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Foreword

Appropriate indicators that can measure the magnitude and intensity of the globalisation process are increasingly important to underpin evidence-based policy. This publication is the second edition of the OECD’s Economic Globalisation Indicators, which responds to the demand of policy makers.

It includes a range of indicators that are largely based on the OECD Handbook on Economic Globalisation Indicators, which provides a conceptual and methodological framework for gathering quantitative information and constructing indicators. The Handbook also provides national data compilers with the methodological and statistical guidelines needed to construct the chosen indicators and make them compatible with international standards.

This second edition of OECD Economic Globalisation Indicators presents measures of globalisation related to capital movements and foreign direct investments, international trade, the economic activity of multinational firms and the internationalisation of technology. However, it goes beyond what is proposed in the Handbook as it also includes some indicators linked to the financial crisis, portfolio investments, environmental aspects and the emergence of global value chains.

This volume results from the co-operation of four OECD directorates: the Directorate for Science, Technology and Industry (DSTI), the Directorate for Financial and Enterprise Affairs (DAF), the Statistics Directorate (STD) and the Environment Directorate (ENV).

This second edition was prepared under the direction of Thomas Hatzichronoglou of DSTI with the help of Isabelle Desnoyers-James and Laurent Moussiegt who provided statistical assistance and managed all technical aspects of the report. Koen De Backer was responsible for the final revision.

The authors of this publication are:



	Thomas Hatzichronoglou (DSTI) for Sections A, B, F, I, J and K;

	Ayse Bertrand (DAF) for D and E;

	Andreas Lindner (STD) for Section C and Prof. Lelio Iapadre (University of L’Aquila, Italy) for


Indicator C.12 on intra-regional trade;



	Laudeline Auriol (DSTI) for Section G;

	Nick Johnstone and Xavier Leflaive (ENV) for Section H;

	Koen De Backer (DSTI) for Sections A and L.


In addition, other OECD staff also made significant contributions, including Dirk Pilat, Andrew Wyckoff, Norihiko Yamano, Myriam Linster, Valérie Gaveau, Cécilia Piemonte, Eun-Pyo Hong, Florian Eberth, Bettina Wistrom, Patrizio Sicari, Eric Gonnard, Agnès Cimper, Chiara Criscuolo, Bo Meng, Sébastien Miroudot, Sonia Araujo, Joaquim Oliveira Martins and Philippe Hervé.
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Executive Summary

The past decades have witnessed a rapid globalisation of economic activity which has significantly changed the outlook of the world economy. An increasing number of firms, countries and other economic actors take part in today’s global economy and all of them have become increasingly connected across borders. Globalisation results in a more efficient allocation of resources across countries and generates important welfare effects, including higher productivity and efficiency, increased average incomes and wages, greater competition, lower prices and increased product variety and quality. At the same time, the process of globalisation also raises concerns in many countries, and needs to be well managed to ensure its benefits are widely distributed.

Globalisation and the crisis


The recent economic crisis has underscored the power of globalisation but has also shown the vulnerability of the global economic system. Global linkages have increased the economic interdependence between countries and this facilitated the spread of the crisis. What started as a financial crisis in the United States turned rapidly into a global economic crisis, leading to a dramatic collapse of international trade and foreign direct investment.

The financial crisis started with payment difficulties in the subprime mortgage segment of the US property market which resulted from high mortgage debts and falling housing prices. Securitisation, which was intended to distribute risk across a larger number of players, made financial institutions increasingly interconnected as the globalisation of the financial sector had already multiplied their relationships across countries (see Section A). As a result, the financial crisis spread rapidly around the globe and also reached the real economy, resulting in dramatic drops in stock markets and a deterioration of business and consumer confidence affecting all economic operators (see Figures A.3.1, A.3.2 andA.4.1 ). Financial institutions were unwilling to lend to each other, while households cut back their consumption and started to save more; access to credit became more difficult and more costly, undermining corporate investment especially in small businesses.

Falling demand caused international trade and inward investment (including mergers and acquisitions) to contract, causing the crisis to spread over the entire global economy; trade in the OECD area fell on average by 25% between October 2008 and June 2009 (Figure A.5.1). While this fall in trade at the start of the crisis might have been similar to past downturns for individual countries, the synchronisation of the fall in trade was unprecedented as almost all OECD countries simultaneously reported drastic declines in trade (Figures A.6.1 and A.6.2). Foreign direct investment and mergers and acquisitions also dropped drastically (Figures A.7.1 and A.7.2).

The spread of global value chains


Global value chains, in particular, are believed to have played an important role in the spread of the crisis. Production processes have become increasingly fragmented as goods are produced sequentially in stages in different countries in so-called global value chains. Firms seek to optimise the production process by locating the various production stages across different sites according to the rule of comparative advantage, which contributes to the restructuring of activities across countries. As a consequence, outsourcing and offshoring of activities have been on the rise, especially in manufacturing industries characterised by modular production processes, but recently also in services (see Section L).

Global value chains have increased the economic interdependence between countries as intermediate inputs like parts and components are produced in one country and then exported to others for further production/and or assembly in final products. Such “vertical” trade involves arm’s length relationships with independent suppliers as well as intra-firm trade between headquarters and affiliates within multinational networks. The past decades have witnessed a steady growth in trade of intermediate inputs and in 2006, intermediate inputs represented 56% of trade in goods and 73% of services trade (Figure L.3.1). Correspondingly, the import content of exports has increased in almost all OECD countries, demonstrating the rising import dependency of countries in producing their exports, in particular from neighbouring countries and within geographical zones (Figures L.9.1,L.10.1 andL.10.2 ).

Global value chains can give rise to a domino effect in times of adverse shocks as lower exports of final goods directly lead to relatively smaller imports of intermediate inputs. Empirical evidence suggests that the industries that have been most affected by the crisis are also those characterised by global production networks (Figures A.10.1 and A.10.2). But global value chains do not fully account for the dramatic drop in trade recorded during the crisis and other factors have also contributed to the global depth of the trade crisis. This includes the collapse in international demand; the fiscal stimulus plans of national governments that were mainly targeted at supporting the non-tradable sector; the spread of “murky” protectionism; and the credit crunch, which directly aggravated problems in trade finance.

Trade flows within supply chains might be more resilient to adverse shocks since the development of global production networks entails large and often sunk costs. Furthermore, firms cannot easily drop or switch suppliers that produce very knowledge-intensive parts and components based on specific production technologies. Companies therefore consider alternatives very carefully before taking irrevocable steps to reduce their global value chain. Recent empirical evidence shows that firms are mainly reducing volumes instead of reducing their numbers of suppliers (.Figure A.10.3).

The changing character of globalisation


International trade and foreign direct investment are still the two key channels for economic integration across borders (see Sections B, C and D). But while these economic linkages between countries are not new, their scale and complexity has substantially increased over the past decades due to, amongst others, the emergence of international production networks. Global value chains have increased foreign direct investment flows and intra-firm trade, and have made them increasingly interdependent.

Within international trade, services trade has grown strongly in recent years although it still accounts for only a fraction of trade in goods (Figures B.1.1 andB.1.2 ). While the number of regional integration agreements has grown, the share of intra-regional trade in total trade has remained fairly constant over the past decade (Figure C.12.2). International investments, both direct and portfolio, have grown more strongly than international trade but are highly volatile at the same time (Figure B.1.1). International mergers and acquisitions that are largely undertaken to restructure firms’ activities have contributed in particular to the strong surge in international investment flows (Figures D.10.1 and D.10.2).

The internationalisation of technology is also an important characteristic of today’s globalisation process (see Sections F, G and H). Technology flows between countries have grown and cross-border relationships between countries have grown in many ways. International co-operation in science, technology and innovation is on the rise as illustrated by several indicators along different dimensions, including patents (Figures F.5.1 and F.5.2), co-authorship of scientific publications (Figure F.6.1) and formal co-operation arrangements (Figure F.5.3). Flows of human capital also contribute to the internationalisation of technology through increased international mobility and rising numbers of foreign students and researchers in countries (Figures G.1.1 to G.4.3). Environmental technologies and knowledge are increasingly exchanged across borders as countries collaborate to tackle global environmental challenges (Figures H.1.1 andH.2.2 ).

The current globalisation process is spreading more widely and includes a growing number of countries. China, in particular, has become a major trading partner for most OECD countries and its market share in OECD export markets has risen significantly (Figures C.4.1 andFigures C.5.1 ). China and the other BRIICS countries (Brazil, Russia, India, Indonesia and South Africa) have become important players in international investments both as hosts and investors (Figures B.5.3 and B.5.4) and also participate actively in global technology networks. Global value chains increasingly include emerging countries as locations of R&D and innovation activities, reflecting the increased capacity of these countries in research and innovation (Figure F.1.1). The economic crisis has hit some emerging countries hard although the economic dynamism of some of them, notably China and India, has contributed to the current recovery in the OECD area (Figure A.4.2).

The key role of multinationals


Multinational enterprises (MNEs) are the most important driver of globalisation, as they embody simultaneously the international transfer of capital, highly skilled labour, technology, and final and intermediate products (see Sections I, J and K). Due to their global reach, MNEs are able to shift activities within their multinational networks according to changing demand and cost conditions in order to co-ordinate production and distribution across many countries. Their affiliates abroad serve not only local markets in the host country but often also serve other neighbouring markets and, additionally, produce inputs for other affiliates in the multinational network. This intra-firm trade, i.e. cross-border trade between MNEs and their affiliates, accounts for an increasing share of international trade (Figures J.6.1 and J.6.2).

MNEs play a crucial role in the internationalisation of technology, since they develop and transfer proprietary knowledge which gives them a competitive edge. In addition, MNE headquarters largely fund R&D investments of their affiliates abroad (Figure F.2.3), resulting in an increasing share of R&D investments by these foreign affiliates in host countries. In some smaller countries, MNEs account for the majority of R&D investment (Figure K.2.1). MNEs play an important role in R&D investments across the world: the largest R&D spending MNEs are positioned among the top 10 countries investing in R&D in 2008, and the aggregate spending of the world’s eight largest MNEs in 2008 was larger than the R&D investments of all individual countries, except for the United States and Japan (Figure F.3.1).

Firm-specific knowledge and the corresponding production technologies that provide the core strength and rationale for MNEs differentiate them from firms under national control: foreign affiliates are observed to be significantly larger (Figures J.1.1 and J.1.2), more capital-intensive (Figures J.2.1 andJ.2.2 ), and hence more labour-productive than national firms (Figures J.3.1 and J.3.2). Due to these distinctive characteristics, MNEs are responsible for a large share of employment, turnover and value added created in host countries (Figures I.1.1 and I.1.2), especially in high-technology industries in manufacturing (Figure I.4.3). However, the benefits of MNEs do not accrue only to host countries but increasingly also to the home countries because of the positive effects of outward foreign direct investment on economies, notably in enabling MNEs to tap into foreign technology and knowledge (Figure K.7.1).

A need for policy change?


The changing characteristics of current globalisation and the emerging spread of global value chains call for a rethinking of government policies. Traditional policies related to globalisation aim at enhancing competitiveness in the international economy, so as to safeguard employment and added value. These policies are often still focused on specific industries (manufacturing, services, high technology, etc.).

However, following the international fragmentation of production, this industry dimension seems less and less valid. Given that stages and activities of the production process are located across different countries, competitiveness and comparative advantage might increasingly have to be interpreted in terms of activities instead of industries. How can policies in different areas (industry, innovation, attractiveness) better reflect this change and provide governments with effective policy tools?

MNEs are forceful actors in the current globalisation process, and often limit the effectiveness and success of government policies. Countries need to take this changing reality into account and explore how policies can be designed that benefit both the country and the multinational. Facilitating the location of hubs and decision centres is particularly important, as these centres direct the technology and investment flows within MNEs networks.

The internationalisation of technology particularly to emerging countries like China and India also raises questions about the long-term future of high-technology activities in more developed countries. How can countries safeguard their home-based R&D investments while at the same time being connected to global research centres?

Questions also remain about the interdependence of the economic crisis and global value chains. Until now adjustments in the global value chains have mainly been in trade volumes rather than in number of suppliers. However, it remains to be seen what the long-term impacts of the crisis on global value chains will be and how these will bounce back following the crisis. These and other questions will be explored in OECD work on economic globalisation over the coming years.
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PART I

Globalisation and the Crisis

A. Globalisation and the Financial Crisis





A. GLOBALISATION AND THE FINANCIAL CRISIS

A.1. The world economy prior to the crisis . . . . . . . . . . . . . .


 A.2. The financial crisis in the United States . . . . . . . . . . . .


 A.3. Global economic crisis: stock market trends . . . . . . . .


 A.4. Global economic crisis: GDP growth


 A.5. Impact of the crisis on international trade . . . . . . . . . .

A.6. Synchronisation of collapse in international trade . . .


 A.7. Impact of the crisis on foreign direct investment . . . .


 A.8. Impact of the crisis on mergers and acquisitions . . . .


 A.9. Multinational enterprises and the crisis . . . . . . . . . . . .


 A.10. Global value chains and the crisis . . . . . . . . . . . . . . . . .


A.1. The world economy prior to the crisis


	In 2007, macroeconomic imbalances between countries and regions were growing but most of the world enjoyed strong economic growth. Emerging countries, and China and India in particular, recorded high growth.

	Prior to the crisis, large current account imbalances had built up globally. The United States reported a large and growing deficit. The European Union’s deficit was much smaller. Japan, China and Middle East countries displayed a surplus, with China’s current account surplus rising particularly rapidly.

	The US trade balance deteriorated substantially between 2000 and 2008 especially in trade in goods, since trade in services continued to generate a surplus. The current account balance of the United States improved slightly between 2006 and 2008, entirely owing to a rising surplus from services and investment income, especially inward investment. However, the trade balance in goods continued to deteriorate.

	The growing discrepancy between excess savings in emerging countries and insufficient savings in the United States in particular caused goods and capital to flow from emerging countries, especially China, to the United States. US consumption greatly outstripped production, partly explaining the deteriorating US trade and current deficit. US household consumption was spurred by strong increases in debt, including to the poorest households.

	Oil prices rose 37% between 2007 and 2008 but have plunged since autumn 2008. They started to climb back from April 2009 despite falling global consumption.

	Consumer prices started to increase from mid-2007. However, since the end of 2008 they have fallen sharply, especially in the United States and Japan.



Sources


	International Monetary Fund, World Economic Outlook Database, October 2009.

	OECD, OECD Economic Outlook No. 86, December 2009.



A.1. The world economy prior to the crisis


Figure A.1.1Current account balance USD billion
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Figure A.1.2World oil and raw materials prices 2005 = 100
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Figure A.1.3Inflation1 in the main OECD areas, 2007-20112 Year-on-year growth rate in percentage
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A.2. The financial crisis in the United States


	The US household savings rate, which was already among the lowest in the OECD area, turned negative in 2005, owing to the build-up of large debts for housing. Rising housing prices created a “wealth effect” which encouraged households to contract excessive amounts of debt. In the United States between 2003 and 2008, mortgage debt increased strongly, with outstanding home mortgages nearly doubling.

	Property prices in the United States rose by over 35% between 2000 and 2006, levelled off in 2006 but started to fall in 2007. House prices started to fall in several countries in 2008 but the adverse effects of the decline on consumption are likely to be greater in countries where mortgage lending was abundant such as the United States. Mortgage debt combined with falling house prices triggered the subprime crisis. Subprime mortgages allowed poorer people and riskier borrowers to obtain mortgage loans on the assumption that their ability to finance their homes was ensured by the capital gains inherent in rising property prices.

	Extensive securitisation, especially in the United States, enabled banks to pool and transfer risk. Securitisation expanded the supply of credit but caused risk to be under-assessed. This was then compounded by the use of intermediate lenders that were neither regulated nor supervised. Credit risk was thus transferred out of the banking system to unregulated and non-transparent lenders. This eventually undermined the stability of the financial system.

	Securitisation was a key factor because it created high-risk, illiquid assets in the form of complex financial securities. Securitisation was employed extensively in the United States in 2007 but fell sharply in 2008. In Europe, however, securitisation was relatively modest in 2007 but started to rise in 2008, especially in the last quarter, when it outstripped the level in the United States.



Sources


	US Bureau of Economic Analysis, January 2010.

	OECD, OECD Economic Outlook No. 86, December 2009.

	Board of Governors of the Federal Reserve System, January 2010.

	Association for Financial Markets in Europe/European Securitisation Forum, January 2010.

	Blanchard, O. (2009), The Crisis: Basic Mechanisms and Appropriate Policies, IMF Working Paper.

	
OECD Journal: Financial Market Trends, various issues 2007-2009.




Securitisation

Asset-backed securities (ABSs) are created from a portfolio of assets (corporate bonds, consumer credit, mortgage loans, export credits, etc.). They are based on real and apprehendable risk. Being negotiable, they transform illiquid or privately traded loans into securities that may generate frequent and regular listing and a secondary market. ABSs are generally specialised. An ABS corresponding to a mortgage loan will group together a portfolio of property loans. These loans are classified by order of priority into three tranches: the most risky, representing a small percentage of the total, those representing an intermediate risk, and tranches that suffer losses only if the entire portfolio fails.

Collateralised debt obligations (CDOs) are securities created in the same way as ABSs but from corporate bonds. ABS CDOs were formed after the intermediate risk tranche was found to be harder to sell to investors than the tranches on either side. This gave rise to the idea of mixing the intermediate tranches of several ABSs and slicing them up again into three tranches of rising risk: low, medium and high. This division in tranches has been one of the most toxic aspects of the subprime securitisation crisis.

A credit default swap (CDS) is a contract whereby a lender insures against the risk of a company defaulting or going bankrupt. By paying a premium, the lender obtains the right to sell a bond issued by the company to the insurer at its face value. If the company goes bankrupt, the contract provides for either transfer of the bond or a cash payment. The CDS price indicates the confidence placed in the debt issuer and serves as a basis for setting the value of the debt product. CDOs have dried up since the crisis but CDSs are still listed and traded, though they are regarded as risky.

Mortgage-backed securities (MBSs) are securities backed by a pool of subprime, Alt-A or prime mortgage loans. Holders of MBSs receive the repayments of capital and the interest on the underlying loans. Securitisation involves transforming loans into financial securities by means of a three-stage operation.




Figure A.2.1Individual savings as a percentage of individual available income in the United States
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Figure A.2.2. Real housing prices in the United States 2000 = 100
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Figure A.2.3Home mortgage1 debt outstanding in the United States
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Figure A.2.4Debt securitisation in the United States and Europe
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A.3. Global economic crisis: stock market trends


	An expanded supply of credit and an underassessment of risk combined with the use of intermediate (often unregulated and non-transparent) lenders to gradually undermine the stability of the financial system. Owing to the extent of the contagion across assets, institutions and countries, the financial crisis rapidly acquired a global character (Blanchard, 2009).

	The drying-up of interbank lending due to the collapse of confidence between financial institutions, the need to make huge provisions for toxic debt, and asset sales by banks in order to shore up their capital base caused stock prices to fall dramatically.

	The financial crisis spread rapidly around the globe and affected the real economy, resulting in dramatic drops in stock markets and decreases in business and consumer confidence. The financial meltdown set off a crisis of confidence that affected all economic operators. Banks were unwilling to lend to each other, and households cut back their consumption and started saving more. Access to credit became more difficult and more expensive. Tighter credit and the crisis of confidence undermined corporate investment, especially among small businesses.

	Stock market indexes plunged on all markets between June 2007 and February 2009, by amounts ranging from 43% in the United Kingdom to 59% in Hong Kong, China. Stock markets started to pick up again from March 2009 as investors regained some confidence.

	The market capitalisation of the New York stock exchange, equivalent in 2007 to that of all the European exchanges plus Tokyo, had halved in value by the end of 2008.



Sources


	
Yahoo Finance, January 2010.

	Thomson Reuters Datastream.

	World Federation of Exchanges, January 2010.

	Blanchard, O. (2009), The Crisis: Basic Mechanisms and Appropriate Policies, IMF Working Paper.




Stock markets

Principal causes of the decline in stock market prices

From the beginning of June 2007 until March 2009, stock market prices plunged. The depreciation of assets was sparked off by the decline in the property market. Those with real-estate assets, to the extent that these were becoming a risk, and especially banks took the first losses. Since banks had to make provision for these losses, a share of their capital base simply melted away. Because banks are obliged to have a minimum amount of capital in order to make loans or buy other assets, they found themselves obliged to sell off large chunks of their assets in order to reconstitute their capital. At the same time, the difficulties experienced by businesses for financing their projects and the shortage of liquidity propelled investors into hastily liquidating their positions. A lack of confidence and aversion to risk also brought mergers and acquisitions to a halt and further undermined stock market prices, which in turn aggravated losses.

Principal causes of the recovery

Despite the deterioration of the employment market and public debt, from March 2009, many economic indicators, including business performance indicators began to look better than expected. This somewhat restored investors’ confidence and they began to anticipate an end to the recession and a return to growth. Financial assets were the first to reap the benefits of returning investor confidence, as were cyclical stocks (commodities, oil, etc.). A halt to the slide in the property market and recovery in the automobile sector, supported by various government stimulus packages, coupled with more reassuring macroeconomic indicators, all contributed to a remarkable turnaround. Less risk aversion and lower interest rates encouraged investors to seek higher returns and put their capital back into shares. A point to note is that certain securities offered high returns because of the discounts applied. At the same time, the restructuring that accompanied the emergence from the crisis encouraged the resumption of mergers and acquisitions, boosting the upward trend.




Figure A.3.1. Main stock market indexes1 since 1 September 2005
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Figure A.3.2 Market capitalisation of the world’s leading stock exchanges
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A.4. Global economic crisis: GDP growth


	Most OECD countries recorded positive economic growth in 2007. While growth of gross domestic product (GDP) was relatively strong in the OECD area, it was much stronger in the emerging BRICS (Brazil, the Russian Federation, India, China and South Africa). As in previous years, China recorded doubledigit growth.

	In 2008, overall economic growth was still positive in most OECD countries but growth rates fell back sharply in the last quarter. Economic growth turned negative in several countries and in fact resulted in negative annual growth rates in Ireland, Denmark, New Zealand, Italy, Japan and Sweden.

	Emerging countries continued to record strong economic growth in 2008. Nevertheless, they were also affected by the crisis, and growth was significantly lower than in 2007. In China and India GDP grew slightly more than 8% and 6%, respectively.

	The global character and the consequences of the financial crisis are particularly evident in the figures for GDP growth in 2009. Almost all OECD countries except Australia and Poland recorded (strong) negative growth rates for 2009. Mexico, Ireland, Iceland and Finland were particularly affected.

	From the second half of 2009, some countries started to report positive economic growth. In the last quarter of 2009, the number of OECD countries recording positive GDP growth increased significantly, although the recovery remained rather limited.

	While the financial/economic crisis hit the Russian Federation, South Africa and to a lesser extent Brazil as well, China and India were still able to realise significant GDP growth in 2009.



Sources


	OECD, Main Economic Indicators Database, January 2010.

	OECD, OECD Economic Outlook No. 86, December 2009.




Figure A.4.1. Quarterly growth rate of GDP, 2007 to 2009 Growth rate compared to previous quarter, seasonally adjusted
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Figure A.4.2. Real GDP growth
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A. 5. Impact of the crisis on international trade


	The decline in international trade in 2008 triggered by the crisis has been the deepest decline on record, much deeper than during the Great Depression. The fact that the downturn was steeper in terms of value than of volume suggests that a “price effect” also played a part in some countries. The scale of the decline...
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1. United States: Dow Jones Industrial Average; Japan: Nikkei 225; Germany: DAX; United Kingdom: FTSE 100; France: CAC 40; Hong Kong,

China: Hang Seng.
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1. Mortgages on one- to four-family residences including
mortgages on farm houses.
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1. Consumer price indexes (harmonised for the euro area).
2. Forecasts from 2009 to 2011.
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