per cent
6 6
= Real GDP growth! Unemployment rate
....... KOF barometer2 ======» Unemployment rate, seasonnally adjusted
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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.
Source: National Swiss Bank; KOF; OECD, Quarterly National Accounts.
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Switzerland: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices .
billion CHF Percentage changes, volume (1990 prices)
Private consumption 234.7 20 18 09 0.8 18
Government consumption 57.3 15 2.6 19 0.1 04
Gross fixed capital formation 781 5.8 -5.2 -6.5 -0.6 31
Final domestic demand 370.1 29 0.1 -0.8 04 18
Stockbuilding -23 -0.3 0.7 -0.5 0.0 0.0
Total domestic demand 367.8 25 0.8 -1.3 04 18
Exports of goods and services 157.7 10.0 -0.1 0.4 3.0 4.9
Imports of goods and services 136.9 8.5 -0.3 -2.6 25 4.7
Net exports® 20.8 0.6 0.1 14 0.2 0.1
GDP at market prices 388.5 32 0.9 0.1 0.6 19
GDP deflator _ 12 14 04 0.8 04
Memorandum items
Consumer price index _ 16 1.0 0.6 0.7 0.3
Private consumption deflator _ 11 12 0.8 0.7 0.3
Unemployment rate _ 20 19 2.8 37 34
Current account balance® _ 13.2 91 119 119 122

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

respect to the 2001 average is at present 7 per cent, and 5 per cent in real terms. In
the projections, monetary policy is assumed to remain expansionary as long as the
upturn is not firmly established.

The federal budgetisin Exceptional receipts of nearly 1 per cent of GDP limited the general govern-
structural deficit ment budget deficit to 0.4 per cent of GDP in 2002. At the federal level, the budget
shortfall of CHF 3.3 billion (% per cent of GDP excluding exceptional receipts),
instead of the CHF 300 million forecast, not only reflects a cyclical drop in revenues
but also a larger than expected structural deficit. For 2003, the Confederation budget,
which is based on a growth assumption of 1.3 per cent, aims at structural balance,
which corresponds to a deficit of CHF 250 million. As recognised by the authorities,
this objective seems to be out of reach, as are the targets included in the financial
plan until 2006. A programme of medium-term budgetary cuts could be adopted
before the summer, but this will not prevent an overshoot of the federal budget this
year, nor a structural deficit, which will have to be offset in subsequent years in
accordance with the debt containment rule.

Therecovery depends on the The recovery of activity depends on how the international environment evolves,
external environment though it will not come before the second half of the year. Growth is thus likely to be
modest in 2003 before picking up and exceeding potential in 2004, supported by
monetary policy. The usual lag between employment and activity is likely to prevent
any rapid decrease in unemployment, which could be around 3% per cent in 2004.
Given a negative output gap and the fall in import prices, inflation could decline fur-
ther leading to price stability during the projection period. The main risk surrounding
this scenario concerns the evolution of the external environment and the exchange
rate, whose possible appreciation could penalise Switzerland even in the event of an
international recovery.
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Following the deep recession in 2001, the economy expanded by almost 8 per cent in 2002, with the end-year inflation
rate falling to just under 30 per cent, well below the target of 35 per cent. Sower growth is projected in 2003, mainly
because of the continuing reluctance of domestic banksto lend, higher real interest rates, and thewar in Iraqg. Inflationis
projected to pick up in the first half of 2003, reflecting recent currency depreciation, the lagged effects of high oil prices
and a seasonal hike in agricultural prices, before falling towards, though probably not reaching, the 20 per cent target by
end-year.

The establishment of a single party government with a sizeable majority after the November 2002 general elections was
initially welcomed by the financial markets. Nonetheless, a significant fiscal slippage has raised concerns. Adherence to
expenditure targets and steady implementation of the structural reforms in the banking sector and elsewhere remain the
key to maintaining the declining trend in inflation and creating the conditions for a durable recovery.

Growth performance in 2002 was much better than expected, bringing the Economic recovery has been
annual growth rate to 7.8 per cent. A prolonged inventory build-up was the main  better than expected in 2002...
driver. Nonetheless, final domestic demand remained weak because of still high
unemployment and the continued cautiousness by banks in their lending activities
during the bank restructuring.

Mainly owing to weak domestic demand and cumulative real appreciation of ... with aslowing inflation rate
the exchange rate up to end-2002, both underpinned by tight monetary policy, infla-
tion slowed significantly in 2002. In early 2003, however, the pace of disinflation fell
back in response to rising oil prices, the recent renewed depreciation of the exchange
rate, and especially high increases in public and agricultural prices. The inflation rate
is thus projected to decline only modestly for the year as a whole, from around
30 per cent at end-2002 to 27 per cent by end-2003.

After a long period of unstable coalition governments, the establishment of a Thereal interest rateis still
single party government following the general elections in November 2002 led to a  high
number of favourable developments in financial markets. Real long-term interest
rates fell below 20 per cent and the exchange rate declined below 1.6 million lira per
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Source: OECD, State Institute of Statistics.
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Fiscal balances deteriorated...

... leading to further increases
in the debt stock

Turkey: Demand, output and prices

1999 2000 2001 2002 2003 2004

Current prices
u pr Percentage changes, volume (1987 prices)

trillion TRL

Private consumption 55928 6.2 -9.2 20 29 32
Government consumption 11748 7.1 -85 54 2.8 31
Gross fixed capital formation 16 931 169 -315 -0.8 79 110
Final domestic demand 84 606 89 -151 17 39 4.9

Stockbuilding 1149 11 -4.0 7.0 -0.3 -1.6
Total domestic demand 85755 98 -185 9.2 34 3.0
Exports of goods and services 17972 19.2 74 110 87 121
Imports of goods and services 20801 254 -248 157 129 139

Net exports ® -2 829 30 124  -09 -11 -03

Statistical discrepancy ? -5510 0.1 0.0 0.0 0.3 0.0
GDP at market prices 77415 74 -75 7.8 25 2.6
GDP deflator _ 49.9 54.8 43.7 26.2 14.3
Memorandum items
Consumer price index _ 549 544 450 303 175
Private consumption deflator _ 500 588 405 320 171
Unemployment rate _ 6.6 85 10.6 10.5 10.6
Current account balance® -4.9 24 10 -19 -26

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

dollar in December. The revelation of higher-than-expected public spending in 2002
and the outbreak of the war in Iraq then sapped financial market confidence, and
nominal interest rates surged by more than 10 percentage points in March relative to
end-2002, entailing a renewed rise in the long term real interest rate to over 30 per
cent.

Performance on the budget front was disappointing in 2002. Primary budget
spending rose rapidly, especially in the months surrounding the end-year elections,
mainly stemming from personnel outlays, direct income support for farmers, trans-
fers to social security institutions and tax rebates for exporters. At the same time,
budget revenues were weaker than expected due to declining tax compliance. The
consolidated public sector primary surplus is estimated to have fallen to around 4 per
cent of GNP, from around 6 per cent in the previous year against a 2002 target of
62 per cent. With interest payments also higher than expected, at 19 per cent of
GNP, the overall fiscal deficit overshot its 2002 target of 9.6 per cent by some
4 percentage points of GNP. The government has pledged, however, that the pri-
mary budget surplus target of 6% per cent agreed with the International Monetary
Fund will be met in 2003. This would necessitate the implementation of the fiscal
measures that have already been specified in the 2003 Budget Law.

By February 2003, the total domestic debt stock had risen significantly relative
to end-2002, because of increasing nominal interest rates and a declining maturity.
This unfavourable development in the debt dynamics was due both to fiscal slip-
pages and to worsening market confidence as a result of the slowing progress in
structural reforms since May 2002. The high shares of foreign currency denomi-
nated/linked securities and floating rate papers in the total domestic debt stock, cur-
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rently amounting to 31 and 42 per cent, respectively, render the debt burden
especially susceptible to exchange rate and interest rate fluctuations.

Growth is projected to weaken in 2003 and 2004 relative to 2002, mainly Growth prospects are clouded

because of higher real interest rates and adverse economic impacts stemming from by downside risks

the Iraq war. Real GDP is, nevertheless, expected to grow at around 2% to 3 per cent

in both years thanks to a continuing strong export performance, though the downside

risks emanating from Iraq may be particularly important for Turkey. Repeated budget

slippages would impact on the financial and exchange-rate markets, threatening the

viability of the recovery as well as the disinflation process. Further delays in struc-

tural reforms would not only risk the efforts to ease the debt burden but also seri-

ously jeopardise the attainability of the objectives set forth in the stabilisation

programme.
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[11. DEVELOPMENTSIN SELECTED
NON-MEMBER ECONOMIES

Economic activity continued to recover in the non-member Asian region throughout most of 2002, led by double-digit
growth in exports. The expansion gained further momentum during the second half in China, but decelerated in Dynamic
Asia in response to the renewed weakness in the United States and other OECD countries. Growth in Dynamic Asia
should rebound in 2003 if OECD markets recover, but is subject to significant risks from geopolitical tensions, along with
structural problems and the potential fallout from the outbreak of disease in several economies. China is less exposed to
external risks, but further progress on structural reforms to achieve more balanced growth in the domestic economy are
likely to be needed to sustain rapid growth in real GDP beyond the near-term.

Economic growth in Russia and other Newly Independent and South-East European States slowed to below 5 per cent in
2002. In a weak global environment, growth was mainly driven by strongly expanding internal demand, boosted in many
countries by sizeable increases in wages and social benefits. Growth is expected to remain robust in 2003 at around 4 to
5 per cent, both for Russia and the region, but may slow further in 2004. In some countries, including Russia, higher
growth in commodities and basic manufactures, compared to more complex manufactured goods, may increase the future
vulnerability of these economies to external shocks.

South-America is slowly recovering from the regional recession of 2002. The new administration in Brazil has reassured
markets in pursuing prudent macroeconomic policies and starting to undertake further structural reforms. In Argentina,
the real economy is showing signs of recovery, despite the political uncertainty. Other countries in the region display
mixed performances, with growth picking up in Chile whereas Venezuela is facing a severe recession. In addition to the
restoration of confidence in the region, a demand push from abroad, notably from OECD countries, would be important
to strengthen the incipient economic recovery.

Real GDP, domestic demand, and exports in the Asian region recovered Economic activity in the Asian
strongly during 2002, but performances diverged during the second half as demand region recovered in 2002
from OECD countries faltered and world Information and Communications Technol-
ogy (ICT) markets turned down. In contrast to China, export and import growth in
the Dynamic Asian Economies (DAE) came to a virtual halt by end of the second
half and economic activity decelerated. Economies most dependent on ICT produc-
tion were hardest hit, notably Singapore, where real GDP was virtually flat in the
second half compared to the first half, as well as the Philippines and Chinese Taipei.

Nevertheless, real GDP growth of the DAE averaged 3 per cent for 2002 as a whole,
compared to nearly zero growth in 2001, and the regional current account surplus
continued to increase.

Provided OECD, and particularly ICT, markets recover, real GDP growth in ~ Growth should pick up further
DAE should pick up further in 2003. With core inflation low except in Indonesia, in the Dynamic
monetary policy is likely to remain supportive of real growth. However geopoliti- Asian Economiesin 2003
cal tensions surrounding Iraq, whose adverse effects on regional tourism, stock
prices, foreign direct investment (FDI), and confidence could persist beyond the
near-term, along with the outbreak of severe acute respiratory syndrome (SARS)
pose greater than normal downside risks to the DAE outlook. In addition to its
direct impact, a prolonged slump in external demand could aggravate internal
structural problems and thereby further depress economic performance in some
economies, notably in Thailand and Indonesia, where private sector debt strains
remain serious, and in Chinese Taipei and Hong Kong, China, which have been
experiencing deflation.
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Activity slowed in the Newmly
I ndependent Statesand in
South-East Europe

Activity in South Americais
slowly picking up from the 2002
downturn

Russia and other Newly Independent States and South-East Europe experienced a
slowdown of economic activity from almost 6 per cent in 2001 to somewhat below
5 per cent in 2002. The slowdown was partly due to weak external demand, and partly
to continued structural problems. Growth performances converged, as most countries
expanded between 4 and 6 per cent. Notable exceptions were Kazakhstan and
Azerbaijan, where expansion in the oil sector fuelled economic growth rates of roughly
twice the average for the zone. In most countries gradual disinflation continued, gener-
ally helped by the relative strengthening of the local currency with respect to the dollar.

After a sharp economic downturn in the first half of 2002, South America experi-
enced a trend reversal in the second half of the year, with the exception of Venezuela.
This incipient recovery was mainly driven by strong improvements in the trade
account, linked to the strong and persistent depreciation of exchange rates in various
countries. Nevertheless, the GDP of the region still contracted by about 1 per cent in
2002, due in part to a 40 per cent drop of foreign direct investment (FDI) inflows to the
region. For 2003, growth could increase somewhat, but there are major downside risks.
In Argentina, while the severe recession is bottoming out, the recovery has not been
supported by major policy actions awaiting the new government. Venezuela’s economy
may contract sharply in 2003 due to the temporary interruption of oil production and
other economic activity and the associated drop in consumption. In Brazil, the smooth
government transition in January and the orthodox policies put in place by the new
administration have somewhat lessened the pressure on the exchange rate. Despite this
development, inflationary pressures have persisted, requiring several increases in the
base interest rate, and this in turn is limiting domestic demand growth. The outlook for
Chile seems more favourable as exports are expected to grow, under the influence of
the free trade agreements with the European Union and the United States, while con-
sumer demand is recovering. Overall, depressed domestic demand and little room for
manoeuvre for expansionary policies imply that an increase in foreign demand, mostly
from OECD countries, as well as a recovery in foreign investment, will be decisive for
the pick-up of growth in South America.

Real GDP growth accelerated
further in the second half
of 2002

Domestic demand growth has
been driven by government
investment

Private consumption growth
has picked up

China’s real GDP growth accelerated further in the second half of 2002 to reach
8 per cent for the year as a whole, compared with the 7.3 per cent increase in 2001.
GDP growth accelerated further in the first quarter of 2003, to its fastest pace since
1997. The unexpectedly strong growth performance has been driven by domestic
demand, while the contribution of net exports was smaller than in 2001.

Government fixed investment spending continues to be the largest contributor
to growth. Real estate investment surged by 22 per cent year-on-year in 2002, but
with vacancy rates over 10 per cent in major cities, concerns are rising that a new
bubble may be in the making. Despite a rise in enterprise profits as a result of accel-
erating sales, business capital spending has remained relatively weak, due to limited
access to credit by non-state enterprises and to continued excess capacity.

The slowdown of household spending in the first half of 2002 was followed by
a sharp rebound in the second half. Personal consumption spending has been concen-
trated on durables, led by passenger cars, and has been especially strong in coastal
cities. Growth in rural incomes and consumption continue to be weak, however. The



Developmentsin selected non-member economies - 115

Table III.1.  Projectionsfor China?

2001 2002 2003 2004
Real GDP growth 7.3 8.0 7.7 7.1
Inflation 0.7 -0.8 -0.2 0.0
Fiscal balance (% of GDP) -2.6 -3.0 -3.0 -3.2
Current account balance ($ billion) 17.4 185 176 15.1
Current account balance (% of GDP) 15 15 13 11

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 2001 and most of 2002 are from national sources. Figures for 2003-04 are OECD estimates and
projections.

spending on consumer durables in part reflects a stock adjustment to the rise in indi-
vidual home ownership sparked by housing reforms and to the fall in automobile
prices in 2002 in the wake of tariff cuts.

China’s exports registered exceptionally strong growth in 2002, reaching 22 per Exports have been spurred by
cent, year-on-year. Export growth has been concentrated on Asia and Europe (21 and  further market share gains
20 per cent, respectively) reflecting a strong rebound of imports in the former and
increasing market share in both regions. Imports also surged in 2002, reaching a
growth rate of 21 per cent (year-on-year), driven by strong exports and domestic infra-
structure spending, and further boosted by recovering domestic consumption and by
tariff and quota reductions related to entry into the World Trade Organisation (WTO).

FDI inflows rose by 13 per cent in 2002 compared to 2001, reaching $53 billion.

Deflation has eased somewhat as a result of strong consumption spending, Deflation has eased but
higher oil prices and a rise in food prices due to severe weather conditions. However, the underlying sourcesremain
there has been little change in the underlying conditions behind the deflation, notably
excess supplies in much of industry.

Despite the rapid growth in 2002, domestic demand growth is likely to slow during Domestic demand growth is
2003-04 as the real estate investment boom cools and as the stock adjustment in autos likely to slow in 2003-04
and other consumer durables now underway eases. The outbreak of severe acute
respiratory syndrome could further depress growth, particularly if it is not quickly con-
tained. The external contribution to GDP may also decline somewhat as gains in export
market shares slow. The incoming government thus faces the challenge of achieving
more balanced growth while boosting job creation to contain rising unemployment. The
scope for macroeconomic stimulus is limited by the already low level of interest rates, the
rising budget deficit and the prospectively large future increases in government debt
likely to be needed to recapitalise the banking system and carry out other reforms.

Accordingly, sustaining real GDP growth is likely to depend increasingly on  Further structural reformsare
structural reforms. Key in this regard are financial sector reforms to end the present needed
virtual credit crunch in lending to non-state and other small and medium sized enter-
prises (including rural enterprises). Equally important are measures to transform
state-owned enterprises into profit-oriented commercial firms with the technology
and other capabilities to enable them to be competitive. Public finances also need to
be extensively reformed to provide better support to rural areas and a social safety
net for those displaced by reforms. Reforms already taken represent important steps
toward these goals but are unlikely to be sufficient. There has been much discussion
over the past year of new major policy initiatives, particularly in the financial sector,
but as yet no official decisions have been taken.
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Russian GDP continuesto
expand, but growth is
increasingly uneven

Macroeconomic policies
remain sound...

... and there has been some
progress on structural reform

The Russian Federation

Russia’s GDP growth slowed to 4.3 per cent in 2002. While the service sector
boomed, fuelled by real wage increases of above 15 per cent, growth in investment
and industrial production continued to slow. Industrial growth was concentrated in
the oil, metal and food processing sectors, with the rest of industry by and large stag-
nating. Exports rose in value terms, driven by higher export volumes. With import
growth moderating, the current account surplus remained above 9 per cent of GDP,
though decreasing somewhat.

Inflation continued to decline gradually, supported by the continuing real appre-
ciation of the rouble against the dollar. The central bank’s recent move to inflation
targeting also points to enhanced determination to stem inflation. Overall, external
competitiveness was little affected in 2002, as the effective real exchange rate
remained almost unchanged due to the rouble’s depreciation against the euro. The
recent introduction of more efficient monetary policy instruments — as repo and
reverse repo operations — will facilitate liquidity management and sterilisation. In
turn, this should reduce to some extent the trade-off between accepting higher infla-
tion or allowing faster appreciation of the real exchange rate that characterised the
previous monetary regime. Given underlying inflationary pressures and high oil-
driven capital inflows, achieving the 2003 inflation target of 10 to 12 per cent with-
out damaging the competitiveness of the Russian economy will be challenging. On
the fiscal side a substantial part of increased revenues from higher oil prices in 2002
were channeled into a reserve fund (set up originally to provide for high debt repay-
ments in 2003), as have been recent privatisation revenues. The transformation of
this reserve fund into a stabilisation fund against government revenue shortfalls dur-
ing periods of low oil prices is currently under discussion. The 2003 budget, while
expansionary, plans for a small surplus, and in addition has a substantial built-in
buffer as it is based on oil prices of around $20 per barrel.

Electricity reform made substantial progress as the Duma approved the plan to
split up the monopoly electricity company along functional lines and to introduce
competition in the sector. While the situation for small and medium sized enterprises
remains difficult, deregulation policies recently approved have led to some improve-
ment in the business climate. The current revision of the bankruptcy law should help

Table I11.2. Projectionsfor the Russian Federation?

2001 2002 2003 2004
Real GDP growth 5.0 4.3 50 35
Inflation 18.6 151 14.0 11.0
Fiscal balance (% of GDP)" 2.9 1.0 01 1.0
Primary fiscal balance (% of GDP)°© 5.6 34 2.7 3.0
Current account balance ($ billion) 35.0 322 34.0 25.0
Current account balance (% of GDP) 11.3 9.3 8.5 55

a) The figures given for GDP are percentage changes from previous year. Inflation refers to the end-of-year consumer
price index.

b) Consolidated budget (including federal, regional and municipal budgets, excluding off-budget funds).

c) Federal Budget.

Source: Figures for 2001 and most of 2002 are figures from national sources. Figures for 2003-04 are OECC
projections.
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to make property rights more secure. There has also been some recent progress on
railway and pension reform and the government has started to tackle regulatory,
administrative, and military reforms. While the reform process is taking time, the
recent large investment of British Petroleum (BP) in the Russian oil sector suggests
improving confidence among the international business community in the capacity
of the current government to deliver on reforms.

Continuing strong domestic demand will sustain robust real GDP growth in 2003.  Growth islikely to continue
Investment, mainly in oil and utilities, has recently picked up, and private consumption in 2003...
will continue to be strong due to a further rise in disposable income. The latter is, how-
ever, likely to abate after parliamentary elections take place in late 2003.

Further expansion in oil production and planned investments in utilities are ... but itsunbalanced nature
likely to sustain moderate growth beyond 2003. Growth in the oil sector, and a fur- may pose threats
ther shift away from more complex and less competitive manufactured goods into  in the medium-long term
commodities and basic manufactures should contribute to increase overall productiv-
ity levels. These developments may, however, increase the vulnerability of the
Russian economy to external shocks, while rising wages and real exchange rate
appreciation risk undermining growth in other industrial sectors. To stem these
developments, further structural reforms, particularly in the area of taxation and
banking, will be needed to facilitate the reallocation of resources to potentially more
dynamic sectors.

The Brazilian economy performed somewhat better in the second half of 2002 The Brazlian economy is
compared to the first half. Several factors explain this trend. The adjustment of the recovering from the confidence
trade imbalance accelerated due to the major exchange rate depreciation. After the shock...
elections, confidence improved, leading to a modest recovery in investment. Finally,
the economic spurt in the second half (year-on-year) partly reflects a depressed base
of comparison in the second half of 2001, when economic activity was low due to the
energy crisis. Noteworthy, in parallel to these developments, Brazil faced a large
shortfall of private capital inflows, including commercial credit lines and FDI. In this
context, the financial package of the International Monetary Fund was critical in
lessening the pressures on the balance of payments.

Responding to the inflationary effects of the exchange rate depreciation, the mon- ... but the large exchange rate

etary authorities raised the base interest rate during the second half of 2002. Neverthe- depreciation generated

less, inflation came in above the end-2002 target and inflationary pressures persisted in  inflationary pressures

the first months of 2003. This led the central bank to tighten monetary policy further.

The exchange rate shock and increases in the base interest rate raised the public debt,

which is largely indexed to these two variables. The public finances remained on track

but, to provide for the increased cost of servicing the debt, the government has had to

increase the primary surplus to almost 4 per cent of GDP in 2002.

The remarkably smooth government transition in January and the commitment Presently thereisno room for
of the new administration to pursue a prudent monetary stance and fiscal austerity ~expansionary macroeconomic
have re-established confidence. Accordingly, exchange rate pressures diminished policies...
and the public debt to GDP ratio has improved since the elections. However, slow
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... but the outlook may improve
with increased confidence

Table I11.3.  Projectionsfor Brazil?

2001 2002 2003 2004
Real GDP growth 14 15 2.0 3.0
Inflation 7.7 12.5 14.0 9.0
Fiscal balance (% of GDP)" -36 -46 -4.5 -3.0
Primary fiscal balance (% of GDP) 38 39 4.3 4.0
Current account balance ($ billion) -23.2 -8.6 -5.0 -6.0
Current account balance (% of GDP) -4.6 -1.8 -11 -11

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 2001 and 2002 are from national sources. Figures for 2003-04 are OECD estimates and projections

economic growth is putting the finances of the states and municipalities under pres-
sure. Fiscal policy is due to be further tightened during 2003, with a foreseen
increase in the primary surplus achieved in large part by severe public expenditure
cuts. These restrictive macroeconomic policies will continue to restrain domestic
demand. An increase in net exports will not be easy, given the already high degree of
capacity utilisation and weak demand of Brazil’s trading partners. Moreover, increas-
ing productive capacity by investment is constrained by high real domestic interest
rates and limited international credit.

In this context, implementation of structural reforms is a key element in the
confidence-building process. The government has submitted proposals in the areas of
tax and pension reform to the congress. Sticking to the reform agenda is a necessary
condition to strengthen confidence, which would allow the exchange rate to stabilise,
reduce inflationary pressures, and decrease domestic interest rates. In principle, these
trends should be accompanied by renewed international credit lines. Under this
favourable scenario, the debt burden would be alleviated and investment and con-
sumption boosted. An improved international environment would also increase
exports by the end of 2003 and in 2004, fostering economic growth. Under a more
pessimistic scenario, government efforts to pursue reforms would either not materia-
lise, or not be rewarded by increased capital inflows and economic growth. The
political and social difficulties associated with such a scenario create uncertainties to
the outlook.



V. AFTER THE TELECOMMUNICATIONS

BUBBLE

I ntroduction

The turn of the century saw a “boom and bust” investment cycle in the indus-
tries of information and communications technology (ICT) of most OECD coun-
tries.! The telecommunications sector, in particular, increased its capital spending
sharply in the 1990s, after governments opened the market to new entrants. Invest-
ment was also spurred by the introduction of marketable new technologies — notably
mobile phones and Internet access services. The new regulatory environment, rapid
technological innovation and potential for new service development excited the
appetite of the investment community. This led to large flows of equity issuance,
debt floatation and bank credit. Awash with cash, companies were able to finance
large-scale investment projects, notably the construction of vast fibre-optic cable,
and pay high prices for the rights to use third generation wireless spectrum networks.
When it became clear that the “hype” for the telecommunications sector had gone
too far, expectations returned to more realistic levels, investors became much more
prudent and financing evaporated. This left companies with severely impaired bal-
ance sheets and large non-profitable fixed assets. While demand for telecommunica-
tions services continues to grow strongly, the path to recovery is requiring a period of
retrenchment and restructuring before investors’ and creditors’ confidence can be
restored.

In most cases, market forces have been allowed to correct past imbalances,
without public interference. It is generally considered that competitive markets are
the appropriate environment to encourage adjustment through restructuring. Some
participants and observers nonetheless suggest that regulators should provide a
degree of relief during this difficult phase, to moderate competition and encourage
new investment. It has also been argued that a number of European governments
sold spectrum licences at excessive prices in 2000 and 2001 — at the peak of the
bubble — and that consequently the “rules of the game” should be relaxed in order to
make new mobile telephony investments profitable.

After examining the present economic situation of the telecommunications sec-
tor, this chapter discusses these policy issues. Several findings emerge:

— First, the restructuring of the sector is well underway. Companies have
entered into negotiations with creditors to reorganise their liabilities and
strengthen their balance sheets. This is facilitated in some countries by legal

1. This chapter was drafted jointly by the OECD’s Economics Department and the Directorate for
Science, Technology and Industry. It draws heavily on OECD Communications Outlook: 2003
Edition.

The burst of the bubble left
telecom firmswith impaired

balance sheets

Governments have let market
forces drive the restructuring

Confidenceis slowly coming

back
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Demand for telecom services
remains strong

A fundamental shiftin
regulatory policy isnot justified
at this stage

The high pricesof UMTS
licencesin Europeisone of
several factors of stress

provisions for debt renegotiations — such as Chapter 11 of the US Bankruptcy
Law — while elsewhere debt restructuring is more gradual. Thanks to this
progress, confidence is slowly coming back.

— Second, empirical evidence suggests that the macroeconomic impact of the
sector’s restructuring is small, reflecting its relatively limited GDP weight,
but with significant upstream effects, notably on equipment suppliers. Judged
from the robust demand from consumers and businesses, however, the tele-
communications services and equipment sectors should return to steady
growth once financial restructuring is completed.

— Third, present circumstances do not appear to justify a fundamental shift in
regulatory policy. Dynamic competition is still hampered in some market
segments, in particular high-speed Internet access, which deprives consumers
and businesses from some windfall benefits of ICT innovations. Regulators
are adapting their framework to changing circumstances, rolling back regula-
tion where competition has emerged, and strengthening it where incumbents
still retain dominant positions. They are also taking steps to make regulation
more technology-neutral, which would spur inter-modal competition (cable,
wireless, fixed lines, satellite) and help resolve some of the present problems
with the unbundling of local loops (access of new entrants to subscribers’
lines). More generally, financial help from governments does not seem to be a
promising way to support the sector’s recovery.

— Finally, available evidence does not clearly suggest that the European auc-
tions of Universal Mobile Telecommunications System (UMTS) licences
were inefficient. It does not show either that auctions were responsible for the
current financial stress of European operators, although it was one of the var-
ious factors. Nonetheless, a reform of some regulatory aspects of third gener-
ation (3G) licences might be considered, in particular transferability, as this
would facilitate market entry, spur competition and speed up the launching of
this new type of network. Changing this important rule after having solid
spectrum rights might however be seen as providing a government subsidy,
because it would make the rights more valuable without changing their price.

Governments have opened
telecom markets to new
entrants

A reversal of fortunes

The regulatory framework of the telecommunications industry changed radi-
cally during the past decade in almost all OECD countries, particularly after 1996-97
(Box IV.1). As technological innovation made competition increasingly possible in
the long-distance and international telephony markets, policy makers sought to liber-
alise the access of new entrants. New independent regulatory agencies were estab-
lished with a mandate to open markets to competition, prevent incumbents from
abusing their position and avoid collusion between operators. Following these deci-
sions, telecommunications markets became more competitive (Figure IV.1). Other
actions were undertaken to liberalise the industry, including number portability and
carrier selection. In addition, progress was made towards the privatisation of state-
owned operators.
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All OECD countries are committed to having competitive
markets for telecommunications.! Regulatory frameworks
were adapted during the second half of the 1990s to open
telecommunications markets to competition and establish an
environment conducive to lower prices. New legislation was
adopted in the United States under the Telecommunications
Act of 1996 and in the European Union under the Telecom-
munications Directive of 1997. Sector-specific National
Regulatory Agencies (NRAs) were set up to complement the
roles of economy-wide competition authorities. Fixed line
telecommunications markets were opened for a broad range
of services — from international to local calls. Incumbents
were required to grant new entrants access to their networks
both for voice telephony and high-speed Internet access.
Other liberalisation measures included the privatisation or
partial privatisation of incumbent public operators; the open-
ing of the sector to foreign ownership; price regulation for
services where dominant positions prevail; and other mea-

The OECD-wideregulatory reform in telecommunications markets

sures such as number portability that enhance consumer
choice. As a result of these regulatory measures, competition
has intensified and consumers have benefited from greater
choice, lower prices and higher quality services. New
entrants have gained sizeable shares in the markets for long-
distance national and international calls (OECD, 2003a),
although the degree of competition prevailing in the United
States — which opened its long distance market in the mid-
1980s — is not yet matched in all OECD countries. In the new
markets of mobile telephony and Internet access services, the
absence of pre-established market positions has facilitated
competition. In mobile telephony, nearly all countries have at
least three operators, but the subsidiaries of the incumbent
fixed operators often have established predominant market
share.? All countries have a plethora of companies providing
Internet dial-up (low-speed) access, but little competition
prevails for broadband (high-speed) access as the subsidiar-
ies of fixed line often incumbents dominate the market.

1. Turkey, the last country to open its market, will do so in early-2004 and has already established a regulatory framework for competition.
2. Except in the United Kingdom and the United States where incumbents do not dominate the mobile telephone market.

Fast market growth was projected...

The liberalisation of the sector, together with the emergence of new telecommu- | nvestors expected rapid
nications technologies (Box IV.2) resulted in high expectations for future revenues increasesin revenue and
and earnings, boosting share prices and allowing unprecedented levels of borrowing. earnings

A bright future was predicted for the industry.? For instance, some analysts predicted

—— Figure IV.1. Market structure of fixed networksin the OECD area ——
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Source: OECD (2003a), Communications Outlook.

2. In May 1997, for instance, William Moroney, President of the Multi Media Telecommunications
Association predicted that “the road signs all indicate that, basically, the sky is the limit for
communication companies”.

© OECD 2003
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Many technological innovations reached the telecommuni-
cations market in the 1990s. New optical technologies made it
possible to multiply the transmission capacity of fibre-optic
cables. Together with innovation in computers and software
this raised the speed at which computers send and receive data
and access the Internet. Asymmetric digital subscriber line
(ADSL) helped to upgrade traditional copper wires and offer
broadband (high-speed) access. Cellular mobile operators con-
structed second generation networks and, in many OECD

Box IV.2. New telecommunications technologies

countries, their customer base grew rapidly, in some cases sur-
passing the number of fixed network subscribers. The third
generation of mobile telephones (Universal mobile telecom-
munications systems) was promised to become a breakthrough
in mobile access to Internet. Technological innovation remains
dynamic, which is likely to further change the telecommunica-
tions landscape in the future. New wireless technologies
—such as Wireless-Fidelity (Wi-Fi) and other wireless
networks — are likely to influence future trends in the sector.

Revenue growth has declined,
but traffic keeps on increasing

Telecom companies have
encountered severe financial
difficulties...

a doubling of Internet traffic every 90 days and double-digit growth in revenues for
services and equipment.® Research analysts at large investment banks encouraged
investors to buy shares and bonds issued by telecommunications companies, which
they saw as having promising prospects.*

... but expectations of double-digit revenue growth were over-
optimistic...

These high expectations however were not realised. For example, while Internet
traffic did grow rapidly (doubling every year), its expansion was significantly slower
than earlier predictions.® Also, double-digit increases in telecommunications revenue
never materialised. During 1996-2001, telecommunications revenue in the OECD
area grew by 7.2 per cent annually on average, but slowed to 1.6 per cent in 2001
under the pressure of the economic downturn. According to preliminary indications
for the United States and France,® revenues may have been roughly flat in 2002,
reflecting a combination of price competition and growing traffic.’

... and borrowing was excessive

With revenues increasing much less rapidly than expected, the business plans of
telecommunications operators became highly vulnerable and market sentiment
changed rapidly. Creditors and investors revised their expectations of earnings
growth towards more realistic levels when they became aware of the degradation of
net margins and the increase in debt stocks. It also became clear that the wave of

3. Telecommucations Industry Association (TTA) (1997).

4. See for instance the testimony of J.B. Grubman before the US House Committee on Financial

Services Hearing regarding Worldcom, 8 July 2002.

Coffman and Odlyzko (2001).

6. Fixed line telecommunications revenue in the United States is estimated by Merrill Lynch to have
declined by 7 per cent in 2002. In contrast, revenue from wireless telephony increased by 17 per cent
in 2002 and revenues from data transfer by 33 per cent. In France, overall telecommunications
revenue was stagnating by mid-2002, according to the regulatory agency (Autorité de régulation des
télécommunications), while traffic increased by 5.6 per cent at constant prices. These numbers should
be used with caution, however, because the definition of telecommunications revenue may vary
considerably, as well as their consolidation.

7. The overall growth of communication traffic reflects diverging trends across market segments. Fixed
line voice telephony traffic tends to stagnate or decline, whereas wireless and Internet access grow
strongly.

W
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mergers and acquisitions in the sector, especially in Europe, had taken place at exces-
sively high prices, and that take-over companies might have to significantly write-
down the value of acquired assets. Confidence was further undermined in June 2002
when Worldcom, one of the largest US telecommunications long-distance operators,
issued a first financial restatement of $3.8 billion and subsequently defaulted on its
debt payments. This raised the fear that inappropriate accountancy and governance
practices had prevailed in the sector.® Stock markets reacted by pushing telecommu-
nications equity prices down, notably in Europe and Japan where they had previ-
ously recorded the most spectacular increases (Figure IV.2). The negative sentiment
spilled over to the bond market. Rating firms downgraded many operators or put
them under review. Several large firms — including Worldcom and Global Crossing —
filed for bankruptcy under Chapter 11 in the United States and AT&T Canada under-
took a similar proceeding.’ This led to a wave of defaults on telecommunications
corporate bonds and contributed to the largest cycle of defaults on bonds since the
1930s. Defaults on corporate bonds worldwide reached $163 billion in 2002, of

— Figure IV.2. Sharepriceindices of selected telecommunications operators —
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Source: Datastream.

8. The role of research analysts at large investment banks was also put into questions, and some banks
agreed to pay fines in settlement of cases regarding their dealings.

9. According to Bankruptcy.com, among the largest 15 public companies in the United States that went
bankrupt in 2002, eight were communications operators: Worldcom (assets of $104 billion), Global
Crossing ($31 billion), Adelphia Communications ($22 billion), NTL ($13 billion), XO
Communications ($8 billion), Williams Communications ($6 billion), McLeod USA (85 billion) and
Asia Global Crossing ($4 billion).

© OECD 2003
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Figure IV.3.
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Source: Standard & Poor’s CreditPro® 6.2.

... and some legal challenges

Firmsare restructuring their
balance sheets

99 2000 01 02 03

which 56.4 per cent in the telecommunications sector,'® including some investment
grade companies!! (Figure IV.3). The fear of bankruptcy and default resulted into a
sharp increase in corporate bond spreads in the middle of 2002. The overall impact
on bond markets was, however, limited. Telecom defaults represented 3.2 per cent of
the value of bonds outstanding, more than during the previous peak in 1991, but not
enough to trigger systemic risk or a credit crunch.'?

The combination of financial excesses and corporate governance malpractice
has triggered a number of legal challenges. In the United States, ongoing grand jury
subpoenas into companies’ accounting practices and lawsuits filed by various groups
(minority shareholders, bondholders and other creditors) brought uncertainty regard-
ing future financial obligations. The quality of information provided to shareholders
at the time of mergers and acquisitions has also been challenged before the courts in
some European countries. Operators are still attempting to unravel some complex
legal issues linked to their international expansion.'?

Theindustry isin the middle of a deep financial restructuring

Burdened by high debts, many operators have embarked on restructuring pro-
grammes to cut costs, reduce debt, sell assets and strengthen balance sheets. In the
United States, firms that filed for bankruptcy under Chapter 11 are negotiating with
the various groups of claimants to obtain majority approval'* for the reorganisation
of their liabilities. During the re-negotiation period, firms do not exit the market and

10. Moody’ Investors Services (2003), Default and Recovery Rates of Corporate Bond Issuers, Global
Credit Research, February.

11. Investment grade companies that defaulted in North America included AT&T Canada, MCI
Wordcom, Inc., and its subsidiary SkyTel Communications, Teleglobe and Qwest Communications
International.

12. Bernanke (2003).

13. For instance, France Telecom has been involved in complex legal issues involving its stake in a
German wireless company (Mobilcom).

14. Under the provisions of the US Bankruptcy Reform Act of 1978 and supplementary legislation in
1994, the management of firms that file for bankruptcy under Chapter 11 has 120 days to prepare a
reorganisation plan (this period can be extended by the courts), and a further two months to gain the
approval of the creditors. The reorganisation plan must be approved by the majority of creditors
(representing two-thirds of claims) in each class of claimants.
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continue to provide their services. Management in some companies was able to gain
majority approval for the restructuring of their debts. Reorganisation plans have typi-
cally cancelled all existing equity shares, which ceased to be valid, and provided for
an exchange of bonds against newly floated shares, at a fraction of the face value.
Some firms have also bought back or traded their liabilities (or their subsidiaries’
debts) at a significant discount from face value, thus reducing their indebtedness. In
Canada, similar steps were taken.! In continental Europe, where bankruptcy proce-
dures similar to Chapter 11 do not exist, several incumbents that have accumulated
very large debts have embarked on gradual approaches to reduce their obligations.
They typically combine sales of non-essential assets, reductions in investment and
current spending, debt refinancing and new equity issuance. In countries where com-
panies are still partially state-owned, government funding and loan guarantees are
also envisaged.'®

The direct macroeconomic impact of this restructuring is not substantial, The direct macroeconomic
reflecting the telecommunications sector’s relatively small weight in national econo- impact islimited...
mies (between 2 and 4 per cent of GDP), but it has a significant upstream impact on
equipment suppliers and technology firms and contributes to reduced high-tech share
prices.

Investment is being sharply cut back...

The telecommunications industry invested heavily until 2000, when spending ... but upstream ripple effects
on infrastructure reached nearly $230 billion in the OECD (about 4 per cent of total ~are negative for equipment
business fixed investment). Starting in 2001, long-distance carriers severely slashed suppliers
their capital expenditure, having no inventories to run down and little operating costs
to cut in the short-term. In 2001, investment fell to $194 billion. Anecdotal evidence
regarding telephone equipment manufacturers suggests that capital expenditure was
cut even more aggressively in 2002. According to some estimates,!” capital spending
by US telecommunications service providers may have dropped by 47 per cent in
2002, bringing it back to the level recorded in 1997.!® This retrenchment of capital
spending is hurting companies upstream, notably equipment suppliers which had to
downsize their activities (Figure [V.4).

For the time being, investment spending cuts appear to be a sensible response to | nvestment remains sufficient

current conditions, and there are no signs that the quality of services has deteriorated.  for high-quality services

If sustained for a long period, such low level of capital spending may however even-

tually weaken the capacity of operators to deliver higher-quality services and deploy

new technologies. Mobile phone operators must for instance invest to launch their

UMTS network, even though they have postponed and downscaled their plans. Inter-

net service providers need to invest to increase their capacity in offering broadband

services.

15. For instance, AT&T Canada obtained approval from its bondholders on a plan to restructure the
company’s balance sheet and equity. Under the plan, bondholders and other affected creditors receive
approximately 17.4 per cent on their claims (part in cash, part in shares of the company).

16. France Telecom for instance announced a three-pronged approach to restructure its debt of
€ 68 billion. The company is seeking to reduce spending by € 15 billion, raise € 15 billion in new
equity (including € 9 billion from the government) and refinance € 15 billion in maturities.

17. TIA (2002).

18. The investment level in 1997 was relatively high historically, but the investment retrenchment is
nonetheless severe.

© OECD 2003
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Figure IV.4. United States: Capacity utilisation rate of the communications equipment suppliers'
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1. Refers to the NAIC industry classification 3342, which includes Telephone Apparatus Manufacturing (NAICS 33421); Radio and Television Broadcasting and Wireless
Communications Equipment Manufacturing (NAICS 33422); and Other Communications Equipment Manufacturing (NAICS 33429).

Source: US Federal Reserve.

Some companies are cutting
back on R&D, but not all

Demand for telecom services
isstrong

... but evidence on R& D spending cutsisinconclusive

The telecommunications industry is likely to have cut back its spending on
research and development to improve financial results, although available evidence
suggests that this was not the case for all operators. Until 2001, leading telecommu-
nications carriers maintained research and development (R&D) expenditure in the
order of $6 to $7 billion, in part because some countries regulation require them to
allocate a certain amount of their turnover for this activity. In less regulated environ-
ments, however, private firms reduced their spending on research and development
back to levels of the mid-1990s. Telephone equipment suppliers, which make the
bulk of R&D spending on telecommunications technologies, appear to have sharply
curtailed their R&D activities in the face of financial challenges.!®

Confidence seemsto bereturning slowly

Notwithstanding the financial difficulties, the medium-term prospect for tele-
communications services appears promising. Consumer demand for telecommunica-
tions services continues to grow, as judged by the increase in the number of
subscribers (Figure IV.5). OECD-wide data on this point goes only to 2001 but evi-
dence from large markets suggests that the number of subscribers expanded further
in 2002. Forthcoming technologies are likely to stimulate it further. The future of
individual market segments is however difficult to predict, not least because of tech-
nological uncertainties. Households may also shift away from fixed lines to mobile
phones, thus exacerbating the problems of fixed line operators, although the magni-
tude of this substitution is difficult to predict.

19. According to TIA (2002), the following cuts have been announced: Lucent’s Bell Labs reduced R&D
spending by about a third from fiscal year 2001 ($3.5 billion) to fiscal year 2002 ($2.3 billion);
CIENA cut R&D spending by 26 per cent between 31 October 2001 and 31 July 2002; Cisco’s R&D
spending was down 10 per cent from 31 October 2001 to 31 July 2002; Nortel Networks reduced
R&D spending by 28 per cent for the period from 30 September 2001 to 30 June 2002; Tellabs cut its
R&D spending by 13 per cent between June 2001 and 31 March 2002; and Ericsson announced plans
in 2002 to cut its R&D costs by $773 million and to close half of its 80 R&D offices world-wide.
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—  Figure IV.5.  Telephone and Internet subscribersin the OECD
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Source: OECD (2003a), Communications Outlook.

Policy implications

A debateisunderway on the appropriate regulatory policy
response to telecommunications’ companies financial stress

Despite promising medium-term prospects, the present telecom sector retrench-  Should regulatory policy be
ment is painful, some companies are liquidated, spending is cut and jobs are lost. In  softened to help financial
these circumstances, some observers have argued that regulators should ease their restructuring?
pro-competition stance to help operators restore healthy balance sheets. Available
evidence does not demonstrate, however, that the present financial stress stems from
regulatory policy decisions made since the mid-1990s. Incumbents have lost market
shares to new entrants following liberalisation but, as noted, the overall market size
has grown rapidly and incumbents have generally been able to maintain or even
increase revenues. Regulatory policy is of course not a goal in itself and measures
constraining firm behaviour should eventually be rolled-back, once a competitive
environment has been established. Available evidence suggests however that regula-
tory interventions are still necessary. In some markets, the ongoing consolidation
reduces the number of competitors, which alleviates competitive pressure. In addi-
tion, incumbents still dominate certain services.

The consolidation underway may reduce competitive
pressure

Like in other sectors that saw many entrants fail, the telecommunications sector ~The number of competitorsis
is presently consolidating as small firms are going out of business or are being declining
acquired by larger firms. This reduces the number of competitors and may have an
upward impact on prices. Available evidence suggests for instance that telecommuni-
cations services are contributing much less to disinflation in the euro area, after hav-
ing been an important moderating factor and despite the ongoing price decline of
technology equipment (Figure I'V.6). In the United States, long-distance prices are

© OECD 2003
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Figure IV.6.
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1. Refers to the 12-month percentage change of the HICP index for Telephone and telefax services for the euro-12 area, multiplied by the weight of this index in HICP Core
inflation index (overall index excluding energy, food, alcohol and tobacco).

Source: Eurostat.

Unbundling is progressing,
after a slow start

still on the decline, but there is little sign that the pace of increase in local charges is
slowing, despite the opening of this market to competition.?’

Competition ismaking slow progressin servicesrequiring
access to local loopsin the European Union

Available evidence suggests that competition does not yet prevail in a number
of market segments. In some wireless communication markets, the small number of
operators requires the intervention of regulators to prevent collusion. The unbundling
of the local loop is also exemplary of the difficulties encountered by regulators.
Indeed, mixed progress has been made across countries in fostering the penetration
of Internet broadband access (Figure IV.7). In the European Union, the opening of
local loops was required by a decision of July 2000 and by subsequent national deci-
sions. Implementing legislation is however raising difficult regulatory issues, notably
in relation to access prices. Incumbents initially set prices for the use of their infra-
structure and lines at levels high enough to discourage access. In addition, they have
used delaying tactics related for instance to the need for “collocation” in the operator
premises. The pressure of regulators eventually improved conditions for competition,
and notably helped reduce the prices charged by incumbent operators.?! As a result,
the number of subscribers has been growing relatively fast and, by October 2002,
about 4 per cent of the European Union’s 187 million lines had broadband access.??
The bulk of this is, however, provided by incumbent telecommunications companies.
New entrants are pursuing aggressive marketing strategies to gain market shares,
with limited results so far.

20. While measuring consumer spending on telecommunications services is straightforward, the average
price of such services is more difficult to assess. Wireless telephone and Internet access providers
offer flat monthly subscription packages, covering different menus of services, which makes it
difficult to assess the average price of services really supplied (such as the cost of telephone calls per
minute). Hence, some national statistical agencies for the time being exclude mobile phone and
Internet services from their consumer price baskets.

21. In the European Union, the monthly rental of fully unbundled loop averages € 12.8 and the
connection charges € 103.6, with considerable variance across countries.

22. European Commission (2002).
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Figure IV.7. Broadband penetration ratesin OECD countries, ——
June 2002
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and fixed wireless subscribers (at downstream speeds greater than 256 kbps).
Source: OECD (2003a), Communications Outlook.

Recent decisions by the US Federal Communication
Commission removed some unbundling obligations

In the United States, the 1996 Telecommunications Act required that Incumbent Some regulatory relief to
Local Exchange Carriers unbundle their networks and provide access to new entrants, incumbentsin the United States
both for voice telephony and broadband Internet access. The Act allowed long-distance
companies to enter the market for local calls, hence introducing competition in a segment
of the market where “Baby Bell” companies® previously had a monopoly. It also made it
possible for new entrants to provide high-speed Internet access services via a connection
to copper wire networks. In its Triennial Review proceeding concerning incumbent local
exchange carriers’ network unbundling obligations in February 2003, the Federal Com-
munication Commission (FCC) decided to soften its direct pressure on Baby Bells by
delegating unbundling rulings to individual States, which were deemed better placed to
assess inter-modal on local competition conditions. States will therefore be responsible

23. “Baby Bells” are the local exchange carriers that were created following the break-up of AT&T. They
are specialised in local services (local calls, Internet access).

© OECD 2003
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In Japan, competition has
promoted high-speed | nternet
access

The time has not come to
roll-back regulatory action

Towards a technology-neutral
regulatory policy?

The European Union
allocation of 3G licences has
come under debate

for deciding whether local loops should be unbundled and for regulating the prices of
such services. At the same time, the FCC lifted Baby Bells’ obligations to open their
fibre-optic cable network to competitors, which may encourage local companies to invest
into such networks, but may also weaken competition in related services. In addition,
line-sharing obligations, which are seen as an important form of access for broadband
access providers, will be eliminated over a three-year period.

Rapid progress was made recently in Japan

In Japan, regulators required local loop unbundling in March 2000. The incum-
bents tried however to retain their dominant positions by setting high access prices.
Further pressure was exercised by regulators to ease access.”* Measures were intro-
duced to set rules for collocation, allow for self-installation of equipment by new
entrants and prevent the incumbent companies (Nippon Telegraph and Telephone
Corporation, NTT, East and West) from accessing privileged information on sub-
scribers. NTT companies were also obliged to provide the necessary information to
support competitors in getting access. The overall effect has been to make Japan a
fast growing market for high-speed Internet access. New entrants were providing
over 60 per cent of the broadband lines in Japan by end-2002.

Opverall, the example of local loop unbundling shows that the task of opening mar-
kets to competition is not yet completed, and that incumbents are still successful in
dominating some market segments. While they may eventually relent to regulatory
pressure, delaying tactics seem to have been used by incumbents to gain dominant
market shares in new markets, which then makes it difficult for new entrants to carve a
niche. Hence, there does not seem to be a strong case for providing regulatory relief to
distressed incumbents. This would deprive the overall economy from the productivity
gains that have been associated with rapid advance in technological innovation.?

Although a softer policy stance does not appear to be warranted, there is, however,
evidence that regulatory policy should become more technology-neutral in several
OECD countries. Technological innovation in recent years has made it possible to pro-
vide the same services through different technologies. Voice telephony can be provided
via fixed lines, mobile phones, and increasingly via cable television networks, satellite
and Internet, with power lines perhaps an additional transmission channel in the future.
New networks can compete with old networks. In some cases, however, the same com-
pany owns both old and new networks, which may impede competition. While progress
has been made in some countries to promote inter-modal competition, many restrictions
still prevail in others. The decision by the European Union to introduce a new technol-
ogy-neutral Regulatory Framework in July 2003 is a step in this direction.

Should the allocation of UM TS licencesin Europe
berevisited?

In addition to fixed spending on assets, telecommunications operators spent con-
siderable amounts to purchase spectrum licences, notably in the European Union. The
amount committed to buy licences for UMTS services reached close to € 100 billion
(Table IV.1). Initially heralded as successful market-based sales of public goods, the
allocation of licences in Europe has come under growing scrutiny and debate.

24. In December 2000, the charge for unbundled line sharing was reduced from ¥ 800 to ¥ 187 per month
(from about $6.15 to only $1.45).
25. OECD (2003b).
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Table IV.1. Allocation of G3 licencesin OECD countries
Award Licensing Revenueraised
Date Method million $US Remarks
Mar 2001 Auction 610 48 lots split into 6 licenses
Nov 2000 Auction 618 6 licenses
Mar 2001 Auction 421 3licenses
Feb 2001 Auction 931 5 licenses
Dec 2001 Auction 200 2 licenses
Sep 2001 Auction 472 4 licenses
Mar 1999 Beauty contest - licenses awarded to 4 companies, nominal entrance fee
Jun 2002 Beauty contest 1106 2 companies awarded licenses, 2 licenses still available; entrance fee set at
with fee $4.5 billion each, reduced to $553 million each plus 1% of revenue
Aug 2000 Auction 51 000 6 licenses
Jul 2001 Hybrid auction 414 3licenses
mid-2002 Beauty contest 173 4 licenses, but only 3 bidders
with fee
Oct 2000 Hybrid auction 10070 5 licenses
Jun 2000 Beauty contest - 3 licenses, no fees
Aug 2001 Beauty contest 2886 3licenses
with fee
Jul 2000 Auction 2508 5 licenses
Jan 2001 Auction 60 4 paying licenses, plus one given for free to cover the Maori people
Nov 2000 Beauty contest 88 4 licenses; each winner paying $11.8 million plus $2.2 million per year
with fee over the duration of the license (12 years)
Dec 2001 Beauty contest 1839 3licenses
with entrance fee
Dec 2000 Beauty contest 360 4 licenses
with fee
Mar 2000 Beauty contest 480 4 licenses
with fee
Dec 2000 Beauty contest 14 4 licenses, with annual tax of 0.15% of income each year
Dec 2000 Auction 120 4 licenses
Jun 2000 Auction 35400 5 licenses
Jan 20012 Auction 16 857 C and F Block Broadband PCS licenses, 35 winning bidders, other earlier

broadband PCS auctions not included here

a) Not 3G licenses.

Source: www.3Gnewsroom.com; TIA; ITU; FCC.

A debate has emerged on the efficiency of 3G licences

in Europe

The European Union required in late 1998 that member states allocate 3G
licences before end-2001, preferably through auctions. The United Kingdom and
Germany, which were among the early movers, were able to raise considerable reve-

Available evidence does not
demonstrate that auctions were
inefficient

nues. All other member states sold their licences at much lower prices. The diversity
of outcomes at the European auctions raises a number of important questions. If the
same scarce public good (radio spectrum) was sold in similar countries at very differ-
ent prices, this might suggest that the auction mechanism was not efficient. Empiri-
cal evidence does not indicate that this was the case. licence prices fell in 2001
because market sentiment towards the telecom sector cooled dramatically during the
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licences are one of many
factors behind current
financial difficulties

A number of regulatory aspects
of UMTS services are debated

period, reducing the amounts that firms and their share-holders were ready to bid. In
addition, some auctions appear to have been poorly tailored and failed to attract new
entrants. Using the same auction technique as previous governments did prove to be
a mistake, as bidders learnt from past experience how to avoid paying excessively
high prices. Well-designed auctions appear to have been efficient. While there is
therefore no obvious basis for changing the regulatory stance on grounds that the
winners paid too much, careful consideration is required for the implementation of
auctions, as the final price may be too high or too low under the influence of the auc-
tion design.?

Irrespective of the analysis on the efficiency of spectrum auctions, the high
price paid for UMTS licences is not the main explanatory factor of the financial
difficulties experienced by telecommunications operators. In the United States,
where these licences have not yet been allocated, financial distress in the telecom-
munications sector is at least as severe as in Europe. Also, there is no empirical
evidence that the share prices of auction winners fared worse than those of auction
losers.

Nonetheless, a number of decisions regarding UMTS services regulations
are under debate in the current, more difficult environment. Regulatory measures
have been suggested to facilitate the financial viability of UMTS networks and
accelerate the launching of services. A first proposal is to allow the sharing of
infrastructure. Some national regulators are allowing operators to share small
parts of their networks, mostly for environmental reasons and to reduce negative
externalities.?” Allowing the sharing of larger parts of infrastructure may how-
ever reduce competition and encourage the collusion of operators. Another ini-
tiative under consideration would allow operators to transfer their licence
through secondary market trading. This could be equivalent to a subsidy, how-
ever, because it would make a product more valuable after its price has been set.
In addition, if spectrum trading is allowed for part of licences, it might lead to a
situation where licences are fragmented among several licence holders for the
same frequency band. Nonetheless, such a measure would promote competition,
because it would put back on the market licences bought by operators now
unable to invest in 3G infrastructure. As such, it might be a good measure to
avoid a reduction in the number of operators and a decline in competition (Didier
and Lorenzi, 2002). A third suggestion is to extend the time period during which
the radio spectrum rights can be utilised, in view of the delays in launching ser-
vices. While suggestions for changing the “rules of the game” are plentiful, it
may prove difficult to put them into practice. Changing the rules after having
allocated the spectrum may encourage auction losers to challenge regulators in
courts and create further legal uncertainties.

26. Binmore and Klemperer (2002); Klemperer (2002); and Cable, Henley and Holland (2002).
27. In Germany, for instance, the sharing of sites, masts, antennas, cables and combiners is permitted
under certain conditions.
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V. STRUCTURAL POLICIES AND GROWTH

I ntroduction

Throughout the 1960s and 1970s, countries with lower GDP per capita were
generally growing relatively faster than richer ones, leading to a gradual convergence
in income levels. This convergence process appears to have reversed during the
1990s, at least among the largest OECD economies, as growth in the United States
rose above that observed in Japan and in the major European Union countries. The
US growth revival and the related reversal in the convergence process have led to a
renewed interest in analysing the relative contribution of institutions, structural poli-
cies and other fundamental factors to the growth performance over time and across
countries. During the past few years, the OECD has completed a major programme
of analysis and empirical research on the sources of economic growth, leading to a
broad set of policy recommendations and priority areas for reforms contained in the
recent publication, The Sources of Growth in OECD Countries.! Building on this, as
well as on previous in-depth analysis conducted in the context of the OECD Jobs
Strategy, this Chapter provides an overview of the links between structural polices
and labour and product market performance. More specifically, the Chapter reviews
the main factors thought to have contributed to differences across countries in the
degree of labour resource utilisation, in the intensity of physical and human capital
use as well as in the pace of technological progress. In doing so, it provides a number
of performance and policy indicators which can be used to assess progress achieved
in structural reform.?

Recent growth trends have
brought structural policies
back to the forefront

Diverging growth trends

During the 1960s and 1970s, the pattern of growth across countries was broadly
consistent with the conventional view according to which countries lagging in terms
of labour productivity and GDP per capita gradually close the gap vis-a-vis the lead-
ing country (the United States). After stalling during the 1980s, the convergence pro-
cess appears to have reversed during the 1990s, at least among the largest OECD
economies, with trend GDP per capita growing faster in the United States than in
Japan and the large European Union (EU) member countries (Table V.1). Nonethe-
less, convergence towards US GDP per capita has continued for some countries
where growth also accelerated after 1995, in particular Canada, Spain, Australia,
Sweden, Finland, Ireland and Greece.

1. A short summary of the detailed analysis can be found in The Policy Agenda for Growth (available
on line at: www.oecd.org/pdf/M00040000/M00040320.pdf).

2. A version of this chapter including a much wider selection of indicators in tabular or graphical for-
mat can be found in de Serres (2003).

Growth ratesin GDP per capita
have diverged between the
largest economies...
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Table V.1. Averagetrend growth in GDP per capita
over selected periods

1980-1995 1995-2002 Change between first and

second period

Austraia 17 2.6 0.8
Austria 2.0 19 0.0
Belgium 19 2.0 0.2
Canada 13 25 13
Czech Republic . 2.0 .
Denmark 18 2.0 0.2
Finland 1.6 35 19
France 15 19 04
Germany?® 1.6 14 -0.3
Greece 0.6 3.0 24
Hungary . 39 .
Iceland 12 23 11
Ireland 3.8 7.1 3.3
Italy 2.0 15 -05
Japan 29 0.6 -2.3
Korea 6.7 4.3 -24
Luxembourg 42 3.7 -0.6
Mexico 0.2 2.3 21
Netherlands 17 2.2 0.5
New Zealand 13 22 1.0
Norwayb 15 2.0 04
Poland . 4.1 .
Portugal 31 25 -0.6
Slovak Republic . 17
Spain 23 2.7 0.4
Sweden 13 25 12
Switzerland 0.9 0.8 -0.1
Turkey 21 0.4 -18
United Kingdom 21 2.2 0.1
United States 2.0 23 0.3
Weighted averages
European Union 18 2.0 0.2
Total OECD® 21 19 -0.2
a) West Germany before 1991. For 1980-1995 average excludes 1991.
b) Mainland only.
c) Excluding Czech Republic, Hungary, Poland and Slovak Republic.
Source: OECD Economic Outlook, No 72.

... reflecting changes in growth A closer examination of the proximate sources of change in total GDP growth

of labour productivity and after 1995 shows that while trend labour productivity accelerated in the United
hours worked  States, it slowed in the European Union and Japan, resulting in a convergence of pro-

ductivity growth rates across the three major economies (Figure V.1). In the case of

the European Union, the impact on GDP growth from the slowdown in productivity

per hour was partly offset by an increase in employment growth. Despite such

improvement in labour market performance, even faster employment growth in the

United States accounted for most of the differences in growth in GDP per capita

between the two economies. Japan is the only country having faced a deceleration in

both productivity and labour resource utilisation. Conversely, only a few countries
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Figure V.1.  Sourcesof growth in trend GDP per capita
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Resuming the convergence
process calls for policy changes

(Canada, Sweden, Finland, Ireland and Greece) enjoyed a clear improvement in both
sources of growth in GDP per capita after 1995.

Considering that GDP per capita in both the European Union and Japan
remains around 30 per cent behind that in the United States, the pause — and even
reversal — in the convergence process points to the need for changing policies so as
to stimulate growth in the two lagging areas. Differences in the sources of the real
income gap Vis-a-vis the United States suggest, however, that the policy priorities
faced by the European Union and Japan may be different. In the case of Japan, the
gap in GDP per capita is due entirely to the lagging performance in productivity. In
the EU case, while the process of catch-up in GDP per capita had already stalled in
the 1980s, convergence in productivity levels continued until the mid-1990s, narrow-
ing the gap to less than 10 per cent of the US level (although this partly reflected the
shedding of low-skilled labour). As a result, the relatively low employment rates,
combined with the smaller number of hours worked per person employed, account
for most of the difference in GDP per capita relative to the United States.

Explaining the differencesin labour resource utilisation

Rising employment rates would
help confront adverse
demographic trends

Where they occur, weak
employment rates concern
specific groups

To the extent that it seems natural for people to demand more leisure as their
real income levels go up, an increasing use of labour potential both in terms of
employment and hours worked does not necessarily imply a welfare improvement. It
is likely, however, that the large discrepancies observed in cross-country employ-
ment rates have more to do with the pervasive influence of structural policies on
incentives both to hire and to take-up work than with differences in preferences for
leisure.

A look at the sources of growth in labour resource utilisation in EU countries
since the mid-1990s shows that the continued decline in average hours worked per
person employed was more than offset by the positive impact from rising participa-
tion and employment rates (Figure V.2). While such positive trends cannot go on
indefinitely, there is still scope in some countries for employment and participation
rates to offset the projected negative contribution from demographics. In fact, despite
the considerable progress achieved in some of the member countries (the United
Kingdom, the Netherlands and Ireland) during the past decade, structural unemploy-
ment still remains relatively high in the European Union, leaving significant room
for improvement. Related to this, the incidence of long-term unemployment remains
quite high in EU countries compared with Japan and the United States and it has not
diminished during the 1990s.

Furthermore, the problem of high unemployment in several EU member coun-
tries is compounded by low participation rates, resulting in even larger cross-country
differences in overall employment rates.® Yet, the situation of prime-age males
is fairly similar across most OECD countries. The problem of low labour resource

3. This is in contrast with the performance of other European countries (Iceland, Switzerland and the
Scandinavian countries) which have the highest employment rates among OECD countries.



Structural policies and growth - 139

Figure V.2.  Sourcesof growth in trend labour resource utilisation
Average over 1995-2002
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2. Measured as the growth rate of the ratio of the population of working age to the total population.

3. Measured as the growth rate of the ratio of trend total employment to working-age population.

Source: OECD.
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The key policiesto raise labour
utilisation are well known

Achieving social objectives with
minimum impact on incentives
isachallenge...

... asillustrated by the
difficulty in lowering high
replacement rates. ..

utilisation in the European Union is thus concentrated in much lower participation
and employment rates of young, old and female workers.

The key structural policies responsible for the diverse labour market performance
are well known and their influence has been the object of a comprehensive analysis in
the context of the OECD Jobs Strategy (OECD, 1999a). They can be regrouped into
two broad categories: i) the tax and benefit system which includes unemployment sup-
port and tax wedges and ii) labour and product market regulation which covers
employment protection legislation, rules regarding minimum wages and other working
conditions as well as administrative burdens on the start-up of firms and other barriers
to competition. Some of the policy instruments, such as the minimum wage and the
level of the out-of-work benefits relative to in-work net income, may have a direct
impact on structural unemployment via wage floors or by raising workers’ reservation
wage. For many other policies, however, the main impact is rather indirect, operating
via their combined effects on the speed and extent of real wage adjustment, the persis-
tence of unemployment and the resilience of labour markets to shocks. In all cases,
such policies have been introduced with specific objectives in mind and negative
employment effects as an unintended side-effect. Nonetheless, in many cases those
objectives may be obtained through other policy instruments with less undesirable
side-effects. In other cases, consideration of the negative consequences would justify
some compromise in terms of the primary objectives.

Tax and benefit system

In reforming the system of tax and benefits, policymakers are frequently con-
fronted with a trade-off between meeting social objectives and minimising disin-
centives to work. For instance, unemployment benefits provide needed support to
individuals and households experiencing job losses. However, high replacement
rates can raise the structural unemployment rate by lowering the gap between the
income from work and the income received on support. This is particularly the
case if high replacement rates are accompanied by a lengthy entitlement period. An
extended benefit period can contribute to lengthening the average unemployment
spell, thus leading to a loss of human capital and a reinforcement of insider-
outsider mechanisms,* potentially reducing the overall wage sensitivity to labour
market conditions.

Indicators combining replacement rates and duration of benefits show that
unemployment income support relative to the wage level can be quite high in several
countries (Figure V.3, panel A), especially in the case of the long-term unemployed
whose earnings’ potential in the labour market is often less than that of the average
production worker (Figure V.3, panel C). Yet, despite empirical evidence that high
replacement rates and long benefit duration can have a sizeable impact on structural
unemployment, reform in this area has proved to be difficult.’ In fact, the gross
replacement rate indicator has continued to rise in many countries between 1995 and
1999 (Figure V.3, panel B).

4. A labour market characterised by a strong insider-outsider mechanism is one where unemployed
workers (outsiders) have little or no influence on the outcome of wage bargaining between employ-
ees (insiders) and firms’ managers, even when the unemployment rate is relatively high. As a result,
the real wage fails to adjust in a way that would facilitate the re-absorption of unemployed workers.

5. For empirical evidence on the effect of replacement rates on unemployment rates in OECD coun-
tries, see Elmeskov et al. (1998) and Nickell and Layard (1998).
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Figure V.3. Estimates of grossand net replacement rates

A. Gross replacement rates, 1999, overall average!l
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1. Average of gross rates computed for different family situations, earning levels and durations of unemployment.

2. After tax and including family and housing benefits for long-term benefit recipients; situation corresponding to a couple with 2 children and a single earner paid 66.7%
of the average production worker’s salary.

Source: OECD.
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... but countries have improved
the trade-off by tightening
requirements

The trade-offs are particularly
difficult for workerswith low
earnings potential

Some countries have increased
in-work benefits for low income
workers...

... while others are lowering tax
wedges to stimulate labour
demand

Most countries have nevertheless taken measures to improve the trade-off.
While the level and duration of benefits have generally been maintained to avoid
adverse social consequences, eligibility and work-availability requirements have
been tightened. For instance, the minimum amount of time spent in employment
required to satisfy qualifying criteria has been raised and the scope for turning down
job offers repeatedly without facing some penalty has been reduced. Furthermore,
eligibility to benefits for certain groups has been made conditional on enrolling in
various schemes such as schooling, vocational training, voluntary work or a subsi-
dised job. In return, governments are providing more intensive job-search assistance,
including personalised job counselling and follow-ups so as to improve matching.
Some countries have managed to combine high replacement rates with high employ-
ment rates (Denmark, Switzerland and Iceland). The majority of countries have
raised active support to the unemployed in order to reduce long-term dependence on
benefits, although the amount of resources spent on active labour market policies
(ALMPs) varies substantially across countries both in terms of GDP and as a per
cent of total expenditures on active and passive measures. Past experience has shown
that ALMPs need to be both well designed and well targeted (Martin, 2000).6 Other-
wise, the cost can rise quickly and the higher employment prospects of participants
may be more than offset by significant dead-weight losses and the adverse effect of
raising taxes to finance such programmes.

The trade-offs involved in the case of low productivity workers at the margin of
the labour market can be particularly painful considering their low earnings poten-
tial. First, a significant reduction in out-of-work benefits could push many into pov-
erty. Second, to avoid this, many countries have chosen to provide in-work benefits
or payroll tax rebates combined with a minimum wage, in both cases incurring fiscal
costs. Third, to limit the fiscal costs, the benefits are typically means-tested, but a
rapid withdrawal as earned income increases generates high marginal effective tax
rates, lowering incentives to increase work effort beyond a certain threshold (poverty
trap). Fourth, raising the threshold for benefit withdrawal and/or lowering its pace
pushes the problem of high marginal effective tax rates further up the earnings scale
and can rapidly increase the budgetary cost, which may imply higher tax rates.

These concerns notwithstanding, several countries have favoured measures to
top-up wages of low-income households with in-work benefits. In addition, even
though these benefits remain for the most part means-tested, the phasing-out has
been made more gradual. While the Earned Income Tax Credit and the Working
Family Tax Credit programmes implemented respectively in the United States and
the United Kingdom represent well-known examples of schemes aimed at improving
in-work benefits of low-wage earners, similar measures also exist in France, Canada,
Australia, Finland, Belgium, Ireland and New Zealand.

In order to lower the cost of low-paid jobs and stimulate labour demand, several
countries have reduced the wedge between the wage paid by the employers and the
take-home pay of employees by cutting labour taxes (in particular employers’ and/or
employees’ contributions to social security). After rising steadily from the mid-
1970s to the mid-1990s, tax wedges have been reduced in several countries, includ-

6. For instance, a recent study assessing the various programmes available in Sweden for unemployed
adults found that employment subsidies are by far the most effective in having a sustained impact on
labour market attachment, though the cost-effectiveness of such measures remains highly question-
able owing to large negative displacement and dead-weight effects (Sianesi, 2002).



ing in some EU member countries (France, Italy and the Netherlands) where wedges
were (and still are) relatively high. In fact, the reduction in tax wedges in the late
1990s may have been a key factor behind the relatively strong EU employment per-
formance, especially in countries where the measures were indeed targeted at the low
paid jobs.” In these countries, high payroll taxes had had particularly deleterious
employment effects on low productivity workers, since they could not be shifted to
labour in the form of lower wages, owing to statutory or negotiated wage floors.
However, in a context of deteriorating public finances, the scope for further reduc-
tions in tax wedges may be limited without tighter control on expenditure.

Considering the particularly high rate of inactivity among workers aged
between 55 and 65, one area which could be given particular attention is the incen-
tives for early retirement resulting from existing public pension and other benefit
schemes.® Indeed, in a large number of countries where the official retirement age
remains at 65, the average effective withdrawal age is up to several years lower. The
effective retirement age has declined over time even as life expectancy at that age
has increased significantly. In many countries, such patterns have been encouraged
by public pension policies of high replacement rates combined with a low return on
extra years spent in work beyond a certain age or number of years of contributions.
More importantly, special early retirement programmes, unemployment-related ben-
efits and disability schemes have provided older workers with an early route out of
the labour market. Yet, in countries where participation rates of older workers are
high, so are their employment rates suggesting no inherent barriers to employment at
an old age. Considering that the burden of early retirement on output and public
finances is set to intensify over the next decades, the disincentives to work at older
ages should be removed.

Labour and product-market regulation

Employment protection legislation (EPL) provides a good example of the possi-
ble effect of labour market institutions on structural unemployment via their influ-
ence on the shock transmission mechanism. By raising the cost of dismissal it
reduces the incidence of lay-offs and hence the flow into unemployment. On the
other hand, strict firing restrictions make firms more hesitant in their hiring process,
making it harder for the unemployed to re-enter employment (Boeri et al., 2000).
The direct net effect of EPL on unemployment is thus ambiguous (OECD, 1999b).

Even so, EPL may have adverse indirect effects by reducing the speed of real
wage adjustment as well as aggregate wage flexibility. The lower job turnover associ-
ated with strict EPL often implies an increase in the average duration of unemployment
and the proportion of long-term unemployment, raising persistence and potentially
reducing the impact of unemployment on wage setting. As noted earlier, it is striking to
observe that countries with rising shares of long-term unemployed are also the ones
generally facing increases in structural unemployment rates (Figure V.4). While this

7. While reductions in labour taxes usually have a positive impact on employment, whether or not they
also stimulate labour supply depends on the extent to which part of the benefits accrues to employees
in the form of higher after-tax wages. Hence, the net effect on unemployment may depend on
employers’ and employees’ respective bargaining power and, at least in the short run, on the labour
market situation at the time the cuts are introduced.

8. For a discussion of policies and institutions having an impact on the retirement age, see Chapter V in
OECD (2002a).
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Older workers' low activity
rates result from various
benefit schemes

While the direct effect of EPL
on unemployment is
ambiguous...

... it may have adverse indirect
effects on the proportion of
long-term unemployed
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Figure V.4. Changesin long-term unemployment and structural unemployment rates
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Source: OECD and Employment Outlook, June 2002.

Reform of EPL has
concentrated on temporary
contracts

Uniform minimum wages may
affect specific categories of
workers

says nothing about the direction of causality, it is at least consistent with the notion that
adverse shocks, even temporary ones, are more likely to raise unemployment persis-
tently in countries where policies contribute to strengthen insider-outsider mechanisms.

Although reform of EPL has taken place in Europe during the past decade, the
general tendency has been towards the easing of regulations affecting temporary con-
tracts, with little change on regular contracts. This has been accompanied since the
mid-1990s by a substantial increase in many countries in the share of temporary jobs
in total employment (Germany, France, Italy, the Netherlands, Portugal and Spain).’
While these developments may have contributed to lower labour adjustment costs,
the burden of adjustment is heavily concentrated on one category of workers, raising
equity concerns. At the same time, the power of “insiders” (who are typically
employed on permanent contracts) in wage bargaining may have increased as they
could feel even more sheltered from unemployment than before, possibly reducing
the responsiveness of wages to shocks.

As in the case of EPL, the net direct incidence of a statutory minimum wage on
overall employment could arguably be limited, especially when it is set at a moderate
level relative to the average wage. However, even though the level beyond which the
adverse employment effects dominate is bound to vary across groups and regions, a
uniform rate is often applied nation-wide, with the risk of affecting disproportion-
ately specific categories of workers, such as youth in search of a first job experience.
While any negative impact of statutory minimum wages is likely to have fallen in the

9. The combination of easier regulation for temporary contracts with strict EPL for permanent ones is
only one among several factors behind the rise in the share of temporary employment (see
Chapter III in OECD, 2002b). Some evidence of a significant impact has been found in the cases of
Spain (Dolado et al., 2001), France, (Blanchard and Landier, 2001) and Italy (Nannincini, 2001).



past decade, owing in many cases to their gradual erosion in relative terms, they
remain high in some countries (e.g. France, Australia and Ireland), which may pre-
vent relative wages from reflecting productivity differentials

While many countries do not have a statutory minimum wage, binding floors on
the wage of less productive workers are sometimes imposed via an extension of col-
lective agreement from unionised to non-unionised segments. In some cases (€.0. the
Netherlands and Belgium), these floors can exceed the statutory minimum wage. The
difference between the proportion of employees covered by collective contracts and
the proportion represented by unions provides some indications of the potential
extent of economy-wide binding floors arising from this practice. The degree of
extended coverage tends to be particularly high in euro area countries (except in
Finland and Ireland).

Empirical evidence has shown that labour market performance can also be
influenced by product market regulations having an impact on the degree of com-
petition. Regulatory reforms aimed at lowering trade barriers, the stringency of
state control and firms’ entry costs can stimulate output and employment by rais-
ing the elasticity of product demand, reducing thereby price mark-ups and lessen-
ing labour-market segmentation. Progress in reforming such regulation may have
boosted employment rates by between %2 and 2% percentage points across OECD
countries over the past two decades (Nicoletti et al., 2001). Clearly, an increase in
product market competition puts downward pressures on wages in the short run,
especially in highly protected sectors where the scope for rent-seeking behaviour
by workers is largest. Indeed, one of the reasons why reforming labour market pol-
icies has proved difficult in many countries is the associated rent enjoyed by spe-
cific groups that are well positioned to resist (Blanchard and Giavazzi, 2001). In
the longer run, however, stronger competition tends to boost real wages via its
favourable impact on productivity.

and human capital formation

Physical capital

Business investment (particularly in machinery and equipment) has long been
identified as one of the key drivers of output growth (Ahn and Hemmings, 2000;
Harris, 1999; De Long and Summers, 1992).!° First, an increase in the quantity of
physical capital has a direct positive, albeit transitory, influence on labour productiv-
ity growth through capital deepening. Second, investment in new machinery and
equipment can also lead to a sustained increase in productivity growth if capital-
embodied technical changes are introduced more quickly. However, this presumes
that investment takes place in an environment that is conducive to innovation and
where profitable opportunities exist, lest capital formation translates into diminishing
returns rather than a strong output performance.

10. Empirically, the correlation between physical investment (as a share of GDP) and growth in GDP
per capita and/or labour productivity stands out as particularly significant and robust (OECD, 2003a).

Explaining the differencesin the intensity of physical
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Extension of collective
agreements also imposes a
wage floor

Product-market regulatory
reforms can boost employment
in thelonger run

I nvestment in physical capital
boosts output growth
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Investment in | CT-capital has Furthermore, the impact on growth could also differ according to the composi-
varied across countries...  tion of investment. Of particular interest is the relative importance of information
and communication technologies (ICT) given their alleged contribution to the
US growth performance of the late 1990s. Indeed, all countries have since the early
1980s experienced a significant increase in the share of ICT in total investment,
albeit to an extent that varies substantially across countries (Figure V.5).!! The

United States appears to maintain a significant lead.

... reflecting in part differences In several countries, a low rate of ICT investment can be partly explained by a
in relative prices of equipment relatively high purchasing price of computer and telecommunication hardware. Even
though ICT equipment is an internationally traded good, substantial cross-country
price variations have persisted, reflecting in part differences in taxation, but also the
presence of significant non-tariff barriers related to technical standards, import

licensing and public procurement.

Financial market Cross-country differences in the level and composition of investment continue
development isimportantto  to be shaped by domestic factors having an influence on the overall cost of capital
spur investment in general... and access to finance, although foreign direct investment and other capital flows may

be growing in significance. Recent empirical work has underscored the importance
of domestic financial market development on output growth performance, via its
impact on risk-diversification and investment (Leahy et al., 2001). As well, financial
markets and institutions play an important role in the monitoring of corporate perfor-
mance and in imposing discipline on corporate governance. One area where access
to finance can play a critical role is in the development of new, innovative products
or technologies which by nature tend to be high-risk activities. In this regard, the

Figure V.5. ICT investment in selected OECD countries

In current price, as a percentage of non-residential gross fixed capital formation, total economy
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Source: OECD (2003b).

11. The differences shown in the shares could partly reflect discrepancies in the measurement and treat-
ment of software investment across countries.
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contribution of venture capital to strong entrepreneurial activity in the United States
has been recognised as an important ingredient behind the growth performance,'?
although this influence is difficult to assess with precision.

Data on venture capital investment show that substantial cross-country varia- ... whilethe presence
tions prevailed over the period 1998-2001, both in terms of the overall amount of venture capital markets
invested and the share devoted to activities in the early stage and the expansion isessential for innovative
phase of developments, with euro area countries generally trailing significantly activities...
behind the United States and Canada (Figure V.6). Similar divergences are reflected
in less formal indicators such as the funding of activity by business angel networks.

Yet, the development of an active venture capital market in the euro area would seem
particularly important given the prevalence of a bank-based financial system and the
difficulty of new firms with risky projects and little collateral to attract bank loans.'3
Several countries have introduced tax incentives and have more actively supported
the business angel network.'* This notwithstanding, investment in venture capital in
several European countries has been limited by the absence of large pension funds
and, where such funds exist, by rules preventing these as well as other institutional

Figure V.6. Venture capital! investment by stages
Per cent of GDP, 1998-2001
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1. The definition of private equity/venture capital varies across countries. Countries are ranked according to the sum of early age and expansion.
Source: OECD; Baygan and Freudenberg (2000).

12. See Kortum and Lerner (2000). Exploiting firm-level data, the authors found that a dollar of venture
capital had a bigger impact on patenting in the United States than a dollar of business R&D, although
this may reflect the influence of other factors (such as the quality of research infrastructures) not
properly controlled for in the empirical analysis.

13. See Audretsch and Lehmann (2002) for evidence that technology-based start-ups are more likely to
suffer from financing gaps and lower performance if their access to finance is largely restricted to
traditional banks.

14. Tax incentives tend to have a limited impact on venture capital activity owing to the fact that the
largest investors are often tax-exempt (see Baygan, 2003).
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... requiring the support of
well-functioning secondary
markets

I nvestment in human capital is
also important for growth

Educational achievements have
improved in most countries

investors from investing in venture capital. In comparison, pension funds have been
an important source of venture capital in the United States, the United Kingdom,
Australia, Sweden, Finland and New Zealand (OECD, 2001a)."

The development of venture capital also requires the support of well-functioning
secondary financial markets for high-tech firms to allow investors to recover their
funds via the flotation of start-ups.'® More generally, the financing of new firms and
innovative activity raises the difficulty of assessing prospects based on most accurate
information. In this regard, principles of sound management, contract enforcement
and transparency are essential features of financial markets.

Human capital

As is the case for physical capital, the accumulation of skills and competencies
— broadly referred to as human capital — has a direct, though temporary, impact on
output growth via the improvement in the “quality” of labour input. In fact, recent
empirical work suggests that one extra year of average education (roughly equivalent
to a 10 per cent rise in human capital) has in the past raised output per capita in the
long run by around 4 to 7 per cent on average across OECD countries (Bassanini and
Scarpetta, 2001)."” Human capital formation may also have a permanent impact on
output growth if a higher level of skills and knowledge facilitates the adoption of
new technologies and/or the process of innovation, leading to an acceleration of
technical progress. While the empirical literature has so far produced only mixed
support for the latter assumption (Temple, 2001) — at least among developed
countries — recent evidence based on a more comprehensive data set suggests that the
economy-wide returns to investment in primary and secondary education may be
larger than those enjoyed by individuals (OECD, 2003a).

Given the absence of direct measures, human capital is usually assessed in
terms of educational attainment. The latter can in turn be measured on the basis of
various indicators, such as the average number of years of education or the percent-
age of population that has reached a certain level of education.'® Both indicators sug-
gest that educational achievements have improved significantly in most countries
over the past two or three decades and that the cross-country variations have also
narrowed. Nevertheless, the percentage of the population having completed at least
upper secondary education varies from over 90 per cent in the group of leading coun-
tries, to less than 70 per cent in others (Figure V.7). The gap is particularly large in
the case of Portugal, Turkey and Mexico.

15. The absence of a venture capital industry has been cited as one of the factors behind the slowdown in
R&D productivity in Japan during the 1990s. The reason is the greater difficulty for established firms
to partner with more entrepreneurial and efficient firms to foster product development in the absence
of venture capital (Branstetter and Nakamura, 2003).

16. While the demise of the Neuer Market may, in this respect, be seen as a setback, its failure may also
be a consequence of the lack of economies of scale of European secondary markets.

17. These results were obtained over a period during which low-educated cohorts were being replaced
by workers with higher levels of education. It is not clear that additional schooling will have as large
an impact on average across OECD countries in the future.

18. For purposes of comparison, the levels identified are usually determined on the basis of the Interna-
tional Standard Classification of Education (ISCED), which classifies educational programmes
according to various objective criteria. Under this classification, upper secondary education corre-
sponds to level 3 and tertiary education to levels 5A and 6.
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Figure V.7. Percentage of the population that has attained a certain level of education, 2001
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It is broadly recognised that widespread basic educational services brings bene-
fits to the society and this recognition has led governments in all countries to be
involved not only as a source of financing but in most cases as a direct provider. In
1999, OECD countries spent from 2.7 per cent of GDP (Japan) to over 5 per cent
(Sweden) of what are essentially public funds on schooling at the primary and sec-
ondary levels, which typically corresponds to the years of compulsory education
(Table V.2). As is the case for physical capital the appropriateness of the amount
invested should, to some extent, be judged against some measures of return on capi-
tal. Unfortunately, the latter can be particularly hard to measure in the case of com-
pulsory education. Even so, there seems to be no clear correspondence between the
amounts invested and the performance in terms of educational attainment and stu-
dent abilities across countries which suggest that potential efficiency gains could be
reaped by further reform. Indeed, the results from an OECD study on tests of
15 year-old students’ abilities in reading, mathematics and sciences show that the
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While government investment
in compulsory education brings
benefit for society...
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... the extent of public
involvement in tertiary
education raisesissues

Table V.2. Spending at various levels of education

1999, Per cent of GDP

Public spending on education Total spet_wding
on educational
institutions
Primary of which: All levels All levels
and Student of of

secondary?® Tertiary grantsb education education
Austrdia 38 12 04 5.0 58
Austria 4.1 17 0.2 6.3 6.3
Belgium 35 15 0.2 55 55
Denmark 4.8 24 0.8 8.1 6.7
Finland 38 21 0.3 6.2 58
France 4.2 11 0.1 6.0 6.2
Germany 3.0 11 0.1 47 5.6
Greece 24 11 0.0 3.6 39
Ireland 31 12 0.2 43 4.6
Italy 32 0.8 0.1 45 4.8
Japan 2.7 0.5 0.0 35 4.7
Netherlands 31 13 0.3 4.8 4.7

New Zealand 4.8 12 0.3 6.3 “
Norway 4.6 20 0.6 7.4 6.6
Portugal 4.2 1.0 0.1 57 5.7
Spain 33 0.9 0.1 45 53
Sweden 51 21 0.6 7.7 6.7
Switzerland 4.0 12 0.0 55 59
United Kingdom 33 11 04 47 52
United States 35 14 0.3 52 6.5
Country mean 37 13 0.3 55 5.6

a) Includes post-secondary non-tertiary education.
b) Scholarships/other grants to households and student loans.
Source: OECD, Education at a Glance, 2002; OECD.

countries doing relatively well are not necessarily the ones spending the most per
student (OECD, 2001b).

At the tertiary level, an important share of the return on investment in human
capital appears to accrue to the individual, raising questions about the extent of gov-
ernment involvement. In addition, given the significant sociological barriers that
have historically kept children from poor and less-educated families away from ter-
tiary education, low tuition fees often imply redistribution from poor to middle and
upper-middle class families, raising equity concerns. The risk that a significant
increase in tuition fees would lower private returns and hence participation in tertiary
education could be lessened by an easier access to government-backed unsubsidised
student loans."

19. Higher tuition fees may also help to reduce the time spent by some students in education over and
above the statutory duration required to obtain a diploma, which is a problem in some countries.



Educational attainment represents only one facet of human capital development.
Maintaining or improving workers’ mobility generally requires providing them with
opportunities and incentives to up-grade their skills throughout their professional life
via vocational training or adult education. The lack of mobility may inhibit the scope
for firms to bring about the changes in work practice and organisational structures
that are often required to better exploit technologies, limiting thereby their own
incentive to invest in the latter (OECD, 2003b). Even though the importance of adult
education has grown during the past two decades, the share of adults aged over 35 in
total enrolments remains fairly low, except in Australia, the United Kingdom and
Sweden. This is partly due to the fact that, under existing institutional arrangements,
which in many countries favour earlier retirement, financial incentives to invest in
adult education diminish rapidly with age as the amortisation period for the invest-
ment shrinks (Bl6ndal et al., 2002).

As regards vocational training, given the various forms that it can take and also
considering the problems in measuring on-the-job training, comparable indicators of
performance are difficult to develop. Nevertheless, drawing on different sources of
survey-based training statistics, an OECD study found significantly different levels
of formal training across countries, with relatively low levels observed in southern
European countries such as Greece, Italy, Portugal and Spain and relatively high lev-
els in the United Kingdom, France and most Nordic countries (OECD, 1999b).

Perhaps more significantly, the study also confirmed earlier findings that in
most countries, less-educated workers and those working on a part-time and/or tem-
porary contract basis are much less likely to receive training, especially when
employed by a small firm. Many countries pursue policies to enhance training via
subsidies or mandated employer spending on the premise that too little is provided.
However, the appropriate amount of training is difficult to assess, suggesting that a
focus on giving the right incentives might be more appropriate.

Strong investment, in particular in new technologies such as ICT, has a direct
impact on output and productivity growth via capital deepening or embodiment
effects. However, the positive growth impact from the latter is likely to be transitory
and last the time required to complete the transition to a higher level of capital inten-
sity. Hence, for investment to have a durable impact on output and productivity
growth, it must generate positive externalities over and above the direct benefits
from raising employees’ skills or from equipping them with more powerful
machines. The significance of externalities, also referred to as disembodied techno-
logical progress, is often assessed using estimates of multi-factor productivity
(MFP). Such estimates show that while MFP growth increased in English speaking
and Nordic countries during the 1990s, it fell in Continental Europe and Japan, albeit
in several cases from a relatively high level (Figure V.8).

MFP growth usually arises from eliminating the slack in the use of inputs, from
the adoption of state-of-the-art technology and related organisational practices
(catching-up to technological frontier) and/or from direct innovations in either goods
produced or the production process (pushing out the frontier). While numerous fac-

Explaining the differencesin technological progress
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Training isan important aspect
of labour market flexibility

The amount of training varies
across countries...

... but in most cases,
less-educated workers are
lesslikely to be trained

Fostering MFP gainsiskey to
long-term growth

MFP growth requires
incentivesto innovate and
adopt best-practices
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Promoting product-market
competition helpsto raise MFP
growth...

.. but progressin reforming
product-market regulation has
been uneven

Figure V.8. Multi-factor productivity growth over selected periods
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(based on cyclically-adjusted series)
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Source: OECD.

tors can affect MFP via either channel, recent empirical work based on sectoral data
has underscored the important influence of product market competition, R&D inten-
sity as well as labour market regulation and institutions (OECD, 2003a).

There is a broad consensus that the incentives to actively seek efficiency gains via
the catching-up process can be underpinned by policies and institutional settings
strengthening product market competition. In particular, overly stringent product market
regulation can have a key influence on the strength of competition in domestic markets
either by exerting a direct control on economic activities, by imposing various barriers to
entrepreneurial activity (through legal restrictions on market access or administrative bur-
dens on new firm creation), or by maintaining high barriers to trade and foreign direct
investment. In this regard, the parallel increase in market size (allowing firms to benefit
from economies of scale) and exposure to foreign competition is seen as one of the main
benefits from growing international trade and may explain the significant impact of
cross-border activities on output growth observed in most empirical studies.

While all OECD countries have eased anti-competition regulation (barriers to
entry or operational restrictions) during the 1980s and 1990s, some have gone much
further than others, not least those that have benefited from an acceleration in MFP
during the 1990s (the United States, Australia, Finland and New Zealand). Indeed, a
positive link between pro-competition regulation and MFP growth is supported by
cross-country evidence at the industry level, even after controlling for R&D invest-
ment and industry-specific factors (Nicoletti and Scarpetta, 2003). Regulatory mea-
sures having an impact on entry costs are particularly relevant for industries facing
rapidly-changing technology, such as ICT-producing or ICT-using industries, given
that the contribution of new firms to productivity growth appears to be much stron-
ger in these industries than in the rest of the economy.



The strong and positive impact of R&D intensity on productivity growth has
also been shown in various studies, both on the basis of aggregate and sectoral data.?°
Indeed, because of the perceived externalities, most countries provide support to
R&D via direct expenditure and, in some cases, via tax incentives on private R&D.
This notwithstanding, the intensity of both public and private R&D expenditure var-
ies significantly across countries (Figure V.9). In the case of private R&D, the varia-
tions reflect also factors such as market size and industrial structure which are not
directly amenable to innovation policy. Nevertheless, authorities in a growing num-
ber of countries have established explicit R&D targets to narrow the gap vis-a-vis
leading countries.?! Yet, although a certain proportion of public R&D funding is con-
sidered as necessary to stimulate private R&D, the stimulating effect may diminish
beyond a certain threshold.?

Figure V.9. Expenditureon R&D in OECD countries
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20. See Guellec and van Pottelsberghe (2001) for evidence based on aggregate data and Scarpetta and

Tressel (2002) for empirical support based on sectoral data.

21. See Sheehan and Wyckoff (2003) for a review of the economic and policy implications of efforts to

meet targets for R&D spending.

22. Such a threshold has been estimated in one study at around 13 per cent of business R&D (Guellec

and van Pottelsberghe, 2000).
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Product and labour-market
regulation may have an impact
on private R& D spending

Stimulating entrepreneurial
activity requires allowing firms
to enter and exit

Some of the differences in private R&D spending across countries within com-
parable industries could reflect the important influence that the policy environment
may have on the private incentives to engage in innovative activity. Indeed, it
appears a significant part of cross-country variations in R&D intensity within indus-
tries can be attributed to differences in product market regulation.?? The evidence
also suggests that labour market regulation plays an important role. This may be
especially the case in industries where taking advantage of new opportunities
requires significant labour re-allocation. By raising the cost of labour adjustment,
stringent employment protection legislation reduces both the return to innovation
and the incentive to spend on R&D.?* In addition to these effects on R&D intensities
in individual sectors, structural policy may also affect overall R&D investment
through changes in the industry mix. Indeed, analysis indicates that the sectoral com-
position of the economy matters, as the bulk of R&D activity is concentrated in spe-
cific industries.

Although strong investment in R&D is a key determinant of innovation, other
factors are important. For instance, the use and development of new technology
requires firms to be able to experiment, and hence to be given the possibility of fail-
ure and re-entry. In this regard, having a bankruptcy regime allowing firms to exit
with a limited social and financial stigma or burden on firms’ owners and managers
may boost innovative activity. However, stimulating entrepreneurial activity by facil-
itating both entry and exit may bring benefits beyond the impact on innovation. For
instance, it may lessen the incentives for managers to make business decisions so as
to delay as much as possible declaring bankruptcy even when the latter becomes
inevitable, improving thereby resource allocation. Furthermore, the threat of exit,
combined with competitive pressures from potential entrants, may stimulate produc-
tivity growth within firms by raising managerial effort. However, facilitating exit
while providing investors with adequate protection in case of business failures may
represent a difficult policy challenge.

23. See Chapter VII in OECD (2002c¢).

24. The positive impact on R&D from a reduction in the stringency of EPL is estimated to be particu-
larly strong in the case of high-tech industries (usually requiring higher turnover) in countries where
the industrial system is characterised by low or intermediate levels of co-ordination (e.g. France,
Spain and Portugal). See Chapter VI in OECD (2002a).
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VI. TRENDSIN FOREIGN DIRECT

INVESTMENT IN OECD COUNTRIES

I ntroduction

Foreign direct investment (Box VI.1) is considered to be an important driver
of economic growth in OECD countries (OECD, 2002a, 2002b). This is because
the internationalisation of production helps to better exploit the advantages of
enterprises and countries, increase competitive pressures in OECD markets and
stimulate technology transfer and innovative activity. In consequence, there is a
wide consensus that policy should aim at reducing or eliminating hindrances to
foreign direct investment (FDI) as long as this does not conflict with other legiti-
mate policy objectives.

This issue of the Economic Outlook explores several important features of FDI
in OECD countries. This chapter reviews recent trends and patterns in FDI and the
related activity of foreign affiliates. It is followed by chapters on regulations restrict-
ing foreign ownership of businesses and on the quantitative impact of various policy-
and non-policy-related factors on FDI.

Foreign direct investment has
beneficial effects on the

economy

Box VI.1.

FDI is an activity in which an investor resident in one
country obtains a lasting interest in, and a significant influ-
ence on the management of, an entity resident in another
country. This may involve either creating an entirely new
enterprise (so-called “greenfield” investment) or, more typi-
cally, changing the ownership of existing enterprises (via
mergers and acquisitions). Other types of financial transac-
tions between related enterprises, like reinvesting the earn-
ings of the FDI enterprise or other capital transfers, are also
defined as foreign direct investment.

FDI activity can be measured in two different ways:
financial investment flows and stocks, and “real” activity
of foreign affiliates in host countries. Financial FDI data
are compiled according to the concepts used for balance of
payments (flows) and international investment position
(stocks) statistics (OECD, 2001a). Information on the
activity of foreign affiliates is collected through national
surveys concerning several aspects of business activity, and
is compiled by the OECD (OECD, 2001b). The country,

Foreign direct investment: definition and data sources

industry and period coverages of these data are still limited.
The coverage of the two measures differs because FDI
flows and stocks conventionally relate to ownership of
10 per cent or more of the shares or voting power in an
enterprise, while the data on the activities of foreign affili-
ates include only enterprises with foreign ownership of
50 per cent or more.

While the financial data are more widely available, they
suffer from various measurement problems. For instance,
reported bilateral FDI flows may not always reflect accu-
rately internationalisation patterns, because the proximate
destination of these flows (country or industry-wise) may not
be the final one, due to the role played by foreign-owned
financial intermediaries in host countries (Borga and
Mataloni, 2001). Furthermore, despite substantial progress
made in harmonising definitions and data collection methods
some cross-country inconsistencies remain: while a majority
of countries report data on investment positions at book val-
ues, some measure the positions in market values.

© OECD 2003
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Foreign direct investment
increased sharply in the late
1990s...

... consisting mainly of
mergers and acquisitionsin
developed countries

Foreign direct investment
relative to GDP differs across
countries...

Patterns of FDI

FDI flows remained relatively stable for much of the 1990s; picked up signifi-
cantly towards the end of the decade;' and fell back somewhat in 2001 — but to levels
some three-times those at the start of the 1990s (Figure VI.1). The internationalisa-
tion of production hence increased significantly during the 1990s, approximately
doubling the real inward FDI position of the average OECD country (measured in
constant 1996 purchasing power parities) from $81 billion to $158 billion over the
1990-2000 period. The marked slowdown of flows at the beginning of the new
decade mostly reflected a correction to sustainable levels rather than a reversal of a
trend, and the importance of cross-border ownership of assets continues to increase,
mirroring the substantial role of multinational enterprises (MNEs) in the global economy.

OECD countries accounted for over 80 per cent of global outward FDI in 2000,
with most of the activity consisting of mergers and acquisitions (including privatisa-
tion deals) of existing businesses (OECD, 2002c) as compared with greenfield
investment.? The United States and the European Union (EU) countries held more than
three-quarters of total OECD inward and outward FDI positions in 1998 (Figure VI1.2).
Of the EU countries, the United Kingdom, Germany and France were the largest sup-
pliers and receivers of FDI. The Netherlands was also a notably large investor, while
Belgium/Luxembourg was a relatively big host to foreign businesses.>

FDI positions have grown significantly faster than GDP in virtually all OECD
countries over the 1990s (Figure VI.3). Relative to the size of the economy, FDI is
particularly large in smaller countries, such as the outward positions of the Netherlands
and Switzerland, and the inward positions of Ireland, Belgium/Luxembourg and New
Zealand. In new OECD members only inward FDI plays an important role in the
economy, while in Japan outward FDI is much higher than inward FDI.

Figure VI.1. FDI flowswithin the OECD area!
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1. Not adjusted for breaks in series.
Source: OECD.

1. The peak in FDI coincided with the sharp equity-price increase in the late 1990s and therefore a sig-
nificant part of it may reflect a pure valuation phenomenon.

2. Greenfield investment has been very important for the new Central European members of the OECD,
but the value of such investment is small compared with the bulk of total OECD investment.

3. Data for Belgium and Luxembourg were only collected at the level of Belgo-Luxembourg economic
union until 2002.
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Figure VI1.2. Distribution of OECD FDI positionsin 1998!
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1. The charts are based on bilateral data. As the method used for valuing FDI positions varies across countries, the resulting
shares are undervalued for countries that report book values (e.g. the United States).
Source: OECD.

The patterns of total FDI invested or hosted by OECD countries mask wide dif- ... asdo the bilateral

ferences in the extent of bilateral FDI relations. In 1998 (the latest year for which patterns...

bilateral data are reasonably complete) the number of host partners varied across

investing countries, ranging from below 10 for Hungary and Turkey to above 20 for

many EU countries, the United States and Canada. Moreover, while many countries

tended to evenly distribute their FDI across partners, some of them (e.g. Canada,

Korea, Denmark and the United Kingdom) concentrated FDI on a few host countries.

Similarly, FDI in some host countries (Austria, Canada, the United Kingdom and

Mexico) mostly comes from just a few investor countries.

Openness and proximity factors are likely explanations for some of these pat- ... with geographical and
terns. A significant share of FDI in the OECD area takes place between countries openness factors playing an
bound by regional trade agreements and among geographically close countries. important role
Thus, most European countries tend to host relatively more FDI originating from EU
countries than from elsewhere,* while FDI in Canada and Mexico originates to a

4. Moreover, this “specialisation” pattern has become more accentuated over time with the greater inte-
gration of the EU countries spurred by the single market programme and the economic and monetary
union.
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Figure VI1.3. FDI positionsin OECD countries, 1980s and 1990s'
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1. Average values over the two periods. For countries where FDI position data are not available, values of bilateral positions reported by their OECD partners were summed
up to obtain an approximate measure of multilateral FDI positions.
Source: OECD.
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large extent from the United States. Similarly, Pacific shore countries tend to host
more FDI from the United States and/or Japan than from other OECD countries.®

The share of economic activity accounted for by foreign affiliates in host coun- Foreign affiliates' activitiesare
tries (and in each industry) provides a good indication of the actual degree of interna- concentrated in a few
tionalisation of production in the OECD area. Data on foreign affiliates is sparse, but industries
available information suggests that the surge in FDI flows observed during the late
1990s was mirrored by a significant increase in the activity of foreign affiliates in the
OECD area (OECD, 2002c¢). In most of the countries for which data are available for
the late 1990s, employment of foreign affiliates generally accounted for 1 to 4 per
cent of total business employment (Figure V1.4).° Exceptions were Hungary and
Belgium, which had much higher shares of foreign affiliates in manufacturing and
services, respectively, and, at the other extreme, Japan, where their presence was par-
ticularly low in both sectors.

A closer look at the industry distribution of foreign affiliates suggests that their
activity tends to be concentrated in a few industries (Figure V1.5).” In manufacturing,
foreign affiliates’ presence (as measured by sectoral employment shares) is particularly

Figure VI.4. Activity of foreign affiliatesin selected OECD countries, 1990s'
Employment as a per cent of business sector employment
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1. Activities of foreign affiliates are classified into industries according to the principal activity of the affiliate. Data are means over available years. The country coverage
in manufacturing and services is different.

2. Employment of foreign affiliates in manufacturing is an aggregate corresponding to Total Manufacturing (ISIC rev. 3).

3. Employment of foreign affiliates in services in an aggregate corresponding to Total Services (ISIC rev. 3).

Source: OECD.

5. The wide variation in bilateral FDI flows and positions cannot be explained purely by these factors,
two counterexamples being Ireland and the United Kingdom whose bilateral FDI positions with the
United States are at least as important (as a share in GDP) as those with other EU countries.

6. The shares are computed relative to total business employment to control for possible inconsistencies
in the way foreign affiliates and domestic firms are classified across industries (see Box VI.1).

7. The employment shares are higher in Figure VL5 than in Figure V1.4 because employment is mea-
sured relative to sectoral employment and not relative to total business employment.
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Figure VI.5. Percentage share of employment in foreign affiliatesin selected industries
OECD average, 1990s'
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1. Simple average. The data cover 19 OECD countries. Available years and sector coverage differ across countries.

2. Activities of foreign affiliates are classified into industries according to the principal activity of the affiliate. Sectoral employment is consistent with this classification.

Source: Directorate for Science, Technology and Industry, OECD.
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high in industries producing ICT equipment, petroleum products, chemicals and
motor vehicles. These industries seem to be characterised by relatively high econo-
mies of scale, the possibility to transfer and exploit locally the specific knowledge of
the parent company® and, for some of them, the possibility to fragment production
into stages. In non-manufacturing, foreign presence is strongest in industries where
proximity to local markets is a particularly important condition for supplying the
products: distribution, followed at a distance by business services and hotels and res-
taurants (i.e. tourism).” In other industries, the relatively low degree of internationali-
sation may be partly related to the absence of scale economies and opportunities to
fragment production, or to the fact that they have been traditionally sheltered from
foreign ownership by national governments (see Chapter VII).

Foreign direct investment and trade

Foreign direct investment is
positively correlated with trade
flows...

The growing interdependency of OECD economies has not only manifested
itself in the increase in FDI over the past two decades but also in a parallel increase
in foreign trade. These two phenomena appear to be closely linked:!'? both seem to be
at least partly affected by factors related to distance, location and size of the econ-
omy (for FDI, see Chapter VIII) and, at the same time, they appear to exert a signifi-
cant reciprocal influence.

... but the underlying
relationships are complex

The relationships between foreign direct investment and foreign trade at the
firm or industry level depend on whether the FDI activity is aimed at “substituting”
or “complementing” the export activity (Box VI.2). In services, trade and FDI can be
expected to be largely complementary, because establishing commercial presence

Box VI.2. Tradeand different types of FDI

As pointed out by recent research (Markusen, 2002), the
interdependence of trade and FDI derives from the fact that
the decision to export or invest abroad for producing locally
is increasingly taken by the same units, the multinational
enterprise. As the main objective of horizontal MNEs is to
access foreign markets, exporting or investing abroad are
two substitute activities. MNEs will choose one or the other
on the basis of their relative returns, which depend among
other things on the cost of trade, the cost of FDI and econo-

mies of scale they can enjoy by duplicating production plants
in foreign countries. By contrast, the objective of vertical
MNE:s is to take advantage of cross-country absolute and
comparative advantage patterns by locating plants in differ-
ent countries that specialise in different stages of production.
Therefore, trade and vertical FDI are complementary activi-
ties: MNEs will typically export components to foreign affil-
iates and re-export to the home (or other) markets the goods
produced abroad.

8. Technically, this possibility exploits so-called “firm-level” economies of scale, arising when a com-
mon input (knowledge in a specific area) can be used in a non-rival way by both the parent and for-

10.

eign affiliates.

. Recorded FDI in the services sectors accounts for an increasing share of total FDI flows, estimated to

be around 65 per cent at the end of the 1990s (OECD 2002c). This is likely to be a conservative esti-
mate of the actual share because some firms are still classified as belonging to the manufacturing

sector though they are increasingly offering services.

The correlation between various measures of foreign trade and foreign direct investment flows and

positions is significantly positive (Nicoletti et al., 2003).

© OECD 2003
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abroad generally brings stronger services trade.!! In manufacturing, both types of
FDI are widely practised. Recent evidence suggests that horizontal MNEs, which
aim at accessing foreign markets by replicating abroad the production of a final
good, may be prevalent in the OECD area, partly reflecting the increasing similarity
in factor costs and endowments among Member countries (OECD, 2002d). However,
MNESs’ strategies have also been shown to vary across OECD countries, with hori-
zontal strategies dominating in some countries and vertical strategies, in which pro-
duction is fragmented in stages to exploit cross-country comparative advantages,
dominating in others. The co-movement of FDI and trade at the aggregate level may
reflect both the balance between horizontal and vertical strategies at the firm level
and the influence of third factors that are likely to drive both phenomena, such as the
generalised growth in income levels. OECD (2002¢) further discusses the relation-
ship between trade and FDI.

11. Foreign commercial presence tends to increase bilateral trade in transport services (€.9. supplying
goods to foreign affiliates in the distribution sector), communications (€.g. data transactions with for-
eign affiliates in the financial, telecommunications or tourism sectors), and the like.
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VIlI. FOREIGN DIRECT INVESTMENT
RESTRICTIONSIN OECD COUNTRIES

I ntroduction

Attitudes and policies towards liberalisation of international capital flows have
been subject to considerable controversy.! This is because free capital movements
raise concerns about loss of national sovereignty and other possible adverse conse-

Inward foreign direct
investment has often been
restricted

quences. Foreign direct investment (FDI), even more than other types of capital
flows, has historically given rise to such concerns, since it may involve a controlling
stake by often large multinational enterprises over which domestic authorities, it is
feared, have little power. For these reasons, governments have sometimes imposed
restrictions on inward FDI. In recent decades, however, an increasing consensus on
the benefits of inward FDI has led to reconsideration of these restrictions and this has
been reflected in formal agreements on such capital flows (Box VIL.1).

Formal international agreements on foreign direct invest-
ment are far less extensive than on international trade, despite
the importance of FDI in the world economy. However, the
1990s have seen a substantial rise in the number of bilateral
investment protection treaties, and regional and bilateral trade
agreements in which investment disciplines figure promi-
nently. These agreements include North American Free Trade
Agreement (NAFTA), the recent agreements concluded by
Singapore with European Fair Trade Association (EFTA),
Japan and Australia and the Association Agreement between
the European Community and Chile. The European Union (EU)
had already completely liberalised intra-EU capital move-
ments in the late 1980s.

The OECD has been an important actor in international
discussions and agreements on FDL.! At present the OECD
Code of Liberalisation of Capital Movements forms the only
multilateral framework in force on international capital
flows, including FDI. Under the Code, countries bind them-
selves to agreed measures liberalising capital movements.
Moreover, under the OECD Declaration on International
Investment and Multinational Enterprises, the 30 OECD

Box VII.1. International investment agreements

countries and 7 non-OECD adhering countries are commit-
ted to accord national treatment to foreign enterprises operat-
ing in their territories and to encourage their multinational
enterprises to engage in responsible business conduct in a
variety of areas.

There are several investment-related provisions in the agree-
ments related to the World Trade Organisation (WTO). The
Uruguay Round led to an agreement on Trade Related Invest-
ment Measures (TRIMS) that restricts inter alia domestic-con-
tent requirements. The General Agreement on Trade in Services
(GATS) covers all modes of service delivery, including “com-
mercial presence” which is closely related to FDI. The GATS
commitments, however, apply only to industries where coun-
tries have explicitly agreed to open their markets to foreign pro-
viders. In 1996, the WTO also created the Working Group on
the Relationship Between Trade and Investment, a forum for
discussion among WTO countries. At the Doha Ministerial
Conference in November 2001, the WTO members agreed on
the principle of undertaking negotiations on a multilateral
framework after the 2003 WTO ministerial meeting at Cancun
(see OECD, 2002b).

1. Further discussion of OECD experience with investment rules and multilateral initiatives concerning FDI can be found at www.oecd.org/
daf/investment and in Graham (2000), Robertson (2002) and Sauvé and Wilkie (2000).

—_

on the experience of OECD countries.

. See OECD (2002a) for an overview of policies towards international capital mobility, with a focus
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This chapter shows that
restrictionson FDI are...

... generally low...

... concentrated in the service
sectors...

... and have fallen since 1980

Formal restrictions on FDI
include limits on foreign
ownership...

... screening and approval
procedures...

... and constraints on foreign
personnel and operational
freedom

The different types of FDI barriers

This chapter reviews restrictions on FDI inflows in OECD countries. The barri-
ers covered include limitations on foreign ownership, screening or notification pro-
cedures, and management and operational restrictions. The main findings are as
follows:

— Overall FDI restrictions are generally low in the OECD area at present but
important in the case of a few countries.

— FDI restrictions are concentrated in service sectors with almost no overt con-
straints in manufacturing.

— Barriers to foreign ownership have significantly fallen in virtually all OECD
countries over the past two decades.

Restrictions on foreign ownership are the most obvious barriers to inward FDI.
They typically take the form of limiting the share of companies’ equity capital that
non-residents are allowed to hold in a target sector, €.9. to less than 50 per cent, or
even prohibit any foreign ownership. Examples of majority domestic ownership
requirements include airlines in the European Union and North American countries,
telecommunications in Japan, and coastal and freshwater shipping in the United
States. Exclusive domestic ownership is also often applied to natural resources sec-
tors with the aim of giving citizens access to the associated rents. For example, for-
eign ownership is banned in the fishing and energy sectors in Iceland, and in the oil
sector in Mexico. Although not specifically aimed at excluding foreign shareholders,
statutory state monopolies are tantamount to a ban on foreign investment.

Obligatory screening and approval procedures can also be used to limit FDI
though their constraining effects depend on the implementation of such practices.
Stipulations that foreign investors must show economic benefits can increase the cost
of entry and therefore may discourage the inflow of foreign capital. Such provisions
apply, for instance, for a few industries in Japan and for the acquisition of more than
49 per cent of any existing enterprise in Mexico. Prior approval of FDI, such as man-
dated for all FDI projects in a few OECD countries, could also limit foreign capital
inflow if it is taken as a sign of an ambivalent attitude towards free FDI, even though
it may not be vigorously enforced. Simple pre- or post-notification (as required in
e.g. Japan) is, however, unlikely to have much impact on capital inflows.

Other formal restrictions that can discourage FDI inflows include constraints on
the ability of foreign nationals either to manage or to work in affiliates of foreign
companies and other operational controls on these businesses. Stipulations that
nationals or residents must form a majority of the board of directors, as in insurance
companies in member countries of the European Union, in financial services indus-
tries in Canada and in transport industries in Japan, may undermine foreign owners’
control over their holdings and hence make them more hesitant to invest under such
circumstances. Similarly, if regulations restrict the employment of foreign nationals
(as e.g. in Turkey), investors may judge that they cannot make use of the necessary
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expertise to make their investment worthwhile. Also, operational requirements, such
as the restrictions Vis-a-vis non-members on cabotage in most European Union coun-
tries for maritime transport may limit profits of foreign-owned corporations and
hence the amount of funds foreign investors are willing to commit.

Apart from the formal barriers discussed above, FDI flows can be held back by Informal barriers may also be

opaque informal public or private measures. Indeed, claims abound that such prac- important
tices are used systematically to limit foreign ownership of domestic businesses.
Thus, the US Trade Representative has frequently stated that the system of corporate
control in Japan has hampered investment by US companies and that regulatory
practices in telecommunications in the European Union work as de facto FDI
restraining measure. Similarly, the Japanese Ministry of Trade and Economy claims
that FDI in financial services in the United States is restricted by the diverse and
complex set of regulations at the state level and that barriers relating to interconnec-
tions hamper foreign entry into telecommunications in the European Union. Also,
the European Union cites the continuing role of administrative guidance to firms in
Japan by government officials as a practice that hampers foreign ownership of Japa-
nese enterprises.

The openness of OECD countriesto inward FDI circa 1998-2000 g

Notwithstanding the numerous barriers in specific activities, an aggregate indi- Overall FDI restrictionsare
cator of FDI restrictions (Box VII.2) suggests that the OECD countries are generally now low in most OECD
open to foreign direct investment inflows (Figure VII.1).2 There are, however, signif- countries...
icant differences between countries.> The most open countries are in the European
Union. Since 1992, intra-EU FDI flows are almost completely unrestricted. Further-
more, a number of EU countries have minimal overt restrictions on inflows from
non-EU countries. Nonetheless, there are some important differences in restrictions
imposed by EU countries on non-EU investors and, therefore, even the European
Union is not a completely unified bloc in terms of policies towards inward FDI. The
countries with the highest levels of overall restrictions are Iceland, Canada, Turkey,

Mexico, Australia, Austria, Korea and Japan. The United States is slightly below the
OECD mean.

Around 2000, equity restrictions were particularly heavy in Mexico, Turkey and ... and concentrated on ceilings
Korea, but also remained relatively stringent in Canada and the United States. Man- on foreign equity holdings...
agement and operational restrictions were notably strong in Japan, Iceland and
Canada. In a few countries (Iceland, Australia, New Zealand, Canada and Spain)
statutory screening requirements were relatively pervasive.*

2. There have been important changes in some countries since 2000 that are not reflected in the results
reported here.

3. With an aggregate restrictiveness indicator that excludes screening requirements, the least and most
open countries generally remain the same as those in Figure VII.1, the main exceptions being New
Zealand (that moves from below to above average openness) and Spain (that moves from average to
above average openness). Australia also moves towards a more open stance, though it remains below
the OECD average.

4. The indicators are unable to capture differences in the enforcement of restrictions, which might be
particularly important for screening requirements. For example, some countries simply perform basic
checks such as whether an investor has a criminal record.
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Some indicators of overall FDI barriers are based on a
count of the number of restrictions.! While this has the
advantage of simplicity, some restrictions are more impor-
tant than others. For example, a ban on foreign ownership is
much more restrictive than a screening or a reporting
requirement. The OECD FDI restrictiveness indicators there-
fore weigh different restrictions according to their perceived
significance, even though such a procedure entails some
arbitrary judgements. They are based on a variant of the
methodology applied by the Australian Productivity Com-
mission in a similar study for the APEC countries (Hardin
and Holmes, 1997). The OECD indicators cover restrictions
in nine sectors (subdivided in 11 subsectors), of which seven
are services industries, where the bulk of FDI restrictions is
generally found. This information is then aggregated into a
single measure for the economy as a whole. Details of the
methodology and data sources can be found in Golub (2003).

1. See e.g. Hoekman (1995) and Sauvé (2003).

Box VII.2. Indicatorsof FDI restrictions

Some limitations of the measures should be noted. The
indicators cover mainly statutory barriers, abstracting
from most of the other direct or indirect obstacles imping-
ing on FDI, such as those related to corporate governance
mechanisms and/or hidden institutional or behavioural
obstacles that discriminate against foreign firms.? It is
also possible that some countries are more forthcoming
than others in self-reporting their restrictions. It could
then be that more transparent countries receive higher
scores, not because they are in fact more restrictive, but
because they are more complete in their reporting. The
extent of enforcement of statutory restrictions, especially
those concerning screening requirements, may also vary.
Finally, standardising and putting into context idiosyn-
cratic restrictions in individual countries often involve an
element of judgement.

2. Non-statutory barriers to FDI are very difficult to ascertain and quantify. However, some of them were included in the indicators, such as
the absolute barrier represented by full state ownership of business enterprises and hidden institutional or behavioural barriers documented

in official reports.

— Figure VIL.1.

FDI restrictionsin OECD countries, 1998/2000: breakdown by type of restriction! ————
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1. The indicator ranges from 0 (least restrictive) to 1 (most restrictive).
Source: OECD.
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—— Figure VIL2. Cross-sectoral patternsof FDI restrictions, 1998/2000' ——
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1. The indicator ranges from 0 (least restrictive) to 1 (most restrictive).
Source: OECD.
The overall level of barriers masks wide differences across sectors.’ Figure VII.2 ... in non-manufacturing

suggests that, on average, the bulk of restrictions are found in non-manufacturing sectors
industries.® FDI inflows into manufacturing are almost completely free, aside from
economy-wide restrictions such as notification or screening requirements. Within non-
manufacturing, electricity, transport and telecommunications are the most constrained
industries, followed by finance, while the other services industries are on average rela-
tively unrestricted. Again, these average patterns mask cross-country differences in the
extent of restrictions in non-manufacturing industries. In 1998-2000, barriers in the
European Union were relatively low in all these industries, while in Canada, Korea,
Mexico, Turkey and, to a lesser extent, Australia and New Zealand, they where at or
above the OECD average in many of them. They were concentrated in the transport
industry in the United States and in telecommunications in Japan.

Theliberalisation of FDI since 1980

Figure VII.3 shows that the liberalisation of FDI flows has been substantial over FDI restrictions have declined
the past two decades in all OECD countries except the United States and Japan, both  steeply since 1980
of which had what in 1980 were relatively low statutory restrictions.” Particularly
dramatic changes have occurred in several EU countries, notably Portugal, France
and Finland. To a large extent, the generalised decline in barriers reflects full liberali-
sation of capital flows within the European Union (completed in the early 1990s) and

5. For further details about FDI restrictions at the industry level in OECD countries, see Golub (2003).

6. A simple count of restrictions affecting different industries shows that 67 per cent of all restrictions
concern the services sector.

7. Due to data limitations, results here are limited to a smaller set of OECD countries.
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Figure VIL.3. FDI restrictionsin OECD countries, 1980-2000'
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1. The indicator ranges from 0 (least restrictive) to 1 (most restrictive).
Source: OECD.

the concomitant extensive privatisations both in the European Union and elsewhere,
which have opened up previously sheltered public firms and monopolies to foreign
capital. The fall in FDI barriers throughout the OECD area has been particularly
noticeable in the telecommunications and air transport sectors, which were almost
completely closed in the early 1980s (Figure VII.4).

Figure VIL.4. Evolution of FDI restrictionsin selected sectors, 1981-1998!
OECD average?
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VIII. POLICY INFLUENCES
ON FOREIGN DIRECT INVESTMENT

I ntroduction

Structural policies play an important role in determining foreign direct invest-
ment (FDI) in the OECD area. The Uruguay trade round, regional trade agreements
and bilateral and multilateral investment accords have reduced direct barriers to FDI,
and the current trade negotiations under the World Trade Organisation (WTO) auspicies
aim at continuing this trend. However, restrictions to FDI are still significant in some
countries and industries (see preceding Chapter). At the same time, there is growing
recognition that labour market policies and product market regulations may have a
significant indirect impact on the activities of multinational enterprises (MNEs).!

This chapter aims at identifying policy influences on bilateral and overall FDI
patterns in the OECD area. It considers both explicit trade and FDI restrictions and
domestic regulations that affect competition and labour market adaptability. On the
basis of the results obtained in this analysis, the effects on FDI of policies aimed at
further increasing border openness and easing domestic product and labour market
regulations are then explored. The main findings are as follows:

— FDI restrictions and, to a lesser extent, tariff barriers are estimated to curb
significantly FDI stocks in protected countries. Limits to foreign ownership
and governance discourage the activity of foreign affiliates, especially in
some important non-manufacturing industries such as electricity, transport
and telecommunications. Therefore, progress towards reducing remaining
border barriers, as has been proposed in the ongoing Doha trade round, would
favour closer economic integration among OECD economies.

— Restrictive product- and labour-market regulations can also act as barriers to
FDI. Countries where domestic product-market regulations impose unneces-
sary costs on businesses and create barriers to entry tend to have lower stocks
of foreign capital. Similarly, strict employment protection legislation (EPL)
and high labour income taxation also seem to lower inward FDI positions.

— The alignment of FDI restrictions and product market regulations on those of
the most liberal country could significantly increase the total OECD-wide
inward FDI position, with gains for individual countries proportional to the
extent of current restrictions. Substantial gains could also be obtained by fur-
ther structural reforms in OECD labour markets.

1. The taxation of foreign affiliates’ income is also likely to be an important determinant of FDI. This
issue is scheduled to be addressed in a later issue of the Economic Outlook.

Structural policies can
influence foreign direct
investment patterns

This chapter suggeststhat...

... foreign direct investment is
hampered by trade and FDI
restrictions...

... aswell as by some product
and labour market policies...

... and that it could be raised
significantly by reformsin
these areas
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Policy and other determinants of foreign direct investment

Non-policy factors only
partially explain OECD
patterns of FDI ...

... therest being explained by
differencesin policies

Box VIII.1.

Recent OECD analysis (Box VIII.1) suggests that differences in bilateral FDI
positions across Member countries are explained about equally by policy and non-
policy factors (Figure VIII.1). Among the latter, transport and/or communication
costs tend to deter FDI between distant countries,? while such investment tends to
increase with the combined market size of partner countries, because its returns
partly depend on the possibility to reap economies of scale. Differences in the supply
of physical and human capital also affect bilateral FDI patterns because they influ-
ence relative production costs across countries.’

The most important policy effects on bilateral FDI patterns seem to come from
border policies and labour market arrangements. Detailed analysis shows that the
contribution of border policies is equally split between the impact of FDI restrictions
and other openness factors, such as participation in free-trade areas and tariff and
non-tariff barriers. The labour tax wedge is the most influential component of labour
market arrangements, with EPL playing a lesser role. Finally, anti-competitive product

Policiesand FDI: the OECD empirical analysis

The OECD has analysed the effects of policies on FDI
using a large data set that covers bilateral FDI relationships
between 28 OECD countries over the past two decades.
The focus was on three sets of policies: explicit restrictions
to trade and FDI; regulations affecting domestic competi-
tion; and policies that affect labour costs and the adaptabil-
ity of labour markets. OECD countries’ policies in labour
and product markets were proxied by policy indicators
described in OECD (1999; 2001) and Nicoletti and
Scarpetta (2003). These were supplemented by indicators
of non-tariff barriers (OECD, 1997), new indicators of tariffs
(Bouet et al., 2001) and FDI restrictions (see Chaper VII).
The analysis relating policies to FDI also accounted for a
large number of non-policy-related factors, including
geographical distance, market size, transport costs, differ-
ences in the availability of physical and human capital, and
other country- and period-specific effects, including cross-
country differences in cyclical positions.!

The results of the empirical analysis can be used to quan-
tify the long-run effects of policies that remove direct and
indirect impediments to FDI on OECD-wide FDI integration
and individual countries’ FDI positions. In practice, this is
done using the estimated coefficients of policy variables to
project the impact of changes in policies on FDI. The results
of these simulations are only suggestive of what could hap-
pen under different policy scenarios, notably because the
applied coefficients may be imprecise due to the difficulty of
disentangling the pure effects of policy and non-policy fac-
tors in the empirical analysis. Moreover, the estimated mod-
els on which the simulations are based do not account for all
possible interactions between policy changes and FDI flows
among OECD countries. The quantitative effects highlighted
in these simulations also partly depend on the configuration
of policies and the distribution of FDI positions in the base-
line scenario. Details on sources, methodologies and results
can be found in Nicoletti et al. (2003).

1. FDI can also be affected by strategic considerations related to expected developments in the behaviour of markets and other investors.
These effects could not be accounted for in the analysis.

2. Transport costs may affect the returns to FDI to the extent that it is aimed at producing goods that are
re-exported back to the home country or other distant markets.

3. The positive influence of dissimilarities in factor proportions on FDI aimed at fragmenting produc-
tion into different stages is emphasised in Helpman (1984) and Helpman and Krugman (1985). On
the other hand, FDI aimed at producing finished goods in local markets generally requires factor pro-
portions to be similar (Markusen, 2002).
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— Figure VIII.1. Contributionsof policies and other factorsto explaining —
cross-country differencesin bilateral outward FDI positions, 1980-2000'-2
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1. The contributions are based on coefficients estimated in panel regressions of bilateral outward FDI positions on non-
policy factors (distance, transport costs, market size, similarity in size and factor endowments, and other country and
time-specific effects) and policy influences (FDI restrictions, tariff and non-teriff barriers, participation in free-trade
areas, and product and labour market arrangements). The regressions cover bilateral FDI positions between 28 OECD
countries over the 1980-2000 period.

2. To compute the contributions, the absolute values of the deviations of the bilateral outward FDI positions from the
OECD average, explained by each of the policy and non-policy factors, are averaged over the 1980-2000 period and
summed over countries. These sums are then expressed as a percentage of the sum (over countries) of the period averages
of the overall deviations of bilateral outward FDI positions from the OECD average.

Source: OECD.

market regulations were found to explain a smaller but still significant part of the
deviations of inward FDI positions from the OECD average.*

The OECD analysis suggests that free-trade areas tend, on balance, to encour- Foreign direct investment
age FDI both among signatory countries and, in areas that are closely integrated, also thrivesin free-trade areas...
with respect to third-party countries. By enlarging the overall size of the market,
these agreements tend to increase the scope for reaping economies of scale through
FDI aimed at accessing local markets (so-called “horizontal” FDI) for both signatory
and non-signatory countries.’ Moreover, the reduction in trade costs tends to increase
FDI flows that are aimed at re-exporting final or intermediate products into the home
country or into other signatory countries (so-called “vertical” FDI).® These positive
influences on FDI appear to outweigh the tendency of free-trade areas to lower the
relative cost of supplying a foreign market via trade compared with local production,
which would in principle depress FDI flows.

The European Union (EU) appears to have prompted particularly strong FDI
responses among its members, perhaps due to the much closer integration in the EU

4. Policies can also affect FDI indirectly, for example by improving the quality of a country’s infra-
structure capital or the skills of its labour force.

5. This could partly explain the wave of within-EU mergers and acquisitions that followed the
European Single Market Programme.

6. More precisely, horizontal FDI flows to foreign affiliates that replicate the production of some of the
same goods and services in both the home and host countries, while vertical FDI fragments the pro-
duction of a good or service into stages located in different countries.
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... reacting positively to both
low tariffs and low investment
restrictions...

... which encourage the activity
of foreign affiliates

Foreign direct investment can
be deterred by labour market
policies...

single market than in other free-trade areas [such as the North American Free Trade
Agreement (NAFTA)].” For countries that will join the European Union in 2004 FDI
effects could be sizeable, with outward and inward FDI positions estimated to double
relative to their average levels in the 1990s in some of these countries.®

Outside free-trade areas, OECD estimates suggest that tariff barriers between
the host and investor country or between the host and third-party countries discour-
age foreign investment. This reflects the costs that tariffs impose on re-importing to
the home country, or exporting to third-party countries, the final or intermediate
goods produced by foreign affiliates.’ Furthermore, as discussed in Chapter VII, FDI
restrictions often set limits on investment by foreign companies, as well as on man-
agement and organisational choices of foreign affiliates in the host country.

The increase in investment flows resulting from lower FDI restrictions would
translate into an expansion of the activities of foreign affiliates in the affected indus-
tries. While the industry distribution of FDI in OECD economies can be influenced
by a number of policy and non-policy factors, on average, the presence of foreign
affiliates (measured by their sectoral employment shares) is currently much larger
in industries where FDI restrictions are relatively low, such as manufacturing and
some competitive services (e.g. distribution, tourism and business services)
(Figure VIIL.2). Where barriers have been traditionally high and widespread, such as
in finance and especially network industries, the activity of foreign affiliates is still
weak.

OECD empirical results suggest that labour market arrangements can influence
the cross-country patterns of FDI as strongly as direct restrictions to trade and FDI.
These arrangements are generally driven by policy objectives that are unrelated to
FDI, but they have important side effects on the level and geographical allocation of
FDI flows. Strict employment protection legislation and, especially, high labour tax
wedges appear to divert FDI to locations where labour market arrangements are per-
ceived as less costly. These results would seem to imply that, on average, the costs of
job protection and labour taxation are not fully shifted onto lower (after-tax) wages.!?
The negative effects of strict employment protection legislation on inward FDI may
also be due to the fact that this legislation is likely to affect not only the returns
expected from foreign investment but also their variability (e.g. by influencing the

7. The finding that FDI is boosted by EU membership is consistent with related evidence by Pain
(1997) and Pain and Lansbury (1997). Positive effects of EU membership on FDI from third-party
countries were also found by Dunning (1997) and Barrell and Pain (1998). The lack of these effects
in other free-trade areas can partly be explained by higher average tariffs and stricter rules of origin.

8. The gains are due to both increased transactions with other EU countries and (to a lesser extent)
increased trade and investment flows from non-EU countries. However, these results are likely to
overestimate the actual post-accession gains to the extent that FDI stocks have already been affected
by the expectation of EU membership.

9. On the other hand, high bilateral tariffs can generate so-called “tariff-jumping” behaviour by MNEs,
aimed at bypassing border barriers by producing locally. The same kind of relationship could a fortiori
be expected between horizontal FDI and non-tariff barriers, since the latter often raise absolute
barriers to market access (€.g. quantitative restrictions). Indeed, empirical estimates suggest that, on
average, non-tariff barriers have a positive effect on incoming FDI in OECD countries, while tariffs
have a negative effect at the aggregate level, suggesting that the “tariff jumping” motive is weak.

10. In principle, higher non-wage labour costs should lead to a compensating reduction in wages in the
longer term, because the initial increase in total labour costs should depress labour demand and
wages should respond to the induced increase in unemployment. However, if wages are not down-
ward flexible due to institutional rigidities (such as statutory or bargained wage floors or the work-
ings of tax/benefit systems), the shifting of non-wage costs onto wages may be only partial, in which
case labour will bear the cost in the form of higher unemployment.
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Figure VIIL.2. Foreign affiliates’ activitiesand FDI restrictionsin selected industries!
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capacity of foreign affiliates to respond to supply or demand shocks), thereby
increasing the risk that investors face in the host country.!! Also, cost shifting in the
face of high labour-income taxation may be particularly difficult for MNEs, whose
employees have a higher cross-country mobility, especially at the highly-skilled and
managerial levels.

Labour market arrangements in the home country can also affect, in conflicting
ways, the amount of outward FDI by resident MNEs. On the one hand, MNEs may
have incentives to localise production in other countries, where labour market rules
and taxation are less stringent. On the other hand, strict provisions may prevent firms
from doing so, by hindering their potential for reorganising production or growing in
size. OECD estimates suggest that the latter effect dominates, with strict labour mar-
ket arrangements at home curbing outward FDI as well.

Product market regulations can raise production costs or entry barriers for ... aswell asby alack of
MNEs both at home and in host country markets. Such regulation generally does competition in product markets
not discriminate between local and foreign firms, but it has distorting effects on
FDI flows because it affects market access and the relative rates of return expected
from investing in different locations. As shown in Figure VIII.3, there appears
to be an inverse relationship between the strictness of regulations and inward FDI

11. Since MNEs can choose ex ante where to locate their investment, they may still tend to move where
the risk/return ratio is lowest. It is also possible that foreign investors may find the implications of
restrictive EPL provisions more difficult to ascertain than domestic investors (due to an asymmetry
of information) and hence face higher costs.
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Figure VIII.3. Product market regulation and FDI positions, 1990-1998!
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3. Product of the indicator of economy-wide regulation in 1998 and the indicator of barriers to entry in seven non-manufacturing industries over the 1980-1998 period.
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Source: OECD.

Policy reforms have increased
inward FDI in several
countries

Foreign direct investment effects of policy reform

positions.'? Indeed, detailed empirical analysis suggests that regulations that curb
competition or impose unnecessary costs on the firms involved in bilateral FDI
transactions make the host country less attractive for international investors
located in countries where regulations are laxer. Thus, the deterring influence of
barriers to entry and cost-increasing regulations appears to outweigh other poten-
tial effects, such as the incentives that lack of competition in the host country may
create for FDI aimed at acquiring (or merging foreign parents with) local firms
endowed with market power.

OECD analysis suggests that, relative to the OECD average, policy influences
on FDI appear to have played different roles in different countries over the past two
decades (Figure VIIIL.4). For instance, while labour market arrangements seem to
have had a relatively positive influence on inward FDI positions in English-speaking
countries, Japan and Portugal, they have tended to depress them in other European

12. While regulations that bar entry or raise costs may deter FDI, regulations that are aimed at protecting
intellectual property rights (IPR) may increase the attractiveness of the host country for international
investors because protection of IPR makes it more difficult to imitate their firm-specific knowledge
assets (e.0. through the movement of managers or employees from the foreign affiliate to local
firms). See Smith (2001).
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Figure VIIL4. Policiesand inward FDI positions!
Contributions to explaining the deviations from OECD average, 1980-2000
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1. “Other border barriers” contains the contribution of tariff and non-tariff barriers and of membership in a free-trade area.
“Labour market” contains the contributions of the relative indicator of the tax wedge on labour income and of the relative
indicator of employment protection legislation. “Product market” contains the contribution of the relative level of barriers
to entry.

2. The contributions are based on coefficients estimated in panel regressions of bilateral outward FDI positions on non-
policy factors (distance, transport costs, market size, similarity in size and factor endowments, and other country
and time-specific effects) and policy influences (FDI restrictions, tariff and non-tariff barriers, participation in free
trade areas, and product and labour market arrangements). The regressions cover bilateral FDI positions between
28 OECD countries over the 1980-2000 period.

Source: OECD.

countries. Similarly, while in most European countries and the United States open-
ness factors are estimated to have played a positive role, comparatively restrictive
border measures are likely to have depressed inward FDI positions relative to the
OECD average in Canada, Australia and, to a lesser extent, Japan, Norway and
Finland. On the basis of the analysis discussed above, the contribution of product
market regulation was significant for countries having either a relatively liberal
approach (the United States, the United Kingdom, Australia, New Zealand, Canada,
Sweden and Ireland), where it pushed up relative inward FDI positions, or a rela-
tively restrictive approach (some continental European countries), where it pulled
down relative inward FDI positions.

While trade and FDI liberalisation have been extensive over the past two Lifting border restrictions
decades, further opening up borders would increase FDI integration among OECD  would increase FDI...
countries. For instance, the average effect of lifting such restrictions can be substan-
tial, with particularly strong increases in FDI to be obtained from the removal of for-
eign equity ceilings (Table VIII.1). Also, based on the estimates discussed above, an
OECD-wide alignment of remaining FDI restrictions on those of the least restrictive
OECD country (the United Kingdom, according to the indicator presented in
Chapter VII) might increase OECD-wide inward FDI positions by almost 20 per cent

© OECD 2003
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Table VIII.1. FDI positions. the hypothetical effect
of removing FDI restrictions?

Average across countries

Per cent changein inward

FDI position
Removal of foreign equity ceilings 77.9
Removal of approval and national interest tests 21.2
Easing of nationality reguirements on management ” 10.1

a) The simulations are based on coefficients estimated in panel regressions of bilateral outward FDI positions and flows
on non-policy factors (distance, transport costs, market size, similarity in size and factor endowments, and other country
and time-specific effects) and policy influences (FDI restrictions, tariff and non-tariff barriers, participation in free trade
areas, and product and labour market arrangements). The regressions cover bilateral FDI relationships between 28
OECD countries over the 1980-2000 period.

b) From majority of domestic managers to only one or more domestic managers.

Source: OECD.

(Figure VIIL5, panel A). This scenario implies country-specific reforms that differ in
content and scope depending on the patterns of FDI restrictions in place, but typi-
cally they would imply lifting screening requirements and restrictions on foreign
shareholdings, and substantially reducing other restrictions (e.g. on the nationality of
management, board composition and movement of people). In the liberalisation sce-
nario, relatively restrictive countries could increase their inward FDI positions by
between 40 and 80 per cent, but even in countries that are estimated to be already rel-
atively open the gains could amount to around 20 per cent of their initial inward
position.'3 While these results illustrate the potential consequences of liberalisation
for FDI, the scenario obviously does not address the issue of whether and how to
deal with the policy objectives currently being pursued by FDI restrictions.

As with the lifting of border restrictions, in many OECD countries policy ... and easing product and
reforms that reduce entry barriers and cost-increasing product and labour market labour market regulations
arrangements would significantly boost area-wide FDI integration. For instance,
domestic competition-oriented policies that result in an alignment of product-market
regulations on those of the least restrictive OECD country are estimated to increase
OECD-wide inward FDI positions by over 10 per cent relative to their average level
in the 1990s (Figure VIIL.5, panel B). Since bilateral outward positions are estimated
to depend on the relative stringency of regulation in the home and host countries, rel-
atively restrictive host countries — such as Greece, Italy and France — that receive
FDI from relatively liberal countries could increase their FDI instocks by as much as
55 to 80 per cent through regulatory reform. Conversely, countries that are relatively
liberal could see the relative attractiveness of their product markets either broadly
unchanged (such as in the United States, New Zealand and Sweden) or even reduced
(such as in the United Kingdom and Australia).

Structural reforms in labour markets may also increase FDI integration accord-
ing to OECD estimates. Such policy scenarios are not easy to construct because the
functioning of labour markets depends on a large number of interrelated factors,

13. In the simulations, the initial stock is defined as the average inward position over the 1990s.
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Figure VIIL5. Policiesand inward FDI positions: the scope for further integration'
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1. The simulations are based on coefficients estimates in panel regressions of bilateral outward FDI positions on non-policy factors (distance, transport costs, market size,
similarity in size and factor endowments, and other country and time-specific effects) and policy influences (FDI restrictions, tariff and non-tariff barriers, participation
in free trade areas, and products and labour market arrangements). The regressions cover bilateral FDI positions between 28 OECD countries over the 1980-2000 period.

2. Alignment of restrictions and regulations on those of the most libera OECD country.

Source: OECD.
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sometimes implying trade-offs between several of them (such as between social
insurance and employment protection provisions), and no clear benchmarks exist for
EPL and labour income taxation. Nonetheless, OECD analysis suggests, for instance,
that an alignment of labour tax wedges to the OECD median value (38 per cent) in
countries whose wedges are currently above this level could increase the OECD-
wide inward FDI position by 5 per cent relative to baseline. This result presupposes
that other taxes could be raised or public expenditures cut, so as to preserve sustain-
able public finances, without any impact on FDI positions.
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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 eco-
nomic developments in the OECD area described in the main body of this report. Data for 2002 to 2004 are OECD esti-
mates and projections. The data on some of the tables have been adjusted to internationally agreed concepts and definitions
in order to make them more comparable as between countries, as well as consistent with historical data shown in other
OECD publications. Regional totals and sub totals are based on those countries in the table for which data are shown.
Aggregate measures contained in the Annex, except the series for the euro area (see below), are computed on the basis of
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 for values and base year
exchange rates for volumes.

The OECD projection methods and underlying statistical concepts and sources are described in detail in documentation
that can be downloaded from the OECD Internet site:

— OECD Economic Outlook Sources and Methods (www.oecd.org/eco/sources-and-methods).
— OECD Economic Outlook Database Inventory (Www.oecd.org/eco/data/ecinv.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 most data are
available from 1993 onwards. In tables showing percentage changes from the
previous year, the Czech Republic, Hungary, Poland and the Slovak Republic
are included from 1994 onwards.

— Greece entered the euro area on 1 January 2001. In order to ensure comparability
of the euro area data over time, 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

Africa and 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, Iraq, Jordan, Kuwait,
Lebanon, Oman, Qatar, Saudi Arabia, Syrian Arab Republic, United Arab Emirates and Yemen.

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

Non-OECD Asia and Oceania, excluding China, the DAEs and the Middle East.
Central and South America.

Albania, Bulgaria, Romania, the Newly Independent States of the former Soviet Union, and the
Baltic States.

Weighting scheme for aggregate measures

Per cent
1.80 Mexico 2.96
0.82 Netherlands 1.56
1.06 New Zealand... 0.30
3.26 Norway 0.49
0.61 Poland....... 1.29
0.57 Portugal 0.65
0.46 Slovak Republic 0.23
5.71 Spain ......................................... 2.84
831 Sweden.....c.ooeverererenieieiens 0.87
0.64 Switzerland ...........cccoeeevvenennn. 0.86
0.44 Tur.key...: .................. 1.65
0.03 United Kingdom .........ccccoeeeeee. 5.23
0' 31 United States........ccceeeeeerveneennn. 35.16
5.48 Total OECD ......ccoecvevevevrerienns 100.00
Japan.......cceeiinieneinee 13.95 Memorandum items:
2.45 European Union.................... 34.54
0.07 Euro area........ccoceevvevvenennne. 27.88
Note: Based on 1995 GDP and purchasing power parities (PPPs).
Irrevocable euro conversion rates
National currency unit per euro
AUSHIA .o 13.7603 Treland ......cccveveveieieicieeee, 0.787564
Belgium.....occoecveieieieieieiees 40.3399 Ttaly oo 1936.27
Finland.......cccoovvvieiinieiiiieee 5.94573 Luxembourg.........cccceevevevenene. 40.3399
6.55957 Netherlands..... .. 220371
1.95583 Portugal .......occooiiieiiieie 200.482
340.750 SPaAIN oo 166.386

Source:  European Central Bank.




Many countries are changing from the SNA68/ESA79 methodol ogy for the national accounts data.

National accountsreporting systems and base-years
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In the present edition of the OECD Economic Outlook, the status of national accountsin the OECD countriesis as follows :

Australia
Austria
Belgium
Canada

Czech Republic
Denmark
Finland

France
Germanyb
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

Use of Benchmark/ base

Expenditure accounts Household accounts Gover nment accounts chain weighted

priceindices year
SNA93 (1959) SNA93 (1959) SNA93 (1959) YES 2000/2001
ESA95 (1988) ESA95 (1995) ESA95 (1976) NO 1995
ESA95 (1970) ESA95 (1995) ESA95 (1970) NO 1995
SNA93 (1955) SNA93 (1955) SNA93 (1981) YES 1997
SNA93 (1994) SNA93 (1994) SNA93 (1992) NO 1995
ESA95 (1988) ESA95 (1988) ESA95 (1971) NO 1995
ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 2000°
ESA95 (1978) ESA95 (1978) ESA95 (1978) NO 1995
ESA95 (1960) ESA95 (1970) ESA95 (1980) NO 1995
ESA95 (1960) Not available ESA95 (1960) NO 1995%
SNA93 (1995) Estimated from SNA93 SNA93 (1991) NO 1998
SNA93 (1970) Not available SNA93 (1990) NO 1990
ESA95 (1990) ESA95 (1990) ESA95 (1990) NO 1995
ESA95 (1982) ESA95 (1980) ESA95 (1980) NO 1995
SNA93 (1980q1)° SNA93 (1990)° SNA93 (1990)° NO 1995
SNA93 (1970) SNA93 (1975) SNA93 (1975) NO 1995
ESA95 (1970) Not available ESA95(1990) NO 1995
SNA93 (1980) Not available Not available NO 1993
ESA95 (1995) ESA95 (1995) ESA95 (1995) YES 1995
SNA93 (1987) SNA93 (1986) SNA93 (1986) YES 1995/96
SNA93 (1978) SNA93 (1978) SNA93 (1978) NO 2000°
SNA93 (1991) SNA93 (1991) SNA93 (1991) YES 1995
ESA95 (1995) ESA95(1995) ESA95 (1977) NO 1995
SNA93 (1993) SNA93 (1995) SNA93 (1994) NO 1995
ESA95 (1995) ESA95 (1995) ESA95 (1995) NO 1995
ESA95 (1980) ESA95 (1993) ESA95 (1980) YES 1995
SNAG8 SNAG68 Not available NO 1990
SNAG8 SNAG6G8 SNAG8 NO 1987
ESA95 (1987) ESA95 (1987) ESA95 (1987) NO 1995
NIPA (SNA93) (1959g1)  NIPA (SNA93) (1959g91)  NIPA (SNA93) (1960q1) YES 1996

a) SNA: System of Nationa Accounts. ESA: European Standardised Accounts. NIPA: National Income and Product Accounts. GFS: Government Financial Statistics.
The numbers in brackets indicate the starting year for the time series.

b) Dataprior to 1991 refer to the new SNA93/ESA95 accounts for western Germany data..

c) Spliced to SNAGS.
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Annex Tables
Demand and Output
Lo REAL GDP ..ttt ettt ettt bbbt e st e st e st et e e st e st et e e s e es e b et e s et ententeneaneesteneese et e ese et esensennens 195
2. NOMUNAL GDP..iiiiiii ettt bbb bttt e bt e bt e beeb e sbesae et e s b e se et et ennens 196
3. Real private consumMPtion EXPENAItUIE........cc.eerverueriererierieetesieeeesteesteseseessesseessesseassesseassesseessesseessessesssessessens 197
4. Real public cONSUMPLION EXPENAILUIE. .....cvervieiiirieieieeteieerteeteeteeteeseeseesteeseesessaesseeseesseessesseessesseessesseessesseenses 198
5. Real total gross fixed capital fOrMAtION .........cecuiruiiiiriiiiiieee ettt 199
6. Real gross private non-residential fixed capital fOrmation............occoeeeiieiinieiiniie e 200
7. Real gross private residential fixed capital fOrmation ............cceocerieiiiiriiiiere e 201
8. Real total dOmMeStic dMANM ........cc.eoviriiiiiiiiiirieeere ettt sttt ettt 202
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13. Labour productivity in the DUSINESS SECTOT .....eccuiiiiieiiieeiieiieiie et eriteete et e streeteestaesbeesaeessseeseasseessseesseenseesssens 207
14. Unemployment rates: commonly used definitions ..........cocueruirieriiiiiniiiene e 208
15. Standardised UNEMPIOYMENE FALES .....c.eiruieiireieieieitete et et et ettt ettt ee et et e bt e eeseeeseesbeensesseeneaseensesseeneeeseeneesnes 209
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19, CONSUMET PIICE TNAICES . .eiiuvieeiieeiieitieeieeeiiesteetteste et estee e bt e eaeesbeetaessseesseessseesseesssearseesssesseesnseesssessseesssenssenssens 213
20. Oil and other primary cOMMOAity MATKELS .........cecueruieiirieierieeiest ettt ettt st see st e ae st eneeene e seeneenes 214
Key supply-side data
21. Employment rates, participation rates and 1abour fOICe ..........ccceiiiiiiiiiiiiieiiie e 215
22. Potential GDP, employment and capital SEOCK .........cceouiiieriiiiriiiieecteee et 216
23. Structural unemployment, wage shares and unit 1abour COSES .........ccoeeririeiiiierieee e 217
Saving
24, HOUSEROLIA SAVINEZ TATES ....eeutitietieiietieite ettt ettt ettt ettt ettt et e s bt et e b e s e bt et eebees e ebe et e seeeseesbeemeesbeentenbeeneenes 218
25. GIOSS NAIONAL SAVIIZ ....eueietieiieetieeeetieee et ettt et et e e s et e eate s et ese et e emeesseeaee st eseen st enee st eneeaseemeeeseensesseensesseensensenneanes 219
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26. General government tOtal OULLAYS .......cc.eiieriirieriiiietietieie ettt te st et et e b e s te e b e staessesteesseeseesaessesssessesssensenseenns 220
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Annex Table 1. Real GDP
Percentage change from previous period

Average Projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

1975-85 2003 2004
Australia 3.0 15 5.0 4.5 45 14 -07 2.4 3.8 4.7 4.0 4.0 3.6 55 4.4 3.0 2.8 35 3.2 38
Austria 2.4 21 16 34 4.2 4.7 3.3 2.3 0.4 2.6 16 2.0 16 3.9 2.7 35 0.7 1.0 11 2.0
Belgium 2.1 18 24 4.6 3.6 3.0 1.8 1.3 -0.7 33 2.3 0.8 3.9 21 3.2 3.7 0.8 0.7 13 23
Canada 3.2 24 4.3 5.0 2.6 0.2 -2.1 0.9 2.3 4.8 2.8 16 4.2 4.1 5.4 4.5 15 34 2.7 3.4
Czech Republic . . . . . . . . . 2.6 5.9 4.3 -0.8 -1.0 0.5 33 31 2.0 3.0 35
Denmark 2.6 3.6 0.3 12 0.2 10 11 0.6 0.0 55 28 25 3.0 25 2.6 2.8 14 16 1.6 26
Finland 2.9 25 4.2 4.7 51 00 -63 -33 -11 4.0 3.8 3.9 6.4 4.9 3.4 55 0.6 1.6 2.2 34
France 2.3 2.3 25 4.2 4.2 2.6 1.0 1.3 -0.9 19 18 11 19 35 3.2 4.2 1.8 12 12 2.6
Germany 2.2 24 15 37 3.9 5.7 5.1 2.2 -1.1 2.3 17 0.8 14 20 2.0 2.9 0.6 0.2 0.3 17
Greece 2.1 0.5 -2.3 4.3 3.8 0.0 31 0.7 -1.6 2.0 21 24 3.6 3.4 3.6 4.2 4.1 4.0 3.6 3.9
Hungary . . . . . . . . . 2.9 15 13 4.6 49 4.2 5.2 3.8 33 31 3.7
Iceland 4.3 6.3 85 -0.1 0.3 1.2 -05 -33 0.9 4.1 0.1 51 4.6 55 4.0 55 31 -0.6 21 35
Ireland 35 -04 4.7 5.2 5.8 85 1.9 33 2.7 5.8 9.9 81 109 88 111 100 6.0 6.0 3.2 4.2
Italy 3.0 25 30 39 29 20 14 0.8 -0.9 22 29 11 20 18 1.7 31 1.8 04 1.0 24
Japan 39 29 4.4 6.5 52 52 33 1.0 0.3 1.0 19 34 18 -1.1 0.1 2.8 04 0.3 1.0 11
Korea 74 11.0 110 105 6.1 9.0 9.2 5.4 55 8.3 8.9 6.8 5.0 -6.7 10.9 9.3 31 6.3 5.2 6.0
Luxembourg 2.4 10.0 4.0 8.5 9.8 53 8.6 1.8 4.2 38 13 37 7.7 75 6.0 8.9 1.0 0.5 0.3 2.7
Mexico 4.3 -3.6 18 13 4.2 5.1 4.2 3.6 2.0 4.5 -6.2 51 6.8 49 3.7 6.6 -0.3 0.9 25 3.9
Netherlands 1.9 2.8 14 3.0 5.0 4.1 25 1.7 0.9 2.6 3.0 3.0 3.8 4.3 4.0 33 13 0.3 0.7 19
New Zealand 1.7 0.6 0.8 2.6 0.6 05 -19 0.8 4.7 6.2 3.9 35 3.1 -0.5 4.8 3.9 2.0 4.6 2.9 2.9
Norway 4.0 3.6 2.0 -0.1 0.9 20 3.1 3.3 2.7 5.3 4.4 53 5.2 2.6 2.1 2.8 1.9 1.0 11 21
Poland . . . . . . . . . 53 7.0 6.0 6.8 4.8 4.1 4.0 1.0 13 2.3 35
Portugal 3.0 4.1 6.4 7.5 6.4 4.0 4.4 11 -2.0 1.0 4.3 35 4.0 4.6 3.8 3.7 1.6 0.5 0.3 2.3
Slovak Republic . . . . . . . . . 5.2 6.5 5.8 5.6 4.0 1.3 2.2 33 4.4 3.6 4.3
Spain 1.6 33 55 51 4.8 3.8 25 0.9 -1.0 24 2.8 24 4.0 4.3 4.2 4.2 2.7 2.0 21 31
Sweden 1.6 2.7 33 2.6 2.7 11 -11 -1.7 -1.8 4.2 4.0 13 24 3.6 4.6 4.4 11 19 15 2.8
Switzerland 1.6 16 0.7 31 4.3 3.7 -08 -01 -0.5 0.5 0.5 0.3 17 24 15 3.2 0.9 0.1 0.6 19
Turkey 3.6 7.0 95 21 0.3 9.3 0.9 6.0 8.0 -55 7.2 7.0 7.5 31 47 74 -715 7.8 25 2.6
United Kingdom 19 4.2 4.2 52 22 08 -14 0.2 25 4.7 29 2.6 34 29 24 31 21 1.8 21 26
United States 34 34 34 4.2 35 1.8 -05 31 2.7 4.0 2.7 3.6 4.4 4.3 4.1 3.8 0.3 2.4 25 4.0
Euro area 2.3 24 25 4.1 4.0 3.6 25 14 -08 2.3 2.3 14 23 29 2.8 3.6 15 0.9 10 24
European Union 2.3 2.8 2.8 4.2 3.6 3.1 1.9 11 -0.3 2.8 2.5 17 2.6 29 2.8 3.5 1.6 1.0 1.2 24
Total OECD 3.2 31 3.6 4.6 3.8 31 1.3 21 14 3.2 2.6 3.0 35 2.7 31 3.8 0.8 18 19 3.0

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace anong OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.

£00C dDd0 ©

G6T - Xouuy [eansies




Annex Table 2. Nominal GDP
Percentage change from previous period

Average Projections

1975-85 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Australia 125 82 132 135 119 6.4 1.6 37 51 5.6 55 6.4 53 57 52 74 59 6.3 51 6.5
Austria 74 51 38 47 7.3 8.2 7.2 6.0 34 54 4.2 33 25 45 34 50 23 23 28 32
Belgium 7.8 4.7 41 7.0 85 59 4.7 4.8 33 55 36 21 51 37 4.6 50 2.7 29 33 39
Canada 10.8 55 9.1 9.7 7.3 34 0.8 22 38 6.0 51 33 55 37 7.2 8.6 2.6 4.6 6.3 5.6
Czech Republic . . . . . . . . . 139 168 135 7.2 9.5 34 4.3 9.6 4.6 55 7.2
Denmark 11.0 84 50 4.6 54 4.7 39 35 14 7.3 4.6 51 5.2 35 45 59 35 27 41 53
Finland 12.3 6.9 86 132 116 55 -45 -25 1.2 6.0 8.1 3.6 85 8.7 31 8.6 4.3 29 36 48
France 12.2 7.6 55 7.6 7.6 5.6 40 33 15 37 35 25 31 44 37 4.7 33 29 27 4.2
Germany 59 57 33 53 6.4 9.1 8.8 74 25 4.9 38 1.8 21 31 26 2.6 20 18 1.2 24
Greece 21.9 195 126 217 188 207 235 156 126 134 121 99 107 8.8 6.7 7.7 7.6 7.8 7.3 7.6
Hungary . - . . . . - . . 230 274 228 239 181 129 154 131 124 105 8.1
Iceland 49.6 333 297 227 201 182 82 -01 31 6.2 30 7.3 80 107 6.9 85 125 4.6 49 6.8
Ireland 16.7 6.1 7.0 86 117 7.7 38 6.2 8.0 75 132 103 155 156 157 146 116 112 7.3 8.0
Italy 19.3 10.6 94 110 95 104 9.1 53 30 58 8.1 6.4 45 4.6 33 53 4.6 31 38 51
Japan 8.1 4.6 4.3 7.3 7.3 7.7 6.3 2.6 0.8 11 14 2.6 22 -12 -14 09 -12 -14 -1.2 -0.7
Korea 23.0 167 172 188 122 206 211 135 129 165 167 109 83 -20 8.6 8.1 5.7 8.1 5.7 7.5
Luxembourg 9.0 9.9 40 115 142 80 106 56 104 7.5 38 54 112 9.8 93 120 33 0.7 0.9 5.0
Mexico 45.0 67.0 1452 1038 318 346 285 186 116 133 293 375 257 210 195 195 6.1 5.6 6.8 7.6
Netherlands 6.7 29 0.7 40 6.2 6.4 54 41 27 50 50 4.2 59 6.1 5.6 7.6 6.6 37 33 38
New Zealand 157 160 141 103 57 38 -14 23 7.8 7.3 6.4 6.0 35 1.0 4.7 6.3 6.9 49 40 54
Norway 125 26 9.1 4.8 6.7 59 56 27 51 52 7.3 95 8.2 19 89 191 39 0.3 38 4.7
Poland . - . . . . . . . 445 369 259 218 172 111 158 52 27 33 55
Portugal 25.0 254 171 195 176 176 149 127 5.2 8.3 79 6.7 7.9 85 7.0 7.0 6.5 51 39 4.7
Slovak Republic . " . . . . . . . 196 170 105 127 9.4 7.8 8.7 8.9 85 112 9.7
Spain 16.6 145 118 113 121 114 9.7 7.7 35 6.4 7.8 6.0 6.4 6.8 7.1 7.8 6.9 6.5 52 5.6
Sweden 11.6 9.5 8.3 91 109 100 61 -08 0.8 6.6 7.6 25 40 44 53 57 32 32 39 52
Switzerland 4.8 4.8 35 6.0 75 8.2 52 26 22 2.2 16 0.7 15 23 2.2 4.4 23 05 14 24
Turkey 48.5 455 463 729 759 729 603 735 813 952 1007 903 952 811 482 609 432 549 293 173
United Kingdom 129 75 99 116 9.8 84 52 42 5.2 6.1 5.6 6.0 6.4 6.0 5.0 53 45 51 4.0 5.0
United States 9.9 5.7 6.5 7.7 75 5.7 32 5.6 51 6.2 4.9 5.6 6.5 5.6 5.6 59 2.6 3.6 41 53
Euro area 11.4 8.1 6.0 8.1 8.4 8.7 74 58 28 52 52 3.6 40 4.7 4.0 50 39 32 3.0 41
European Union 124 8.5 7.0 8.9 8.9 8.9 7.3 55 3.2 55 5.6 4.2 45 4.9 4.2 51 4.0 35 3.2 4.2
Total OECD 12.8 95 118 127 101 9.4 7.1 6.6 54 79 79 74 7.4 6.0 55 6.6 37 39 37 45

Memorandum item
OECD less highinflation
countries? 11.0 6.9 6.9 85 8.2 75 55 5.1 39 55 5.0 4.8 5.1 4.0 4.1 51 2.8 3.0 31 4.1

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace anong OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. See Table “National Account Reporting Systems and Base-years” at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http://mww.oecd.or g/eco/sour ces-and-methods).

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

AVEra0® 1986 1087 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 oeetions

197585 2003 2004
Australia 29 1.8 1.9 39 5.6 2.7 0.6 25 1.6 3.7 4.7 3.2 4.0 4.5 4.9 3.2 3.1 4.1 35 3.2
Austria 25 19 26 31 43 45 25 30 08 24 26 32 17 27 23 33 15 09 13 19
Belgium 24 27 17 33 34 31 30 18 -03 24 16 09 23 30 22 33 10 06 10 20
Canada 27 37 42 43 34 12 -16 15 18 30 21 26 46 28 39 37 26 29 28 29
Czech Republic . . . . . j . . 53 59 79 24 -16 17 25 36 40 41 45
Denmark 1.7 57 -1.5 -1.0 -0.1 0.1 1.6 1.9 0.5 6.5 1.2 25 29 2.3 0.7 -1.9 04 2.1 1.9 2.2
Finland 26 40 51 53 46 -06 -38 -44 -31 26 44 36 35 44 35 33 17 21 23 21
France 21 35 26 24 32 27 07 08 -02 09 13 13 01 36 35 28 28 18 16 22
Germany 20 39 37 26 32 41 46 27 01 11 21 10 06 18 37 14 15 06 05 14
Greece 34 15 27 61 63 26 29 23 -08 19 25 24 27 35 29 26 29 25 27 29
Hungary . . . . . . . . . 0.2 -7.1 -4.3 1.9 4.8 54 4.4 49 9.8 55 3.8
Iceland 46 69 162 -38 -42 05 08 -31 -47 29 22 54 55 101 73 40 -30 -12 05 20
Ireland 256 20 33 45 65 14 18 29 29 44 36 65 72 77 93 90 50 25 30 35
Italy 33 40 38 40 37 21 29 19 37 15 17 12 32 32 26 27 10 04 10 24
Japan 34 32 41 50 47 45 29 26 14 27 18 24 09 01 02 10 17 14 06 07
Korea 6.3 8.2 75 85 10.1 9.6 8.0 55 5.6 8.2 9.6 7.1 35 -11.7 110 79 4.7 6.8 3.2 4.3
Luxembourg 21 35 46 60 48 38 70 23 21 40 21 40 40 78 26 33 36 16 02 15
Mexico 36 26 01 18 73 64 47 47 15 46 95 22 65 54 43 82 27 12 24 42
Netherlands 17 26 27 06 33 39 27 08 05 09 30 40 30 48 47 36 12 10 12 23
New Zealand 07 40 24 27 11 01 -13 01 28 58 40 51 24 20 39 20 22 38 34 26
Norway 3.3 5.0 -0.8 -2.0 -0.6 0.7 15 2.2 2.4 3.3 3.7 6.5 3.2 2.7 3.3 3.9 2.6 3.3 25 25
Poland . . . . . . . j . 39 37 86 69 48 52 28 20 33 18 20
Portugal 07 56 53 68 29 64 42 47 11 10 06 30 33 50 51 26 12 07 05 16
Siovak Republic . . . . . . j . . 15 40 88 57 63 33 -18 39 53 30 32
Spain 11 34 60 49 54 35 29 22 -19 11 17 22 32 44 47 39 25 19 23 32
Sweden 0.7 52 53 2.6 1.2 -0.4 1.0 -1.3 -3.0 1.9 1.1 1.6 2.7 3.0 3.8 5.0 0.2 1.3 2.2 2.6
Switzerland 15 23 22 17 23 12 16 01 09 10 06 07 14 23 22 20 18 09 08 18
Turkey 47 58 -03 12 -10 131 27 32 86 -54 48 85 84 06 26 62 -92 20 29 32
United Kingdom 21 66 50 75 33 10 -15 06 32 33 19 38 38 38 45 52 41 38 22 23
United States 35 42 33 40 27 18 02 29 34 38 30 32 36 48 49 43 25 31 23 36
Euro area 2.2 35 35 3.2 3.7 3.1 2.7 1.9 -0.9 1.3 19 1.6 1.6 31 3.6 2.6 1.8 0.7 1.2 2.1
European Union 22 41 38 38 35 27 21 16 -03 17 19 20 21 32 37 30 21 12 14 22
Total OECD 3.1 39 35 4.1 3.6 3.0 14 2.4 1.7 2.8 2.2 29 29 3.0 3.8 35 2.1 2.3 1.8 2.7

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto 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 Methads (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table4. Real public consumption expenditure
Percentage change from previous period

AVEra0® 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 roiections

197585 2003 2004
Australia 3.7 4.2 2.0 2.2 3.6 3.7 3.1 0.5 0.3 31 4.0 29 2.6 34 29 5.8 1.5 4.3 25 35
Austria 23 18 01 11 17 23 32 35 37 30 13 12 -15 28 31 00 -05 13 05 07
Belgium 23 14 27 08 11 04 36 14 01 16 13 22 03 11 35 24 21 15 15 18
Canada 23 18 13 46 28 35 29 10 00 -12 06 -12 -10 32 19 23 33 20 37 32
Czech Republic . . . . . . . . . 24 43 36 -44 -44 23 -10 53 57 18 14
Denmark 31 05 25 09 -0.8 -0.2 0.6 0.8 4.1 3.0 2.1 34 0.8 31 2.0 1.1 2.1 0.9 1.0 09
Finland 36 34 44 19 22 40 21 -24 -42 03 20 29 33 21 14 04 12 40 20 20
France 33 24 22 30 18 25 26 36 43 05 00 22 21 00 15 29 24 35 27 16
Germany 20 24 18 24 -11 31 19 50 01 24 15 18 03 19 10 12 08 15 08 04
Greece 36 -11 02 55 54 06 -15 30 26 -11 56 09 30 17 16 20 -09 62 00 02
Hungary . . . . . . . . . -7.4 5.7 -1.9 31 2.8 1.5 1.9 0.1 2.6 1.4 0.0
Iceland 47 73 65 47 30 44 31 -07 23 40 18 12 25 34 46 38 29 31 20 25
Ireland 28 26 -48 50 -13 54 27 30 01 41 39 35 51 65 67 76 105 87 15 07
Italy 30 26 48 40 02 25 17 06 -02 09 22 10 02 02 13 16 36 17 12 11
Japan 41 46 35 37 27 26 34 26 32 27 42 29 10 21 44 47 25 23 20 19
Korea 4.1 8.3 6.2 7.8 85 74 7.2 59 4.6 1.9 0.8 8.2 15 -0.4 1.3 0.1 1.3 29 2.0 2.0
Luxembourg 22 64 96 43 82 67 40 32 52 10 48 56 31 13 71 43 75 63 65 32
Mexico 56 14 -12 05 22 33 54 19 24 29 -13 07 29 23 47 20 -12 -13 28 30
Netherlands 26 36 26 18 19 22 30 29 16 15 15 -04 32 36 25 19 31 38 02 08
New Zealand 16 21 05 01 35 16 06 11 13 08 48 21 76 -19 75 -19 35 46 29 25
Norway 4.0 1.9 4.6 -0.1 1.9 49 4.3 5.6 2.7 1.5 1.5 3.1 25 33 3.2 1.3 2.7 45 0.5 1.1
Poland . . . . . . . . . 12 48 20 31 14 10 11 04 13 17 18
Portugal 57 72 38 86 64 42 96 09 -02 43 10 34 22 41 56 40 34 32 -03 -03
Siovak Republic . j . . . . . . . -101 21 174 -45 115 -77 13 51 40 25 20
Spain 43 46 92 36 83 63 60 35 27 05 24 13 29 37 42 50 31 38 35 30
Sweden 2.4 1.8 1.2 1.1 3.0 25 34 0.2 -0.1 -0.8 -0.4 0.7 -0.9 34 1.7 -1.1 0.9 2.1 0.8 0.8
Switzerland 20 34 17 45 54 54 35 07 -01 20 01 20 00 13 12 15 26 19 01 04
Turkey 53 92 94 -11 08 80 37 36 86 55 68 86 41 78 65 71 -85 54 28 31
United Kingdom 09 16 -04 02 10 22 30 07 07 10 17 12 01 15 31 21 25 38 21 28
United States 20 46 24 16 25 26 14 04 03 02 00 05 18 14 29 28 37 44 53 20
Euro area 2.8 2.6 3.0 2.6 1.2 2.8 2.6 3.0 1.4 1.1 0.7 1.6 1.2 1.4 1.8 2.2 2.1 2.7 1.6 1.2
European Union 26 25 27 22 14 28 27 25 10 10 08 15 10 16 21 21 22 27 16 14
Total OECD 2.8 38 2.7 2.3 2.3 3.0 2.6 1.8 1.1 0.8 1.1 1.6 1.4 1.8 2.8 2.8 25 3.2 31 1.9

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 priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 5. Real total grossfixed capital formation
Percentage change from previous period

Average Projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

1975-85 2003 2004
Australia 4.7 -0.7 36 93 101 -76 -84 15 52 116 24 43 9.5 84 69 -04 -13 141 6.2 55
Austria 11 1.3 38 74 4.1 6.2 6.6 06 -09 4.6 13 22 20 39 21 59 -22 -48 0.8 29
Belgium -0.4 34 51 156 122 78 -39 08 -17 -01 37 -05 85 32 45 32 05 -26 05 25
Canada 37 46 105 9.3 56 -39 -54 -27 -20 75 21 44 152 24 7.8 6.5 17 25 34 52
Czech Republic . . . " . . . . . 171 198 82 -29 0.7 -10 5.3 55 0.6 3.2 35
Denmark 1.2 171 -38 66 -08 -21 -33 -20 -40 76 116 40 109 101 15 9.1 13 13 11 32
Finland 0.3 1.0 49 110 130 -46 -186 -16.7 -166 -27 106 75 131 8.2 1.8 4.0 38 -10 -13 26
France 0.6 4.6 5.7 9.0 7.6 33 -15 -18 -66 15 22 01 -0.2 7.3 8.3 8.3 26 -06 -14 23
Germany 11 29 18 4.6 6.7 77 52 45 -44 40 -06 -08 0.6 30 4.1 25 53 -67 -05 18
Greece 0.1 01 -56 2.6 6.1 45 42 35 -40 -31 4.1 8.4 6.8 10.6 6.2 8.0 5.9 6.7 8.6 6.8
Hungary . . . . . . . . . 125 -43 6.7 92 133 59 7.7 31 59 26 21
Iceland 11 -16 188 -02 -79 3.0 09 -111 -10.7 06 -11 257 100 334 -37 148 -63 -130 106 112
Ireland 28 -28  -11 52 101 134 -70 00 -51 118 153 168 181 148 140 7.0 10 -07 -02 21
Italy 1.0 23 4.2 6.7 4.2 40 10 -14 -109 0.1 6.0 3.6 21 4.0 50 7.1 2.6 0.5 11 35
Japan 2.9 5.0 90 121 8.6 8.1 23 -24 -28 -15 0.7 6.4 09 -39 -09 29 -12 -40 -13 -15
Korea 114 107 170 136 158 259 133 -0.7 63 107 119 73 22 -212 37 114 -18 48 24 50
L uxembourg -1.8 371 177 115 6.9 34 158 -151 206 00 -15 39 126 118 140 -63 59 -43 31 34
Mexico 17 -118 -01 5.8 58 131 110 108 -25 84 -290 164 210 103 77 114 58 -13 30 55
Netherlands 0.8 6.9 09 53 51 25 0.4 07 -32 21 39 6.3 6.6 4.2 7.8 35 -08 -31 -07 1.2
New Zealand 0.7 -1.8  -02 0.1 45 -08 -183 02 145 153 122 7.8 06 -52 4.4 74 17 8.0 49 2.7
Norway 0.8 7.6 03 -18 -69 -108 -04 -11 6.5 53 39 103 155 131 56 -36 -42 -33 21 0.6
Poland . . . . . . . . " 92 166 197 217 142 6.8 27 -88 -71.2 35 7.0
Portugal 0.3 109 180 148 3.7 7.6 33 45 55 2.7 6.6 57 139 115 6.4 4.4 01 52 -24 4.2
Slovak Republic . . . . . . . . . =25 18 309 143 110 -185 12 96 -09 37 52
Spain -0.9 105 122 136 120 6.5 17 -41 -89 1.9 7.7 21 50 100 8.7 5.7 3.2 14 2.6 4.1
Sweden 11 11 8.0 64 121 02 -86 -116 -150 6.6 9.9 45 -03 7.8 8.2 6.6 08 -25 0.2 44
Switzerland 19 54 4.0 8.1 53 38 -29 -66 -27 6.5 18 -24 15 45 2.7 58 52 -65 -06 31
Turkey -0.5 84 451 -10 22 159 0.4 64 264 -16.0 91 141 148 -39 -157 169 -315 -08 79 110
United Kingdom 15 21 90 149 60 -26 -82 -09 0.3 4.7 31 4.7 69 128 0.6 19 10 -32 19 6.7
United States 54 2.7 11 2.9 29 -02 -54 53 5.9 74 55 8.4 89 103 7.9 55 -26 -18 14 5.9
Euro area 0.7 4.0 4.3 7.6 7.1 5.0 1.0 00 -64 23 25 13 25 53 59 51 -02 -23 0.2 2.7
European Union 0.9 41 52 8.6 6.9 39 -04 -04 -56 2.6 35 23 34 6.7 51 4.9 01 -24 04 33
Total OECD 34 34 52 6.9 5.7 35 -15 17 0.3 44 32 6.2 6.3 5.7 4.9 53 -19 -17 11 39

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 priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 6. Real gross private non-residential fixed capital formation
Percentage change from previous period

AVerage 586 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 roedtions

1975-85 2003 2004
Australia 59 0.7 7.1 90 101 -76 -115 -1.9 22 121 80 105 8.1 74 6.6 -3.0 2.0 13.2 9.6 8.8
Austria 24 06 85 94 63 132 61 -31 -44 37 22 40 107 76 47 116 11 -56 06 35
Belgium 14 66 70 139 170 93 -33 -12 -47 -25 53 35 86 48 25 42 29 -36 10 29
Canada 54 24 100 147 55 26 -33 -78 -14 94 48 44 26 53 78 82 -11 -39 42 84
Denmark 4.4 18.1 -4.8 -7.3 3.6 2.2 -1.4 -4.2 -8.3 76 139 27 137 135 1.9 94 4.1 2.0 0.8 35
Finland 04 58 57 102 159 -74 -233 -184 -17.8 27 224 84 74 125 05 66 104 -25 -32 39
France 22 67 76 96 82 57 -11 26 80 07 33 00 09 102 91 92 30 -11 -20 28
Germany 15 02 19 56 71 90 60 07 -90 07 10 -08 22 49 52 62 -45 -73 -11 42
Greece 09 -105 06 28 153 66 52 07 11 09 29 147 54 120 85 97 78 74 98 19
lceland 19 48 227 -114 -153 6.9 1.8 -180 -259 1.8 125 531 195 46.9 -58 149 -134 -205 18.7 155
Ireland 40 44 64 194 95 189 -117 -25 57 82 173 176 209 199 136 14 00 -48 -33 08
Italy 12 50 75 102 54 48 03 -13 -147 44 104 50 40 46 65 90 23 54 -10 39
Japan 55 51 6.2 153 149 104 4.1 =71 -11.2 -6.3 2.7 47 117 -2.0 -3.8 9.6 1.1 -3.6 1.3 1.1
Korea 132 129 204 128 157 167 134 01 53 151 141 73 -30 -292 114 180 -60 21 19 51
Mexico . 171 87 203 71 196 226 228 -56 -04 -389 458 340 183 88 100 -43 -37 28 57
Netherlands 22 121 03 34 80 47 19 34 52 06 55 70 97 52 99 37 -30 -46 -29 10
New Zealand 4.4 -53 121 0.2 6.0 -51 -18.9 82 231 170 150 7.2 -6.5 -55 -15 175 2.0 57 5.4 3.8
Norway 09 66 -27 ~-12 -71 -98 33 -08 125 28 21 134 158 152 -86 -40 -7.8 -39 33 04
Spain 12 173 196 140 121 39 37 -10 -135 35 124 36 64 91 95 76 37 05 30 52
Sweden 19 31 87 53 142 20 -150 -159 -123 183 213 80 43 92 85 95 -01 -63 09 50
Switzerland 1.6 8.7 4.6 9.7 4.7 6.3 -26 -10.6 -5.9 2.0 4.9 2.3 4.3 9.0 1.3 53 -7.2 -9.0 -1.3 4.0
United Kingdom 32 11 104 161 126 01 -79 35 35 48 78 91 102 184 16 18 16 -80 05 64
United States 63 27 -01 54 55 07 -49 34 84 89 98 100 122 125 81 78 52 57 17 95
Euro area 1.2 4.7 6.2 8.7 8.2 6.1 1.3 -1.3 -9.8 1.4 4.8 2.1 4.3 7.0 6.9 74 0.4 -2.2 -0.6 3.8
European Union 18 47 71 96 91 52 03 -21 -88 27 64 37 52 89 61 67 07 -29 04 42
Total OECD 4.6 1.4 4.7 9.4 85 4.4 -0.7 -0.2 -1.6 4.3 59 78 10.1 7.8 55 7.8 -1.9 -3.7 1.2 6.0

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace anmong 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 indicesto 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 lso OECD Economic
QOutlook Sources and Methods, (http://mwww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.

€/ 00 INO J1Wou0d3 do30 - 002



Annex Table 7. Real grossprivateresidential fixed capital formation
Percentage change from previous period

AVerage 005 1087 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 L oections

1975-85 2003 2004
Australia 51 7.7 22 201 88 -10.8 57 114 128 121 -76 -106 153 149 51 36 -10.2 25.1 -3.8 -3.0
Austria 0.9 1.8 1.3 9.2 -0.6 -8.2 94 10.7 4.3 77 131 2.4 -1.7 -2.5 -2.8 -5.0 -7.7 -1.4 1.1 1.3
Belgium -4.4 -0.3 90 252 173 8.3 -9.0 49 1.8 55 4.3 -83 104 0.1 57 0.8 -2.0 -29 1.0 1.5
Canada 24 124 147 2.1 41 -105 -148 7.1 -34 41 -148 9.6 8.2 -35 54 35 4.7 16.0 0.8 -1.7
Denmark 2.1 21.3 -3.2 94 -84 -11.3 -10.1 0.1 6.3 8.9 85 5.8 7.1 4.2 -1.0 99 -14.2 1.6 2.2 25
Finland -0.6 -7.8 09 158 174 -5.6 -166 -206 -14.3 45  -27 46 240 6.5 6.8 34 -104 -14 34 2.2
France -1.2 1.6 29 5.6 7.4 -1.7 -6.9 -3.7 -5.2 4.4 2.1 0.4 0.9 3.8 7.1 4.1 -0.9 0.2 -0.1 1.8
Germany 3.6 8.3 31 4.7 7.7 7.6 74 10.8 47 120 04 -0.2 0.4 0.3 1.6 -2.6 -7.1 -5.9 -0.1 -1.4
Greece -1.9 20.9 -5.8 -0.6 -1.8 55 -0.3 -156 -105 -11.3 2.6 -1.2 6.6 8.8 3.9 -4.3 4.4 8.9 39 34
lceland -0.6 -13.9 142 149 2.8 -0.6 -3.7 -3.4 -5.2 4.1 -8.7 7.1 -9.3 1.3 03 152 178 52 -2.0 0.0
Ireland 25 8.1 6.2 03 132 -0.6 1.1 81 -11.7 236 149 184 161 58 113 155 -6.1 6.0 3.0 1.5
Itay -0.4 -3.0 2.1 2.2 3.0 3.7 33 1.3 -1.5 -2.3 -0.1 -1.4 -2.8 -0.6 1.9 53 1.7 0.9 2.2 2.6
Japan -0.5 70 207 128 1.0 3.6 -54 -5.8 1.1 7.2 -47 118 -120 -14.3 0.2 0.7 -54 -4.8 -5.2 -39
Korea 6.2 17.0 93 223 194 601 108 -7.3 112 -1.7 8.3 15 -6.3 -79 -165 -100 115 145 1.1 3.7
Mexico 2.8 -1.6 4.4 -1.2 5.8 4.4 7.6 29 52 4.0 -7.9 25 4.5 3.4 29 52 -4.8 0.0 25 4.5
Netherlands 05 4.2 1.6 106 0.9 -3.3 -4.5 7.8 1.7 8.1 0.6 3.9 53 1.4 4.2 -0.4 -1.2 -2.0 25 4.0
New Zealand 2.1 -31 -3.9 47 155 24 -155 38 171 131 3.3 5.9 6.8 -14.3 9.3 0.2 9.7 204 8.2 -1.9
Norway 09 7.8 3.2 -6.9 -125 -178 -21.7 -9.2 -0.8 245 106 29 121 7.8 3.0 5.6 3.7 -3.9 -0.5 0.9
Spain -2.6 2.1 63 114 3.3 64 -37 -4.0 -4.1 0.4 7.1 9.3 30 102 100 7.4 0.9 4.4 11 1.4
Sweden -0.1 -2.2 8.8 8.4 4.8 7.2 24 -116 -335 -341 -239 89 -115 -06 108 10.0 3.6 10.4 1.8 3.7
Switzerland 4.6 -1.6 2.7 4.9 5.8 -34 -7.7 -1.6 58 19.3 00 -10.2 -4.0 -0.6 0.8 25 -4.7 1.2 0.4 1.6
United Kingdom 1.6 10.2 98 190 -116 -175 -151 0.2 8.1 25 -3.0 6.9 51 -2.0 -2.8 0.8 -35 12.2 3.2 2.1
United States 4.1 12.0 0.2 -0.5 -4.1 -86 -128 16.3 73 9.7 -3.6 74 2.0 8.0 6.7 1.1 0.3 3.9 0.7 1.3
Euro area 0.2 29 2.1 6.3 59 29 0.0 2.8 0.0 6.3 1.8 0.8 1.5 2.1 3.9 1.3 -3.1 -15 0.8 1.0
European Union 0.6 4.4 35 8.2 29 -0.2 -2.4 19 -0.1 3.7 0.7 2.2 1.8 1.5 3.1 2.1 -2.6 1.3 1.3 1.3
Total OECD 2.6 7.7 52 5.6 0.6 -1.7 -6.8 6.2 35 6.7 -2.4 54 0.2 1.4 3.6 1.4 -1.6 2.6 0.0 0.5
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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 priceindicesto 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: //mamw.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 8. Real total domestic demand
Percentage change from previous period

Average Projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

1975-85 2003 2004
Australia 34 10 28 5.6 68 -07 -21 2.6 29 49 4.5 31 32 7.0 54 19 1.7 6.2 4.1 39
Austria 2.2 1.8 24 3.2 3.8 45 3.2 21 0.7 3.2 3.0 1.9 1.4 3.0 2.9 26 -0.2 -0.3 1.0 19
Belgium 16 2.6 3.4 4.6 4.1 3.1 1.7 1.7 -09 2.0 1.6 0.8 2.9 3.2 2.4 3.3 0.5 0.4 14 2.2
Canada 29 3.2 4.9 6.1 39 -05 -19 0.3 14 34 1.8 1.3 6.2 25 4.4 4.5 1.0 35 33 35
Czech Republic . . . . . . . . 6.3 8.4 73 07 -24 0.3 4.0 5.1 3.4 3.3 3.6
Denmark 21 56 -17 -07 -01 -07 -01 09 -03 7.0 4.2 22 4.9 4.0 0.1 20 0.8 12 17 21
Finland 2.0 2.8 51 6.6 69 -15 -85 -61 -59 34 4.5 2.7 5.9 54 14 3.7 1.8 0.6 18 2.8
France 2.2 3.5 3.3 4.3 3.9 2.7 0.5 06 -16 1.9 1.7 0.7 0.6 4.1 3.6 4.3 1.6 11 11 2.9
Germany 18 3.7 24 3.7 3.2 4.7 4.4 28 -11 2.3 1.7 0.3 0.6 24 2.8 1.8 -08 -1.5 0.6 16
Greece 21 04 -27 5.9 5.3 2.2 35 -05 -10 11 3.5 3.3 3.5 4.6 2.8 3.9 31 3.9 3.7 3.5
Hungary . . . . . . . . . 20 -28 0.6 39 7.6 4.0 51 21 53 4.0 31
Iceland 33 46 157 -07 -44 15 21 -45 -37 2.2 2.2 7.0 57 135 4.0 6.7 -34 -2.6 2.8 4.3
Ireland 2.7 1.2 -04 1.9 6.9 6.3 01 -03 11 5.6 7.3 7.9 9.9 9.7 8.3 8.5 4.4 2.5 2.2 2.7
Italy 2.9 3.1 4.3 4.1 3.1 2.7 21 09 -51 1.7 2.0 0.9 2.7 31 3.2 2.3 1.8 11 0.8 2.3
Japan 34 3.7 52 7.3 5.6 5.2 29 0.6 0.2 1.2 2.5 3.9 09 -15 0.2 2.4 11 -0.3 0.5 0.4
Korea 7.0 86 100 108 119 128 104 32 4.6 9.6 9.3 78 -08 -198 147 8.1 22 57 29 44
Luxembourg 18 9.1 8.2 7.7 6.2 4.7 85 -4.2 4.8 2.4 2.3 4.2 6.0 7.3 61 -03 6.3 1.0 0.7 2.5
Mexico 35 -4.9 11 39 5.6 7.0 5.7 6.0 11 56 -14.0 5.6 9.6 6.1 4.3 8.3 0.4 1.0 25 4.4
Netherlands 18 3.9 1.4 2.0 4.9 3.3 21 12 -17 2.0 3.5 2.8 3.9 4.8 4.3 2.8 14 -0.1 0.6 2.7
New Zealand 1.0 14 15 0.8 43 03 -6.0 20 49 6.9 54 4.6 26 -0.6 5.9 1.7 1.8 49 34 2.6
Norway 25 90 -18 -44 -20 10 0.1 21 32 43 4.8 4.0 6.6 5.7 0.3 24 04 21 19 17
Poland . . . . . . . . . 4.2 7.5 9.0 104 6.4 4.9 28 -16 0.8 21 2.9
Portugal 21 6.0 8.8 9.9 4.9 53 6.1 34 -21 15 4.1 3.0 51 6.7 5.9 31 1.3 -0.4 -0.4 18
Slovak Republic . . . . . . . . . -45 103 179 3.8 69 -6.2 0.0 7.2 4.0 31 35
Spain 0.9 53 79 6.8 7.3 4.6 3.0 10 -33 15 31 1.9 35 5.7 5.6 4.4 2.7 2.2 2.6 34
Sweden 0.9 3.0 43 3.0 37 07 -16 -19 -46 31 23 0.9 12 4.3 35 4.1 0.0 0.6 15 24
Switzerland 18 4.0 2.0 3.0 4.2 39 -10 -24 -10 2.5 1.9 0.1 0.8 3.5 2.5 2.5 0.8 -1.3 0.4 18
Turkey 33 7.0 89 -13 15 146 -06 56 142 -125 114 7.6 9.0 06 -37 9.8 -185 9.2 34 3.0
United Kingdom 19 4.7 4.6 8.1 29 -03 -25 0.9 2.2 3.8 2.0 3.1 3.9 5.0 3.6 3.9 2.6 2.5 2.4 3.4
United States 3.7 3.6 3.1 3.2 29 14 -11 31 3.2 4.4 25 3.7 4.7 54 5.0 4.4 0.4 3.0 2.8 4.0
Euro area 21 34 34 4.3 40 35 23 13 -21 20 21 11 18 3.6 34 30 1.0 0.3 11 24
European Union 2.0 3.7 3.7 4.8 3.8 2.8 15 12 -16 2.4 2.2 1.4 2.3 3.9 35 3.2 1.2 0.7 13 25
Total OECD 31 3.6 38 4.6 4.0 3.0 0.8 21 11 31 24 32 34 31 38 39 0.6 19 20 29

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 9. Real exportsof goods and services
Percentage change from previous period

AVera0® 0gs 1087 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 L oeetions

1975-85 2003 2004
Australia 49 43 122 35 29 85 131 54 8.0 9.0 50 106 115 -0.2 46 108 1.4 -0.1 3.4 8.4
Austria 61 48 23 98 97 78 52 15 -14 56 30 52 124 81 85 134 74 26 30 64
Belgium 40 23 46 102 89 45 29 24 08 91 50 22 63 56 53 85 12 -10 26 66
Canada 65 43 29 89 10 47 18 72 108 127 85 56 83 91 100 80 -38 08 44 73
Czech Republic . . . . . . . . . 02 167 82 92 100 61 170 119 28 63 98
Denmark 47 00 51 78 42 62 61 09 -15 70 29 43 41 43 123 131 32 34 31 75
Finland 68 07 29 35 16 12 -73 103 167 131 86 57 137 92 65 193 -23 56 31 69
France 47 08 27 85 106 49 55 51 -01 81 77 32 120 83 42 136 15 15 26 52
Germany 53 -13 07 55 103 132 129 08 -55 76 57 51 112 70 56 137 50 26 32 60
Greece 56 168 59 -21 19 35 41 100 -26 74 30 35 200 53 80 197 -16 -45 29 13
Hungary . . . . . . . . . 137 134 84 264 167 131 218 91 59 46 80
Iceland 63 59 33 36 29 00 -72 -20 70 99 -21 98 58 20 40 50 79 29 40 45
Ireland 88 29 137 90 103 87 57 139 97 151 200 122 174 210 152 206 67 49 35 71
Italy 50 08 45 51 78 75 -14 73 90 98 126 06 64 34 01 117 11 -10 44 55
Japan 85 55 05 59 91 70 41 39 -01 35 41 65 113 23 15 123 -61 81 77 94
Korea 130 270 227 122 -43 41 112 113 113 161 246 112 214 141 158 205 07 149 128 119
Luxembourg 42 28 33 111 126 56 92 27 48 77 34 56 136 143 120 191 12 -17 01 48
Mexico 108 45 95 58 57 53 51 50 81 178 302 182 107 121 124 164 -36 14 52 82
Netherlands 37 18 40 89 79 50 56 24 57 97 88 46 88 74 51 109 17 -14 14 70
New Zealand 57 04 56 61 -14 49 108 37 46 100 38 37 39 16 82 68 20 76 46 64
Norway 54 22 11 64 110 86 61 47 32 84 49 102 77 06 28 40 41 -05 04 38
Poland . . . . . . . . . 131 229 120 122 143 26 232 31 57 85 136
Portugal 78 68 112 82 122 95 12 32 33 84 88 71 71 91 29 80 19 20 32 17
Slovak Republic . . . . . . . . . 122 48 -13 190 132 52 138 65 59 59 82
Spain 74 02 53 38 14 47 83 75 78 167 94 104 153 82 77 101 34 14 33 61
Sweden 46 34 43 28 32 18 -19 22 83 141 115 37 138 86 74 113 -08 04 22 715
Switzerland 47 02 20 57 53 26 -07 31 10 27 28 24 84 54 51 100 -01 04 30 49
Turkey 113 51 264 184 -03 26 37 110 77 152 80 220 191 120 -7.0 192 74 110 87 121
United Kingdom 35 45 60 06 45 54 -01 43 44 92 90 82 83 30 53 101 09 -10 21 84
United States 40 74 112 161 118 87 65 62 33 89 103 82 123 21 34 97 54 -16 40 90
Total OECD 50 32 70 98 85 74 55 52 31 90 96 73 116 42 43 118 -18 16 46 82

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 priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base:
years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 10. Real imports of goods and services
Percentage change from previous period

Average Projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

1975-85 2003 2004
Australia 51 -3.3 27 171 206 -40 -24 7.1 42 143 7.9 83 105 6.0 9.2 71 41 119 6.9 8.2
Austria 5.4 -6.0 4.8 9.3 8.0 6.9 5.8 14 -11 8.2 5.6 49 120 5.7 90 116 59 0.0 3.0 6.4
Belgium 3.2 3.8 6.8 105 101 4.8 2.9 31 0.6 7.3 4.1 2.2 5.0 7.4 4.3 8.3 0.8 -1.5 2.8 6.8
Canada 54 7.2 53 135 5.9 2.0 25 4.7 74 8.0 5.7 51 142 51 7.8 82 -58 0.8 6.1 8.0
Czech Republic . . . . . . . . . 76 212 134 8.1 6.6 54 170 136 4.3 6.3 9.2
Denmark 30 68 -20 15 4.1 12 30 -04 -27 123 7.3 35 100 8.9 55 119 18 25 35 7.1
Finland 3.0 15 9.2 109 90 -08 -135 0.6 13 128 7.8 59 112 7.9 35 169 -02 1.7 3.5 6.3
France 45 6.4 7.5 85 84 55 24 16 -37 8.3 7.7 1.7 73 116 6.1 150 0.9 1.2 25 6.5
Germany 3.9 3.1 4.7 5.7 85 107 122 15 -55 7.4 5.6 31 8.3 9.1 85 105 1.0 -2.1 4.3 6.1
Greece 51 139 21 73 105 8.4 58 11 0.6 15 8.9 70 142 9.2 38 145 -34 -2.7 33 52
Hungary . . . . . . . . . 88 -07 6.2 246 228 123 211 6.3 8.9 58 7.0
Iceland 3.9 09 233 -46 -103 1.0 41 59 -77 4.2 40 16.7 85 235 4.2 80 -9.0 -2.4 6.0 6.5
Ireland 6.7 5.6 6.2 49 135 51 24 8.2 75 155 164 125 168 258 120 212 6.1 1.8 3.0 6.5
Italy 4.8 40 122 5.9 89 115 2.3 74 -109 8.1 97 -03 101 8.9 5.6 8.9 1.0 15 3.8 54
Japan 24 32 113 195 157 70 -11 -07 -14 78 128 132 12 -68 3.0 9.4 0.1 20 3.6 4.2
Korea 104 187 199 137 171 139 192 53 62 216 224 142 32 -221 288 200 -30 164 114 115
L uxembourg 3.6 17 73 105 9.1 5.0 91 -31 5.2 6.7 4.7 6.3 126 149 129 140 45 -2.2 0.4 5.0
Mexico 18 -7.6 51 367 180 197 152 196 19 213 -150 229 227 166 141 215 ~-15 1.6 4.8 9.3
Netherlands 3.3 3.5 4.2 6.9 8.2 3.6 5.1 14 0.7 94 106 4.4 9.5 8.5 58 106 1.9 -2.2 14 8.7
New Zealand 2.6 2.8 86 -09 135 36 -52 8.3 53 131 9.0 7.7 2.2 1.3 118 0.2 14 8.8 6.3 5.6
Norway 22 118 -65 -24 22 25 0.2 16 4.9 58 57 88 124 85 -18 27 0.9 17 23 32
Poland . . . . . . . . . 113 242 280 214 185 10 156 -54 25 74 109
Portugal 3.0 169 231 180 59 145 72 107 -33 8.8 7.4 49 100 142 8.5 5.4 0.9 -0.4 0.8 54
Slovak Republic . . . . . . . . . -54 115 198 138 169 -63 102 117 53 5.2 7.1
Spain 2.3 172 248 161 177 96 103 68 -52 114 111 80 133 132 127 106 3.5 2.2 4.7 6.8
Sweden 24 38 7.6 45 7.7 07 -49 15 -22 122 7.2 30 125 113 49 115 -35 -2.7 20 7.0
Switzerland 6.1 7.9 5.9 55 4.8 30 -14 -37 -05 8.9 6.9 1.9 6.1 8.3 74 85 -03 -2.6 25 4.7
Turkey 6.8 -35 230 -45 69 330 -52 109 358 -219 296 205 224 23 37 254 -248 157 129 139
United Kingdom 3.7 6.9 79 128 74 05 -45 6.8 33 5.7 5.4 9.6 9.7 9.6 87 117 23 15 29 9.6
United States 7.5 8.4 6.1 3.8 3.9 38 -05 6.6 91 120 8.2 86 137 118 109 132 -29 3.7 6.4 7.8
Total OECD 55 6.1 8.3 9.4 8.7 6.4 20 4.9 30 9.8 8.7 85 106 74 85 123 -12 27 51 7.2

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a consequence
there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 11. Output gaps
Deviations of actual GDP from potential GDP as a per cent of potential GDP

Projecti

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2 oogj & IZ?)?M
Australia 07 -13 -01 06 10 -12 -47 -48 -36 -7 -12 -05 05 09 15 06 00 -03 -12 -14
Austria 33 31 -32 -18 00 19 23 16 -06 -04 -08 -08 -08 06 10 18 -02 -15 -25 -25
Belgium 34 33 27 02 11 17 09 -03 31 -23 -20 -31 -13 -12 -01 13 -05 -19 -27 -24
Canada 03 02 17 38 36 12 -30 -41 -38 -14 -11 -22 -15 -10 09 19 -01 02 00 02
Denmark 21 38 23 13 00 06 -11 -19 -34 -03 01 02 07 07 09 12 02 -04 -08 -03
Finland 11 12 04 25 49 31 -45 -85 -108 -86 67 -51 -21 06 -04 24 01 -09 -13 -04
France -40 36 -29 -08 12 19 10 05 21 -19 -19 28 -31 -17 -07 12 08 -02 -12 -08
Germany 22 -12 -13 04 10 34 22 16 -16 -11 -07 -14 -15 -11 -06 10 00 ~-13 23 -20
Greece 20 20 -48 -15 11 -03 08 -05 37 -35 -34 -35 -21 29 -23 -11 01 08 09 11
Iceland 29 04 55 20 01 -03 29 -75 77 -49 58 27 -06 14 21 40 39 06 00 07
Ireland .15 45 -34 -17 04 38 05 -17 -42 -45 22 -17 08 06 36 68 58 57 32 21
Italy 25 20 -12 07 15 14 07 -05 -30 -22 ~-10 -15 -11 -10 -11 00 -01 -16 -22 -15
Japan 11 23 20 04 16 34 32 14 03 -08 -06 14 23 01 -12 04 -06 -15 -18 -20
Netherlands 10 06 -14 -10 12 27 23 12 02 -01 03 05 09 17 26 28 12 -10 -24 -24
New Zealand 29 27 17 02 -05 24 54 56 -25 06 12 15 03 -25 -10 05 05 12 08 03
Norway * 24 27 18 -13 -44 44 -39 34 27 -17 -10 -01 15 26 25 23 14 09 -02 -03
Portugal 97 80 -47 06 27 35 47 27 20 -35 -18 08 01 13 18 21 07 -11 27 -25
Spain -45 48 25 02 12 19 16 -03 38 -39 -40 -44 -33 -18 -05 04 00 -08 -15 -12
Sweden 13 23 37 44 46 33 02 -33 61 -43 26 -33 28 -14 06 22 05 00 -06 00
Switzerland 19 14 00 09 31 45 11 -05 -17 -22 21 -26 -17 -02 -08 01 -05 -13 -19 -14
United Kingdom 26 01 20 48 44 25 -18 -40 -42 -22 -16 -14 -04 01 -01 05 -02 -10 -14 -12
United States 09 07 -03 09 17 05 25 -18 -18 -05 -06 00 09 18 24 22 -11 -15 21 -12
Euro area 28 23 -18 01 15 24 14 05 24 20 -15 20 -7 -10 -04 11 03 -09 -18 -15
European Union 28 -19 -12 08 18 23 09 -03 28 -21 -15 20 -15 08 -03 09 02 -09 -17 -14
Total OECD 15 -14 -08 09 18 16 04 -09 21 -12 -10 -06 01 04 07 14 -04 -12 -18 -14

£00C dDd0 ©

Note: Potential output for all countries except Portugal is calculated using the “production function method” described in Giorno et a, “Potential Output, Output Gaps, and Structural Budget Balances’, OECD Economic
Sudies, No. 24, 1995/1. Using this methodology, two broad changes have been made to the calculation of potential output since thelast OECD Economic Outlook. First, the "smoothing parameters” applied in the calcu-
lations have been standardised across the OECD countries. Second, as was previously the case for the major seven economies only, the calculations now incorporate trend working hours for other Member economies also,
excepting Austria and Portugal where the data span is insufficient. Potential output for Portugal is calculated using a Hodrick-Prescott filter of actual output. See also OECD Economic Outlook Sources and Methods
(http://mwww.oecd.or g/eco/sour ces-and-methods).

a) Mainland Norway.

Source: OECD.

G0C - Xuuy [ealisliels




Annex Table 12. Compensation per employee in the business sector
Percentage change from previous period

Average Projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

1975-85 2003 2004
Austraia 8.9 6.7 55 6.5 77 8.3 24 38 34 0.9 31 6.4 33 2.6 24 36 4.0 29 4.5 39
Austria 7.0 57 41 4.2 45 52 6.0 55 4.3 3.7 4.0 1.0 29 17 15 2.7 20 20 22 24
Belgium 8.6 4.3 25 2.8 3.0 8.2 6.9 55 2.8 3.3 2.3 15 2.7 1.0 3.7 2.0 2.8 3.9 2.0 3.0
Canada 8.4 2.3 6.4 7.6 5.6 4.3 4.9 3.2 2.3 0.5 2.3 2.9 5.9 2.9 3.2 4.8 2.3 2.6 3.2 3.7
Czech Republic . . . - . . . . . 164 173 174 7.9 4.8 5.0 7.3 7.9 6.4 7.0 7.0
Denmark 94 51 74 113 47 41 4.0 44 25 32 34 29 38 41 3.0 41 43 41 39 42
Finland 11.2 7.8 8.1 9.6 108 9.0 5.0 19 13 4.6 4.1 2.1 24 4.7 25 4.2 5.5 2.4 4.4 4.3
France 11.8 4.2 4.6 4.3 4.0 3.8 3.9 3.5 2.0 0.7 14 1.9 16 0.7 19 1.8 3.4 2.8 2.5 2.7
Germany 53 33 3.0 2.8 2.8 4.7 57 104 3.7 3.0 33 1.0 0.7 1.0 1.0 2.2 1.8 16 2.8 21
Greece 21.8 129 107 205 226 163 163 127 87 117 118 113 113 4.7 4.2 5.6 6.0 4.0 4.5 4.7
Hungary . . . . . . . . . . 236 215 187 124 18 167 148 122 8.1 7.3
Iceland 44.8 300 458 261 134 161 156 06 -41 3.8 5.3 8.1 5.7 85 8.7 10.7 7.9 8.2 49 5.0
Ireland 151 6.2 6.1 5.3 6.8 33 3.2 7.8 4.9 1.7 2.8 1.8 6.0 0.8 5.7 8.4 8.0 7.2 5.7 51
Italy 17.2 7.0 7.3 7.3 8.8 8.4 9.0 6.2 5.2 3.1 4.8 4.8 32 -08 2.3 2.8 1.8 2.5 3.3 3.1
Japan 6.0 25 20 3.0 3.8 3.7 4.4 0.7 0.5 1.3 11 0.2 15 -08 -11 04 -09 -1.7 -1.3 -0.8
Korea 18.1 105 102 175 100 163 191 111 108 112 150 112 34 2.0 19 4.0 54 105 6.9 7.0
Luxembourg 6.2 4.5 21 3.8 8.5 3.0 5.1 6.4 4.9 4.9 14 11 19 2.2 4.0 5.4 5.3 35 2.7 2.3
Mexico . . . . 210 277 299 241 152 114 177 229 210 180 135 115 9.3 55 50 47
Netherlands 55 2.7 15 13 0.9 33 4.5 4.3 31 2.8 14 1.7 21 3.6 24 4.7 5.0 4.8 4.0 2.9
New Zealand 12.1 182 111 9.3 6.6 0.9 0.2 2.9 3.0 21 -04 1.6 0.6 1.6 2.0 3.2 0.8 2.7 3.9 4.0
Norway 8.8 9.9 9.1 85 45 5.0 54 4.6 2.8 31 32 29 25 74 6.3 4.2 7.1 6.3 52 45
Poland . - . - . . . . . 451 308 294 205 153 141 96 -1.2 34 3.2 3.8
Portugal 19.8 194 138 98 129 173 186 16.0 7.1 5.9 6.7 8.5 6.4 3.7 2.9 5.1 6.1 3.8 3.2 2.6
Spain 17.8 111 6.5 7.2 73 100 104 104 8.3 3.9 35 5.5 35 2.5 2.6 4.1 4.7 4.1 3.8 3.6
Sweden 10.6 8.3 7.6 81 123 9.7 6.2 32 85 7.3 23 6.4 44 36 0.7 6.9 52 41 4.2 4.3
Switzerland 4.9 4.2 3.3 3.6 4.6 5.2 6.5 4.6 2.0 24 2.8 0.7 3.9 1.0 17 3.2 3.1 2.3 1.7 13
Turkey 35.5 300 444 628 1594 946 1346 612 727 729 875 655 685 729 591 402 416 284 266 179
United Kingdom 11.7 84 4.7 6.6 9.0 100 8.7 4.9 4.3 4.6 33 3.2 4.2 57 4.2 52 51 39 4.4 4.0
United States 7.2 3.9 45 4.8 3.2 4.9 3.9 5.7 2.8 23 19 25 3.2 5.0 4.3 6.5 2.3 2.3 34 3.3
Euro area 11.0 6.0 51 4.6 4.8 6.9 6.6 8.0 55 31 37 18 17 0.8 1.2 23 25 24 2.8 26
European Union 115 6.3 51 5.6 6.2 7.1 7.2 7.0 4.3 3.3 3.3 3.0 2.7 1.9 2.3 3.3 3.4 3.0 3.3 3.0
Tota OECD 94 53 53 6.3 8.1 8.0 8.6 6.9 4.8 47 51 4.8 48 4.6 40 51 33 29 33 31

Memorandum item
OECD less highinflation
countries? 9.0 4.8 4.6 5.3 4.8 5.9 5.6 54 3.2 2.8 2.8 2.7 2.9 2.8 2.6 4.2 2.4 2.3 2.8 2.8

Note: The business sector isin the OECD terminology defined as total economy less the public sector. Hence business sector employees are defined as total employees less public sector employees. See also OECD Economic
Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

a) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 13. Labour productivity in the business sector
Percentage change from previous period

AVErag®  1og6 1087 1988 1989 1990 1991 1902 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 rojections
1975-85 2003 2004
Australia 1.9 -2.6 3.2 09 -04 -03 15 3.6 4.1 1.5 -0.3 29 3.0 4.2 2.2 -0.1 1.8 1.6 1.4 2.2
Austria 27 20 19 33 35 36 22 24 12 32 20 30 19 31 16 31 02 15 17 20
Belgium 29 15 20 34 23 22 13 16 02 37 17 04 33 05 22 19 -10 12 16 18
Canada 28 09 16 20 05 04 -02 21 18 31 08 07 18 15 29 21 04 16 09 20
Czech Republic . . . . . . . . . 13 56 44 03 13 28 44 27 08 31 36
Denmark 23 01 07 05 20 05 21 13 32 77 05 18 17 28 21 31 16 20 22 26
Finland 29 36 47 47 52 06 -04 55 66 66 26 31 36 31 07 36 -07 19 25 33
France 27 25 22 38 29 20 11 25 07 21 10 07 15 22 12 16 05 05 15 21
Germany 20 06 02 26 23 28 24 43 02 27 15 11 16 08 08 10 00 08 14 18
Greece 11 02 24 29 39 -15 64 09 -27 01 13 31 48 -09 40 49 50 46 33 33
Hungary . . . . . . . . . . 23 12 46 28 04 48 37 43 40 43
Iceland 24 36 32 34 23 17 -05 -36 10 40 -32 59 53 14 02 39 16 04 17 21
Ireland 38 01 48 65 69 44 25 33 13 27 53 43 77 -16 50 54 32 52 28 31
Italy 24 19 29 33 30 11 07 16 25 38 33 08 17 07 09 15 02 09 11 19
Japan 28 21 36 51 35 36 15 -01 01 10 17 30 09 -08 06 32 08 17 16 13
Korea 56, 81 59 79 21 64 64 38 42 55 65 51 39 -15 102 56 17 40 40 44
Luxembourg . . . . . . 50 09 27 14 -15 10 50 35 10 34 -49 -29 -06 09
Mexico . . . . 13 23 15 03 20 12 65 09 05 14 31 55 01 -06 06 12
Netherlands 21 06 -05 14 33 18 11 05 09 32 17 04 05 15 18 16 07 05 13 20
New Zealand 07 20 01 34 42 20 -09 -02 29 10 -16 02 16 04 28 25 02 17 22 21
Norway 2.1 -1.3  -04 -04 1.8 2.8 3.7 35 4.0 2.2 11 1.7 1.9 25 3.3 2.3 1.6 1.8 1.3 2.3
Poland . . . . . . . . . 88 70 55 61 40 93 63 35 49 36 25
Portugal 11 46 42 55 48 03 15 06 -02 12 56 35 27 22 22 22 01 02 07 12
Spain 33 12 08 18 14 00 16 28 21 32 10 15 11 01 07 09 05 08 10 11
Sweden 15 24 27 14 14 01 05 35 61 59 23 24 43 22 26 08 -10 23 23 29
Switzerland 09 09 -17 07 26 -19 -47 09 02 27 05 02 26 09 03 23 08 02 12 15
United Kingdom 25 51 10 00 -10 02 15 25 28 35 13 11 10 18 10 22 15 11 21 24
United States 12 17 07 11 12 06 04 37 09 13 04 18 22 22 24 26 02 39 20 23
Euro area 25 17 16 30 29 18 . 28 11 30 18 10 17 09 07 14 -01 05 13 18
European Union 24 21 14 25 21 14 16 26 15 31 18 12 17 13 12 17 03 07 15 20
Total OECD 21 19 17 24 18 15 11 26 13 19 12 19 20 14 19 27 03 22 18 20
Memorandum item
OECD less highinflation
countries® 21 19 16 24 19 14 11 26 12 21 13 18 19 13 19 24 04 22 18 21

£00C dDd0 ©

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 consegquence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) High inflation countries are defined as countries which have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 14. Unemployment rates: commonly used definitions
Per cent of labour force

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

1999 Projections

Unemployment 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
(thousands)

661 79 7.8 6.9 59 6.7 91 104 10.7 9.4 8.3 8.2 8.3 7.8 7.0 6.3 6.8 6.3 6.1 5.8
226 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 4.8 53 5.9 59
382 10.0 9.8 8.8 7.4 6.6 6.4 7.1 8.6 9.8 9.7 9.5 9.2 9.3 8.6 6.9 6.7 7.3 7.8 7.7
1188 9.7 8.8 7.8 7.5 81 103 112 114 10.3 9.4 9.6 9.1 8.3 7.6 6.8 7.2 7.7 7.3 7.0
454 43 44 41 39 4.8 6.5 8.8 8.9 8.2 7.3 72 72
137 50 50 57 6.8 7.2 7.9 8.6 9.6 7.7 6.8 6.3 53 49 4.8 44 4.3 45 4.7 4.4
261 54 5.1 4.6 3.1 3.2 6.6 11.7 16.4 16.6 154 146 12.7 114 103 9.8 9.2 9.1 9.2 9.0
2834 104 105 10.0 9.3 8.9 94 104 11.7 12.0 114 120 121 115 107 9.4 8.6 8.9 9.3 9.2
3333 6.1 5.8 5.8 5.2 4.5 5.3 6.2 7.5 8.0 7.7 8.4 9.2 8.7 8.0 7.3 7.3 7.8 8.3 8.3
533 74 74 7.7 75 7.0 7.7 8.7 9.7 9.6 9.1 9.8 9.8 111 119 111 104 100 9.5 9.1
285 w“ . w “ . . . 12.1 11.0 104 101 8.9 7.9 7.1 6.5 58 59 6.0 6.4
3 1.3 1.2 13 23 25 25 4.2 5.0 51 4.7 3.7 3.9 2.7 2.0 23 2.3 31 33 3.0
95 170 167 162 149 128 144 151 15.7 14.7 12.2 11.7 10.4 7.6 5.6 4.3 3.9 4.2 5.0 5.2
2 669 99 102 105 10.2 9.1 8.6 8.8 10.2 11.2 11.7 11.7 11.8 11.9 115 107 9.6 9.1 9.2 8.9
3171 2.8 28 25 23 21 21 22 25 29 32 34 34 41 4.7 47 50 54 5.7 57
1353 38 31 25 26 24 2.3 24 2.8 24 20 20 26 6.8 6.3 41 3.7 30 32 30
5 15 1.7 16 1.4 1.3 14 16 21 2.7 3.0 3.3 3.6 3.1 29 2.6 2.6 3.0 4.0 3.9
473 " 3.9 3.6 3.0 2.8 2.6 2.8 34 3.7 6.2 5.5 3.7 3.2 25 2.2 2.4 2.7 2.7 24
222 8.4 8.0 7.7 6.9 6.0 5.4 54 6.6 7.6 7.1 6.6 5.5 4.2 3.2 2.6 2.0 2.5 4.1 5.0
128 40 41 56 71 78 103 103 9.5 8.1 6.3 6.1 6.6 75 6.8 6.0 53 52 51 53
75 20 21 32 49 52 55 59 6.0 54 4.9 4.8 4.0 31 32 34 35 4.0 45 4.6
2391 - . . - . . . 14.0 144 133 12.3 11.2 106 139 161 182 19.9 20.4 19.9
226 8.7 7.3 5.9 5.2 49 4.3 4.1 55 6.9 7.2 7.3 6.7 5.0 4.4 4.0 4.1 51 6.4 6.3
417 . . “ . . . . . 13.7 131 11.3 11.9 126 164 188 193 18.6 17.7 16.8
2147 16.7 159 140 121 116 118 13.0 16.6 184 181 175 16.6 150 128 11.0 105 114 120 11.7
241 25 21 17 15 17 30 53 8.2 8.0 7.7 8.0 8.0 6.5 5.6 4.7 4.0 4.0 45 4.3
99 0.8 0.8 0.7 0.6 0.5 11 25 45 4.7 4.2 4.7 5.2 3.9 2.7 20 1.9 2.8 3.7 3.4
1774 7.7 8.1 8.2 8.4 7.8 7.9 8.1 8.5 8.2 7.3 6.4 6.6 6.7 7.5 6.6 85 106 10.5 10.6
1721 11.6 10.0 7.6 5.9 5.6 8.0 9.9 10.4 9.5 8.6 8.1 7.0 6.3 6.0 5.5 5.1 5.2 5.4 5.2
5882 7.0 6.2 55 53 56 6.8 75 6.9 6.1 56 54 4.9 45 4.2 40 4.8 58 6.0 58
12934 9.4 9.2 8.8 8.1 74 7.6 84 100 10.7 10.5 10.7 10.8 10.2 9.4 84 8.0 8.2 8.8 8.7
15032 95 9.1 8.3 75 6.9 75 8.6 10.0 104 10.0 10.1 10.0 9.4 8.7 7.8 7.3 7.6 8.0 7.9
33385 7.2 6.8 6.1 5.6 55 6.2 6.9 7.6 75 7.2 7.1 6.8 6.7 6.6 6.1 6.4 6.9 72 7.0

Note: Labour market data are subject to differencesin definitions across countries and to many series breaks, though the latter are often of aminor nature. For information about definitions, sources, data coverage, break in

series and rebasings, see OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

a) Databased on the National Survey of Urban Employment; see OECD Economic Outlook Sources and Methods.

b) Spanish data on unemployment are revised since 1976 using the methodology to be applied by the LFS as from 2002. Revisions are OECD calculations based on information from INE in Spain
¢) The figuresincorporate important revisions to Turkish data; see OECD Economic Outlook Sources and Methods.

Source: OECD.
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Annex Table 15. Standardised unemployment rates’
Per cent of civilian labour force

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany®
Hungary

Ireland

Italy

Japan
Luxembourg
Netherlands

New Zeaand
Norway

Poland

Portugal

Slovak Republic

Spain

Sweden
Switzerland
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 2002
90 83 79 79 70 60 67 93 105 106 95 82 82 83 77 70 63 67 63
. . . . . ; . . . 40 38 39 44 44 45 40 37 36 43
108 101 100 98 88 74 66 64 71 86 98 97 95 92 93 86 69 67 73
113 107 96 88 78 75 81 103 112 114 104 94 96 91 83 76 68 72 17
44 44 41 39 48 64 86 87 80 73

79 66 50 50 57 68 72 79 86 96 77 68 63 53 49 48 44 43 45
50 60 67 49 42 31 32 66 116 164 168 152 145 126 114 102 98 91 91
94 98 99 101 96 91 86 91 100 113 118 114 119 118 114 107 93 85 87
71 72 65 63 62 56 48 42 64 77 82 80 87 97 91 84 78 78 82
99 121 110 104 96 90 84 69 63 56 56

155 168 168 166 162 147 134 147 154 156 143 123 117 99 75 56 43 39 44
79 81 89 96 97 97 89 85 87 101 110 115 115 116 117 113 104 94 90
27 26 28 28 25 23 21 21 22 25 29 31 34 34 41 47 47 50 54
30 29 25 25 20 18 16 16 21 26 32 29 29 27 27 24 23 21 28
89 79 78 77 72 66 59 55 53 62 68 66 60 49 38 32 28 24 28
57 42 40 41 56 71 78 103 103 95 81 63 61 66 75 68 60 53 52
32 26 20 21 32 54 57 60 65 65 59 54 48 40 32 33 34 36 39
. . . . . . . . . 140 144 133 123 109 102 134 164 185 199
89 92 88 72 58 52 48 42 43 56 69 73 73 68 52 45 41 41 51
137 131 113 119 126 168 187 194 186

165 177 174 167 158 139 131 132 149 186 198 188 181 170 152 128 113 106 113
33 29 27 22 18 15 17 31 56 91 94 88 96 99 82 67 56 49 49
. . . . . ; . 18 28 38 37 33 37 41 34 29 26 25 .
109 112 112 103 85 71 69 86 97 99 92 85 80 69 62 59 54 50 51
75 72 70 62 55 53 |56 68 75 69| 61 56 54 49 45 42 40 47 58
79 86 102 108 106 108 108 102 94 85 80 83

79 87 101 105 101 102 100 94 87 78 74 76

77 73 72 70 69 67 63 65 69

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 (CURYS) 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) Seetechnical notesin OECD Quarterly Labour Force Satistics.
b) Prior to 1993 data refers to Western Germany.

Source: OECD.
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Annex Table 16. Labour force, employment and unemployment

Millions

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?

1986

1987

1988

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

1999

2000

2001

2002

Projections

2003

2004

296.1

97.1
151.6
116.9
393.2

2751

89.7
137.2
105.9
364.8

21.0

7.4
14.4
11.0
28.4

299.7
112.8
152.9
118.0
412.4

279.9
104.9
139.0
107.1
384.8

19.8

7.8
13.9
10.9
27.6

303.7
115.0
154.6
119.1
418.6

285.6
107.5
141.7
108.6
3931

18.1

7.4
12.9
10.5
255

307.8 3120 3227 3250 3262 3286 3303 3331 337.2 3397
117.4 1194 1218 1229 1494 1543 156.3 158.7 1604 1625
1557 1572 1665 1664 1660 1665 1671 1682 1695 1714
1200 1214 1309 1308 130.7 1313 1318 1329 1341 1358
4252 4314 4445 4479 4756 4829 4865 4918 4976 5022

2909 2951 3025 3024 3028 3057 3083 3108 3152 3183
1103 1125 1144 1147 1366 1409 1431 1461 1484 1501
1441 1463 1540 1521 1494 1492 1504 1512 1526 155.3
1103 1124 121.0 1198 1176 1173 1181 1186 1196 1220
4012 4076 4169 4171 4394 446.6 4514 4568 463.6 4684

169 169 202 226 234 229 220 223 220 214
7.0 6.9 7.4 82 127 134 131 126 121 124
116 109 125 142 166 172 167 171 169 161
9.7 9.0 99 109 130 140 138 143 145 139
240 237 276 308 362 363 351 349 340 338

342.6
164.8
173.3
137.4
507.4

321.8
152.2
158.3
1245
474.0

20.8
12.6
15.0
12.9
334

347.0
165.5
175.1
139.1
512.4

327.3
153.9
161.5
127.4
481.2

19.6
11.6
13.6
11.7
31.2

348.9
167.4
176.7
140.5
516.3

3284
155.1
163.8
129.3
483.5

20.5
12.3
12.9
11.2
32.8

350.4
169.4
178.0
141.5
519.8

327.8
156.1
164.5
129.9
483.9

22.6
13.2
135
117
35.8

352.3
171.1
178.8
142.2
523.4

328.7
157.3
164.5
129.8
485.9

23.6
13.8
14.4
12.4
375

354.6
173.0
179.8
143.1
527.7

3314
159.3
165.6
130.7
490.7

23.3
13.7
14.3
12.4
37.0

a) The aggregate measures include Mexico as of 1987. Thereis a potentia 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
lo75.g5 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 .0 o0,
Austrdia 9.2 6.5 79 8.6 7.1 4.9 23 13 12 0.9 15 23 17 0.3 0.8 4.3 30 27 18 2.6
Austria 49 29 22 12 29 33 38 36 29 27 25 13 0.9 0.5 0.7 14 16 1.3 17 11
Belgium 5.6 2.8 1.6 23 4.8 2.8 29 35 40 21 13 12 12 16 14 1.3 19 22 20 15
Canada 7.4 30 4.6 45 45 32 3.0 13 14 11 23 16 12 -04 1.7 39 1.0 1.2 35 21
Czech Republic 11.0 102 8.8 80 106 3.0 11 6.3 2.6 25 36
Denmark 8.2 4.6 4.7 34 5.2 37 2.8 2.9 14 17 1.8 25 2.2 1.0 18 31 2.0 11 24 2.6
Finland 9.1 43 4.2 8.1 6.1 5.4 1.8 0.9 2.3 20 41 -03 20 36 -03 29 36 1.3 15 1.3
France 9.7 51 29 32 32 29 3.0 20 24 1.8 1.7 14 13 0.9 0.5 0.5 15 1.7 15 1.6
Germany 3.6 33 1.8 15 23 32 35 5.0 37 25 20 1.0 0.7 11 05 -03 14 1.6 0.8 0.6
Greece 19.3 189 153 167 145 207 198 148 144 112 9.8 74 6.8 52 30 34 34 37 35 36
Hungary . . . . 195 256 212 185 126 8.4 9.7 9.0 8.8 7.1 4.3
Iceland 43.4 255 195 228 198 169 8.7 33 21 20 28 21 33 4.9 28 29 9.1 5.2 28 32
Ireland 12.7 6.5 22 32 55 -07 1.8 28 52 17 3.0 21 4.2 6.2 41 4.3 53 4.9 4.0 36
Itay 15.8 79 6.2 6.8 6.5 8.2 7.6 45 39 35 50 53 24 2.7 16 2.1 2.7 2.7 2.7 2.6
Japan 40 16 -01 0.7 20 24 29 16 0.5 01 -05 -08 03 -01 -15 -19 -16 -17 -22 -18
Korea 14.6 51 5.6 7.6 57 107 109 7.6 7.1 7.7 7.1 39 31 51 -20 -11 25 1.7 0.5 14
Luxembourg 6.5 -0.1 0.1 28 4.0 25 18 37 6.0 35 24 1.6 33 21 31 2.8 23 0.2 0.6 2.2
Mexico 39.0 734 1407 1012 265 281 233 144 9.5 85 379 307 177 154 152 122 6.4 4.6 4.1 3.6
Netherlands 4.6 01 -07 0.9 11 22 2.8 2.3 1.8 2.3 20 1.2 20 1.7 16 4.2 53 34 26 19
New Zealand 137 153 132 75 51 33 0.5 14 3.0 1.0 24 25 0.4 15 -01 24 4.8 0.3 11 25
Norway 8.2 -0.9 6.9 5.0 5.7 39 24 -06 23 01 29 41 29 -07 6.6 159 19 -07 26 2.6
Poland . . . . . . . . 372 280 187 140 118 6.8 113 4.2 14 1.0 19
Portugal 21.4 205 101 112 105 131 101 114 7.4 7.3 34 30 38 38 31 32 4.8 4.6 3.6 23
Slovak Republic . . . . . . . . . 137 9.9 44 6.7 5.2 6.4 6.4 5.4 4.0 7.4 5.2
Spain 14.7 109 59 59 6.9 7.3 6.9 6.7 45 39 49 35 23 24 2.7 35 4.2 44 30 24
Sweden 9.9 6.5 4.8 6.4 8.0 8.8 7.3 1.0 27 23 34 12 15 0.8 0.7 1.3 20 1.3 23 23
Switzerland 32 31 27 28 31 4.3 6.0 27 27 1.6 11 04 -02 0.0 0.7 12 14 0.4 0.8 0.4
Turkey 43.3 360 336 693 755 583 588 637 678 1065 872 778 815 757 556 499 548 437 262 143
United Kingdom 10.8 31 55 6.1 75 75 6.6 4.0 2.6 14 2.6 33 29 29 25 22 23 3.2 18 2.3
United States 6.3 22 30 34 38 39 36 24 24 21 22 19 19 12 14 21 24 11 16 1.3
Euro area 8.9 55 35 38 4.2 4.9 4.8 4.3 3.6 28 29 21 16 17 11 1.3 24 24 19 17
European Union 9.9 55 4.1 45 5.0 5.6 5.3 4.3 35 27 3.0 25 19 19 14 15 24 25 19 1.8
Total OECD 9.3 6.3 79 7.8 6.0 6.1 5.8 4.4 39 4.6 5.2 4.3 37 32 24 27 29 21 17 14
Memorandum item
OECD less high inflation
countries? 7.6 36 32 36 4.1 45 4.3 31 2.6 22 23 18 17 14 0.9 14 1.8 1.3 12 11

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to variables and the time period covered. As a conseguence
there are breaks in many national series. Moreover, some countries are using chain-weighted priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

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

1975.85 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Australia 94 8.0 8.6 75 5.6 6.4 44 22 22 12 23 19 1.6 13 1.0 33 35 21 25 2.6
Austria 51 17 12 15 2.6 33 35 39 35 28 20 19 15 05 0.9 15 20 18 14 11
Belgium 6.2 04 16 11 38 28 28 18 25 23 15 22 17 11 12 23 25 19 17 12
Canada 7.9 4.3 39 39 4.4 4.2 5.0 1.7 23 11 13 1.6 16 12 1.7 21 19 19 28 21
Czech Republic . . - . . . . . . 107 9.2 8.0 75 9.1 37 28 38 -0.1 20 23
Denmark 9.0 29 4.6 4.0 4.7 29 28 19 20 30 19 21 22 13 24 35 26 23 23 23
Finland 9.3 28 32 4.8 53 55 59 41 39 0.9 04 15 19 19 12 37 34 1.7 23 15
France 10.1 29 33 29 38 31 35 25 25 22 20 19 14 0.6 0.2 1.2 14 15 14 14
Germany 39 -0.5 0.5 13 28 26 38 44 39 2.6 19 17 20 11 04 15 19 14 0.8 04
Greece 18.1 224 173 151 135 198 197 157 141 110 9.0 8.2 5.6 45 22 32 31 35 33 34
Hungary . . . . . . . . . 197 270 237 180 137 107 9.9 8.6 45 51 45
Iceland 44.4 201 159 254 233 167 8.9 35 36 14 19 24 -02 0.9 2.6 45 8.1 39 25 2.6
Ireland 131 4.6 24 38 41 21 27 30 22 27 28 26 26 38 31 40 4.2 4.8 4.2 32
Italy 154 6.4 5.2 59 6.7 6.4 7.0 55 55 4.9 6.0 4.4 22 21 21 29 27 3.0 24 19
Japan 4.7 0.7 04 0.6 21 26 27 1.6 1.0 05 -03 -01 10 -01 -07 -12 -15 -15 -1.6 -1.6
Korea 13.7 16 4.0 6.0 61 106 121 8.9 8.0 9.7 7.0 57 54 7.9 0.6 22 41 30 38 33
Luxembourg 6.9 0.3 0.9 23 32 36 34 42 4.0 2.6 22 17 15 12 14 26 28 22 22 14
Mexico 384 82.0 1351 1091 251 278 243 154 101 76 340 306 165 206 140 103 7.2 4.8 44 35
Netherlands 50 0.3 0.2 0.9 14 22 33 33 22 29 14 19 20 17 18 35 4.6 35 23 1.3
New Zealand 14.0 128 130 6.3 6.2 5.6 2.2 11 11 12 26 22 19 2.0 0.3 21 21 15 16 2.0
Norway 85 6.7 7.8 6.1 4.8 47 39 25 24 12 24 14 23 25 20 3.0 24 0.7 32 1.6
Poland . . . . . . . . . 379 272 200 147 115 70 115 50 16 14 23
Portugal 226 13.8 99 115 128 116 118 9.2 6.9 5.6 4.3 37 29 28 21 28 4.2 3.6 31 22
Slovak Republic . . - . . . . . . 141 9.2 4.9 6.2 5.8 87 105 5.6 24 71 6.1
Spain 15.0 9.3 55 4.8 6.7 6.6 6.4 6.6 53 4.9 4.8 35 2.6 22 24 32 33 3.6 29 24
Sweden 10.3 4.6 52 5.9 6.9 98 105 21 5.8 27 28 13 19 0.8 12 11 21 20 23 1.7
Switzerland 34 13 15 19 29 5.2 6.0 42 34 11 17 11 06 -02 0.3 11 12 0.8 0.7 0.3
Turkey 415 304 488 589 837 598 607 656 659 1089 924 678 821 830 590 500 588 405 320 171
United Kingdom 104 4.0 4.7 52 6.3 75 79 4.7 32 19 31 31 23 27 16 0.7 09 0.8 0.9 10
United States 6.4 24 38 39 4.4 4.6 38 31 24 20 23 21 19 11 16 25 20 1.4 20 12
Euro area 9.2 34 31 34 4.6 45 51 4.6 4.2 33 3.0 25 20 15 11 21 24 22 17 14
European Union 9.9 3.8 3.6 3.9 5.0 51 5.7 45 4.0 3.2 31 2.7 21 17 1.2 19 2.2 20 16 14
Total OECD 9.4 58 8.2 7.7 6.3 6.3 6.2 49 4.2 4.9 52 44 40 35 2.6 30 28 20 20 13

Memorandum item
OECD less highinflation
countries? 7.8 29 34 35 4.3 4.7 4.6 35 29 25 2.4 21 2.0 14 11 18 16 13 14 1.0

Note: The adoption of new national account systems, SNA93 or ESA 95, 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 priceindicesto calculate real GDP and expenditures components. See Table “National Account Reporting Systems and Base-
years' at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) High inflation countries are defined as countrieswhich have had 10 per cent or more inflation in terms of the GDP deflator on average during the last 10 years based on historical data. Consequently, Hungary, Mexico,
Poland and Turkey are excluded from the aggregate.

Source: OECD.
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Annex Table 19. Consumer pricesindices
Percentage change from previous period

Average Projections
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

1975-85 2003 2004
Australia 94 9.1 8.5 7.3 75 7.3 32 1.0 18 19 4.6 2.6 0.3 09 15 45 44 3.0 25 25
Austria 5.0 1.7 15 19 2.6 3.3 3.1 3.4 3.2 2.7 1.6 18 12 0.8 0.5 2.0 2.3 1.7 14 1.0
Belgium 6.7 13 1.6 12 31 34 39 22 25 24 13 18 15 0.9 11 27 24 16 14 12
Canada 8.1 4.2 4.3 4.0 5.0 4.8 5.6 15 1.9 0.2 2.2 1.6 16 1.0 17 2.7 25 2.2 3.7 21
Czech Republic . . . . . “ . . . 10.0 9.1 8.8 85 107 21 3.9 4.8 1.8 2.0 3.1
Denmark 9.2 37 4.0 45 4.8 26 24 21 13 20 21 21 22 18 25 29 24 24 24 2.3
Finland 9.4 2.9 4.1 51 6.6 6.1 4.6 3.2 3.3 1.6 0.4 11 12 14 13 3.0 2.7 20 1.4 1.2
France 10.1 2.5 3.3 2.7 35 3.6 3.4 25 2.2 1.7 1.8 21 13 0.7 0.6 18 18 1.9 1.6 14
Germany 3.9 -0.1 0.2 13 2.8 2.7 4.1 51 4.4 2.7 1.7 12 15 0.6 0.6 15 21 1.3 0.8 0.4
Greece 18.4 230 164 135 137 204 195 159 144 109 8.9 7.9 5.4 4.5 21 2.9 3.7 3.9 3.4 3.5
Hungary . . . . . “ . . . 189 283 235 183 142 100 9.8 9.2 53 52 4.6
Iceland? . 221 183 257 208 155 6.8 4.0 4.1 1.6 1.7 2.3 18 17 3.2 51 6.4 5.2 25 2.6
Ireland 13.2 3.8 31 2.2 4.0 3.3 3.2 31 1.4 2.3 2.5 2.2 12 21 25 53 4.0 4.7 4.1 3.2
Italy 15.0 5.8 4.7 51 6.3 6.5 6.2 5.0 4.5 4.2 5.4 4.0 19 2.0 17 2.6 2.3 2.6 2.3 1.9
Japan 4.7 0.6 0.1 0.7 2.3 31 3.2 1.7 1.3 0.7 -01 0.1 17 ov -03 -07 -07 -09 -09 -10
Korea 12.0 2.3 35 7.1 57 85 9.3 6.2 4.8 6.3 4.5 4.9 44 75 0.8 23 41 28 38 33
Luxembourg 6.7 03 -01 14 34 3.3 3.1 3.2 3.6 2.2 1.9 1.2 14 1.0 10 3.8 24 21 2.3 1.2
Mexico 39.6 86.2 131.8 1142 200 26.7 227 155 9.8 70 350 344 206 159 16.6 9.5 6.4 5.0 4.4 35
Netherlands 5.1 01 -07 0.7 11 25 3.2 2.8 1.6 21 14 14 19 18 2.0 2.3 51 3.9 2.4 15
New Zealand 134 132 157 6.4 57 6.1 2.6 1.0 13 17 38 2.3 1.2 1.3 -01 26 2.6 27 20 20
Norway 8.7 7.2 8.7 6.7 45 41 34 23 23 14 24 12 2.6 23 23 31 30 13 32 1.6
Poland . . . . . “ . . . 332 283 199 149 116 73 101 55 1.9 14 2.3
Portugal 233 11.8 9.4 97 126 134 114 8.9 59 50 4.0 29 19 22 22 2.8 4.4 3.7 32 22
Slovak Republic . . . . . . . . . 134 9.8 5.8 6.1 6.7 106 120 7.3 3.1 8.7 74
Span 15.4 8.8 5.2 4.8 6.8 6.7 59 5.9 4.9 4.6 4.6 3.6 19 18 2.2 35 2.8 3.6 2.9 2.4
Sweden 9.7 4.2 4.2 6.1 66 104 9.7 26 4.7 24 29 0.8 0.9 0.4 0.3 13 26 24 24 18
Switzerland 3.3 0.8 14 19 3.2 5.4 59 4.0 3.3 0.9 1.8 0.8 0.5 0.0 0.8 16 1.0 0.6 0.7 0.3
Turkey® 44.0 346 389 688 633 603 660 701 661 1052 891 804 857 846 649 549 544 450 303 175
United Kingdom 10.6 3.6 3.7 4.6 5.9 8.1 6.8 4.7 3.0 2.4 2.8 2.9 2.8 2.7 2.3 21 21 2.2 31 2.8
United States® 7.2 19 3.6 4.1 4.8 54 4.2 3.0 3.0 2.6 2.8 2.9 2.3 15 2.2 34 2.8 1.6 2.4 1.7
Euro area 7.3 25 2.6 27 38 6.0 43 38 34 28 2.6 23 17 12 11 24 25 24 20 16

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. QOil and other primary commodity markets

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Projections
2003 2004
Oil market conditions®
(inmillion barrels per day)
Demand
OECD” 393 406 412 415 419 429 432 444 449 459 467 468 477 477 477 476 482
of which: North America 201 208 210 207 205 208 211 217 216 222 227 231 238 240 239 239 244
Europe* 132 134 135 136 140 142 142 143 146 149 150 153 152 151 153 151 151
Pacific 5.9 6.4 6.7 7.2 75 7.9 8.0 84 8.7 838 9.0 84 8.7 8.6 8.6 85 8.7
Non-OECD® 235 242 245 245 248 244 246 240 247 256 268 270 277 284 288 293 298
Total 628 648 658 660 667 672 678 684 696 715 735 738 754 762 765 769 780
Supply
OECD” 198 196 189 190 195 198 200 208 211 217 221 219 214 219 218 219 224
OPEC total 197 218 238 251 253 265 269 274 276 284 299 308 294 308 301 285 .
Former USSR 125 125 122 115 104 8.9 7.9 7.2 7.1 7.1 72 7.3 75 7.9 8.6 94 100
Other non-OECD*® 104 108 112 114 116 121 126 134 145 151 154 158 160 162 163 .
Total 624 648 661 669 668 672 675 688 704 723 746 757 743 768 768 766
Trade
OECD net imports® 198 208 225 228 224 231 235 238 234 242 249 253 255 260 262 254 257
Former USSR net exports 36 36 35 31 22 2.0 2.0 2.7 238 31 34 36 39 43 49 5.6 6.2
Other non-OECD net exports® 162 172 190 197 202 211 214 211 206 211 215 217 216 217 213 197 195
Prices®
OECD crude oil import price
(cif, $ per bl) 179 149 175 223 193 184 164 156 172 205 191 126 173 280 236 241 260 250
Prices of other primary commodities®
($indices)
Food and tropical beverages 80 93 88 79 74 72 73 98 100 99 104 91 74 67 61 67 73 76
of which: Food 71 99 96 85 83 87 88 95 100 118 104 91 77 73 70 80 89 91
Tropical beverages 86 90 82 75 68 62 63 100 100 86 103 91 72 62 55 58 62 65
Agricultural raw materials 72 80 82 920 78 79 75 86 100 86 83 71 71 74 67 64 70 75
Minerals, ores and metals 78 112 107 99 88 85 74 85 100 90 91 78 74 84 77 75 82 85
Total 76 9 92 90 80 79 74 89 100 90 91 78 73 75 69 68 75 79
Memorandum item
Export prices of OECD
manufactures (dollar index) 79 84 84 91 90 93 89 91 100 97 89 86 83 79 77 78 84 85

a) Based on data published in in varoius issues of the International Energy Agency, Oil Market Report and Annual Statistical Supplement, August 2002.
b) Excluding Czech Republic, Hungary, Korea, Mexico and Poland.

¢) European Union countries and Iceland, Norway, Switzerland and Turkey.

d) Including Czech Republic, Hungary, Korea, Mexico and Poland.

€) Indices through 2002 are based on data compiled by the International Energy Agency for oil and by the Hamburg Institute for Economic Research for the prices of other primary commaodities; OECD projections for

2003 and 2004.
Source: OECD.
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Annex Table 21. Employment rates, participation rates and labour force

Employment rates Labour force participation rates Labour force
A A A A
veeoe AV o1 2002 2008 2004 0 VOIS AVERER g o002 2008 2004 verege  AVEIOE 001 2002 2008 2004
1981-83  1991-93 1981-83  1991-93 1981-90 1991-00
Per cent Per cent Percentage change

Australia 64.8 66.3 704 708 709 710 70.1 73.7 756 755 755 754 24 14 15 15 15 15
Austria 76.1 73.9 738 733 728 728 78.2 77 75 715 T4 774 0.4 0.3 0.8 0.2 0.2 0.2
Belgium 57.5 58.5 624 620 61.7 619 63.7 63.1 669 669 669 67.1 0.1 0.6 12 0.4 0.5 0.6
Canada 65.9 68.2 719 726 732 736 73.3 76.6 775 786 791 792 17 12 15 2.6 18 13
Czech Republic . 69.2 656 663 663 66.3 . 72.3 715 716 715 714 . 0.1 0.0 0.2 0.0 0.0
Denmark 71.6 74.8 763 763 762 765 7.7 81.9 798 799 800 800 11 -0.1 0.1 0.2 0.2 0.2
Finland 72.1 65.3 680 680 679 681 76.1 73.8 748 748 748 749 0.5 0.2 0.7 0.1 0.1 0.3
France 62.2 59.8 63.7 637 634 635 67.6 66.9 69.7 699 699 700 0.5 0.7 0.7 0.7 0.4 0.5
Germany 64.8 68.5 702 699 694 694 68.0 73.1 758 758 756 757 13 0.3 0.4 -0.1 -0.4 0.1
Greece 58.0 55.3 572 570 572 576 61.6 60.6 63.8 633 632 633 0.9 13 -1.1 -0.6 0.0 0.4
Hungary . 54.1 54.6 . . . . 61.5 58.0 . . . . -0.2 -0.3 -0.1 -0.2 0.2
Iceland 833 | 816 855 840 834 839 845 | 849 875 86.7 863 865 16 | 15 17 0.6 0.8 12
Ireland 55.4 52.9 673 672 66.6 66.5 63.3 62.3 700 701 701 701 0.4 3.0 25 17 15 15
Italy 56.3 53.8 549 558 56.2 56.9 60.5 59.2 60.8 614 619 625 0.6 0.1 0.8 0.9 0.5 0.8
Japan 70.6 73.9 741 734 731 732 72.3 75.6 781 715 715 716 13 0.4 -0.2 -0.9 -0.3 -0.2
Korea 57.5 62.1 63.0 639 641 645 60.0 63.7 654 659 66.2 665 2.6 15 11 17 15 15
L uxembourg 60.0 60.7 639 644 640 643 60.8 61.8 65.6 66.3 66.6 669 0.8 14 25 2.0 13 13
Mexico . 52.5 544 541 540 544 . 54.1 55,7 556 555 558 . 28 1.0 17 20 24
Netherlands 52.5 56.2 652 653 646 644 57.4 59.7 66.5 669 674 678 11 17 15 12 11 1.0
New Zealand 71.9 64.0 77 724 . . 75.0 711 75.7 164 . . 0.7 17 18 2.8 1.0 1.2
Norway 74.3 724 77 774 770 768 76.3 76.8 805 806 80.7 806 0.9 11 0.5 0.6 0.6 04
Poland . 59.1 532 514 506 509 . 68.8 651 642 636 635 . 0.2 0.4 -0.9 -0.4 04
Portugal 62.9 69.8 726 725 719 724 68.4 73.2 757 763 768 773 11 0.7 17 13 11 0.9
Slovak Republic . . 566 566 57.0 574 . . 701 696 693 690 . 0.9 17 -0.7 -0.5 -0.3
Spain 49.7 49.8 501 599 605 615 56.7 57.8 66.0 67.6 68.7 69.6 13 17 31 3.0 2.2 18
Sweden 78.7 75.6 737 733 726 725 81.1 79.9 768 764 760 757 0.6 -04 13 0.1 0.2 0.2
Switzerland 78.1 85.5 839 838 828 827 78.4 87.5 853 858 855 851 18 0.0 16 13 0.4 0.4
Turkey 62.4 53.5 458 445 439 433 67.1 58.3 50.1 498 491 485 18 0.4 11 19 1.0 13
United Kingdom 65.3 68.5 716 718 717 717 72.6 75.6 755 757 757 756 0.8 0.2 0.3 0.8 0.4 0.3
United States 65.1 71.0 72.3 . - . 715 76.5 76.0 . . . 16 14 0.8 0.8 11 12
Euro area 59.6 60.1 637 639 637 641 64.3 65.8 69.2 696 698 702 0.9 0.7 1.0 0.8 0.5 0.7
European Union 61.2 62.0 653 655 653 656 66.3 67.8 705 709 710 713 0.9 0.6 0.9 0.7 0.5 0.6
Total OECD 63.2 65.0 663 640 638 639 68.0 69.8 708 691 690 69.1 13 0.9 0.8 0.7 0.7 0.8

Note: Employment rates are cal culated 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 population concepts for the United States (16 years and above), Hungary and New Zealand (15 years
and above). Hence for these countries no projections are available. For information about sources and definitions, sseeOECD 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

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland

Italy

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

Potential GDP Employment Capital stock
Average Average Average Average Average Average

1981-90  1991-00 2001 2002 2003 2004 1981-90 1991-00 2001 2002 2003 2004 1981-90 1991-00 2001 2002 2003 2004
35 33 35 3.8 4.1 4.0 2.3 1.8 1.1 2.0 1.7 1.8 4.6 4.1 35 4.0 5.1 54
2.2 24 2.7 2.3 21 2.1 0.2 0.3 0.7 -04 -04 0.3 39 41 4.6 3.7 3.4 3.2
2.1 2.2 2.6 2.1 21 2.0 0.4 0.6 1.4 -0.2 -0.1 0.7 3.0 2.8 29 2.6 25 25
2.7 2.8 35 3.1 29 31 1.6 1.7 1.1 2.2 2.1 1.7 29 2.2 3.0 2.3 25 3.1
. . . . . . . -0.7 0.7 12 0.1 0.1 . . . . . .
19 2.2 2.4 2.2 21 21 11 0.3 0.2 0.1 0.0 0.5 31 2.8 33 30 25 22
2.8 2.2 29 2.7 2.6 2.5 0.7 -0.2 14 0.2 0.0 0.5 3.1 0.5 1.7 1.3 1.0 12
2.1 2.0 2.2 2.2 2.2 2.2 0.4 0.7 1.6 0.4 -0.1 0.7 35 2.9 31 2.8 2.4 25
2.1 1.7 1.6 1.4 14 14 11 0.1 0.4 -0.6 -1.0 0.0 3.0 2.3 2.0 14 1.1 11

11 2.5 29 3.2 3.5 3.7 0.6 0.9 -0.3 -01 0.6 0.9
. . . . . . . 0.6 0.5 -0.2 -0.3 -0.2 . . . . . .
31 2.1 3.1 2.6 2.7 2.7 1.4 1.5 1.7 -0.2 0.5 1.5 3.0 24 4.2 1.8 3.1 4.1
35 7.1 7.0 6.2 57 54 0.2 4.3 29 14 0.6 1.3 2.6 3.7 5.2 4.4 3.8 35
2.5 1.7 1.9 1.9 17 1.7 0.2 -0.2 2.0 15 0.5 1.2 3.0 29 35 3.6 3.4 3.4
39 1.6 14 1.3 13 1.3 1.3 0.1 -0.5 -1.3 -0.6 -0.2 6.1 4.0 35 3.0 29 2.7

2.9 1.3 14 24 13 1.7

0.8 1.2 2.6 16 0.3 14
. . . . . . 2.0 2.8 0.8 14 2.0 2.7 . . . . . .
1.9 29 2.8 2.6 21 1.9 11 2.0 2.1 0.7 -0.6 0.1 2.0 2.6 31 2.6 2.2 21
1.7 2.6 2.7 3.7 35 33 0.2 2.2 25 2.9 11 1.0 35 2.1 33 3.7 3.8 3.8
2.2 2.7 25 1.9 2.0 21 0.5 14 0.4 0.2 0.0 0.3 18 17 16 0.4 0.1 0.0

. . . . . . . -0.2 -2.2 -3.0 -1.0 1.0

29 29 3.0 2.3 2.0 2.0 1.5 0.7 1.6 0.3 -0.4 11
. . . . . . . -0.4 1.0 0.2 0.6 0.8 . . . . . .
2.3 2.8 31 2.8 2.8 2.8 1.2 1.8 3.7 2.0 14 2.1 35 39 4.1 35 33 3.2
19 21 29 24 22 2.2 0.7 -0.6 20 01 -03 04 28 22 31 25 23 24
1.9 1.2 15 1.0 12 14 1.7 -0.1 1.7 0.6 -0.5 0.6 2.7 2.3 2.2 1.7 1.6 18
. . . . . . 1.7 0.6 -1.0 -04 11 1.2 . . . . . .
2.1 25 2.8 2.7 25 2.4 1.2 0.6 0.8 0.7 0.2 0.5 2.0 2.7 33 2.7 25 2.7
29 31 35 29 3.0 31 1.9 1.7 0.0 -0.3 0.9 1.4 2.8 3.0 2.7 14 14 2.2
2.2 2.1 2.2 2.1 20 2.0 0.7 0.6 1.5 0.4 -0.1 0.7 . . . . . .
2.2 2.1 2.3 2.2 21 2.0 0.8 0.5 14 0.5 0.0 0.7 29 2.8 3.0 2.6 2.3 24
2.8 25 2.7 2.4 24 2.4 1.4 1.0 0.5 0.1 0.4 1.0 3.4 31 3.0 2.2 2.1 24

Note: Potential output is estimated using a Cobb-Douglas production function approach. For information about definitions, sources and data coverage, sseOECD Economic Outlook Sources and Methods
(http://www.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
Audtria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland

Italy

Japan

Korea

L uxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

Structural unemployment rate

Average  Average

Wage shares in the business sector

Average  Average

Unit labour costsin the business sector
Average  Average

2001 2002 2003 2004 2001 2002 2003 2004 2001 2002 2003 2004
1981-83  1991-93 1981-83  1991-93 1981-90  1991-00

Per cent Per cent of business GDP Per centage change
5.9 7.0 6.2 5.8 5.6 55 46.4 44.7 459 453 460 458 6.9 0.9 21 13 3.0 17
25 5.0 4.9 4.9 5.0 5.0 58.1 54.8 530 527 522 521 21 0.6 21 0.5 0.5 0.4
6.6 8.7 7.2 6.9 6.9 6.9 51.4 51.9 500 502 495 495 31 11 39 2.7 0.4 12
8.7 8.9 7.1 7.1 7.1 7.1 45.2 47.3 49.6 497 490 488 3.8 12 19 1.0 22 17
.- . . . . 451 46.0 474 476 473 . 6.6 5.0 5.6 3.8 3.2
5.8 7.7 4.9 4.9 4.9 4.9 . 41.7 40.2 407 405 404 5.6 0.8 2.6 2.0 16 15
4.0 8.1 8.6 84 8.3 8.3 48.9 439 412 410 412 412 57 -0.8 6.3 0.4 18 0.9
5.7 10.0 9.3 9.2 9.1 9.0 52.3 45.0 426 425 423 421 3.8 0.3 31 19 1.0 0.6
4.3 6.6 7.3 7.3 7.3 7.3 53.6 52.3 527 524 529 531 17 13 17 0.8 13 0.3
5.0 8.5 9.8 9.7 9.6 9.4 55.1 46.2 433 412 404 397 . . . . .
. . . . . . . . . . . . 11.0 10.7 75 39 2.8
06 | 17 35 35 34 34 48.4 52.6 539 555 557 556 318 | 35 6.2 8.6 3.2 2.8
13.0 14.1 6.4 59 5.7 55 56.9 51.0 420 408 405 400 34 0.7 4.6 19 2.8 19
7.0 9.4 9.2 9.0 8.9 8.8 55.2 51.0 465 470 469 464 81 16 17 34 21 12
2.0 24 39 3.9 3.9 3.9 66.4 59.8 572 561 556 554 0.1 -0.6 -7 33 -28 -21
79.6 72.3 685 722 742 752 4.6 2.8 3.7 6.3 2.8 24
. 46.8 478 502 510 506 . . . . . .
.- . . . . . . .- . . . . 24.8 16.7 9.2 6.2 4.4 34
5.7 6.8 4.0 3.7 3.6 35 46.9 46.8 46.7 470 471 468 0.6 15 5.7 54 2.6 0.9
2.2 7.5 5.4 5.4 5.4 5.4 48.2 447 419 419 422 420 7.1 0.8 0.7 11 16 19
22 51 3.6 3.6 3.6 3.6 40.5 37.0 328 342 343 340 6.7 16 55 4.4 3.8 21
. . . . . . 51.3 43.0 420 415 414 . 125 -46  -15 -04 13
6.1 4.6 3.8 3.8 3.8 3.8 49.0 4877 483 482 14.4 45 6.0 3.6 25 14
.- . .- . . . . .- 345 351 32 358 . 5.7 53 3.8 7.1 7.0
8.8 134 115 113 110 107 54.1 49.6 485 478 476 475 7.7 34 4.2 3.2 2.8 24
22 43 4.8 4.6 45 45 39.3 39.3 450 453 453 451 6.5 14 6.3 17 19 14
1.0 17 18 18 18 18 . . . . . . 4.2 13 4.0 25 05 -01
. . . . . . . . . . . . 49.5 60.8 525 181 252 163
5.3 7.6 5.5 5.3 5.2 51 50.4 54.7 59.7 596 59.8 593 5.4 24 35 2.8 2.2 16
5.8 53 51 51 51 51 50.9 49.7 509 496 495 494 3.2 18 21 -15 14 1.0
6.0 8.6 8.2 8.1 8.1 8.0 54.0 50.6 487 485 485 482 4.6 15 2.6 19 15 0.7
5.7 8.4 7.7 7.6 75 74 52.5 50.0 495 494 495 493 a7 15 3.0 2.3 17 1.0
52 6.2 6.0 5.9 5.9 5.8 54.3 51.7 51.3 50.7 50.7 50.6 4.9 3.0 3.0 0.6 15 10

Note: The structural unemployment rate corresponds to NAIRU (Non Accelerating Inflation Rate of Unemployment). For more 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 24. Household saving rates

Per cent of disposable household income

Austraia
Austria
Belgium
Canada

Czech Republic
Denmark
Finland

France

Germany
Italy
Japan

Korea
Netherlands
New Zealand

Norway
Portugal
Spain
Sweden
Switzerland

United Kingdom
United States

Projecti

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 200;)] ! ;8504
108 10.2 8.2 7.0 8.7 9.3 6.2 5.7 5.0 5.8 4.8 5.8 3.9 19 17 34 3.0 0.3 05 0.8
105 123 139 119 128 140 149 120 109 118 117 9.9 7.4 8.4 85 8.3 7.4 75 7.6 7.8
159 185 169 170 153 180 179 190 194 193 188 170 157 145 141 134 130 137 138 141
158 134 119 123 130 130 133 130 119 9.5 9.2 7.0 4.9 4.9 41 4.8 4.6 4.4 3.8 45
. . . . . -11 -30 206 215 203 183 178 130 130 113 111 108
. . . 7.4 84 112 108 9.7 8.3 4.2 6.9 5.6 3.6 5.0 14 4.8 6.0 6.2 6.0 6.1
34 21 38 -05 -03 2.2 7.2 9.5 6.9 18 52 0.9 25 0.7 18 -09 -09 -03 1.0 13
8.9 8.1 6.4 6.9 7.2 7.8 8.7 97 104 98 112 100 113 108 104 108 115 122 120 121
121 129 129 132 127 139 130 130 123 116 112 108 104 103 9.8 98 101 104 105 108
307 289 283 277 2714 2718 270 256 252 238 225 235 202 173 154 145 154 160 161 159
165 165 140 132 133 140 146 139 135 123 119 9.8 98 112 111 9.8 6.9 5.8 5.8 5.8
148 200 232 251 236 220 240 228 206 194 168 159 154 230 160 115 9.4 96 100 10.8
5.6 8.2 83 8.1 9.8 116 7.2 83 6.8 71 149 136 134 129 9.6 6.7 96 107 109 108
13 44 2.9 2.7 0.5 25 02 -06 -38 36 -26 -46 -42 -53 -38 -17 -03 -25 31
-33 62 -62 -28 -04 0.8 29 50 6.1 52 4.6 2.2 2.8 5.8 55 45 3.7 7.0 55 5.9
. . . . . . . . . . 136 118 103 9.9 8.6 95 107 119 122 121
111 1221 106 110 102 123 134 119 143 119 144 142 134 122 111 106 102 101 104 102
32 19 -26 -45 -44 0.0 34 80 107 111 83 7.1 4.9 25 33 24 5.2 8.2 7.2 6.8
. . . . . 8.7 99 101 108 9.1 9.4 87 101 8.6 8.9 8.3 8.7 9.0 9.1 9.1
9.8 8.2 6.4 4.9 6.6 80 100 114 108 9.3 100 9.1 9.5 6.0 53 4.3 55 52 55 5.8
9.2 8.2 73 7.8 75 7.8 83 8.7 7.1 6.1 5.6 4.8 4.2 4.7 2.6 2.8 23 37 4.6 4.8

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. See Table “National Account Reporting Systems and Base-years’ at the beginning of the Statistical Annex and OECD Economic Outlook Sources and Methods
(http://www.oecd.or g/eco/sour ces-and-methods). Countries differ in the way household disposable income is reported (in particular whether private pension benefitsless pension contributions are included in disposable
income or not), but the calculation of household saving is adjusted for this difference. Most countries are reporting household saving on a net basis (i.e. excluding consumption of fixed capital by households and unincorpo-
rated businesses). Five countries, Belgium, Denmark, Italy, Spain and the United Kingdom are reporting gross household saving. In most countries the households saving include saving by non-profit institutions (in some

cases referred to as 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
Per cent of nominal GDP

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Iceland
Ireland
Italy
Japan

Korea
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

European Union
Total OECD

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
202 200 189 194 213 226 217 181 162 172 186 175 178 189 190 186 193 187 191
222 232 231 232 233 239 244 250 248 239 224 223 216 214 213 218 213 220 213
164 178 179 190 198 225 236 239 231 235 246 259 258 246 257 257 260 259 248
200 208 202 188 200 208 201 176 149 136 142 165 186 191 199 194 213 242 227
279 281 273 299 274 261 278 254 244
155 171 174 183 186 192 195 207 200 203 192 191 204 204 212 208 215 228 235
257 2710 258 252 250 278 279 258 165 130 141 184 223 215 247 260 258 277 279
186 183 181 194 196 208 216 215 209 205 190 192 195 192 204 214 223 221 214
. . . . . . . . 233 231 219 219 218 213 214 215 208 208 198
219 230 226 224 189 213 190 191 207 200 185 194 180 174 179 178 181 186 186
198 176 158 188 165 162 162 173 167 166 182 184 177 178 184 177 152 139 178
143 141 135 134 145 147 150 180 177 156 177 180 208 223 242 257 246 250 234
231 231 226 224 219 218 210 207 196 183 192 197 216 219 216 212 207 200 200
303 312 320 322 328 336 336 336 344 3836 321 303 294 297 299 290 278 2717 264
288 306 306 346 384 407 376 376 374 365 362 356 354 337 333 337 326 322 298
284 257 258 191 245 213 203 203 187 166 151 148 193 225 240 205 205 204 .
240 252 287 258 238 256 272 260 254 245 246 263 274 267 2719 252 266 276 253
188 191 186 189 180 186 178 162 130 139 166 173 172 164 157 154 142 156
285 306 298 250 253 249 258 253 247 237 238 248 264 284 301 273 291 364 351
. . . . . . . . 136 134 142 189 204 199 202 214 202 191 .
8.2 75 87 106 119 116 124 111 8.6 8.0 5.0 41 4.7 3.8 3.7 43 31 15 10
195 212 219 229 226 235 229 229 223 205 205 200 223 220 225 224 224 224 227
167 179 176 179 180 184 188 178 165 149 140 177 209 201 205 211 217 225 223
274 300 304 300 298 318 325 323 302 284 289 279 285 279 303 307 314 342 .
155 163 207 239 243 289 264 215 177 185 187 189 201 226 216 206 137 152 126
1r7 182 182 173 173 172 171 162 153 140 139 155 157 156 169 176 155 153 154
163 185 172 154 159 172 167 159 161 151 150 158 164 167 176 183 179 180 161
196 201 200 203 201 208 208 205 204 196 191 197 204 202 207 209 205 205 200
206 218 214 207 213 222 219 212 210 201 197 200 207 208 214 215 210 211 198

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
Per cent of nominal GDP

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Z;Z]edl ;&
Australia 400 400 387 360 352 360 373 392 394 387 388 383 372 367 361 360 370 360 360 357
Austria 547 557 560 552 536 531 542 549 579 574 573 568 541 541 540 523 521 519 523 518
Belgium 5908 589 570 550 534 534 544 547 556 533 528 530 514 507 501 494 494 502 498 495
Canada 483 476 461 454 458 488 523 533 522 497 485 466 443 444 423 412 417 406 403 401
Czech Republic® . . . . . . . 546 702 499 604 507 465 479 466 469 426 453 466 461
Denmark 573 537 554 572 573 570 578 590 617 616 603 598 580 576 563 548 553 553 550 542
Finland 470 480 485 471 452 488 579 632 644 629 594 595 563 528 521 489 490 492 500 499
France 533 527 519 514 504 507 515 530 553 549 552 555 550 538 536 527 530 540 546 541
Germany® 463 454 458 453 440 445 4710 481 493 490 494 503 493 488 488 459 483 486 493 488
Greece 470 461 463 445 462 505 470 491 514 494 494 417 464 466 465 489 470 463 459 454
Hungary . y . . ; . 567 603 598 634 569 539 549 567 518 491 509 522 490 487
lceland 386 407 376 427 452 425 438 448 447 445 438 434 418 425 435 431 436 446 448 446
Ireland 540 539 514 487 425 432 448 452 451 443 415 396 371 350 347 319 335 344 346 345
Italy 509 514 508 515 529 543 555 567 577 546 534 532 511 499 489 469 485 477 471 467
Japan© 310 312 317 311 305 321 318 328 347 351 361 366 354 365 381 386 380 386 388 391
Korea 198 188 178 179 189 195 207 219 213 209 206 220 229 256 246 244 246 246 274 215
Luxembourg - . . . . 433 445 455 458 445 455 455 433 421 417 396 402 461 497 500
Netherlands ¢ 573 570 586 568 546 548 549 557 558 535 514 496 482 472 469 453 464 473 474 470
New Zealand . . . . ; . 452 449 414 392 384 374 380 389 379 372 361 365 370 371
Norway 460 500 522 540 535 541 549 563 551 541 516 492 473 497 483 435 442 467 411 4713
Poland . . . . . . 534 549 543 494 472 462 456 438 434 407 424 432 439 436
Portugal 408 413 400 385 388 421 451 462 478 460 450 458 448 441 453 452 463 461 461 454
Slovak Republic . . . . . . . . . 58.2 57.0 61.2 63.0 60.1 56.7 58.8 53.1 50.6 48.2 46.5
Spain 431 426 411 409 423 434 449 459 494 473 450 437 422 417 409 402 399 398 399 398
Sweden 637 620 583 586 586 594 623 675 730 709 676 652 631 607 602 574 569 583 588 584
United Kingdom 459 448 436 411 405 422 440 457 457 450 446 430 411 398 391 370 404 409 417 422
Uniited States ® 365 370 367 358 356 365 372 380 375 365 364 359 348 340 337 336 349 356 361 358
Euro area 495 491 488 483 478 489 503 514 531 519 515 516 503 494 490 472 482 484 487 482
European Union 496 491 485 479 474 483 499 512 527 515 509 50.6 492 482 478 460 474 477 480 477
Total OECD 406 406 403 395 392 403 416 428 434 424 422 419 407 402 400 393 402 407 411 409

Note: Total outlays are defined as current outlays plus net capital outlays. Data refer to the general government sector, which is a consolidation of accounts for the central, state and local governments plus socia security. One-
off revenues from the sale of mobile telephone licenses are recorded as negative capital outlays for countries listed in the note to Table 28. Sex OECD Economic Outlook Sources and Methods
(http://mww.oecd.or g/eco/sour ces-and-methods).

a) In 1993 and 1995 data reflect the large privatisation campaign which transferred some public enterprises to private ownership through vouchers distributed to the population. Data are based on ESA95 basis prior to 2001 and
on the IMF methodology used for Government Finance Statistics from 2001 on,

b) The 1995 outlays are net of the debt taken on this year from the Inherited Debt funds.

¢) The 1998 outlays would be 5.2 percentage points of GDP higher if account were taken of the assumption by the central government of the debt of the Japan Railway Settlement Corporation and the National Forest Special
Account. The 2000 outlays include capital transfers to the Deposit Insurance Company.

c) The 1995 outlays would be 4.9 percentage points of GDP higher if capital transfers to a housing agency offering rentals to low income people were taken into account.

€) These datainclude outlays net of operating surpluses of public enterprises.

Source: OECD.
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Annex Table 27. General government total tax and non-tax receipts
Per cent of nominal GDP

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2;;)] et (2)324
Australia 349 358 365 357 348 342 335 332 339 341 35O 361 367 373 372 363 363 359 362 362
Austria 521 519 516 517 505 506 512 529 537 524 520 528 521 517 517 508 523 513 510 507
Belgium 496 488 491 47,7 457 466 469 466 483 483 485 492 495 500 496 495 498 502 498 497
Canada 395 404 406 410 412 429 439 442 435 430 431 438 445 445 441 442 435 419 414 411
Czech Republic? . . . . . . . 503 470 464 480 489 441 433 429 428 399 408 403 399
Denmark 558 570 579 587 576 560 554 568 589 591 580 588 583 587 595 573 581 571 567 561
Finland 502 515 497 519 517 539 6566 574 569 570 555 565 551 543 541 559 542 540 531 528
France 503 495 499 489 486 486 491 488 493 494 497 514 520 512 518 513 514 509 510 509
Germany 451 443 440 433 441 425 441 455 462 466 461 469 466 466 473 470 455 450 456 455
Greece 354 365 367 331 320 347 36 365 378 395 393 403 424 441 447 470 456 451 449 447
Hungary . . . . . . 538 532 532 524 493 481 46,6 475 467 462 457 438 435 437
Iceland 369 366 367 406 407 392 409 419 401 397 408 417 418 430 459 456 441 449 448 447
Ireland 43.6 437 433 444 408 404 420 423 423 424 394 394 386 372 36/ 364 352 341 338 333
Italy 382 392 390 402 411 426 438 460 474 453 458 461 484 468 471 462 458 452 447 439
Japan® 304 306 320 322 323 341 3387 386 322 314 314 316 316 310 309 311 319 314 311 313
Korea 209 204 204 215 224 230 225 233 237 240 248 258 265 275 277 305 300 305 309 314
L uxembourg . . . . . 482 457 463 474 473 476 474 465 451 452 457 466 487 500 490
Netherlands 541 525 534 526 496 495 522 515 530 501 473 478 471 464 476 474 465 462 458 450
New Zealand . . . . . . 417 418 409 423 413 403 396 393 382 381 379 378 378 376
Norway 55,7 557 566 564 552 565 550 544 537 544 550 556 551 532 544 585 590 595 584 581
Poland . . . . . . 442 478 499 459 447 433 429 415 415 377 372 375 377 317
Portugal 3L7 334 328 348 37 35 375 415 397 383 396 410 412 410 424 423 421 435 430 427
Slovak Republic . . . . . . . . . 548 545 534 575 554 503 481 458 434 421 414
Spain 361 366 380 378 396 396 403 423 425 408 384 388 390 391 397 396 398 398 396 396
Sweden 509 607 621 615 633 631 604 599 614 604 602 623 613 629 616 608 615 593 596 596
United Kingdom 430 423 418 416 413 407 409 393 377 382 389 386 389 401 403 409 411 396 398 400
United States® 314 317 324 322 324 321 322 322 325 329 333 337 339 343 344 3H1 344 322 316 316
Euro area 444 442 443 439 440 443 452 463 473 468 465 473 4777 471 476 472 466 461 461 458
European Union 447 444 445 443 444 443 452 458 463 458 456 462 466 465 469 467 463 457 457 455
Total OECD 364 365 370 369 3r1 373 378 382 383 381 382 386 389 389 390 393 389 377 375 374

Note: Datarefer to the general government sector, which is a consolidation of accounts for the central, state and local governments plus social security Non-tax receiptsinclude operating surpluses of public enterprises, property
income, tees, charges, sales, fines, capital tranfers received by the general government, etc. SeeOECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

a) Dataare based on ESA95 basis prior to 2001 and on the IMF methodology used tor Government Finance Statistics from 2001 on.

b) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002.

¢) 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

Projecti

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 20021 IZ&
Austraia 51 -42 22 -03 -03 -18 -38 60 -55 -46 -37 -22 05 06 11 03 -06 -01 02 05
Austria 26 38 -44 35 31 24 30 -20 -42 -50 -53 -40 -20 -24 23 -15 02 -06 -13 -11
Belgium -102 -101 -79 -73 77 68 -75 81 -73 50 -43 -38 -20 -07 -05 01 04 00 00 02
Canada a -8.9 -7.2 -54 -4.3 -4.6 -5.9 -84 -9.1 -8.7 -6.7 -5.3 -2.8 0.2 0.1 1.7 3.1 1.8 1.3 1.1 1.0
Czech Republic . . . . . . . -44 232 34 -123 -19 -24 -47 37 -40 -28 -45 -63 -62
Denmark -14 33 25 15 03 -10 -24 -22 -29 -24 -23 -10 04 11 32 25 28 18 16 19
Finland 32 36 13 48 65 51 -14 58 -75 59 -39 -30 -13 15 20 69 51 47 31 29
France 30 32 20 -25 -18 -21 -24 -42 -60 -55 -55 -41 -30 -27 -18 -14 -15 -32 -36 -33
Germany 11 -11 -18 20 01 20 -29 -26 -31 -24 -33 -34 27 22 -15 11 -28 -36 -37 -33
Greece -116 96 -96 -11.4 -142 -159 -114 -126 -136 -99 -102 -74 -40 -25 -18 -19 -14 -12 -10 07
Hungary . . . . . . -30 -71 66 -110 -76 -59 -83 -93 52 -29 52 -84 -56 -50
Iceland -7 41 09 20 -46 33 30 -29 -46 -48 -30 -16 00 05 24 25 05 02 00 01
Ireland -103 -102 -82 -42 -17 -28 29 -30 -27 20 -21 -01 14 23 20 45 16 -03 -08 -12
Italy -127 -122 -11.8 -11.3 -11.7 -118 -11.7 -107 -103 -93 -76 -71 -27 -31 -18 07 27 -25 -24 -28
Japan® 06 07 03 11 18 20 18 08 -24 -37 -47 50 -38 55 -72 -74 61 -71 -1.7 -18
Korea 12 16 27 36 35 35 18 14 25 31 42 38 36 19 31 62 53 60 34 39
L uxembourg . . . . . 49 12 08 16 28 21 19 32 30 35 61 64 26 02 -10
Netherlands 32 -45 553 -42 50 53 27 -42 -28 -35 -42 -18 -11 08 07 22 01 -11 -16 -20
New Zealand . 64 21 46 34 -46 35 31 04 31 29 28 16 04 02 09 18 13 08 05
Norway 97 56 44 25 18 25 01 -19 -15 03 34 65 78 36 61 150 148 128 113 107
Poland . . . . . . 94 71 45 35 25 29 28 -23 20 -30 -51 -57 -62 -59
Portugal 91 79 72 38 31 66 -76 -48 -81 -77 55 -48 -36 -32 29 29 -43 27 -32 -27
Slovak Republic . . . . . . . . . 34 25 -78 -55 -47 64 -107 -71.3 712 62 -51
Spain 70 60 31 -31 -26 -39 -46 37 -69 65 -66 -49 -32 27 -11 06 -01 -01 -04 -02
Sweden 37 -13 38 29 47 37 -19 -76 -116 -105 -74 29 -17 23 13 34 46 11 07 12
United Kingdom 29 26 -18 05 08 -16 31 64 -79 -67 -58 -44 22 02 11 39 08 -13 -19 -22
United States® 51 53 -43 -36 -32 -43 50 59 50 -36 -31 -22 09 03 07 14 -05 -34 -46 -42
Euro area 50 -49 -46 -44 38 -47 51 51 58 51 50 -43 26 -23 -13 01 -16 -23 -25 -24
European Union -4.9 -4.6 -4.0 -3.6 -3.0 -4.1 -4.7 -5.4 -6.4 -5.7 -5.4 -4.3 -2.5 -1.7 -0.8 0.7 -1.1 -2.0 -2.3 -2.2
Total OECD 42 41 33 26 -21 -30 -38 -46 52 -43 -41 -32 -18 -14 -10 00 -13 -29 -36 -35
Memorandum items
General government financial balances

excluding social securlty

United States 53 54 -48 -44 42 54 59 67 57 45 -39 31 -20 -09 -07 -01 -21 -50 -61 -58
Japan ¢ 31 -35 25 -20 -14 -14 -08 -17 -47 57 66 -68 -55 -68 -82 -79 62 -72 1.7 -18

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 (2001-2002), Germany (2000), Greece (2001), Ireland (2002), Italy (2000), Netherlands (2000), New Zealand (2001), Portugal (2000), Spain (2000) and the United Kingdom (2000). Finally, being on a national
account basis, the government financial balance may differ from the numbers reported to the European Commission under the Excessive Deficit Procedure for some EU countries and for some years. SeeOECD Economic
Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods) .

a) In 1993 and 1995 data reflect the large privatisation campaign which transferred some public enterprises to private ownership through vouchers distributed to the population. Data are based on ESA95 basis prior to 2001 and
on the IMF methodology used tor Government Finance Statistics from 2001 on.

b) Deterred tax payments on postal savings accounts are included in 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit Insurance Company.

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. Cyclically-adjusted general government balances
Surplus (+) or deficit (-) as aper cent of potential GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany

Greece
Iceland
Ireland
Italy

Japan®

Netherlands
New Zealand
Norway®
Portugal

Spain

Sweden

United Kingdom
United States

Euro area
European Union
Total OECD

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2;2 et Z&
53 -38 -21 05 -03 -09 -24 -45 -45 -41 -34 -20 -04 0.4 0.7 00 -08 -01 0.5 0.8
-6 -29 -34 30 31 -30 -36 -24 -40 -48 50 -37 -18 -26 -26 -24 03 -01 -06 -04
-r8 -r7 61 -72 -84 -79 80 -79 52 35 -30 -18 -11 00 -04 -07 0.5 1.2 16 17
90 -3 62 60 61 64 -68 -0 -68 -60 -48 -18 0.8 0.5 14 2.4 18 13 11 0.9
-31 0.4 0.7 0.4 03 -05 -16 -07 -01 -22 -22 -11 -02 0.6 25 16 24 21 2.2 2.2

38 4.3 1.0 33 3.6 31 19 0.8 1.0 1.0 11 0.8 0.2 1.9 23 55 51 53 39 3.2
-3 -1v -08 -22 -23 -29 -28 -44 51 -47 -47 -29 -17 -19 -15 -19 -20 -31 -30 -29
01 06 -12 -22 04 35 36 -34 -23 -18 -29 -27v -19 -1/ -12 -19 -28 -30 -25 -22

-107 -88 -75 -10.7 -147 -157 -11.7 -124 -118 -83 -85 59 -31 -12 -07 -14 -20 -16 -14 -12
07 -42 -28 -29 -46 -32 -18 03 -14 -28 -07 -05 02 -01 16 09 -11 0.0 00 -02
96 80 65 35 -18 -43 31 -23 -10 -01 -12 0.5 11 21 0.9 25 -02 -23 -18 -19

-115 -11.3 -11.2 -116 -125 -125 -121 -104 -87 -81 -71 -64 -22 -26 -12 -19 -26 ~-l17 -14 -21

03  -02 0.8 1.0 14 13 1.4 05 -24 -35 -45 54 -43 55 69 -5 59 67 -72 -72

-25 -40 -42 -34 60 -75 45 52 -27 34 -44 -21 -17 -19 -11 -03 -07 -05 00 -04
. 81 -31 45 -31 -31 -04 0.2 1.0 2.8 23 21 15 17 0.7 0.6 15 0.7 0.4 0.4
45 59 52 5.6 54 40 -39 60 -62 -49 -18 -1.7 -15 30 -20 -09 -02 -06 -09 -10

88 35 -39 32 31 61 -9Y4 b7 -3 63 -48 -45 36 -3/ 35 -41 46 -23 -21 -L7
52 -41 -21 -30 -31 47 52 35 52 47 -49 31 -18 -20 -09 -11 -01 0.2 0.2 0.3
46  -29 14 0.0 1.7 15 -20 51 -67 -71 -54 -05 0.3 3.2 0.9 2.0 4.2 1.0 12 1.2
-1 25 -29 -19 -14 -28 -21 -41 55 55 -49 37 -20 0.2 12 1.3 09 -08 -12 -15
-48 50 -42 -39 37 -45 -43 53 -44 -35 -29 -22 -12 -02 0.1 09 -02 -29 -40 -39
-36 -38 37 -45 45 59 58 53 45 41 -43 33 -18 -18 -12 -15 -18 -19 -16 -16
-36 -38 35 40 -38 52 50 51 -49 46 -46 -34 -18 -14 -07 -10 -12 -16 -14 -15
-38 38 -31 -31 -29 -38 -37 -44 -44 40 -39 31 -18 -14 -13 -11 -14 -28 -32 -32

Note: Cyclically-adjusted balances exclude one-oft revenues from the sale ot mobile telephone licenses tor those countries listed in the note to Table 28.
component of government balances see OECD Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods) .

For details on the methodology used tor estimating the cyclical

a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002. The 2000 outlays include capital transters to the Deposit Insurance Company.
b) Asa percentage of mainiand potential GDP. The tinancial balances shown exclude revenues trom the petroleum activities.

Source: OECD.
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Annex Table 30. General government primary balances

Surplus (+) or deficit (-) asaper cent of nominal GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany

Greece
Iceland
Ireland
Italy

Japan

Korea

L uxembourg
Netherlands

New Zealand
Norway

Portugal

Slovak Republic
Spain

Sweden

United Kingdom
United States

Euro area
European Union
Total OECD

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2;21 ect (2)824
-1.2 0.1 19 35 35 17 -06 -23 -24 -04 04 13 23 29 33 24 13 17 20 2.3
03 -08 -12 -02 0.1 0.9 0.4 15 -06 -15 -16 -01 15 0.9 0.8 16 32 22 14 15
0.0 0.6 2.2 2.6 3.2 4.4 33 2.7 33 4.2 45 a7 5.7 6.5 6.2 6.6 6.6 57 5.2 51
49 31 -13 01 o1 -07 -32 -41 -37 -17 0.3 25 4.9 4.8 59 6.2 4.6 3.8 33 31
4.8 8.4 7.5 5.8 4.3 2.8 16 1.0 0.6 0.9 0.9 19 33 3.6 5.6 44 4.3 3.2 2.8 2.8
2.3 25 0.4 39 53 34 33 -78 -79 -48 -30 -15 0.6 33 3.6 8.0 58 4.8 3.2 29
09 -10 02 -03 0.4 0.3 01 -14 30 -24 -22 -06 0.2 0.5 1.2 15 14 02 -04 -01
15 1.4 0.7 04 24 03 -06 01 -03 04 -01 -02 0.5 1.0 16 40 00 -08 -08 -02
-66 -42 -28 -40 -67 -59 -21 -11 -10 4.0 1.0 31 4.2 53 54 51 4.9 4.3 4.3 4.3
-19 39 09 -13 38 -21 ~-17 ~-18 -32 -34 -13 0.0 13 19 38 35 1.0 15 12 12
-33 -34 -05 21 43 34 2.8 22 21 2.6 19 31 41 4.7 35 54 18 -01 -06 -11
46 -39 -42 33 -27 -18 -04 15 23 17 33 38 6.1 4.7 4.4 53 33 29 2.2 15
18 16 25 29 35 3.2 2.8 18 -13 -26 -35 -38 -26 -42 -58 61 -47 -60 -63 -63
1.2 17 2.7 35 3.2 3.2 1.4 1.0 21 2.7 3.8 3.2 2.8 0.6 20 51 4.4 5.0 2.6 31
. . . . . 27 -09 -11 0.0 15 1.0 1.0 24 21 2.8 5.2 55 19 -03 -15
10 -0z -07 03 -10 -13 16 0.2 16 0.9 0.6 29 3.3 34 45 54 2.8 15 0.7 0.3
. -2.0 20 -12 05 -05 -07 -02 19 4.4 4.4 35 22 00 -02 11 18 15 0.9 0.7
85 3.9 2.7 01 -05 04 -36 -53 -43 -20 1.0 4.2 5.6 14 37 124 116 8.8 7.2 6.7
-2.2 0.4 0.3 29 31 20 1.2 38 -03 -11 0.8 0.6 0.7 0.3 0.4 04 -11 04 -01 0.3
o1 -02 53 -33 -23 30 -8 -39 51 -30 -21

47 -31 -06 -04 02 -08 -12 00 -23 -19 -18 0.0 12 13 2.2 24 2.7 2.6 22 22
-0.8 0.9 55 39 53 39 -17 -72 -120 -97 -60 -13 0.2 3.6 2.7 4.2 53 19 15 1.8
0.7 0.9 15 34 35 11 08 41 -55 -41 -28 -15 0.8 31 34 6.1 2.6 02 -04 -07
-18 -20 -10 -03 02 -08 -13 -22 -14 -02 0.6 1.3 24 35 3.6 4.1 19 -14 -27 -24
-11 09 -06 -04 04 -01 -02 01 -05 -01 0.0 0.9 2.0 21 25 37 19 11 0.7 0.8
-09 -05 -01 0.3 10 02 -03 -07 -15 -09 -04 0.6 19 24 2.7 41 21 1.0 0.6 0.7
-0.9 -08 0.0 0.6 11 03 -03 -10 -14 -08 -03 0.4 16 18 18 2.6 12 -07 -15 -13

Note: The primary balance is the difference between the financial balance and net interest payments. For more details see footnotes of Annex Tables 28 and 32 and OECD Economic Outlook Sources and Methods
(http://mww.oecd.or g/eco/sour ces-and-methods) .

Source: OECD.
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Annex Table 31. Cyclically-adjusted general government primary balances
Surplus (+) or deficit (-) as aper cent of potential GDP

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany

Greece
Iceland
Ireland
Italy

Japan®

Netherlands
New Zealand
Norway®
Portugal
Spain
Sweden

United Kingdom
uUnited States

Euro area
European Union
Total OECD

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 ZOP(;g] et Z&
-14 0.4 2.0 33 3.6 26 05 -10 -14 0.0 0.7 14 24 2.7 3.0 2.0 11 18 2.3 26
12 00 -03 0.3 0.1 04 -02 11 -04 -14 -14 0.1 17 0.7 0.6 0.7 3.2 2.6 21 22
21 2.6 3.8 2.6 2.6 3.5 29 2.8 51 55 5.7 6.4 6.4 1.2 6.2 5.8 6.7 6.8 6.7 6.4
50 32 -19 -15 -13 -11 -19 -22 -20 -11 0.7 3.3 54 52 5.6 5.6 4./ 3.8 3.3 3.0
33 57 5.8 4.8 4.3 3.2 24 24 33 11 0.9 18 2.7 31 4.9 3.6 39 35 34 3.0
3.0 33 0.1 24 24 1.4 01 -1.0 0.7 20 19 2.2 21 3.6 39 6.6 5.8 54 4.0 3.2
0.7 0.4 13 0.0 o0 -04 -03 -16 -21 -17 -15 0.5 1.4 12 15 1.0 10 -02 0.0 0.3
25 19 1.3 0.3 19 -12 -12 -06 0.5 1.0 0.2 0.5 1.3 16 19 11 01 -02 0.4 0.8
-8 -35 -10 35 -71 -58 -23 -09 0.3 5.2 2.2 4.3 5.0 6.4 6.3 55 4.4 4.0 3.9 3.9
09 41 -29 -21 -39 -19 -06 13 -01 -15 0.9 1.0 15 14 29 20 -06 12 12 0.9
-27 -15 0.8 2.8 4.2 21 2.6 2.8 3.6 4.2 27 3.6 38 4.5 24 35 00 -21 -16 -17
36 -32 -37 -35 -34 -24 -07 17 3.6 2.6 3.7 4.4 6.5 51 4.8 4.2 33 35 31 21
1.8 18 2.7 2.6 3.0 2.6 25 16 -13 -24 33 -41 -31 -42 -55 -62 -46 -56 -58 -58
17 0.3 0.3 11 -19 -33 -01 -07 18 1.0 0.4 26 2.8 23 29 30 20 2.2 2.3 19
. -3.6 11 -11 0.8 0.9 23 29 3.2 41 38 28 21 13 0.3 0.9 15 0.9 0.6 0.5
3.0 39 3.2 3.0 2.9 16 -81 -99 -94 -75 -45 -44 42 56 -49 -45 -45 57 -60 -60
34 4.2 3.3 34 3.0 20 -0.2 3.0 0.3 0.0 14 0.9 06 -01 -02 -07 -14 0.7 0.8 12
-30 -14 04 -03 -02 -16 -19 01 -07 -03 -02 17 24 2.0 24 19 2.7 29 2.7 2.7
-7 07 3.2 1.0 2.3 17 -18 -48 -70 -63 -40 1.0 2.2 4.6 2.3 2.8 5.0 19 19 18
2.0 0.9 0.5 11 15 -02 01 -19 32 -29 -20 -08 1.0 3.0 35 35 2.7 0.8 03 -01
-1 -18 -09 -06 -02 -09 -06 -1L7 -09 0.0 0.7 1.3 21 3.0 3.0 3.6 21 -10 -21 -20
0.2 0.1 02 -05 -02 -13 -09 -01 0.6 0.8 0.7 18 2.8 26 2.7 2.2 17 14 16 15
0.3 0.2 04 -01 02 -09 -05 -04 -01 0.1 0.3 14 2.6 2.7 29 24 2.0 15 15 13
-04 -04 0.2 0.2 05 -03 -02 -07 -07 -04 -01 0.6 16 18 17 1.6 11 -06 -10 -11

Note: The cyclically-adjusted primary balance is the difference between the cyclicaly adjusted balance and net interest payments. It excludes one-off revenues from the sale of mobile telephone licenses. See OECD

Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods) for details on the methodology used for estimating the cyclical component of government balances.
a) Includes deferred tax payments on postal savings accounts in 2000, 2001 and 2002. The 2000 outlays include capital transfers to the Deposit | nsurance Company.
b) Asa percentage ot mainland potential GDP. The tinancial balances shown exclude revenues trom the petroleum activities.

Source: OECD.
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Annex Table 32. General government net debt interest payments
Per cent of nominal GDP

Austraia
Austria
Belgium
Canada

Denmark
Finland
France
Germany ®

Greece
Iceland
Ireland
Italy
Japan®
Korea

Luxembourg
Netherlands

New Zealand
Norway
Portugal

Slovak Republic
Spain

Sweden

United Kingdom
United States

Euro area
European Union
Total OECD

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2:'03 ec“;&
39 4.2 4.1 3.8 39 35 31 3.7 3.2 4.2 4.1 34 2.8 2.3 2.2 2.1 1.9 1.8 1.8 1.8
20 30 31 33 32 33 34 35 36 35 37 38 35 33 31 30 29 28 27 26

103 107 101 99 109 113 108 108 106 92 89 85 77 73 66 65 62 57 52 49
40 41 42 43 47 52 51 51 50 50 56 53 47 47 42 31 28 25 22 22
62 51 50 43 40 38 40 32 35 33 31 29 29 25 24 20 15 15 12 09

09 -10 -09 -09 -12 -17 -19 -19 03 11 09 15 19 17 16 11 07 00 01 01
21 22 22 21 22 24 26 27 30 31 33 34 33 32 30 29 29 30 31 32
26 25 25 25 23 22 23 27 28 28 32 32 32 33 31 29 28 28 30 31
50 54 68 74 75 100 93 115 126 139 112 105 82 78 72 70 63 55 53 50

03 01 -01 07 08 13 12 10 14 14 17 16 13 14 13 10 06 12 12 11
70 69 76 64 60 62 57 52 48 45 40 32 26 24 15 10 02 02 02 01
81 83 76 81 90 99 113 122 126 110 109 109 88 78 62 60 59 53 47 43
24 22 21 18 17 12 10 10 11 11 12 12 12 13 14 14 14 12 14 15
01 01 01 00 -02 -04 -05 -05 -04 -04 -04 -06 -09 -13 -11 -11 -10 -09 -08 -09

. . . . . 22 20 -19 -16 -13 -11 -09 -08 -09 -07 -09 -09 -07 -06 -05
42 43 46 45 40 40 43 45 45 44 47 A7 44 42 38 32 26 27 23 23
. 44 41 34 39 41 29 29 23 13 14 07 06 -04 -04 03 00 02 02 02

12 17 18 -24 22 21 -37 -34 28 22 24 23 22 22 24 26 -32 -40 -40 -40

69 83 75 66 61 86 88 85 77 66 63 54 42 35 32 33 32 30 30 30

35 24 25 22 24 34 29 34 21 31 30
23 29 25 28 29 30 33 37 47 46 49 50 44 40 33 30 28 27 26 24
29 22 17 10 06 02 02 04 04 08 14 16 20 14 14 08 08 09 07 06
35 34 33 29 27 26 23 22 24 26 29 29 30 29 23 21 18 15 15 15
32 33 33 33 34 35 37 37 35 35 36 35 33 32 28 26 23 20 19 19
39 4.0 39 4.0 4.2 45 4.8 52 5.3 50 5.0 5.2 47 4.4 3.8 3.6 35 3.3 3.2 3.2
40 41 40 39 40 42 44 47 50 48 49 49 44 41 36 34 32 30 29 29
33 34 33 32 33 34 35 36 36 35 37 36 33 31 28 26 24 21 21 21

Note: Inthecaseof Ireland and New Zealand where net interest payments are not available, net property income paid is used as a proxy. For Denmark, net interest payments include dividends received. See OECD

Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Includes interest payments on the debt of the Inherited Debt Funds from 1995 onwards.
b) Includes interest payments on the debt of the Japan Railway settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD.
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Annex Table 33. General government grossfinancial liabilities
Per cent of nominal GDP

Austraia
Austria
Belgium
Canada

Denmark
Finland
France
Germany *

Greece
lceland
Ireland
Italy

Japan
Korea

L uxembourg
Netherlands

New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden

United Kingdom
United States

b

Euro area
European Union
Total OECD

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2;(3)] ect Z&
. . 259 238 226 238 281 315 413 432 403 385 332 277 242 215 213 202 196
491 536 575 589 581 572 575 572 618 647 692 691 647 637 675 668 673 676 668 658
118.1 1233 1278 1279 1246 1291 1309 1328 1381 1358 1339 1305 1248 1195 1148 1096 1085 1054 1024 98.6
669 710 715 711 723 751 828 909 962 972 999 992 975 943 925 833 832 804 773 748
806 772 739 718 700 708 718 760 901 836 795 768 734 707 611 543 538 519 500 478
185 196 201 190 168 166 251 451 583 608 658 665 648 611 562 535 515 472 457 449
380 388 401 400 399 395 403 447 516 553 629 665 682 704 662 654 650 671 696 712
408 407 418 423 409 415 388 418 474 479 571 603 618 632 612 605 602 624 649 665
471 477 530 627 657 796 822 878 1101 1079 1087 111.3 108.2 1058 1051 106.2 107.0 1049 1024 987
332 307 282 316 374 371 393 473 544 571 605 578 545 494 448 422 474 448 442 431
. . . . . 942 956 925 965 909 829 741 650 549 493 393 367 337 318 314
891 938 983 1006 1037 1128 1168 1263 1282 1348 1339 1360 1333 1335 1280 1243 1217 1212 1201 1183
714 751 755 734 704 683 645 684 743 793 866 939 999 111.2 1249 1330 1415 1472 1557 164.1
164 145 127 9.9 9.2 8.2 7.2 6.9 59 6.1 6.3 6.3 92 152 187 193 177 164 175 189
. . . . . 4.4 3.8 4.7 5.7 54 5.6 6.2 6.1 6.3 6.0 5.6 5.6 5.8 55 6.2
69.1 710 735 764 762 770 769 778 790 763 772 752 699 668 631 558 528 527 522 527
. . . . . . . . 706 639 572 517 495 500 474 449 426 410 397 384
323 406 336 328 327 292 275 322 405 369 344 307 275 262 268 300 262 235 208 200
. . . . . . . . . . . . 48.7 445 444 394 403 450 498 532
558 540 608 610 590 583 607 544 591 621 643 629 591 550 543 533 555 581 589 586
270 239 219 264 288 294 294 320 367 410 430 443
490 498 490 453 469 488 499 524 635 682 738 814 808 814 756 724 684 659 644 626
69.2 686 611 548 498 457 551 739 789 834 821 846 827 8L1 715 642 632 597 592 583
502 584 561 497 43.0 444 443 492 581 558 606 601 605 615 563 515 504 503 511 519
500 626 641 647 650 666 714 740 756 748 742 735 708 676 645 588 589 610 638 657
544 562 584 590 593 622 625 664 708 728 774 8L3 814 815 779 757 745 750 758 76.0
572 583 595 588 577 602 606 653 718 735 780 800 794 797 756 728 716 718 724 725
503 618 628 617 609 621 638 675 716 729 756 771 763 768 760 737 744 761 786 805

Note: Gross debt data are not always comparable across countries due to a different definition or treatment of debt components. Notably, they include the funded portion of government employee pension liabilities for some
OECD countries, including Australiaand the United States. The debt position of these countriesis thus overstated relative to countries that have large unfunded liabilities for such pensions which according to ESA95/SNA93
are not counted in the debt figures, but rather as amemorandum item to the debt. General government financial liabilities presented here are defined according to ESA95/SNA93 for al countries with the exception of Austria,
Belgium, Greece, Ireland, Luxembourg, Netherlands and Portugal where debt measures tollow the definition of debt applied under the Maastricht Treaty. Maastricht debt tor European Union countriesis shown in Annex
Table 58. For more details see OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

a) Includes the debt of the Inherited Debt Fund from 1995 onwards.

b) Includes the debt of the Japan Railway Settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD.
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Annex Table 34. General government net financial liabilities
Per cent of nominal GDP

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2:(;2 et 2834
Australia . . . 153 113 107 116 162 221 266 273 217 219 165 155 9.5 5.6 6.0 4.8 43
Austria 301 333 362 384 381 375 374 387 435 457 505 501 478 486 499 488 498 498 498 493
Belgium 108.2 1135 117.7 1181 1151 1168 1181 1193 1239 1231 1232 1206 1159 1104 1056 100.7 981 958 932 899
Canada 353 397 393 382 410 434 501 596 640 667 680 666 643 608 555 46,6 436 404 369 340
Denmark 262 219 195 205 192 190 217 238 261 264 267 263 239 242 136 101 8.3 6.3 44 23
Finland -270 -280 -278 -291 -332 -354 -341 -249 -161 -163 -125 -151 -155 -257 -620 -41.7 -420 -445 -460 -46.8
France 97 125 133 151 157 175 188 204 271 283 389 426 433 417 336 349 377 397 423 438
Germany? 199 201 211 220 205 210 202 244 279 291 396 424 434 460 448 419 443 472 503 524
Iceland 6.1 9.0 8.2 99 180 194 202 271 354 385 405 404 383 318 242 241 259 241 234 229
Italy 804 848 892 915 944 845 894 982 1064 1118 109.7 111.3 1074 1085 1039 993 972 967 957 939
Japan® 69.7 671 557 471 386 248 127 145 179 205 248 305 353 462 528 586 637 717 802 886
Korea -65 -82 -103 -137 -165 -172 -159 -153 -155 -152 -180 -194 -225 -245 -256 -284 -322 -358 -37.3 -386
Netherlands 409 440 273 311 346 356 362 397 407 423 532 537 553 537 502 445 414 410 413 418
New Zealand . . . . . . . . 480 420 35 311 287 265 240 214 200 195 180 166
Norway -36.6 -41.1 -424 -426 -418 -416 -379 -356 -324 -31.0 -326 -365 -429 -469 -52.7 -60.1 -72.7 -852 -934 -99.9
Spain 261 293 299 306 307 318 332 354 423 433 492 533 524 519 460 429 415 390 375 357
Sweden 135 121 6.2 02 -58 -76 -49 45 103 204 252 257 231 199 9.4 14 -31 -41 -47 -56
United Kingdom 308 312 295 238 191 151 153 216 309 311 369 387 401 419 367 309 287 287 294 302
United States 419 454 474 485 487 499 536 570 589 595 589 584 561 523 479 430 421 442 471 489
Euro area 327 354 364 380 386 387 399 439 484 498 561 598 59.7 598 551 532 538 547 558 561
European Union 341 360 361 363 356 338 348 394 455 474 538 560 556 560 509 480 479 485 494 497
Total OECD 414 432 421 406 391 368 370 408 446 461 488 501 496 496 467 441 442 462 487 506

Note: Net debt measures are not always comparable across countries due to a different definition or treatment of debt (and asset) components. First, the treatment of government liabilitiesin respect of their enployee pension
plans may be different (see footnote to Annex Table 33). Second while general government tinancial liabilities presented here tor most countries are defined by ESAY95/SNAY3, for some EU countries, 1.e Austria, Belgium,
Greece, Ireland, Luxembourg, Netherlands and Portugal .debt measures follow the definition of debt applied under the Maastricht Treaty. Third,arange of items included as general government assets ditfers 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 1n the United States and the United
Kingdom. For details see OECD Economic Outlook Sources and Methods (http: //mww.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 35. Short-term interest rates
Per cent, per annum

Australia
Austria
Belgium
Canada

Czech Republic
Denmark
Finland

France

Germany
Greece
Hungary
Iceland

Ireland

Italy

Japan

Korea
Luxembourg

Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003] 2004
16.0 16.5 13.8 12.8 17.6 145 10.2 6.5 5.2 5.7 7.7 7.2 5.4 5.0 5.0 6.2 4.9 4.7 4.8 55
6.2 53 4.3 4.6 7.5 9.0 9.5 9.5 7.0 51 4.6 34 35 3.6 3.0 4.4 4.2 3.3 2.3 2.3
95 8.1 7.1 6.7 8.8 9.6 9.4 9.4 8.2 57 4.8 3.2 34 3.6 3.0 4.4 4.2 3.3 2.3 2.3
8.6 8.1 7.8 9.5 12.1 12.7 8.8 6.6 5.0 55 7.1 4.4 35 5.0 49 58 4.0 2.6 3.6 4.6
. . . . . . . . 131 9.1 109 12.0 15.9 14.3 6.9 54 5.2 35 2.7 2.8
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 3.5 2.5 25
13.5 12.7 10.0 10.0 12.6 14.0 13.1 13.3 7.8 54 5.8 3.6 3.2 3.6 3.0 4.4 4.2 3.3 2.3 2.3
9.9 7.7 8.3 7.9 9.4 10.3 9.6 10.3 8.6 5.8 6.6 39 35 3.6 3.0 4.4 4.2 3.3 2.3 2.3
5.4 4.6 4.0 4.3 7.1 85 9.2 9.5 7.3 54 45 33 33 35 3.0 4.4 4.2 33 2.3 2.3
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 2.3 2.3
. . . . . 17.2 26.9 32.0 24.0 20.1 18.0 14.7 11.0 10.8 8.9 6.9 7.3
310 279 14.8 14.6 10.5 8.8 49 7.0 7.0 7.1 74 8.6 11.2 11.0 8.0 6.0 8.0
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 2.3 2.3
15.2 13.4 11.3 10.8 12.6 12.2 12.2 14.0 10.2 85 10.5 8.8 6.9 5.0 3.0 4.4 4.2 3.3 2.3 2.3
6.6 5.2 4.2 45 54 7.7 74 4.5 3.0 2.2 1.2 0.6 0.6 0.7 0.2 0.2 0.1 0.1 0.0 0.0
. . . . . . 18.3 16.4 13.0 133 14.1 12.7 13.4 15.2 6.8 7.1 53 4.8 5.0 55
95 8.1 7.1 6.7 8.8 9.6 9.4 9.4 8.2 57 4.8 3.2 34 3.6 3.0 4.4 4.2 3.3 2.3 2.3
. . . . . 35.0 19.8 15.9 155 145 47.8 329 21.3 26.1 22.4 16.2 12.2 74 8.9 7.8
6.3 5.7 54 4.8 74 8.7 9.3 9.4 6.9 52 4.4 3.0 3.3 35 3.0 4.4 4.2 3.3 2.3 2.3
23.3 19.1 211 15.4 135 139 10.0 6.7 6.3 6.7 9.0 9.3 7.7 7.3 4.8 6.5 5.7 5.7 5.8 5.8
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 6.9 5.6 5.6
. . . . . . . . 34.9 318 27.7 21.3 23.1 19.9 14.7 18.9 15.7 8.8 6.6 6.0
224 15.6 139 13.0 14.9 16.9 17.7 16.1 12.5 11.1 9.8 74 5.7 4.3 3.0 4.4 4.2 3.3 2.3 2.3
. . . . . . . . . . . 115 20.2 18.1 14.8 8.2 75 75 75 6.5
12.2 11.7 15.8 11.7 15.0 15.2 13.2 13.3 11.7 8.0 9.4 75 54 4.2 3.0 4.4 4.2 3.3 2.3 2.3
14.2 9.8 9.4 10.1 11.5 13.7 11.6 12.9 8.4 74 8.7 5.8 4.1 4.2 3.1 4.0 4.0 4.1 3.6 4.2
49 4.2 38 31 7.3 8.9 8.2 79 4.9 4.2 29 20 16 15 14 32 29 11 04 0.6
. . . . . 51.9 109.6 97.8 90.3 150.6 136.3 143.6 119.2 115.7 96.6 37.0 70.2 64.2 37.1 17.6
12.2 109 9.7 10.3 139 14.8 115 9.6 59 55 6.7 6.0 6.8 7.3 54 6.1 5.0 4.0 38 4.3
8.3 6.8 7.1 7.9 9.3 8.2 59 3.8 3.2 4.7 6.0 54 57 55 54 6.5 3.7 1.8 14 3.0
9.9 8.5 8.2 7.7 10.0 10.9 10.6 11.1 8.6 6.3 6.5 4.8 4.3 3.9 3.0 4.4 4.2 33 2.3 2.3

Note: Three-month money market rates where available, or rates on proximately similar financial instruments. SeeOECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 36. Long-term interest rates
Per cent, per annum

Australia
Austria
Belgium
Canada

Denmark
Finland
France
Germany
Greece

Iceland
Ireland
Italy
Japan
Korea

Luxembourg
Mexico
Netherlands
New Zealand

Norway
Portugal
Slovak Republic

Spain
Sweden

Switzerland
Turkey

United Kingdom
United States

Euro area

Projections
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003] 2004
140 134 132 121 134 132 107 9.2 73 9.0 9.2 8.2 6.9 55 6.1 6.3 5.6 5.8 5.8 6.3
7.8 7.3 6.9 6.7 7.1 8.7 85 8.1 6.7 7.0 7.1 6.3 57 4.7 4.7 5.6 51 5.0 4.3 4.4
11.0 8.6 8.2 8.0 86 101 9.3 8.7 7.2 7.7 74 6.3 5.6 4.7 4.7 5.6 51 4.9 4.3 4.4
10.8 9.1 9.5 9.8 9.8 108 9.4 81 72 8.4 8.1 7.2 6.1 53 5.6 5.9 55 53 53 5.7
116 101 113 9.9 97 106 9.3 9.0 73 78 8.3 72 6.3 5.0 4.9 5.7 51 51 4.4 45
10.7 8.9 79 103 121 132 119 121 8.8 9.0 8.8 7.1 6.0 4.8 a7 55 5.0 5.0 4.4 45
119 9.1 9.5 9.1 8.8 9.9 9.0 8.6 6.8 7.2 75 6.3 5.6 4.6 4.6 54 4.9 4.9 4.3 44
7.2 6.3 6.4 6.6 7.1 8.7 8.5 7.9 6.5 6.9 6.9 6.2 5.7 4.6 4.5 5.3 4.8 4.8 4.2 4.3
9.8 85 6.3 6.1 5.3 5.0 4.4 44
. . . . . .- . 131 134 7.0 9.7 9.2 8.7 7.7 85 112 104 8.0 6.5 75
128 112 113 9.4 92 103 9.4 9.3 7.6 8.0 8.2 7.2 6.3 a7 4.8 5.5 5.0 5.0 4.8 5.3
137 115 106 109 128 135 133 133 112 105 122 9.4 6.9 4.9 a7 5.6 5.2 5.0 4.6 4.5
6.5 51 5.0 4.8 51 7.0 6.3 53 4.3 4.4 3.4 31 24 15 17 17 13 13 0.9 11
139 119 124 130 142 151 165 151 121 123 124 109 118 128 8.7 8.5 6.7 6.5 5.6 6.7
.“ . . . 72 72 6.3 5.6 4.7 4.7 55 4.9 4.7 43 43
. . . . . 348 197 161 155 138 398 344 225 248 241 169 138 8.5 9.8 8.8
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 54 4.9 4.9 4.3 4.4
177 164 157 131 128 124 101 8.4 6.9 7.6 7.8 79 7.2 6.3 6.4 6.9 6.4 6.5 58 6.2
126 133 133 129 108 107 100 9.6 6.9 74 7.4 6.8 59 5.4 55 6.3 6.2 6.1 5.7 57
104 115 8.6 6.4 4.9 4.8 5.6 5.2 5.0 44 4.5
. . . . . . . . . . 104 9.7 94 217 159 8.5 7.8 9.1 8.3 7.7
134 114 128 117 138 146 128 117 102 100 113 8.7 6.4 4.8 a7 5.5 51 5.0 4.2 4.2
132 105 117 114 112 132 107 100 8.5 95 102 8.0 6.6 5.0 5.0 54 51 5.3 4.6 4.8
4.7 42 4.0 4.0 52 6.4 6.2 6.4 4.6 5.0 4.5 4.0 34 3.0 3.0 3.9 34 3.2 2.3 24
.. 550 470 624 583 519 719 796 866 1385 1115 1249 1060 1136 1066 358 874 624 389 190
11.0 101 9.6 97 102 118 101 9.1 75 8.2 8.2 7.8 7.1 55 51 53 4.9 49 45 51
10.6 7.7 8.4 8.8 85 8.6 7.9 7.0 5.9 71 6.6 6.4 6.4 53 5.6 6.0 5.0 4.6 4.1 5.0
111 105 100 83 8.2 8.6 7.1 6.0 4.8 4.7 54 5.0 4.9 43 4.4

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://mww.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 37. Nominal exchangerates (vis-a-vis the US dollar)
Average of daily rates

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

Monetary unit

1992

1993

1994

1995

1996

1997

1998

1999

1999

2000 2001

Estimates and assumptions®

2002 2003 2004
Dollar 1.362 1.473 1.369 1.350 1277 1.348 1.592 1.550 1.550 1.727 1.935 1841 1.676 1.673
Schilling 10.99 11.63 11.42 10.08 10.58 12.20 12.38 12.91
Franc 32.15 34.55 33.46 29.50 30.98 35.76 36.30 37.86
Dollar 1.209 1.290 1.366 1.372 1.364 1.385 1.483 1.486 1.486 1.485 1.548 1.570 1.479 1.470
Koruny 29.15 28.79 26.54 27.15 31.70 32.28 34.59 34.59 38.64 38.02 32.73 29.61 29.660
Krone 6.038 6.482 6.360 5.604 5.798 6.604 6.699 6.980 6.980 8.088 8.321 7.884 6.943 6.949
Markka 4.486 5.721 5.223 4.367 4.592 5.187 5.345 5.580
Franc 5.294 5.662 5.552 4.991 5.116 5.837 5.899 6.157
Deutschemark 1.562 1.653 1.623 1.433 1.505 1734 1.759 1.836
Drachma 190.5 229.1 242.2 231.6 240.7 272.9 295.3 305.7
Forint . 91.9 105.1 125.7 152.6 186.6 214.3 2371 2371 282.3 286.5 2574 230.2 231.2
Krona 57.62 67.64 69.99 64.77 66.69 70.97 71.17 72.43 72.43 78.84 97.67 91.59 78.88 79.01
Pound 0.588 0.683 0.670 0.624 0.625 0.660 0.703 0.739
Lira 1232 1572 1613 1629 1543 1703 1736 1817
Yen 126.7 111.2 102.2 94.1 108.8 121.0 130.9 113.9 113.9 107.8 1215 1253 119.8 120.1
Won 780.0 802.4 804.3 771.4 804.4 950.5 14005 1186.7 11867 11306 12904 12510 12337 12443
Franc 32.15 34.55 33.46 29.50 30.98 35.76 36.30 37.86
Peso 3.095 3.115 3.389 6.421 7.601 7.924 9.153 9.553 9.553 9.453 9.344 9.660 10.756 10.733
Guilder 1.759 1.857 1.820 1.605 1.686 1.951 1.983 2.068
Dollar 1.860 1.851 1.687 1.524 1454 1.513 1.869 1.892 1.892 2.205 2.382 2.163 1.820 1.820
Krone 6.214 7.094 7.057 6.337 6.457 7.072 7.545 1.797 7.797 8.797 8.993 7.986 7.263 7.333
Zloty . 1.814 2.273 2.425 2.695 3.277 3.492 3.964 3.964 4.346 4.097 4.082 4.013 4.050
Escudo 134.8 160.7 166.0 149.9 154.2 175.2 180.1 188.2
Koruna . 30.77 32.04 29.74 30.65 33.62 35.23 41.36 41.36 46.23 48.35 45.30 39.12 39.170
Peseta 102.4 127.2 134.0 124.7 126.7 146.4 149.4 156.2
Krona 5.823 7.785 7.716 7.134 6.707 7.635 7.947 8.262 8.262 9.161 10.338 9.721 8.628 8.651
Franc 1.406 1477 1.367 1.182 1.236 1.450 1.450 1.503 1.503 1.688 1.687 1.557 1.378 1.382
Lira 6861 10964 29778 45738 81281 151595 260473 418984 | 418984 6243251228269 1512342 1837745 2151252
Pound 0.570 0.666 0.653 0.634 0.641 0.611 0.604 0.618 0.618 0.661 0.694 0.667 0.632 0.635
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 0.939 1.085 1117 1.061 0.935 0.936
R 0.710 0.716 0.699 0.659 0.689 0.726 0.737 0.731 0.731 0.758 0.785 0.773 0.733 0.734

Note: No exchange rates are shown for individual euro area countries after 1999.

@) On the technical assumption that exchange rates remain at their levels of 26 March 2003, except for Turkey, where exchange rates vary according to official exchange rate policy.

Source: OECD.
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Annex Table 38. Effective exchangerates
Indices 1995 = 100, average of daily rates

Estimatesand assumptions®
2002 2003 2004

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Australia 106.7 106.9 107.7 100.9 95.7 103.1 100.0 109.7 111.0 103.5 103.6 96.3 90.3 93.6 98.5 99.0
Austria 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 98.6 101.3 102.1
Belgium 79.7 85.2 86.1 88.7 90.7 94.7 100.0 98.4 94.5 96.8 96.3 92.5 93.6 95.2 98.8 99.1
Canada 109.7 113.2 116.5 110.7 105.6 100.8 100.0 101.9 102.2 97.4 97.1 98.0 9.1 93.6 98.6 99.3
Czech Republic . . . . 95.9 99.3 100.0 101.6 98.6 100.3 99.9 101.2 106.2 118.2 117.2 1175
Denmark 80.0 86.5 86.0 88.7 92.9 95.1 100.0 99.1 96.8 99.3 98.7 94.8 96.4 97.6 101.0 101.4
Finland 96.1 99.9 97.0 85.2 76.7 87.0 100.0 97.6 95.4 98.2 101.1 96.6 98.6 100.3 104.4 104.8
France 80.5 86.4 85.9 89.6 93.3 96.1 100.0 100.4 9r7.7 100.0 99.3 95.7 96.6 98.0 101.7 102.2
Germany 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 97.1 101.8 102.6
Greece 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 90.7 93.9 94.3
Hungary . . . . 140.1 126.0 100.0 85.2 78.9 715 69.0 65.5 66.7 71.2 72.0 72.0
Iceland 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 93.2 99.3 99.6
Ireland 90.8 98.6 975 101.7 96.6 98.2 100.0 102.6 102.4 99.4 96.5 89.5 90.7 92.8 99.4 99.6
Italy 118.7 126.1 127.3 126.2 108.7 108.6 100.0 110.0 1115 113.9 1135 109.4 110.7 112.7 117.3 118.0
Japan 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 95.5 97.3 97.4
Korea 114.6 1113 107.4 100.1 98.6 99.7 100.0 101.6 94.1 68.1 77.9 834 77.1 79.7 78.2 776
Luxembourg 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 96.5 99.1 99.2
Mexico 212.5 193.5 186.9 187.1 196.5 190.3 100.0 84.9 83.3 74.0 70.6 72.1 74.1 718 63.6 63.8
Netherlands 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 95.6 100.3 100.6
New Zealand 91.9 92.0 89.5 83.3 87.3 93.6 100.0 106.3 108.9 97.8 94.4 85.6 84.7 91.5 102.5 102.6
Norway 94.4 95.8 95.0 96.7 95.7 96.4 100.0 100.1 101.1 98.0 97.9 95.8 99.0 107.3 107.2 106.5
Poland . . . . 139.0 113.5 100.0 93.2 86.6 84.8 79.2 81.6 90.0 86.1 79.0 78.5
Portugal 91.8 93.3 95.8 101.3 97.8 96.9 100.0 99.6 98.3 98.2 97.7 95.4 96.3 97.2 99.6 99.9
Slovak Republic . . . . 97.9 96.7 100.0 100.9 105.6 106.6 100.6 102.3 99.8 100.1 104.4 104.6
Spain 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 96.8 99.7 100.1
Sweden 115.2 115.7 116.7 119.6 98.4 99.6 100.0 110.1 106.6 106.3 106.1 106.3 97.8 100.2 103.5 103.7
Switzerland 74.3 80.5 80.2 79.7 835 91.9 100.0 98.7 93.1 97.2 97.8 96.1 100.0 105.1 108.7 108.6
Turkey 2008.1 15469 1023.7 610.9 427.8 173.5 100.0 58.6 34.9 211 141 103 5.8 4.3 3.2 2.8
United Kingdom 108.0 109.0 1111 108.4 100.2 103.4 100.0 102.3 119.2 127.0 127.5 130.9 129.6 1311 127.6 127.5
United States 79.2 83.3 85.4 87.1 92.6 98.0 100.0 105.6 1131 124.8 124.4 1275 134.3 134.8 131.3 131.6
Euro area 68.3 81.1 81.6 86.9 86.0 92.0 100.0 102.0 95.5 100.7 99.0 90.1 924 95.5 104.6 105.9

Note: For detalls on the method ot calculation, see the section on exchange rates and competitiveness indicators in OECD Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).
a) On the technical assumption that exchange rates remain at their levels of 26 March 2003, except for Turkey, where exchange rates vary according to official exchange rate policy.
Source: OECD.
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Annex Table 39. Export volumes
Total goods, customs basis, percentage changes from previous year

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Zgg;] ecti gr(l;)4
Australia 9.0 31 8.1 0.1 4.8 72 162 6.3 6.2 6.3 30 123 8.0 0.1 4.9 9.7 14 0.6 3.7 8.9
Austria 9.5 12 2.0 76 150 107 7.1 37 -28 107 93 120 200 121 150 156 6.8 42 3.0 6.7
Belgium® 4.1 7.9 6.9 4.6 8.1 31 4.0 0.0 75 9.0 6.2 2.2 75 5.6 50 102 17 6.7 33 6.6
Canada 6.4 5.8 3.6 9.7 12 4.7 2.6 79 113 132 9.5 5.6 9.8 85 107 9.0 -43 0.6 4.1 7.4
Czech Republic . . . . . . . . . 57 150 26 150 152 78 160 129 57 72 101
Denmark 4.6 14 24 7.6 7.4 6.5 7.1 53 0.1 75 6.0 34 6.3 15 6.7 108 2.2 6.1 3.8 7.9
Finland 1.0 0.6 14 32 -02 28 -87 9.0 186 139 7.0 6.0 120 9.0 4.1 9.1 -06 12 31 7.0
France” 25 0.1 4.2 9.7 101 51 52 48 -00 100 9.5 23 121 9.2 48 133 16 2.2 2.7 54
Germany 5.9 13 29 6.6 8.1 14 14 08 -6.3 9.0 6.7 71 107 5.7 6.3 128 4.7 4.4 4.4 6.0
Hungary . . . . . . . . . 167 99 242 297 219 163 217 7.7 6.4 4.6 8.0
Iceland® 127 345 252 05 -21 38 -81 -09 49 122 -22 9.0 15 -25 73 -06 7.0 4.5 55 5.0
Ireland 5.3 28 182 8.7 9.2 1.7 6.7 114 154 116 208 99 149 245 163 189 51 6.4 2.7 7.2
Italy 7.4 18 25 5.6 8.6 33 0.2 3.7 88 119 132 12 3.8 2.6 18 102 0.3 16 4.4 57
Japan 50 -05 0.4 4.4 45 6.8 21 15 -24 14 4.2 12 116 -19 18 9.0 -109 9.6 8.2 9.6
Korea 107 245 232 194 -01 82 111 87 121 136 219 197 153 220 105 198 04 122 137 121
Luxembourg . . . . 128 2.2 37 -05 -02 6.6 3.6 13 125 161 54 169 39 -32 0.8 6.2
Mexico -32 180 117 168 59 80 143 81 16.6 86 239 184 163 133 114 136 -27 -08 5.2 8.2
Netherlands 59 21 4.5 9.2 6.4 52 4.8 2.6 11 6.5 72 54 6.5 9.0 6.4 101 6.0 -22 34 7.2
New Zealand 10.7 -20 29 39 27 57 104 26 42 101 29 4.8 59 -06 2.7 55 33 5.4 5.6 6.4
Norway 35 18 139 44 150 6.7 6.7 8.0 53 124 55 129 4.6 0.2 2.8 52 4.6 13 0.1 27
Poland . . . . . . . . . 196 171 99 138 8.8 28 251 118 72 69 142
Portugal 10.6 78 117 93 205 127 0.6 75 -42 144 142 9.6 100 6.6 51 9.5 22 4.7 4.7 7.7
Slovak Republic . . . . . . . . . 57 150 6.6 39 164 6.2 163 6.6 6.3 6.0 8.6
Spain 14 -34 75 6.0 48 119 113 49 117 212 97 120 141 6.9 6.4 122 2.0 14 2.3 6.2
Sweden 34 29 2.7 3.7 21 02 -22 10 98 169 108 61 107 85 61 114 -45 2.8 25 7.6
Switzerland 9.0 0.9 15 6.2 6.0 42 -10 3.8 0.4 4.8 3.8 25 7.6 35 3.6 7.0 12 31 33 53
Turkey 145 -208 219 88 -16 11 6.4 6.5 76 220 57 128 183 6.7 54 224 55 119 88 137
United Kingdom 5.7 4.0 55 25 54 6.5 0.5 22 01 130 106 82 7.6 16 45 114 08 -18 0.5 9.0
United States 3.6 51 114 188 126 8.3 7.1 6.8 3.0 9.7 119 87 145 21 38 113 -59 -36 3.6 9.9
Total OECD 5.2 2.6 4.9 7.9 7.3 5.2 3.7 3.8 20 9.3 9.3 6.5 110 5.7 57 120 -05 2.7 4.6 7.9

£00C dDd0 ©

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.or g/eco/sour ces-and-methods).

a) Including Luxembourg until 1994.

b) Volume data use hedonic price deflators for certain components.

c) OECD estimates.

Source: OECD.
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Annex Table 40. Import volumes
Total goods, customs basis, percentage changes from previous year

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 zgzgedl 3824
Australia 79 -13 15 132 228 -7.3 -13 6.7 43 118 101 7.0 6.2 7.1 72 56 -47 136 8.6 8.6
Austria 5.4 5.2 5.3 77 106 110 3.3 28 -13 129 6.7 124 158 124 133 9.1 49 -06 2.6 6.3
Belgium? 38 106 8.3 4.9 6.8 52 4.1 10 12 7.8 4.9 4.3 4.6 8.1 33 103 0.2 5.4 34 7.0
Canada 10.4 9.1 54 135 5.2 0.6 31 7.6 8.7 106 75 6.0 171 6.2 8.8 95 -59 11 6.1 8.0
Czech Republic . . . . . . . . . 188 267 109 88 114 24 141 138 4.8 6.4 9.4
Denmark 7.9 70 -17 0.0 24 45 4.7 47 -36 123 7.8 0.1 85 33 11 6.4 12 59 45 7.9
Finland 6.0 5.7 8.9 87 107 -40 -167 -21 -37 204 8.1 77 101 118 -05 44  -27 17 33 6.4
France® 5.7 6.6 88 111 9.6 54 2.8 09 -41 101 85 0.2 76 123 74 155 0.4 16 25 6.9
Germany 4.9 5.4 53 6.4 73 114 133 13 -98 7.9 6.9 55 61 110 6.6 9.9 24 03 4.8 6.3
Hungary . . . . . . . . 149 -31 179 262 246 142 208 3.9 5.8 5.6 7.0
Iceland® 101 234 418 06 -123 33 30 -22 -122 6.5 6.8 159 50 244 34 32 -90 -29 7.0 74
Ireland 34 05 101 6.6 109 7.1 0.6 51 58 124 160 100 148 182 81 156 -0.0 4.4 22 6.0
Italy 8.8 46 102 7.0 8.3 45 4.6 32 -102 125 9.8 -31 8.9 85 7.9 83 -07 17 3.8 5.8
Japan 0.7 9.7 9.0 169 77 8.0 26 -10 27 125 149 7.7 19 -65 100 111 -19 1.6 4.7 4.3
Korea 5.6 16 178 198 158 151 231 32 47 235 244 161 22 -221 280 168 -33 137 123 123
Luxembourg . . . . 5.8 49 105 -29 25 4.9 29 -05 129 104 142 5.0 34 -19 0.1 4.9
Mexico 146 -6.9 89 411 188 174 197 232 38 185 -132 227 220 153 138 195 -41 0.3 a7 9.3
Netherlands 7.2 3.7 4.7 8.0 6.8 4.7 4.3 13 -27 7.1 7.8 6.1 7.6 85 59 120 46 -27 12 9.3
New Zealand -00 -14 104 -78 217 73 -96 107 43 163 6.5 34 3.6 24 134 27 19 8.4 6.2 5.6
Norway 117 144 -20 -95 57 103 2.6 33 07 161 81 104 79 105 4.3 6.4 13 25 2.8 29
Poland . . . . . . . . . 1563 208 282 222 151 42 108 31 9.9 74 110
Portugal 66 192 280 222 84 158 59 130 -95 122 9.4 51 128 150 9.8 5.6 23 -17 0.2 54
Slovak Republic . . . . . . . . . 188 266 5.4 19 186 -55 131 124 4.8 55 7.1
Spain 84 216 263 192 168 99 115 6.8 -57 152 110 75 118 137 139 8.3 4.1 3.8 5.8 6.9
Sweden 9.2 3.7 8.9 54 7.1 02 -64 -08 25 149 9.0 24 105 103 29 127 -61 -33 1.4 7.7
Switzerland 55 8.2 57 4.7 5.8 23 -12 -43 -16 9.5 6.1 14 6.8 6.1 8.2 7.4 1.0 -08 26 48
Turkey 79 -50 141 -05 57 342 -20 106 372 -21.1 298 308 209 -22 -64 438 -256 164 133 146
United Kingdom 3.8 72 69 138 8.0 05 -52 6.2 0.4 6.3 6.0 101 9.4 9.6 76 118 29 14 22 9.6
United States” 63 103 4.8 4.1 4.2 30 -01 93 101 133 9.0 94 142 117 122 135 -33 3.9 6.6 7.7
Total OECD 59 7.3 7.1 8.6 7.7 5.6 3.7 4.1 03 110 9.0 7.3 9.7 8.2 9.0 120 -07 25 4.9 7.5

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: //mwww.oecd.or g/eco/sour ces-and-methods).

a) Including Luxembourg until 1994,

b) Volume data use hedonic price deflators for certain components.

c) 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
Franc
Germany
Hungary

lceland®
Ireland
Italy
Japan

Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States”

Total OECD

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2?0%] ect gg?m
125 12 40 118 55 12 91 21 13 28 74 -41 18 49 70 157 98 -29 -44 06
26 -43 -19 40 -26 -19 -41 -18 -14 -10 37 -61 -26 -33 -80 -15 -02 -23 03 16
17 99 -61 47 79 -31 -19 -14 -16 12 18 27 53 -00 -06 87 22 01 -08 14
05 24 14 05 12 -12 53 25 46 60 62 -00 -13 -06 14 63 18 -15 18 16
47 72 10 55 36 09 63 03 68 -11 14

34 45 -10 01 56 -15 04 -17 -30 19 01 12 20 -08 04 67 25 -19 -09 26
28 23 23 50 77 -12 05 61 48 13 70 -12 30 -06 -28 152 -25 -70 -42 03
37 45 -13 21 37 -19 -15 -23 -32 -06 04 17 21 -19 -18 16 04 -28 -10 19
39 33 27 09 45 -11 06 07 00 10 17 02 16 01 -17 39 18 26 -13 17
180 3L2 189 151 131 35 99 21 50 07 17

309 -10 -59 113 327 137 78 31 27 60 58 -12 29 69 -12 37 227 02 08 18
40 57 39 56 87 87 -18 -06 37 31 06 08 14 25 03 48 52 -54 -82 17
80 47 12 50 63 21 29 08 113 37 92 08 05 09 -01 57 40 -23 05 15
-07 -154 60 -25 70 36 -03 -01 -46 -10 -18 69 19 07 -80 -07 55 -33 -11 08
60 -84 105 85 53 20 31 43 -15 28 24 94 80 172 -170 -46 -08 -72 -30 -01
. . . . 157 52 -10 83 113 -109 27 -70 07 -71 161 -78 56 129 02 14

607 356 1522 533 184 222 26 25 -30 179 1000 203 31 87 82 65 -33 58 114 34
13 171 57 04 50 -12 -06 -29 -34 20 15 07 30 -28 -12 81 16 00 -20 21
93 26 60 62 133 -14 -42 81 27 -41 -17 -35 -28 46 14 177 90 -103 87 27
49 -248 34 01 123 41 -37 -84 06 -37 37 74 23 -113 128 446 52 -7.7 16 28
W« w . . . . . . 20 208 80 127 65 79 11 -40 24 45 31

157 33 84 104 58 29 02 -22 43 51 30 -11 04 -03 -07 48 -01 -43 -06 18
W e . ... . . . 47 72 30 12 30 54 112 45 -08 -00 43

84 -41 27 54 46 -18 -09 11 51 42 63 10 35 -02 -08 61 24 03 09 16
38 -12 35 45 69 21 02 -30 84 39 54 -43 04 -25 -18 20 34 -15 08 12
20 05 -10 22 57 13 24 12 02 -06 -18 -02 38 03 12 34 29 -32 -l4 04
359 257 456 595 504 358 582 669 554 1637 721 697 778 641 504 243 1050 258 341 257
52 -106 38 04 83 40 06 12 97 04 37 11 -51 -57 -30 12 02 04 13 06
50 -33 22 65 14 -10 -01 -15 05 11 24 26 -27 -31 -l4 12 07 -05 21 14
29 59 17 38 50 08 -03 02 10 23 45 12 12 01 -21 37 20 -18 00 15

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.

c) OECD estimates.
Source: OECD.
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Total goods, percentage changes from previous year, national currency terms

Annex Table 42. Import prices (average unit values)

Australia
Austria
Belgium®
Canada

Czech Republic

Denmark
Finland
France”
Germany
Hungary

Iceland®
Ireland
Italy
Japan

Korea

Luxembourg
Mexico
Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States”

Total OECD

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 ZEE)(C); ecti 3?)34
18.7 9.3 61 -24 -10 3.9 10 4.6 81 -24 36 -54 -01 84 -22 9.2 58 -47 -70 -07
38 -99 41 18 30 -26 31T -25 -35 -12 -12 -52 -38 -53 -67 43 -10 -38 -21 13
-00 -162 -70 57 71 -18 -13 -32 -58 21 3.2 33 60 -16 11 9.7 4.0 09 -07 12
17 01 -18 -20 -03 07 -33 2.0 55 6.1 30 -25 -02 29 -09 15 25 04 -12 13
. . -0.9 5.6 13 51 -23 20 119 -17 -88 -08 11

24 96 -41 18 71 -29 00 -29 -29 25 2.4 21 34 0.9 0.4 7.8 08 -15 -11 17
30 -98 -22 18 4.1 16 22 105 128 -31 -10 0.2 53 -39 26 183 06 -20 -41 0.5
08 -149 -23 0.7 61 -21 -07 -38 -41 0.1 0.4 24 17 -31 -19 52 -04 -38 -17 17
25 -159 -61 0.9 74 -25 19 -24 -15 0.8 0.5 0.5 32 -32 -14 101 -02 -49 -15 15
152 306 21.3 136 113 55 130 23 54 14 1.9

309 -10 -59 113 327 9.6 29 -24 7.4 5.0 4.2 33 01 -09 -03 81 200 -05 4.6 18
25 -85 -42 4.7 85 -52 24 23 7.6 2.3 30 -12 0.5 21 31 85 22 -7.8 -107 0.1
74 -176 -15 4.0 77 -07 -08 -05 117 41 122 -13 14 -27 -09 142 20 -28 -07 1.6
-44 -365 -80 -54 119 109 -92 -69 -124 -77 -13 147 60 -54 -123 47 50 -24 20 18
-36 -02 101 33 -59 43 -18 3.3 07 -09 17 01 108 225 -153 9.5 37 -91 11 0.9
. . . . 61 -26 -35 4.7 85 31 -39 25 -15 47 4.2 03 -04 6.8 1.0 0.6
70.7 921 1298 69.7 142 162 6.6 33 20 117 99.7 189 48 147 33 19 -06 39 126 29
09 -181 -30 -06 52 -17 -03 -27 -32 2.0 0.2 0.7 26 27 0.8 76 -10 00 -21 17
105 -25 -43 -08 7.9 0.7 10 67 -06 -34 -01 -27 -09 3.8 23 165 12 -58 -56 25
6.5 0.0 2.8 29 6.0 09 -17 -21 1.0 0.7 09 -09 -10 14 -74 35 02 -76 24 34
. . . . . . . . . 283 186 111 133 21 72 52 -62 -07 57 35
73 -86 6.1 7.1 7.8 3.3 02 -51 5.0 3.6 18 2.7 03 -21 -13 85 11 -14 -07 2.0
. . . . . . . . . -0.9 5.6 55 26 -34 77 136 76 -08 -06 3.8
12 -201 -32 -21 21 -34 27 -12 52 5.8 4.4 0.3 41 -29 00 129 -13 -24 -18 12
24 -83 17 34 5.2 22 -06 -27 120 4.2 08 -38 09 -33 15 4.5 5.9 26 -20 0.7
44 -93 -36 4.8 81 -04 -01 22 -19 -49 -20 -01 50 -23 -19 5.6 01 -34 -04 0.9
44.3 83 375 646 547 300 546 616 500 1715 822 652 727 630 535 459 884 318 405 256
39 -58 27 -05 5.9 30 -05 -03 7.8 3.6 67 -03 -71 -74 -33 04 -06 -25 24 0.6
40  -22 6.9 4.8 2.8 18 -14 -04 -11 0.8 27 24 -41 -60 0.1 48 -29 -17 3.6 11
20 -107 12 29 57 14 -07 -09 0.1 21 4.3 16 15 -19 -17 6.9 09 -22 0.8 15

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.

c) OECD estimates.

Source: OECD.
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Annex Table 43. Competitive positions: relative unit labour costs
Indices, 1995 = 100

Austraia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic

Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
2240 1808 1646 1615 1639 1499 1332 1158 1014 1029 1000 1035 1045 93.1 91.4 86.8 81.7 85.8
942 1092 1156 1098 1039 1042 1021 103.6 1058 989 1000 1020 91.9 82.0 79.1 721 70.5 70.2
88.5 92.5 95.9 93.4 91.5 97.4 97.3 97.4 96.4 96.9 100.0 94.7 87.9 89.1 89.3 85.6 87.3 89.8
1073 1023 1093 1178 1218 1250 1285 1176 1051 978 1000 1058 1062 101.6 1028 1020 1041 104.3
90.2 98.1 1000 1071 1049 1152 1166 1158 1191 1253

78.4 82.4 90.2 95.4 89.6 97.8 93.9 96.3 101.2 969 100.0 104.0 984 1019 1040 1035 1057 108.3
1335 1288 1276 1317 1383 1455 139.2 1082 82.3 87.2 100.0 93.8 88.0 89.0 87.5 77.9 815 82.6
106.6 108.0 1071 1029 99.4 1056 100.9 99.0 1015 1003 100.0 99.6 90.8 87.2 84.6 78.1 78.0 78.2
69.7 774 83.5 83.0 80.4 82.9 83.6 89.8 91.4 926 100.0 97.4 92.8 94.8 96.3 93.4 93.1 93.7
102.7 88.0 85.0 93.8 99.7 106.3 97.9 94.3 88.2 921 1000 1027 1059 1012 1029 98.3 98,5 1010
. . . . . . . . 1227 1222 100.0 92.5 92.6 85.5 85.5 78.2 86.2 97.8
99.0 962 1179 1282 1136 1096 1133 111.0 1012 99.4 100.0 98.7 1040 1131 1243 1344 1164 1225
1528 163.6 1510 1386 1276 1330 1268 123.0 113.0 109.0 100.0 99.1 91.7 85.3 815 74.3 72.1 75.4
1354 1339 1335 1309 130.7 1300 1332 1313 1200 1141 1000 1118 1141 1203 1211 1136 1153 1192
49.4 65.6 69.5 718 65.2 60.9 66.6 73.5 89.1 98,5 100.0 84.7 80.1 8r1.7 98.6 1017 97.5 89.1
82.6 65.2 68.4 84.0 99.4 96.7 98.4 90.7 87.3 89.8 1000 107.0 934 64.8 67.5 70.9 67.4 75.1
1103 1191 1206 1095 1035 1044 1021 1020 100.9 99.4 100.0 94.8 94.1 925 88.1 87.3 89.0 90.4
1345 1035 1050 109.1 1209 1230 1374 1530 1647 1606 100.0 1018 111.8 1083 1138 1227 1324 1337
989 1067 1125 1089 1012 102.6 996 1026 101.6 976 100.0 96.7 93.8 97.9 97.1 93.7 9.1 99.8
77.6 79.9 89.8 99.9 92.8 93.0 92.0 82.4 85.4 933 1000 1111 1165 107.7 108.0 97.2 954 104.2
93.4 94.1 954 100.6 98.9 97.7 95.7 93.6 90.6 944 1000 101.0 1070 1090 1161 1193 1249 1394
. . . . . . . . 90.2 96.3 1000 1027 1024 1080 101.0 1004 1047 93.8
89.3 87.3 83.6 86.9 94.6 89.8 91.8 100.7 91.5 95.0 100.0 91.3 92.9 94.7 97.0 97.9 1005 1024
. . . . . . . . 83.3 89.2 1000 107.7 1257 1339 1322 146.7 1535 1634
79.3 82.9 84.2 89.5 96.6 108.7 1098 1126 1023 99.2 1000 1043 103.7 106.6 1065 1071 1108 1156
1277 1288 1298 1347 1413 1457 1483 1455 1039 972 1000 1131 1087 1059 101.2 98.2 90.0 91.7
69.4 76.6 81.9 834 78.9 84.9 85.3 83.6 82.7 91.3 100.0 96.5 92.8 96.1 96.4 96.2 101.2 106.5
122.0 97.1 88.5 80.8 1222 1734 190.7 1721 1713 1115 1000 1002 1126 1258 1471 1685 1211 1178
1119 1057 109.0 1163 1125 1165 1201 1112 98.2 100.6 1000 1032 1253 1380 1431 1452 1437 1465
168.8 1488 1257 1164 1176 1144 1121 1080 1066 1055 100.0 101.0 1061 1153 1123 1177 1190 1176
83.7 945 101.8 97.3 923 1011 988 103.1 99.3 96.8 100.0 100.5 90.5 92.3 91.1 82.1 83.7 87.6

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 areal 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), “Trendsin OECD Countries International Competitiveness: The Influence of Emerging Market Economies’, OECD Economics Department Working Papers, No. 195. See also
OECD Economic Outlook Sources and Methods (http://www.oecd.org/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 44. Competitive positions: relative export prices
Indices, 1995 = 100

Australia
Austria
Belgium
Canada

Czech Republic

Denmark
Finland
France
Germany

Hungary
Iceland
Ireland
Italy
Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
108.5 98.0 1009 1183 1235 1164 105.7 96.9 91.1 96.1 100.0 1004 1022 95.7 97.5 103.0 97.3 96.8
103.6 1078 109.7 1125 1026 104.6 99.3 98.5 99.4 96.0 100.0 92.3 86.1 83.7 7715 713 69.6 69.8

89.8 93.5 93.1 92.8 95.2 97.3 95.0 95.9 94.0 959 1000 1002 100.1 1026 1023 1040 1050 1084
100.0 97.3 99.2 1028 1056 1031 100.4 96.3 95.3 956 1000 1013 1023 1001 1009 1025 100.4 99.1

. 94.2 983 1000 1027 1032 1084 1070 1088 1115 1173

89.4 96.1 98.6 95.5 93.2 98.7 97.2 98.8 98.7 1000 100.0 99.6 979 1010 1027 99.2 1000 102.3

88.4 88.6 91.2 94.6 99.3 99.3 98.0 90.1 795 85.1 100.0 95.3 94.6 96.8 945 100.5 98.4 94.9
1051 1086 109.0 1074 1040 106.8 1025 103.0 100.3 99.8 1000 101.7 99.5 99.3 97.6 91.9 90.6 90.0

80.6 89.8 93.0 90.5 89.1 92.9 91.5 94.9 96.4 96.6 100.0 97.8 93.4 95.3 94.2 91.2 91.2 91.0

. . . . . . . .. 1033 1024 1000 1012 1057 1080 1073 1083 109.7 1129
1485 1221 1080 1018 102.6 99.6 79.9 75.0 72.8 914 100.0 85.7 99.3 86.4 91.3 1119 1076 1129
1105 113.0 1085 1105 1106 106.0 1040 1046 1009 995 1000 1024 1036 1041 103.7 975 1041 1017
101.8 1041 1046 1006 1074 1129 1141 1126 1004 985 1000 1058 1052 1091 1099 1091 1117 1120

717 80.7 79.4 815 79.4 74.8 80.4 84.1 945 100.7 100.0 92.7 89.8 90.2 98.1 1044 100.9 94.0
100.7 87.1 99.7 1124 1238 1166 1100 1035 101.3 99.0 1000 1041 1052 84.4 81.3 84.0 80.1 735

718 739 739 74.0 81.0 89.2 88.6 97.6 108.2 96.9 100.0 911 87.8 82.2 96.1 84.0 87.1 1005
103.2 100.8 97.4 975 95.7 93.8 94.0 91.7 92.2 994 1000 1036 1100 1138 1145 1181 1198 1204

91.2 91.9 98.5 98.7 95.0 96.6 95.1 95.3 94.9 96.2 100.0 98.7 9.1 94.3 92.8 85.8 88.3 92.3

93.9 89.8 954 1065 1042 97.5 92.0 89.3 92.9 974 1000 1016 1010 92.1 91.1 94.9 98.7 98.3

99.5 95.6 963 1120 1163 1058 100.2 94.8 90.5 89.2 100.0 95.9 95.4 95.5 93.0 95.3 93.6 93.6

. . . . . . . . 100.9 993 1000 1002 1025 1064 1080 1077 1106 1101
108.7 1069 1049 1049 1004 101.7 103.6 1055 100.5 99.6 100.0 98.6 95.0 94.5 94.5 93.9 92.0 88.8
. . . . . . . . 1027 99.7 1000 1019 1042 106.7 1036 1118 1148 1189
1040 106.7 1069 1133 1114 1115 1129 1124 1061 100.1 1000 1008 101.0 1016 1005 100.3 1058 1132
1048 1074 1090 1107 1125 1132 1145 1131 98.2 989 1000 1056 100.9 98.0 96.5 94.1 87.8 90.4

745 84.5 88.4 88.0 83.9 90.6 925 91.7 93.7 99.5 100.0 99.4 971 1018 1047 1040 1107 1155
1422 1127 1199 1088 1064 1049 1047 1023 1010 98.6 100.0 97.2 99.2 96.7 95.9 85.1 94.2 89.9
100.7 96.8 977 1026 1013 1032 1048 1028 1024 1041 1000 1015 1105 1114 1083 1058 1022 1047
151.3 1341 1235 1193 1195 1149 1145 111.3 1126 108.7 100.0 989 1014 1052 1055 106.7 1099 1104

Note: Competitiveness-weighted relative export prices inthe 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 areal 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), “Trendsin 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.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 45. Export performancefor total goods
Total goods, percentage changes from previous year

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 25'02 ect (2"834
Australia 7.6 15 -19 -92 -15 23 9.0 0.5 18 -44 -60 6.2 18 -12 0.3 0.6 20 -30 -34 -03
Austria 50 -48 -39 0.5 6.8 4.0 0.4 25 -01 0.4 0.0 5.0 9.0 1.6 7.6 2.8 3.9 21 -19 -08
Belgium® 05 -11 00 -11 04 -27 -13 -25 107 01 -22 -30 -16 -34 -15 -15 -05 58 -05 -09
Canada -0.7 -29 -13 25 -40 40 14 -09 14 0.6 10 -27 -31 -07 -03 -42 -07 -28 -24 -04
Czech Republic . . . . . . . . . -5.1 28 -49 49 2.6 3.3 55 8.6 29 19 2.3
Denmark -00 -36 -28 2.2 13 21 2.4 2.4 14 -19 -08 -40 -15 -56 1.7 -07 2.2 38 -03 0.7
Finland -2.6 -5.1 -4.0 -28  -6.2 -02 -12.1 76 20.1 84 -104 -34 0.6 1.8 -0.6 -3.6 20 -14 -1.7 -14
France 17 -47 -15 0.8 10 -09 -15 1.0 21 -14 07 -38 14 02 -18 1.0 -06 08 -17 -21
Germany 15 -47 -36 -21 03 -27 -12 -25 -76 -18 -27 -04 -03 -25 -08 -02 36 1.7 -01 -23
Hungary . . . . . . . . . 8.3 02 168 181 128 129 104 35 4.0 0.1 0.5
Iceland 94 268 184 08 -65 82 -01 -65 -16 -01 3.6 4.3 02 -68 32 -68 3.9 3.3 16 -13
Ireland 2.3 -09 64 -16 35 4.0 29 101 121 6.0 108 25 6.0 146 8.7 6.5 3.6 4.8 -11 -0.6
Italy 40 -52 -21 05 -18 -35 -44 00 125 24 -11 -25 55 -63 -47 -26 -08 -06 -05 -22
Japan 01 63 66 59 37 -05 51 -70 -96 -107 -68 -74 -06 -19 -72 -67 -80 40 02 -17
Korea 46 103 115 6.8 -12.8 2.6 6.1 13 0.7 2.6 76 -37 01 264 30 -04 -40 148 5.7 14
Luxembourg . . . . -33 -98 -28 -139 -114 119 -50 2.8 16 163 -157 136 -01 -102 -32 -12
Mexico -74 1.2 5.0 9.4 3.2 75 102 -2.2 3.8 -39 166 8.3 04 -04 2.2 15 0.2 =21 -0.7 0.6
Netherlands 23 21 -13 27 -03 -02 -05 -03 37 22 03 -03 -11 0.8 13 -02 48 -41 -09 -01
New Zealand 98 -23 -49 -47 -113 5.3 65 -35 -11 10 58 -13 -05 -23 -28 -13 24 08 -06 -12
Norway 02 52 62 -08 9.1 29 3.3 3.6 53 44 -02 66 -20 -48 -07 -42 44 -02 -34 -43
Poland . . . . . . . . . 8.1 7.2 3.8 4.4 01 -10 127 8.0 5.6 2.0 6.2
Portugal 6.2 0.9 2.9 11 113 6.6 -4.4 39 0.2 4.4 6.3 4.3 0.8 -35 -34 -1.3 0.1 3.6 0.7 0.4
Slovak Republic . . . . . . . . . 71 04 31 71 4.3 4.8 22 -13 2.4 03 -00
Spain -47 -81 05 -35 20 75 33 1.8 117 121 3.0 7.1 28 -14 0.9 01 -28 -25 -12 -10
Sweden -18 -38 -23 -29 43 42 51 -24 9.9 5.2 17 -14 0.8 03 -00 -02 52 -01 -22 -03
Switzerland 60 -43 -49 -09 -23 -17 -73 0.3 26 64 -48 -37 -38 -43 -29 -62 09 -01 -16 -27
Turkey 158 -229 187 38 -48 -2.3 3.0 59 116 119 -4.2 6.6 9.7 -0.1 2.3 9.9 11 8.9 34 55
United Kingdom 32 -11 10 -32 -12 10 -40 -19 11 2.6 13 23 21 -63 -21 -06 08 -41 -39 12
United States 0.9 0.6 8.3 5.1 41 32 -03 -07 -22 -23 31 0.9 29 -07 -23 -10 -49 -61 -18 0.9
Total OECD 15 -33 -09 -06 -04 o1 -14 -13 -02 -15 -03 -10 01 -06 -14 -11 -08 01 -08 -07
Memorandum items
China 6.1 75 75 154 01 132 189 55 -00 157 129 156 102 2.0
Dynamic Asid® 55 4.8 0.6 14 14 -4.6 10 -22 -14 -1.0 -7.6 0.6 16 37
Other Asia 4.4 4.6 46 -0.8 4.6 2.6 3.6 0.3 3.2 75 4.8 0.3 0.8 0.8
Latin America 20 -41 33 42 -71 05 -03 20 -04 0.7 2.7 2.8 04 -15
Africaand Middle-East -0.7 -06 12 51 -69 7.8 11 07 -13 55 -07 0.9 16 -01
Central and Eastern Europe -131 -133 -09 120 02 -41 -124 -28 51 -58 -02 03 -04 -07

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 flowsin 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 Asiaincludes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand.

Source: OECD.
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Annex Table 46. Sharesin World exportsand imports
Percentage, values for total goods, customs basis

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 zgrogj ect 2824
A. Exports
Canada 4.9 45 42 43 4.2 39 38 37 4.0 4.0 39 39 4.0 4.2 45 4.6 45 4.2 42 42
France 5.4 6.1 6.2 6.1 6.0 6.4 6.2 6.4 5.7 5.6 5.7 55 53 5.8 55 4.9 5.0 5.0 51 5.0
Germany 102 124 128 122 119 123 118 119 105 103 106 103 96 103 9.9 89 9.6 99 102 100
Italy 4.2 4.8 49 47 4.7 5.0 4.9 48 46 45 4.6 4.8 43 45 4.2 3.8 4.0 4.0 41 4.0
Japan 9.7 106 9.9 9.9 9.5 8.8 9.4 95 101 9.7 9.0 8.0 7.8 7.3 7.6 7.7 6.7 6.6 6.5 6.5
United Kingdom 5.4 52 54 53 51 5.4 53 52 48 49 4.8 5.0 51 51 49 4.6 45 44 4.2 42
United States 115 106 103 113 119 113 118 11.7 119 116 111 112 119 121 119 119 116 106 99 101
Other OECD countries 196 205 215 218 214 222 220 220 224 226 236 237 231 243 243 235 243 249 249 248
Total OECD 709 748 751 757 747 754 753 752 739 733 733 723 714 735 729 699 702 695 692 687
Non-OECD Asia 9.4 93 102 108 113 113 126 136 149 157 158 161 171 161 165 178 174 183 189 198
Latin America 45 37 33 34 34 32 3.0 29 3.0 31 3.0 3.0 32 31 29 31 31 3.0 29 238
Other non-OECD countries 151 122 115 101 105 101 9.1 8.3 8.1 8.0 7.9 8.6 8.4 7.3 7.7 9.2 9.3 9.1 9.0 8.7
Total of non-OECD countries 291 252 249 243 253 246 247 248 261 267 267 277 286 265 271 301 298 305 308 313
B. Imports
Canada 38 37 34 36 3.6 33 3.2 32 34 33 31 3.0 34 35 3.6 3.6 34 33 32 32
France 5.7 6.1 6.4 6.3 6.3 6.8 6.5 6.3 55 5.4 55 52 4.8 53 51 4.8 4.8 4.7 4.8 4.7
Germany 8.4 9.2 9.4 9.0 90 100 109 108 9.1 89 9.0 87 8.0 8.6 8.3 77 7.9 7.6 7.9 7.7
Italy 4.4 4.4 4.7 4.6 4.7 4.9 4.8 4.6 3.7 3.7 3.8 3.6 35 3.7 3.6 34 35 35 36 35
Japan 6.1 55 55 6.0 6.2 6.3 6.1 5.6 5.8 5.8 59 6.0 57 4.7 5.0 5.4 51 48 4.7 45
United Kingdom 5.7 6.0 6.3 6.7 6.5 6.5 59 58 5.4 5.4 5.2 54 56 5.8 5.7 53 53 53 51 51
United States 183 180 173 164 163 150 144 147 161 162 152 154 163 174 188 197 192 189 184 182
Other OECD countries 205 218 230 233 235 245 243 240 237 240 245 247 240 247 248 240 241 247 250 249
Total OECD 729 747 761 759 762 772 761 751 728 726 721 720 712 736 750 739 733 727 728 720
Non-OECD Asia 9.3 8.8 92 105 109 109 121 133 154 159 163 165 167 143 146 161 157 166 171 181
Latin America 3.8 38 35 32 3.0 2.8 3.0 33 37 3.8 39 38 43 45 3.7 3.6 37 32 2.7 26
Other non-OECD countries 141 128 112 105 9.9 9.1 8.9 8.3 8.1 77 17 17 7.7 7.6 6.6 6.4 7.4 75 74 7.3
Total of non-OECD countries 271 2563 239 241 238 228 239 249 272 274 279 280 288 264 250 261 267 273 272 280

Note: Regional aggregates are calculated inclusive of intra-regional trade.

Source: OECD.
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Annex Table 47. Trade balances

$billion

Projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Australia -10  -19 05 -07 -34 0.4 35 16 -01 -33 -42 -06 18 -54 97 -47 19 53 -65 57
Austria -31 -40 -48 -48 56 -70 -86 -77 -65 -79 -67 -73 -43 -37 -36 -27 -13 45 7.3 8.4
Belgium? 13 34 2.6 4.2 39 35 39 5.7 77 9.0 123 109 9.9 9.8 9.5 49 5.6 8.1 9.1 9.5
Canada 11.9 7.2 9.2 8.8 6.5 9.5 6.1 74 102 148 258 311 186 160 271 418 414 345 413 446
Czech Republic . . . . . . . . -0 -14 37 57 50 -26 -19 -31 -31 -23 -25 -23
Denmark -07  -10 0.8 24 2.7 5.0 51 74 7.8 7.6 6.7 7.7 5.8 38 6.7 6.8 7.5 84 100 116
Finland 10 1.8 16 1.3 -01 0.9 24 4.0 6.4 77 124 113 116 125 122 137 127 134 149 161
France -50 -14 -78 -76 -103 -133 -97 24 7.2 72 110 151 266 254 176 -32 32 109 128 9.0
Germany 283 546 676 763 749 684 195 282 412 509 651 706 713 778 709 584 90.7 1233 1398 1495
Greece 66 -59 -72 -80 -96 -132 -131 -150 -137 -147 -187 -201 -191 -171 -188 -205 -191 -215 -260 -274
Hungary . . . . . . . . -33 36 -15 -17 -13 -19 -22 -29 -22 -21 -30 -30
Iceland -0.0 01 -01 -00 0.1 01 -00 0.0 0.2 0.3 0.2 0.0 00 -04 -03 -05 -01 0.1 0.1 0.0
Ireland 0.6 11 2.6 3.8 4.0 3.9 4.3 7.0 8.1 93 135 157 186 200 243 259 307 361 403 454
Italy -54 4.8 01 -08 -27 -18 -25 -10 295 314 387 540 401 365 234 96 156 171 221 235
Japan 549 90.7 913 923 803 692 962 1247 1394 1441 1321 837 1016 1225 1233 1166 70.3 938 1058 1312
Korea -0.0 4.3 75 113 44 -25 -68 -18 23 -29 -44 -150 -32 416 284 169 135 142 110 9.9
Luxembourg . . . . . . . . . . -7 -19 -20 -23 -26 -24 -25 -21 -33 -33
Mexico 84 5.0 8.8 2.6 04 -09 -73 -159 -135 -185 71 6.5 o6 -79 56 -80 -99 -80 -94 -114
Netherlands 6.8 74 6.3 101 98 120 120 123 169 187 238 228 210 204 161 176 209 257 342 337
New Zealand -0.0 0.1 0.6 22 1.0 0.9 21 16 1.7 14 0.8 0.5 0.9 09 -04 0.7 15 05 -01 0.0
Norway 30 -38 -26 -21 11 4.6 6.0 8.3 6.9 75 87 130 117 21 107 260 260 258 255 264
Poland . . . . . . . . -25 -06 -16 -73 -98 -128 -151 -123 -7.7 -84 -105 -105
Portugal -14 -16 -35 53 -47 66 -76 -93 -80 -82 -89 -92 -99 -122 -138 -140 -134 -124 -126 -128
Slovak Republic . . . . . . . . -0.9 o1 -02 -23 -21 -24 -11 -09 -21 -21 -24 -23
Spain -47 72 -137 -187 -254 -291 -304 -304 -151 -148 -184 -163 -135 -20.7 -304 -349 -316 -332 -428 -46.7
Sweden 2.4 51 45 4.8 4.0 34 6.3 6.2 7.2 94 169 188 190 171 168 149 130 151 183 202
Switzerland -39 43 60 63 -74 -71 -60 -09 1.6 15 0.8 09 -04 -16 -02 -25 -27 3.0 2.9 31
Turkey 30 -31 -32 -18 -42 96 -73 -82 -142 -42 -132 -106 -154 -142 -104 -224 -45 -86 -156 -19.8
United Kingdom -42 -141 -194 -383 -406 -328 -182 -228 -196 -170 -190 -214 -202 -36.2 -443 -459 -482 -520 -659 -741
United States -122.2 -145.1 -159.6 -127.0 -117.7 -111.0 -76.9 -96.9 -1325 -165.8 -174.2 -191.0 -198.1 -246.7 -346.0 -452.4 -427.2 -484.4 -562.3 -593.6
Euro area 117 531 438 505 343 179 -298 -38 738 886 1225 1456 150.3 1464 104.7 523 1115 1698 1957 2052
European Union 9.2 430 297 194 04 -65 -365 -130 692 886 127.1 150.7 1549 1312 838 281 837 1413 1580 1628
Total OECD -428 -78 -238 -13 -385 -528 -27.0 70 642 580 996 522 548 184 -119.6 -279.6 -221.2 -207.8 -267.5 -270.6
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a) Including Luxembourg until 1994.
Source: OECD.
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Annex Table 48. Non-factor services, net

$ billion
Projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Australia -35 -29 -26 -24 -43 -36 -25 -26 -15 -13 -10 -00 -04 -11 -09 04 -04 -08 -15 -17
Austria 33 5.0 55 5.4 6.8 9.1 101 9.4 75 7.3 4.6 4.6 1.0 24 18 16 13 -07 -30 -35
Belgium® 0.1 0.4 1.0 06 -09 -01 -03 0.3 1.0 1.0 -01 0.2 13 0.8 14 21 18 1.0 11 17
Canada 41 -41 -46 -54 -69 -91 -100 -101 -105 -85 -74 -67 -64 -43 -48 50 -54 51 -47 -54
Czech Republic . . . . . . . 1.0 0.5 18 19 18 19 12 14 15 0.6 0.4 0.6
Denmark 0.7 0.3 0.5 0.8 0.7 18 2.8 2.3 16 0.5 0.7 13 01 -03 16 2.6 29 19 2.8 35
Finland -0 -08 -13 -18 -23 -32 -36 -29 -22 -18 -22 -17 -16 -11 -14 -22 -23 -23 -28 -31
France 96 100 104 107 136 149 166 195 173 178 143 151 165 176 185 199 177 192 217 228
Germany -45 -70 -107 -144 -137 -186 -226 -316 -338 -411 -470 -454 -425 -462 -530 -50.8 -520 -423 -47.0 -49.1
Greece 24 29 4.1 4.6 4.2 5.8 6.3 73 6.9 7.8 8.1 7.7 7.2 7.0 7.6 8.1 7.9 9.8 128 141
Hungary . . . . . . . . 0.2 0.2 14 19 18 12 0.9 11 15 0.6 0.7 1.0
Iceland 0.0 0.1 00 -00 0.0 00 -00 -00 0.0 0.0 0.0 0.0 00 -00 -01 -01 0.0 00 -00 -00
Ireland -3 06 -10 -14 -18 -17 -20 31 30 -41 -63 -77 -90 -101 -111 -129 -156 ~-135 -146 -16.0
Italy 34 34 35 16 25 3.6 33 0.6 3.2 52 6.4 7.2 7.9 4.9 12 0.9 03 -41 -26 -19
Japan 96 -129 -204 -303 -36.7 -429 -419 -440 -430 -480 -57.3 -623 -541 -495 -541 -476 -438 -41.3 -415 -426
Korea 0.5 14 2.3 2.3 04 -06 -22 -29 -21 -18 -30 -62 -32 10 -07 -29 -38 -75 -94 -91
Luxembourg . . . . . . . . . . 32 35 40 43 54 6.8 6.4 7.7 9.8 104
Mexico -06 -04 0.3 00 -05 -19 -18 -23 -21 -20 0.7 o4 -07 -09 -18 -23 -36 -40 -46 -57
Netherlands -2 -13 -15 -23 -14 -04 -08 -01 -01 0.2 11 20 3.2 25 25 -20 -25 -13 -09 -18
New Zealand -3 05 05 -06 -08 -08 -08 -09 -06 -03 -02 -03 -07 -07 -02 -01 0.1 0.7 0.8 1.0
Norway 18 12 0.6 16 2.6 3.2 35 0.4 0.8 0.2 0.5 14 15 0.7 1.0 19 2.6 22 3.2 4.0
Poland . . . . . . . . 0.4 2.8 35 34 3.2 4.2 14 14 0.8 0.4 0.4 0.4
Portugal 0.6 0.8 1.0 0.7 0.9 1.0 0.8 0.6 13 12 15 14 15 19 19 19 25 3.0 3.9 45
Slovak Republic . . . . . . . . 0.3 0.8 0.7 0.2 0.1 0.2 0.2 0.4 0.5 0.5 0.7 0.7
Spain 81 118 134 139 127 119 121 124 117 149 186 204 200 219 230 223 243 248 273 287
Sweden -06 -18 -17 -22 -30 -33 -26 -23 0.1 02 -04 -08 -14 -16 -14 -15 -06 -06 -14 -12
Switzerland 4.8 6.6 8.3 8.3 8.0 94 104 109 112 113 129 125 131 135 144 152 143 161 196 205
Turkey 15 16 21 3.7 3.9 4.9 52 5.8 6.7 7.0 9.6 6.6 109 135 74 113 9.1 79 93 102
United Kingdom 8.6 95 111 7.9 6.0 1.7 7.2 9.6 9.9 98 134 150 205 210 191 180 163 235 274 262
United States 0.3 6.5 79 124 246 302 458 604 637 692 778 892 904 798 838 737 689 488 478 491
Euro area 212 247 246 176 207 222 198 125 9.8 8.4 2.3 7.4 9.5 58 -23 -44 -100 15 56 6.6
European Union 300 327 346 241 243 283 272 221 214 189 160 229 287 249 170 147 86 263 345 352
Total OECD 208 292 280 137 147 171 330 369 458 490 561 649 858 843 647 636 509 454 557 581

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

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Austraia -45 -49 -58 -86 -104 -132 -122 -101 -81 -124 -140 -152 -138 -114 -116 -108 -102 -11.7 -119 -125
Austria -2 06 -08 -09 -09 -09 -14 -14 -15 -17 -24 -09 -15 -20 -29 -25 -30 -17 -22 -25
Belgium? 12 15 18 21 4.0 4.8 57 6.4 6.9 74 7.3 6.8 6.3 6.9 6.5 6.3 56 6.5 8.6 9.1
Canada 128 -140 -171 -175 -205 -194 -174 -175 -208 -189 -227 -215 -209 -200 -216 -191 -178 -193 -21.1 -210
Czech Republic -2 -00 -01 -07 -08 -11 -14 -14 -22 -30 -27 -31
Denmark -26 -3 -41 -37 -38 51 51 49 -38 -38 -38 37 34 -28 -25 -40 -30 -28 -36 -39
Finland -10 -13 -16 -17 -27 -37 -47 54 -49 -44 -44 36 -24 -31 -20 -17 -11 -04 0.0 0.5
France -23 -17 -17 -10 -03 -16 -33 -60 -66 -60 -84 -19 7.4 91 189 138 148 124 162 189
Germany 4.7 53 52 94 143 206 203 218 166 29 0.1 10 -14 -76 96 -31 -113 -66 -15 -09
Greece -3 -15 -17 -18 -19 -20 -20 -24 -17 -14 -18 -21 -17 -16 -07 -09 -18 -20 -22 -23
Hungary . . . . . . . . 12 -14 0.1 o0 -13 -18 -16 -14 -13 -16 -18 -18
Iceland 01 -02 -02 -02 -02 02 -02 -02 -01 -02 -02 -02 -02 -02 -02 -03 -03 -01 -02 -02
Ireland 21 -26 -31 -39 43 50 46 56 53 54 -73 -82 -97 -106 -140 -137 -158 -237 -281 -284
Italy 27 -42 -49 55 -72 -146 -175 -220 -174 -169 -159 -154 -101 -109 -112 -120 -104 -149 -163 -17.1
Japan 6.8 93 163 206 229 227 260 357 407 404 441 534 581 547 578 603 691 661 731 806
Korea 21 -23 -16 -13 06 -01 -02 -04 -04 -05 -13 -18 -25 -56 -52 -24 -12 05 1.2 15
Luxembourg . . . . . . . . " . 1.6 13 0.5 02 -05 -13 -16 -23 -24 -26
Mexico 90 -75 68 -72 -83 -86 -86 -96 -114 -130 -133 -139 -128 -133 -129 -148 -138 -123 -120 -119
Netherlands -02 -02 14 12 29 -06 04 -10 0.9 37 7.3 35 70 27 36 -16 -35 -89 -106 -11.0
New Zealand -13 -15 -20 -21 -19 -16 -25 -25 -29 -34 40 -47 -49 -26 -31 -35 -31 -32 -40 -46
Norway -2 -13 -14 -25 -28 -34 -40 -28 -28 -22 -19 -19 -17 -12 -19 -17 -09 0.4 0.6 21
Poland . . . . “ . . . -34 -26 -20 -11 -11 -12 -10 -15 -14 -18 -20 -24
Portugal -1 -10 -08 -08 -06 -01 0.2 0.6 02 06 00 -10 -15 -16 -18 -25 -31 -33 -38 -40
Slovak Republic . . . . " . . . -0 012 -00 00 -01 -02 -03 -04 -03 -05 -06 -07
Spain -7 -18 -26 -383 -28 35 43 58 36 -78 -41 61 -68 -75 -95 -83 -96 -108 -11.3 -119
Sweden 20 -20 -16 -18 -23 45 -64 -100 -88 59 55 -63 -49 32 -20 -14 -14 -18 -24 -25
Switzerland 5.0 5.8 6.8 8.9 8.1 8.8 8.8 8.3 9.1 79 119 126 162 176 202 218 148 173 187 196
Turkey -16 -19 -21 -25 -23 -25 -27 -26 -27 -33 32 -29 30 -30 -35 -40 50 -45 -40 -34
United Kingdom -0.0 4.2 14 13 -12 -51 -59 02 -03 51 33 18 64 208 42 142 236 290 312 302
United States 257 155 143 187 198 285 241 230 239 167 246 241 202 76 181 218 144 -119 -166 -27.6
Euro area -68 -83 -87 -61 06 -67 -11.2 -208 -162 -301 -280 -268 -139 -314 -231 -274 -40.7 -557 -536 -52.0
European Union 114 96 -130 -102 -68 -214 -286 -354 -291 -347 -340 -349 -159 -165 -233 -185 -214 -31.3 -285 -283
Total OECD -65 -125 -126 -40 -31 -105 -173 -141 -94 -27.7 -161 -89 156 20 85 243 193 -170 -11.8 -137

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.

EV¢ - euuy [ealisies



Annex Table 50. Current account balances

$ billion

Projections

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Augtralia -78 -84 -67 -100 -163 -140 -92 -95 -81 -152 -174 -140 -10.7 -165 -206 -132 -71 -162 -182 -184
Austria -0.1 03 -02 -03 0.3 12 -00 -07 -14 -33 62 -54 65 -52 -67 -50 -42 0.6 0.4 0.8
Belgium? 20 44 41 52 5.1 6.2 7.2 99 130 142 153 138 138 133 128 9.4 92 115 146 159
Canada -57 -112 -135 -149 -21.8 -198 -224 -211 -21.7 -130 -44 34 -82 77 13 186 195 110 164 191
Czech Republic . . . . . . . . o5 -08 -14 -41 -36 -14 -15 -27 -33 -37 -43 -44
Denmark -27 -45 30 -16 -17 0.6 12 32 39 23 12 27 0.7 -16 30 24 49 5.0 59 7.8
Finland -08 -07v -17 -27 58 -70 -68 -51 -11 11 54 51 6.8 7.3 7.7 9.2 86 100 105 117
France -0.2 24 45 -46 -46 -98 -57 4.8 9.6 74 110 208 378 393 413 172 212 294 392 383
Germany 183 402 458 527 571 486 -184 -145 -97 -243 -207 -79 -31 -62 -192 -205 35 503 666 746
Greece -38 -212 -18 -15 -33 47 -27 -36 -19 -14 45 64 53 -37 -53 -r7 -72 -87 -101 -101
Hungary . . . . . . . . -35  -40 0.3 03 -07v -22 -24 -29 -17v -27 -36 -33
Iceland -0.1 00 -02 -02 -01 -01 -03 -02 0.0 0.1 o1 01 -01 06 -06 -09 -03 00 -00 -01
Ireland -08 -09 -01 -00 -06 -04 0.3 05 1.8 15 17 20 19 0.7 04 01 -03 -03 -16 1.2
Italy -4.2 22 -25 -70 -112 -168 -243 -30.2 79 125 250 391 337 230 81 -58 -03 -57 -08 0.5
Japan 50.7 854 841 792 633 441 683 1126 1319 1304 1111 658 968 1190 1148 1195 87.7 113.6 128.7 160.5
Korea -0.8 47 101 145 54 -20 -83 -39 10 -39 -85 -230 -82 404 245 122 8.2 6.1 1.8 13
Luxembourg . . . . " . . " . . 25 23 19 18 18 27 1.8 28 34 38
Mexico 08 -14 42 -24 58 -75 -146 -244 -234 -297 -16 -25 -77 -161 -141 -182 -180 -140 -152 -183
Netherlands 44 4.3 42 7.1 9.4 8.1 75 68 132 173 258 215 251 130 157 7.8 8.1 91 150 130
New Zealand -6 -18 -17 -04 -16 -14 -12 -17v -1v -21 -31 -39 44 -21 35 -27 -14 -18 -33 -35
Norway 30 47 -44 -40 -01 31 4.3 44 36 38 52 110 100 0.0 84 248 259 263 268 299
Poland . " . . . . . . -4.6 1.0 09 -33 -57 -69 -125 -100 -54 -67 -89 -93
Portugalb 04 1.2 04 -10 02 -02 -07 -03 03 -23 -02 -44 -61 -78 -98 -112 -105 -93 -87 -83
Slovak Republic . . . . . . . . -0.6 0.8 o5 -20 -20 -20 -10 -07 -18 -19 -21 -20
Spain 28 39 -02 -37 -109 -181 -199 -216 -57 -64 0.8 04 25 -30 -139 -195 -151 -168 -234 -26.3
Sweden -1.0 00 -00 -06 -31 -63 -47 -75 -26 25 8.4 9.7 103 9.7 106 9.4 85 98 110 131
Switzerland 51 6.9 7.6 9.1 7.0 88 107 153 192 173 213 220 255 259 303 316 224 321 364 382
Turkey -10 -15 -08 1.6 09 -26 03 -10 -64 26 -23 -24 -26 20 -14 -98 34 -18 -36 -50
United Kingdom 05 -35 -127 -354 -431 -391 -190 -229 -179 -103 -143 -135 -29 -80 -318 -287 -179 -131 -240 -36.6
United States -118.2 -147.2 -160.7 -121.2 -99.5 -79.0 37 -485 -825 -1182 -105.8 -117.8 -128.4 -203.8 -292.9 -410.3 -393.4 -503.4 -587.1 -629.5
Euro area 180 551 434 442 356 71 -634 -539 261 164 560 809 1026 724 330 -232 147 728 1052 1152
European Union 148 471 277 6.7 -123 -376 -860 -81.2 94 109 514 798 1107 726 149 -402 102 746 980 995
Total OECD -60.9 -319 -542 -421 -809 -1080 -546 -59.1 131 -20.1 46.2 89 60.7 0.5 -156.2 -304.7 -255.0 -288.5 -338.2 -345.3

Note: The balance-of-payments data in this table are based on the concepts and definition of the International Monetary Fund, Fifth Balance of Payments Manual.

a) Including Luxembourg until 1994.

b) Break between 1995 and 1996, reflecting change in methodology to the International Monetary Fund, Fifth Balance of Payments Manual (capital transfers from European Union are excluded from the current account as
from 1996).

Source: OECD.
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Annex Table 51. Current account balances as a per centage of GDP

Australia
Austria
Belgium?
Canada

Czech Republic

Denmark
Finland
France
Germany
Greece

Hungary
Iceland
Ireland
Italy

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand

Norway

Poland

Portugal b
Slovak Republic
Spain

Sweden
Switzerland
Turkey

United Kingdom
United States

Euro area
European Union

Total OECD

1og5 1986 1967 1983 1989 1990 1991 1992 1993 1994 1995 199 1007 1998 1999 2000 2001 2002 OO
-47 -49 33 38 56 46 -30 -31 -27 -45 -48 35 -27 -46 53 34 20 -41 -39 -37
01 03 -02 02 02 07 00 -04 -08 -16 -26 -23 -32 -25 -32 -26 -22 03 02 03
24 38 28 33 32 31 36 44 60 60 55 51 56 53 51 41 40 47 50 53
16 -30 32 -30 -39 -34 -37 -36 -39 23 08 05 -13 -12 02 26 28 15 20 22
13 -19 -26 -71 -67 -24 -28 53 57 -53 -53 51

-46 53 29 -14 -16 04 09 22 28 15 07 14 04 -09 17 15 31 29 29 36
14 09 -19 25 50 51 -54 -47 13 11 41 40 56 56 60 77 71 76 67 72
01 03 05 05 05 -08 -05 04 08 05 07 13 27 27 29 13 16 21 24 22
28 44 40 43 47 32 -10 07 05 -11 -08 -03 -01 -03 09 -11 02 25 29 32
-92 -44 31 23 49 56 -29 -36 -21 -14 -38 51 -44 -31 -42 69 62 65 -62 -58
; ; - D . ; . 90 95 09 05 -14 -47 51 -63 -34 -40 -45 -38
-38 05 34 37 -19 21 -40 -24 07 20 08 -18 -17 -70 -70 -103 -43 03 -02 -09
37 31 02 01 -15 08 07 10 37 27 26 28 24 09 04 01 -03 02 -11 08
10 03 -03 08 -13 -15 -21 -25 08 12 23 32 29 19 07 05 -00 -05 -01 00
37 42 34 27 21 15 20 30 30 27 21 14 22 30 26 25 21 28 31 39
-08 44 75 80 24 08 -28 -12 03 -10 -17 -44 -15 128 60 27 19 13 03 02
; ; - . y . - .. 139 128 110 94 89 140 93 136 144 156
08 -08 28 -13 -27 -29 -47 67 -58 -71 -05 -08 -19 -38 -29 -31 -29 -22 -25 -28
32 24 19 29 40 28 25 21 41 50 62 52 66 33 39 21 21 21 31 25
72 62 -49 -10 -38 -32 -28 -42 -40 -40 52 59 -65 -39 62 52 -28 -31 -46 -46
46 -60 -47 -40 01 26 36 35 30 30 35 69 64 00 53 149 153 137 122 132
. ) ) .. ) ) . 52 10 07 -23 -40 -44 81 -61 -29 -35 -45 -45
15 33 10 20 03 -03 -08 -02 04 -24 -01 -39 57 69 -85 -105 -96 -76 -60 -55
y ; ; . ) ; . 47 50 27 96 92 90 -49 -38 -86 -81 69 -61
16 16 00 -10 -28 -35 -36 -36 -11 -13 01 01 04 -05 -23 -35 -26 -26 -30 -32
10 00 -00 03 -15 -25 -18 -29 -13 11 34 36 42 39 42 39 39 41 39 44
52 50 44 49 39 38 46 63 81 66 69 74 99 99 1.7 132 91 119 119 122
15 -19 09 20 09 -17 01 -06 -36 22 -15 -13 -13 11 -09 -49 24 -10 -19 -26
01 06 -18 -43 51 -40 -18 21 -19 -10 -13 -11 02 06 -22 -20 -13 -08 -l4 20
28 -33 34 24 -18 -14 01 -08 -12 -17 -14 -15 -15 -23 -32 -42 -39 -48 -54 55
08 18 11 10 08 01 -11 08 05 03 08 11 16 11 05 -04 02 11 14 14
05 12 06 01 -02 -06 -12 -10 01 01 06 09 13 08 02 -05 01 09 10 10
-06 -03 04 03 05 06 -03 -03 01 01 02 00 03 00 -06 -2 -10 -11 -12 -12

a) Including Luxembourg until 1994.

b) Break between 1995 and 1996, reflecting change in methodology to the International Monetary Fund, Fifth Balance of Payments Manual (capital transfers from European Union are excluded from the current account as

from 1996).
Source; OECD.
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Annex Table 52. Structure of current account balances of major world regions

$hillion
Projections
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 004
Trade balance
OECD -53 -27 7 64 58 100 52 55 18 -120 -280 -221 -208 -268 -271
Non-OECD of which: 68 52 29 -7 22 0 30 49 43 151 268 200 220 275 276
Non-OECD Asiaof which: 7 9 3 -20 -12 -24 -21 23 91 100 0 85 97 115 119
China 9 9 5 -11 7 18 20 46 47 36 34 34 35 34 34
Dynamic Asia® 10 9 8 1 -6 -23 -17 -3 65 81 76 71 82 102 105
Other Asia -12 -9 -10 -10 -14 -19 -24 -20 -21 -17 -20 -19 -21 -22 -19
Latin America 31 19 10 2 2 -8 -6 -19 -33 -6 8 7 28 47 52
Africaand Middle-East 53 23 14 11 23 25 54 48 -11 33 118 73 65 e 74
Central and Eastern Europe -23 1 2 -0 10 8 3 -3 -4 23 52 34 30 37 31
world® 15 25 36 57 80 100 83 103 61 31 -12 -21 12 8 6
Services and private transfers
OECD -11 0 3 18 -0 14 29 75 60 40 53 34 -10 3 0
Non-OECD of which: -86 -102 -90 -84 -74 -101 -96 -106 -121 -105 -123 -113 -105 -105 -109
Non-OECD Asia of which: -3 -0 -0 4 12 -7 3 4 -17 -10 -10 -5 -6 -6 -8
China 3 4 1 -1 0 -17 -13 -10 -15 -15 -14 -17 -17 -17 -18
Dynamic Asia® -4 -4 -1 4 7 6 9 4 -8 -4 -7 2 6 5 6
Other Asia -2 -0 0 1 5 4 6 10 6 9 11 9 6 6 5
Latin America -27 -24 -21 -26 -26 -30 -33 -42 -44 -39 -39 -44 -34 -27 -25
Africaand Middle-East -57 -73 -58 -56 -54 -54 -61 -58 -48 -48 -63 -55 -55 -63 -66
Central and Eastern Europe 1 -4 -10 -6 -5 -10 -5 -10 -12 -8 -11 -9 -9 -10 -10
world® -96 -102 -87 -66 -74 -87 -67 -32 -61 -65 -70 -80 -115 -102 -109
Officia transfers
OECD -45 -28 -69 -69 -78 -67 =72 -69 -78 =77 -78 -67 -70 -73 -75
Non-OECD of which: 4 -9 18 17 13 14 13 12 12 13 13 13 14 14 14
Non-OECD Asiaof which: 2 2 2 2 2 3 2 3 2 3 3 3 2 2 2
China 0 0 0 0 -1 1 0 0 0 0 0 -0 -0 -0 -0
Dynamic Asia® 0 0 1 0 1 1 0 0 0 1 1 0 0 0 0
Other Asia 2 2 1 1 2 2 2 2 2 2 2 3 2 2 1
Latin America 2 2 2 2 2 2 2 1 1 2 2 1 2 2 2
Africaand Middle-East -1 -20 10 10 8 7 7 6 6 6 6 7 7 7 7
Central and Eastern Europe 1 6 4 4 2 2 2 2 2 2 2 2 3 3 3
world® -41 -37 -51 -52 -64 -54 -60 -56 -66 -64 -65 -54 -57 -60 -61
Current account balance
OECD -108 -55 -59 13 -20 46 9 61 1 -156 -305 -255 -289 -338 -345
Non-OECD of which: -14 -59 -43 -74 -38 -87 -53 -45 -66 59 158 100 129 184 181
Non-OECD Asiaof which: 6 11 6 -13 1 -29 -16 29 76 93 83 83 93 110 113
China 12 13 6 -12 7 2 7 37 31 21 21 17 19 18 15
Dynamic Asi a 6 6 7 6 1 -16 -7 1 58 e 69 73 88 108 111
Other Asia -12 -7 -8 -8 -7 -14 -16 -9 -13 -6 -7 -8 -13 -15 -13
Latin America 6 -3 -9 -23 -22 -36 -37 -60 -76 -43 -29 -36 -5 22 29
Africaand Middle-East -4 -70 -35 -35 -23 -22 -0 -4 -53 -9 62 25 17 21 15
Central and Eastern Europe -21 3 -4 -3 6 -0 0 -11 -14 18 43 28 24 30 24
World® -122 -113 -102 -61 -58 -41 -44 16 -66 -97 -147 -155 -159 -154 -164

Note: Historical datafor the OECD area are aggregates of reported bal ance-of-payments data of each individual country. Because of various statistical problems as well as alarge number of non-reporters among non-OECD
countries, trade and current account balances estimated on the basis of these countries’ own balance-of -payments records may differ from corresponding estimates shown in this table.
a) Dynamic Asiaincludes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippines; Singapore and Thailand. There is abreak in the current account, services and transfers seriesin 1997 for Dynamic Asia, as
figures for Hong Kong, China are not included before these years but are afterward.
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 - 247

Private consumption
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Public consumption
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Investment
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Total domestic demand
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

Export of goods and services
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Tota OECD*®

2002 2003 2004 2002 2003 2004
| I | 1 | 1l
2.9 2.8 2.9 3.7 3.0 2.7 2.8 3.0 2.9
18 16 2.2 13 2.2 15 13 25 2.6
-0.6 0.5 14 -1.7 0.9 0.4 0.5 15 2.0
0.4 10 24 -0.2 2.8 -0.2 18 2.6 2.8
14 0.6 0.7 2.0 21 0.1 0.4 0.7 0.8
3.8 22 23 3.6 3.7 18 16 26 25
31 23 3.6 35 3.0 15 3.0 3.9 3.6
0.7 12 21 0.1 17 0.9 14 2.3 25
12 14 22 0.7 21 11 15 23 25
23 18 27 25 25 13 21 2.8 2.8
2.0 3.7 3.2 12 3.2 4.0 3.6 31 31
35 2.7 16 3.8 31 3.0 17 16 1.6
15 0.8 0.4 2.7 0.6 0.8 0.8 0.3 0.3
17 12 11 2.2 -0.2 19 12 11 1.0
2.3 2.0 19 2.7 13 22 2.2 18 16
3.8 21 2.8 4.9 0.4 2.7 2.7 2.8 28
4.4 53 2.0 4.7 3.7 6.2 51 0.9 12
2.7 1.6 12 34 17 16 12 12 12
2.7 16 14 35 14 17 14 14 14
3.2 31 19 35 2.7 34 3.0 15 15
25 34 52 15 4.8 2.6 3.8 5.3 6.2
-0.6 -14 2.3 0.0 -21 21 0.5 2.7 31
-6.7 -0.5 18 -8.6 -3.1 1.0 -0.8 2.3 3.4
0.5 11 35 -2.9 8.4 -2.9 24 3.8 4.2
-4.0 -1.3 -15 -4.7 23 -24 -24 -1.3 -0.7
-3.2 19 6.7 -4.8 0.8 16 35 6.4 10.3
-1.8 14 59 -0.5 0.5 0.8 35 6.8 6.4
-2.3 0.2 2.7 -3.2 -0.2 -0.1 13 3.0 35
-2.4 0.4 33 -34 0.0 0.2 16 3.6 4.6
-1.7 11 3.9 -14 12 0.5 22 4.4 4.7
35 33 35 4.6 5.0 25 3.2 35 3.6
11 11 29 17 0.6 12 16 3.4 3.4
-15 0.6 16 -1.9 0.6 0.7 0.4 18 24
11 0.8 23 16 0.9 0.4 15 25 2.8
-0.3 0.5 0.4 -0.4 3.2 -0.6 -0.2 0.5 0.7
25 24 34 17 4.3 16 2.3 3.7 41
3.0 2.8 4.0 4.2 3.3 21 3.8 4.2 3.8
0.3 11 24 0.4 1.0 1.0 15 2.6 29
0.7 13 25 0.7 15 11 16 2.8 3.0
19 2.0 29 24 28 14 24 31 31
0.8 4.4 7.3 2.8 31 4.1 6.2 7.8 7.2
15 26 52 3.8 4.6 12 35 5.7 6.0
2.6 3.2 6.0 15 75 15 24 6.7 8.0
-1.0 4.4 55 -3.0 12.0 0.3 5.8 55 53
8.1 7.7 9.4 17.0 115 5.4 8.8 9.9 9.0
-1.0 21 8.4 34 -1.9 17 6.9 8.6 9.4
-1.6 4.0 9.0 2.6 4.2 18 8.2 9.1 9.6
16 4.6 8.2 4.8 6.2 2.6 7.0 85 8.7

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaksin many national series. Moreover, some countries are using chain-weighted price indices to
calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and OECD
Economic Outlook Sources and Methods (http: //mww.oecd.or g/eco/sour ces-and-methods).

a) Includesintra-regional trade.
Source: OECD.
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Annex Table53. (cont'd) Semi-annual demand and output projections
Percentage changes from previous period, seasonally adjusted at annual rates, volume

2002 2003 2004 2002 2003 2004
| It | Il I 1]

Import of goods and services
Canada 0.8 6.1 8.0 21 7.7 4.6 7.6 8.3 7.8
France 12 25 6.5 4.6 2.3 17 4.3 7.0 7.7
Germany -2.1 4.3 6.1 -5.5 8.1 3.0 33 6.7 7.8
Italy 15 3.8 5.4 21 11.0 -0.1 47 55 5.7
Japan 2.0 3.6 4.2 33 111 0.6 25 49 4.4
United Kingdom 15 29 9.6 4.6 1.9 15 6.6 10.1 11.4
United States 3.7 6.4 7.8 8.1 8.7 4.9 6.9 8.4 7.4
Total OECD" 2.7 51 72 5.0 83 33 5.7 7.7 76

GDP
Canada 34 27 34 4.8 33 24 29 3.6 3.6
France 12 12 2.6 15 13 1.0 14 3.0 29
Germany 0.2 0.3 17 0.4 0.7 0.2 0.2 21 27
Italy 0.4 1.0 2.4 0.1 13 0.5 18 2.6 2.8
Japan 0.3 1.0 11 1.0 35 0.0 0.6 12 14
United Kingdom 18 21 2.6 1.3 31 1.7 21 2.8 2.9
United States 2.4 25 4.0 35 2.7 17 38 4.1 3.8
Euro area 0.9 1.0 2.4 11 11 0.9 14 2.6 29
European Union 10 12 24 12 14 1.0 15 2.6 2.8
Total OECD 18 1.9 3.0 25 2.4 14 2.4 3.2 3.2

Per cent of GDP

Current account balance
Canada 15 2.0 2.2 17 13 2.0 2.0 21 22
France 21 24 2.2 19 2.2 2.4 24 2.4 21
Germany 25 29 3.2 19 31 29 29 31 33
Italy -0.5 -0.1 0.0 -0.5 -0.5 -0.2 0.0 0.1 0.0
Japan 2.8 31 39 3.0 2.6 29 34 3.8 4.1
United Kingdom -0.8 -14 -2.0 -0.9 -0.8 -1.3 -1.5 -1.8 -2.3
United States -4.8 -54 -5.5 -4.6 -5.0 -54 -54 -55 -55
Euro area 11 14 14 0.9 13 13 14 14 14
European Union 0.9 1.0 1.0 0.7 10 1.0 1.0 1.0 0.9
Total OECD -11 -1.2 -1.2 -1.0 -11 -1.2 -11 -11 -11

$billions

Current account balance
Canada 11.0 16 19 12.4 9.6 16 17 18 20
France 29.4 39 38 26.1 327 39 39 40 36
Germany 50.3 67 75 36.5 64.1 66 67 71 78
Italy -5.7 -1 0 -54 -6.0 -2 1 1 0
Japan 113.6 129 160 117.4 109.7 119 138 154 167
United Kingdom -13.1 -24 -37 -13.2 -12.9 -22 -26 -32 -41
United States -503.4 -587 -629 -480.5 -526.4 -583 -501 -620 -639
Euro area 72.8 105 115 56.6 89.1 104 106 113 117
European Union 74.6 98 99 60.7 88.5 97 99 101 98
Total OECD -288.5 -338 -345 -271.1 -305.9 -343 -333 -342 -348

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 breaksin many national series. Moreover, some countries are using chain-weighted price indices to
calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years" at the beginning of the Statistical Annex and OECD
Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods).

a) Includesintra-regional trade.

Source: OECD.




Annex Table54. Semi-annual price, cost and unemployment projections
Percentage changes from previous period, seasonally adjusted at annual rates

Satistical Annex - 249

Private consumption deflator

Canada

France

Germany

Italy

Japan

United Kingdom

United States

Euro area

European Union

Total OECD

Total OECD less Turkey
GDP deflator

Canada

France

Germany

Italy

Japan

United Kingdom

United States

Euro area

European Union

Total OECD

Total OECD less Turkey

Unit labour cost (total economy)

Canada

France
Germany

Italy

Japan

United Kingdom
United States
Euro area
European Union
Total OECD
Total OECD less Turkey

Unemployment
Canada
France
Germany
Italy
Japan
United Kingdom
United States
Euro area
European Union
Total OECD

2002 2003 2004 2002 2003 2004
| 1 | ] | 1
19 2.8 21 19 2.8 31 2.0 21 2.2
15 14 14 18 12 14 14 14 14
14 0.8 04 19 0.6 1.0 0.5 04 0.4
30 24 19 31 31 2.3 21 19 18
-1.5 -1.6 -1.6 -1.4 -1.5 -1.6 -1.6 -1.6 -1.6
0.8 0.9 1.0 0.7 0.7 1.0 1.0 1.0 11
14 2.0 12 14 2.0 2.6 0.8 13 13
2.2 1.7 14 25 2.0 1.7 15 14 13
2.0 1.6 14 2.2 17 1.7 14 13 13
2.0 2.0 13 2.0 21 23 14 14 13
14 15 11 15 15 1.8 1.0 11 11
12 35 21 24 3.6 4.0 21 21 21
1.7 15 16 18 14 1.5 1.6 16 15
16 0.8 0.6 21 0.8 0.8 0.8 0.5 0.6
2.7 2.7 2.6 2.6 2.7 2.7 2.6 2.6 25
-1.7 -2.2 -1.8 -1.7 -2.6 -2.1 -1.8 -1.8 -1.8
3.2 1.8 2.3 4.3 2.3 15 2.0 2.3 25
11 1.6 13 0.9 13 20 1.2 15 13
24 1.9 17 25 21 1.9 1.8 16 16
25 1.9 18 2.8 21 1.9 1.9 18 18
21 1.7 14 2.0 17 1.9 15 14 13
14 13 12 15 12 15 1.2 12 12
12 24 19 0.9 21 2.6 2.2 18 18
25 14 0.9 16 2.2 0.9 16 0.6 0.8
0.7 1.2 0.2 0.8 -0.1 1.6 16 -0.2 -0.3
3.9 2.9 24 51 0.8 4.1 25 24 2.3
-2.6 -2.3 -1.8 -4.2 -5.5 -0.8 -1.7 -1.8 -1.9
30 24 19 34 25 21 2.3 17 17
-0.7 13 12 -1.2 0.1 22 0.8 15 12
2.4 18 11 23 16 19 18 0.9 0.9
2.6 2.0 14 2.6 18 21 19 12 12
13 1.7 13 0.7 0.8 2.2 15 13 12
0.8 1.3 1.0 04 0.4 1.8 11 10 10
Per cent of labour force
7.7 7.3 7.0 7.7 7.6 74 7.3 71 6.9
8.9 9.3 9.2 8.8 9.0 9.2 9.5 9.3 9.1
7.8 8.3 8.3 7.6 7.9 8.2 8.4 8.4 8.3
9.1 9.2 8.9 9.2 9.0 9.2 9.2 9.0 8.8
54 5.7 5.7 53 54 5.6 5.8 5.7 5.7
5.2 5.4 5.2 51 5.2 5.4 5.3 53 5.2
5.8 6.0 5.8 57 5.8 6.0 6.1 59 57
8.2 8.8 8.7 8.1 8.3 8.7 8.8 8.8 8.6
7.6 8.0 7.9 75 7.7 8.0 81 8.0 7.9
6.9 7.2 7.0 6.8 7.0 7.1 7.2 71 6.9

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 breaksin many national series. Moreover, some countries are using chain-weighted price indices to
calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years' at the beginning of the Statistical Annex and OECD

Economic Outlook Sources and Methods (http://www.oecd.or g/eco/sour ces-and-methods).

Source: OECD.
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Annex Table 55. Contributionsto changesin real GDP in OECD countries

Asaper cent of real GDP in the previous period, seasonally adjusted at annual rates

2001 2002 2003 2004 2001 2002 2003 2004
Australia Germany
Final domestic demand 18 6.3 41 39 Final domestic demand -0.2 -15 0.4 12
Stockbuilding -0.1 -0.2 0.1 0.1 Stockbuilding -0.6 0.1 0.2 0.3
Net exports 13 -2.6 -0.9 -0.2 Net exports 14 16 -0.2 0.2
GDP 2.8 35 32 38 GDP 0.6 0.2 0.3 17
Austria Greece
Final domestic demand 0.2 -0.3 1.0 18 Final domestic demand 33 41 39 38
Stockbuilding -04 0.0 0.0 0.0 Stockbuilding 0.1 0.0 0.0 0.0
Net exports 0.8 14 0.1 0.2 Net exports 0.7 -0.2 -0.3 0.1
GDP 0.7 1.0 11 2.0 GDP 41 40 3.6 39
Belgium Hungary
Final domestic demand 11 0.1 0.9 19 Final domestic demand 33 7.0 39 2.7
Stockbuilding -05 0.2 03 0.1 Stockbuilding -1.2 -1.7 0.2 0.6
Net exports 0.3 0.3 0.0 0.3 Net exports 1.7 -2.0 -1.0 0.5
GDP 0.8 0.7 13 23 GDP 38 33 31 3.7
Canada Iceland
Final domestic demand 24 25 3.0 33 Final domestic demand -2.9 -3.0 28 41
Stockbuilding -1.3 0.8 0.2 0.1 Stockbuilding -0.9 0.4 0.0 0.2
Net exports 0.6 0.0 -0.4 0.1 Net exports 6.8 2.0 -0.7 -0.8
GDP 15 34 2.7 34 GDP 31 -0.6 21 35
Czech Republic Ireland
Final domestic demand 48 34 37 39 Final domestic demand 42 23 1.6 21
Stockbuilding 0.7 0.3 0.0 0.0 Stockbuilding -04 -0.2 0.2 0.1
Net exports -2.3 -1.7 -0.7 -0.5 Net exports 16 36 11 18
GDP 31 2.0 3.0 35 GDP 6.0 6.0 3.2 4.2
Denmark Italy
Final domestic demand 1.0 15 14 2.0 Final domestic demand 18 0.7 11 24
Stockbuilding -0.3 -0.4 0.2 0.0 Stockbuilding 0.0 04 -0.3 -0.1
Net exports 0.7 0.5 0.0 0.6 Net exports 0.1 -0.7 0.2 0.1
GDP 14 16 16 2.6 GDP 18 0.4 1.0 24
Finland Japan
Final domestic demand 18 17 13 2.0 Final domestic demand 1.0 0.1 0.4 0.3
Stockbuilding -0.2 -1.2 03 0.5 Stockbuilding 0.0 -04 0.1 0.0
Net exports -0.9 18 0.1 0.9 Net exports -0.7 0.7 0.6 0.8
GDP 0.6 16 22 34 GDP 0.4 0.3 1.0 11
France Korea
Final domestic demand 2.6 17 12 21 Final domestic demand 2.0 5.0 24 36
Stockbuilding -1.0 -0.6 -0.1 0.8 Stockbuilding -0.1 -0.2 0.0 0.0
Net exports 0.2 0.1 0.1 -0.2 Net exports 14 20 27 24
GDP 18 12 12 2.6 GDP 31 6.3 5.2 6.0

Note: The adoption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with respect to
variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are using chain-weighted price indices to
calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years' at the beginning of the Statistical Annex and OECD
Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods). Totals may not add up due to rounding and/or statistical discrepancy.

Source: OECD.
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L uxembourg
Final domestic demand
Stockbuilding
Net exports
GDP
Mexico
Final domestic demand
Stockbuilding
Net exports
GDP
Netherlands
Final domestic demand
Stockbuilding
Net exports
GDP
New Zealand
Final domestic demand
Stockbuilding
Net exports
GDP
Norway
Final domestic demand
Stockbuilding
Net exports
GDP
Poland
Final domestic demand
Stockbuilding
Net exports
GDP
Portugal
Final domestic demand
Stockbuilding
Net exports
GDP
Slovak Republic
Final domestic demand
Stockbuilding
Net exports
GDP
Spain
Final domestic demand
Stockbuilding
Net exports
GDP

2001 2002 2003 2004
4.0 0.8 0.6 2.0
10 0.0 0.0 0.2

-4.0 05 -04 0.5
10 05 0.3 2.7
0.6 05 26 43

-0.2 05 0.0 0.3

-0.7 -0.1 0.0 -0.7

-0.3 0.9 25 3.9
11 0.7 0.5 16
0.2 -0.7 0.1 0.9
0.0 0.4 0.1 -0.6
13 0.3 0.7 19
16 4.6 35 25
0.2 0.2 -0.2 0.0
0.2 -0.2 -0.5 0.3
2.0 4.6 29 29
0.8 17 16 14

-0.5 0.0 0.0 0.0
16 -0.7 -0.5 0.8
19 1.0 11 21

-0.6 0.8 21 29

-1.2 0.0 0.0 0.0
2.6 0.8 0.1 0.5
1.0 13 2.3 35
14 -0.4 -0.3 20
0.0 0.0 -0.1 0.0
0.2 0.9 0.8 0.4
16 0.5 0.3 2.3
5.8 33 32 3.6
14 0.8 0.0 0.0

-4.0 0.3 0.4 0.7
3.3 4.4 3.6 43
2.8 21 2.7 35
0.0 0.1 0.0 0.0

-0.1 -0.3 -0.5 -04
2.7 2.0 21 31

Sweden
Final domestic demand
Stockbuilding
Net exports
GDP
Switzerland
Final domestic demand
Stockbuilding
Net exports
GDP
Turkey
Final domestic demand
Stockbuilding
Net exports
GDP
United Kingdom
Final domestic demand
Stockbuilding
Net exports
GDP
United States
Final domestic demand
Stockbuilding
Net exports
GDP

Euroarea
Final domestic demand
Stockbuilding
Net exports
GDP
European Union
Final domestic demand
Stockbuilding
Net exports
GDP
Total OECD
Final domestic demand
Stockbuilding
Net exports
GDP

2001 2002 2003 2004
05 0.7 13 22
-04 -0.1 0.1 0.0
11 13 0.3 10
11 19 15 2.8
0.1 -0.8 0.4 18
0.7 -0.5 0.0 0.0
0.1 14 0.2 0.1
0.9 0.1 0.6 19
-15.8 17 35 45
-4.0 7.0 -0.3 -1.6
124 -0.9 -11 -0.3
-7.5 7.8 25 2.6
34 2.8 2.3 3.3
-0.6 -0.1 0.3 0.4
-0.6 -0.9 -05 -11
21 18 21 26
17 25 2.7 3.9
-14 0.7 0.3 0.3
-0.2 -0.8 -0.6 -0.3
03 24 25 4.0
14 0.4 11 20
-04 -0.1 0.0 0.3
0.5 0.5 0.0 0.1
15 0.9 1.0 24
17 0.8 13 22
-0.5 -0.1 0.0 0.3
0.3 0.3 -0.1 -0.1
16 10 12 24
13 16 19 2.8
-0.7 0.3 0.2 0.2
0.2 -0.1 -0.1 0.0
0.8 18 19 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 breaksin many national series. Moreover, some countries are using chain-weighted price indices to
calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years' at the beginning of the Statistical Annex and OECD
Economic Outlook Sources and Methods (http: //www.oecd.or g/eco/sour ces-and-methods). Totals may not add up due to rounding and/or statistical discrepancy.

Source: OECD.
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Annex Table 56. Household wealth and indebtedness®

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Canada
Net wealth 4165 4275 4416 4551 4753 4808 4948 5096 5112 5143 5069 503.2
Net financial wealth 1775 1862 1952 2015 2120 2222 2332 2451 2454 2465 2427 2365
Non-financial assets 2390 2413 2464 2536 2634 2586 2616 2646 2658 2678 2642  266.7
Financial assets 2704 2795 2914 3004 3144 3250 3393 3538 3559 3583 3535 3482
of which: Equities 496 513 526 597 640 676 760 864 936 959 957 989
Liabilities 929 934 92 989 1024 1028 1061 1087 1104 1118 1108 1117
of which: Mortgages 592 614 647 664 686 688 709 715 717 714 698 700
France
Net wealth 5418 5272 5103 5159 4947 507.6 5336 5575 577.8 6560 6502 6309
Net financial wealth 1696 1703 1731 1889 1665 1950 2202 2416 2622 3105 3024 2718
Non-financial assets 3722 3569 3372 3270 3283 3126 3134 3159 3156 3455 3478 3591
Financial assets 2483 2513 2534 2714 2511 2629 2889 3108 3360 3858 3796 347.8
of which: Equities 1141 1186 1155 1262 949 896 1045 1171 1376 1776 1742 1443
Liabilities 787 809 803 826 846 679 687 692 738 753 772 760
of which: Long-term loans 534 534 530 547 537 516 522 526 529 550 554 553
Germany
Net wealth 5356 | 5323 5308 5475 5533 5631 5708 5793 5854 5910 5839 5685
Net financial weslth 1308 | 1232 1241 1337 1303 1356 1405 1492 1552 1657 1629 1586
Non-financial assets 4048 | 3448 3414 3474 3562 3606 3538 3608 3603 3555 3510 3404
Financial assets 2007 | 2081 2099 2247 2273 2362 2452 2568 2662 2800 2773 2705
of which: Equities 116 | 304 308 378 407 424 468 552 530 750 750 670
Liabilities 700 | 849 857 910 970 1006 1048 1076 1110 1142 1144 1120
ot which: Mortgages 536 | 507 503 538 580 610 645 671 685 719 725 721
Italy
Net wealth 6369 6539 7238 7624 7082 6993 6996 6933 7132 7367 7483 7142
Net financial wealth 1963 2024 2070 2292 2241 2240 2313 2397 2664 2939 2946 2517
Non-financial assets 4405 4515 5167 5332 4842 4753 4683 4536 4469 4428 4537 4625
Financial assets 2254 2322 2377 2610 2560 2546 2633 2680 2967 3277 3298 287.0
of which: Equities 460 479 479 544 493 465 509 722 1083 1530 1474 1025
Liabilities 291 298 306 318 319 306 320 282 303 338 353 353
of which: Medium and Iong-term loans 137 143 144 149 152 186 191 193 212 243 257 260
Japan
Net wealth 9476 8673 7944 7748 7725 7571 7675 7599 7398 7658 7623 7552
Net financial weslth 2680 2650 2558 2638 2818 2891 3030 3076 3035 3384 3430 3468
Non-financial assets 6796 6023 5386 5109 4907 4680 4646 4523 4363 4274 4193 4084
Financial assets 3988 3959 3841 3962 4142 4262 4369 4420 4371 4719 4777 4835
of which: Equities 573 528 371 383 470 459 411 368 265 487 428 316
Liabilities 1308 1309 1283 1324 1324 1371 1339 1344 1336 1335 1347 1367
of which: Mortgages 506 508 518 539 562 585 602 544 549 575 593 619
United Kingdom
Net wealth 6110 579.8 5517 5847 5461 5534 5687 6263 6725 7469 7477 6639
Net financial wealth 2141 2200 2345 2787 2573 2813 2869 3422 3554 4027 3753 2919
Non-financial assets 3969 3599 3172 3060 2888 2721 2818 2841 3171 3442 3724 3720
Financial assets 3209 3334 3439 3851 3647 387.8 3920 4472 4644 5206 4931 4331
of which: Equities 612 589 612 735 702 717 702 9.2 921 1206 1109 788
Liabilities 1158 1135 1094 1064 1075 1065 1051 1050 1091 1118 1156 1187
ot which: Mortgages 5070 5058 5145 5650 5424 5660 5673 6484 6656 7530 7195 6306
United States
Net wealth 4745 4904 4810 4882 4786 5082 5295 5664 5868 6379 5866 553.1
Net financial wealth 2500 2779 2742 2828 2763 3045 3271 3630 3807 4240 3692 327.1
Non-financial assets 2155 2124 2068 2054 2023 2037 2024 2034 2062 2139 2175 2260
Financial assets 3456 3659 3613 3722 3679 3983 4230 4606 4799 5280 4741 4360
of which: Equities 521 697 752 851 790 977 1122 1376 1495 1846 1473 1214
Liabilities 86 879 871 895 916 937 959 976 993 1039 1049 1088
of which: Mortgages 603 621 623 634 637 635 647 656 671 700 705 745

a

Assets and liabilities are amounts outstanding at the end of the period, in per cent of nominal disposable income. Vertical lines between columns indicate breaks in the series due
to changes in the definitions or accounting systems. Figures after the most recent breaks in the series are based on the UN System of National Accounts 1993 (SNA 93) and, more
specifically, for European Union countries, on the corresponding European System of Accounts 1995 (ESA 95).

Households include non-profit institutions serving households. Net wealth is defined as non-financial and financial assets minus liabilities; net financial wealth is financial assets
minus liabilities. Non-financial assets include stock of durable goods and dwellings, at replacement cost and at market value, respectively. Financial assets comprise currency and
deposits, securities other than shares, loans, shares and other equity, insurance technical reserves; and other accounts receivable/payable. Not included are assets with regard to
social security pension insurance schemes. Equities comprise shares and other equity, including quoted, unquoted and mutual fund shares. See also OECD Economic Outlook
Sources and Methods (http: //www.oecd.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, Special Statistical
Publication, 2000. Italy: Banca d'Italia, Supplements to the Statistical Bulletin; Ando, A., L.Guiso, |.Visco (eds.), Saving and the Accumulation of Wealth, Cambridge
University Press, 1994; OECD, Financial Accounts of OECD countries. Japan: Economic Planning Agency, Government of Japan, Annual Report on National Accounts. United
Kingdom: Office for National Statistics, United Kingdom National Accounts, and Financial Satistics. 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 2004

Canada -55 -4.6 -39 -2.0 0.7 0.8 0.8 17 1.0 1.0 0.1 0.1
France -49 -49 42 -37 -28 -3.0 25 24 23 -37 -34 -34
Germany -1.9 -1.2 -14 22 -1.6 -1.8 -16 1.3 -1.3 -16 -1.6 -14
Italy -9.8 9.2 77 -6.9 2.7 -25 -15 -11 -2.8 -25 25 29
Japan® -35 43 43 44 -39 5.4 7.7 -6.7 -6.2 -6.7 6.8 6.7
United Kingdom 8.1 -6.7 55 4.6 2.2 0.3 1.2 41 0.9 -1.3 -1.9 2.1
United States 4.4 -3.2 2.6 -1.9 -0.6 0.5 11 2.0 0.6 2.2 -35 -35
excluding social security 5.1 -4.0 -34 28 17 -0.7 -0.3 05 -1.0 -37 -5.0 -5.0
Total of above countries -4.7 -4.0 -35 -3.0 -1.7 -1.3 -1.2 -0.1 -1.3 -2.9 -3.6 -35

Note: Central government financial balances include one-off revenues from the sale of mobile telephone licenses.

a) Dataare only availablefor fiscal years beginning April 1 of the year shown. The 1998 deficit would rise by 5.2 percentage points of GDP if account were taken of the
assumption by the central government of the debt of the Japan Railway Settlement Corporation and the National Forest Special Account.

Source: OECD.

Annex Table 58. Maastricht definition of general government gross public debt
As a percentage of nominal GDP

Projections
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

2003 2004
Austria 61.8 64.7 69.2 69.1 64.7 63.7 67.5 66.8 67.3 67.6 66.8 65.8
Belgium 138.1 135.8 133.9 130.5 124.8 119.5 114.8 109.6 108.5 105.4 102.4 98.6
Denmark 78.0 735 69.3 65.1 61.2 56.2 53.0 47.4 454 45.2 43.6 417
Finland 55.8 57.8 57.1 57.0 54.0 48.6 47.0 44.5 43.8 42.7 41.2 40.4
France 453 484 54.6 57.0 59.3 59.5 58.5 57.3 57.3 59.5 62.0 63.5
Germany 46.9 49.3 57.0 59.8 61.0 60.9 61.2 60.2 59.5 60.8 63.4 65.0
Greece 110.1 107.9 108.7 111.3 108.2 105.8 105.1 106.2 107.0 104.9 102.4 98.7
Ireland 96.5 90.9 82.9 74.1 65.0 54.9 49.3 39.3 36.7 335 31.6 31.2
Italy 118.1 1238 123.2 122.1 120.2 116.3 114.9 110.6 109.5 106.7 106.1 105.0
Luxembourg 5.7 54 5.6 6.2 6.1 6.3 6.0 5.6 5.6 5.8 55 6.2
Netherlands 79.0 76.3 77.2 75.2 69.9 66.8 63.1 55.8 52.8 52.5 52.0 52.5
Portugal 59.1 62.1 64.3 62.9 59.1 55.0 54.3 53.3 555 58.1 58.9 58.6
Spain 58.4 61.1 63.9 68.1 66.6 64.6 63.1 60.5 56.9 54.0 53.0 51.8
Sweden . 738 73.6 735 70.5 68.0 62.7 52.8 54.4 52.4 52.1 51.6
United Kingdom 45.4 48.5 51.8 52.3 50.8 47.7 45.1 42.1 38.9 384 39.7 41.0

Note: Debt figures are based on ESA95 definitions. For the period 1993-2002, they are provided by Eurostat, the Statistical Office of the European Communities, while GDP
figures are provided by National Authorities. The 2003 to 2004 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 Table59. Monetary and credit aggregates: recent trends
Annualised percentage change, seasonally adjusted

Canada

Japan

United Kingdom

United States

Euro area

M2
BL*
M2+CD

a

BL

MO
M4

M2
M3
BL

M2

M3
a

BL

Annua change (to 4th quarter) Latest
twelve
months
1998 1999 2000 2001 2002
0.6 38 7.2 5.7 6.0 5.6 (Mar. 2003)
7.6 59 7.0 4.8 5.0 5.0 (Jan. 2003)
45 31 2.0 3.2 2.9 18 (Mar. 2003)
-1.0 -0.6 25 -1.4 -31 -21 (Jan. 2003)
5.2 9.3 9.0 52 6.7 6.8 (Mar. 2003)
8.8 36 8.7 74 5.6 6.7 (Mar. 2003)
8.1 9.1 141 10.0 8.8 8.3 (Mar. 2003)
8.5 6.3 6.0 10.2 6.9 7.2 (Mar. 2003)
10.8 7.6 9.2 12.7 6.4 6.4 (Mar. 2003)
9.8 45 12.1 25 5.0 7.6 (Mar. 2003)
5.7 6.6 4.0 84 6.5 7.9 (Mar. 2003)
4.9 52 4.6 105 6.7 7.9 (Mar. 2003)
6.4 6.6 5.9 7.2 38 4.3 (Feb. 2003)

a) Commercial bank lending.
Source: OECD.




Annex Table 60. Export market growth and performancein manufactured goods
Percentage changes from previous year
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Import volume Export market growth Export volume Export performance®

2001 2002 2003 2004, 2001 2002 2003 2004| 2001 2002 2003 2004| 2001 2002 2003 2004
Australia -68 150 85 87| -25 70 86 117/ 55 50 41 113| 82 -19 -42 -03
Austria 52 -07 25 63 29 20 51 76| 65 42 30 68 35 22 -20 -08
Belgium -03 65 32 75 20 07 39 80 20 72 31 68| -00 64 -08 -11
Canada ;70 14 62 83| 46 41 66 81 60 -01 36 79| -15 -40 -27 -02
Czech Republic 159 51 63 97| 47 25 51 78] 146 60 73 103| 95 34 20 24
Denmark 08 63 47 84 08 13 42 76, 45 61 39 88| 37 47 -03 11
Finland 35 13 29 69| 10 27 51 88| -06 13 32 75/ -16 -13 -18 -12
France 01 16 27 75/ 13 18 46 80 18 19 27 56| 05 01 -19 -23
Germany 37 -05 48 62| 09 27 46 86| 53 45 46 60 44 17 -01 -24
Hungary 42 59 58 71| 40 22 50 79 80 76 53 81 38 53 04 02
Iceland -126 43 74 79| 14 17 45 72| 206 49 64 85| 189 32 18 12
Ireland 20 39 19 62 07 15 39 82 47 72 27 77, 40 56 -11 -05
Italy -02 13 43 62| 11 24 49 83 03 18 47 58| -08 -06 -03 -23
Japan -15 49 58 45| -30 55 80 116|-1122 100 83 97| -84 43 03 -16
Korea -29 204 134 126| -14 47 76 10.7| -54 232 139 122| -41 177 59 13
L uxembourg 105 -87 12 56| 13 17 41 77| 08 -105 05 68| -05 -120 -35 -09
Mexico 37 11 44 94| 47 32 60 78| -34 05 51 85/ 14 -26 -09 06
Netherlands 50 -45 01 104, 10 21 44 78| 67 -45 36 80 57 -65 -07 02
New Zedland 17 85 65 52 -36 87 76 89 05 65 67 53 43 -21 -09 -33
Norway 05 38 29 27 -03 13 43 85 93 06 00 53] 97 -07 -40 -30
Poland 35 113 71 112 35 14 48 78] 121 84 69 149 83 68 19 66
Portuga 22 -22 -03 52| 14 09 40 75 19 49 48 79| 05 39 08 04
Slovak Republic 136 49 52 73] 84 39 58 88 63 55 60 87 -19 15 02 -01
Spain 08 08 50 70 11 11 36 76, -24 -21 20 62| -34 -31 -16 -13
Sweden -73 -44 13 80| 06 29 48 81| 52 25 24 78| 58 -05 -23 -03
Switzerland 12 -11 28 49| 05 22 51 83 17 21 33 53 11 -01 -17 -27
Turkey -281 200 145 170 37 26 53 83| 35 147 101 142| -02 117 45 55
United Kingdom 27 12 25 99| -00 24 47 81 16 -26 02 94| 16 -48 -43 12
United States 52 41 66 78| -23 26 56 94| -75 -48 39 106| -54 -72 -16 10
Total OECD -12 28 50 78] -05 29 55 90| -12 30 47 82| -07 01 -08 -07
Memorandum items
China 144 196 189 160 -33 46 72 108 93 210 188 130| 130 157 108 20
Dynamic Asi o4 -89 55 106 190| -13 61 87 115 -93 62 103 157 -81 01 15 38
Other Asia 173 27 55 67| -07 37 60 90 -02 33 66 93] 05 -03 06 03
Latin America 15 -111 -51 45| -12 -07 31 77, 30 25 44 58 42 33 12 -18
Africaand Middle-East 100 29 50 68 09 35 56 87/ 08 17 65 82| -02 -17 08 -04
Central and Eastern Europe 156 95 92 118/ 50 61 76 101, 50 40 39 60 -00 -19 -34 -37

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 cal culated 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 2001 2002| 1962 1972 1982 1992 2001 2002
OECD? OECD 6.17 820 1066 11.22 1347 1303, 589 808 1031 1101 1359 13.22
of which:  EuropeanUnion 353 493 615 662 710 708 348 48 637 673 731 721
United States 125 127 165 166 219 195 088 138 167 184 301 285
Other 140 200 28 294 417 400 153 18 227 243 326 316
Non-OECD 224 235 459 307 480 491 224 222 413 298 35 373
of which:  DAEs+ China® 025 034 076 120 220 226/ 027 038 075 115 152 152
OPEC 058 080 212 071 083 075 028 040 140 054 045 044
United States OECD 180 345 494 576 756 731 222 293 422 509 530 484
of which:  EuropeanUnion 069 115 145 160 218 217/ 09 113 169 171 158 139
Other 111 230 349 416 538 514 126 180 253 338 372 345
Non-OECD 099 103 25 267 376 383 146 108 229 200 195 180
of which:  DAEs+ China® 014 030 072 145 207 220 012 018 054 083 091 088
OPEC 024 021 09 049 059 051 017 021 067 033 020 0.18
Japan OECD 536 415 465 330 376 372 413 560 658 541 566 590
of which:  EuropeanUnion 088 0.72 078 088 107 110/ 097 140 179 176 154 154
United States 293 192 218 137 151 145 227 291 328 252 290 297
Other 154 151 168 104 118 117 089 129 151 113 122 139
Non-OECD 378 357 725 282 460 472 38 382 594 351 399 453
of which:  DAEs+ China® 108 075 143 122 260 275 124 150 208 233 297 346
OPEC 109 148 438 102 135 132 051 060 195 049 038 042
European Union® OECD 1248 1362 1813 17.88 2247 21.27| 1152 1367 1725 17.12 2398 2322
of which:  EuropeanUnion 850 10.34 1334 1362 16.10 1549| 821 1031 1346 1360 17.56 16.93
United States 197 145 206 153 232 197 117 138 156 131 268 260
Other 202 183 274 273 405 381 213 198 222 221 373 3.69
Non-OECD 436 374 625 341 551 519 344 309 552 320 457 452
of which:  DAEs+ China® 031 028 057 094 190 181 030 025 044 065 113 107
OPEC 112 137 28 070 08 073 046 059 206 070 070 0.72

a) OECD includes Korea from 1988. Trade data for Greece in 2002 are partially OECD estimates.

b) DAEs are the Dynamic Asian Economies (Chinese Taipei; Hong Kong, China; Malaysia; Philippines; Singapore and Thailand).
c) Trade data for Greece in 2002 are partially OECD estimates.

Source: OECD.
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