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Editorial:

Deploy effective fiscal initiatives and promote inclusive trade policies to escape fromthelow-growth trap 
For the last five years the global economy has been in a low-growth trap, with growth disappointingly low and stuck at around 3 per cent per year. Persistent growth shortfalls have weighed on future output expectations and thereby reduced current spending and potential output gains. Around the world, private investment has been weak, public investment has slowed, and global trade growth has collapsed, all of which have limited the improvements in employment, labour productivity and wages needed to support sustainable gains in living standards.  Overall, a slowdown in structural policy ambition and policy incoherence have slowed business dynamism, trapped resources in unproductive firms, weakened financial institutions and undermined productivity growth. In the face of these limited prospects, the OECD has argued in previous Economic Outlooks that fiscal, monetary and structural policies need to be deployed comprehensively and collectively for economies to grow sufficiently to make good on promises to their citizens. 
The projections in this Economic Outlook offer the prospect that fiscal initiatives could catalyse private economic activity and push the global economy to the modestly higher growth rate of around 3½ per cent by 2018.  Durable exit from the low-growth trap depends on policy choices beyond those of the monetary authorities – that is, of fiscal and structural, including trade policies – as well as on concerted and effective implementation.  Collective fiscal action undertaken by all countries, including a more expansionary stance than planned in many countries in Europe, would support domestic and global growth even for those economies, who by virtue of specific circumstances, need to consolidate their fiscal positions or pursue a more neutral stance.
Some might argue that there is no space for such fiscal initiatives, given the heavy public debt burden in many economies.  In fact, following five years of intense fiscal consolidation, debt-to-GDP ratios in most advanced countries have flattened.  It is past time to focus on expanding the denominator – GDP growth. This Economic Outlook argues that the current conjuncture of extraordinarily accommodative monetary policy with very low interest rates opens a window of opportunity to deploy fiscal initiatives. Fiscal space has been created by lower interest payments on rolled-over debt, which also increases gauges of market access and of debt sustainability. On average, OECD economies could deploy deficit-financed fiscal initiatives for three to four years, while still leaving debt-to-GDP ratios unchanged in the long term.  A front-loaded effort could allow deficit finance to taper sooner and put the debt-to-GDP ratio sustainably on a downward path.
The key is to deploy the right kind of fiscal initiatives that support demand in the short run and supply in the long run and address not just growth challenges but also inequality concerns.  These include soft investments in education and R&D along with hard investment in public infrastructures. Such fiscal initiatives would improve outcomes for demand and supply potential even more for economies suffering from long-term unemployment, when undertaken collectively, and when fiscal initiatives are complemented by country-specific structural policies put together in a coherent package. The mix is different for different countries, as developed in Chapter 2, with further details in the Country Notes in Chapter 3 of this Economic Outlook.
Against this backdrop of fiscal initiatives, reviving trade growth through better policies would help to push the global economy out of the low-growth trap, as well as support revived productivity growth.  In this Economic Outlook trade growth is projected to increase from a dismal ratio of global trade-to-GDP growth of around 0.8 to be about on par with global output growth – remaining much less than the multiple of 2 enjoyed over the last few decades. This sluggish trade growth compared to historical experience shaves some 0.2 percentage point from total factor productivity growth – which may seem minor – but is meaningful given the slow productivity growth of some 0.5% per year during the post-crisis period. 
Some argue that slowing globalization would temper the brunt of adjustments to workers and firms.  This Economic Outlook suggests that protectionism and inevitable trade retaliation would offset much of the effects of the fiscal initiatives on domestic and global growth, raise prices, harm living standards, and leave countries in a worsened fiscal position. Trade protectionism shelters some jobs, but worsens prospects and lowers well-being for many others.  In many OECD countries, more than 25% of jobs depend on foreign demand.  Instead, policymakers need to implement the structural policy packages that create more job opportunities, increase business dynamism, promote successful reallocation and enhance policies to ensure that gains from trade are better shared.  Fortunately, the country-specific policy packages that make fiscal initiatives more effective in promoting demand growth and supply potential also help to make growth more inclusive. 
The transition path to a more balanced policy set and higher sustainable growth involves financial risks. But so too does the status quo dependence on extraordinary monetary policy.  Pricing distortions in financial markets abound.  Yield curves are still fairly flat, with negative interest rates.  Pricing of credit risk has narrowed even as issuance of riskier bonds has increased.  Real estate prices continue to advance in many markets, even in the face of attempted tempering by macro-prudential measures. Expectations in currency markets are on edge as evidenced by high measures of currency volatility.  These financial distortions and risks expose vulnerable balance sheets of firms in emerging markets, and challenge bank profitability and the long-term stability of pension schemes in advanced economies. 
The fiscal initiatives in conjunction with trade and structural policies, as outlined in the scenarios in this Economic Outlook, should revive expectations for faster and more inclusive growth, thus allowing monetary policy to move toward a more neutral stance in the United States at least, and possibly other countries as well. The risk of a growing divergence in monetary policy stances in the major economies over the next two years could be a new source of financial market tensions even as growth picks up, thus putting a premium on collective action by countries to revive growth in tandem. 
In sum, policymakers should closely examine fiscal space; low interest rates enable many countries to boost hard and soft infrastructure and other growth-enhancing initiatives. Avoiding trade pitfalls, coupled with social measures to better share the gains from globalization and technological change, are key policy priorities. Using the window of opportunity created by monetary policy and following through on fiscal and structural measures should raise growth expectations and create the necessary momentum for the global economy to escape the low-growth trap. 
28th November 2016
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Catherine L. Mann
OECD Chief Economist



Chapter 1. General assessment
of the macroeconomic situation


Introduction

For the last five years the global economy has been in a low-growth trap, with growth disappointingly low and stuck at around 3%. Persistent growth shortfalls have weighed on future output expectations and thereby reduced current spending and potential output growth. Global trade and investment have been weak, limiting the advances in labour productivity and wages that are required to support sustainable consumption growth. However, fiscal policies, both implemented and proposed, could, if effective, catalyse private economic activity and push the global economy to a modestly higher growth rate of around 3½ per cent by 2018. Exiting the low-growth trap depends on policy choices, as well as on concerted and effective implementation. If, as assumed in the projections, the incoming US Administration implements a significant and effective fiscal initiative that boosts domestic investment and consumption, global growth could increase by 0.1 percentage point in 2017 and 0.3 percentage point in 2018. If the fiscal stimulus underway in China continues to support demand, this could also bolster global growth by 0.2 percentage points per annum on average over 2017-18. A more robust fiscal easing than currently projected in many other advanced economies, including in the EU, would further support domestic and global activity. OECD analysis of fiscal space indicates that the EU has room for more concerted action.

Against this backdrop of fiscal initiatives, progress on trade policy would help propel the global economy out of the low-growth trap as well as support a revival of productivity. On the other hand, worsening protectionism and the threat of trade retaliation could offset much of the fiscal initiatives’ impact on domestic and global growth, leaving countries with a poorer fiscal position as well. With pressures in labour and product markets building only slowly, inflation should remain modest in most economies, although resource pressures could start to emerge in the United States. If expectations of medium and longer-term growth revive, thus allowing monetary policy to move toward a more neutral stance in the United States, it might help to ameliorate some existing distortions in financial markets, such as a lack of term and credit risk premia. However, the risk of a growing divergence in the monetary policy stance in the major economies over the next two years could be a new source of financial market tensions. New challenges have also arisen from the UK vote to leave the European Union, raising the prospect of an extended period of uncertainty until the future scope of trade relationships with the rest of the European Union becomes clear.

In order to ensure the exit from the low-growth equilibrium, there is a need for effective and collective policy efforts to support aggregate demand in the short term and raise potential growth in the longer term. Towards these ends, accommodative monetary policy needs to be complemented by enhanced collective use of fiscal and more ambitious structural policies and avoidance of more widespread trade protectionism. Financial market distortions and prospects for greater volatility imply that there is no scope to expand monetary easing beyond existing plans in the main advanced economies. On the other hand, countries should closely examine fiscal space with lower interest rates enabling countries to boost hard and soft infrastructure and other growth-enhancing spending for an average of four years while leaving debt-to-GDP ratios unchanged (see Chapter 2). Collective action in this area, including reallocating public spending towards more growth-friendly items, would catalyse business investment and deliver additional output gains from cross-country spillovers. Fiscal choices depend on structural policies, otherwise they will fail to strengthen productivity growth and labour utilisation and will undermine debt sustainability. Given the dramatic slowdown in trade, reversing protectionist measures since the crisis and further expanding the scope for international trade, coupled with measures to better share the gains from trade, are key collective structural policy priorities. A bold and comprehensive use of monetary, fiscal and structural measures should raise growth expectations and reduce risk perceptions, and thereby put the global economy on a sustainable higher-growth path.




The recovery could gain steam depending on policy choices

Prospects for sub-par global growth persist despite the low-interest rate environment (Figure 1.1), reflecting poor underlying supply-side developments, modest aggregate demand and diminished reform efforts. Despite an upturn in the third quarter of 2016, global GDP growth is estimated to have again been around 3% this year, over ¾ percentage point weaker than the average in the two decades prior to the crisis. In the absence of action to remedy this persistent shortfall, it will be increasingly difficult for governments to meet all of their implicit future commitments to society, or even meet current expectations for their citizens. While there are signs that output growth has now started to edge up in the emerging and developing economies after a prolonged slowdown, helped by the near-term effects of policy support in China and easing recessions in many commodity producers, the advanced economies have yet to collectively gain much additional momentum. 



Figure 1.1. Global GDP growth is set to rise

Year-on-year percentage changes

[image: graphic]Note: GDP measured using purchasing power parities.

1. With growth in Ireland in 2015 computed using gross value added at constant prices excluding foreign-owned multinational enterprise dominated sectors.

Source: OECD Economic Outlook 100 database.

StatLink  http://dx.doi.org/10.1787/888933437145



News-based measures of policy uncertainty remain elevated in a number of countries, and at the global level (Figure 1.2). This adds to downside risks, with likely negative effects on activity if it persists. Despite this, equity market turbulence has eased after sharp initial reactions to the results of the US election and UK referendum, although bond market volatility has risen. Government bond yields have turned up from historic lows in many economies, helped by higher market expectations of future inflation and hence the future pace of policy interest rate rises in the United States.



Figure 1.2. Economic policy uncertainty remains elevated in a number of economies

Policy uncertainty index normalised over 2011-2015, 3-month moving average

[image: graphic]Note: The emerging market economies measure is a PPP weighted average of news-based policy uncertainty in China, India, Brazil and Russia. The estimates for the United States and the United Kingdom in November are based on daily data available up to November 21.

Source: PolicyUncertainty.com; and OECD calculations.
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Global growth could gain some steam through the next two years, albeit only to around 3½ per cent by 2018 and under the assumption of a more supportive fiscal stance in the United States, with associated demand spillovers to other economies (Table 1.1). If these changes in the United States and the estimated impact of projected fiscal easing in China and the euro area fail to materialise, global GDP growth would be around 0.4 percentage point weaker than projected in 2017 and 0.6 percentage point weaker in 2018 (Box 1.1 and Figure 1.3). Even weaker outcomes would result if restrictive trade measures were to be put in place, but the implementation of trade facilitation measures would boost growth (Box 1.3). 


	
Table 1.1. The global recovery could gain some steam
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Figure 1.3. Fiscal stimulus is helping to support GDP growth

Estimated contribution to annual GDP growth

[image: graphic]Note: Based on macro-model simulations of an assumed fiscal stimulus in the United States worth ¾ per cent of GDP in 2017 and 1¾ per cent of GDP in 2018; actual and projected fiscal stimulus in China of 1½ per cent of GDP in 2016 and 1% of GDP in both 2017 and 2018; and actual and projected fiscal stimulus in the euro area of 0.4% of GDP in 2016, 0.2% of GDP in 2017 and 0.3% of GDP in 2018. The stimulus in China and the euro area is assumed to be implemented through government final expenditure on consumption. Details of the stimulus in the United States are set out in Box 1.1.

Source: OECD Economic Outlook 100 database; and OECD calculations.
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Box 1.1. The short-term impact of fiscal stimulus in the United States

In the aftermath of the US elections, there is widespread expectation of a significant change in direction for macroeconomic policy. The extent to which the fiscal programme set out by the new Administration during the election campaign is implemented will not become clear for some time, as agreement by Congress will be required to introduce necessary legislation and in some areas, notably tax reform, complex legislative changes may be needed. Nonetheless, it seems likely that there will be some easing of fiscal policy over the next two years, with implications for growth prospects and inflation in the United States and other economies. 

The stylised scenario set out in this Box provides some illustrative estimates of the possible short-term economic effects that could result from a fiscal expansion in the United States of the form assumed and incorporated in the projections, using the NiGEM global macro model. The fiscal measures incorporated in the scenario are:


	An increase in government consumption and government investment each worth ¼ per cent of (baseline) GDP in 2017 and 2018.


	A reform to personal income taxes that reduces tax revenue by around ½ per cent of GDP in 2017 and 2018. In practice this is likely to include some reductions in the number of personal income tax brackets as well as some reduction in marginal rates.


	Reforms to corporate taxes that reduce revenues by around ¾ per cent of GDP in 2018. In the simulation this is assumed to arise from a reduction in the baseline effective corporate tax rate of just over 10%, rather than from an expansion in the tax base.




Given that some time will be needed to enact the necessary legislation to achieve these measures, the additional spending is assumed to be implemented from the second quarter of 2017, with the household tax reduction phased in over the course of 2017. The NiGEM model was run in backward-looking mode, reflecting a judgment that in a period characterised by considerable uncertainty, businesses and households would be unlikely to behave as if fiscal measures were known with certainty before they are legislated. Monetary policy was allowed to remain endogenous in the United States, but policy interest rates were kept fixed in other economies. The US budget solvency rule was switched off, so that the additional spending and reduced taxation initially raise the budget deficit. 

All told, the combined fiscal measures raise calendar year US GDP growth by around 0.4 percentage points in 2017 and a little over 0.8 percentage points in 2018 (see first figure). Business investment rises relatively rapidly, and is around 5½ per cent above baseline by 2018, adding to productive potential. The unemployment rate declines further, by just under ½ percentage point by 2018, and signs of resource pressures start to emerge, with consumer price inflation rising by 0.1 percentage point in 2017 and 0.4 percentage point in 2018. Stronger growth relative to potential and higher inflation prompt tighter policy interest rates, which rise relative to the very low baseline level by around ¼ percentage point in 2017 and ¾ percentage point in 2018. This helps to push up long-term interest rates which are around 40 basis points above baseline in 2018.

The boost to US final demand also strengthens import growth, with import volumes around 3% above their baseline value in 2018. This has modest positive spillover effects on other economies (see first figure), particularly Canada and Mexico (in the assumed absence of any offsetting trade policy measures). Overall, the stimulus boosts global GDP growth by around 0.1 percentage point in 2017 and 0.3 percentage point in 2018, with world trade growth rising by ¼ percentage point and ½ percentage point in 2017 and 2018 respectively. In the absence of the US fiscal stimulus, projected GDP growth in 2018 would be largely unchanged from that in 2017 in most countries (see second figure).

The initial ex-ante increase in the US budget deficit from stronger expenditure and lower taxes is offset in part by the favourable fiscal effects of stronger economic activity, so that the actual increase in the budget deficit relative to baseline is around ½ per cent of GDP in 2017 and 1½ per cent of GDP in 2018, as compared with the respective ex-ante rise in the deficit of ¾ per cent of GDP in 2017 and 1¾ per cent of GDP in 2018. The US government debt-to-GDP ratio declines marginally in both years, by around ½ per cent of GDP in 2018, despite the increases in the deficit-to-GDP ratio and long-term government bond yields. This is because the favourable impact of the increase in (nominal) GDP on the debt-to-GDP ratio more than offsets the impact of the higher budget deficit in the near term.


The near-term GDP growth impact of a stylised US fiscal stimulus

Difference from baseline

[image: graphic]Source: OECD Economic Outlook 100 database; and OECD calculations.
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The contribution of US fiscal stimulus to projected GDP growth 

[image: graphic]Source: OECD Economic Outlook 100 database; and OECD calculations.
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There are a number of factors that could alter the initial output effects of the stimulus from those set out in this analysis: 


	Some of the fiscal measures introduced are likely to be permanent, particularly any corporate tax change, with longer-term implications for future fiscal deficits and debt. Knowledge that these may need to be offset in the future by either higher taxation or lower spending could serve to damp the short-term response of private sector demand to the stimulus. The stimulus measures could raise potential output in the longer-term, and thereby help with public debt sustainability, especially if businesses respond to lower corporate taxes by durably raising capital investment rather than by raising dividends or financial investments, but the extent to which this occurs is very uncertain.


	The extent to which tax reductions support demand will depend in practice on distributional issues as well as the size of any overall reduction in revenue. To the extent that higher-income households or cash-rich companies benefit from lower taxes than otherwise, the resulting additional revenue might be saved rather than used to finance additional final expenditure.


	A more aggressive monetary policy response in the United States, and associated larger appreciation of the US dollar, would also damp the short-term growth effects in the United States. However, it could provide some additional support to aggregate demand in other economies whose currencies depreciate, provided it did not add to financial market volatility. A stronger rise in term premia on long-term government bonds as a result of higher expected future government debt would also damp the response to the fiscal stimulus.


	On the other hand, if the stimulus measures succeeded in attracting a number of discouraged workers back into the labour force, or if the corporate investment response was even more forceful than estimated here, productive potential could rise more sharply. This would limit the emergence of inflationary pressures and reduce the need for increases in US policy interest rates.






In the advanced economies, supportive macroeconomic policies and stable commodity prices should continue to underpin activity, but there has yet to be a sustained collective pick-up in wage increases and business investment that is necessary for stronger growth and a sustainable consumption path. OECD GDP growth is projected to pick up to just over 2¼ per cent by 2018 from 1¾ per cent this year (Figure 1.4, Panel A). In the absence of US fiscal support, OECD GDP growth would average under 2% per annum over 2017-18, little different from the outcomes in 2015-16. Emerging market economies (EMEs) are likely to experience mixed outcomes, reflecting differences in policy support, sensitivity to commodity prices, progress in enacting structural reforms, and financial vulnerabilities. Overall, growth is set to pick up slowly in the next two years, driven by a gradual easing of the recessions in Brazil, Russia and other commodity-producing countries (Figure 1.4, Panel B). Key features of the projections for the major economies are summarised in Box 1.2.



Figure 1.4. GDP growth projections for the major economies

Year-on-year percentage changes

[image: graphic]Note: Horizontal lines show the average annual growth rate of GDP in the period 1987-2007. Data for Russia are for the average annual growth rate in the period 1994-2007.

1. With growth in Ireland in 2015 computed using gross value added at constant prices excluding foreign-owned multinational enterprise dominated sectors.

2. Fiscal years.

Source: OECD Economic Outlook 100 database.

StatLink  http://dx.doi.org/10.1787/888933437172





Box 1.2. Growth and inflation projections in the major economies

In the United States, GDP growth has picked up in the latter half of 2016, driven by continued solid consumption and job growth and fading headwinds from declining energy sector investment. An assumed fiscal easing, via rises in government spending and household and corporate tax reductions, is projected to provide an additional stimulus to domestic demand through the next two years, especially business investment, despite somewhat higher long-term interest rates. Under this scenario, GDP growth is projected to average just over 2½ per cent per annum in 2017-18. In the absence of these additional measures, GDP growth would likely be closer to 2% per annum on average over 2017-18.

In Japan, GDP growth is set to remain modest at between ¾ and 1% per annum over 2017-18, as the effects of the past appreciation of the yen and weak Asian trade on exports moderate, and exports respond to stronger US import demand. A projected modest fiscal easing will also help to support activity next year, but with fiscal headwinds due to intensify again from 2018, the key issue will be the extent to which capacity and labour shortages and strong profits feed through into corporate spending and wages. 

In the euro area, growth is projected to remain between 1½ and 1¾ per cent per annum. Despite accommodative monetary policy and a modest fiscal easing over 2016-18, domestic demand remains moderate, held back by soft investment, still-high unemployment and high non-performing loans in some countries. Exports will benefit from stronger US import demand. However, negative effects from weaker demand growth in the United Kingdom and uncertainty about the future course of the European Union are also likely to become apparent over the next two years. A more robust use of fiscal space would improve prospects for both the EU and for the rest of the world, and encourage a sustained exit from the low-growth trap.

Prospects in the United Kingdom are considerably weaker than set out prior to the vote to exit the European Union, with GDP growth projected to average between 1 and 1¼ per cent per annum over 2017-18, despite the additional policy support provided by more accommodative monetary policy and the easing of the sizeable fiscal tightening previously planned in 2017 and 2018. Uncertainty about the future direction of policy, the relationship between the United Kingdom and the European Union, and the reaction of the economy remains high, and is likely to persist even beyond an assumed departure from the European Union in 2019 with trade arrangements based on most favoured nation (MFN) rates. This will weigh on business investment, which is projected to decline sharply over the next two years. Some support to exports will be provided by the large sterling depreciation, but this will also raise inflation and damp real income growth.1 Spillovers to the global economy are likely to become apparent over the course of the next two years.

In China, growth is projected to continue to ease, to around 6¼ per cent on average over 2017-18, as the support from policy stimulus eases and demand is further rebalanced towards domestic sources. Managing this rebalancing alongside financial system risks remains a key challenge. In India, a large increase in public sector wages and the recent passage of key structural reforms, particularly the goods and services tax, will help to keep GDP growth at a little over 7½ per cent per annum by raising incentives for business investment. In many other Asian economies, including Indonesia, solid domestic demand growth continues, supported by strong government investment in infrastructure or credit expansion, offsetting the drag from weak trade developments in China. In Brazil and Russia, a slow recovery is projected to get underway in the next two years, helped by firmer commodity prices, recent improvements in confidence and monetary policy support as inflation eases. 

Against the backdrop for subdued aggregate demand growth, inflationary pressures are projected to remain muted in most economies. Headline consumer price inflation has begun to rise in the major advanced economies, but this largely reflects the recent strengthening of commodity prices. Input prices are also rising in many EMEs, notably China, where producer price inflation is now positive for the first time in four years. Core inflation has remained comparatively stable, at low levels, reflecting persistent economic slack and weak global price pressures, particularly in Japan where the effective exchange rate has appreciated substantially over the past year. 

In the absence of significant further moves in commodity prices, exchange rates and inflation expectations, core inflation is projected to edge up slowly over the next two years in the advanced economies, but only to the extent that economic slack, cyclically adjusted, declines. Should demand rebound, investment and the re-entry of discouraged workers would tend to increase supply, easing pressures on resources. Inflation is projected to be around 2½ per cent by the latter part of 2018 in the United States, if fiscal stimulus is implemented as assumed, but to remain under 1¼ per cent and 1½ per cent respectively in Japan and the euro area. Amongst the major EMEs, consumer price inflation is projected to remain low in China and ease slowly in Brazil and Russia, helped by the impact of currency stabilisation. In India, inflationary pressures should also remain contained, although the goods and services tax could result in a one-off rise in the price level.

1. Overall, the projections are broadly consistent with OECD scenarios prior to the referendum (Kierzenkowski et al., 2016). These pointed to a near-term decline of over 3% in the level of UK GDP relative to baseline by 2020 on the assumption of exit from the European Union in 2019. 



Even in the context of policy support for a possibly-brighter global growth outcome, global trade volume growth remains exceptionally weak, slowing to below 2% this year from 2½ per cent in 2015. Only a modest improvement is projected in the next two years, with trade growth recovering to around 3¼ per cent by 2018, broadly in line with global output growth (at market exchange rates). This is much weaker than past trends, suggesting that globalisation, as measured by trade intensity, may now be close to stalling (Figure 1.5). Import volume growth in the emerging and developing economies is particularly weak, even allowing for the declines in import penetration that are persisting in China.1 OECD analysis suggests that structural factors, such as a slowdown of trade liberalisation, new protectionist measures since the crisis and a contraction of global value chains (particularly in China and East Asia) account for a significant proportion of the moderation in trade growth over the past five years (Haugh et al., 2016). Cyclical factors, including the deep recessions in some commodity producing economies, and the widespread weakness of fixed investment, have compounded structural problems. If fiscal initiatives, both implemented and proposed including infrastructure investment, catalyse business investment, global trade could be stronger than currently projected. Measures to reduce global trade facilitation costs would deliver
further benefits (Box 1.3). On the other hand, if additional protectionist measures were introduced over the next two years in the major economies, global trade growth would be softer still, with negative consequences for productivity growth.



Figure 1.5.  Global trade is very weak relative to historic norms

Ratio of global trade growth to global GDP growth

[image: graphic]Note: World trade volumes for goods plus services; global GDP at constant prices and market exchange rates. Period averages are the ratio of average annual world trade growth to average annual GDP growth in the period shown.

Source: OECD Economic Outlook 100 database; and OECD calculations.
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Box 1.3. The impact of changes in global trade costs

The slowdown in global trade growth is contributing to the low-growth trap. Trade enhances competitive pressures, enables greater specialisation and improved resource allocation, facilitates knowledge transfer and is essential for the functioning of global value chains. Therefore policies which impact on trade will affect output and productivity. With increased fragmentation of production across national borders (with intermediate inputs potentially crossing national borders multiple times), small changes in trade costs can have a sizeable impact on trade because of their cumulative effect. Policies that affect trade are therefore a critical element of responses to the low-growth trap. Stylised scenarios show the benefits of modest trade-enhancing actions versus the costs of policies that would throw sand in the wheels of global value chains. 

A first scenario considers the impact of improved trade facilitation arrangements that raise the speed and efficiency of border procedures in all economies. This assumes that trade costs are reduced by 1.3% uniformly across all sectors in all countries. The assumed trade cost reduction is derived from the OECD’s Trade Facilitation Indicators (Moïsé, 2013).1 Based on the OECD METRO model (2015a), this would raise world GDP by about 1.5% and world trade by 1.7%. These effects would not occur immediately, but only once there had been full adjustment of demand and factors of production, although part of this might be expected to have been completed within the time horizon covered by the Economic Outlook. There would be productivity improvements over a number of years due to the efficiency gains from the lower costs of serving export markets. There could also be a positive but small increase in long-run total factor productivity associated with the increase in trade openness.

A second scenario, in contrast, examines the potential impact of higher trade barriers in the major global trading economies – Europe, the United States and China – who are assumed to raise trade costs against all partners on all goods (but not services) by 10 percentage points. This magnitude is roughly equivalent to an average increase of tariffs to the bound tariff rates in 2001, the year when the trade negotiations under the Doha Development Round started.The effects would have a major adverse impact on trade and GDP, with those countries that imposed new trade barriers being the most severely affected (see first figure). 


The effect of increased trade costs in the United States, China and Europe

[image: graphic]Note: Effect of a rise in trade protection by the United States, China and European Union which raises trade costs by 10 percentage points. Europe includes the European Union, Switzerland and...
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						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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