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Ladi es and Gentl enen,

d obalization and integration have been the driving forces
of econom c devel opnent and grow h over the past 20 years.
The challenge of the 21% century is to shape appropriate
framework conditions to ensure that gl obalization benefits
as many people worldwde as possible, and that it is
sustainable - economically, politically, socially and
environnment al | y.

Eur opean I ntegration has Wi t nessed | mport ant new
devel opnents over the past few years. Wiile enl argenent of
the EU has made a mlestone with the biggest enlargenent
round ever just conpleted, and two new countries about to
join, progress regarding the deepening of the Union has
been nore m xed.

On the one hand, the euro was successfully introduced and
has established itself as one of the two mjor world
currencies, wth a renmarkable track record of price
stability so far. The nunber of euro area countries is
going to increase to 13, with Slovenia, from next January.




On the other hand, the EUs institutional devel opnent

suffered a setback with the rejection of the draft EU
Constitution. The EU Single Market, despite continuous
progress, is still far from conplete, and the Services
Directive has been adopted only in a watered-down version.

Progress in the new Menber States toward joining the euro
area is proving considerably slower than initially expected.

It seenms we are experiencing a period of consolidation in
the integration process, which is not necessarily a bad
thing, and may, if used appropriately, set the foundation
for further progress in the future. Gven its conplexity
and historical uniqueness, European integration has never
foll owed, and cannot realistically be expected to follow, a
l'i near pat h.

The growth effects of globalization and integration have
been i npressive. China and India are success stories of the
substantial growth effects that globalization can yield, if
only one is prepared to fully engage in the process.
Central and Eastern European countries, notably the new EU
nmenber states, offer equally inpressive exanples of how
societies and economc systenms can be turned from
centrally-planned into market econonmes over relatively
short periods, and how integration can support sustained
and substantial econom c cat chi ng-up.

However, such success stories do not cone out of the bl ue,

just because trade and capital flows are declared to be
| iberalized. They are the result of the deliberate design

of appropriate framework conditions, sweeping changes in
the role and organi zation of the state and its institutions,
an overhaul of the organization of society and its
constituencies and an all-enconpassing enpowernent of

citizens, who are ultimately the source of any val ue added
I n an economny.



The conditions required to generate sustainable growmh are
the subject of a flourishing economc research agenda
around the world, in academa and policy institutions.
Wile there are still many things we do not fully
understand, there are a nunber of core ingredients, apart
fromtrade and financial openness, which seemvital to nake
econom ¢ devel opnent possible and likely. These ingredients
can be grouped into three categories: institutions,
governance and know edge. Together they determ ne how
efficiently a country’s resources are used and devel oped,
whet her the opportunities offered by gl obalization are used,
or whether a country remains on the sidelines, or even
suffers from globalization. Let ne just list sone of the
central requirenments for econom c devel opnment and growth
that seemparticularly inportant for today’ s |ecture.

First, political stability and the rule of law are
I ndi spensabl e. Efficient, stabl e and t ranspar ent
governnental institutions nust ensure the provision of
vital framework conditions for businesses to thrive, for
students to pursue education, for workers to seek and find
adequate and notivating jobs, and for consuners and
i nvestors to nake appropriate deci sions.

A second requirenent for sustained growth is nacroeconomc
stability. Stable noney underpins the efficient functioning
of the price nechanism and preserves the integrity of
nom nal contracts.

It is wdely acknow edged nowadays that an independent
central bank, whose primary objective is price stability,
Is best able to achieve disinflation at the | owest possible
cost, and to maintain price stability on a lasting basis.
However, the success of nonetary policy crucially depends
on a credible and transparent nonetary policy and the
mar ket expectations and market confidence derived from such
a policy. Wen markets form their expectations accurately
and understand well the nonetary policy strategy of a



central bank, they have no incentive to deviate from the
set inflation path.

Referring to EMJ as an exanple, the level of credibility

the independent Eurosystem has earned from the very
beginning in 1999 was conparable to the high credibility
| evel s, which nost stable European currencies previously
already had. The ECB Governing Council has continuously
nonitored inflation expectations and has renai ned ready to
act - if necessary - in a tinely fashion on any changes in
expectations. One of the nost renarkable achievenents of

the first eight years of |life of the Eurosystem however,

has been its ability to anchor and control inflation
expectations. Despite substantial econom c shocks |ong-term
inflation expectations have remained stable and well

anchored at |evels around 2 percent.

However, a stability-oriented nonetary policy by itself is
not enough. Sound public finances are indispensable for
| asting price stability and sust ai nabl e econom C
devel opnent. Expl osive governnent budget paths eventually
| ead to economc, exchange rate and financial systemcrises,
with dire consequences for growh and welfare. Hi story has
taught us that financial stability is a key prerequisite
for favorabl e econom c devel opnent.

Third, economc policies need to be oriented toward
increasing a country’' s production potential. Supply-side
oriented structural reforns are a conplex and often
politically difficult undertaking.

In this context, let me recall the Lisbon Agenda: Although
sonme structural reforns have been carried out in the euro
area, like the liberalisation of the electricity nmarket and
the progress in pension and |abour narket reforns,
flexibility and dynam sm could be inproved in sonme euro
area econonies further. Indeed, recent research by the ECB'




suggests that euro area countries typically have undertaken
nore conprehensive and far-reaching reforns than ot her CECD
countries over the past decade.

However, conparison of reform progress across policy areas
shows that euro area countries have generally not nade nore
progress in reformng the “difficult” areas, where
political resistance is strong, than other CECD countries
(e.g. nodification of enploynent protection |egislation
(EPL), I .e. relaxing the rules governing tenporary
contracts; extension of the working age while reducing
incentives to retire early or reduction of autonmatic
I ndexation of wages). Furthernore, there appears to have
been a slowdown in the reform process in nany euro area
countries after the formal advent of the euro.

Thus, it is vital for an ongoing success of EMJ to keep in
mnd that structural reforns are essential to raise factor
productivity and potential output, to create new jobs and
to achieve |ower prices and higher real inconmes! The need
for reforms is clearly backed by the fact that euro area
potential output growh seens to have noved to the | ower
bound of its previously estimted range of 2-2.5 percent.

Hopeful ly, the relaunch of the Lisbon Agenda and the newy
instituted national reform prograns wll be inplenented
vigorously. The current econom c upturn should be used both
to inplenment structural reforns and to speed up fiscal
consolidation, in line with the New Stability and Gowh
Pact .

Finally, it is a mjor challenge to mintain social
cohesion in the mdst of far-reaching reforns and
accelerating gl obal change. Governnments that pur sue

! Dbuval, R, El neskov, J., 2006, ,The Effects of EMJ on Structural
Ref orms in Labour and Product Markets“, ECB Working Paper No. 596.



appropriate reforns, which serve their citizens in the |ong
run, are always at risk of losing public backing for their
reformpolicies along the way. Simlarly, globalization is
constantly at risk of losing support and indeed faces
fierce opposition from some groups that are eager to
conserve the status quo and accunulated rights of their
respecti ve constituenci es.

Economi sts are right in pointing out that such opposition
is often rooted in msconceptions about how growth, jobs

and wealth are created. It is not a new insight that
economi c activity means an ongoi ng process of destruction
and creation. Nevert hel ess, this process has been

accel erated by globalization, inplying increasing pressure
on economc agents to readily adjust to rapidly changing
conditions. It would be foolish to ignore that there are
| osers from globalization in the short run, as |ess
efficient conpanies exit and their enployees lose their
jobs. It is vital to provide nechanisns to prevent these
people fromal so becomng losers in the | ong run. Framework
conditions need to be designed in such a way that jobs are
created, people who lose their jobs can find another one
within a reasonable tinme span, and the |arge nunbers of
peopl e entering the |abor market in emergi ng economes can
successfully be absorbed into the gl obal |abor market. This
Is why appropriate structural reforns are even nore
necessary. Moreover, this is where education, skills and
capacity building have a vital role to play.

Before | turn to this latter topic in nore detail, let ne
note that quite manifestly the various factors for growth
just nentioned are interrelated. For exanple, macroecononic
stability is hardly conceivable wthout political stability.
Conversely, nmacroeconomc instability will eventually cause
social unrest and destabilize the political systens of a
country. Structural refornms nmay be supported by an
appropriate macroecononm c environnent (though it is, for



i nstance, hotly debated whether strong growh or, on the
contrary, crises actually favor major reforns).

The difficulty therefore is where to start, which
sequencing to follow, which conplenentarities to observe
Clearly, what is right for a country also depends on nany
factors specific to that country. At the sane tine, we can
|l earn fromthe experiences of other countries.

The |IMF has long-standing experience with these conplex
I ssues and continues to be an inportant partner and advi sor
when it conmes to designing economc reform and devel opnent
progr ans.

So, what is the role of capacity building in all of this?
Let us first clarify what we nean by capacity building.
Capacity building is defined quite differently dependi ng on
the specific context. For our purposes today, | define
capacity building quite broadly as “the process and neans

of devel oping a country’s hunan, scientific, technol ogical,
organi zational , institutional and resource capabilities”.?

It covers nuch nore than training; it includes:

human resource devel opnent: the process of equipping
individuals wth the understanding, skills and access
to information, knowl edge and training that enables
themto performeffectively;

or gani zat i onal devel opnent : t he el aborati on of
managenent structures, processes and procedures, both
W thin or gani zati ons and bet ween di fferent

organi zati ons and sectors;

institutional and |l egal franmework devel opnent: in order
to enable organizations, institutions and agencies at

2 Source: conbination of various definitions by the United Nations,
Econom ¢ and Soci al Council and by various non-profit organizations.
See http://ww. gdrc. org/uem capaci ty-define. htnm .




al | levels and in all sectors to enhance their
capacities.

| nportantly, capacity building is a long-term ongoing
process, in which all stakeholders participate.

In short, capacity building includes all neasures that
enable a country to ultimately pursue and organize its
devel opnent efficiently and successfully on its own. It is
help for self-help. The definition that | just gave you nay
seem unduly conplicated and broad. However, to ny mnd,
this definition appropriately enphasizes how many el enents
and processes need to function sinmultaneously for a country
to thrive and benefit from globalization. There are nany
dimensions to capacity building — they all need to be
present to ensure success.

Gven the nmany aspects that are apparently necessary to
permt econom c devel opnent, capacity building nmay appear a
huge, overwhel m ng task. And indeed, it is. One needs high-
profile, credible organizations wth sufficient nunbers of
highly skilled and experienced staff to achieve this
obj ecti ve.

Fortunately, there are a nunber of such organi zations, and
they cooperate closely to ensure conplenentarities and
synergies in their endeavors to help energing and
transition economes wth capacity buil ding.

At the international level, these institutions include the
| M=, the Wrld Bank, the WQ EBRD, COECD, the European
Comm ssion and the BIS. These institutions play a vital
role in pronoting free trade, financial devel opnent,
gl obali zati on and econom c integration. They also provide
I nportant anal yses on ways to reap the nmaxi num benefit from
cl oser integration. Mreover, they provide various forns of
techni cal assistance and training to energing countries.
These efforts are acconpani ed and suppl enented by nunerous
activities carried out by national authorities, including




governnmental organi zations and central banks, around the
wor | d.

Wiy do central banks have an inportant role to play in
econom ¢ and financial education, as well as in technica

assi stance and capacity buil ding? There are various aspects
tothis. Let ne start with economic and financial education.

Economc literacy contributes to an efficient allocation of
resources. Better-inforned people will make w ser deci sions
about their education, jobs, borrow ng, savings, and so
forth. Taken together, this allows achievenent of higher
econom c welfare. Furthernore, a better understanding of
economc issues should strengthen public support for
economc refornms, which yield their benefits only over the
nmedium to long-term Finally, a basic understanding of
econom cs should help safeguard public support for price
stability and create better understanding of an independent
central bank’s nonetary policy decisions.

Financial literacy has, on the one hand, a social dinension
by helping individuals to nake w se and prudent financi al
deci sions and avoid m stakes. On the other hand, it should
contribute to economc and financial stability.

As regards technical assistance and capacity building, the
notivations for governnents and central banks are multiple.
First, there are obvious positive externalities: |If partner
countries develop favorably, this is also good for a
country’s own devel opnent. Providing technical assistance
al so enhances the supporting organization’s own human and
soci al capital.

However, nore fundanentally, | am convinced that there is
also the deeply rooted feeling that it is part of a public
institutions mssion to share know edge and experience
wth colleagues in sister institutions from other countries.

Cearly, for Austria and the Qesterreichische National bank
al | the aforenentioned reasons conbine to <create a
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particularly strong commtnent to share our know edge and
experience, especially wth our Central and Eastern
Eur opean nei ghbors, coll eagues and friends.

The Joint Vienna Institute (JVI) fits ideally into this
broader picture. Wth the fall of the Iron Curtain, a
uni que w ndow of opportunity opened for the Central and
Eastern European countries, the FSU countries and the
reform countries in the Far East to rejoin the
international economc and political comunities. This
meant establishing market economc structures as well as
denocratic political institutions. W felt then and know
now t hat these were Hercul ean tasks.

At the Annual Meetings of the Bretton Wods institutions in
Bangkok in 1991, Patrick de Fontenay, Director of the IM-
Institute, Amon Golan, Drector of the Wrld Bank
Devel opnent Institute, Ferdinand Lacina, Federal M nister
of Finance of Austria and Maria Schaumayer, President of
the GeNB, discussed the challenges of the transition froma
centrally planned to a market econony. They i medi ately saw
the massive need for the training of officials from
transition economes and agreed to pronote the project of a
joint training institute in Vienna. The project matured as
a joint initiative of the Commssion of the European
Communities and five international organizations (the BIS,
EBRD, IBRD, IMF and CECD). The Austrian athorities acted
as host, had observer status on the Board and, together
wth the M-, provided the infrastructure and nost of the
fi nanci ng.

The Institute started up in Septenber of 1992 as the Joint
Vienna Institute, to provide instruction of the highest
standard to help countries nmaking the transition to market -
based economes, whereby each of the participating
institutions could offer their unique expertise.
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Since then, the organizational structure, but not the
dedication to teaching, has changed: the IM- and the
Austrian authorities becane primary nenbers, while the EC
and the BIS left the organization but continue to
contribute to the teaching. On the other hand, the WO
joined the JVI as a contributing nenber. Specifically, |

would like to nention the European Comm ssion, which has
contributed a nunber of courses related to European
integration, a topic that has been very inportant for
Eur opean transition econom es.

Meanwhi l e, the JVI al so noved to new and excell ent prem ses
here in Mariahilfer Strasse. The Institute has built up an
excellent reputation and trained sone 20,000 officials and
participants from the private sector from all transition
countries and | would like to applaud all those who have
hel ped to make this happen.

On January 1, 2007, two nore former transition econom es
wll join the European Union, and will thereby switch, so
to speak, from the recipient to the donor side, just as
eight CEE countries did in 2004. | very nuch hope that
their experience of transition issues wll be reflected in
the course curricula and that the course organizers wl
draw substantially on lecturers fromthe fornmer transition
countri es.

From the points of view of Austria, Europe and the I M, |
f eel t hat the Wstern Balkans are of particul ar
significance to the work of the JVI.

For various reasons, the countries of this region could
only begin their transition process later. Despite having
made significant progress in economc reform this region
is still in the mddle of the transition process.

As | pointed out earlier, training needs to go well beyond
economcs. W know of the inportance of institution
bui |l di ng, economc governance and the rule of Ilaw for
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I mproving policymaking capacity, thereby raising growth
prospects and inproving nacroeconomc stability. Browsing
t hrough the JVI Program 2007, | am happy to see that a good
nunber of courses already cover these areas.

Finally, I would like to wish the JVI and its new director,
M. Hochreiter, who until this August was a senior staff
nmenber of the CGeNB, the very best. | am confident that the
JVI and its nenber institutions wll remain at the

forefront of supporting the transition to a full market
econony as well as maintaining the quality of its products
and thereby upholding the high reputation of this fine
training institution.

Let ne summari ze and concl ude:

G obalization is both an excellent opportunity and a huge
chall enge. Inportantly, it requires the building-up of
know edge and capabilities across all parts of the state
and society. “Capacity building” is not just a buzzword -
it iIs key to successfully reaping the benefits of
gl obal i zat i on.

Central banks and I nt er nati onal econom ¢ pol i cy
institutions have a vital role to play in this field. Their
activities appropriately include special capacity building

initiatives for officials and | eader s who bear
responsibility for the broad direction in which a country
and econony is noving. In addition, central banks

Increasingly recognize the inportance of economc and
financial education for the public at |arge.

Only economcally and financially informed citizens are
wlling and able to go along wth far-reaching reform
prograns, to found their own businesses, to make efficient
prof essi onal and financial decisions. Economically literate
citizens wll better understand the long-term benefits of
price stability.
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The Joint Vienna |Institute is a success story of an
institution specifically founded with the aim of capacity
building for a specific audience. It filled an inportant
niche when it was established. Over tine, the Institute’'s
focus has shifted, as the needs of its trainees have
changed. In that sense, the JVI has all the prerequisites
to excel further in the future: high-quality standards,
user-orientation and flexibility in a changi ng worl d.



