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What is OECD

OECD – Organisation for Economic Co-operation and Development – is an offspring of the Marshall plan; it started as a kind of economic complement to NATO.

Currently, the OECD has 31 members that see themselves as “like-minded“. The OECD concept of like-mindedness means that its members practise democratic government and market economy. It embraces Anglo-Saxon capitalism; the social market economies of Europe; the special experience of transition from communist non-economy to democratic capitalism brought in by countries such as the Czech Republic, Poland, Slovakia and Hungary; as well as Asian capitalism as has been implemented in Japan or South Korea. OECD provides a forum where governments can compare and exchange policy experience, identify good practices – hopefully - and formulate recommendations. 

Some may see OECD as some sort of a club of rich countries. That is not exactly the case. Its members include countries such as Mexico, Turkey and, since only a couple of days ago, Chile - the first South American country that has become a member of the club.

OECD is based on consensus, peer review and influence, not on lending money under specific conditions as it is done by the IMF or by the World Bank. 

Four other applications for membership are currently in process: Estonia, Slovenia, Israel and Russia. It means that various OECD Committees evaluate these countries’ positions on OECD legal instruments, the so-called “acqui OECD“. Some of these instruments are binding, such as the OECD Code of Liberalisation of Capital Movements, some are formulated merely as recommendations which, however, the member countries are expected to implement as well, for instance the Council Recommendation concerning the Model Tax Convention on Income and Capital. 

It is expected that Estonia, Slovenia and Israel might become members some time in the spring this year. The case of Russia is obviously somehow more complicated. Technical evaluation of its application in the respective OECD Committees is still at an early stage. 

(Even though the technical evaluation of the Russian application is successfully completed, and this might take a year or two, the final decision on its membership in the club will thereafter be taken in the capitals of the member countries.)

My own view is that Russia’s membership in the club would be good for Russia, as it would help to improve its institutional framework and provide a forum for a permanent peer review of its economic policies. We will see whether there will be sufficiently strong political will in Russia to cross the line, and how the current member countries will interpret like-mindedness when eventually making the final decision on Russia’s accession. 

OECD also pursues a so-called “enhanced cooperation“ with the emerging economic powers: China, Brazil, India, South Africa and Indonesia, with “a view to their possible membership in the club“ in the future. These countries are not applying for membership - OECD is sort of luring them to join. 

Why? These countries are gaining an increasing share in global GDP while OECD members’ share is dwindling.  20 years ago the share of OECD countries in global GDP was about 70%; before the crises it was about 50% and it will be even less now. For OECD to remain relevant in the changing world the organisation obviously has to seek closer cooperation with this “Big Five“ - the current economic crises highlighted the need for closer ties.  

(The Convention, consisting of only a few pages, says that the OECD aims its activities at the promotion of economic growth, employment, free trade and raising the living standard of its members, but also of non-member countries (development). (Balkan countries – CzechInvest experience – Prague, South Caucasus and Ukraine – how to improve business climate so as to attract foreign investment))

Czech Republic and OECD

The Czech Republic has been a member of the OECD since 1995; this year we celebrate the 15th anniversary of our membership. Václav Klaus, the country’s prime minister at the time, sent in the application. Poland joined a year later…Accession to OECD was important for us as a kind of proof that our transformation course was right, that the foundations of democratic capitalism in our country were firmly in place by the mid-nineties and that this was recognised by “like-minded“ countries. 

Had there not been the communist takeover in 1948 and Stalin’s pressures, we would not have ended up on the wrong side of the Iron Curtain and Czechoslovakia would have been among the founding fathers of the OECD, as well as among the signatories of the Rome treaties which laid the foundations of the Common Market in 1957. Given the advanced stage of its development between the world wars, the strength of its heavy industries and the democratic political system of the First Republic, our country would have been perfectly equipped to take that position.

Let me now jump to an example of how OECD members, including the Czech Republic, can make use of the OECD expertise. It may also give you a glimpse at how OECD works. Currently, the Economic Review of the Czech Republic for 2010 is under preparation. In my opinion, these regular Reviews of member countries, as well as of selected non-member countries (China, Russia), are part of the core business of the OECD. They belong to its flagships. 

The work on a Review starts by agreeing on the content of the survey first, a discussion in which I am also rather heavily involved. In this year’s Survey we may obviously expect a chapter offering an analysis and recommendations related to fiscal consolidation, and there is also to be a chapter on taxes and social expenditures and a chapter on business environment. 

Once the theme is agreed upon, two visits of OECD experts to Prague are organized. They talk to various government representatives and to the top officials of the Czech National Bank, visit social partners and see some analysts from private companies or academia and ask questions related to the themes of the Survey.

Next, a draft of the Review is written by the OECD experts and sent back to Prague to the government, with a view to preparing it for discussion in the respective Committee in Paris.  After the discussion in the Committee, some redrafting may be done, resulting in the final version of the Survey which is to be presented in Prague. The presentation will most likely be done in early April jointly by Prime Minister Fischer and OECD’s Secretary-General Angel Gurría. 

I think that because of the content of the Review, the date of its presentation and the dynamics of Mr. Gurría, this might be quite an interesting event to follow. 

Let me mention in passing that the Chairman of the Economic and Development Review Committee is Bill White, a Canadian, who, as some of you may know, has been challenging Alan Greenspan’s loose monetary policies as contributing to the bad allocation of capital and creating excessive capacities. He did not do this ex post but by the time he was with BIS in Basel at the beginning of this decade, when Greenspan was in charge of FED.

What is the significance of the REVIEWS? Perhaps I should quote Val Koromzay who used to be the Chairman of the Department preparing OECD Country Surveys for many years until he retired last year. At a seminar on the economic growth strategy of the Czech Republic organized in Paris in 2006, he said:

“Finally, reform institutions have a critical role to play. Domestically, agencies such as the Australian Productivity Commission can provide powerful support for reform, as can economic think tanks more generally – particularly when (like the Dutch CPB or the Belgium Federal Planning Bureau) they have intellectual independence but a formal mandated advisory function. Internationally, EU institutions are obviously of great importance; and I believe that OECD is also very important. Our Country Reviews are (with admittedly different impacts across OECD countries) often a useful catalyst. This is not because OECD Reviews can somehow put pressure on governments to do things that they don’t want to do; but because they can encourage governments to do what they in fact want to do (even if they can’t say so out loud for political reasons) and hopefully provide ammunition to use against domestic opponents of reform.“

The OECD and the Current Economic Crisis

The OECD, like other international organisations, did not warn the international community about the risks of the global economic crisis (or more precisely great recession) from which the world economy is only slowly and hesitantly emerging at present. 

(Yet, in the spring of 2007, the Economic Policy Committee, one of the key committees in the OECD headed then by Professor Mischkin of FED, noted that “the emerging problems in the US subprime mortgage market…raise serious concerns about the health of the US housing sector and possible spillovers to the economy at large“. However, at the same time, the Economic Development Review Committee - when discussing the Economic Survey of the USA - used much more conciliatory language. There was no reference to Ninja loans – no income, no job, no assets- and when speaking about vulnerability of indebted households and its possible fears for macro and financial stability it says: “Despite such fears, risks appear presently well contained“. It was spring 2007… This shows a certain weakness in the workings of the Economic Development and Review Committee as the language of countries’ Economic Surveys is negotiated and has to be consensual. Remember that the OECD is above all an international organisation, not a pure think tank, and this may pose certain constraints on its work.)

However, the OECD has been analysing the development of the economic and financial crisis continuously, providing policy advice to its members as well as non-members. 

(Already in the autumn of 2008 it made public its “Strategic Response to the Financial and Economic Crises“, it was updated in the spring of 2009 under the heading  “The Road to Recovery“ . This document served as one of the inputs for the G20 summit in London last year.) 

In short, it argued for a rather large fiscal stimulus (as an exceptional measure in exceptional times) and stipulated how it should be structured to mitigate the impact of recession. Also OECD experts have been suggesting policies to chart the road to a structurally better-underpinned recovery and growth.

Let me now finish my exposé by a few comments on how the OECD economists see the current stage of the recovery of the world economy and what they see as major challenges for policymakers. 

First of all, a recovery is beginning to be visible, albeit it is rather weak ... Interestingly enough, this kind of the world economic recovery has been led by emerging economies, mainly China, India and Brazil. Through a certain measure of revival of the world trade, it helps the OECD countries as well. Also banks in the OECD countries have started lending a bit more to the real economy as their financial situation has improved. Yet they still seem to be more interested in investing into various financial instruments – as in the past – than in lending to real economy. 

Large international imbalances visible before the crises have narrowed to some extent, mainly because imports by the OECD countries declined as a result of their weak economy. There is a risk that these imbalances might reappear once growth in the major OECD countries rebounds unless there is readjustment of exchange rates – especially revaluation of the Chinese currency. However, readjustment of exchange rates might not be enough. There is a need for some structural changes in the OECD countries, such as increase in the households savings that has become visible in the USA recently; however, it still remains uncertain whether this is a real long-term change.

As to inflation, it will remain low for some time as there is plenty of unused capacities and rather large unemployment that is still increasing, though more slowly than before. 

It is not easy to find best practice policies dealing with unemployment close to 10% in Europe as well as in the USA. Even the famous Danish flex security problem seems to be cracking when confronted with an economic decline as deep as 7%. Is the German Kurzarbeit a solution? It may keep people employed so that they do not lose their skills but it may only be prolonging the agony of some enterprises, which are doomed in the long run. There seems to be a rather large structural excess capacity in automotive industries…

The major challenge for the policymakers in a number of OECD countries, especially in the USA and some European countries, for the foreseeable future is how to deal with the large (sometimes even double digit) deficits of public finances, which continue to increase the already high sovereign debt (over 100 GDP). Tackling it would call for the end of stimulating fiscal and monetary policies, hence decreases in government spending, and perhaps some increases in taxes.  Yet this is near to impossible for political reasons, while the recovery remains very sluggish and fragile. This is a vicious circle in which the economic policies of the respective countries find themselves. 

Interestingly enough, some other OECD countries outside of the USA and Europe like Australia, South Korea, Canada and Chile seem to be better off and appear to have started the famous or infamous exit from the extraordinary fiscal stimuli and unusually loose monetary policies. It remains to be seen whether the OECD expertise, and its role as a source of inspiration to learn from best practices, finds ways of helping the sinners to break the vicious circle.

