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On globalisation

Sir, I am intrigued by the
Secretary-Generals repeated
emphasis in your columns on a
new three-legged OECD para-
digm. The main thrust appears
to be that economic policies may
fail unless due weight is given
to asocial dimension (social co-
hesion) and to a political dimen-
sion (good governance). Now
that the failure of the Seattle
tracle negotiations has brilliantly
demonstrated the pertinence of
Donald Johnston's thesis, it is
timely for the Observer to launch
a debate on this issue.

Of course, some will argue
that Seattle failed simply
because it was badly prepared.
But since well-prepared OECD
negotiations on international in-
vestment suffered the same
fate, are we not entitled to pos-
tulate that deeper forces are at
play? Put simply, it could be
argued that it is the neglect of
Mr Johnston's second and third
legs that has produced the
set-back. On “social cohesion”,
the dominant economic doc-
trine has failed to deal with
growing inequalities of income
and opportunity. On “good
governance”, the doctrine that
international organisations,
including the OECD, are strictly
“inter-governmental” has made
them blind o the growing im-
portance of civil society in mod-
ern, market-based democracies.

Fortunately, the OECD
seems well placed to respond to
this challenge because it has a
unique prolessional capacity
to analyse complex world prob-
lems in which economic, social,
technological and environ-
mental factors are inextricably
linked. No other international
organisation, be it the World
Bank, the IMF or the WTO,
has the same capacity to
become a “world think-tank”.
lts outreach activities as well
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as its extended membership
could to some extent legitimise
such a role, but it would have
to convince public opinion
that the second and third legs
of the new OECD paradigm are
more than pie in the sky.

The first challenge lies in the
field of economic growth and
wealth creation. No one doubts
the role of new technologies in
the contemporary growth proc-
ess and, indeed, the OECD has
played a pioneering role culmi-
nating in the report on growth,
technology and employment to
the G7 in 1998. But the new
technological paradigm does
not appear to have influenced
mainstream OECD economic
policy, and it is to be hoped that
the new growth study will
bridge the gap.

Second, to be credible the
concept of sustainable develop-
ment, originally inspired by
the need to reconcile economic
and ecological considerations,
now has to be extended to
embrace “social sustainability”.
This is a very tough nut
to crack, but the OECD at least
has the advantage ol past
analytical work on human
capital, more recently on
knowledge-based economies,
and some recent rumblings on
social capital as the basis for
development performance.

Of course, both economic
growth and sustainable devel-
opment have to face up to the
reality of growing poverty,
disparities of opportunity
and, at the end of the road,
social exclusion. The tradi-
tional wellare-state mecha-
nisms of income mainte-
nance, income redistribution
and equality of opportunity
appear to be running out of
steam. Would not the new
paradigm be more credible if
OECD revived its interest in
redistribution issues within
its member countries, instead

of turning a somewhat blind
eye to equality?

This leads me to the third,
political, leg of the new para-
digm, and back to Seattle. The
OECD should grasp the nettle
that “good governance” means
democracy. It is no good behav-
ing as if globalisation, like the
market, is a force of nature to
which we just have to adapt.
Mr Johnston surely exagger-
ates when he argues in his
article on “Globalise or Fossil-
ise” (Observer, December 1999)
that the Darwinian principles
of natural selection hold for
the socio-economic world of
today. “Our simian [riends”
had to adapt to the environ-
ment, but we human beings
have immense power to
change the environment. As
the “world think-tank”, OECD
should be setting out the pros
and cons of globalisation as a
basis of policy choice, rather
than banging the drum.

Yours sincerely,

Ron Gass
2, avenue du Vert Bois
92410, Ville d’Avray, France

Changing times

The conflicts on values will
obviously coexist with a second
and more traditional source of
conflict: the quest for equality
by some and the defence of
existing positions by others over
the distribution of national
income, for example. Associated
with this conflict is the growing
concentration of power in trade
associations, unions and pres-
sure groups, which may in turn
lead the state to intervene more
often. It seems likely that the
role of political negotiations
will strengthen while that of the
market will decline.

Interfutures, in OECD Observer,
No. 100, September 1979,




Editorial

Honesty is the bhest policy

Donalp J. JoHnsToN, SeEcreTARY-GeneraL OF THE OECD

he 1990s was a busy decade in the fight against inter-

national corruption. Several high-profile campaigns

were launched, in the World Bank, the Council of
Europe, the Organization of American States, to name but a
few. In the Clean Hands campaign, the pool of Milan magis-
trates purged Italy’s public sector with a thoroughness and a
forthrightness that inspired other countries to follow suit. In
1995 Transparency International launched its corruption per-
ceptions index, which, despite its critics, no country wishes
to do badly on. Four years later, in February 1999, one of the
most important initiatives of all entered into force: the OECD
Convention on Combating Bribery of Foreign Public Officials
in International Business Transactions. This has made it pos-
sible for governments to criminalise the offer, promise or de-
livery of a bribe to foreign public officials in order to obtain
or retain international business deals.

With so many soldiers in the field, one might think the
battle against corruption was finally being won. Yet in a
recent survey by Transparency International a third of respond-
ents believed corruption had risen in recent years, not fallen.
The survey was of professionals working in transition and
emerging economies, which Transparency identifies as being
particularly exposed to corruption. The respondents’ views
should not be taken lightly.

Nonetheless, there has been some tangible progress. In
the 1970s bribing foreign public officials to clinch business
contracts was common practice in many OECD countries.
Today it is a crime in most of them. Why has this change
come about? The reasons are simple.

It is now widely accepted that bribery wastes public
resources, undermines development and distorts competition,
Governments believe in the Convention because it can help
them to stop corruption from corroding their democracies.
Corporate leaders and labour unions back it because they
know corruption undermines business and destroys jobs.

Still, every year an estimated US$100 billion is paid out
in bribes worldwide. To put it in perspective, this sum is
equivalent to nearly twice New Zealand’s GDP. And that may
be just the tip of the iceberg. Clearly, more needs to be done.
The Convention is a major step in the right direction, but it
is only a step. What more can OECD governments do?

A good start would be to ensure that the Convention is
enforced. It is not enough to agree on the laws to be adopted,
nor is it right to cite other governments’ lax regimes as a
pretext for delaying implementation. It is the large export-
ing companies, many of which have headquarters in OECD
countries, that supply most of the world’s bribes affecting
trade. Signatory governments that have not yet adopted their
legislation should do so as quickly and as fully as possible.

Implementing the Convention is vital, but as the Spot-
light in this OECD Observer shows, governments cannot

stop there. They must see to it that their legislation is effec-
tive too. And they must make sure that bribes can no longer
be treated as deductible business expenses, as was the case
in some OECD countries.

Governments also have a responsibility to do what they
can to combat bribery within the private sector, as the OECD
is mandated to do. One reason is that so many public-sector
entities where bribery took place in the past have been pri-
vatised and now escape the reach of the Convention. But
the essential aim should be to prevent the illicit market for
industrial secrets or early warnings of mergers involving
private companies from growing. OECD governments also
have to strengthen their joint defences against money laun-
dering, whose techniques are becoming more sophisticated
as technology and markets evolve.

Fighting corruption needs more than punitive laws.
Improving ethics and governance at every level is also
essential. The OECD has a programme in place to help its
governments instil excellence in public sector management,
to strengthen their ethics infrastructure. On the private-
sector side, the OECD’s Guidelines for Multinational Enter-
prises, which are discussed briefly in this edition, have
a similarly laudable aim. Like our Principles on Corporate
Governance, they are not aimed primarily at fighting cor-
ruption, though they contribute to the cause by helping to
build a more honest global market place.

The battle against corruption is being fought everywhere,
not just in the developed economies, but in transition and
emerging markets and developing countries alike. The OECD
has an important role to play, through its development work,
its partnership programmes in transition countries and by
disseminating information, not least via its online anti-
corruption network. Let us remember that five non-members
are presently part of the Convention and many others are
interested in associating themselves with its principles.

For them as for us, the OECD’s Bribery Convention is not
just about markets, but about values as well. Public repug-
nance towards corruption is deepening, which is reflected in
the growing importance of civil society in the fight against
bribery worldwide. Modern democracies depend on honesty
in government and in business. They also rely on public trust.
To lose that trust would be to shake the very rock on which
our societies depend. Quite simply, the Convention is a pillar
of support for our democratic values and beliefs. We have a
duty to make it work. Only by doing so will we be able to
reaffirm that honesty is the best policy. B
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Russian government faces
many challenges

ussia has made some
Rpmgrcss toward the crea-
tion of a market economy in the
last decade, but the record of
economic performance has
been disappointing. This is a
key message of the OECD? lat-
est Economic Survey on the
Russian Federation, published
in March. Progress in macroeco-
nomic stabilisation since 1995,
leading to modest gains in out-
put, living standards and finan-
cial market improvements by
1997, raised some hopes that
the Russian economy had
finally turned the corner. But
these hopes faded with the
stock market crash of 1997, the
financial crisis of 1998 and
further decline. Government
attention has been absorbed by
emergency management, rather
than medium-term objectives.
Hyperinflation was avoided by
restrictive policies, bringing
inflation to under 3% since Feb-
ruary 1999 and stabilising the
rouble. But the currency’s sharp
depreciation made debt servic-
ing extremely difficult. On the
other hand, a weaker rouble and
favourable export prices have
helped industry to lead a recov-
ery in the last 18 months. There
is even evidence of genuine
progress towards the creation of
a market economy. Moreover,
the recovery has alleviated pres-
sures on the federal budget.
However, some of the causes of
the recovery may be only tem-
porary. The rouble has begun to
strengthen since February
1999, for instance, and this
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could slow the expansion.
Meanwhile, some prices, such
as for transport and energy, have
been controlled, leading to price
distortions,

The government faces many
challenges. The tax system,
while slowly being reformed,
has long been a thorn in
Russia’s transition. There is a
need to restructure Russia’s
banks and to restore the cash
economy, which has been
demonetised in recent years.
There are pressing social chal-

lenges too, since despite the
recovery in GDP, real incomes
remain lower than pre-crisi

levels, and poverty and social

distress have increased for
much of the population. B

The Economic Survey on the
Russian Federation, March 2000,
Also available in Russian. Avail-
able on the online bookshop,
www.oecd.org/bookshop. Read
the 12-page Policy Brief, available
free at htip://www.oecd.org/
publications/Pol_brief/
economic_surveys/e-russia. pdf

Joblessness eases, but rose
in a few countries

he OECD area's unemploy-

ment rate on a standardised
basis was 6.6% in February.
unchanged from the January
figure and 0.4 percentage
points lower than a year earlier.
The rate fell to 10.4% in
France, 8.6% in Belgium, 8.4%
in Germany, 6.7% in Australia,
to 4.9% in Denmark and to
3.5% in Austria. Unemploy-
ment rose by a percentage point
10 4.1% in the United States, the
first monthly rise there for some
time. However, the US figure
was still below its year earlier
rate of 4.4%. Portugal’s jobless-
ness also increased slightly, to
4.2%, as did Japan's, to 4.8%,
Finlands, to 10.5%, and Spain’s,
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to 15.2%. Spanish joblessness
remains the highest in the
OECD area (see article by
Isabelle Joumard, page 7). The
unemployment rate remained
stable at 6.8% in Canada,
6.6% in Sweden, 5.1% in Ireland
(down from 6.4% a year earlier)
and 2.2% in Luxembourg,
which was the OECD’s lowest
rate. The country with the
next lowest unemployment
was the Netherlands, which
recorded a rate of 2.7% in

January. B

For a complete table, please
visit:  http://www.oecd.org/
news_and_events/mew-numbers/
sur/sur00-03a.pdf

OECD growth
confinues
strong

I " conomic growth has re-
mained buoyant across the

QECD area, according to recent
figures (see Databank). Canada
and the United States had real
growth of 4.79% and 4.5% respec-
tively year-on-year in the fourth
quarter. Mexico’s fourth quarter
performance was similarly
strong. The fastest growing
OECD economy of late has been
Korea, with year-on-year expan-
sion of some 14% in October-
December. France (3.2%),
Germany (2.3%) and Spain (4%)
each posted robust growth in the
final three months of 1999. Not
all OECD economies have done
as well. Japan’s GDP slipped by
1.4% on a quarter-on-quarter
basis in October-December,
while Turkey’s economy shrank
in the third quarter by 5% com-
pared with the second quarter. B
Keep up with OECD data at
www.oecd.org/statlist.htm

Development
aid falls in
terms of GDP

fter more than five years of

continuous decline, Offi-
cial Development Assistance
(ODA) rose in 1998 by nearly
10% in real terms, to US$52 bil-
lion, according to the 1999
Development Co-operation
Report, published in February.
However, the rise reflects both
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FATF may suspend Austria

specific measures in the wake of
the Asian financial crisis and
decisions by several countries to
stabilise or rebuild aid pro-
grammes. But although ODA
may have gone up, the ODA of
members of the Development
Assistance Committee — which
includes most OECD countries
and the European Union — has
in fact fallen as a proportion of
GNP, to around 0.25%. That is
well below the 0.33% average
recorded for the 1970s and
1980s. This means there is
USS20 billion per annum less
in aid than would have been the
case had the higher 0.33% ratio
been maintained. Private [lows
continued their decline to
USS$147 billion in the aftermath
of the Asian financial crisis.

for international consultative panel on GM

n OECD conference held in

Edinburgh at the end of Feb-
ruary on the scientific and health
aspects of genetically modified
(GM) foods ended with a call
from the conference chairman for
the creation of an international
consultative panel to address all
sides of the GM debate.

“There is a case for suggesting
the development of some kind
of continuing international dia-
logue,” said Sir John Krebs, who
is chairman designate of the fu-
ture UK Food Standards Agency.
How such a dialogue could be
formalised would need to be dis-
cussed by governments in both
the developed and the develop-
ing world, he said, adding that
in his view its purpose would be
“to inform rather than 1o make
policy”. He recommended, how-

Still, private flows will continue
to be far larger than aid flows.

One of the key messages ol the
Development report is the
importance ol poverty reduction
rather than structural adjust-
ments per se, and the key role of
partnerships (governments,
agencies, business, civil society)
in implementing those poverty
reduction strategies. And inte-
grating developing economies
into the global economy, includ-
ing in trade negotiations. is also
paramount. W

The 1999 Development Co-
operation Report (DAC Journal
2000 Volume 1) can be bought
at the OECD online bookshop
at www.oecd.org/bookshop

Auslria may be suspended as
a member of the Financial
Action Task Force (FATF) on
Money Laundering. The FATE
an inter-governmental body,
advised in February that due to
Austria’s continued failure to
take action to eliminate its
anonymous savings “passbook”
accounts, it would suspend
Austria as a member of the
FATF from 15 June 2000. On
20 March the Austrian parlia-
ment introduced dralt legisla-
tion to address the passhook
question. FATF will be monitor-
ing developments closely and
will suspend Austria unless
a number of conditions are

OECD conference chairman calls

ever, that such a panel should
deal not only with the agricul-
tural and food aspects of biotech-

nology, but also with a range of

other issues, including trade,
economic development, the en-
vironment and ethical questions.

The Edinburgh conference
brought together 400 partici-
pants from more than 40 coun-
tries representing governments,
industry and civil society organi-
sations. including Greenpeace
International, Friends of the
Earth and GeneWatch. Hosted
by the UK government, the
conference formed part of an
ongoing programme of work at
the OECD on biotechnology.
Its conclusions will serve as
input into a report that the
OECD will submit to the
Group of Eight industrial

countries for their summit at
Okinawa, Japan, in July 2000.

In a draft summary, the rap-
porteurs ol the conference iden-
tified a number ol agreements
at the conference. These included
the need for a more inclusive
and transparent debate and policy
process, as well as an acknowl-
edgement that GM technology
had potential benefits. But the
rapporteurs signalled some
opposing views 100, Some partici-
pants, they observed, regarded
human health aspects of GM
foods as inseparable from wider
issues, such as the environment,
trade and beliel systems. There
was disagreement on whether
genetic modification was part of
a continuum in plant breeding
methods, or a fundamental
change requiring new ways of

unambiguously met by 20 May
2000. First, the Austrian gov-
ernment must issue a clear
political statement that it will
take all necessary steps to elimi-
nate the system ol anonymous
passhooks by the end of June
2002. Second, the Austrian gov-
ernment must introduce and
back a bill to prohibit the open-
ing ol new anonymous pass-
books and to eliminate existing
anonymous passbooks. Further-
more, no other measures to
undermine the fight against
money laundering, such as tight-
ening banking secrecy, should be
taken. The FATF is hopeful the
conditions will be met. W

foods

assessing food safety. There
was contention over whether
individual countries should be
allowed 10 develop GM foods
according to their own needs, or
whether there should be a global
moratorium. There was also a
lack of complete agreement on
issues such as the mandatory
labelling of GM foods and assess-
ing consumer concerns. l

GM Food Safety: Facts, Uncer-
tainties and Assessment, OECD
conference hosted by the UK
government, Edinburgh, 28 Feb-
ruary — 1 March, 2000. For more
on this and the OECDs work on
biotechnology and food safety,
visit htp/www.oecd.org/subject/
biotech/

See article by Jean-Eric Aubertin
this edition of OECD Observer.
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The Spanish bull: how strong is it really?

[saBELLE JOUMARD, ECONOMICS DEPARTMENT, ECO.CONTACT@OECG.ORG

Spain’s economic performance has been remarkable. Even so, the country still has some difficult prob-

lems to tackle.

° spana va bien! (“Spain is doing
well”) has been the constant
refrain of José Maria Aznar, who

remains head of the Spanish government
after his centre-right party’s clear victory
in general elections in March. Since the
mid-1990s, Spain’s economy has indeed
been robust, even though the country
must still tackle some difficult problems.
True, it has the OECD’ highest unem-
ployment rate, at nearly 16%, and infla-
tion drifted up during 1999. Moreover,
there are structural pressures on the
government’s finances which need
resolving, such as on pensions.

Nevertheless, the pace of growth has
quickened, rising to 3.7% in 1999 —
significantly outstripping Spain’s partners
in the EU (2.1%) and the OECD (2.8%).
The result has been a significant rise in
employment, since nearly 1.4 million
jobs were created between 1996 and
1999, accounting for nearly a quarter of
aggregate EU employment growth. Spain
has also appreciably strengthened its for-
eign trade position, making substantial
gains in market shares. And according
to official estimates, the budget deficit
was trimmed to 1.1% of GDP in 1999,
down from 6.9% in 1995.

A number of factors have contributed
to these good results, First were the
budgetary and monetary efforts
expended to satisfy the Maastricht cri-
teria, thus allowing Spain to join the
euro area from the outset in January
1999, This membership bolstered the
confidence of consumers and investors,
both foreign and domestic. At the same
time, interest rates dipped sharply, hav-

AFP/EPA-EFE/Jose Huesca

ing a direct impact on the financing
costs of businesses and households,
which responded well to major tax
reform and deregulation in labour and
product markets.

A satisfied Mr Aznar

The labour market reform of 1997 was
the fruit of a rare display ol unity
between trade unions and manage-
ment. With joblessness hitting 22% in
1996 and severance costs so high that

Observer No. 220 April 2000 _ 7I
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more than 33% ol employment
contracts were fixed-term, Spain was
setting records of dubious distinction.
The situation impeded the formation
of human capital and sapped the
confidence ol households, making it
necessary to formulate a new pact,
lowering severance costs and sharply
reducing social security contributions.
This facilitated the return to the job
market of large groups of people most
affected by unemployment, such as
young people, women and the long-
term unemployed. As a result, alter
hitting more than 42% in 1996, the
youth jobless rate slipped back under
the 30% mark in 1999. Moreover, the
incentive to work was enhanced by the
income tax reform of 1998, since the
highest marginal tax rate was lowered
from 569% to 48%. and the bottom rate
from 20% to 18%.

Businesses have enjoyed a more
favourable climate. They have
improved earnings and strengthened
their position in domestic and foreign
markets. Furthermore, the 1995
reform of the corporate income tax
eliminated double taxation of profits,
thereby encouraging Spanish compa-
nies to expand internationally. Out-
ward loreign direct investment
increased more than tenfold between
1995 and 1999. Companies like
Telefonica, Repsol (oil), Endesa (elec-
tricity), Iberia, and Banco Santander
Central Hispano have become domi-
nant players in South America, where
Spain was the leading foreign inves-
tor in 1999, Moreover, a large number
of clothing chains, such as Zara (one
ol the largest groups in the world),
Mango and Springlield, have racked
up remarkable export performances.
They have succeeded by going for
quality rather than low production
costs alone. Meanwhile, in some key
sectors like telecommunications, com-
petition has driven prices down sub-
stantially and enhanced the quality
and diversity of services on offer.
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Keep your feet on the ground

Another sign of this new dynamism is
Spain’s modernised infrastructure:
high-speed rail links (Madrid-Seville
and soon Madrid-Barcelona and then
onward to the French border); and
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expansion of its motorway system and
airport capacities. This is good news
for the tourist industry. After all, Spain
is the number two visitor destination
in the world, after France and ahead
of the United States. And tourists are
not coming merely for the sunny,
though saturated, beaches. A vast
campaign to promote cultural tourism
has boosted the number of visitors out-
side of peak summer periods and away
[rom coastal areas. It has paid off. For
the past few vears, it has been in spring
and autumn that the number of tour-
ists has risen [astest, with more trips
to cities like Seville, Barcelona and
Bilbao, site ol the new Guggenheim
museun,

Spain has also become more attractive
for foreign investors. This is reflected
in the vitality of foreign investment
flows — nearly 2% of GDP in 1998 and
1999, up from 1.2% in 1995. Moreover,
many of the sectors concerned, such
as automotive components (Renault,
Daimler Benz, Daewoo) are highly



competitive ones in which quality and
value-added are essential.

Hold the fiesta

But as with all economic success
stories, every silver lining has a cloud.
Price stability is one of them. After dip-
ping to a record low in 1997, inflation
averaged 2.3% in 1999, as opposed to
only 1% in Germany and France —
Spain’s leading trade partners. In addi-
tion, Spanish wages are more olten
indexed to inflation than in most of
Spain’s European partners. A large
proportion of pay agreements include
a catch-up clause that is triggered if
inflation exceeds government targets.
Yet any slippage in prices would
impair the economy’s competitiveness
and have repercussions on employment.
Also, participation in the euro area pre-
cludes any cushioning adjustment via
the exchange rate. In the short term, a
tighter budgetary policy could keep the
lid on inflation, but in the longer term
a reassessment of the conditions for
salary indexation will be needed. At the
same time, competition should be
bolstered in certain product markets.
Electricity prices, for example, remain
among the highest in the OECD area,
in part because competition between
producers is limited.

Unemployment is another area where
Spain has serious problems. The job-
less rate, which in 1999 stood at 15.9%,
remains the highest in the OECD area,
whose average is 6.7%. Furthermore,
Spanish joblessness varies considerably
from one region to another, exceeding

Forecast summary, %

1999 2000 2001

GDP real growth 3T 3.7 3.5
Inflation! 28 2.4 25
Household savings ratio? 10.9 10.5

Unemployment rate 15.9 140 127

1. Private consumption deflator.
2. % of disposable income.
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Decentralisation in Navarre
and the Basque Country

Very soon after Spain’s return (o
democracy, the Constitution of 1978
instituted regional governments. In
twenty years, these governments
have taken on responsibility for
major spending programmes in
such areas as primary education,
healthcare, public investment and
labour market policies. On the
revenue side, it was not until 1997
that the regional governments were
given some leeway in setting rates
and bases, for personal income tax
in particular.

Regional
government financing
1996

Basque country Navarre
Social security transters
Borrowing 239,

12% Conditional
transfers

EU transfers
3%

Dthers

4%

Unconditional
resources

Taxes collected
58%

Source: Bank of Spain, Agencia Tributaria.

Two regions — the Basque Country
and Navarre —are exceptions to this
model. They receive no transfers
from the State to cover their spend-
ing. On the contrary, they them-
selves pay the central authorities a
contribution — the so-called cupo —
for common expenditure, primarily
on defence, foreign affairs and the
development of infrastructure. such
as airports. In return, the regional
governments set their own tax rules

(except VAT). They can lower or
raise the tax burden to suit the
demands of the local population.
The trouble is they are also com-
pelled to make cuts in public spend-
ing if local tax revenue diminishes.
Some observers argue that these
regions bear an additional risk,
insofar as the amount of the cupo
depends on spending decisions
taken unilaterally by the State,
whereas under most existing mod-
els of budgetary federalism it is the
State that assumes most of the risks.

The model may work for the Basque
Country and Navarre regions. But
despite its attraction in enhancing
the ability to respond to the prefer-
ences of local populations, extend-
ing it would nevertheless pose
a number of problems. Giving each
region broad powers to alter the
base and the rates of their taxes
would increase the complexity of
the tax system. And it would pit
the regions into competition with
each other. While this would
clearly have some beneficial aspects,
such as encouraging local authori-
ties to make their public services
more efficient, it could also become
harmful. It could lead to a “rush to
the bottom”, whereby each region
scrambles to lower its tax burden
faster than the others to attract tax-
payers. The model would also
reduce the redistribution of resources
from rich regions to poor ones to a
pittance. How ironic it would be il
a country that enjoyed substantial
structural transfers from the EU did
not in turn redistribute its own
resources. M 1.].
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26% in Andalusia but at around 10%
in Catalonia. And yet, wage levels in
these two regions are very similar.
Moreover, unemployment benefits are
relatively generous, so it is not surpris-
ing that migratory movements between
regions are rare. In fact, fewer than one
in four workers say they would accept
a job if it meant having to move. One
way of reducing such rigidities is to
allow the wage bargaining process to
reflect local conditions more closely.

But as with all economic
success stories, every silver
lining has a cloud. Price
stability is one of them.
Unemployment is another.

Another idea would be to review meas-
ures that impose heavy penalties for
breaking housing leases, to make
labour more geographically mobile.

Another reason why Spain should
keep its feet on the ground despite
its successes is the budget and the
structural tensions that weigh upon
it. The transfer of powers from the
central government to the regions and
communes has been accompanied by
an increase of public sector employ-
ment. And this, despite the rather
drastic rule that only one in four
retiring civil servants can be replaced.
Given the problem of low mobility,
instances of overstaffing have arisen
in some areas while others have
suffered shortages. The government
has responded by taking on tempo-
rary workers. But if decentralisation
is not to exert additional pressures on
the budget, the civil service status
will have to be redefined soon — with
particular attention to the terms of
mobility, training during employment
and compensation criteria.

Spain’s finances could also come under
strain from demographic pressures,
which are more unfavourable than for

\i Observer No. 220 April 2000

most of the other OECD countries.
Today, there are four working-age
persons to pay for the needs ol one
elderly person. Twenty years [rom now,
the ratio will be three to one, and it is
expected to grow very rapidly. Insofar
as the retirement scheme has consti-
tuted little or no reserves to cover these
future commitments, the potential cost
to future budgets is considerable (sev-
eral percentage points of GDP). Moreo-
ver, the ageing population will also have
an impact on the labour market, and
some economists are already projecting
ashortage. All of this needs to be taken
into account during the talks on pen-
sion reform that will be held this year.
In particular, it will be imperative to
reconsider the terms of early retirement
and the level of benefits — which are
currently far more generous than in
most of the other OECD countries.
After all, it would be economically dan-
gerous if the retirement-plan recently
offered to those over 52 by Telefonica
became widespread.

If these risks were not enough,
policymakers will have to prevent the
current system of fiscal decentralisation
from putting an additional strain on
public finances. Since 1997, the
regions themselves have

been setting tax

rates on a por-

sonal in-
come in
order to
provide

greater

N
X

funding ™=—__
for their —
S
spend-
. ~ . ] —
ing. Since -—
these re- .~
sources !

E\Z

are particularly volatile, a revenue guar-
antee system was set in place. Under the
system, the State alone assumes the risks
and potential costs. In order to avoid
such a scenario while still giving the re-
gions more power o tax, the revenue
collected by the regions will have to be
stabilised. One solution might be to levy
more fees — for wastewater treatment,
for example — but also to decentralise
consumption taxes. Nevertheless, in
moving towards greater decentralisation
of revenue, the Spaniards will have to
review the issue of solidarity between
regions. Extending the model in force
in the Basque Country and Navarre,
which enjoy exceptional independence
in tax matters, would seem unwise
(see box on previous page).

All these are warning signs for Spain.
Yes, the economy is “doing well”. But
there is work to be done if Spain’s
impressive growth performance is to
be sustained. W

Note: This article is based on the OECD’s
February 2000 Economic Survey of Spain.
Aristomene Varoudakis and Miguel Jimenez also
contributed to the draft of the Economic

Survey.



Poland’s successful

transition

Patrick LENAIN, EcONOMICS DEPARTMENT, ECO.CONTACT@OECD.ORG

Poland is one of the most successful transitional economies in
Europe. Can it keep up its good performance?

en years after launching an

ambitious programme of eco-

nomic transformation, Poland
has established itsell as one of the
most successful transition economies.
Unlike other countries in central and
eastern Europe, Poland did not
encounter a mid-course depression, its
currency has not been subject to
speculative attacks, and the economy
slowed down only moderately in the
aftermath of the Russian crisis in
August 1998. As a result, over the last
four years output has expanded
vigorously, inflation has declined and
living standards have improved.

According to an economic survey
published recently by the OECD,
Poland’s robust economic growth
reflects large inflows of foreign direct
investment (FDI) and the dynamism
of small private enterprises. In 1998
Poland attracted 40% of all FDI flows
to central and eastern Europe and the
Baltic States. Foreign investors ini-
tially focused on the domestic mar-
ket, which after all is the largest in
the region, although they are now
showing interest in using Poland as a
base for exporting goods to other west-
ern markets, including high-tech
activities. In addition, with deregula-
tion and small-scale privatisation, a
vibrant sector of small and medium-
sized enterprises has emerged. More
than two million entrepreneurs now
operate in retail trade, construction
and light manufacturing industry.
They make an important contribution

to output growth and job creation, and
form a new class ol consumers.

Barring unexpected developments both
at home and abroad, and despite some
tightening of macroeconomic policies,
output growth should gather new
momentum and reach some 5-6% in
the next two years.

Private consumption is projected to
grow as Polish consumers enjoy strong
increases in real disposable incomes in
an environment of plentiful consumer
goods and emerging new services. Busi-
ness investment should remain strong,
as Polish businesses continue to mod-

‘. Poland

economy
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Jerzy Buzek, Poland’s prime minister

ernise and foreign investors bring in
more capital. With the revival of activ-
ity in the European Union, exports
should reach double-digit growth rates.
The projected economic growth is
expected to create more jobs, but regis-
tered unemployment — currently around
13% — may decline only gradually in the
near future, as large groups of new
school leavers join the work force and
increase the number of job seekers.

Beating inflation

An encouraging performance, but to
stay on track Poland will have to deal
firmly with two macroeconomic chal-
lenges, the first of which is to keep
inflation under control. Until recently,
the monetary authorities had been
successful in reducing inflation to a
single digit level. They responded to an
overheating economy with pre-emptive
interest-rate hikes and then dealt suc-
cessfully with the contagion effect of the
Russian financial crisis by aggressively
easing monetary policy. These timely
actions gave the independent National
Bank of Poland and its Monetary Policy
Council (MPC) the credibility it needed
in the eyes of the financial markets.

But inflation has revived in the last six
months and climbed back above 10%.

Observer  No. 220 April 2000 __ ]]
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Such a level is not consistent with Po-
land’s desire to join the European
Union and eventually replace its currency
with the euro. To get there, the MPC has
introduced a new approach of “inflation
targeting”, a framework under which
central banks announce their inflation
targets to the public, and then adjust their
stance whenever inflation is projected to
slip off target. As a first step, the National
Bank has announced that it intends to
reach a medium-term target of below 4%
by 2003. If accompanied with an appro-
priate monetary stance, this new frame-
work should put Poland back on a path
of gradually decelerating inflation.

The second challenge Poland faces is
how to continue financing its large cur-

\i Observer No. 220 April 2000

rent account deficit, which now stands
at some 7% of GDP. The deficit has
widened in the last few years because
of higher imports, a reflection of strong
domestic demand. Exports have also
been growing, but not fast enough to
prevent the trade deficit from widening.
While there is no specific level of the
current account deficit which is unsus-
tainable, a larger deficit would make
Polands economy more vulnerable to
unexpected external events, such as
a new financial crisis in emerging
economies. Financial markets do not
feel comfortable about economies with
large external deficits and they need to
be reassured that the authorities are
committed to the right macroeconomic
and structural policies.

-
BGA.

That includes maintaining a business-
friendly environment that encourages
further FDI. Sweeping structural
reforms are under way, covering
decentralisation, taxation, healthcare,
pensions, privatisation, labour, and
education, but not all of them have
been successful. A recent proposal

Forecast summary, %

1999 2000 2001

GDP growth 4.0 5.2 5.8
Inflation rate! 7.2 T3 5.4
Unemployment rate 11.4 108 103
Interest rate? 13.1 12.5 L1
Current external balance* -7.1 -6.7 6.3

1. Consumer prices.
2. 3-month treasury honds.
3. % ol GDP transactions hasis.
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Polish health problems

The Polish economy seems in good shape, but what about its healthcare system?

Devising an effective, fair, acces-
sible and cost-conscious healthcare
system is difficult for any country,
let alone those in transition. Poland
has been grappling with healthcare
reform for over a decade and though
progress has been slow and piece-
meal, some important reforms were
implemented over the past few
years. Getting them to work implies
a change in attitude and habits
not only on the part of medical
practitioners, but also the general
public, and that takes time.

The healthcare system that Poland in-
herited in 1990 from the Soviet
bloc era offered universal coverage
with a comprehensive programme
of healthcare benefits distributed
through facilities owned and run by
the state. But the system was over-
centralised, over-specialised and
costly. It was also poorly managed.
Regional inequalities, rationing and
misallocation of resources emerged,
with growing unofficial payments to
public healthcare providers. Increas-
ingly. patients perceived the quality
of care to be poor and the general
public’s dissatisfaction has grown.

Potential years of life lost'
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Source: QECD Health Data 1999,

Some changes were introduced in
the early 1990s, especially regard-
ing the importance of primary care,
and on 1 January 1999, a new gen-
eral obligatory health insurance
system entered into force. This lat-
est reform, which operates through
regional funds, splits purchaser

and provider functions and empha-
sises the role of family physicians,
should provide a strong impetus to
the reform process, despite some
initial financing problems. This
marks a radical shift to a decen-
tralised, insurance-based system.
In addition, a comprehensive law
on healthcare is currently under
consideration that should resolve
some of the problems of the new
system, one of which is lack of
clarity and transparency.

In Krakow and elsewhere in
Poland, current “family doctor”
experiments have proven to be
largely successful in raising the
profile of primary care physicians
and encouraging patients to use
them as gatekeepers to the overall
system. However, reform efforts so
far have been isolated to regional
projects with limited overall effect.
In order to attain the official
target of 50% specialist and 50%
primary care doctors, the family
doctor network has to be extended.
It will also mean making more
training available to both practising
and new doctors.

4
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to reform the tax system has, [or
instance, met with still political
opposition, and the authorities have
been forced to drop some of their
most innovative initiatives. And in
healthcare, reform efforts have been
lagging. Despite a new national
insurance scheme and the fact that a
comprehensive bill on healthcare is
currently under consideration, much
needs to be done to get the system
right and win the public’s confidence.

High marks from Brussels

Though not yet a member, Poland
already enjoys a high degree of inte-
gration with the EU. Two-thirds of its
foreign trade is with the Union. In fact,
Poland has a larger share of its trade
with the EU than either Greece or ltaly,
and most of its direct investment flows
come [rom west European countries.
The European Commission regards
Poland as a functioning market
economy, able to cope with the com-
petitive pressures and market forces
which being a full Union member will
undoubtedly bring.

So where are the weak points? Along
with other EU countries, Poland needs
to carry out a painful restructuring of
industries that receive subsidies incon-
sistent with EU rules, such as coal
mining and steel milling. Its environ-
mental standards remain the legacy of
a bygone era and could do with some
improving, which would mean costly
investments in air and water clean-up
equipment. Finally, its small-scale
farming sector will have to adapt to
EU rules. The goal of EU membership
has mobilised the entire country and
has been the momentum behind the
reform programme. But there are signs
ol “accession fatigue” setting in, and
Poland is right to aim for a swilt inte-
gration.

Sustained strong economic perform-
ance will be a boon to Poland’s ambi-
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tions. Of course, this presupposes that
macroeconomic policy holds its steady
course, and that measures are taken
to weather the threats arising from
both the widening current account
deficit and the rise in inflation. Recent
decisions by the Council of Ministers
and the National Bank of Poland con-
firm that the authorities are taking
these conditions seriously. Parliament
has adopted a budget for 2000 that
aims to cut the general government
deficit and the government has
adopted ambitious privatisation tar-
gets for the year which will provide
the necessary financing of the budget
deficit. And the Monetary Policy
Council raised its interest rate three
times since September 1999, proving
its determination to keep the lid on
inflation.

Who would doubt the Poles winning
the battle? Arguably more than any
other country, certainly among transi-
tion economies, Poland commands
respect in the international arena and
so far enjoys the confidence of the
market. What remains to be seen is if
Poland can sustain this remarkable
performance over the long term. M
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EMU,

one year on

VINCeNT KoeN, Economics DEPARTMENT, ECO.CONTACT@OECD.ORG

The euro, which was a year old in January, has been a success.
Although there is much to be done, its prospects also look

favourable.

acroeconomic conditions in the euro
area were rather mixed at the time the
single currency came into being.
The 1997-98 string of emerging market
crises was hurting exports, and growth
was marking a pause. Sooner than many
expected, however, economic conditions

improved, helped by the strengthening of

growth around the world and favourable
monetary conditions at home. As the euro
depreciated, exports and output picked up,
while deflation fears subsided.

The vigorous ongoing recovery is creating
more jobs than previous upturns, thanks to
efforts to address some of the traditional
labour market rigidities. The hope is now that
this recovery will be sustained long enough
to bring unemployment down well below
what in many countries is still an unaccept-
ably high level. This is a plausible scenario,
provided the external environment does not
deteriorate and the momentum of structural
reforms, including the enforcement of the sin-
gle-market legislation, does not abate.

Pragmatic policy mix

The macroeconomic policy mix in 1999 was
broadly satisfactory, and helped support
domestic demand in the face of the adverse
external trade shock. The two interest rate
moves (down in April, up in November) by
the Eurosystem, which is the European Cen-
tral Bank and the eleven participating cen-
tral banks, met with little criticism and were
indeed well-advised. Fiscal consolidation

continued. It is proceeding
only gradually, however,
owing in part to “Maastricht
fatigue” following several

EMU
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years of serious adjustment.
Hence fiscal balances in a
number of countries still need to move closer
to what can be viewed as a range safe enough
for automatic fiscal stabilisers to come into
play, to allow for some slippage in the budget
balance in the event of a downturn. Further-
more, business cycles in the euro-area coun-
tries are not perfectly synchronised. In those
more advanced in the cycle — such as the

It is difficult to pin down what the
“equilibrium” exchange rate level of
the euro actually is.

smaller, fast-growing ones — there is a clear
need for a relatively tight liscal stance, given
that monetary policy is tuned to the cycle of
the euro area as a whole, for which output
remains below potential. High public debt
ratios as well as future pension liabilities also
call for a measure of fiscal restraint in sev-
eral countries.

Against this background, the emphasis
of fiscal policy is starting to shift from defi-
cit reduction per se to the composition of
spending and the trade-offs between further
deficit compression (or surplus generation)
and supply-side friendly tax cuts. This set
ol questions is being looked at closely in
the OECD’s surveys of individual euro
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Wim Duisenberg, ECB president:
one year gone
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economies, and the answers vary from coun-
try to country.

Talking to the markets

One lesson from the euro’s first year is that
the Eurosystem’s policy framework and com-
munication policy could be improved. The
definition of price stability remains some-
what vague and the hierarchy of indicators
used fuzzy (in particular with respect to the
role of the broad money indicator, M3).
Transparency is limited on some counts, for
example, by omitting to publish the
Eurosystem’s own projections. It has also
been difficult for policymakers to speak with
one voice, or at least one message, on the
exchange rate. Expressing any view on the
euro is all the more challenging as, despite
the widespread feeling that it is by now dis-
tinctly undervalued, it is extremely difficult
to pin down what the “equilibrium”
exchange rate level actually is. Economelric
studies deliver a wide range ol estimates,
depending on the methodologies and bench-
marks used, but they lack a fully credible
empirical foundation, since the euro’s
history is so short. Nevertheless, there seems
to be a genuine potential for the currency to

April 2000

appreciate over the longer run: growth is
picking up in Europe, and at some point in
the future the deterioration of the current
account deficit and net external debt of the
United States will have to be reversed. But
how long is the long run?

More reform

Structural reforms are taking place in
Europe, as witness the gradually increasing
flexibility of labour markets, which translates
into higher job creation per unit of output
growth. This is a structural improvement in
the labour market, as opposed to a tempo-
rary, cyclical one. Reforms have also trans-
formed the network sectors, with prices tum-
bling in telecommunications and, more
recently, electricity. Many of these reforms are
desirable in their own right, irrespective of
the single currency, be it for consumers or
workers. But carrying them out helps reduce
unemployment, and thereby contributes to
making price stability a more acceptable
policy goal.

Progress thus far has been good, but there
remains a long way to go. Labour markets
are still fairly segmented, as evidenced by
the high dispersion of unemployment rates
across countries and regions (see also last
vear’s OECD study on EMU). Combined with
wage and price rigidities, this means that the
euro area-wide unemployment rate consist-
ent with stable and low inflation is higher
than it would be with more integrated and
flexible markets. Further labour market
reforms are clearly important. However, they
might not deliver the results hoped for if
product market reforms are not carried out
at the same time. That is how structural
reforms work, by taking a broad approach
and exploiting synergies. After all, it would
be a pity to suffer the pain of partial reforms
and yet achieve little in return. l
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Nissan Revival Plan
BEUYUNNANIVITS

he biggest business news in

Japan in 1999 was the merger

between Nissan and Renault.
Nissan Motor, which ranks second
after Toyota in Japan, had been ail-
ing financially during the 1990s and
its rating had slid into the “specula-
tive” category. The company had been
looking for a partner to salvage it
from its ever-deteriorating financial
condition. But in March 1999, alter a
number of speculative rumours, the
news was confirmed that the French
automotive firm, Renault, would
acquire 36% of Nissan stock and

would send Carlos Ghosn as Chiel

Operating Officer to replace the
bureaucratic and slow-moving man-

Mr Ghosn points the way lorward

agement in Nissan. Since then, there
is no doubt that this 45 year-old
Frenchman is by far the most fre-
quently interviewed and most often
quoted businessman in Japan.

Those who remember the nationalistic
sentiment that prevailed 20 to 30 years
ago in Japan might be surprised by
this reaction. Nissan was the most
prestigious company in the strategi-
cally important Japanese industrial
sector. Unlike the independently-
minded Toyota, Nissan had tradition-
ally been closed off and more atten-
tive to the Ministry of International
Trade and Industry (MITI), the pow-
erhouse of the Japanese economy,

17|
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which regarded Nissan as the centre-
piece of its post-war industrial policy.
However, when the deal was announced,
to everyone’s astonishment, there was
no hostile opposition whatsoever,
whether within Nissan, industry,
government or in the press, to what
might have been seen as a humiliat-
ing defeat [or the Japanese champion
company by the power ol foreign capi-
tal. MITI even stated publicly that they
welcomed the move. The Japanese
accepted this news with traditional
calm and understanding. After all, the
move was the only alternative Nissan
had left.

The Nissan story and the recent spate
ol mergers and acquisitions involv-
ing Japanese and foreign interests
are now seen by many interna-
tional experts as a sign of
change in the insular attitude

of the Japanese people. Per-
haps Japan is starting to
become even more open
in its attitude to merg-
ers and acquisitions
than some of its coun-
terparts in Europe,

as the recent bid for
Mannesmann AG of
Germany by Vodafone of
the United Kingdom would
suggest.

The Nissan merger master-
minded by Renault is a clear
reflection of the weaknesses in
the Japanese management system,
which not so long ago had been
revered by western business gurus.
In fact, most of the actions that
Mr. Ghosn proposed in the so-called
“revival plan” represent a clear depar-
ture from the traditional way of
doing business. Take keiretsu, for
example, that circle of related stock-
holders which has encapsulated busi-
ness relations in Japan for two or
The purpose of
keiretsu is multiple. Its system of

three decades.
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cross-holding of stocks had been
devised during the period of rapid
economic growth in the 1950s and
1960s, when Japan was obliged to
remove restrictions on the holding of
Japanese stocks by foreigners, as a
condition of entry to the OECD. Typi-
cally, 30-50% of stocks were cross-
held by companies in the same
keiretsu, as a means of preventing
take-overs by outside investors. In a
sector such as automobiles, for exam-
ple. keiretsu fostered long-term rela-
tionships between buyers and suppli-
ers, of parts and components. Keiretsu
members worked together to carry
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out joint R&D projects, to ensure a
stable supply of parts and to provide
mutual help when needed.

In Nissan’s case, there is another
aspect, which is less well-known but
no less important. The senior manag-
ers of the keiretsu companies of the
Nissan Group were [ormer Nissan
employees, and usually senior ones at
that. This made it very difficult for

Nissan to refuse to buy from these
keiretsu companies, even when they
were not competitive. This cohesive
and long-standing supplier-buyer
relationship has been one of the most
important ingredients of both the
Japanese corporate governance system
and management. Breaking up this
keiretsu link has always been considered
taboo.

A repair job
Hence the logic of appointing Carlos
Ghosn to the task. He had an impec-
cable track record as a cost cutter,
which he earned as president of
Michelin North America and later as
the executive vice-president of
Renault where, in 1998, he saved
FF 9 billion (US$1.5 billion) by
closing factories — including a
politically controversial one at
Vilfoord, Belgium — cutting
staff-levels and terminating re-
lations with uncompetitive
suppliers. A major highlight
of his “revival plan” for
Nissan is to reduce the
number of keiretsu compa-
nies tied by cross stock-
sharing from 1,400 to a mere
four. The stock currently held
by Nissan in these companies
will be sold off to generate some
much-needed cash. This will
probably backflire, as these
keiretsu companies in turn
sell their Nissan stock, a move

Nissan’s revival plan, October 1999

1999 2000

Production capacity

millien vehicles 2.4 1.65
Assembly planis 7 4
Components plants 4 2
Number of employees 148,000 127,000
Number of suppliers 1,145 600
Sales cost -20%
Number of share-holding

companies 1,394 4




which will drive down the ailing com-
pany’s stock price even further. But
Mr. Ghosn seems undeterred. As with
Renault before, he is determined to
streamline the supply source and cut
costs. As a result, most of the present
suppliers will be eliminated from the
suppliers’ lists, except the most com-
petitive company that will take all the
business. Many of the companies in
the Nissan Group will face bank-
ruptcy. What is more, managers who
were formerly Nissan managers and

The Nissan merger master-
minded by Renault is a clear
reflection of the weaknesses
in the Japanese management
system, which not so long ago
had been revered by western
business gurus.

who have friends and acquaintances
in Nissan will become jobless. This
attack on the keiretsu is something
that Nissan could never have done
alone, however urgent action had
become.

Management was evidently the
single most signilicant gain Nissan
Motor made from the merger with
Renault. It did not need much else.
For many years, Nissan has been
known for the quality of its technol-
ogy. The company participated in
the Japanese space development
programme, developing an engine
with the power to launch a rocket
booster. Nissan'’s workers are regarded
as industrious and disciplined. How-
ever, its sales were in the doldrums
and the firm had begun to lose market
share.

But the Japanese company did not
appear to have the people it needed
in top management to steer the
66-year-old company through today’s
tough global marketplace. Its busi-

ness strategy lacked focus and its
resources were scattered over oo
many product lines and overseas
markets. It reflected an awkward and
ultimately mistaken strategy of try-
ing to compete on all product lines
and markets where Toyota, its much
larger rival and market leader, was
present. So it suffered heavy losses
in its operations in the United States
at a time when Toyota and Honda
were clocking up record profits.

Many proposals were drawn up to deal
with the problem, but they were either
rejected or just not implemented prop-
erly. As a result of the merger with
Renault, at least it now has a manager
who is [ree of the old bondage system
and who can make the tough decisions
needed to break up the keiretsu and
revamp Nissan.

In 1853 Admiral Perry forced the

Japanese shogun to open its doors to

foreign vessels with four gunboats. In
1945 General MacArthur stood on
the outskirts of Tokyo after it had
been completely destroyed by air
raids. Each event marked the end of
one era and the beginning of a new
one. At the start of the millennium,
Mr. Ghosn may have his name
inscribed in the history of Japanese
business in very much the same way.
He has many hurdles to clear before
one can really talk of a new era.
Whether Nissan will return to profit
in the fiscal year of 2001 is far from
certain. But it is unlikely to be
Mr Ghosn’s fault if it doesn’t. W
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MNE guidelines

cconomy

Global business:

getting the frameworks right

The OECD Guidelines for Multinational Enterprises are being reviewed.

It's a timely, though delicate, task.

he far-reaching review of the OECD
Guidelines for Multinational Enterprises
is a delicate exercise. After all, any agree-
ment has to take account of the different values,
legal traditions and levels ol economic

[@ — Observer No. 220 April 2000

development that are found in the many coun-
tries that would be alfected by new norms. The
Guidelines are non-legally binding recommen-
dations to business by 32 governments (the
OECD members plus those ol Argentina, Brazil
and Chile) covering a broad range of issues in
business ethics. These range from labour
relations and the environment to fighting cor-
ruption and protecting consumers. The trou-
ble is that many of the Guidelines’ recommenda-
tions have not been altered much since their
adoption in 1976. So, by drawing on consulta-
tions with business, labour unions, NGOs and
non-member countries, the OECD has resolved
to update and improve them.

The revised draft text is divided into ten sec-
tions: concepts and principles, general poli-
cies, disclosure, employment and industrial
relations, environment, combating bribery,
consumer interests, science and technology,
competition and taxation.

The original Guidelines were adopted as part
of the OECD Declaration on International
Investment and Multinational Enterprise,
which provides a balanced framework defin-
ing both the rights and the responsibilities of
the business community. But in 1976 multi-
national enterprises (MNEs) were just emerg-
ing as a major force in the international
economy. Through their trade and investment
activities and their positive impact on tech-
nology and human resources, MNEs were
known to bring substantial economic benefits
to home and host countries alike. At the same
time, though, the ability of MNEs to organise
their operations beyond national boundaries
caused concerns about possible conflicts with
host country policies and economic and
political power concentrating in the hands of
multinationals themselves.



Many MNEs have tried to respond to these
concerns, often by working in co-operation
with civil society. In one of the most promi-
nent trends in international business in recent
decades, many have issued their own codes of
conduct making corporate commitments that
often cover the same issues as the Guidelines
(the issues most often covered in the private
codes are labour relations and environment).
Companies have also refined and strength-
ened management controls and practices
designed to help them to respect these com-
mitments in their day-to-day operations.
This movement has raised business aware-
ness and boosted managerial know-how in
such areas as environmental protection and
combating corruption to levels that would have
been unthinkable twenty years ago. In fact, in
contrast to what is occasionally said of them,
MNEs often lead other companies in defining
and implementing high standards for business
conduct.

MNEs are an integral part of the international
economy they themselves have helped to
build. They are clearly vital for capital flows
and diffusing technology. And they are also
an important source of tax revenues. How-
ever, civil society remains cautious about the
social, economic and environmental impacts
of their activities. The OECD Guidelines,
though non-binding, seek to address those
concerns, in part by reinforcing the efforts
MNEs have already made. They will do this
by providing a common frame of reference
that will help MNEs to ensure that their
operations and activities fulfil the expecta-
tions of their home and host countries. For
example, both OECD members and most
non-OECD governments share the goal of
promoting human rights in the workplace.
Multinational enterprises, acting on their
own and through their supply chains, can
make an important contribution in this area.
The Guidelines provide an institutional set-
ting in which signatory governments can
encourage those efforts.

The Guidelines are, at present, the only multi-
laterally endorsed code of conduct covering
so many areas of business ethics. When final-
ised, they will represent the consensus view

_ L

MNE guidelines_

on appropriate business con-
duct for 32
ments, including the

govern-

home countries of
most of the leading
multinationals. Al-
though corporate
observance of
the Guidelines
is voluntary,
governments,
working with
business lead-
ers, are well pla-
ced to see to it
that these princi-
ples are respected.

The current review, in try-

ing to position the Guidelines

in today’s rapidly evolving global
environment, is expected to result in a revi-
talised and more transparent instrument. As
part of this transparency, the dralt Guide-
lines have already been opened for public
comment and scrutiny since early January
2000 and the level of feedback has been sub-
stantial (see web reference below). OECD is
also actively looking at the follow-up proce-
dures and it is expected that geographical
coverage of the revised Guidelines will be
made global. The results of this process are
expected to be finalised at the OECD Minis-
terial Council Meeting at the end of June.
Business and labour interests have always
endorsed the Guidelines and there is every
reason to believe that this will be the case
when this review is concluded. It is also
hoped that non-governmental organisations
will enter this partnership with governments,
labour and business so that all can contrib-
ute toward a shared goal: the continual
improvement of the [ramework for interna-
tional business to help raise the welfare and
living standards of people everywhere. B
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What is corruption?

Enery Quitiones, Heap, ANTI-CorRRUPTION UNIT, DAF.CONTACT@OECD.ORG.

Corruption is talked about openly in most countries these days and few coun-
tries deny they suffer from it. Which is a good thing, since it provides politi-
cians, business and labour leaders, journalists and civil society with a rare
opportunity: that of agreeing on the urgency of stamping it out. But agreeing on
what exactly is meant by corruption is another matter. Even the most widely
used definition, which is “the abuse of public office for private gain”, may err on
the side of over-simplification.

The early 1990s witnessed a proliferation ol initiatives aimed at fighting
corruption — on the national, regional and international levels. Fighting corrup-
tion has engendered an unusually high degree ol international co-operation, lead-
ing to an armoury of international instruments, such as the OECD’s Convention
on Combating Bribery of Foreign Public Officials in International Business Trans-
actions, or indeed, the Council of Europe’s Criminal Law Convention on Cor-
ruption. The reason the international community has mobilised to fight the prob-
lem is simple: corruption respects no borders, knows no economic distinctions
and infects all forms of government. In the long run, no country can afford the
social, political or economic costs that corruption entails. It erodes public conli-
dence in political institutions and leads to contempt [or the rule of law; it dis-
torts the allocation of resources and undermines competition in the market place;
it has a devastating effect on investment, growth and development. Further-
more, corruption exacts an inordinately high price on the poor by denying them
access o vital basic services.

A whole host of conditions can influence corruption, its different manifesta-
tions, its pervasiveness and, indeed, its perception by ordinary citizens.
Understanding the multifaceted dimension ol corruption is essential in order
to identify workable ways of dealing with it.

|
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Introduction

corruption
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Corruption comes in many guises.
Bribery, extortion, Iraud, tralficking,
embezzlement — but also nepotism and
cronyism — are all different manifesta-
tions of it. Even the most straight-
forward acts of bribery need not always
involve the exchange of money. Other
gilts or advantages, such as membership
of an exclusive club or promises of
scholarships for children, have been used
as “sweeteners” to clinch deals. What-
ever form it takes, corruption is always a
lwo-way lransaction; it requires a sup-
ply side (the briber) and a demand side
(the one who receives the bribe). That is
why measures must be designed to hit
both sides of the corruption equation.

Unfair play
Another aspect of corruption is that it
can occur in many different sectors of
the economy. A commonly cited and
morally reprehensible form is when gov-
ernment olficials abuse public trust by
accepting bribes [rom private busi-
nesses. However, the distinctions
between the private and public sectors
have been blurred by privatisation, and

\A Observer  No. 220 April 2000

A tough stance

corruption within the private sector is
not without pernicious consequences as
well. While not as common, bribes
happen between public officials too.
And a recent bribery scandal involving

Petty corruption can mean many
more years of grinding poverty
for the world’s economically
disadvantaged.

government representatives and officials
of the International Olympic Commit-
tee in a bid to influence the choice of
venue for the Olympic Games is a
reminder that propriety is something to
be maintained between public officials
and respected non-governmental
organisations as well.

There are different degrees of corrup-
tion too. Some would distinguish
between “petty” corruption and “grand”
corruption. The former usually involves
small sums paid to low level officials 1o
“grease the wheels™ or cut through
bureaucratic red tape. The headline
making cases of large multinational

companies paying millions of dollars to
government leaders or politicians to
obtain lucrative business contracts are
examples of corruption on a grander
scale. The distinction should not imply
that some forms of corruption are worse
than others. Indeed, petty corruption
which can interfere with the delivery
ol basic education and healthcare pro-
grammes, can have very serious conse-
quences, even Lo the extent of causing
many more years ol grinding poverty for
the world’s economically disadvantaged.

When corruption permeates a country’s
political and economic institutions, it is
no longer a matter of a few dishonest
individuals, but rather institutional, sys-
temic corruption. It is a phenomenon
which thrives where institutions are
weak or non-existent. And it is strongly
related to poor governance. Systemic
corruption happens most where ad-
equate legislative controls are lacking,
where there is no independent judici-
ary or oversight, and where independ-
ent professional media and civil society
agencies are absent. Reforms aimed at
providing greater transparency and ac-
countability of public institutions and
government operations are urgently
needed to redress such corruption.

There is much to be done. And let it
not be forgotten that wherever corrup-
tion occurs and at whatever level, the
ultimate victims ol corruption are
ordinary citizens and society at large.
That is why [ighting corruption is
so important. Finding effective. cred-
ible and enforceable measures to stamp
out corruption and to hold those guilty
accountable is more than a noble
objective. Our economic, political and
legal institutions may depend on it. B
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Economics of corruption

Jean CARTIER-BRESSON, PrOFESSOR OF Economics, UNIVERSITY OF REIMS
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n a 1995 study of investment and

loan risk data for 52 countries,

Alberto Ades and Rafael Di Tella
found that an increase of US$4,400 in
per capita income would improve a
country’s ranking on a corruption
index (0 for total corruption, 10 for
total integrity) by two points. An
increase in exposure to competition
would also lead to an improved rank-
ing. Such findings not only show the
links between underdevelopment and
corruption (see article by Iréne Hors),
but they underline the extent to which
corruption has a strong economic
dimension.

For mosl economists, the root causes
of corruption lie in the delegation of
power. It is the discretionary use of
that power and the often monopolis-
tic position public agents enjoy when
dealing with contracts which make
corruption possible. The incentives
and opportunities for corruption
depend on the size of the rents, or the
personal profit, which public agents
can derive from allocating those
contracts.

Corruption therefore occurs at those
points where the political, bureau-
cratic and economic interests coin-

T Economics

corruption

Fuzzy business

cide. There is legislative corruption
when politicians betray the electorate
by selling their votes to pressure
groups, and administrative corruption
when public officials take payolfs to
allow someone to secure a procure-
ment contract or to gain immunity for
tax dodging. In fact, opportunities for
misdemeanour exist at every level,
from grand corruption at the highest
public office, to petty corruption at the
lowest rung on the ladder.

Like any other market, corruption is
based on a contract between different
interests. Firms, pressure groups and

|
Observer No. 220  April 2000 _251




Economics

corruption

citizens try to maximise their gains by
paying bribes, while public officials try
to maximise their illegal earnings and
politicians their power and wealth.
Bribe payers may seek to avoid or
reduce costs, through illegal reduc-
tions in taxes, lax enforcement of regu-
lations, underestimated rent for pub-
lic housing or the dropping of criminal
charges. Multinationals might pay
bribes just to jump the queue in get-
ting a house or a telephone line con-
nected. Even obtaining a research
grant often presupposes a bribe. Brib-
ers may even be coerced to pay, which
is called extortion.

Incentive bribes, payolfs and extortion
happen to be rare in developed coun-
tries, but frequent in developing ones.
Corruption is, of course, present in
developed countries. The dubious
funding of political parties is one
example, and before the OECD Con-
vention came into being, multination-
als found it easier to receive govern-
ment export assistance than they do
now. But, with strict property rights,
mature institutions and well-paid civil
servants, developed countries can
hardly be said to suffer from systemic
corruption. Supply is plentiful enough
to remove the incentive to jump
queues. And the scrutiny that public
governance is subjected to makes cor-
ruption in most OECD countries very
difficult to get away with (see article
on the Public Sector).

The picture could not be more in con-
trast with the situation in many
developing countries, where weak
governance and rights are endemic.
Property rights are at best just being
established and remain open to abuse,
at least for a time. Young democracies
often find it hard to break free of the
clientism, patrimonialism or corporat-
ism that afflict undemocratic regimes.
Bribes continue to be collected, often
to line the pockets of the elite and to
buy political backing,.
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| Deliberate corruption

It is important to distinguish
| between the political and economic

effects of corruption, since they are
| byno means identical. The concept

ol market power helps us to make
| that distinction.

} There are four possible permutations
of power involving the demand side
(public officials) and the supply side

} (private agents) of the market.

’ The first is a bilateral monopoly,
which occurs most often when
[ power between the public and pri-
vate sectors is evenly balanced, and
‘ when the political and economic
elite is small and homogenous. It is
| the type of situation found in Eu-
rope and the United States. Here,
the elite prohibits the petty corrup-
tion of bureaucrats and, if democ-
racy is in place, the electorate can
| punish it too.

|  The second power relationship is
where the demand side is stronger
than the supply side, as in the
so-called kleptocracies ol the
developing world, such as the
former Zaire and Pakistan, Here
| itds the recipients ol bribes who

set the transaction prices. This is

extortion. It thrives on maintain-
| ing constant competition between

rent SEERCI'S, sometimes using vio-

Making up the economic lag can lead
to corruption. If there are natural
resources to exploit, as in Mexico and
Nigeria after the discovery of oil, they
are likely to be sold for above-market
prices, since bribes are usually needed
to secure concession sales.

and predatory behaviour

lence and intimidation. Extortion
exists when civil society or the
private sector is weak, with few
or no human or property rights.
Political power may also be highly
[ractionalised between regions,
ethnic groups or party factions.
Corruption in this predatory situ-
ation leads to the most negative
effects ol all. Rents from raw
materials or international aid dry
ap because they have either been
over-exploited or exhausted. Ten-
sions over their distribution
increase, the social system breaks
down and violence escalates. Civil
war often follows.

In the third permutation, the sup-
ply side is stronger than the de-
mand side. Private elite or multi-
national [irms exert their power
over minor public officials. The
state gives in Lo organised crime,
often under the threat of violence.
Because the bribe payers domi-
nate, the levels and prices of cor-
ruption are lower than in the
demand-dominated system.

Sometimes the supply and demand
sides are fragmented, leading to
the fourth permutation as seen in
the Ukraine, with multiple bribe
payers in competition with each
other. B ].C-B.

What costs?

The costs of corruption are difficult to
calculate, partly because of the secrecy
involved and also because the distortions
caused are hard 1o measure. But some
effects seem to be beyond doubt.



One result is lower overall investment.
A 1997 study by Paolo Mauro of 67
countries covering data from 1960-85,
found that if a country such as Egypt
were to heighten the efficiency of its ad-
ministration and improve its corruption
score of 4 out of 10 to the same level as
Argentinas 6, (again where 0 means
total corruption and 10 means none at
all), the rate of investment would
increase by 3% and the growth rate
would increase by 0.5%. Another study
in the same year, by Shang-Jin Wei,
argues that a worsening of Singapore’s
perfect score of 10 to that of Mexico’s
3.25 would be the same as raising the
tax rate by 21 percentage points.

cal (see box). The corruption that accom-
panied agrarian reform in Morocco in the
early 1970s may have contributed to
political stability, but it undermined eco-
nomic growth. On the other hand, the
same political stability may have boosted
growth over the longer term.

But it should not be concluded that
all corruption damages growth. The
World Bank has found that countries
with more predictable corruption have
higher investment rates. Thus, coun-
tries with endemic but predictable cor-
ruption, such as Thailand and Indo-
nesia, have had strong investment
growth.

Businesses would be willing to pay additional taxes if corruption

were eliminated.

Another effect of corruption is that it
tilts public spending towards projects
that make it easier to collect on bribes,
at the expense of priority programmes.
Hence the proliferation of “white
elephant”™ projects. And typically,
spending on delence is preferred over
education. This is because it is diffi-
cult to benchmark prices of custom-
built high-tech equipment.

Crucially, corruption can lower the
quality of public goods and services and

even threaten salety. The collapse of

buildings in Seoul and during the earth-
quake in Turkey was partially blamed
on substandard contracts and shabby
construction.

Corruption also distorts the redistri-
butive role of the state. It fuels the
informal sector and acts as an incen-
tive to evade taxes. It also totally dis-
torts programmes to combat poverty,
undermining international aid and
reconstruction programmes.

Itis important to distinguish between the
political and economic effects of corrup-
tion, since they are by no means identi-

Surveys carried out in 1998 and 1999
by the World Bank during adminis-
trative reforms have thrown up inter-
esting patterns in Europe’s transition
economies. A weak judiciary was
found to be one of the main causes
of corruption in Albania, but regula-
tory lailures were more serious
in Georgia and Latvia. Bribes were
found to take 7% of firms’ revenue
in Albania and Latvia and 15% in
Georgia. Some 14% of Georgian

Economics

corruption

households admitted to paying bribes
and 11% in Latvia. Not surprisingly,
the survey, which covered between
350 and 450 enterprises, also showed
that businesses would be willing to
pay additional taxes if corruption
were eliminated.

The losses can be even higher. In
Uganda, according to the World Bank,
public spending on primary education
trebled in 1991-93, but oddly, enrol-
ment rates did not rise. A survey of 250
schools showed that over 70% of capi-
tal funding got misappropriated.

So how does this economic analysis
help us? It provides some insight into
the causes of corruption by examin-
ing the concepts of information,
power, monopolies and rents. The
causes in turn highlight the roles of
poverty, civil-service pay and social
cleavages. Unfortunately, most stud-
ies suffer from a serious lack of data,
and most of the research to date has
been on developing countries. Yet, as
noted, corruption is not absent in
developed countries, especially at a
business-to-business level. More
research on this would help to build a
clearer, more complete picture of cor-
ruption generally, along with its costs.
Until then, corruption will continue
to be a rather murky business. B
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Money laundering

corruption

Money launderin
staying ahead of

%e latest trends

Patrick Mouterte, FINANCIAL ACTION Task FORCE ON MONEY LAUNDERING, FATF.CONTACT@OECD.ORG

oday’s typical money launderer

may no longer be a suspicious-

looking individual carrying a
suitcase full of banknotes. Yet the pur-
pose of his profession has not changed.
It is still to give a legal existence to
assets acquired illegally, camoulflaging
profits and concealing their origin. The
only novelty is that to achieve their
ends, launderers are using more and
more sophisticated and complex means.

According to the IME the scale of
money laundering world-wide could
be somewhere between 2% and 5% of
world GDP. On 1996 statistics, this
translates into a range of US$590 bil-
lion to US$1.5 trillion. Growing con-
cern about this activity has prompted
a number of initiatives at the inter-
national level. Organisations like the
United Nations and the Basel Com-
mittee have been looking into the
problem of money laundering since
the late 1980s. But it was not until
the Financial Action Task Force on
Money Laundering (FATF) was set up
by the G7 in 1989 that co-ordinated
action really began to be developed.
One of the first tasks of this body,
which comprises twenty-six member
countries and jurisdictions, two
international organisations and three
observers, was to spell out a number
of measures that national govern-
ments should take to combat money
laundering. These became known as
the “Forty Recommendations”. They
cover the criminal justice system and
law enforcement, and the financial
system and its regulation. In addition,
international organisations like the
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European Union and the Organiza-
tion of American States, to name only
two, have established anti-money
laundering standards for their mem-
ber countries, while the Caribbean,
Asian and Eastern European coun-
tries have created regional FATF-type
groupings.

Progress has certainly been made,
notably in the countries that have
introduced anti-money laundering
measures, but the problem has by no
means been resolved. The facilities
and methods used by launderers are
changing all the time as they try to
circumvent the preventive measures

Gold fingers

put in place. Instead of introducing
illegally obtained cash into the coun-
try’s financial system, they move it to
other countries where no questions
are asked about its origin. Set-ups
involving offshore financial centres
seem to have certain common fea-
tures: a series of financial transactions
by the centre’s intermediary, use of
dummies or other intermediaries to
handle the transactions and an inter-
national network of shell companies.
Often a laundering deal will involve
more than one offshore centre. The
inability to obtain information about
the real owners of the foreign enti-
ties with corporate status is one of the



chiefl obstacles to detection, investi-
gation and prosecution of persons
suspected of money laundering. In
this regard, the non-cooperative coun-
tries and jurisdictions, i.e. those that
explicitly refuse to co-operate with the
FATE continue to be a cause of major
concern (see bibliography).

But the problem of money launder-
ing is more than just a matter of par-
ticular countries or jurisdictions. It
also involves the prolessional service
providers —accountants, lawyers and
similar professionals — who operate
not only in offshore zones, but also
in some FATF countries. These serv-
ice providers set up and manage
entities with corporate status, thereby
giving the apparatus of money laun-
dering considerable sophistication
and a gloss ol respectability. Al
present, only a [ew countries require
professional service providers to
report suspicious transactions, and
their notifications have been on a
limited scale.

Increasingly sophisticated methods
With the ever-widening range of
financial instruments on offer, other
laundering possibilities are being
opened up. The derivatives and
securities markets seem particularly
susceptible to recycling of organised
crime proceeds because the audit trail
is so easily blurred. A broker can very
well launder a sum ol money through
a perfectly legal transaction, with no
need even to make a false entry. All
that is necessary is to assign genuine
trading losses to the account in which
the illegal funds will be deposited.
For example, it is absolutely legal for
a dealer in the financial futures mar-
ket to hold two contracts for subse-
quent offset. By assigning trading
gains and losses to two different
accounts, one “regular” and the other
to receive the laundered funds, the
dealer can put through a laundering

operation on the
loss account without
breaking the law.

Insurance — notably
life, property and
long-term capitalisa-
tion bonds — is an-
possibility.
Launderers generally

[/1
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pay for the insurance
with cash and then
request early redemp-
tion of the policy or
make a claim against
their property insur-
ance, thus obtaining
payment in bank
money from the insur-
ance company.

Electronic fund trans-
fers continue to be the
preferred method for
the layering of criminal proceeds
once they enter the legitimate finan-
cial system. Frequently, these pro-
ceeds are smuggled out of one coun-
try, deposited in another, and then
wired back to the country of origin.
The new payment technologies —
smart cards, online banking and
electronic cash — can theoretically
increase the opportunities for laun-
dering. Il an online financial institu-
tion is located in an area known for
high levels of banking secrecy and
requires little or no proof of identity

The new payment technologies
can theoretically increase
opportunities for laundering.

for opening an account, the money
launderer can then move funds [rom
the convenience of his computer ter-
minal. Certain smart card and e-cash
systems likewise present a risk in that
no upper limit is set on transactions.
While most smart card systems do not
permit direct card-to-card transac-
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tions, others are being developed that
may have this capability ol bypass-
ing a financial intermediary. In the
absence of consistent standards and
suitable monitoring by the supervi-
sory authorities, these new payment
technologies could well be vulnerable
to money laundering operations.

The gold “hedge”

As in the case of high-value commod-
ity markets, the gold market is caus-
ing some concern over the money
laundering possibilities it offers. A
number of FATF members have
received reports of suspicious gold
transactions. In some instances, these
transactions appeared to reflect at-
tempts to avoid high VAT rates by
making large purchases of gold in
countries with low VAT rates and
then exporting the bullion back to the
country of origin. The use of gold for
purposes of laundering is often
intrinsic to movements of money
through parallel banking circuits, an
example being the South Asian
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hawala/hundi system. This particular
system, based on trust and close
business contacts, enables gold to be
transferred without being physically
moved. Using the system is more cost
effective and less bureaucratic than
moving funds through officially
recognised banking systems. Launder-
ing of this kind, which is extensively
practised over the sub-continent, has
spread to many other parts of the
world. But the Gull States are the hub
of hawali/hundi gold movements to
and from South Asia.

Euro wise

The introduction of the euro in eleven
countries of the Furopean Union is
another source ol risk. Preventive
measures have been taken to forestall
all attempts at money laundering. But
the experts fear that the surge in
exchange transactions during the
period of changeover to the euro may
swamp the personnel of [inancial
institutions and make them more likely
to miss or disregard indications of laun-
dering. This could be the case during
the period from January to June 2002,
when euro coins and banknotes will
replace national legal tender. However,
the preventive measures in place —
customer identification, due diligence,
reporting of suspicions, etc. — should
make it possible to detect any suspect
transactions. Even so, some FATF mem-
bers have decided to take additional
measures to strengthen their anti-
laundering precautions.

The fact remains that money launder-
ers have time and again shown their
ingenuity in circumventing the law
and there is no reason to think that
they will lose that innovativeness in
the years ahead. Consequently, every
effort has to be made to acquire maxi-
mum knowledge of the different meth-
ods and techniques of money launder-
ing. Corporate and non-financial
laundering and the new payment tech-

L 30 Observer  No. 220 April 2000

nologies should be given particular
attention. Also, in the current context
ol globalisation, reviews of laundering
typologies should be extended to other
regions of the world: Asia, Alrica,
Latin America, Central and Eastern
Europe. ®
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Enforcing the Convention

Frépéric WEHRLE, ANTI-CORRUPTION UNIT, DAF.CONTACT@OECD.ORG
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The OECD Convention may have entered into force a year ago, but many of its signatories still have
to incorporate it into domestic legislation and enforce it. A rigorous process that warrants close

examination.

he fight against bribery is no easy

affair. True, an important mile-

stone was passed when the
OECD Convention outlawing the offer,
promise or giving of bribes to foreign
public officials entered into force in
February 1999. This is all very laudable,
but what about its implementation?
Certainly, there is no doubting the
public show of political will. Of the
thirty-four signatories, which are the
world’s biggest exporters, twenty or so
- including Australia, Austria,
Belgium, Canada, Germany, Japan,
Korea, Mexico, Spain, Switzerland and
the United States — have already
amended their laws to accommodate
the obligations laid down by the Con-
vention. Elsewhere the parliamentary
machine has been set in motion. The
process may be lengthy, either because
parliamentary agendas are full, as has
been the case in countries such as
France, or because domestic elections
have made it necessary to postpone
or restart debate on the bill at a later
time, as has been the case in the
Czech and Slovak Republics, Chile
and Turkey. Moreover, different bod-
ies have 1o be consulted before the text
can be put before parliament, all of
which adds more time to the process.

Even so, it is expected that by the
end of 2000 or earlier all the coun-
tries that signed the Convention in
December 1997 will have amended
their legislation. Those which [ail to
do so, or whose legislation does not
meet the Convention’s criteria, will
come under pressure from their peers
to put their house in order. In fact, the

consequences of doing nothing could
be quite damaging for credibility and
business. Countries that appear reluc-
tant to punish bribery of public offi-
cials might quite simply start losing
markets, not least because companies
increasingly seek to do business where
bribes are not part of the deal.

Peer pressure

At the end of the day, political com-
mitments and conventions are mean-
ingful only if they are enforced. To
test whether they are, the OECD has
adopted a system of peer review by
the signatories. This procedure
requires the signatories to review
each other’s regulatory system and
measures to enforce the principles
laid down by the Convention.

A fair judge

Those principles are four in number:
first, imprisonment and fines for
those found guilty of bribing a public
official in order to obtain or retain
business; second, criminal, civil or
other penalties for companies that
falsify their accounts in order to con-
ceal payment of bribes; third, ending tax
deductibility for commissions paid by
companies to public officials in order
to obtain business or another advantage
(see article on Tax Deductibility); and
fourth, increasing international judicial
co-operation to ensure more effective
prosecution of those committing acts of
bribery.

So how does the peer review process
actually work? Each signatory to the Con-
vention is required to produce a progress
report on the basis of a questionnaire
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drawn up by the OECD. The report is
then examined by a working group,
which meets in Paris about once every
two months, Most of the experts who rep-
resent the signatory countries come from
justice and [inance ministries. They
decide on a list of three, four or possibly
five other countries to be reviewed
before the next meeting. This pace is dic-
tated by the fact that the laws of all the
signatories have to be reviewed between
now and the next OECD ministerial
council summit, scheduled for June 2000.

Rapporteurs are appointed who present
their conclusions to the working group
in the light of a report prepared by the
OECD. The report is a real exercise in
investigation, analysis and expertise.
The OECD not only peruses the
national report produced by the coun-
try under review, but also analyses its
statutory texts and law reports, reads the
records of parliamentary and non-
governmental debates, and talks to
experts on all sides.

The viva voce

Then comes judgement day, when the
review takes place. It is carried out in
closed session to guarantee a frank dis-
cussion. Like any other viva voce, the
session begins with a presentation by
the country under review of the legis-
lative measures it has taken to comply
with the Convention. The two exam-
ining countries then present their
evaluation. Next, each signatory coun-
try may ask questions on specific points
of legislation or procedural issues and,
where appropriate, express an opinion.
The experts from the country under
review may answer questions, clarify
their country’s position and, in short,
defend themselves. It is rather like pre-
senting a doctoral thesis, and the
entire session lasts one or two hours,
depending on the issues examined.

But the evaluation does not stop there.
The two examining countries then
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write up their evaluation of the
reviewed country’s compliance with
the obligations imposed by the Con-
vention. Naturally, this text is some-
times the subject of intense discussion
between the reviewed country and its
counterparts. In practice, the exam-
ined country tends to accept the evalu-
ation and commits itself to make the
recommended amendments. These
recommendations might ask a coun-
try to look again at the way its legisla-
tion deals with a particular element
of an offence, like its definition of
“foreign public official”, or to consider
imposing criminal penalities on cor-
porations. They might even ask the
country to consider toughening the
sanctions for persons found guilty of
bribery. All of the evaluations will be
reviewed again by the Working Group
prior to submission of the summary
report to OECD ministers in June of
this year.

Verifying the conformity of national
laws with an international convention
is one thing. Actually enforcing the
rules is another. Accordingly, starting
later this year, teams of international
experts will visit each country to meet
with political, administrative, police,
customs, judicial authorities and
other relevant bodies to discuss
enforcement. The trips, whose [ind-
ings will be the subject of a report,
are expected to reveal any flaws in the
Convention and throw up other
issues for discussion.

The fight against bribery is clearly not
over by any means. But at least the
question of whether the Convention
works is one we may be able to answer
sooner rather than later. B
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Transparent tables

Transparency International’s corruption index tables may

have their critics, but the rankings have been responsible
for helping to expose corruption in several countries. Now
Transparency has produced a bribery index. Its effects could

be far-reaching.

i ||‘ . |
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n September 1998, Transparency

International (TI) published the

most comprehensive index to
date on perceptions of corruption in
eighty-five countries worldwide.
Since its inception in 1995, the Cor-
ruption Perceptions Index (CPI) has
encouraged debate and provided the
basis for substantive anti-corruption
reforms in a number of countries.

Transparency International focuses on
corruption in the public sector and
defines corruption as the abuse of pub-
lic office for private gain. It is this mis-
use of public power for private profit
that Transparency International’s cor-
ruption index seeks to flush out.

The CPI ranks countries in terms of

the degree to which corruption is per-
ceived to exist among their public
officials and politicians. The 1999
index ranks 99 countries, drawing on
17 different surveys [rom 10 inde-
pendent institutions carried out
among business people, the general
public and country analysts.

Critical perceptions
There is no denying that the corrup-
tion index has been important in rais-
ing a broad public awareness of cor-
ruption. According to its authors, it
has even prompted reforms in some
cases. Yet the index has also attracted
criticism. Some of that criticism has
been about the quality of Transparen-
cy’s survey methodology. Some have
argued that the variable sizes of the
surveys used in different countries dis-

Transparency

corruption

tort the index. Others question the
selection of the 99 countries surveyed;
only one country from the Middle East
—Jordan —is on the list. Transparency
defends its methodology, though given
the subject matter, it accepts there is
room for improvement. Another
accusation is that the index is unreli-
able because it is based on perceptions,
not on hard empirical data. But then
again, even hard data, such as com-
paring the number of prosecutions or
court cases, can go soft when ques-
tions about the quality of prosecutors
and the courts are added.

A less defensible point made about the
corruption index was that it showed only
one side of the corruption equation: the
receiving end. The bribe payers were left
out of the picture. Not surprisingly; the
ranks of corruption-prone countries are
overwhelmingly found among very poor
countries. The countries with low levels
of corruption are all advanced, indusur-
ialised countries. But who paid those
bribes? And wasn't one of the founding
principles of TI to highlight the very
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1999 Transparency
International Corruption
Perceptions Index (CPD'*

global nature of corruption? After all,
some US$100 billion annually is paid out
worldwide in the form of bribes or some
other pay-olf, much of which comes from

panies covering a wide array of busi-
ness sectors, principals of commercial
law practices, partners of leading
accountancies and the heads ol com-

Rank  Country Score
wealthier countries. mercial banking at big banks. Aboul
L | ek - 90% of the respondents were from
% Bl g A new ranking was therefore added by ~ non-OECD countries.
3 New Zeland 4 Transparency International in 1999 to
Sweden e measure the propensity to pay bribes )
5 Canada 9.2 among leading exporting countries. Some surprises
leeland 9.2 Called the Bribe Payers Index (BP1),  What are the main patterns thrown up
7 Singapore 9.1 Transparency describes it as a logical by the 1999 indices? First of all, on the
8 Netherlands 9.0 response Lo the 1999 OECD Conven- corruption index, some important
9 Norway 8.9 tion, under which most of the leading
Switzerland 8.9 industrial countries are committed to
11 Luxembourg 8.8 taking action to stop transnational cor-  As with the corruption index,
130 Kustalts 8.7 porations in their countries from pay- 5 §eandinavian country — this
13 United Kingdom 8.6 ing bribes abroad. Ac_cordir_lg to Tratns— time Sweden - is again
14 Germany 8.0 parcljvy, the 1'1.ew bi lb_itr}- index aims perceived to be the least likely
15 Hong Kong 79 to bring public attention to the need : 2
reland v for full implementation and enforce- Lo pay bribes. China and Korea
v et e ment of the Convention, as well as were ranked lowest.
18 USA 75 offering one possible way of evaluating
- &9 the Convention’s success. . N
S foud o ilmieloped countries, l.lll(e I_Tch and
taly, were not considered “clean”
80 Armenia 15 What about the bribe payers? enozgh to make it into the top 20, even
Bolivia 25 The new bribery index ranks the lead-  though both have been in the vanguard
82 Ecuador 24 ing exporting countries in terms of the ol the fight against corruption, as wit-
Russia 24 degree to which their companies are  ness the “Clean Hands” operations of
84 Albania 23 perceived to be paying bribes abroad.  the Milan magistrates in Italy and simi-
Georgia 23 [tis the result of a special international ~ lar tough procedures in France. Other
Razaklistan 23 survey conducted for Transparency  European countries, where banking
87  Kyrgyz Republic ) International by the Gallup Interna-  secrecy is a feature — and even ques-
Dalkistin 20 tional Association in 14 leading emerg-  tioned by the Financial Action Task
Uit 25 ing markel economies from around  Force on money laundering — did.
8  Renva 3.0 the world — five in Asia/Pacific and
- 50 three each in Africa. South America The last two countries on the list
Yigaclavk e and Europe. Togetljcr the cou..lnlrics‘ are African neighbours, Cameroon
6 v 6 surveyed account for some 60% of  (ranked 99) and Nigeria (98). But as
S ko ” emerging market imports. This is im-  Transparency emphasises, they are
—— . portant, since the bribery index issup-  perceived as the most corrupt on the
":zhrklf‘"" A posed to capture the responsibility of  list at a particular moment in time
%  amddin I exporting countries for corruptionand  and their position might change on a
i - the impact on developing and transi-  longer, subsequent list. Another point
% Hggl 1o tion countries — what Transparency  dividing the highest from the lowest
99 Cameroon 1.5

calls the “front line” in international

ranked is the size of their government

1. The CPI relates to perceptions ol the degree of cor-
ruption as seen by husiness people, risk analysts and
the general public, and ranges between 10 (highly
clean) and 0 (highly corrupt).

2. This table is an extract, comparing the 20 highest
ranking countries with the 20 lowest. A full table is
available on www.transparency.de
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corruption. spending as a percentage of GDP: lower
than average for the sample in the most
corrupt countries, considerably higher
than average government spending
for the least corrupt. Of course, this

Gallup surveyed 55-60 respondents in
each country, including chiefl execu-
tives ol large foreign and national com-



difference relates only
to officially recorded
expenditure ligures.

As with the corruption
index, a Scandinavian
country — this time Sweden
— is again perceived to be
the least likely to pay
bribes. This is interesting,
since Sweden is one OECD
country where the tax
deductibility of bribes was
until last year not com-
pletely disallowed (see
article by Martine Milliet-
Einbinder). China had the
worst ranking, behind
Korea, which was the
OECD country perceived
most likely to pay bribes.
According to at least one
newspaper survey alter

1999 Transparency International

Thomas Crown Affair/Kipa

Bribe Payers Index (BPI)'

Ranking 19 leading exporters

2
=

Rank  Country Seore
1 Sweden 83
2 Australia 8.1

Canada 8.1
4 Austria 7.8
5 Switzerland Tt
[ Netherlands 74
T United Kingdom 7.2
8 Belgium 6.8
9 Germany 6.2

United States 6.2
11 Singapore 5:1
12 Spain 53
13 France 5.2
14 Japan 5.1
15 Malaysia 3.9
16 Italy 3.7
17 Taiwan 3.5
18 South Korea 34

19 China (including Hong Kong) 3.1

1. The BPlrelates 1o leading exporters paying bribes
to senior public officials. In the scoring:
10 represents a perceived level of negligible brib-
ery, while O represents responses indicating very

high levels of bribery.

the bribery index was released, the
Korean public appeared not to disagree

with the finding. The pressures of

being an emerging economy (and a
post-crisis one at that) may be one
reason lor Korea’s perceived propensity
to pay oul bribes (see article by Jean
Cartier-Bresson).

Needless to say, the new Bribery
Index caused a stir when it was pub-
lished in October 1999. In Germany,
which along with the United States
had a middle ranking, the president
of the Confederation of German
Industries (BDI), Hans-Olal Henkel,
called on exporting companies to deal
with foreign bribery more vigorously.
He said that many companies in
Germany were still unaware of the
new OECD Convention banning the
bribery of foreign public officials.
And as a sign of peer pressure in
action, Mr Henkel appealed to the
German government to lean more
heavily on those OECD countries that

Transparency

corruption

This is my last offer

still had not ratified the anti-bribery
convention.

Which sectors?

Another innovation of Transparency
International in 1999 was to publish
perceptions of bribery in business
sectors. The results were not altogether
a surprise, since business executives
and professionals in leading emerging
market countries see international
bribe-paying to be greatest in the pub-
lic works and construction sectors,
followed by the arms industry. Bank-
ing and finance, interestingly enough,
were perceived to have relatively low
corruption levels, M R.C.
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Trade rules for fair play

Evbokia Méise, TRADE DIRECTORATE, TRADE.CONTACT@OECD.ORG

WTO rules can help in the fight against corruption. That would be good for trade.

here is no single international

definition of bribery and corrup-

tion, just as there is no single
area where corruption manifests
itself. Still, international trade is an
area that is particularly vulnerable to
corrupt practices. Not surprisingly,
within the detail of WTO agreements
are rules which contribute to the fight
against corruption by helping to build
a domestic regulatory environment
where corruption is less likely to
oceur.

There are essentially two ways to com-
bat corruption, either by dissuasion or
prevention. The former aims to reduce
the gains from corruption through
sanctions, such as criminalising cor-
rupt behaviour or excluding corrupt
companies [rom access to economic
benefits. The latter seeks to introduce
competition in government, reduce
the areas of bureaucratic discretion by
clarifying applicable rules, improve
transparency and scrutiny to make
corruption less rewarding and more
risky, and eliminate the motives for
corrupt behaviour. Improving the
wage levels of public officials may be
one way of doing this. Granting
import/export permits more easily
and without having to pay a bribe is

another.

WTQO rules and disciplines are on the
“preventive” side. The implementa-
tion of various provisions, such as on
Customs Valuation, Pre-shipment
Inspection, Government Procurement
and Rules of Origin, aims to clarify =
applicable rules, reduce the complexity A tight procedure
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of procedures and improve the predict-
ability of the regulatory system. Even
though neither the 1994 GATT agree-
ment nor any of the other WTO agree-
ments specifically address corruption
and bribery, they certainly fight it by
reducing bureaucratic arbitrariness and
improving transparency and account-
ability, even to outside evaluators.

The gradual liberalisation of world
trade in general, namely through tar-
iff bindings, specific commitments in
the General Agreement on Trade in
Services (GATS) and provisions of
agreements such as that on Technical
Barriers to Trade, helps to eliminate
the business incentives for corrupt be-
haviour by legally reducing overall
operation costs. This means that con-
forming with WTO obligations is a
process which not only helps coun-
tries to reap the benefits of trade lib-
eralisation, but also to improve their
domestic regulatory environment,
making it less prone to corruption.

Rules of the game

Non-discrimination rules are vital to
the multilateral trading system. They
provide for equality of competitive
opportunities between like products
and services and help to prevent trade
distortion. And they have to function
properly to win the confidence of busi-
nesses and other stakeholders, includ-
ing governments. Corrupt practices
are clearly a violation of those rules
because they result in discriminatory
treatment. For this reason, the Agree-
ment on Technical Barriers to Trade,
for instance, requires that if fees are
charged for assessing the conformity
of products coming into a country,
they should be no different to fees
charged for assessing similar products
of national origin or goods coming
from any other country.

Bribery and corruption thrive on secrecy.
The 1994 GATT requires that “laws,

regulations, judicial decisions and
administrative rulings ... be published
promptly in such a manner as to enable
governments and traders to become
acquainted with them.” And the Govern-
ment Procurement Agreement contains
a series of provisions, which seek to
ensure that the tendering procedures
are open and transparent to all inter-
ested parties. In fact, unsuccessful bid-
ders have to be provided with such
additional information on the contract

Trise
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“Procedures concerning the enforce-
ment of intellectual property rights
shall be fair and equitable. They shall
not be unnecessarily complicated
or costly, or entail unreasonable time
limits or unwarranted delays.” And the
preamble of the Customs Valuation
Agreement recognises the need for a
“fair, uniform and neutral system for
the valuation of goods for customs pur-
poses that precludes the use of arbi-
trary or fictitious customs values”.

WTO obligations may affect corrupt public officials requesting or
accepting bribes, but they do not concern the payment of bribes by
private businesses to public officials.

award as may be necessary to ensure
that the procurement was made fairly
and impartially.

Assuring a stable and predictable busi-
ness environment is one of the main
reasons for creating a multilateral trad-
ing system in the first place. By reduc-
ing risks, a predictable trading system
not only facilitates trade and investment
flows, but could also remove any incen-
tive firms may have for acting corruptly.
Unwarranted administrative delays
are in many cases seen as trade barriers,
and bribes are often required to secure
a more efficient service. This practice
is one of the targets of the WTO’s
Pre-shipment Inspection Agreement,
which requires that an inspection be
concluded within five working days.

Clear rules make it harder for public
officials to make abusive requests and
for businesses to ask for unwarranted
preferential treatment. In other words,
impartiality is vital and the GATS seeks
to achieve this, by demanding its sig-
natories to “ensure that all measures
of general application are administered
in a reasonable, objective and impar-
tial manner.” The Agreement on Trade-
Related Aspects of Intellectual Property
Rights takes an equally tough stance:

WTO rules can make a contribution
to building a less corrupt world,
though technical assistance may be
needed to help developing countries
enforce them effectively. But while
reducing the opportunities and
motivations for corruption through
trade regulations is a valuable preven-
tive weapon in the fight against brib-
ery, experience shows that it is not
enough to eradicate corruption.
Moreover, WTO rights and obliga-
tions apply only to states and not to
individuals, businesses or other pri-
vate parties. This means that the en-
forcement by a government of its
WTO obligations may affect the acts
of corrupt public officials requesting
or accepting bribes, but it does not
concern the payment of bribes by pri-
vate businesses to public officials.
That is where the OECD Convention
comes in. The two instruments rein-
force each other and are perfectly
complementary. Indeed, together the
Convention and the WTO rules can
help make international trade both
freer and fairer. M
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Writing off tax deductibility

MARTINE MILLET-EINBINDER, Fiscal Arrairs DIVISION, DAF.CONTACT@OECD.ORG

The tax deductibility of bribes is a practice which the Convention has made

easier to abolish.

ntil recently, offering bribes to foreign

public officials as a way of obtaining

contracts was a perfectly normal way
of doing business in many OECD countries.
Companies seeking contracts abroad often
expected to have to pay a bribe to foreign
officials, just to stay in the race. Several
governments saw no reason to disagree and
offered favourable tax treatment for bribery
payments, which could be written off as
expenses. These governments argued that
making bribes to foreign public officials non-

Tax Deductibility of Bribes to Foreign Officials
calling on those member countries which allowed
the tax deductibility of bribes to foreign public
officials to review their legislation with the
intention of denying that deductibility. A
Recommendation on Combating Bribery in
International Business Transactions adopted on
23 May 1997 reinforced that call.

Not all OECD countries at the time treated
bribery favourably for taxation purposes; in
fact, about hall of them disallowed the

Disallowing the tax deductibility of bribes serves as a strong and politically
visible symbol of the common international commitment to combat bribery.

deductible contradicted the principle that all
expenses associated with earning taxable
income should be taken into account for tax
purposes. A second argument they cited was
that non-deductibility would be an inelfec-
tive deterrent against bribery of foreign offi-
cials anyway, even if it changed the effective
cost of a bribe. Both arguments were [lawed.
On the first argument of taxation principles,
there are already exceptions for certain legal
costs, such as entertainment expenses and
gilts, as well as certain payments that are ille-
gal under domestic law. As for deterrent
effects, il companies could get a tax deduc-
tion for bribes, what incentive would they
have for not offering one?

The OECD has developed a simple argument:
disallowing the tax deductibility of bribes
serves as a strong and politically visible sym-
bol of the commeon international commitment
to combat bribery. And if combined with the
criminalisation of bribery, non-deductibility
becomes a potent force. Therefore, in April 1996
the OECD adopted a Recommendation on the
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deductibility ol bribes to foreign officials,
though not all for the same reasons. In 1996
only 14 denied the deductibility of bribes to
foreign public officials as a general rule.
Canada, the United Kingdom and the United
States denied it because of the illicit nature
of the bribe in their own countries. In fact, if
any part of the offence was committed in the
United Kingdom, for example, whether the
offer, the agreement to pay, the soliciting, the
acceptance, or the payment itself, it would
be covered by the corruption laws and would
then not qualily for tax reliel. Under Poland’s
law, bribery is illegal and an offence for both
the briber and the recipient of the bribe and
both are punishable.

Other countries adopted approaches that
were perhaps a little less explicit. The Czech
Republic, for example, classified all bribes as
gifts, which were mostly not deductible. In
Japan, bribes were categorised as entertain-
ment expenses, which by definition made
them non-deductible anyway. In several coun-
tries — Finland, Greece, Hungary, Ireland,



The Anti-Corruption Ring

A key element in an effective anti-
corruption campaign is the sharing of
information and experience on initiatives
taken by countries, international organi-
sations and civil society. With this in
mind. the OECD’s Anti-Corruption Unit
has launched an extensive information
centre on the web that includes regional
networks. Participating countries and
international organisations continuously
supply the regional webs with relevant
information on country-specific anti-
corruption initiatives, survey results,
research reports and other relevant anti-
corruption information, including tech-
nical assistance programmes.

Three regional webs have so far been
launched. The first one, set up in October
1998, is called the Anti-Corruption Network
for Transition Economies, and is targeted
at countries from central and eastern
Europe and the former Soviet Union. All
parties interested in reducing public
sector corruption in the region — govern-
ment, businesses, civil society, private
individuals — can share action-oriented
data through this network. The second one
is for the Asia-Pacilic region. It includes a
regular forum on anti-corruption activities
under the joint auspices of the Asian
Development Bank and the OECD. The
third one is for south-eastern Europe and
is part of the Stability Pact Anti-Corruption
Initiative for South-Eastern Europe, which
it helps to monitor.

These three regional webs are part of
one of the largest information centres
on corruption and bribery on the web.
Called the Anti-Corruption Ring Online

or AnCorR Web, it is a repository of more
than 3,000 references to books, journals,
papers and other articles, as well as
downloadable or on-line anti-corruption
documentation, such as laws, international
conventions, anti-corruption strategies and
other anti-corruption information. Anti-
corruption practitioners and individuals
need to have concrete information in
order to design and implement anti-
corruption activities, and AnCorR provides
the qualitative and quantitative knowledge
that is required to assess all aspects of cor-
ruption. It also helps donors to identily
the current situation in most regions of the
world and to provide them with a real-time
working tool to co-ordinate their assistance
programines.

By providing a forum for policy dialogue
well as offering direct access to the regional
initiatives, the AnCorR web enables
experts and the public to keep track of
the fight against corruption around the
world. AnCorR is supported by a large
number of partnerships, including with
the American University of Paris, Basel
University’s Law School, the Business and
Industry Advisory Committee to the
OECD (BIAC), the Financial Action Task
Force on Money Laundering (FATF), the
Institute of Latin American Studies of the
University of Sorbonne, the International
Chambre of Commerce (ICC), the Trade
Union Advisory Committee to the OECD
(TUAC), the World Bank and the Stability
Pact.  EW,

AnCorR Web can be visited at htp://
www.oecd.org/daf/nocorruptionweb/
index.htm

Tax
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Italy, Korea, Mexico, Spain and Turkey -
bribes of foreign officials simply did not
qualify as a deductible expense, and were thus
not allowed, even if there were no explicit pro-

visions against them in some of these coun-
tries. In Denmark, Iceland, Norway and
Sweden, bribes paid to foreign public officials
were only deductible if they were documented
39/
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business expenses and if they were a custom-
ary practice in the country of the recipient.

In the remaining countries — Australia, Austria,
Belgium, France, Germany, Luxembourg,
Netherlands, Portugal, New Zealand and
Switzerland — bribes to foreign public officials
were still as deductible as any other business

AND PLEASE [ TAKE
THIS WOODEN H0RSE AS

AGIFT FOR YOUR KDL,

expense, at least in principle. In practice, a
deduction for a bribe was often disallowed
because of insulficient documentation to sup-
port the fact that the expense was a necessary
part of the transaction in question. Moreover,
the deductibility of bribes to foreign officials was
generally conditioned upon disclosing the iden-
tity of the recipient to the tax authorities, which
taxpayers are naturally reluctant to do.

The next move

Substantial progress has been made since
the 1996 Recommendation. Within the last
three years, the OECD countries concerned
have reviewed their legislation on the tax
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deductibility of bribes to foreign public offi-
cials. In fact, most of them have passed legis-
lation and only a few have bills pending in
parliament. Concerning the non-member sig-
natories of the OECD Convention, Argentina,
Bulgaria, Brazil and the Slovak Republic have
declared that they deny the tax deductibility of
bribes to foreign public officials.

The deterrent effect of these changes depends
on the measures put in place to ensure that
taxpayers are complying with the law. The
future OECD Audit Guidelines for the
Detection of Bribes to Foreign Public Officials
will help by training tax inspectors in the best
techniques to use when examining accounts
to detect suspicious payments. These guide-
lines will, for example, identify whether a
company has significant transactions with
governments and will contain recommenda-
tions to scrutinise recurring payments to any-
one who is not a usual supplier.

Follow-up mechanisms are crucial to ensure the
effective implementation of the Bribery Conven-
tion and Instruments. The OECD attaches great
importance to ensuring that national legislation
meets the standards set by the Convention. But
ultimately, it is up to each country to enforce the
laws implementing the Convention and bribery
instruments in the area of taxation. I they do so,
then the fight against bribery will stand a
better chance of succeeding. M
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Getting the public ethics right

JANOS BErToK, PUBLIC MANAGEMENT SERVICE, PUMA.CONTACT@OECD.ORG

‘ Public ethics

corruption

Corruption is more than a question of individual criminal actions. It is also the result of systemic
failure. There is a way to combat it.

hat is an ethics infrastruc-

ture? The term might sound

like quite a mouthful, and
vet it has become a cornerstone in a
comprehensive strategy to light against
public-sector corruption in modern
democracies. As far as public-sector
ethics are concerned, corruption is
a management problem.
[t spawns in conditions
where even the [inest laws
do not make it beyond the
statute books and where
weak public institutions fail
to enforce the rules or pro-
vide adequate control, over-
sight and transparency. In-
tegrity is a fundamental
condition of democratic gov-
ernment. And countering
corruption and promoting
public integrity are critical
components ol sustaining
economic development and
making a successful transi-

tion to a market economy.

Corruption is therefore not
a cause, but a symptom of
breakdown. To understand
it means to address the factors influ-
encing ethical behaviour in the pub-
lic service. Which brings us back to
our notion of an ethics infrastructure.

OECD countries employ a range of
tools and processes to discourage
undesirable behaviour and to provide
incentives for good conduct. They
issue basic codes of conduct which
employees are expected to abide by,
like rules about protocol, behaviour

and promotion. High standards of

behaviour are required in high places,
too, with senior stall being asked to
lead by example, including operating
in a transparent manner. There is no
single method or miracle cure for
stamping out public-sector corruption.
Rather, a combination of incentives
and sanctions is needed to encourage

the right professional standards of

conduct. It is the sum of these
approaches that makes up an ethical
infrastructure.

Different strokes

As one would expect of an infrastruc-
ture, all of the functions and separate
elements that sustain it should be
mutually reinforcing. Three building
blocks hold the infrastructure up; they

are control, guidance and manage-
ment. These are all vital concepts and
they are reflected in public manage-
ment in all OECD countries. However,
the emphasis given to one or other of
them varies from country to country,
probably for historical, political and
cultural reasons.

Control is essentially
a regulatory dimension,
a legal framework which
assures independent in-
vestigation and prosecu-
tion in the public sector,
as well as full accountabil-
ity, transparency and scru-
tiny. It is an approach
which is particularly
emphasised in the United
States. Where rules exist,
the control element en-
sures that they are imple-
mented.

Guidance on the other
hand relies more on lead-
ership, personal respon-
sibility and showing by
example. Whereas under
the control concept, problems have
one solution, guidance sees not prob-
lems but dilemmas. And dilemmas can
have several possible solutions. It is
the managers’ job to find the best one.
The guidance approach is liked in the
Scandinavian public sector and in the
United Kingdom as well. Convention
(though not necessarily conservatism)
is a powerful force underpinning guid-
ance, which is usually bolstered by
codes of conduct, as well as professional
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education and the communication ol
values.

The third building block in the ethics
infrastructure is management. Euro-
pean countries tend to lay emphasis on
this approach of laying down practices
and policies and seeing to it that the
ethical system works on a routine
basis. In most cases, management is the
responsibility of the ministries them-
selves to deal with. But in a handful of
countries it is handled by special out-
side bodies, such as the Public Service
Commission in Ireland or the power-
ful US Office of Government Ethics
(OGE), which is a sort of transparency
watchdog, handling among other things
the financial disclosure of high-ranking
officials, including the president.

These ideas are quite subtle and build-
ing an ethics infrastructure can be
confusing lor governments and public-

sector managers. Take whistleblowing,
for example, which on the [ace of it
seems a rather straightforward busi-
ness; il an employee spots wrongdoing,
he or she reports it. But are employees
obliged to be whistleblowers and will
their employvment rights be protected?
What if whistleblowing is abused and
interferes with government business?
Such questions are still the subject of
intense debate in the OECD.

Visible costs

Arguably the most important ingredi-
ent of a healthy public sector is trans-
parency. Transparency shows how
much the three underpinning elements
ol control, management and guidance
interact. It relies on leadership and
example, but also basic rules which
guarantee responsibility, accountability
and scrutiny. And transparency has to
be managed as a routine matter. After

A cornerstone of the OECD’s
anti-corruption programme is the
work it performs through SIGMA
— Support for Improvement in
Governance and Management in
Central and Eastern European
Countries. This is a joint initia-
tive which is principally funded
by the European Union’s Phare
' Programme. The initiative sup-
‘ ports public administration

reform efforts and advice on

building modern, accountable,

solid and transparent systems of
‘ administration in thirteen coun-

tries in transition, these being
Albania, Bosnia-Herzegovina,
Bulgaria, the Czech Republic,
Estonia, the Former Yugoslav
Republic of Macedonia, Hungary,
Latvia, Lithuania, Poland. Romania,
Slovakia and Slovenia. SIGMA

SIGMA: the front line
in transition countries

counsels officials in areas like
financial control, budgeting and
public procurement.

Clearly, these responsibilities
place SIGMA in the forefront of
the battle against corruption.
SIGMA has also teamed up with
Transparency International to
produce the Anti-Corruption
Directory, an in-depth reference
guide to the multinational pro-
grammes, institutions and person-
alities supporting anti-corruption
efforts in central and eastern
European countries. Readers can
consult the directory on htip:
www.oecd.org/puma/sigmaweb/
index.htm, clicking on their coun-
try ol choice. For further informa-
tion, contact Bart. Edes@oecd.org or
Directory@transparency.org.
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all, the public has an ongoing right to
know how their institutions apply the
power and resources entrusted to them.
The OECD now argues that public-
sector decision-making should be visible
and open to independent scrutiny in
all manner of ways. Even advertising

job vacancies is a form ol transparency

which is sorely lacking in several coun-
tries. Information disclosure systems
and a healthy and independent media
are also forms of transparency which
cannot be taken for granted.

Interestingly, building a transparent
and trustworthy public sector may
actually bring real economic savings.
More evidence needs to be gathered on
this, but the hypothesis is a valid one:
that transparency reduces the overhead
costs by reducing the need to create
parallel institutions. A government sec-
tor which lacks an ethics infrastructure
is likely to spend more money on ways
to improve its trustworthiness. In some
developing countries, several anti-
corruption agencies can be found in the
same public sector investigating each
other’s activities, which is a sign of the
divisions and feelings ol mistrust that
are rife in some governments.

Getting the ethics infrastructure right
is obviously about more than saving
money. It is about progress, aboul
upgrading the mission ol government
for the 21+ century. That means build-
ing on values like honesty, rights and
democracy. And for governments it
may be the only way forward. For as
Edmund Burke warned, a state with-
out the means of change is without the
means of its own conservation. M

Bibliography

* A rich store of information is available on
this relatively new area ol thinking,
including surveys and other documents, at
hup:/iwww.oecd.org/puma/gvrnance/ethics/
index.htm
OECD, Recommendation on Improving Ethical
Conduct in the Public Service, 1997,



Fighting corruption
in the developing countries

[ReNE Hors, DevELOPMENT CENTRE, DEV.CONTACT@OECD.ORG

he fight against corruption is not

the monopoly of the industrial-

ised countries. Nor can recipes
that have worked in OECD countries
necessarily be applied to developing
ones. Of the 134 countries that
attended the 9% International Anti-
Corruption Conference organised by
Transparency International in Durban
last October, over a hundred were
developing countries. More and more
of these countries are expressing their
resolve to combat corruption, echoing
international initiatives, such as the
OECD Convention.

Despite the real efforts made, there has
been little concrete progress to date.
In most developing countries today,
corruption is widespread and part of
everyday life. Society has learned to
live with it, even considering it, [atal-
istically, as an integral part of their cul-
ture. Not only are public or official
decisions — for instance, on the award
of government contracts or the

Many politicians owe their
careers and status to corruption
and few of them, if any, will take
a stand against it.

amount of tax due — bought and sold,
but very often access to a public serv-
ice or the exercise of a right, such as
obtaining civil documents, also has
to be paid for.

Several mechanisms help to spread
corruption and make it normal practice
in these countries. Civil servants who
refuse to toe the line are removed from
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office; similarly, businessmen who
oppose it are penalised vis-a-vis their

competitors. Furthermore, an image of

the state has grown up over the years
according to which the civil service, far
from being a body that exists to imple-
ment the rights of citizens — rights that
mirror their duties — is first and fore-
most perceived as the least risky way of
getting rich quickly. All of which helps
to make corruption seem normal.

In practice, it is the environment in which
public servants and private actors
operate that causes corruption. Public
administration in developing countries
is often bureaucratic and inefficient.
And a large number of complex, restric-
tive regulations coupled with inad-

equate controls are characteristic of

developing countries that corruption
helps to get around.

But to understand corruption, institu-
tional analysis is not enough. A politi-
cal and economic analysis is important
too. Whether it be in Benin, Bolivia,
Morocco, Pakistan or the Philippines
— five countries examined in a study
by the OECD Development Centre and
the UN Development Programme —
corruption is closely linked to the type
of government involved.

The link between political and eco-
nomic power can be direct. There is
patrimonialism, as in Morocco, where
access to political power ensures access
to economic privileges. The link can
be indirect too, as in the Philippines,
where political power, such as a privi-
leged position in a patronage-based
system, can be bought and sold. In
short, the process of allocating political
and administrative posts — particularly
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those with powers of decision over the
export of natural resources or import
licences —is influenced by the gains that
can be made from them. And the politi-
cal foundations are cemented as these
exchanges of privileges are reciprocated
by political support or loyalty.

Feeding underdevelopment

Another feature common to the coun-
tries studied is their underdevelopment,
which is conducive to corruption. In
fact, underdevelopment encourages cor-

ruption. How is this? First of all, low
wages in the civil service encourage
petty corruption, and the imbalance
between the supply of, and demand for,
public services likewise creates oppor-
tunities for corruption. Also, individu-
als tend to invest in a career in the pub-
lic service, given the shortage of
opportunities in the private sector, thus
increasing the likelihood of their in-
volvement in corrupt practices. Another
reason is that the low level of education
found in underdeveloped countries
maintains citizens in a state ol ignorance

The determined and innovative
measures taken by the authorities
of Hong Kong Territory are one of
the few examples of a government
instituting a major anti-corruption
programme over a long period. In
the space of twenty years or so, the
scale of corruption has declined
considerably. The Independent
Commission Against Corruption
(ICAC), a specialised body sepa-
rate from the civil service and the
police, and reporting directly to the
governor, was set up. It co-ordinates
the fight against corruption on
three fronts: enforcement, with
investigation and prosecution of
recent cases of corruption; preven-
tion, by modifying the organisation
and culture of the bureaucratic
apparatus and by providing advice
and assistance Lo companies on
preventing corruption; and educat-
ing the population about the evils
of corruption. All types of corrup-
tion were targeted: both public and
private corruption, and “petty” and
“high-level” corruption. Lastly, and
most importantly, the strategy
brought together the authorities

Cleaner Hong Kong

and the business community, and
the support of the population was
constantly enlisted.

The campaign has borne fruit, earn-
ing kudos recently [rom Transpar-
ency International who applauded
the relatively “clean” construction
of the Hong Kong airport and its
massive infrastructure. The US$20
billion project was carried out
between 1991 and 1998 with a
minimum of corruption, yet on
schedule and, more importantly,
within budget. Hong Kong is now
largely seen as intolerant towards
corruption. And the public and
business no longer seem to consider
it as part of everyday life. The

ICAC appears to have beneflited

from these improvements too, with
opinion polls showing the public
overwhelmingly in [avour of its
anti-corruption initiatives.
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of their rights, barring them from par-
ticipating in political life.

Institutional analysis of corruption
indicates where the remedies lie. Greater
transparency, accountability and merit-
based human resource management in
public administration are principles
which, il implemented, make it possi-
ble to curb corruption. Simplification of
stale intervention in economic activity
also helps. A study of the customs ad-
ministration in Senegal found, using
econometric tests, that a reduction in
import taxes, simplification of their
structure, implementation of reforms
reducing the discretionary powers of
customs officials and computerisation
of procedures helped to reduce the level
of [raud by 85% between 1990 and 1995.

But identifying the direction that
reforms should take is only part of the
task. The main difficulty lies in imple-
menting them, This requires a strategy
that really is operational. Two kinds of
obstacles are usually encountered. The
first is economic. While underdevelop-
ment does not inevitably generate cor-
ruption, underdeveloped countries do
not have the same means as more
advanced ones to escape it. It is diffi-
cult to replicate the strategy adopted
in Hong Kong, for instance, which
involved the creation of an investiga-
tive agency with a large staff and plen-
tiful funds (see box). The fight against
corruption must therefore be based on
the development process itself.

The second kind of obstacle is politi-
cal. Many politicians owe their careers
and status to corruption and few of
them, if any, will take a stand against
it, either for fear of upsetting their own
careers or the political status quo
generally.

Civil society and the media can help by
denouncing corruption and putting
pressure on the government. But the real
impediments to the fight against corrup-



| Joining the Convention

| Non-OECD countries that wish to
join the OECD Convention and the
| Working Group may apply for acces-
sion. As mentioned in the Conven-
‘ tion (Art.13) and the related Com-
‘ mentaries, the Convention is open to
non-members that become full par-
‘ ticipants in the OECD Working
Group on Bribery in International
Business Transactions in accordance
‘ with clearly defined procedures.

As the depository of the Conven-
tion, the OECD decides, via
its Council, whether to invite a
non-member to become a full par-
ticipant, or an observer, in the
Working Group on Bribery in
International Business Transac-
tions. Governments interested in
associating themselves with the
OECD anti-corruption effort must
be willing and able to fulfil all
obligations and commitments
inherent in joining the Working
Group and in acceding to the Con-
vention. Full information is avail-
able on request, including the con-
ditions for joining the Convention
and on other OECD initiatives to
fight against corruption and pro-
mote high ethical standards and
good governance.

To join, a country will undergo a
thorough assessment of its eco-
nomic situation and its institutional
and legal framework. Any other
relevant factors will also be taken
into account.

If the assessment process results in
a positive evaluation, the applicant
country will be invited to become
associated with the work of the
Working Group as an observer for

a probationary period. Subse-
quently, and depending on the
country’s progress in implementing
anti-corruption provisions and on
its record of attendance at Work-
ing Group meetings, the country
may be invited to become a full par-
ticipant in the Working Group and
accede to the Convention.

Countries which do not join the
Convention may still wish to co-
operate in the struggle against cor-
ruption. This opens opportunities to
organise additional regional events
and other sorts of dialogue, for
instance, in association with the
Centre for Co-operation with Non-
Members (CCNM). The scope of the
information-sharing process may
also be expanded through new or
extended anti-corruption networks.
The collaboration with different bod-
ies active in the field could also
be intensified. Other possible ini-
tiatives might include the develop-
ment ol an “Anti-Corruption”
Declaration which would signal a
countrys adherence to the OECD
anti-corruption principles and be a
gesture which can reinforce national
anti-corruption programmes.

An informal information meeting,
aimed at non-member countries
that have demonstrated an inter-
est in the Convention and the work
of the Working Group, will be held
in June 2000. The meeting will
inform participants of the key
elements of the Convention and
other OECD anti-corruption
activities, as well as providing an
opportunity to explore possible new
initiatives. M Nicola Ehlermann-
Cache, daf.contact@oecd.org
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tion are as much the interests of the
politico-administrative apparatus as the
fatalism and ignorance of the victims,
maintained by a culture of fear nurtured
by those who benefit from corruption.
But before one can act, it is necessary to
be informed. That is why research into
the incidence of corruption and its
effects is so important. Only on that
basis can action by civil society and aid
agencies be guided.

The private sector can also make an
important contribution to the fight
against corruption, by policing its own
codes of conduct and sticking to high
standards of governance. International
and regional organisations can also
help, as can bilateral aid agencies, via
programmes to strengthen institutional
capacity, and of course by ensuring the
transparency of the projects they
support.

One thing is sure: the problem of cor-
ruption in the developing countries
cannot be solved simply by applying
anti-corruption structures that work in
OECD countries. The experience the
latter countries have acquired in terms
of legislation, public procurement
codes and control procedures, for ex-
ample, is valuable, but it is just a tech-
nical element in a much more
complex process of change. A reduc-
tion in corruption depends on eco-
nomic development. It is thus for each
country concerned to draw up its own
strategy, by which it can then lead to a
virtuous circle of development and
good governance. l

Bibliography

* Stasavage, David and Daubrée,
“Determinants of Customs Fraud
and Corruption: Evidence from Two Alrican
Countries”, Technical Paper No 138,
OECD Development Centre, August 1998,

* Hors, Iréne, Fighting Corruption
in Developing Countries and Emerging
Economies: the Role of the Private Sector,
study by the OECD Development Centre,
to be published.

Observer No. 220 April 2000 4‘45




— AN L
~ ESSENTIAL <
<_REFERENCE

=) 7 T e
YAYAN
\/

www.oecd.org/bookshop
sales@oecd.org
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of Competition Law
and Policy

COMPETITION AND REGULATION

“Global competition is the wave of the future, and
comparative analysis of the laws and practices of various
members of the worldwide community of nations is a
necessary corollary. The OECD Journal of Competition
Law and Policy, compiled from OECD Round Table
discussions, summaries of recent developments, and
articles on topics of special interest introduces regulators,
practitioners and scholars to different regulatory
approaches around the world and will allow us to consider
in a more informed way the strengths and weaknesses of
our own systems.”

Robert Pitofsky

Chairman, United States Federal Trade Commission

The unique resource for competition experts
in business, law, economics, consulting
and academia

2000 Subscription
Volume 2 (4 issues)
ISSN 1560-771
FF 1100 US$185



'L NGOs on GMOs
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NGOs on GMOs: the reasons for resistance

Jean-Eric Ausert, DIRECTORATE FOR SCIENCE, TECHNOLOGY AND INDUSTRY, DSTIL.CONTACT@OECD.ORG

he use of genetically modified

organisms (GMOs) in food is

probably one of the most con-
troversial issues of the day and govern-
ments, initially quite in favour of the
innovation, now seem uncertain aboul
how to tackle it. If there is a shift
towards circumspection, if not precau-
tion, on the issue, it is largely thanks to
the mobilisation of non-governmental
organisations (NGOs). The OECD,
mandated by the G-8 to shed light on
biotechnology and [ood salety, has been
listening hard to the views of the NGOs,
First, it held a consultative meeting with
NGOs on 20 November 1999. Then a
major conference on the scientific and
health aspects of genetically modified
foods was held jointly with the British
government from 28 February to
1 March 2000 in Edinburgh. Through
both events it has been possible to form
a much clearer picture of the reserva-
tions and arguments put [orward by the
NGOs. And it is pretty obvious that there
is quite a range of views, including some
differences, among them.

Probably the first and most vocal group
to take issue with the new technologies
are the environmentalists. In their view,
GMOs may irreversibly upset the bal-
ance ol nature. For that reason they are
demanding a moratorium on the pro-
duction and marketing of GMOs until
more is known about their potential
effects on flora, fauna and human beings.

Next in line come the consumer organi-
sations. The Europeans, who have been
particularly sensitive about food issues
generally since the BSE (mad-cow dis-
ease) and other food-related scares,
were the first to make their views
heard. They demand freedom of con-

sumer choice, and therefore clear and
informative labelling as to the presence
of GMOs in food, which the European
Commission recently decided to do
anyway. Consumer groups are not nec-
essarily against GMOs per se, but they
firmly believe that consumers should
be able to choose not to buy the goods
in question, on health, ethical, religious
or other grounds. They also point out
that there is no solid evidence of any
financial, nutritional or other benefits
for consumers from GMOs.

industry. After all, labelling would
mean, for instance, having to introduce
rigorous methods of identifying,
sourcing and tracing food, an opera-
tion which would be costly and diffi-
cult to implement. Moreover, there is
some concern in the industry that GM
labelling could unnecessarily scare
away some consumers from buying
food which might be perfectly safe.

However, ordinary Americans appear to
be increasingly worried. The same can

GM labelling could scare away some consumers from buying food

which might be perfectly safe.

The European influence was soon felt
across the Atlantic, helped by the impe-
tus of global co-operation that links con-
sumer groups together. Influential
North American consumer unions have
also begun to ask for compulsory food
labelling. Such mandatory labelling
does not exist in the United States and
in fact is opposed by parts of the food
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be said of their environmentalist and
scientilic compatriots. Most of them
used to be in favour of GMOs, but some
are now having fresh doubts, even to
the point of claiming that the Food and
Drug Administration (FDA) did not dis-
close the concerns some of its experts
had privately harboured about the safety
of GMOs as long ago as the early 1990s.

With all this opposition building in the
developed world markets, multination-
als in the new food sector have turned
to the developing countries, where food
requirements are enormous and GM
crops are seen as the much hoped-for
panacea. As a result of government
encouragement, particularly in China
and Latin America, more and more GM
crops are being grown. But resistance
is growing in the developing world too,
again under the impetus of the NGOs.
In Brazil, several states have signed a
moratorium at the request of consumer
organisations. In India, some NGOs are
denouncing the risk of despoilment of
local resources by multinationals and
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are trying to mobilise small farmers,
while demanding that the argument
that GMOs are a vital weapon in the
fight against hunger should be exam-
ined more closely. They point out, for
instance, that India has a national food
surplus but numerous local shortages.
The first problem to be tackled, they
say, might not be cultivation, but
distribution.

Faced with these challenges and uncer-
tainties, governments have been turn-
ing to science, only to find that there is
indeed little hard research to resolve the
issue one way or another. On the other
hand, the evidence to date has revealed
very few significant adverse effects of
GMOs on public health or the environ-
ment. So governments are stepping up
research, refining decision-making
(which means more emphasis on pre-
caution) and asking international regu-
latory bodies specialising in food safety
and trade to review their analytical tools
(such as the notion of “substantial
equivalence”, see Observer No. 216,
1999) because they might not distin-

guish clearly enough between the prop-
erties of GM foods and conventional
produce. Another proposal has been to
set up a global institution. After all, the
issue is by its very nature impossible to
confine within national boundaries.
Such an institution would monitor and
shed light on scientific and technical
developments relating to GMOs, per-
haps along the lines of a model that has
proved itsell in the field of climate
change, the Intergovernmental Panel on
Climate Change (IPCC).

This latter proposal was in fact made
by the UK government in Edinburgh.
But NGOs have reacted with some
reluctance, though without putting up
a united front against it. Some NGOs
even say the idea may be worth trying,
while others want to continue the
debate before institutionalising any-
thing. Still others have replied that this
kind of forum cannot be confined to
scientific issues, since in their view
scientists have merely served the “com-
mon interests” of government and
industry, at least until recently. To pre-

vent this from happening again, they
say that any new forum will have to
cover other questions too, such as trade
and intellectual property rights.

Whatever the differences that exist
over the GMO question, there would
appear to be international and
national consensus, [irst and [ore-
most among governments, that trans-
parent, open exchange in which civil
society can have its say should be
established and, indeed, become the
rule. This would enable the current
strident calls lor resistance to GMOs
to be heard within the framework of
amore dispassionate — but nonetheless
forthright and vigilant — dialogue. B
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Trucks: the road to ruin
or increased efficiency

CEALLACH LeviNS AND ANTHONY OckweLL, DIRECTORATE FOR SCIENCE, TECHNOLOGY AND INDUSTRY, DSTI.CONTACT@OECD.ORG

Transport

society and technology

How can freight trucks be made heavier and still reduce road damage and cut transport costs?

Technology may have the answer.

bl
|H|

Ll

ters/MAXPPP

Pascal Rossig)

oad maintenance is a huge public

cost in most industrial coun-

tries. In fact, it can represent as
much as three quarters of the total road
infrastructure budget in some of them.
One of the challenges for governments
is how to improve efficiency in the
administration of road expenditures to
keep those costs under control, while
achieving greater efficiency in road
transport. Freight traffic is the main
cause of road damage, which is why
most of the debate has focused on
heavy trucks. In fact, with engineering
advances transport efficiency can be
improved. It is even possible to allow
an increase in heavy vehicle mass limits
for vehicles using advanced suspension
technology without causing an increase
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Smooth road ahead

in road damage costs. Moreover, the
increase in efficiency could provide end
users with lower transport costs.

Over 70% of freight travels by road
transport at some point from produc-
tion to final consumer. For the period
1975-95, the volume of road freight
(ton-kilometres) increased in OECD
countries, see figure for growth rates
in the United States, European Union
and Japan. Countries with particularly
high growth rates between 1980 and
mid 90’ include Australia (119%),
Korea (288%) and Turkey (229%).

Given the importance of transport
to the economy - the asset value
of a road network averages one and a

half to three times annual GNP in
OECD countries — it is not surprising
that government investment in
transport infrastructure is big business.
Take for example the 1998 United
States Transportation Equity Act:
US$198 billion to be invested in
rebuilding the US transportation system
over six years. That's more than the GDP
of Sweden in the same year. Mainte-
nance and rehabilitation account for
the lion’s share of annual road budgets
in many OECD countries, since their
major transport infrastructure is
already in place. New construction can
account for as little as 10% of the total
infrastructure budget.

Good design

Various aspects of vehicle design have
been improved to reduce pavement
damage during the last 40 years or more,
suspension performance being one of
them. The extent of the progress has not
been lost on the regulators. The Euro-
pean Commission, for instance, has
introduced preferential weight limits for
certain vehicles with “road-friendly” air
or equivalent suspensions. Knowledge
of the scientific and economic benefits
of these air suspensions was very lim-
ited until comprehensive experiments
were carried out through the OECD Pro-
gramme of Research on Road Transport
and Intermodal Linkages. The results of
this study have been rather appropri-
ately called DIVINE, which stands for
Dynamic Interaction between Vehicles
and Infrastructure Experiment. They will
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have important implications for [uture
road construction and maintenance, as
well as for suspension standards.

The potential economic benefits are
broadly twofold. First, replacing the
national fleet with road-friendly vehi-
cles could considerably reduce main-
tenance and rehabilitation costs. OECD
research estimates that road-[riendly
suspensions could increase pavement
life by between 15% and 60%, depend-
ing on the pavement. That's a consid-
erable saving.

Improving the productivity of
road freight transport would
benefit road safety and the
environment too.

Second, by increasing the weight limits
for road-friendly vehicles, transport
efficiency is improved without increas-
ing road wear. The National Road Trans-
port Commission in Australia estimates
that a 15% increase in vehicle mass
limits would generate savings of
AUS$840 million (or US$535 million)
per year in transport costs. As a result,
higher mass limits were introduced on
the National Highway System in
Australia last year for vehicles fitted

Road freight transport
Total (1 000 million ton km)
1600
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1200 [ Japan
1000 -
800
600 —
400
200
1975 1985 1995
Source: European Commission; US Department of
Transportation; Japanese Ministry of Construction.
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with road-friendly suspensions. These
two options are ol course not mutually
exclusive and countries will want to set
their own mass limits to fit in with their
overall transport policies.

One of the problems about the heavier
trucks with the new suspension is that
many bridges would have to be
upgraded. That is a significant and
costly task. However, when carried out
in conjunction with general mainte-
nance and rehabilitation programmes,
the savings in transport costs should
outweigh the additional bridge-related
expenditure in the longer term.

Transport operators and governments
are not the only ones to benefit from
the efficiency gains; the wider economy
should as well. And improving the
productivity of road freight transport
through a more strategic and efficient
management of the road network

e

B 00.

could benefit road safety and the
environment too, particularly if
improved technology leads to a reduc-
tion in the number of freight vehicles
on the roads.

Policymakers could consider several
options. They can make mandatory
requirements for heavy vehicle sus-
pension systems to become more road-
friendly. They can use price incentives
to encourage the uptake ol road-friendly
suspensions by transport operators. And
they could use operational incentives,
such as allowing increases in gross
vehicle mass limits for vehicles with
road-friendly suspensions. The choice
ol approach is theirs. The benefits
would be everybody's. B
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Halving poverty

Can poverty be cut by half by 2015? According to a recent study, the chances

Poverty

are not all that great for many countries.

Georges BartolitMAXPPP

awarded to Amartya Kunar Sen, the Cam-

bridge economist of Indian origin, who
showed that famine can happen even when the
granaries are full. By that he meant that there
could be “poorer people amongst the poor” and
the main problem is that of allocations and
entitlements. Amartya Kunar Sen’s influence in
development economics is reflected in the United
Nations Development Programme (UNDP) in the
formulation of an alternative concept of devel-

I n 1998 the Nobel Prize for economics was

opment — sustainable human development,
which takes account of more than just GDP.

As we enter the new millennium, “globalisation™
has become a buzz word. Some see this as a
positive trend, others as a threat. Yet it is no
secret that globalisation leaves some people by
the wayside. In developing countries, despite
the considerable advances made over the past
fifty years, entire sections of the population are
still living in the most abject poverty. And in

development

This could be a long innings
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many wealthy countries, begging, unemployment
and homeless people are now commonplace.
Poverty is among the main concerns of govern-
ments the world over. At the OECD Develop-
ment Assistance Committee summit, held in
Copenhagen in 1995, the international com-
munity accordingly stated its objective, that
“the proportion of people living in extreme
poverty in developing countries should be
reduced by at least one-half by 2015". This
noble objective was dubbed “Strategy 21”. Can
it really be achieved?

as ill-health, illiteracy, lack ol access to basic
services, insecurity, powerlessness, social and
physical isolation and vulnerability to violence.
Lastly, care has to be taken in analysing the
findings given — for example, that, of the 42%
ol Kenyans living below the poverty line in
1992, the majority derived their livelihood
from the underground economy.

Initial income distribution and the way it
evolves over time are decisive factors il the
object is to reduce poverty by hall by 2015.

The ratio of earnings of engineers in Frankfurt, Germany, was fifty-six times
that of female unskilled textile workers in Nairobi, Kenya, in 1994 - after
allowing for differences in purchasing power.

In a recent publication entitled Waging the Glo-
bal War on Poverty, Lionel Demery and Michael
Walton argue that while many countries will suc-
ceed in halving their poverty rates by 2015, many
others will not — notably most of the countries in
sub-Saharan Africa. (A recent conference on
Alrica gave a more optimistic message — see arti-
cle on Emerging Africa.) With the notable
exception of east Asia, the number of people
living in extreme poverty — considered here as
living on less than a dollar a day — has increased
in practically every developing country. In the
early 1990s, the number stood at some 1.3 mil-
lion, which is nearly 20% of the population of
the developing world.

Again according to the yardstick of a dollar a
day, sub-Saharan Africa and southern Asia
have the highest percentage of poor, with 40%
ol the population living in absolute poverty.
The choice of the criterion used to define
poverty differs from one country to another.
In middle-income countries, for example, the
poverty line is frequently closer to two dol-
lars a day. In fact, the figures are always to
some extent related to societal norms. In most
OECD countries, “necessities” deemed to be
essential to normal living include an inside
toilet, a refrigerator, a washing machine
and home insurance. In most African and
Asian countries, however, these are consid-
ered to be items of affluence. Also, apart from
inadequate consumption, these countries
suffer from other symptoms of poverty. such

April 2000

According to one estimate. the ratio of income
per person between the richest and poorest
country has increased from eleven in 1870 to
[ifty-two in 1985. In terms of wage incomes,
the ratio of earnings of engineers in Frankfurt,
Germany, was fifty-six times that of female
unskilled textile workers in Nairobi, Kenya,
in 1994 — and that, after allowing for differ-
ences in purchasing power. Other equally
revealing figures include the fact that, in South
Alrica, the top 10% ol households account for
almost 50% of total consumer spending, while
the bottom 10% account for just over 1%.

Within countries, the picture is scarcely more
encouraging. In Brazil, income distribution
has been extraordinarily unequal for decades,
though in India and Indonesia it is relatively
equal. There are now signs of wider inequal-
ity in such countries as China, Hong Kong,
Malaysia and Thailand.

The authors emphasise that, in general, the
higher the initial poverty rate, and the greater
the initial inequality, the higher will be the per
capita growth required to cut poverty incidence
in half by 2015. Take two middle-income coun-
tries, Brazil and Tunisia. Brazil has a slightly
higher income but is much more unequal. It
would require 3% growth to reduce the pro-
portion of the population living on two dol-
lars a day by half. In Tunisia, which has more
equal income distribution and a lower initial
poverty rate, the rate of growth would only



have to be 1.3%. In India, whose income is
much lower than that of Brazil but is much
more equally distributed, annual per capita
growth would have to be 1.4% to reach the
target of one dollar per day, but 5% for two
dollars a day.

For all these results, the authors have taken 1990
as the base year, a starting point which was not
specified by Strategy 21, but which gives a gen-
erous quarter century in which to achieve the
poverty reduction targets. The authors’ next step
was to compare, for 36 countries, the growth
rates required to halve poverty over 25 years
with recent recorded growth rates. The results
are not encouraging. Apart from most of the
east Asian countries, the majority of develop-
ing countries have been recording inadequate
growth.

To take account of policy influences, another
scenario was built which was based on the
economic policies of 1990. Only half of the
36 countries reviewed reached the growth rate
required to achieve the Strategy 21 poverty
reduction goal. And whereas the big three
Asian countries — China, India and Indonesia
— would cut poverty by half, Brazil was
unlikely to do so.

Messrs Demery and Walton then assume that
governments will improve their economic
policies during the projection period, with
the policy variable switching from “poor” to
“good” for all countries. Under this assumption,
28 of the 36 countries meet the target, includ-
ing a number of African countries such as
Kenya, Tanzania and Zimbabwe. The message
is clear: halving poverty by 2015 also depends
on how well economies are managed. Alarm-
ingly, however, Brazil and several African coun-
tries such as Uganda and Zambia would still
not reach the target. Good policies are impor-
tant, but for poverty to be greatly reduced, they
are clearly not enough. B L.K-C.
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A proposal to link
international
capital
requirements

to credit ratings,
rather than

to whether or not
the loan recipient
is from

an OECD country,
will reflect market
risk more
accurately. But

it could make
capital flows

to developing
countries

even more volatile.
There may be

a solution.

Basel Il: a risky strategy

Hewvut Reisen, Heab oF ResearcH, DevELOPMENT CENTRE, DEV.CONTACT@OECD.ORG

n June 1999 the Basel Committee on Bank
ing Supervision, which meets at the Bank
for International Settlements (BIS) and
whose decisions influence national regulators,
issued a proposal for a new bank capital
adequacy [ramework to replace the Capital

Accord of 1988, known as the Basel Accord. 1f

this Basel 11 proposal survives the broad con-
sultation process now coming to a close, the
importance of sovereign ratings for future
emerging-market finance will rise even more.
It is a framework which has its merits, but it
has inherent dangers too.

The proposed revisions to the Basel Accord on
bank capital adequacy will maintain the cur-
rent 8% risk-weighted capital requirement set
by BIS. However, the new risk weightings will

& Observer No. 220 April 2000

Checking the weights

be calculated using external credit assessments
[or all borrowers, rather than relying on inter-
nal ones. The new proposal will replace the
present, over-simplistic, system of dividing the
world up between OECD countries on the one
hand and non-OECD countries on the other,
and applying risk weightings accordingly.

Risk weights set the banks’ loan supply and
funding costs. They tell banks how much of a
loan they must cover in capital, as banks have
to acquire a corresponding amount of capital
relative to their risk-weighted assets. The cur-
rent Basel Accord gives OECD governments
and central banks a zero risk weighting, while
private banks get a favourable 20% capital
weighting. Non-OECD countries face a hefty
100% weight, although private banks in emerg-



ing markets can obtain a 20% weighting on
short-term loans. However, a punitive 100%
risk weight has dissuaded creditors from
offering loans with a residual maturity of more
than one year to non-OECD banks. The
upshot has been a bias towards short-term
lending to emerging markets and away [rom
long-term investment. It has also meant an
over-reliance on the short-term interbank mar-
ket, whose unpredictable volatility has made
it the “Achilles’ heel” of the international
linancial system. It is now accepted that this
distortion is at least partly the fault of the 1988
Basel Accord and correcting it is one of the
principle reasons behind the new proposal.

Another weakness of the present system is that
OECD area banks and governments have ben-
efited from rather lenient treatment by inter-
national creditors, even if their sovereign risks
are inferior to some non-OECD emerging mar-
kets. Since the 1988 Accord went into effect,
five countries have joined the OECD and are
now enjoying lower risk weights on bank loans

OECD borrowers have had lenient
treatment from international creditors,
even if their risk ratings are inferior
to some non-OECD markets

to their governments (0% instead of 100% as
non-members) and to their banks (20% on
long-term credit instead of 100%). These lower
risk weights have naturally translated into
reduced interest costs on new loan commit-
ments to these new OECD countries, a fact that
stands out when comparing interest rates of new
members with their regional benchmark group.

The trouble is, with the new proposal to use
independent credit ratings to set the risk
weights, the reverse becomes true. In fact,
OECD countries currently rated below double
A have much to lose under the Basel 11 pro-
posals. For example, risk weights for claims
on Turkish sovereigns, whose B credit rating
puts them in a non-investment grade, would
jump from the zero rating they get [rom being
an OECD member to 100%, a rise which would
probably drive up borrowing costs. In contrast,
non-OECD countries could benefit from the

Country risk

changes, particularly some emerging markets.
Take Chile, which has an A credit rating,
although it is not an OECD country. Its sover-
eign risk weighting would drop from 100% to
a much lower weight if the Basel Il proposals
were adopted. The case of Chile, which in fact
receives different ratings from different lead-
ing agencies, also raises the question of how
the Basel I Accord will deal with split ratings,
which are quite common in emerging markets.
One supervisory concern is that the more
lenient rating agencies would dominate, pos-
sibly leading to dangerously low risk weights
and over-exposed lending.

Another potentially important impact of the
Basel 11 proposals are the two options for claims
on recipient banks. Option 1 would base the
risk weighting on the sovereign risk weight-
ing of the country in which the bank is incor-
porated. Option 2 would base the risk weight-
ing on the individual rating of the respective
bank. From the perspective of developing
countries, Option 2 seems preferable, unless
their sovereign rating suddenly climbs to an A
level. But [rom a supervisory (and macroeco-
nomic) perspective, Option 1 would be better
since it would make long-term lending more
attractive and would reduce the bias towards
short-term interbank lending inherent in the
existing Basel framework.

More boom and bust

Beyond these effects loom the widely ignored
macroeconomic impact ol Basel II. Both
theory and practice suggest that the new
accord could destabilise private capital flows
to the developing countries. There are two
reasons for this.

First, theory shows that linking bank lending
to regulatory capital via a rigid capital ratio
requirement acts pro-cyclically to amplify
macroeconomic [luctuations. A negative
shock to aggregate demand would reduce the
ability of debtors to service their loans, caus-
ing bank equity to suffer and lending and
investment to be restrained. And because ol
rigid capital adequacy requirements, banks
will always lend more when times are good,
but less when times are bad.

development
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The second, empirical, reason is that sovereign
ratings lag, rather than lead, the markets. There
is little hope of that ever changing, as the
nature of sovereign risk and the rather slow avail-
ability of sovereign default determinants make it
nearly impossible for rating agencies to acquire
an information lead over financial markets.
Another point to bear in mind is that current
income growth has a positive influence on credit
ratings. During boom times ratings will improve,
but decline during bust periods. The Basel II pro-
posals would simply reinforce this tendency.

A better approach for Basel [l would be to con-
tinue to base risk weights on banks’ internal
ratings, rather than on external risk assess-
ments, and introduce more flexible capital
requirement ratios which could fluctuate
anti-cyclically. This would strengthen the risk

analysis within banks, obviate the tendency of
angry creditors and debtors to look [or exter-
nal scapegoats whenever there is a crisis and,
above all, it would reduce herd-like behaviour
in international lending. Such a balanced
approach would be good, not just for global
financial markets by making them more
stable, but for development too.
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26-28 June 2000, CNIT, Paris

ow can governments address

claims that they are out of

touch with citizens’ needs
and that public trust in government is
diminishing? How can corporations
build an atmosphere of better confi-
dence with government, labour and
civil society? What is good governance
and how successful are partnerships
between government, business and
civil society in promoting it?

As a public international conference,
OECD Forum 2000 will provide a
meeting place where members of all
segments of economy and society can
come to discuss and air their views on
a range of issues, and ultimately shape
the development of the 21s century.
Alter all, broad, inclusive policy dia-
logue is essential to identify tensions
and manage systemic frictions in
today’s global economy.

Forum 2000

Partnerships in the new economy

b5
e

OECD Forum 2000 will take place
alongside the annual OECD Ministe-
rial Council Meeting from 26-28 June
2000. Already there is an impressive
roster of people who have signed up to
speak or attend — people like Mike
Moore, director general of the WTO;
Martin Baily, chiel of US Council of
Economic Advisers; Maria Cattaui,
secretary-general of the Interna-
tional Chamber of Commerce; Yotaro
Kobayashi, president of Fuji-Xerox;
Peter Sutherland, chairman of Goldman
Sachs International; Professor Jagdish
Bhagwati of Columbia University;
and Bjorn Stigson, president of the
World Business Council on Sustainable
Development.

There are a range of key items on
the agenda at Forum 2000. First up
is the question: “Are We Living in
a New Economy?” Information

and communications technologies
are transforming the way people work
and do business worldwide. The
1990s have seen a spectlacular
performance in the United States
economy, with probably the longest
peacetime “boom” ever. Some ana-
lysts believe that the US has entered
a “new age”. In Japan domestic mar-
kets are becoming more open to
international competition, market
pressures are driving structural
change, consumer interests are tak-
ing higher priority and personal
choice and initiative are on the
increase. In Europe, where produc-
tivity gains are starting to reflect the
impact of new technologies, the
introduction of the euro could yet
stimulate widespread efficiency gains
and drive the European single mar-
ket programme further forward.

Is something special happening? Is it
just a phenomenon limited to a few
countries, with the United States in the
lead. or is a similar transition being
experienced in a large number of
economies? What does it mean for
government, business and civil society?
Such questions will emerge through
open debate at the Forum,

Second on the list ol priorities at
Forum 2000 will be partnerships
between business, civil society and
government for public policymaking.
Globalisation, rapid technological
progress and the spread of democracy
are changing the relationships among
states, markets and civil society.
Governments are faced with a world
in which the traditional concepts of
citizenship, sovereignty, responsibility
and the meaning of territory are all
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being challenged. The market has
generally become more competitive,
global and powerful. The speed of
innovation and globalisation has been
heady at times, leading to volatility in
some countries and sectors. One fea-
ture of the new economy is that citi-
zens and consumers are becoming
more informed and assertive. They
have become more diverse too, as
refllected in the wide range of non-
governmental organisations that have
emerged in recent years.

Just as the ways of doing business are
changing, governments too must adapt
to stay effective in this new environ-
ment. But public sectors remain largely
sheltered from the disciplining forces
of competition, despite the progress in
improving efficiency in some countries.
In this complex environment, should
business, non-governmental organisa-
tions and civil society be more active
partners in public policymaking? How
can governments become more effec-
tive actors in the fast-changing world
economy?

Sustainable world

The Forum will also ask whether the
world is moving towards sustainable
development. Achieving and main-
taining high rates of economic growth
are only part of the challenges govern-
ments face. In fact, economic devel-
opment that falls short of major envi-
ronmental and social challenges will
not be sustainable over time. Some
types of economic decisions contrib-
ute to climate change, biodiversity
loss and over-exploitation of natural
resources, as well as to deeper income
inequality and higher unemployment.
Hence, moving towards sustainable
development requires modilying
economic incentives to incorporate
environmental and social concerns as
routine aspects of policy. But what
kinds of policy changes are required?
What are the costs? And how are busi-
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nesses incorporating sustainable
development into their strategic
planning processes?

Reaping the [ull benefits ol global

trade will be the fourth theme of
Forum 2000. Further liberalisation of

world trade can be a powerful 1ool to
assist developmentand enhance world

Governments are faced with
a world in which the tradi-
tional concepts of citizenship,
sovereignty, responsibility
and the meaning of territory
are being challenged.

prosperity for countries at all stages
ol development. A complete disman-
tling of existing tariffs on imports
worldwide would result in an increase
in world economic output of the
order of 3% over the next decade,
equivalent to a boost of approximately
US$1,200 billion. Major gains are also
expected [rom liberalisation of trade
in services.

There is some evidence to suggest that
developing countries would gain the
most from liberalisation in relative
terms. Yet there is some concern that
many of them, especially the poorest
ones, are often notable to reap the full
benefits of liberalisation, or even par-
ticipate meaningfully in trade talks.
OECD countries have a responsibility
to show leadership in this area, by tak-
ing into account the effect of their own
policies on developing and transition
economies and by doing all they can
to prevent the poorest and weakest
economies from being economically
isolated.

A digital dialogue

Another key issue to be discussed at
Forum 2000 is electronic commerce
and the growth of the Internet. This

new meclium undcrlines how inter-
related national and global agendas
have become. Perhaps the world has
[inally become the global village first
talked about some 25 years ago. The
number of consumers and businesses
with access to the internet and the
possibility to engage in electronic
commerce, including setting up new
businesses, has risen rapidly. The
impacts of electronic commerce are
now clearly discernible throughout
our daily lives. The liberating and
empowering potential of the Internet
seems enormous. There are risks,
however.

There is some concern among govern-
ments that e-commerce might lead to
a loss of tax revenue, which in turn
would undermine essential public
spending. Work is under way at the
OECD to address that concern. There
is also the risk of an emerging “digital
divide”, with certain groups, even
countries, being unable to participate
in the new economy for lack of access
to new technology. A better under-
standing is required of the social and
economic impacts of the Internet, and
of the needs of large and small busi-
ness, government and non-governmen-
tal organisations and individuals,
whether as workers, students, consum-
ers or citizens in both developing and
developed countries.

The political, economic and social
challenges of the 21+ century are
daunting indeed. Overcoming them
requires strong partnerships between
government, business and civil soci-
ety. It will demand ever greater trans-
parency and clarity in policymaking.
OECD Forum 2000 is an important
initiative to assist in the task of forg-
ing those partnerships. The list of
issues is large, and is likely to gener-
ate as many important questions as
valuable answers. OECD Forum 2000
really could prove to be the meeting
place of the millennium. W



OECD, viewed from Davos

Nick Bray, special 7o OECD Osserver

hen the world’s movers and

shakers flock to the Swiss ski

resort of Davos lor their
yearly fix on what’s driving the global
economy, they look forward to some
intellectual challenge. The two main
themes of this year’s World Economic
Forum (27 January — 1 February) were
certainly challenging: the boom in
e-business and the cloudy outlook for
world trade negotiations following last
autumn’s fiasco in Seattle. But there were
many other thoughts on the minds of the
powerful and busy. So what’s biting Nick
Denton, one of a clutch of dot.com CEOs
flown in by the Forums organisers [or
five days of cerebral revelry?

“The only things I care about are im-
migration laws and telephone charges,”
the Oxford-educated journalist-turned-
entrepreneur declares argumentatively
over a coffee in one of the Davos con-
ference centre’s crowded bars. High
telephone charges are holding up the
development of the digital economy, he
complains, while restrictive immigra-
tion rules on either side of the Atlantic
are impeding the free movement of
entrepreneurial talent between the
United States and Europe.

Aside [rom pressing his case on those two
issues, he has little time for chit-chat with
the representatives of governments and
multilateral organisations whose pres-
ence here is one of the main attractions
for other Davos-goers. He’s here to get
new business ideas and whip up capital
to back his news and information ven-
ture. If the world’s policymakers aren't
able to help him, he adds, “they can get
out of the way.”

There’s plenty of such feistiness in
Davos to flush out the brain ducts.

And who better to profit
than a body like the
OECD, whose job it

is 1o steer 29 of

the world’s most
developed coun-
tries forward
in the new en-
vironment of a
globalised
economy? In
between sessions on topics ranging
from “What should you do when you
are angry?” to “The geopolitics of the
drug trade”, we asked Davos people
what messages they would like to
transmit to the OECD. Some, like
Mr. Denton, responded with minimalist
candour. Others were more reflective.
All provided food for thought: in the
21st century, bodies like the OECD will
constantly have to justify their exist-
ence or face criticism and, ultimately,
decline.

]

Davos

oecd.org

OECD already
attempts to bring

its different directo-
rates together on issues of
common interest, including environ-
mental matters, via its so-called hori-
zontal programmes. Nonetheless, tack-
ling the problems of the new century
will require much more interplay be-
tween departments representing differ-
ent areas ol government and the
economy. Facing up to environmental
challenges is one area where many peo-
ple would like to see even more inter-
governmental co-operation, and here
the OECD is well placed to play a role.
“People would be prepared to support
an organisation that is worrying about
a supra-national problem of this sort,”

People would be prepared to support an organisation that is
worrying about supra-national problems.

One of the OECD’s biggest chal-
lenges, in the eyes of onlookers, is the
way it operates. “To a large extent,
the organisation of the OECD is par-
allel to the organisation of govern-
ments,” observes Joseph E. Stiglitz,
the outgoing chiefl economist of the
World Bank. In today’s world, that’s
no longer appropriate. At a meeting
on environmental policy, says
Mr Stiglitz, “you have environment
ministers meeting environment min-
isters. And yet we all know that
within our own countries, when most
of the important discussions get
under way, the key issue is balancing
off environment and labour.”

says Ronald Cohen, chairman ol Apax
Partners & Co., one of Europe’s largest
venture capital businesses.

At the same time, he adds, it’s vital to
maintain the quality of what already
exists. “One of the things we use from
the OECD are its statistics,” says
Mr. Cohen. At a time when businesses
are under constant pressure on many
fronts, he maintains, “having statistics
you can trust is very important.”

For the OECD to continue to be effec-
tive, it also needs to reassess the way
in which its members — mostly wealthy
industrial nations — relate with the rest

April 2000 _SQJ

Observer No, 220




Empowering women |

oecd.org

of the world. “We have moved into a
world of increased global integration,
and a key set of issues is going to be
the relationship between the industrial
countries of the OECD and the devel-
oping world,” comments Mr. Stiglitz.
Part of that relationship has always
been the concern of the OECD’s
Development Assistance Committee,
he acknowledges. “But the broader
issues have not been given the promi-
nence they ought to have.”

The OECD made a move in that
direction when it hosted talks at min-

isterial level with some major non-
OECD countries last summer in
parallel with its annual Ministerial
Council Meeting. In addition to
Slovakia, likely soon to become the
organisation’s 30" member, repre-
sentatives attended from Russia,
China, India, Indonesia, Argentina
and Brazil. A number of non-OECD
countries participate as observers in
OECD committees, and some are cur-
rently taking part in negotiations for
the updating of the OECD’s Guide-
lines for Multinational Enterprises.
The OECD has active co-operation

programmes with China, Russia and
Brazil. And plans are afoot to con-
tinue high-level involvement of
selected non-OECD countries in
OECD policy discussions later this
year.

These are worthy steps. Davos Man
might wish for more. But for that,
he will have to talk more often with
Government Man. Which suggests,
despite all the criticism they incur,
that Davos and other fora like it

do indeed have a useful [unction to
fulfil. W

Empowering women

Banckok, 8-10 Decemeer 1999

CC ut of this nettle, danger, we

pluck this flower, safety”, said

Diana Rivington, a lead
speaker at the joint United Nations-
OECD workshop on Women'’s Empow-
erment in the Context of Human
Security, held in Bangkok in Decem-
ber. The quote comes from Shake-
speare’s Henry IV, yel it expresses a
sentiment very much felt across the
world today. Safety and security are
rare commodities where there is con-
flict or where regimes are oppressive.
Violence, war and fear are no longer
merely temporary and dysfunctional
features of society that disappear
once “development” takes place.
Every day millions of women and
young girls confront threats to their
security, be it in their homes, at
school, in the work place or on the
streets. They even run the gauntlet
of danger in prisons, from policemen
or soldiers, even from the courts.

Freedom from want and freedom from
fear are key to human security. Yet
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violent conflicts interfere with efforts
to uphold these basic rights, exposing
vulnerable groups such as women.
Most conflicts take place within coun-
tries, rather than between them. They
are caused in part by social and politi-
cal exclusion, poverty, diminished rule
of law and security. Most casualties are
no longer among soldiers, but civilians.

Based on experience from the United
Nations, bilateral donors, NGOs from
developing countries, and international
financial institutions like the World
Bank and the IMF the Bangkok
conference examined complex emer-
gencies in places like Kosovo, East
Timor, Bougainville, Sri Lanka and
Burundi. The aim was to define stra-
tegic ways of achieving just and
equitable societies where the contribu-
tions of women are placed centre stage.
Women everywhere clearly have the
potential, keen interest and the skills
to contribute to complex security
processes. They can act as economic
agents, formal and informal negotia-

tors, or as lobbyists and campaigners.
But these security processes often pre-
clude female participation, so women’s
voices go unheeded.




Women are already becoming “ac-
tors” in armed conflict and reconcili-
ation rather than simply victims, and
examples of this were highlighted at
the conference. Women can be found
at the negotiating table for peace.
They help in reconstruction efforts,
including strategy and planning.
Women also become involved in con-
flict, sometimes as instigators, but
mostly in the struggle against conflict
and for the right to protect them-
selves. But there remains much to be
done. As a start, the UN Department
for Peace Keeping Operations sug-
gested ways of making gender per-
spectives integral components of
mandates and activities under UN
peace keeping operations.

Women are already becoming
actors in armed conflict and
reconciliation, rather than
simply victims.

The US speakers presented heartening
examples of methods that are being
used to empower women in Kosovo,
such as supporting conciliation efforts
of women’s groups at community level.
By getting involved with local councils,
women have been able to respond
directly to the issues that affect them.
Such initiatives have helped women
from one village where husbands,
fathers and brothers were all massa-
cred, to begin their own businesses and
support their families again.

Australian representatives at the con-
ference shared the lessons learned
from grappling with long-term secu-
rity challenges in Bougainville, where
devastated and fragile social, eco-
nomic and political life has created
special needs for healing and trust-
building. It had been implicitly
assumed that the positive role women
played in the peace process would
continue. Concerted efforts were

required, however, to ensure women’s
continued participation in decision-
making, public policymaking and
governance structures.

Bridging empowerment
and security

The Bangkok conference emphasised
that human security interventions in
today’s complex emergencies can present
key opportunities to promote women’s
empowerment and leadership. Develop-
ment co-operation can build initiatives
to reinforce women’s capacities and skills,
as well as helping to reinforce institutions
in developing countries, like NGOs, the
judiciary and the media, which are key
bridges between empowerment and
security.

This begs the question of what to do
when there is no functioning state to
speak of. One solution is to promote
women’s leadership through policy
dialogue with NGOs and other civil
society groups. Inter-governmental
bodies like the OECD can play a role
too, by ensuring that vital data collec-
tion, such as building lists of women’s
associations, is carried out.

A follow-up panel discussion will
be held in March in New York during
the preparatory committee for the
Beijing + 5 Conference, under the
title “Gender Perspectives in the
Dayton Accords”. B

Francesca Cook, ded.contact@oecd.org
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Will

is be Africa’s century?

Is it worthwhile for private interests to invest in Africa? The answer may be more positive than some

might think.

E
]
%
B

or Jean-Louis Terrier, Chairman

of Credit Risk International, a

consulting firm, there are good
reasons to be “Afro-positive”. Speaking
at the first International Forum on
Alfrican Perspectives, organised by the
OECD and the African Development
Bank and held in Paris on 3 and 4 Feb-
ruary, Mr Terrier, a country risks expert,
highlighted the importance of the large
market that Africa could become.

His logic is simple: there can be no eco-
nomic growth at a rate lower than
population growth. Starting with that
axiom, which he argues always holds
true in the long run, Mr Terrier builds
a prediction for 2015 based on pro-
jected economic and demographic
growth rates, in urban areas in particu-
lar. He opts for a “reasonable” scenario,
assuming that economic growth will
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average 3.5% between 1996 and 2005 -
close to the levels of the last three years
—and a slight acceleration for 2006 and
2015. Since the population is expected
to increase by 58% between 1995
and 2015 — tripling in the cities — per
capita GDP will rise automatically
by 35%. As a result, the number of
Alricans with purchasing power of
US$10,000 per year will quadruple; so
that by 2015 the African continent
could represent a market equivalent to
that of China today.

This would be a tall order. After all,
Africa is a diverse continent, unlike
the tightly managed country that is
China. True, some African countries
may be doing well. According to
Omar Kabbaj, president of the Afri-
can Development Bank, there is a
group of at least 20 countries that are

performing above the African average
and these countries could be described
as “emerging”. But whether they can
draw the rest behind them, through
the so-called “hauling principle”, is
an open question.

Still, Mr Terrier is convinced that
investing in sub-Saharan Africa is worth-
while, provided one is prepared for the
double-barrelled revolution taking
shape — an acceleration in urbanisation
and a greater regional integration. In
Mr Terriers view, these trends could
have far-reaching effects. On a more
realistic note, he points out that Africa
holds the dubious distinction of com-
bining various types of risks — risks of
non-payment by States, risks to prop-
erty rights, risks of non-transferability
and non-convertibility in some cases,
and risks related to the environment and
the absence of the rule of law. Without
overcoming these, Mr Terrier’s scenario
of an African bull in the 21st century
seems a little optimistic.

If Africa is to “emerge”, ils countries
must diversily their economies,
emphasised Jean-Claude Berthelemy,
Director of the French think-tank,
CEPII (Centre d'études prospectives et
d'informations internationales). Only
then can investors spread their risks and
generate more profitable products, earn-
ing greater returns on capital, thereby
vielding higher growth. Mr Berthelemy
cited Mauritius, a prosperous African
country which has succeeded in diver-
sifying its economy after creating an
institutional framework more open to
private initiative, shaping a smoother-
functioning financial system and invest-
ing in education.



In other words, the future of Africa
depends on domestic structural
change and reducing aid dependency.
As Mr Berthelemy stressed, doubling
the effectiveness of aid would be

equivalent to doubling the volume
of aid. But is that enough? Alrica is

still cruelly in need of financing if

its hopes of “emerging” are to be
realised. A large number ol African
representatives at the conference
voiced concern over the steady
decline in aid volumes — between
1990 and 1997, aid to the West
African region of the Sahel shrank
by more than a quarter. Might it be
possible to offset the decline of aid
with an increase in investment? Cer-
tainly, Mr Terrier's Afro-positive
approach could catch on, but on the
evidence global investors may need
a little more convincing. B L.K-C.
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Sustainable development on the web

Sustainable development, defined by
the United Nations as meeting the
needs of the present without com-
promising the ability of future gen-
erations to meet their own needs, is
a priority on the OECD work
agenda. A new web site, launched
in December, aims to highlight the
richness and complexity of this
issue by synthesising the sustainable
development work undertaken at
the OECD. Itis designed to give visi-
tors an easy, direct and central
access to all relevant information
that the Organisation generates. The
site contains documents and insights
into climate change, with reviews of
the cost of meeting the Kyoto

targets, for example. The role of
technology is also examined. And
there is an area devoted to the ques-
tion of measuring sustainable devel-
opment, which looks at how the
present data can be combined in
ways that are useful for practical
policies. The site includes a news
feature, a list of OECD activities and
publications on sustainable devel-
opment and a series of links to
informative external web sites.

For more information, contact
Gunter.Pauls@oecd.org. Visit the
OECD web site on sustainable devel-
opment at http:/www.oecd.org/
subject/sustdev/index.htm

Cities and regions

oecd.org

Cities and
regions

TDS.CONTACT@OECD. ORG

ocal decision-making and bet-
(¢ ter co-ordination is necessary

to give regions a head start in
the competitive global economy”. This
theme was repeated throughout the
OECD conference “Devolution and
Globalisation — Implications for Local
Decision-Makers”, 28-29 February 2000
in Glasgow, Scotland. The conference,
which brought together 120 interna-
tional experts, culminated with the
launching of the OECD Forum of
Cities and Regions by the Local Eco-
nomic and Employment Development
Programme (LEED).

Globalisation and technological change
have had a powerful effect on regional
and local economies. There is a greater
emphasis on partnerships between
regions and, at local level, between
firms, communities and local authori-
ties. A new paradigm has evolved to
help policymakers think globally. but
act locally.

With its newly devolved status within the
United Kingdom, Scotland was a fitting
venue for the conference. It has a buoy-
ant economy, with a plethora of small and
medium-sized firms in technology and
other high value-added global sectors.
Several OECD countries have decentral-
ised and the freedom of their cities and
regions to link up together across bor-
ders has increased. The launching of the
new OECD Forum is therefore timely. It
will support networking between its
members, via meetings and reports. Its
partnerships should help small firms and
local populations not just to survive, but
to thrive, in the “borderless” world mar-
ket. The next forum takes place in Milan
at the end of 2000. B

Observer  No. 220 April 2000 ﬁ!



OECD.org

calendar

— |

Calendar of upcoming events 2000

Please note that many of the meetings mentioned are not open to the public or the media and are
listed as a guide only. All meetings are in Paris unless otherwise stated. For further information,
please contact the Media Relations Division or consult the OECD website at http://www.oecd.org/
news_and_events/, which is updated weekly.

MARCH Some highlights

APRIL

8

9-10

13

13-14

14

25-26

29-30

30
30

Russian Federation, OECD Economic Survey
published.

Indicators of Development Progress,
UN/OECD/World Bank/IMF joint forum.

“Information Technology Outlook 2000”
published.

Developing New Tools for Education Policy
Making, OECD education ministers forum
organised by the Nordic countries and the
Directorate for Education, Employment,
Labour and Social Affairs (ELS). Copenhagen,
Denmark.

France, Review of Aid Policies by the
Development Assistance Committee
(DAC).

21st Century Governance: Power in the
Global Knowledge Economy and Society,
conference organised by the OECD Forum
for the Future. Hanover, Germany.

Development Finance — The Way Forward,
seminar organised jointly by the Development
Centre and DAC.

“Financial Market Trends No. 75" published.

The Role of Government in the Delivery
of Education Systems: joint OECD/World
Bank meeting, co-organised by the Centre
for Co-operation with Non-Members
(CCNM)/ELS Transition Economies
Programme.
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3-4 Corporate Governance in Developing Coun-
tries and Emerging Economies, workshop
organised by the Development Centre.

3-6 Insurance and Private Pensions, forum organ-
ised by the CCNM and the Directorate for
Financial, Fiscal and Enterprise Affairs
(DAF). Prague, Czech Republic.

3-14 Securities Market Regulation, Third Inter-
national Seminar organised by the CCNM/
DAF/Emerging Asian Economies Forum.
Tokyo, Japan.

% Environmental Strategy, high-level meeting
by the Environment Policy Committee.

10-11 Government Citizen Connection, working
group organised by PUMA.

10-11 Spatial Development Policies and Territo-
rial Governance in an Era of Globalisation
and Localisation, meeting organised by the
Territorial Development Service (TDS) in
co-operation with the Japanese National Land
Agency.

11-12 Capital Market Reforms in Asia, roundtable
organised by CCNM/DAEFE Tokyo, Japan.

13-14 Gender Equality, working party meeting
organised by DAC.

13-14 Economic Assessment of Costs of Environ-
mental Degradation and Benefits from
Environmental Measures, meeting organised
by the CCNM/ENV Russia Programme.
Moscow, Russia.



15-17

17-18

19

25
26-28

26-28

Ten Years of Transition: Prospects and Chal-
lenges of the Future for Public Administra-
tion, conference organised by SIGMA in
conjunction with the Network of Institutes
and Schools of Public Administration.
Budapest, Hungary.

Learning Cities and Regions, conference
organised by the Centre for Educational
Research and Innovation (CERI) and TDS.
London, UK.

Review of Agricultural Policies of Romania,
organised by the CCNM/AGR South Eastern
Europe Regional Programme.

“Agriculture Outlook” published.

Corporate Governance for Latin America,
OECD/World Bank roundtable organised by
CCNM/DAE Sao Paolo, Brazil.

Agricultural Policies in Non-Member
countries, forum organised by CCNM/AGR
Emerging Market Economy Forum.

MAY

7-11

8-10

8-10

11-12

15

Advances in Reactor Physics and Mathemat-
ics and Computation into the Next Millen-
nium, international meeting co-sponsored by
the Nuclear Energy Agency and Physor 2000.
Pittsburgh, PA, USA.

Electronic Commerce, workshop organised
by CCNM/DAF Emerging Market Economy
Forum, in conjunction with the German
authorities. Berlin, Germany.

Privatisation and Capital Market Develop-
ment in Asia, meeting organised by DAE

Development Assistance Committee high-
level meeting, plus ceremony to mark the
40th anniversary of the DAC.

DAC Review of Aid Policies of New Zealand.
News release.

21-23

21-23

30

OECD.org

calendar

Ageing, Housing and Urban Development,
meeting organised by TDS. Oslo, Norway.

Review of Labour Market and Social Policies,
organised by ELS. Budapest, Hungary.

“Economic Outlook No. 67", preliminary
version — news conference.

JUNE

13-15

19-20

19-20

26-27

26-28

26-28

Valuing Rural Amenities: Dealing with
public goods, non-market goods and
externalities, workshop organised by TDS
in co-operation with the US Department of
Agriculture. Washington, D.C., USA.

DAC Review of Aid Policies of Italy. News
release.

Enhancing the Competitiveness of SMEs in
the Global Economy: Strategies and Policies,
high-level conference organised jointly by STI
and the Italian Ministry of Industry. Bologna,
Italy.

Electronic commerce conference on Dispute
Resolution Mechanisms, organised by STl in
conjunction with the Dutch government. The
Hague, Netherlands.

Housing Finance in Transition Economies,
workshop organised by DAF/CCNM Transi-
tion Economies Programme.

OECD Council at Ministerial Level. Foreign
affairs, finance and trade ministers hold their
annual meeting. News conferences.

Partnerships in the New Economy, OECD
Forum 2000, public international conference
and knowledge fair held concurrently with
the OECD Ministerial meeting. CNIT (Center
for New Industries and Technologies), Paris.

Contribution of Social Sciences to Policy
Making, meeting organised by STI. Bruges,
Belgium.
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Just published

|

books

Publications — November 1999/February 200

e ————
AGRICULTURE

Food Salety and Quality

Irade considerations

ISBN: 92-64-17159-2

November 1999, 80 Pages

FF120 USS19 DM36 L12 ¥2200

Also available in French (1SBN; 92-64-27139-7)

e ——
DEVELOPMENT AND AID

Geographical Distribution of
Financial Flows to Aid Recipients
2000 Edition

Bilingual publication

ISBN: 92-64-05884-2

January 2000, 324 Pages

FF395 US563 DM118 £39 Y6850

Development Centre Seminars

Waging the Global War on Poverty
Strategies and Case Studies

ISBN: 92-64-17170-3

January 2000, 240 Pages

51 tables, 19 charts

FF240 US$38 DM72 £24 ¥4400

Also available in French (1SBN: 02-64-27170-8)

Development Co-operation Reviews

Norway 1999

No. 36

ISBN: 92-64-17169-X

February 2000, 120 pages

14 tables. 15 chans

FF140 US522 DM42 £14 ¥2550

Also available in French (1SBN: 92-64-27169-4)

DAC Journal 2000 Volume 1
Development Co-operation Report
1999 — Efforts and Policies

of the Members of the Development
Assistance Committee No. |

1SBN; 02-64-17154-1

February 2000, 280 pages

82 tables, 88 charts

FF295 US549 DMA0 L£30 Y5650

Also available in French (1SBN: 92-64-27154-6)

(ORDER FORM AT THE END OF THE ISSUE

All publications available in paper and electronic book format.
This is a selected list. For more fitles, please consult www.oecd.org/bookshop

ECONOMICS

OECD Economic Outlook

December 1999

No. 66

ISBN; 92-04-16167-8

December 19499, 272 Pages

FF237 US$42 DMT2 L£25 ¥5340

Also available in French (15BN: 92-64-26167-2)
and German ([SBN: 92-64-361
Also available on Disk (ISBN: 92-64-06846-3)

OECD Economic Studies
No. 30, 2000/1 (twice yearly)

Poverty Dynamics in Six OECD Countries
Determinants of Health Outcomes in
Indusirialised Countries: a Pooled, Cross-
country, Time-series Analysis

What Works among Active Labour Market
Policies; Evidence [rom OECD Countries’
Experience

Estimating Prudent Budgetary Margins
for EU Countries: a Simulated SVAR
Maodel Approach

15 the Health of Older Persons in OECD
Countries Improving Fast Enough to
Compensate [or Population Ageing?
Revisiting Real Social Spending across
Couniries: A Brief Note

1SEN: 92-64-17536-3, January 2000, 216 Pages
FF275 US$55 DMBS L29 ¥5450

OECD Economic Surveys

Japan 1998/1999

1999 Edition

ISBN: 92-64-16995-4

December 1999, 304 Pages.

FF150 USS26 DM45 L15 ¥3300

Also available in French (15BN: 92-64-26993-9)

Germany 1998/1999
1999 Edition

ISBN: 92-64-16994-6

December 1999, 188 Pages

FFI50 US$26 DM43 £15 ¥3300

Also available in French (18BN: 92-64-26994-0)
and German (1SBN: 02-64-56004-4)

lceland 1998/1999
1999 Edition

{_6_6_ Observer No. 220  April 2000

ISBN: 92-64-16993-8
December 1999, 172 Pages
FF150 US$26 DM45 £15 ¥3300

Australia 1999/2000
2000 Edition

[SBN: 92-64-17504-0

December 1999, 180 Pages
FFI85 US330 DM55 L19 ¥3350

Poland 1999/2000

2000 Edition

ISBN: 92-64-17534-2

January 2000, 212 Pages

FF185 US$30 DM35 £19 ¥3350

Norway 1999/2000
2000 Edition

1SBN: 92-64-17522-9

February 2000, 156 pages

FF185 US830 DM35 L19 ¥3550

Spain 1999/2000

2000 Edition

ISBN; 92-04-17524-3

February 2000, 184 pages

26 tahles. 61 chars

FF185 US%30 DM35 L19 ¥3530

Also available in French (ISBN: 92-64-27524-X)

Czech Republic 1999/2000
2000 Edition

15BN: 92-64-17532-6

February 2000, 232 pages

48 tables, 32 chans

FF185 USS30 DM35 £19 ¥3350

The Baltic States 1999/2000

A Regional Economic Assessment
2000 Edition

1SBN: 92-64-17541-3

February 2000, 280 pages

73 tables, 76 chars

FFI85 US830 DM55 L19 ¥3330

Also available in French (ISBN: 92-64-27541-X)

s o ——— ]
EDUCATION

Inclusive Education at Work
Students with Disabilities

in Mainstream Schools

ISBN: 02-64-17121-5

November 1999, 376 Pages

FF330 USS53 DM98 £33 ¥6350

Also available in French (ISBN: 92.64-27121-X)

The Appraisal of Investments
in Educational Facilities

ISBN: 92-64-17036-7

February 2000, 236 pages

FF1530 USS24 DM45 L15 Y2600

Knowledge Management
in the Learning Society

ISEN: 92-64-17182-7

February 2000, 260 pages

FF320 US851 DM95 L32 ¥35350

Also available in French (1SBN; 92-64-27182-1)

Investing in Education

Analysis ol the 1999 World Education
Indicators

ISBN: 92-64-17183-3, February 2000, 192 pages
FF190 US$31 DM5T7 £19 ¥3300

ENERGY

Energy Policies

Hungary — 1999 Edition
ISBN: 92-64-17096-0

December 1999, 120 Pages

FF420 USS75 DM125 £45 Y8950

World Energy Outlook —
1999 Insights

Looking at Energy Subsidies:
Getting the Prices Right

ISEN: 92-04-17140-1

November 1999, 150 Pages

FF750 USS120 DM224 £75 ¥14250

South East Asia Gas Study
ISBN: 92-64-17174-6

December 1999, 78 Pages

FF310 USS30 DM92 L£31 ¥3350

Energy Prices and Taxes Third
Quarter 1999

I5BN: 92-64-17492-3

January 2000, 514 Pages

USS 110 DM200 £67 ¥12730

Nuclear Energy Agency
Radioactive Waste Management

Geological Disposal
of Radioactive Waste
Review of Developments
in the Last Decade



ISBN: 92-64-17194-0

January 2000, 108 Pages

8 tables

FF190 US$31 DM37 £19 ¥3300

OECD Proceedings

Business as Usual

and Nuclear Power

A Joint IEA/NEA Meeting,
14-15 October 1999

ISBN: 902-64-1T7175-4

January 2000, 125 Pages

FF160 US525 DM48 L16 ¥2850

Energy Policies of IEA Countries
1999 Edition

ISBN: 92-64-17187-8

February 2000, 300 pages

FF745 USS120 DM222 L74 ¥13350

Monitoring and Data Management
Strategies for Nuclear Emergencies
ISBN: 92-64-17168-1

February 2000, 100 pages

+1 tables, 3 charts

FF160 USS26 DM48 L16 Y2850

Also available in French (ISBN: 92-64-27168-6)

OECD Documents

Reduction of Capital Costs
of Nuclear Power Plants

ISBN: 92-64-17144-4

February 2000, 112 pages

34 tables, 15 charts

FF240 US$38 DMT2 £24 ¥4400

Also available in French (ISBN: 92-64-27144-9)

——ee————— ———— ]
ENVIRONMENT

Improving the Environment
through Reducing Subsidies

Part 11I: Case Studies

1SBN: 02-64-170093-6

January 2000, 272 Pages

83 tables, 63 charts

FF320 US$54 DM95 £33 ¥6350

Also available in French (1SBN: 92-64-27093-0)

Environmental Performance
Reviews
Russian Federation

ISBN: 92-64-17145-2

December 1999, 232 Pages

FF1B0 US335 DM335 L23 ¥4140

Also available in French (1SBN; 92-64-27145-7)
and Russian (ISBN: 92-64-87145-4)

OECD Environmental Data
Compendium 1999 Edition

Bilingual publication

15BN: 92-64-03879-6

November 1999, 332 Pages

190 1ables, 4 charts

FF370 US$59 DMI10 L£37 Y6800

EE———— ey
FINANCIAL, FISCAL

AND ENTERPRISE AFFAIRS

Competition Law and Policy
in the Baltic Countries

ISBN: 92-64-17163-0

December 1999, 128 Pages

FF190 USS30 DM57 L19 ¥3500

OECD Proceedings

Privatisation, Competition
and Regulation

ISBN: 92-64-17115-0

January 2000, 216 Pages

27 tables, 11 chans

FF340 USS35 DMI00 L34 ¥6550

Foreign Direct Investment,
Development and Corporate
Responsibility

ISBN: 92-64-17162-2

November 1999, 100 Pages

FF140 US$22 DM42 L14 ¥25350

OECD Tax Policy Studies

Tax Burdens

Alternative Measures No. 2
I1SBN: 92-64-17137-1

January 2000, 80 Pages

20 tables, 10 chars

FE150 US$24 DM45 L15 ¥2850

Taxing Wages 1998/1999

Taxes on Wages and Salaries, Social
Security Contributions for Employees
and their Employers, Child Benefits
1999 Edition

ISBN: 92-64-05878-8

February 2000, Bilingual, 364 pages

FF450 USS72 DM134 L45 ¥8O50

—_————————a
INDUSTRY, SCIENCE

AND TECHNOLOGY

Measuring Globalisation

The Role of Multinationals in OECD
Economies 1999 Edition

Bilingual publication

ISBN: 92-64-05877-X

Movember 1999, 308 Pages

176 tables, 42 charts

FF390 US362 DM116 £39 ¥7400

Main Science and Technology
Indicators 1999

No. 2

Bilingual publication

1SBN: 92-64-03815-X

January 2000, 84 Pages

96 tables

FF204 USS36 DM63 £21 ¥4500

Also available on Disk (1SBN; 92-64-06850-3)

Just published

Basic Science and Technology
Statistics

1999 Edition

ISBN: 92-64-05882-6

February 2000, Bilingual

FF350 USS87 DM164 L34 ¥9200

== o ——————————
LABOUR MARKET

AND SOCIAL ISSUES

Benefit Systems and Work
Incentives

1999 Edition

ISBN: 92-64-17142-8

December 1999, 68 Pages

FF120 US$19 DM36 L12 ¥2300

Also available in French (ISBN: 92-64-27142-2)

OECD Proceedings

Labour Migration and the Recent
Financial Crisis in Asia

ISBN: 92-64-17173-8

January 2000, 248 Pages

60 tables, 8 chanis

FF300 USS48 DMB9 £30 ¥3350

Globalisation, Migration

and Development

ISBN: 92-64-17166-5

January 2000, 200 Pages

FF250 US540 DMT3 L25 ¥4500

Also available in French (ISBN: 92-64-27166-X)

e
PUBLIC MANAGEMENT

OECD Reviews of Regulatory
Reform

Regulatory Reform in Mexico

ISBN: 92-64-17100-2

December 1999, 308 Pages

2 tables, 12 charts

FF400 USS69 DM119 £42 ¥8050

Also available in Spanish (ISBN: 92-64-47100-6)

ey
STATISTICS

Purchasing Power Parities and Real
Expenditures 1996 Results
1999 Edition

Bilingual publication

ISBN: 92-64-05823-0

January 2000, 168 Pages

304 tables, 108 charts

FF260 US$42 DMT8 L16 ¥4630

OECD Historical Statistics
1960/1997

1999 Edition

Bilingual publication

ISBN: 92-64-03880-X, January 2000, 184 Pages
FF250 USS40 DMT5 £25 Y4350

books

=t e ——— —————]
TERRITORIAL

DEVELOPMENT

Social Enterprises

ISBN: 92-64-17073-1

November 1999, 72 Pages

FF120 USS20 DM36 £12 ¥2300

Also available in French (1SBN: 92-64-27073-6)

OECD Proceedings

The Local Dimension

of Welfare-to-Work

An International Survey
ISBN: 92-64-17065-0

November 1999, 348 Pages

FF340 US$54 DMIOL £34 ¥6450

Urban Renaissance
Belfast’s Lessons for Policy
and Partnership

ISBN: 92-64-17165-7,

February 2000, 224 pages

FF250 USS40 DM75 £25 ¥4300

= ——————— ]
TRADE

OECD Proceedings

Assessing the Environmental
Effects of Trade Liberalisation
Agreements

Methodologies

ISBN: 92-64-17190-8,

February 2000, 364 pages

FF450 US$72 DM134 L44 Y7800

e ———— ]
TRANSPORT

Round Tables — ECMT

Traffic Congestion in Europe

No. 110

ISBN: 92-82-11248-9,

December 1999, 240 Pages

FE320 US351 DM95 £32 ¥6200

Also available in French (1SBN: 92-82-12248-4)

Cleaner Cars

Fleet Renewal and Scrappage Schemes
ISBN: 92-82-11251-9,

November 1999, 108 Pages

FF140 US$22 DM42 L14 ¥2650

Also available in French (1SBN: 92-82-12251-4)

OECD Proceedings

Integrating Transport in the City
Reconciling the Economic, Social
and Environmental Dimensions

ISBN: 92-64-17120-7

February 2000, 92 Pages

FF140 US5522 DM42 £14 ¥2700
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Employment at OECD |

appointments

MANAGER OF TREASURY REPORTING

Budget and Finance Service

The Job

The Budget and Finance Service is currently undergoing
a major process of reform. Budget reductions have in-
creased pressure on the OECD's treasury situation requir-
ing regular reporting on treasury-related activities. The
Organisation has cash flows of about Frf150 million per
month (mostly international payments).

We are looking for an individual capable of creatively
adapting the existing treasury reporting (o a new strate-
gic approach in line with OECD reforms and financial
objectives. You would also be responsible for a certain
number of financial management activities.

The chosen candidate will also participate in objective set-
ting for the division as well as in staff resource management.

The Person

Advanced university qualilications specialising in finance
and management (such as a recognised business school
diploma, MBA or certification in chartered accounting).

The OECD is offering an initial appointment for two or three years to an experienced MBA/business school graduate or
chartered accountant interested in working in a rewarding multicultural environment. An attractive financial package will be
offered to the successful candidate.

Seven years' experience, of which at least three in treas-
ury management and international finance, acquired in
an international commercial, industrial or financial insti-
tution. Experience in maintaining banking relations in
Europe.

Proven experience in managing large amounts of funds,
and in designing and implementing treasury procedures
to manage and control risk.

Comprehensive knowledge of modern treasury, account-
ing and linancial electronic systems.

Business sense, multicultural background, negotiating
ability, decision-maker, independent, ability to build per-
sonal networks, political acumen, integrity, ability to mo-
tivate/direct staff.

Good judgement. Communication skills. Ability to take
initiatives.

Experience in supervising a team.

Fluent in English and French. Proficient at preparing
written reports in at least one of them.

SCIENCE AND TECHNOLOGY POLICY ADMINISTRATOR

Directorate for Science, Technologie and Industry

The Job

Develop activities [ocusing on science policy issues, par-
ticularly those related to the linancing and management
of basic research.

Review and assess Member countries’ practices aiming
at fostering interaction and dialogue with civil society
in the design and implementation of S&T policies.
Contribute to the work on international co-operation in
S&T and to analytical work focusing on the relationships
between scientific activities and innovation.

Draft policy-relevant reports and present them to com-
mittees/working parties.

Liaise with policy officials of Member countries and
international organisations.

Supervise economists, statisticians and consultants.

The OECD is offering an initial appointment for two or three years to an experienced economist or scientist interested in
working in a rewarding multicultural environment. An attractive financial package will be offered to the successful candidate.

The Person

Advanced university degree in economics or science,

At least ten years’ experience in policy issues related to the
organisation and performance of science systems or S&T
policy issues, preferably acquired in a policy-making or a
policy assessment environment.

Proven organisational skills and ability to liaise with high-
level officials.

Good communication and interpersonal skills, ability 1o
maintain harmonious working relations in a multicultural
environment. Experience in supervising a team. Ability
to manage projects with strict deadlines and within budget.
Good IT skills.

Excellent knowledge of one of the two official languages
of the Organisation (English and French), including draft-
ing ability in that language. Good working knowledge of
the other language. Knowledge of other Member country
languages would be an advantage.

The OECD is an equal opportunity employer and encourages applications from female candidates.

Applications from nationals of OECD Member countries, quoting reference OBS(00)14 for the Treasury Reporting and OBS(00)18 for
the S&T Policy, should be sent via the on-line application form which can be found on www.oecd.org/hrm or by mail (type-written
letter + CV) to OECD, HRM/MSPD, 2 rue André-Pascal, F-75775 Paris Cedex 16, France, by 13 April 2000.

We regret that, due to the high number of applications we receive, only candidates selected for interview will be contacted.
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AID POLICY SPECIALIST

- Employment at OECD

appointments

Development Co-operation Directorate

The OECD is offering an initial appointment for two or three years to an experienced international/development
affairs specialist interested in working in a rewarding multicultural environment. An attractive financial package will
be offered to the successful candidate.

i The Job

Contribute to the Country Peer Reviews of the development co-operation policies and programmes, and analysis of
the development co-operation efforts and performance of the members of the Development Assistance Committee
(DAC): collect information, monitor, analyse.

Undertake missions to capitals and field visits to recipient countries.

Provide input to the annual Development Co-operation Report of the DAC and other special reports.

Supervise stafl.

The Person

-

.

Advanced university degree in economics, government, law or political science with specialisation in international
and development affairs.

Atleast ten years’ experience in a national or international aid agency., preferably both at headquarters and in the field.
Demonstrated skills in handling policy coherence and non-aid aspects of relations with developing countries.
Experience in international aid evaluation and consultative processes.

Capacity to adapt rapidly and to cope with a tight work schedule with frequent missions abroad. Ability to work in
a multicultural environment, independently and as part of a team.

Good judgement. Communication skills. Ability to take initiatives.

Experience in supervising a team.

Excellent drafting ability of technical and policy-oriented reports in English, preferably also in French. Excellent
spoken English, good working knowledge of French.

The OECD is an equal opportunity employer and encourages applications from female candidates.

Applications from nationals of OECD Member countries, quoting reference OBS(00)16, should be sent via the on-line
application form which can be found on www.oecd.org/hrm or by mail (type-written letter + CV) to OECD, HRM/
MSPD, 2 rue André-Pascal, F-75775 Paris Cedex 16, France, by 13 April 2000.

We regret that, due to the high number of applications we receive, only candidates selected for interview will be contacted.

Ref. OBS/STAT. MAR2000 * Gross salary for full-time work FF11,900 to 15,600

: : h.
Requirements: post-secondary level of education and per mont

good knowledge of applied statistics; economics; stand-
ard software (Excel, Access, MS Exchange), statisti-
cal/analytical software (e.g. SQL, PC-Express, FAME,
EVIEWS): some knowledge of programming software;

OTHER

Ref. OBS/OTH. MAR2000

* For example, accounting assistants, data operators

excellent knowledge ol English or French and good
knowledge of the other.

Recruitment of statistical assistants is subject to a wril-
ten examination designed to test knowledge of statistics,
economics, data processing, interpretation of graphs.
Gross starting salary for full-time work FF17,862 per
month.

BILINGUAL SECRETARIAL ASSISTANTS

Ref. OBS/SEC. MAR2000

Ll

Requirements: excellent knowledge of English or
French and good knowledge of the other; confirmed
competence in word processing and other IT applica-
tions (approx. 50 words per minute). Part-time posi-
tions also available.

(ACCESS)... with at least one year’s relevant experience.
Excellent knowledge of English or French and good
knowledge of the other.

Bilingual qualified candidates interested in working in
a multicultural environment are appointed initially on
temporary contracts.

Applications from nationals of OECD Member coun-
tries, quoting appropriate reference (see above),
should be sent via the on-line application form
which can be found on http://www.oecd.org/hrm or
by mail (type-written letter + CV) to OECD, HRM/
MSPD, 2 rue André-Pascal, F-75775 Paris Cedex 16,
France.

We regret that, due to the high number of applications
we receive, only candidates selected for test/interview will
be contacted.

' SUPPORT STAFF

STATISTICAL ASSISTANTS
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Indicators

databank :
% change from:
previous previous current same period
period year period last year
Australia Gross domestic product Q499 1.0 43 Current balance Q499 -5.12 -4.90
Leading indicator Dec. 99 0.5 7.4 Unemployment rate Jan. 00 6.8 $a
. Consumer price index Q499 0.6 1.8 Interest rate Jan. 00 5.66 4.79
Austria Gross domestic product Q3 99 1.7 3.0 Current balance Dec. 99 0.65 0.35
J Leading indicator Jan. 00 0.4 8.4 Unemployment rate Jan. 00 4.2 4.6
Consumer price index Jan. 00 -0.1 1.4 Interest rate”
Belgium Gross domestic product Q399 1:2 2.9 Current balance Q399 251 2.76
‘ Leading indicator Dec. 99 157 8.8 Unemployment rate Jan. 00 8.6 9.2
Consumer price index Feb. 00 0.4 1.9 Interest rate* 1 i
.4  Canada Gross domestic product Q499 151 : S Current balance Q499 -0.23 -2.19
% Leading indicator Jan. 00 1.7 B.4 Unemployment rate Jan. 00 6.8 7.9
Consumer price index Jan. 00 -0.1 23 Interest rate Feb. 00 5.25 5.02
Czech Rep.  Gross domestic product Q399 -0.4 0.9 Current balance Q399 -0.15 -0.33
“ Leading indicator AL i Unemployment rate Jan. 00 9.0 T4
Consumer price index Jan. 00 1V7 3.5 Interest rate Feb. 00 5.39 8.18
©  Denmark Gross domestic product Q3 99 0.8 0.9 Current balance Nov. 99 -0.56 -0.86
< Leading indicator Nov. 99 0.4 4.9 Unemployment rate Dec. 99 4.1 4.7
: {g Consumer price index Jan. 00 -0.1 3.2 Interest rate Jan. 00 3.70 3.49
Finland Gross domestic product Q3 99 1.3 4.5 Current balance Q499 2.78 2.51
Leading indicator Oct. 99 0.3 15.1 Unemployment rate Jan. 00 10.0 10.7
} Consumer price index Jan. 00 0.0 22 Interest rate™ 5
France Gross domestic product Q499 0.9 3.2 Current balance Nov. 99 243 3.55
' Leading indicator Jan. 00 0.2 5.7 Unemployment rate Jan, 00 10.3 11.5
Consumer price index Jan. 00 0.0 1.6 Interest rate® o s
Germany Gross domestic product Q499 0.7 23 Current balance Dec. 99 -3.05 -0.25
. Leading indicator Jan. 00 0.6 7.4 Unemployment rate Jan. 00 8.8 9.1
Consumer price index Jan. 00 0.3 1.6 Interest rate*
~ Greece Gross domestic product 1998 o 3T Current balance Mar. 98 -0.82 -0.75
Leading indicator Dec. 99 -0.2 3.0 Unemployment rate o .
- Consumer price index Feb. 00 -0.2 2.9 Interest rate Dec. 99 9.80 11.87
Hungary Gross domestic product o s Current balance Dec. 99 -0.57 -0.69
‘ Leading indicator o 5 Unemployment rate Dec. 99 9.8 9.3
Consumer price index Jan. 00 1.5 10.1 Interest rate Jan. 00 12.20 15.80
Iceland Gross domestic product 1997 4% Current balance Q399 -0.17 -0.15
* Leading indicator 2 i Unemployment rate Jan. 00 135 2.1
Consumer price index Feb. 00 -0.3 5.6 Interest rate Jan. 00 10.48 7.64
Ireland Gross domestic product 1997 . 10.6 Current balance Q399 0.96 0.80
’ Leading indicator Dec. 99 1.0 18.3 Unemployment rate Jan. 00 5.8 7.1
Consumer price index Jan. 00 -0.2 4.0 Interest rate®
Ttaly Gross domestic product Q499 0.4 211 Current balance Q399 5.49 10.23
& Leading indicator Dec. 99 -0.5 6.9 Unemployment rate Oct. 99 11.1 11.8
-~ Consumer price index Jan. 00 0.2 2.2 Interest rate® o s
ebjapan Gross domestic product Q4 99 -1.4 0.0 Current balance Dec. 99 8.49 12.32
f} Leading indicator Dec. 99 3] 8.5 Unemployment rate Jan. 00 4.7 4.5
Consumer price index Jan. 00 -0.3 -0.9 Interest rate Jan. 00 0.12 0.69
: Korea Gross domestic product Q499 28 14.0 Current balance Dec. 99 1.40 3.08
Leading indicator o - Unemployment rate Jan. 00 4.6 7.8
; Consumer price index Feb. 00 0.3 L Interest rate Jan. 00 7.30 7.00
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% change from:

previous previous current same period
period year period last year
*Luxl:mhmu*g Gross domestic product 1997 3.7 Current balance
Leading indicator Jan. 00 1.1 14.9 Unemployment rate Dec. 99 26 2.6
Consumer price index Jan. 00 -0.9 32 Interest rate™
Mexico Gross domestic product Q4 99 0.7 54 Current balance Q399 -3.38 -4.79
\' Leading indicator Dec. 99 -0.1 3.0 Unemployment rate Jan. 00 23 2.8
Consumer price index Jan. 00 1] 11.0 Interest rate Jan. 00 17.43 32.27
. etherlands Gross domestic product Q4 99 1.2 3.9 Current balance Q3 99 4.32 5.76
1 Leading indicator Jan. 00 -1.3 3.2 Unemployment rate Dec. 99 AT 3.6
Consumer price index Jan. 00 -0.2 1.9 Interest rate®
VEW Zealand  Gross domestic product Q3 99 2.4 4.1 Current balance Q3 99 -1.39 -1.14
Leading indicator - Unemployment rate Q499 6.3 T
/ Consumer price index Q499 0.2 0.5 Interest rate Feb. 00 5.90 4.30
orway Gross domestic product Q4 99 0.5 2.1 Current balance Q499 3.53 -2.16
/m Leading indicator Jan. 00 0.6 5.8 Unemployment rate Q399 3:3 3.2
Consumer price index Jan. 00 0.5 29 Interest rate Feb. 00 5.89 7.27
land Gross domestic product Current balance Nov. 99 -1.15 0.83
‘ Leading indicator i Unemployment rate Jan. 00 13.0 10.9
Consumer price index Dec. 99 0.9 9.8 Interest rate Jan. 00 15.86 13.58
?oriugal Gross domestic product Q4 98 2.4 28 Current balance Q499 -3.29 -2.90
Leading indicator Oct. 99 0.6 -2.6 Unemployment rate Jan. 00 4.2 4.7
Consumer price index Jan. 00 -0.2 2.1 Interest rate®
Spain Gross domestic product Q4 99 1.0 4.0 Current balance Nowv. 99 -1.22 -0.54
" Leading indicator Dec. 99 -0.4 3.2 Unemployment rate Jan. 00 15.1 16.9
i Consumer price index Jan. 00 0.3 20 Interest rate*
Sweden Gross domestic product Q3 99 -0.2 42 Current balance Dec. 99 0.39 0.72
Leading indicator Jan. 00 0.4 9.9 Unemployment rate Jan. 00 6.4 il
p Consumer price index Jan. 00 -0.8 0.5 Interest rate Jan. 00 3.90 3.14
sitzerland Gross domestic product Q4 99 0.9 2.3 Current balance Q399 9.56 5.85
* Leading indicator Jan. 00 -0.3 3.9 Unemployment rate Jan. 00 2.2 32
Consumer price index Feb. 00 0.4 1.6 Interest rate Jan. 00 2.26 1.15
Turkey Gross domestic product Q3 99 -5.0 5.6 Current balance Q399 -0.31 1.44
* Leading indicator o s Unemployment rate Q299 7.3 6.4
Consumer price index Feb. 00 3.7 69.7 Interest rate Jan. 00 36.79 78.88
I United Kingdom Gross domestic product Q4 99 0.7 2.8 Current balance Q399 -3.93 2.38
Leading indicator Jan. 00 0.2 7.8 Unemployment rate Nov. 99 5.9 6.2
Consumer price index Jan. 00 -0.4 2.0 Interest rate Feb. 00 6.15 5.42
United States  Gross domestic product Q4 99 1.7 4.5 Current balance Q399 -89.95 -63.48
w Leading indicator Jan. 00 0.9 3.4 Unemployment rate Jan. 00 4.0 4.3
Consumer price index Jan. 00 0.2 2.7 Interest rate Jan. 00 5.95 +4.89
Gross domestic product Q3 99 0.9 2.2 Current balance Dec. 99 2.63 7.15
Leading indicator Dec. 99 0.4 6.6 Unemployment rate Jan. 00 9.6 10.4
Consumer price index Jan. 00 0.2 2.0 Interest rate Feb. 00 3:54 3.09

Definitions and noics

rate: % of civilian labour force — standardised unemployment rate; national definitions for
Czech Republic, leeland, Korea, Mexico, Poland, Switzerland and Turkey; seasonally
adjusted apart form Turkey; Interest rate: Three monihs, except for Turkev (overnight
interbank rate); . . not available; *Refer to Furo zone.

Source: Main Economic Indicators, OECD Publications, Paris, March 2000; Quarterly
National Accounts database.

Gross domestic product: Volume series, seasonally adjusted except for Portugal; Leading
indicator: A composite indicator, based on other indicators of economic activity
{employment, sales, income, ete. ), which signals evelical movements in industrial production
from six to nine months in advance: Consumer price index: Measures changes in average
retail prices of a lixed basket of goods and services; Current balance: $ billion ; not seasonally
adjusted except for Australia, the United Kingdom and the United States; Unemployment
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Tax burdens

Income tax plus employee social security

contributions less cash benefits
by family-type, as % of gross wage, 1998
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Source: Taxing Wages 1998/1999, OECD, 2000.

ncome tax on wage earnings, child

cash transfers and contributions to

finance social security systems con-
tinue to vary widely [rom country to
country. Average tax rate [igures, cal-
culated as a percentage of gross wage
earnings of the average production
worker, known as the APW for short,
also differ significantly across various
types of households.

The graph illustrates the combined
burden ol income tax and employee
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%

social security contributions, less child
cash transfers, at the APW wage level
in OECD countries in 1998, The aver-
age burden for single individuals with-
out children ranges from 2.6% in Mexico
to 43.4% in Denmark. With the excep-
tion ol Turkey and Greece, reduced
average lax rates apply to married one-
earner couples with two children, with
negative rates found for Iceland (-3.9%),
the Czech Republic (-3.4%) and
Luxembourg (-0.2%). This means that
cash benefits in these countries bump

up net take-home pay so much so that
it exceeds gross wage earnings.

The underlying data show income tax
as a percentage ol gross APW wage
earnings ranging from a low of zero
in Mexico to 33.7% in Denmark, in
the case of single persons without
children. Add on employee social
security contributions and the aver-
age tax burden of a single person
without children exceeds 40% in
Denmark (43.4%), Germany (42.1%)
and Belgium (41.8%). At the other
extreme, the average tax rate exclud-
ing transfers remains below 20% in
Mexico (2.6%), Korea (6.4%), Japan
(13.8%), Poland (15.8%), Portugal
(18.1%) and Greece (18.3%). Cash
transfers are found to lower average
tax rates, in some cases significantly,
in those countries with child cash
benefit programmes. Bl

See the new OECD report, Taxing
Wages, available at www.oecd.org/
bookshop

Insurance
Regulation
and
Supervision
in Asia

The first OECD publication
on insurance in Asia

for policy makers and experts
in the public sector, actors

in the private sector, and
academics

ISBN 92-64-17158-4
FFB00 US$96

www.oecd.org/bookshop
sales@oecd.org




R & D personnel

ata on R&D personnel help to

gauge the extent of a country’s

R&D activity. They depend on
anumber of different factors, including
research outlays, the skills level of the
labour force, industrial specialisation
and, of course, government funding.
The data available encompass all per-
sons performing R&D, though people
providing services directly linked to
R&D work, such as managers, admin-
istrators and office workers, are also
included. Such professionals fall into
three categories: researchers, scientists
and engineers; technicians and similar
personnel; and support staff. The chart
incorporates all categories of person-
nel assigned to R&D, except for the
United States, where only the number of
researchers is available. The chart shows
that the Nordic countries and Japan have
a large number of people assigned to
R&D in relation to the total labour force.
In 1997 some 1.6% of the labour force

~ OECD in graphs

databank
R&D employment
% of labour force, 1997 or latest available year
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1. The number of researchers has been used instead of total R&D personnel for the United States.
Source: Main Science and Technology Indicators, 1999-2, OECD, January 2000.

was working in R&D in Finland, more
than 1.5% in Sweden and 1.3% in Japan.
Not far behind were Denmark, France,
Germany and the Netherlands, where
research personnel accounted for over 1%
of the labour force. But in technologically
lagging countries, such as Mexico,
Turkey and Greece, the proportion did
not exceed 0.1%.

Foreign firms pay more

oreign-controlled manufactur-

ing firms tend to pay their work-

ers more than the national aver-
age. This is the case in every country
for which the data are available. The
compensation differentials are narrower
in the United States and certain Nordic
countries (Sweden, Finland), but they
do exist nonetheless. In Hungary, Japan
and Turkey foreign f[irms pay a lot more
than local firms, 124% more in the lat-
ter’'s case. The main reason is that
foreign affiliates in these countries are
much bigger than the average domestic
[irm. Furthermore, the jobs created or
maintained by foreign affiliates in the
host countries are significantly higher-

skilled than the national averages, since
the sectors involved — chemicals, phar-
maceuticals, electronics, computers and
automobiles —are technology-intensive.
In some countries, such as Hungary and
[reland. compensation paid by foreign
affiliates accounts for over 53% of the
manufacturing sector’s aggregate wage
bill, whereas those same affiliates
account for just 13% and 16% of the
total number of their countries’ manu-
facturing firms. Another point about
foreign firms is that they account for a
large share of R&D, with 12% of the
total spent in the United States, nearly
20% in France and as much as 40% in
the United Kingdom. M

The breakdown of R&D workers
between the public and business sec-
tors varies by country. The large size
of R&D personnel in the public sec-
tors ol New Zealand and Australia
reflects the fact that the indicators for
those countries include R&D stalf
working in universities. M

Pay levels in foreign affiliates
per employee, in manufacturing
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Source: OECD database, Activities of Foreign Affiliates.
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R & D defence spending falls

ECD countries tend to spend

less on defence than they have

in the past. Or at least that is
what the trend in government appro-
priations for research and development
in the defence sector would suggest.
The volume of funds earmarked by
central or federal governments for
R&D to be carried out in the public or
private sectors, at home or abroad, fell
from 0.32% of OECD-area GDP in 1991
to less than 0.25% in 1998. As a pro-
portion of total budgetary appropria-
tions for R&D, the amount spent on
defence declined from 37% to 30%
between 1990 and 1998. Military
spending has not kept pace with eco-
nomic growth, but the decline also
shows how government socio-
economic priorities — between defence,
healthcare, environmental and educa-
tion issues, etc. — have shifted.

The United States still heads the list,
putting some 0.48% of its GDP into
defence-related R&D, or more than twice
the proportion allotted by the United
Kingdom or France. This represents
55.3% ol total government-financed
R&D, but the percentage is not really
comparable because it includes funds that
some other countries would classify as
industrial development support. Japan is

one of the only countries to record a
steady increase in defence budget R&D
as a percentage of GDP But it is starting
at a low base, since among large OECD

countries Japan remains towards the bot-
tom of the ladder with a ratio of only
0.03% of GDP allocated to defence R&D,
or 5.8% of aggregate R&D spending. M

Defence budget R&D
% of GDP, 1998 or latest available year

United States 54.1
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European Union 15.9
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Czech Republic 14.7
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Japan 5.8
Netherlands 34
Canada 6.1
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Finland 14
Switzerland 1.9
New Zealand' 0.7
Greece | 1.3
Denmark ! 0.6
Portugal : 0.5
Belgium . i | 0.4

0 01 0.2 0.3 0.4 0.5 0.6
%
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Source:  Scoreboard of Science, Technology and Industry, 1999, OECD.

arbon dioxide (CO,) emissions
from the burning of fossil and
biomass [uels play a key role
in the greenhouse effect which affects
climate change. At present, the OECD
countries account for 54% of CO, emis-
sions worldwide. Since 1990, these
emissions have increased by an aver-
age of 9% across the area as a whole,
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Pollution alert!

with different trends in each region: in
North America, the rise was 12%,
whereas in Asia-Pacific countries the
rate varied from 10% in Japan to 81%
in Korea. Emissions in Europe remained
stable over the period. The various
countries’ contributions to the green-
house effect. and the intensity of their
emissions, vary widely, as the chart

shows. This intensity, or emissions per
unit of GDP, reflects the linkage, or
non-linkage, of economic activity and
the emissions generated by that activ-
ity. Put simply, a country with a low
intensity of emissions pollutes less to
produce 100 dollars of national income
than a country with a high intensity
does to produce the same 100 dollars.



CO; emission intensities, 1997

per unit of GDP
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But this does not necessarily mean that
a low-intensity country does not emit
a great deal of pollutants. Intensity per
unit of GDP depends on a number of
different factors: the level and struc-
ture of economic activity; the structure
of industry; the energy efficiency of
production processes in the various
branches of activity, and so forth.

The ranking of emissions per capita is
a closer reflection of total emissions. It
also serves as a reminder (albeit a rough
one) that each consumer is indirectly
responsible for the emission of a
certain quantity of CO,. M
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