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Going for Growth was launched in 2005 as a new form of structural surveillance complementing the OECD’s long-standing country and sector-specific surveys. In line with the OECD’s 1960 founding Convention, the aim is to help promote vigorous sustainable economic growth and improve the well-being of OECD citizens.

This surveillance is based on a systematic and in-depth analysis of structural policies and their outcomes across OECD members, relying on a set of internationally comparable and regularly updated indicators with a well-established link to performance. Using these indicators, alongside the expertise of OECD committees and staff, policy priorities and recommendations are derived for each member. From one issue to the next, Going for Growth follows up on these recommendations and priorities evolve, not least as a result of governments taking action on the identified policy priorities.

Underpinning this type of benchmarking is the observation that drawing lessons from mutual success and failure is a powerful avenue for progress. While allowance should be made for genuine differences in social preferences across OECD members, the uniqueness of national circumstances should not serve to justify inefficient policies.

In gauging performance, the focus is on GDP per capita, productivity and employment. As highlighted in the past and again in this issue, this leaves out some important dimensions of well-being. For instance, while a high GDP per capita tends to make for better health and education outcomes, it is not sufficient to ensure social cohesion, even if higher employment helps. However, for economic policy purposes, GDP per capita and employment measure well-being better than any other available indicators.

Going for Growth is the fruit of a joint effort across a large number of OECD Departments.
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Editorial

Shifting gears

OECD countries seem poised for a modest, uneasy, yet much-welcome recovery. This prospect was far from granted a year ago, and owes a great deal to the exceptional monetary, fiscal and financial policies that policymakers across the OECD and beyond have implemented over the past 18 months. However, the recession has left deep scars that will be visible for many years to come. The crisis has lowered living standards and employment on a durable basis, and at the same time, endangered the sustainability of public finances in many OECD countries. Yet there is still time to minimise these scars through appropriate policy action.

A more positive economic outlook means policymakers should increasingly phase out some of the exceptional policy initiatives that they took in a crisis context, while at the same time maintaining or reinforcing other measures, launching new reforms and resisting protectionist and Malthusian temptations in international trade and labour markets. Candidates for gradual removal include the exceptional government support to automotive and other industries, public funding for new infrastructure projects, and crisis-related increases in unemployment benefits where these were already fairly high. By contrast, areas where reform efforts could be strengthened include reductions in anti-competitive product market regulations to boost activity and job creation, increased use of price instruments in green growth policies, and active labour market policies, which will need to cope with the sizeable recent and prospective rise in unemployment better than they did in past downturns. It also makes sense to maintain recent tax support to private R&D and targeted labour tax cuts as long-term growth support measures, but only where these can be financed. Indeed restoring fiscal sustainability will be a daunting task for most OECD governments in the years ahead. Fulfilling this task, while protecting long-term growth, will require reaping efficiency gains on spending, especially in the areas of education and health, and avoiding large increases in harmful labour and capital taxes. These areas have been addressed in previous volumes of Going for Growth.

So far, so good. OECD countries have avoided the major structural policy mistakes of certain past crises, such as the protectionist spiral of the 1930s or the misguided labour market policies of the 1970s. In fact, the lead chapter of this year’s edition of Going for Growth finds that in line with last year’s recommendations, many of the measures taken in the areas of R&D, infrastructure, labour taxes and active labour market policies will help to contain the long term damage of the crisis for welfare.

There is no room for complacency, however. Our in-depth assessment of reform progress over the past five years across the OECD (Chapter 2) shows that reforms are more incremental than radical in nature and they infrequently address the thorniest issues. It is not at all clear that structural reform has accelerated since the start of the crisis, as policymakers have understandably focused on the most pressing macroeconomic issues. But with the nadir of the crisis now behind us, the time has come to move away from crisis management mode towards speeding up the recovery and laying the ground for a more sustainable and fairer economic future. In this spirit, the country notes in this year’s edition of Going for Growth (Chapter 3) highlight for each OECD country those policy priorities which we think would be most urgent to address at the current juncture.

Structural reform in financial, product and labour markets has to be part of the cure. This is fairly obvious for financial market regulation, whose past deficiencies have been a major force behind this crisis and where the crisis response has left new challenges in the form of moral hazard and weak competition. It may seem less obvious at first glance for product and labour market reforms. Indeed, with this crisis having shaken our thinking on financial market regulation, one might naturally wonder whether longstanding policy prescriptions in these other areas should be revisited as well. The broad qualified answer has to be No. As dramatic as they have been, recent events have not radically altered the large income per capita gaps that prevail across the OECD, which a wealth of empirical evidence traces back to cross-country differences in education systems, labour market institutions, product market regulations or the design of tax and welfare systems, among a broad range of factors. In fact, the damage of the crisis on income levels and public budgets, and to some extent the need to address global current account imbalances, have if anything strengthened the case for reform. This of course does not imply that there is a single road to Rome, and indeed different countries can, and often do, opt for different but still efficient trade-offs between growth, risk and equity objectives.

Given the centrality of financial markets to the origins of the crisis, regulators across the OECD need to step up ongoing efforts to strengthen financial market regulation. On this front, our recent analysis summed up in Chapter 6 brings some good news: outside a few specific areas of regulation, there is no evidence of any conflict between banking sector stability and competition objectives. It should thus be possible to strengthen regulatory frameworks while preserving the benefits from competition, in terms of access to and price of financial services. This is a very encouraging message and a call for action, at a time when reform efforts may risk being watered down or even stalled.

With the crisis having revealed the disproportionate gains that high-income households have enjoyed in recent years, income distribution and equity issues, which were already a major policy concern, have moved to centre stage. One key dimension of equity within our societies is intergenerational social mobility, which promotes equal opportunity for individuals and enhances growth by putting all of society’s human resources to their best use. OECD work points to major cross-country differences in this regard, and links them to education and income distribution policies (Chapter 5). In a number of OECD countries, there appears to be quite some room for enhancing intergenerational mobility at no cost or even at a benefit through education reform, including by increasing enrolment in early childhood education, avoiding early tracking of students and improving the social mix within schools.

Finally, this year’s edition of Going for Growth looks for the first time at the long-term prospects and challenges for Brazil, China, India, Indonesia and South Africa to catch up to OECD living standards (Chapter 7). Taken together, the “BIICS” – with which the OECD has established a relationship of “enhanced engagement” – have been an important engine for world growth through this crisis, and they account for a growing share of global output. At the same time, notwithstanding major improvements in human capital that bode well for future productivity trends, our analysis highlights a number of policy areas where reform will be needed to sustain strong growth going forward. With some differences across the BIICS, challenges include moving towards more competition-friendly product market regulation, strengthening property rights and contract enforcement, deepening financial markets and adopting multi-faceted strategies to reduce the size of informal sectors. Our Going for Growth exercise is an evolving process, and this chapter is a stepping stone towards mainstreaming the “enhanced engagement” countries in future editions, along with the incorporation of OECD accession countries.
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Executive Summary

The OECD countries experienced a major financial crisis that led to the deepest recession since the Great Depression. Governments and central banks swiftly took unprecedented steps to save the financial system, and a wide range of policy measures were undertaken that overall seem to have set the stage for a gradual recovery.

As the recovery takes hold, the swift actions that were taken in response to the crisis will need to be reassessed as to whether they help support sustainable growth going forward. In last year’s report, principles were enounced for policies that could support demand in the short term, while at the same time help to ensure robust long-term growth. The lead chapter (“Responding to the Crisis”, Chapter 1) examines in detail the actual policy responses in all OECD countries. Three main conclusions stand out:



	OECD countries have so far avoided the major structural policy mistakes of some past crises, such as imposing severe protectionist measures or highly damaging labour market policies like early retirement schemes. Other measures were taken that will help to contain the long-term damage of the crisis for material living standards and welfare, such as in the areas of R&D, infrastructure, labour taxes and active labour market policies.

	Going forward, significant risks remain, however. With unemployment likely to remain high for some time, governments will face pressures to maintain or introduce labour market measures which, if entrenched, coulddurably reduce labour utilisation. Likewise, depending on the magnitude and composition of adjustment in taxes and spending, the much-needed consolidation of public finances could affect long-term income levels.

	The urgency of structural reform has in general been reinforced by the crisis. This especially holds for the need to revamp financial regulation. Reforms are also needed in other areas, such as labour and product markets, where they could speed up the recovery, help consolidate public finances in a way that protects long-term growth and, in some cases, contribute to reducing current account imbalances.


Against the background of a strong need for reform in the wake of the crisis, the overview of reforms (Chapter 2) assesses the progress that each country has made over the past five years in a broad range of structural policy areas where government action could boost long-term growth. The country notes (Chapter 3) in this year’s edition also highlight those priorities that seem most urgent to address during the recovery. Despite the depth and extended nature of the crisis, differences in per capita GDP have not changed much, and can to a large extent be explained by structural policy factors that are the basis on which structural policy priorities are identified in Going for Growth. The main reform patterns that emerge from the stocktaking exercise carried out over the period 2005-2009 are the following:



	OECD countries have followed up on Going for Growth policy priorities since 2005. Two-thirds of them took some legislative action in at least one of their priority areas each year.

	At the same time, reforms have been typically incremental rather than radical in nature, and most have not been ambitious enough to warrant a removal of corresponding Going for Growth priorities. Furthermore, the pace of structural reform seems to have slowed recently.

	There is broad variation among the countries that have been most active in structural reform since 2005 in terms of geography, size and income levels, although a majority are small OECD economies.

	Experience with past reforms reviewed in this chapter confirms that they are easier to undertake where they entail only benefits and little or no short-term cost, and harder to carry out where they may hurt the short-term interests of specific groups, such as incumbent investors, farmers or labour market “insiders”.


This issue of Going for Growth also contains special topical chapters on intergenerational social mobility, prudential regulation and competition in banking, as well as an application of the Going for Growth methodology to Brazil, China, India, Indonesia and South Africa.

The chapter on intergenerational social mobility (“A Family Affair”, Chapter 5) examines how policy reforms can remove obstacles to social mobility and thereby promote equality of opportunities across individuals. Such reforms can both improve equity and enhance economic growth by facilitating the allocation of human resources to their best use. The following main conclusions emerge from the analysis of recent cross-country patterns in intergenerational social mobility and their links to public policies:



	Parental or socio-economic background influences descendants’ educational, earnings and wage outcomes in practically all countries for which evidence is available, but cross-country differences are wide. Mobility in earnings across pairs of fathers and sons is particularly low in France, Italy, the United Kingdom, and the United States, while mobility is higher in the Nordic countries, Australia and Canada.

	The substantial wage premium associated with growing up in a better-educated family, and the corresponding penalty from growing up in a less-educated family, also vary across European OECD countries. They are particularly large in Southern European countries as well as in the United Kingdom.

	The influence of parental socio-economic status on students’ achievement in secondary education is particularly strong in Belgium, France and the United States, while it is weaker in some Nordic countries, as well as in Canada and Korea.

	Inequalities in secondary education are likely to translate into inequalities in tertiary education and subsequent wage inequality.


Education policies, such as promoting early childhood education and social mixity in schools, or avoiding early tracking of students found to play a key role in explaining observed differences in intergenerational social mobility across countries. Redistributive and income support policies are also associated with greater intergenerational social mobility.

The chapter on prudential regulation and competition in banking (“Getting it Right”, Chapter 6) explores the existence of possible tradeoffs between stability and competition in the financial sector. The recent financial crisis has illustrated the importance of banking sector stability, while potential gains from competition are well established. In the current proposals and actions to strengthen prudential regulation, attention needs to be paid not only to stability but also to preserving the well-established benefits from financial market competition. The main findings are as follows:



	Relationships between the indicators of prudential regulation and summary measures of competition in banking do not point to prudential regulation as having adverse effects on the strength of competition. There may thus be no general trade-off between financial sector stability and competition objectives.

	Some areas of prudential regulation, most notably the strength of the banking supervisor, even appear to have been associated with greater competition in banking, possibly because strong supervision helps to level the playing field across all competitors.

	Only in a few specific areas, such as entry and ownership restrictions, do measures to strengthen prudential regulation appear to weaken competition.

	The effect of prudential regulations on competition in banking seems to depend on the strength of supervision. For example, it seems that strong supervisors mitigate the anti-competitive effects of stringent entry and ownership regulations.


A final chapter (Chapter 7) applies the OECD’s Going for Growth framework to Brazil, China, India, Indonesia, and South Africa – collectively referred to here as the “BIICS” – which are the largest economies in their respective regions. The focus of the chapter is on how to achieve or sustain high growth rates and thereby ensure a catch-up in living standards relative to the OECD area over the long term. The analysis in the Chapter suggests a number of common areas for ongoing reform across the BIICS:



	Rapid improvements in access to education have resulted in secondary school attainment rates that are similar to OECD countries for younger cohorts (though less so for India), which bodes well for sustained productivity growth over the coming decades. In contrast, most aspects of product market regulation are less conducive to competition in the BIICS compared with the upper half of OECD countries.

	The persistence of large informal sectors in most of the BIICS and extremely low labour utilisation in South Africa justifies a multifaceted strategy with emphasis on facilitating formal sector employment. Important policy reforms in this regard include enhancing human capital and labour market flexibility, simplifying the tax system and reducing burdensome product market regulation.

	Property rights and legal institutions could be strengthened in the BIICS, especially in China and Indonesia. There is also considerable room for strengthening the framework for policy enforcement in these two countries as well as in Brazil and Indonesia.

	Financial markets are typically shallower in the BIICS than in the upper half of OECD countries, implying low levels of financial inclusion and a more limited role for financial intermediation. Policies directed at financial deepening, including improved regulation, could boost firm size, capital accumulation and productivity.


The application of the Going for Growth framework to the BIICS is more difficult than for OECD countries since the full range of policy and performance indicators are currently not available across all of these countries. In addition, with their extensive differences vis-à-vis some of the OECD economies, the BIICS’s incorporation into Going for Growth increases the heterogeneity of country coverage. Nevertheless, the exercise illustrates the flexibility and robustness of the Going for Growth framework, that will be refined as part of the full integration of new countries into the exercise in subsequent years.




PART I

Taking Stock of Structural Policies in OECD Countries





Chapter 1

Responding to the Crisis while Protecting Long-term Growth

OECD countries have taken a wide range of measures in response to the crisis, notably in the areas of infrastructure investment, taxes, the labour market, regulatory reforms and trade policy. This chapter assesses the expected effects of these measures on long-run income levels, and examines structural policy challenges to deliver strong and sustainable growth going forward. The main conclusions are that OECD countries have so far avoided major mistakes – in particular concerning trade and labour market policies – but some risks remain. The crisis has in general reinforced the need for structural reforms. These reforms could help to speed up the ongoing recovery, strengthen public finances while protecting long-term growth and, in some cases, contribute to the resolution of global current account imbalances.


The OECD experienced a major financial crisis that led to the deepest recession since the Great Depression. GDP fell by four percentage points during 2009, industrial production and global trade shrank drastically before starting to recover from depressed levels in the second half of the year, and unemployment has risen into double digits in many OECD countries. Fortunately, governments and central banks swiftly took unprecedented steps to save the financial system, and thus avoid a complete economic collapse as in the 1930s. In addition, most governments adopted major fiscal stimulus packages, and the operation of automatic stabilisers also offered support. A wide range of other policy measures were undertaken that overall seem to have set the stage for a gradual recovery.

Although the worst may have been avoided, past experience with financial crises indicates that GDP and income levels are unlikely to return any time soon to their initially projected path. Recent OECD estimates put the permanent GDP loss at about three percentage points on average across the OECD, because of a long-lasting elevation of risk premia that will raise the cost of capital, as well as persistently higher structural unemployment (OECD, 2009b). There is a considerable amount of country-specific heterogeneity, mostly on the unemployment side (see Box 1.1), as well as large uncertainties regarding the estimates, particularly insofar as the response to the crisis has included a range of structural policy measures that could either amplify or mitigate expected long-term output losses.


Box 1.1. The effect of the crisis on potential output over the long term


Recent OECD analysis estimates that even as economies eventually recover, the crisis could well reduce medium-term potential output by about 3% in the OECD area compared with levels that would have prevailed otherwise, with much of the reduction occurring already by 2010 (see OECD, 2009b). As shown in the table below, there is a large cross-country variation in the expected impact of the crisis on potential output, reflecting partly differences in the size of the shock as well as structural policies. While the crisis will leave OECD countries poorer than they would otherwise have been, growth may not be affected by the crisis in the long term. It is nevertheless expected to slow (from the 2-2¼ per cent per annum achieved over the seven years preceding the crisis to around 1¾ per cent per annum on average in the long term) owing to unrelated reasons, not least slower growth in potential employment due to ageing populations.

Overall, two-thirds of the OECD-wide decrease in potential output is projected to come from a permanently higher cost of capital with the remainder coming from lower potential employment. Sharp falls in investment and higher capital costs – reflecting in part a permanent return to the higher levels of risk aversion that prevailed before the credit boom of the 2000s – have led to weak or negative growth in capital services in many countries. Among the G7 countries, growth in capital services over 2009-10 period is, for instance, about 2-3 percentage points per annum less than the average post-2000 growth rate.

Long-term unemployment and its associated “hysteresis” effects are expected to lower potential employment, particularly in European countries where response of long-term unemployment to poor economic conditions has traditionally been larger than in most other OECD regions. The expected decrease, based on historical relationships is, however, surrounded by considerable uncertainty: it may be overestimated, as many countries have implemented important labour and product market reforms in the recent past that may belie historical relationships, but it could also be higher given the size of the shock. For Ireland and Spain, there is an additional negative impact on potential employment from a reduction in the labour force mainly due to a reversal of net immigration flows.


Steady-state effects of the crisis on potential output1
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Source: 2009 OECD estimates.




In addition, impacts on potential output via total factor productivity (TFP) and labour participation can also affect potential output, although they may be partially offsetting since both participation rates and total factor productivity are affected by opposing forces during downturns.a The overall effect of the crisis is therefore very uncertain, and the final impact on output will notably depend on structural policy responses.



Against this unprecedented cyclical background, which affected different countries to varying degrees, it is important to emphasise that the pre-existing differences in per capita GDP changed only little and that the differences remain very large. For instance, the average GDP per capita for the lower half of OECD countries is 37% below that of the average of the upper half (see Figure 2.1 in the Chapter 2). And for some countries, the gaps are much larger – around 60% for the five lowest-income OECD countries. Much of these differences in income can be explained by structural policy factors that have been explored in past OECD studies and previous editions of this annual benchmarking report. Those factors are the basis on which structural policy priorities are identified in Going for Growth. As a consequence, despite the seriousness of the crisis, most of the policy priorities previously identified in the Going for Growth exercise remain highly relevant. The relevance of the structural policy priorities in the context of large adverse economic shocks is further discussed in Box 1.2 of this chapter, as well as in the introduction to the country notes featured in Chapter 3.

Nevertheless, the crisis has deeply affected policy thinking in a range of areas, two of which are especially important in the context of Going for Growth: i) the role that regulation plays in financial markets, which has long been identified as a missing area of coverage in this exercise, but has not been fully explored so far for lack of data and empirical analysis;1 and, ii) the issue of whether the effects of the structural reforms advocated in Going for Growth – and hence, their importance – may vary under the new economic environment created by the crisis.

As the recovery takes hold, the swift actions that were taken in response to the crisis will need to be reassessed as to whether they help support sustainable growth going forward. In last year’s report, principles were enounced for policies that could give support to demand in the short term, while at the same time help to ensure sustainable long-term growth. This chapter examines the actual policy responses. Three main conclusions stand out



	OECD countries have so far avoided the major structural policy mistakes of some past crises, such as the protectionist response of the 1930s or the Malthusian labour market policies of the 1970s. Many of the measures taken to stimulate R&D, boost infrastructure spending, lower the tax burden on low-income earners, scale up and strengthen active labour market policies and promote green growth, will help to contain the long-term damage of the crisis for material living standards and welfare.

	Going forward, some risks remain, however. With unemployment likely to remain high for some time, governments will face pressures to maintain or introduce labour market measures which, if entrenched, could permanently reduce labour utilisation. Likewise, depending on the magnitude and composition of adjustment in taxes and spending, the much-needed consolidation of public finances could affect long-term income levels.

	The urgency of structural reform has in general been reinforced by the crisis. This especially holds for the need to revamp financial regulation, which will require international co-ordination. But reforms are also needed in other areas where they could speed up the recovery, help consolidate public finances in a way that protects long-term growth and, in some cases, contribute to reduce current account imbalances. Such reforms include, for instance, relaxing anti-competitive regulations in product markets, enhancing the efficiency of health and education spending, strengthening the job-search incentives and skills of the long-term unemployed through active labour market policies and unemployment benefit system reform, and reducing access to de facto early retirement pathways.



Last year, action in four broad policies was suggested, for which follow-up is reviewed: infrastructure investment, tax reforms, active labour market policies and regulatory reforms. Priorities for revamping the financial market regulation that contributed to the financial crisis are taken up first. Governments also took action in a number of other policy areas which either seems to have been inappropriate (e.g. trade barriers), or may have provided short-term economic stability but will need to be unwound going forward as the economy recovers (e.g. state ownership in banks). These policies are reviewed in the first half of the chapter.2 The second half discusses the potential impact of the policies, the looming challenge of how to return to fiscal sustainability in a way that does not harm long-run growth and living standards, as well as the extent to which structural reforms could help address current account imbalances going forward.


Growth-enhancing structural policy responses to the crisis


Financial market measures

Financial systems provide an important role in facilitating the efficient allocation of capital, monitoring investments, diversifying risk, mobilising savings, and easing market transactions. To this extent, they promote better economic performance. However, with the growing complexity and sophistication of financial markets, the appropriate set of competitive regulations is not easy to identify. The recent financial crisis has revealed major weaknesses in the operation of financial regulatory and supervisory frameworks including ones that contributed to the build-up of leverage and risk appetite, and ultimately contributed to the recession (OECD, 2009a).

Emergency interventions were necessary and appropriate to stem the spread of systemic damage during the crisis, and to help restore normal functioning of financial markets. Virtually all OECD countries engaged in expansions of deposit insurance, guarantees of bank debt and injections of capital (Table 1.1). The gross value of this financial intervention amounted to over 50% of GDP for four countries (Ireland, Sweden, United Kingdom and the United States) and more than 10% of GDP for about half of the OECD countries (OECD, 2009b). While some of these measures do not necessarily imply actual spending and the net value of this intervention has been low so far, the long-term cost can be substantial for many countries. Some countries went so far as to de facto nationalise some banking activities, including Iceland,3 Ireland, the Netherlands, Portugal, the United Kingdom, and the United States. Moves to purchase and/or ring-fence toxic assets were undertaken or announced by Germany, Ireland, Korea, Switzerland, the United Kingdom and the United States. The rapid response to financial market distress has helped minimise the costs of the crisis in terms of lost output, since delays could have resulted in further deterioration of asset quality and an even larger recession.

Yet such interventions have also come with downsides, since durable state direct involvement in financial markets could harm competition, distort pricing of risk and delay required re-structuring, and thereby reduce longer-term growth. Therefore, the elaboration of exit strategies and the clarification of the longer-term regulatory framework are essential, although implementation of certain elements will have to follow the restoration of the banking sector to health. Moreover, the removal of financial support to the sector and the implementation of better regulations should be co-ordinated across countries to ensure a smooth exit and minimise regulatory arbitrage.


Table 1.1. Financial market measures taken
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Source: OECD (2009), Economic Outlook No. 86 and OECD (2009i).




While many decisions are still to be made, the contour of the coming regulatory landscape is emerging as a variety of prudential regulatory reform proposals that have been put forward to strengthen financial stability without a priori stifling competition, from national governments, the Financial Stability Board (FSB), the IMF, the BIS and the EC. The overall consensus of these plans focuses on a broad set of principles that are needed to ensure that the precursors to the recent crisis do not re-emerge. These measures include (see in particular FSB, 2009 and OECD, 2009i, 2009n)



	
Strengthening the global capital framework. New rules are needed that require a step-up in the amount and quality of capital that the financial system as a whole needs to carry, so that banks holding minimum required capital levels will be more viable in a future crisis, and confidence in the system as a whole will be maintained. This includes revising the Basel II capital framework to specify, on a cyclical basis, the type and level of capital that financial institutions are required to maintain, so that larger buffers are available to cushion downturns.4 Since holding capital is costly, some cross-country co-ordination will ultimately...
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Countries Employment effect Cost of capital effect Total effect of the crisis

Australia -0.5 =241 =216
Austria -0.9 =17 =2.6
Belgium -1.8 -1.9 3.7
Canada -0.5 -1.9 2.4
Denmark -0.7 -2.0 2.7
Finland -0.8 -1.9 2.8
France -0.9 —1.9 2.8
Germany 1.7 22 -39
Greece -1.0 2.6 -36
Ireland? -98 -2.0 1138
Italy -1.9 =21 4.1
Japan -0.4 -1.7 -2.1
Netherlands -1.8 2.0 =37
New Zealand 0.0 2.4 24
Poland -2.0 25 45
Portugal -1.2 -1.4 2.7
Spain? -84 =5 -10.6
Sweden -1.1 -1.9 -3.0
United Kingdom -1 -1.8 29
United States -0.4 -2.0 2.4
Simple average -1.8 -2.0 -39
Weighted average -11 -2.0 =31

1. The effects of the crisis on potential output are calculated through two distinct channels (see OECD, 2009b
for further details): i) a fall in potential employment, which is mainly due to a rise in structural
unemployment as a result of hysteresis-type effects; ii) the negative effect of a permanently higher cost of
capital through higher risk premia on the long-term capital-labour ratio and thereby on productivity. The
calculation of the effect of lower potential employment on potential output includes a “scaling” effect as
other factors of production (capital) are reduced by the same proportion, so that an x% fall in potential
employment also reduces capital inputs - and thereby potential output - by x%. Some OECD countries are
excluded from the table as a full breakdown of the components of potential output is lacking, usually
because data for capital services are not available.

2. For Ireland and Spain, the negative effect of the crisis on potential employment includes a substantial
reduction in the labour force mainly resulting from a reversal of net immigration flows.
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