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Editorial:
Policymakers: Act now 
to break out of the low-growth trap and deliver on our promises 
Policymaking is at an important juncture. Without comprehensive, coherent and collective action, disappointing and sluggish growth will persist, making it increasingly difficult to make good on promises to current and future generations. 
Global growth has languished over the past eight years as OECD economies have struggled to average only 2per cent per year, and emerging markets have slowed, with some falling into deep recession. In this Economic Outlook the global economy is set to grow by only 3.3per cent in2017. Continuing the cycle of forecast optimism followed by disappointment, global growth has been marked down, by some 0.3per cent, for 2016 and 2017 since the November Outlook. 
The prolonged period of low growth has precipitated a self-fulfilling low-growth trap. Business has little incentive to invest given insufficient demand at home and in the global economy, continued uncertainties, and a slowed pace of structural reform. In addition, although the unemployment rate in the OECD is projected to fall to 6.2per cent by 2017, 39million people will still be out of work, almost 6.5million more than before the crisis. Muted wage gains and rising inequality depress consumption growth. Global trade growth, at less than 3per cent on average over the projection period, is well below historical rates, as value-chain intensive and commodity-based trade are being held back by factors ranging from spreading protectionism to China rebalancing toward consumption-oriented growth.
Negative feedback-loops are at work. Lack of investment erodes the capital stock and limits the diffusion of innovations. Skill mismatches and forbearance by banks capture labour and capital in low productivity firms. Sluggish trade prospects slow knowledge transfer. These malignant forces slow down productivity growth, constraining potential output, investment, and trade. In per capita terms, the potential of the OECD economies to grow has halved from just below 2per cent 20years ago to less than one per cent per year, and the drop across emerging markets is similarly dramatic. The sobering fact is that it will take 70years, instead of 35, to double living standards.
The low-growth trap is not ordained by demographics or globalization and technological change. Rather, these can be harnessed to achieve a different global growth path – one with higher employment, faster wage growth, more robust consumption with greater equity. The high-growth path would reinvigorate trade and more innovation would diffuse from the frontier firms as businesses respond to economic signals and invest in new products, processes, and workplaces. 
What configuration of fiscal, monetary, and structural policies can propel economies from the low-growth trap to the high-growth path, safeguarding living standards for both young and older generations? 
Monetary policy has been the main tool, used alone for too long. In trying to revive economic growth alone, with little help from fiscal or structural policies, the balance of benefits-to-risks is tipping. Financial markets have been signalling that monetary policy is overburdened. Pricing of risks to maturity, credit, and liquidity are so sensitized that small changes in investor attitude have generated volatility spikes, such as in late2015 and again in early2016. 
Fiscal policy must be deployed more extensively, and can take advantage of the environment created by monetary policy. Governments today can lock in very low interest rates for very long maturities to effectively open up fiscal space. Prioritized and high-quality spending generates the capacity to repay the obligations in the longer term while also supporting growth today. Countries have different needs and initial situations, but OECD research points to the kind of projects and activities that have high multipliers, including both hard infrastructure (such as digital, energy, and transport) and soft infrastructure (including early education and innovation). The right choices will catalyse business investment, which, as the Outlook of a year ago argued, is ultimately the key to propelling the economy from the low-growth trap to the high-growth path. 
The high-growth path cannot be achieved without structural policies that enhance market competition, innovation, and dynamism; increase labour market skills and mobility; and strengthen financial market stability and functioning. As outlined in the special chapter in this Outlook, the OECD’s Going for Growth and the comprehensive Productivity for Inclusive Growth Nexus Report of the OECD Ministerial Summit, there is a coherent policy set for each country based on its own characteristics and objectives that can raise productivity, growth and equity. 
The need is urgent. The longer the global economy remains in the low-growth trap, the more difficult it will be to break the negative feedback loops, revive market forces, and boost economies to the high-growth path. As it is, a negative shock could tip the world back into another deep downturn. Even now, the consequences of policy inaction have damaged prospects for today’s youth with 15 per cent of them in the OECD not in education, employment, or training; have drastically reduced the retirement incomes people are likely to get from pension funds compared to those who retired in2000; and have left us on a carbon path that will leave us vulnerable to climatic disruption.
Citizens of the global economy deserve a better outcome. If policymakers act, they can deliver to raise the future path of output – which is the wherewithal for economies to make good on promises – to create jobs and develop career paths for young people, to pay for health and pension commitments to old people, to ensure that investors receive adequate returns on their assets, and to safeguard the planet. 
1st June 2016
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Catherine L. Mann
OECD Chief Economist
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Chapter 1. General Assessment of the Macroeconomic Situation


Introduction

Eight years after the financial crisis, the recovery remains disappointingly weak. Global GDP growth is projected to be 3% in 2016, unchanged from last year, with only a modest improvement foreseen in 2017. Global trade growth also remains very subdued. Many emerging market economies (EMEs) have lost momentum, with sharp downturns in some, especially commodity producers. The upturn in the advanced economies remains modest, with growth held back by slow wage gains and subdued investment. Low commodity prices and accommodative monetary policies continue to offer support in many economies, albeit punctuated by periods of tightened and volatile financial conditions, especially early in the year. All this culminates in growth rates much weaker than anticipated a few years ago and well below pre-crisis norms. Moreover, such a prolonged period of slow growth has damaged the longer-run supply-side potential of economies, via the scarring effect of extended unemployment, foregone investment and the adverse impact of weak trade growth on productivity.

Financial instability risks also persist. EMEs have high private debt burdens and remain vulnerable to capital outflows and weaker-than-expected growth. Risks also stem from the difficulties of agreeing effective responses to policy challenges in many countries. In Europe, these include the refugee surge and the unpopularity of austerity measures in a number of countries. The forthcoming UK referendum on EU membership has already raised uncertainty, and an exit would depress growth in Europe and elsewhere substantially. In China, the risk of an abrupt near-term growth decline has eased as policy stimulus takes effect, but the choices will likely slow the rebalancing process and raise financial exposures, adding to longer term challenges.

To break out of this low rate of global economic growth requires comprehensive national policies, incorporating more proactive fiscal prioritisation and revived structural ambition in combination with accommodative monetary policies. It is clear that reliance on monetary policy alone has failed to deliver satisfactory growth and inflation. Additional monetary policy easing could now prove to be less effective than in the past, and even counterproductive in some circumstances. Many countries have room for fiscal expansion to strengthen activity via public investment, following the lead of China and Canada, especially as low long-term interest rates have effectively increased fiscal space, at least temporarily. Almost all countries have scope to reallocate public spending towards more growth-friendly items. Collective action across economies to raise public investment in carefully selected projects with a high growth impact would boost demand without compromising fiscal sustainability. In addition, collective efforts to revive structural reform momentum would improve productivity, resource allocation and the effects of supportive macroeconomic policies. Given the weak global economy and the backdrop of rising income inequality in many countries, structural reforms will need to focus on the possible short-term benefits for demand as well as measures to promote long-term improvements in employment, productivity growth and inclusiveness, as discussed in Chapter 2.




Economic prospects and risks

The recovery is projected to remain slow

Global GDP growth remains modest (Figure 1.1). This reflects a combination of subdued aggregate demand, poor underlying supply-side developments, with weak investment, trade and productivity growth, and diminished reform momentum. In recent months, soft domestic demand in the advanced economies, especially the United States, has added to the pressures stemming from the growth slowdown in many EMEs. Policy stimulus is helping to hold up demand in China, but deep recessions persist in Brazil and Russia. Global trade growth is again weak this year (Figure 1.2), with little or no growth in the first quarter, especially in many Asian economies, consistent with the recent slowdown in the level of new orders in global business surveys. Though firming recently, commodity prices remain relatively low, reflecting ample supply and persisting concerns about future demand strength. Financial market sentiment has improved after considerable volatility earlier in the year. Nevertheless, declines in equity prices and stronger effective exchange rates, and in the United States a further tightening of credit conditions, mean that aggregate financial conditions in the major economies generally remain tighter than in the latter half of 2015, despite additional supportive monetary policy measures in the euro area and Japan (Figure 1.3).



Figure 1.1. Global GDP growth is set to remain subdued

Year-on-year percentage changes
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Figure 1.2. Non-OECD import volume growth collapsed in 2015

Year-on-year percentage changes
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Figure 1.3. Financial conditions in major advanced economies have become less supportive

OECD financial conditions index

[image: graphic]Note: The OECD financial conditions index is a weighted average of real short and long-term interest rates, real exchange rate, bank credit conditions, household wealth and the yield spread between corporate and government long-term bonds. A unit increase (decline) in the index implies an easing (tightening) in financial conditions sufficient to produce an average increases (reduction) in the level of GDP of ½ to 1% after four to six quarters. See details in Guichard et al. (2009). Based on available information up to 18 May 2016.

Source: OECD Economic Outlook 99 database; Thomson Reuters; and OECD calculations.
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Only a slow recovery appears likely for global growth and trade over the latter half of 2016 and through 2017 (Table 1.1).


	
Table 1.1. The global recovery will gain momentum only slowly
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	OECD GDP growth is projected to be just under 2% on average over 2016-17, broadly in line with outcomes in the previous two years (Figure 1.4, Panel A). Supportive macroeconomic policies and low commodity prices (Annex 1.1) should continue to underpin a modest recovery in the advanced economies, assuming that wage increases and business investment growth both start to pick up and tensions in financial markets do not reoccur. However, weakness in external demand stemming from the EMEs remains a drag on the advanced economies.


	In the United States, a moderate recovery is expected to continue as headwinds from the strong dollar and declining energy sector investment fade. A gradual upturn in wage growth is projected to support domestic demand as the labour market approaches full employment, with a slow improvement in productivity growth limiting the emergence of labour market pressures. In Japan, GDP growth is likely to remain modest, with the tightening labour market having only a limited impact on nominal wage growth and sizeable fiscal consolidation projected in 2017. In the euro area, growth is projected to improve slowly, helped by the gradual impact of recent monetary policy easing on credit growth and, in some countries, additional fiscal spending to assist asylum seekers. However, still sizeable labour market slack, elevated debt burdens and non-performing loans continue to hamper the recovery in some countries.


	Non-OECD GDP growth should edge up as the sharp downturns in many commodity producers gradually ease (Figure 1.4, Panel B), provided commodity prices stabilise at their current level. However, EMEs are likely to experience diverse outcomes, reflecting differences in available policy support, the impact of low commodity prices, progress in enacting structural reforms and the extent of financial vulnerabilities. GDP growth is projected to continue moderating gradually in China, to around 6¼ per cent in 2017, as the economy rebalances from manufacturing to services. Recent fiscal policy measures provide considerable support to growth, via infrastructure and real estate investment, but also add to the challenges of achieving a smooth rebalancing and avoiding financial tensions. Solid growth should persist in India and Indonesia, helped respectively by a large planned increase in public sector wages and substantially higher infrastructure spending. The outlook for Brazil and Russia remains challenging, given the hit to incomes from low commodity prices, still high inflation, fiscal difficulties and, in Brazil, heightened political uncertainty. 






Figure 1.4. GDP growth projections for the major economies

Year-on-year percentage changes

[image: graphic]1. Fiscal years.

Source: OECD Economic Outlook 99 database.
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Given this low level of aggregate demand growth, only slow additional improvements are anticipated in investment growth and labour market outcomes in advanced economies.


	OECD business investment is projected to rise by between ½ and ¾ per cent in 2016, with global demand and low commodity prices checking investment in many countries, including the United States, Canada and Australia, and heightened uncertainty damping near-term spending in the United Kingdom. As these factors fade, albeit against a backdrop of continued moderate global demand growth, OECD business investment could rise gradually by between 3½ and 3¾ per cent in 2017. 


	The OECD-wide unemployment rate is projected to decline to under 6¼ per cent by the latter half of 2017, despite only small changes in some of the larger economies now close to or even below estimated longer-term sustainable unemployment rates, including Germany, Japan, the United Kingdom and the United States (Table 1.2). Unemployment remains much higher in the euro area overall, especially in the countries hardest hit by the crisis and by fiscal consolidation. In most countries, broader measures of labour market slack also remain high. With consumer price inflation projected to remain low, only modest productivity growth and possibly greater slack than estimated, wage inflation is projected to remain moderate (Figure 1.5). In the OECD economies as a whole, the growth in compensation per employee is projected to edge up to around 2½ per cent by 2017, from 1¾ per cent on average per annum in 2014-15.





	
Table 1.2. OECD labour market conditions will improve slowly
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Figure 1.5. Labour market outcomes are improving slowly

[image: graphic]Note: The unemployment gap is the difference between the unemployment rate and the estimated structural rate.

Source: OECD Economic Outlook 99 database.
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Investment, trade, labour market developments, and their implications for potential output and inflation are discussed further below.

Reflecting recent behaviour, these projections are conditional on traditional key linkages between macroeconomic variables remaining generally weaker than over a longer historical period. These include the links between unemployment and wage growth, trade volumes and exchange rates, and interest rates and investment. If the links are even weaker than assumed, the pick-up in growth will be slower than outlined above. On the other hand, if the strength of these relationships were to return to historical norms, the recovery would be firmer.

Weaknesses in demand, investment, trade and potential output have reinforced each other

A prolonged period of weak demand is being reflected increasingly in adverse supply-side developments. Estimates of potential output per capita growth in the major OECD economies have been revised down repeatedly in the aftermath of the crisis and, in some countries, fiscal consolidation. For the OECD as a whole, it is estimated at 1% in 2016, which is between ¾ and 1 percentage point below the average in the two decades preceding the crisis (Figure 1.6). If policymakers fail to take action, this slowdown will deepen, with negative longer-run consequences for employment, income and inequality.



Figure 1.6. Weak investment and productivity growth have hit potential output growth

Contribution to potential per capita growth

[image: graphic]Note: Assuming potential output (Y*) can be represented by a Cobb-Douglas production function in terms of potential employment (N*), the capital stock (K) and total factor productivity (E*) then y* = a ∗ (n*+e*) + (1 - a) ∗ k, where lower case letters denote logs and a is the wage share. If P is the total population and PWA the population of working age (here taken to be aged 15-74), then the growth rate of potential GDP per capita (where growth rates are denoted by the first difference, d( ), of logged variables) can be decomposed into the four components depicted in the figure: d(y* - p) = a ∗ d(e*) + (1-a) ∗ d(k - n*) + d(n* - pwa) + d(pwa - p).

1. Potential employment rate refers to potential employment as a share of the working-age population (aged 15-74).

2. Active population rate refers to the share of the population of working age in the total population.

3. Percentage changes.

Source: OECD Economic Outlook 99 database.
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Two main factors have contributed to the decline in the growth rate of OECD potential output per capita: 


	Weak capital stock growth accounts for around one-half of the slowdown. Investment in many advanced countries remains below pre-crisis levels, though it is increased in recent years, especially in the United States (Figure 1.7). At the same time, depreciation rates are high following the rise in the share of ICT and intangible investment in total investment (OECD, 2015b). 


	The rest of the decline in potential growth per capita is accounted for largely by declining total factor productivity growth. This reflects the moderation of the pace at which innovations spread across the economy, a decline of business dynamism as entry and exit rates have fallen, and only limited new product market reforms (Adalet McGowan et al., 2015). 






Figure 1.7. Capital stock growth and the investment rate will pick up from low levels

[image: graphic]Note: The investment rate is investment as a percentage of the previous period's capital stock.

Source: OECD Economic Outlook 99 database; and OECD calculations.
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In addition, weak labour markets have also reduced potential growth in some economies through increases in the structural unemployment rate and the number of people withdrawing from the labour force, and indirectly through deterioration in the skills of people without employment for an extended period. The slowdown in global trade, partly reflecting weak investment, has also been an important intermediate factor in slowing potential output growth in many economies, by reducing competitive pressures and technological spillovers and hence innovative activity (discussed below).

Investment dynamics are broadly aligned with output factors

Investment growth and its composition have varied across the main OECD areas, reflecting differences in demand dynamics and country-specific developments. This tendency is expected to continue in 2016 and 2017 (Figures 1.7,  1.8  and 1.9). 



Figure 1.8. Investment growth is expected to strengthen in the euro area and the United States

Year-on-year percentage changes

[image: graphic]Source: OECD Economic Outlook 99 database.
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Figure 1.9. The composition of total investment growth in advanced countries will continue to differ

[image: graphic]1. Country coverage differs for business and public investment aggregates, which include only Australia, Belgium, Canada, Denmark, Finland, France, Germany, Iceland, Japan, Korea, the Netherlands, New Zealand, Norway, Sweden, Switzerland, the United Kingdom and the United States.

2. Country coverage differs for business and public investment aggregates, which include only Belgium, Finland, France, Germany and the Netherlands.

Source: OECD Economic Outlook 99 database; and OECD calculations.

StatLink  http://dx.doi.org/10.1787/888933367347




	In the United States, total investment increased between 2010 and mid-2015 at a pace similar to that seen before the crisis and in line with overall GDP growth. However, in the second half of 2015, investment levelled off and demand for commercial and industrial loans weakened. This was associated with lower profits, increasing defaults and a sharp fall in investment by oil producing companies as global oil prices collapsed. As these effects ease, business investment should pick up, supported by generally healthy corporate finances, although soft global demand conditions could offset more favourable domestic demand. Companies have reduced their leverage and hold large amounts of cash and deposits. Housing investment is expected to be more robust, reflecting pent-up demand, rising incomes and still favourable financing conditions.


	In the euro area, investment strengthened somewhat in the second half of 2015 together with corporate profits. So far, bank lending to enterprises has barely grown in the area as a whole. However, loan demand by enterprises has increased, reflecting the low cost of credit and increasing needs for working capital and fixed investment. The total cost of bank borrowing for enterprises has fallen, especially in countries hardest hit by the crisis, and intra euro area differences in bank rates have diminished. Credit standards on loans to enterprises have also continued to ease. Nevertheless, modest growth prospects together with political uncertainty (see below) and not fully resolved problems in the banking sector mean that investment will grow at a broadly similar pace as in recent years. 


	In Japan, business investment, which has been supported by record high corporate profits and large cash holdings in the corporate sector, is expected to continue increasing as labour shortages worsen and firms report capacity shortages in the service sector. Nevertheless, due to the decline in public investment as reconstruction spending wanes, total investment growth is expected to remain weak. 


	In EMEs, investment dynamics are even more diverse. In China, total investment has moderated over the past year but policy-induced investment in infrastructure and real estate has already begun to offset this weakness. In Brazil and Russia, investment is set to continue declining given the prolonged recession, political uncertainty and low commodity prices. In contrast, in India and Indonesia, strong investment is expected to continue, helped by reforms to bolster infrastructure spending and robust demand growth. 




If companies continue to doubt that national and global demand will strengthen, or if economies are hit by negative shocks, business investment growth will be weaker than projected. As in recent years, the very low cost of capital is not likely to offset weak confidence or heightened uncertainty. On the other hand, more robust policy reforms to improve competitive conditions could be an impetus for investment (Chapter 3 in OECD, 2015b). In oil producing countries, adjustment to investment in the energy-related sectors will hinge upon developments in oil prices, with a renewed decline in prices implying further fall in investment. In several EMEs, repeated downward revisions to expected potential growth, reduced rates of return and the build-up of excess capacities in some sectors may constrain investment (OECD, 2016b).

Trade growth is set to recover but still remain subdued, checking productivity 

Global trade volume growth eased to 2½ per cent in 2015, representing a further marked slowdown relative to GDP growth. Import growth picked up in the advanced economies, largely due to an upturn in the euro area, but declined by around 1 percentage point in the EMEs. Import weakness was especially marked in China, other economies in Asia connected in value chains with China, and Brazil and Russia, where import volumes in 2015 are estimated to have fallen by one-fifth due to deep recessions (Figure 1.10).



Figure 1.10. Contributions to the annual growth of OECD and non-OECD import volumes

[image: graphic]1. Asia-Pacific includes Australia, Chile, Japan, Korea and New Zealand.

2. The Other Asia group comprises India, Indonesia and the Dynamic Asian Economies.

Source: OECD Economic Outlook 99 database; and OECD calculations.
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No improvement is projected in 2016, with global trade growth rising by between 2 and 2¼ per cent (Table 1.3). After a pick-up in the latter half of 2015, trade flows have weakened again in the early part of this year, especially in many Asian economies and also in the United States. For 2017, global trade growth is projected to edge up to around 3¼ per cent. The investment-led stimulus in China, a gradual stabilisation of demand in the commodity producers and, in 2017, the weak cyclical improvement in investment growth in the advanced economies all contribute to this gentle upturn in trade growth.


	
Table 1.3. World trade growth remains very weak
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Such outcomes would be markedly weaker than in the two decades prior to the financial crisis when trade grew twice as fast as output (measured in constant dollar exchange rates). In retrospect, however, the pre-crisis period may have been unusual, in part due to the boost from a strong one-time boom in manufacturing and investment in China that raised commodity demand and imports of intermediate and capital goods. A slow transformation away from investment and export-led growth in China, and a growing tendency for some Chinese firms to use domestically-produced intermediate inputs (Figure 1.11), appears to be an important structural factor behind the more recent softening of the global trade-GDP elasticity. The weak post-crisis recovery in investment, with global capital goods imports largely stagnating from 2011, is a persisting cyclical factor. 



Figure 1.11. China is on-shoring its value chain

[image: graphic]Source: General Administration of Customs of China.
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An accumulation of trade restrictions in the major economies has also contributed to the moderation of trade intensity. Indeed, the number of trade restrictive measures introduced by G-20 countries since the onset of the crisis now covers around 6% of G-20 merchandise imports (OECD/WTO/UNCTAD, 2015). G-20 economies continued to add new trade restrictive measures through 2015, with over three-quarters of the total measures imposed since 2008 still in place. With around three-quarters of global trade comprising purchases of intermediate inputs, capital goods and services that contribute to final production (OECD, 2015a), the cost of barriers to cross-border trade can quickly cumulate along value chains. Barriers to cross-border foreign investments may also hit export capacity in some countries.

Moving from the pace of trade growth in the two decades prior to the crisis to trade growth becoming aligned with GDP growth could reduce the level of total factor productivity by around 4 percentage points after 20 years, all else equal, drawing on estimates in Égert and Gal (forthcoming) (Figure 1.12). The slowdown in production fragmentation in global value chains reinforces these adverse effects on productivity substantially. Slower trade growth and reduced participation in global value chains both limit the diffusion of innovations at the global frontier to national firms (Adalet McGowan et al., 2015). Weaker competition also discourages incentives to innovate and invest, and hampers the growth of the most productive domestic firms, especially in smaller economies in which the minimum efficient scale of production is high relative to the size of the home market. Better framework policies and the institutional environment, particularly with regard to barriers to the entry of new firms and obstacles to the exit of less efficient ones, have an important bearing on the productivity outcome (Saia et al., 2015).



Figure 1.12. Stronger trade growth would help to boost productivity

[image: graphic]Note: The evolution of trade openness assumes annual real GDP growth of 2%, and the evolution of productivity assumes that a 4-percentage point increase in openness raises total factor productivity by 0.8% after 5 years.

Source: OECD calculations.
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The cost of persistently soft trade growth reinforces the need to undertake additional measures to boost global demand, particularly investment (as discussed below), and reduce structural barriers to trade. The new Trans-Pacific Partnership agreement is a welcome step in this regard, and will boost trade growth and global activity in the medium term (Petri and Plummer, 2012). Ratification and prompt implementation of the WTO Trade Facilitation Agreement, reached two years ago in Bali, would provide a further stimulus. Regulatory reforms in services are also needed to reduce trade facilitation costs and increase cross-border competition, particularly in network industries and commercial services which are increasingly incorporated in merchandise trade. Anti-competitive regulation is generally higher in services and there is much wider dispersion across countries. In Europe, implementing the EU single market directives and reducing regulatory differences could raise cross-border trade and investment substantially, possibly by up to one-fifth (Fournier, 2015; Fournier et al., 2015). 

Labour markets are healing slowly

Whilst unemployment rates are gradually declining in most OECD economies, and in a few are now at or below estimated longer-term sustainable rates, other indicators of labour market slack are still elevated. Long-term and youth unemployment rates remain high and broader measures of unemployment, incorporating part-time workers who want to work full-time, and inactive persons wanting to work (but not actively seeking a job), remain above pre-crisis norms in most economies (Figure 1.13). High persistent labour market slack can result in hardship for a large number of people and gradually undermine the productive potential of the economy as skills are either not developed or erode.



Figure 1.13. Broad measures of labour market slack remain elevated

[image: graphic]Note: : U-6 is a measure of labour underutilisation calculated as the sum of total unemployed, all persons marginally attached to the labour force and total involuntary employed part time for economic reasons, as a per cent of the civilian labour force plus all persons marginally attached to the labour force. The age group is 15 years old and above.

1. 2016Q1 for Canada, Japan and the United States.

Source: Eurostat; Ministry of Internal Affairs and Communications of Japan; United States Bureau of Labor Statistics; OECD Labour Force Statistics; OECD Main Economic Indicators; and OECD calculations.
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Participation rates are also well below pre-crisis levels in a few countries, including the United States, but this appears to be partly linked to demographic developments (and retirement age) and therefore may not fully translate into sizeable cyclical slack. However, in the majority of countries, participation rates are now higher than a few years ago (Figure 1.14, Panel A), in part due to the impact of reforms, including higher female labour force participation through improved access to childcare services, and measures to reduce labour taxation on low-paid workers and pathways to early retirement (OECD, 2016a). Overall, demographic headwinds have intensified, resulting in a stagnant or declining working-age population in some countries, and labour force growth in recent years has been weaker than prior to the crisis in several countries (Figure 1.14, Panel B).



Figure 1.14. Participation rates have risen but labour force growth has slowed in several countries

[image: graphic]Source: OECD Economic Outlook 99 database; and OECD calculations.
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Against the backdrop of low inflation, weak underlying productivity growth and elevated slack, nominal wage growth has been low in recent years, although minimum wage increases are boosting overall compensation growth in some countries. The unemployment gap is now small or even negative in a few countries, but this may not result in rapid wage growth, especially in real terms. The relationship between wage growth and labour market slack, as measured by the unemployment gap, has shifted since the crisis in some countries, particularly in the United States and the United Kingdom (Figure 1.15). In Japan, nominal wage growth in recent years has remained broadly in line with what might have been expected given the unemployment gap, but there is little apparent relationship between real wage growth and slack. In contrast, wage growth in Germany has recently been somewhat stronger than implied by past experience, especially after the estimated unemployment gap became negative.



Figure 1.15. The relationship between wage growth and unemployment has changed in some countries

[image: graphic]Note: Nominal wages are measured as compensation per employee. Real wages are nominal wages deflated using the consumers’ expenditure deflator. The unemployment gap is the difference between the unemployment rate and the estimated sustainable rate.

Source: OECD Economic Outlook 99 database.

StatLink  http://dx.doi.org/10.1787/888933367406



In addition to changes in the relationship between wages and slack, there are a number of other factors that may presently be limiting wage growth:


	Downward nominal rigidities may have limited the extent to which wage growth was lowered in the aftermath of the crisis, when slack was very high. If so, firms may be slower than usual to increase wage growth as the labour market returns towards equilibrium, particularly when future demand growth rates are uncertain, until labour shortages start to become pressing.


	In most economies with small unemployment gaps, broader measures of labour market slack often remain elevated (Figure 1.13), although less so in Germany and Japan, and labour force participation rates have picked up (Figure 1.14, Panel A).


	Against a background of persisting supply-side shocks and uncertainty about future employment prospects, workers may be reluctant to press for wage increases to the same extent as in the past, particularly as low price inflation may still imply real wage gains despite subdued growth in nominal wages.




Inflation is projected to remain low

In advanced economies, inflation is projected to edge up slowly, with oil prices assumed to stabilise and no longer reduce the price level, but significant further acceleration is unlikely given muted labour market and resource utilisation pressures. 

	Recent declines in inflation across the OECD can be largely accounted for by the fall in energy prices that started in mid-2014 (Figure 1.16). The overall effect was smaller than some years ago, owing to the downward trend in the oil intensity of GDP, which is now...
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			Éditions e-pub de l’OCDE – version bêta

			
			Félicitations et merci d’avoir téléchargé l’un de nos tout nouveaux ePub en version bêta.


			
			Nous expérimentons ce nouveau format pour nos publications. En effet, même si l’ePub est formidable pour des livres composés de texte linéaire, le lecteur peut être confronté à  quelques dysfonctionnements  avec les publications comportant des tableaux et des graphiques  – tout dépend du type de support de lecture que vous utilisez.


			Afin de profiter d’une expérience de lecture optimale, nous vous recommandons :


			
						D’utiliser la dernière version du système d’exploitation de votre support de lecture.


						De lire en orientation portrait.


						De réduire la taille de caractères si les tableaux en grand format sont difficiles à lire.


			


			Comme ce format est encore en version bêta, nous aimerions recevoir vos impressions et remarques sur votre expérience de lecture, bonne ou autre,  pour que nous puissions l’améliorer à l’avenir. Dans votre message, merci de bien vouloir nous indiquer précisément quel appareil et quel système d’exploitation vous avez utilisé ainsi que le titre de la publication concernée. Vous pouvez adresser vos remarques à l’adresse suivante :
			sales@oecd.org


			Merci !
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