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         Editorial: Stronger growth, but risks loom large
         

         After a lengthy period of weak growth, the world economy is finally growing around 4%, the historical average of the past few decades. 

         This is good news. And this news is even better knowing that, in part, the stronger growth of the world economy is supported by a welcome rebound in investment and in world trade. The recovery in investment is particularly worth emphasising, since the fate of the current expansion will be highly dependent on how investment will perform.

         Although long anticipated, the pick-up in investment remains weaker than in past expansions. The same is true for global trade, which is expected to grow at a respectable, albeit not spectacular, rate, unless it is derailed by trade tensions. 

         However, contrary to previous periods, 4% world growth is not due to rising productivity gains or sweeping structural change. This time around the stronger economy is largely due to monetary and fiscal policy support. 

         For many years, monetary policy was the only game in town. During the international financial crisis, central banks cut interest rates aggressively, injected funds into the economy and purchased assets at a record pace in an attempt to boost the economy.

         In contrast, in most countries, fiscal policy remained prudent or even became contractionary. Still, historically low interest rates provided an opportunity for governments to use their available fiscal space to help foster growth, as the OECD argued forcefully in 2016. Many OECD governments are now following this advice. At first, the resources enabled by lower interest payments were used by governments to avoid cutting expenditures or raising taxes. With the improving economic situation, many governments have started to undertake additional fiscal easing. 

         Now that monetary policy is finally starting to return to normal, governments are stepping in to provide fiscal policy support. We can say that fiscal policy is the new game in town: three quarters of OECD countries are now undertaking fiscal easing. The fiscal stimulus in some countries is very significant, while it is less ambitious in other countries. Still, this fiscal easing will have important repercussions for the world economy. In the short run, it will add to growth. However, countries that have been experiencing longer expansions might find that this fiscal stimulus (where it is large) will also add to inflationary pressures in the medium term. Only time will tell if these short-run gains might be offset by some medium-term pain. What matters is that, in making these choices, governments are fully aware of the medium-term impact of their policies, and do not focus only on the short-term benefits from fiscal stimulus.
         

         The strong growth we are witnessing is also associated with robust job creation in many economies. In fact, it is particularly satisfying to see that in the OECD area, unemployment is set to reach its lowest level since 1980, even though it remains high in some countries. Thanks to this robust job creation and the related intensifying labour shortages, we are now projecting a rise in real wages in many countries. This increase is still somewhat modest. However, there are clear signs that wages are finally on the way up. This is an important development, since the global crisis had a severe impact on household incomes, particularly for the unskilled and low-income workers. 
         

         In spite of all this good news, risks loom large for the global outlook. What are these risks? First and foremost, an escalation of trade tensions should be avoided. It is worth remembering that, in part, the rise in trade restrictions is nothing new. After all, more than 1200 new trade restrictions have been implemented by G20 countries since the outset of the global financial crisis in 2007. Still, as outlined in Chapter 2, since the world economy is much more integrated and linked today than in the past, a further escalation of trade tensions might significantly affect the economic expansion and disrupt vital global value chains.

         Another important risk going forward is related to the rise in oil prices. Oil prices have risen by close to 50% over the past year. Persistently higher oil prices will push up inflationary pressures and will aggravate external imbalances in many countries. 

         In the past few years, very low interest rates have encouraged borrowing by households and corporations in some countries and led to overvaluation of assets (e.g. houses, equities) in many others. In this context, rising interest rates might be challenging for highly indebted countries, families and corporations. Of course, this rise in interest rates has been widely anticipated and should thus not cause any major disruptions. Nevertheless, if inflation rises more than expected and central banks are forced to raise rates at a faster pace, it is likely that market sentiment could shift abruptly, leading to a sudden correction in asset prices. 

         A swifter rise in interest rates in advanced economies might also continue to lead to significant currency depreciation and volatility in some emerging market economies (EMEs) that are highly reliant on external financing and facing internal or external imbalances. Geopolitical tensions might also contribute to sudden market corrections or a further rise in oil prices. Brexit and policy uncertainty in Italy could add pressures to the expansion in the euro area. 

         What does this all mean for policy? Since private and public debt remain high in some countries, improving productivity, decreasing debt levels and building fiscal buffers is key to strengthen the resilience of economies. As monetary and fiscal policies will not be able to sustain the expansion forever and might even contribute to financial risks, it is absolutely essential that structural reforms become a priority. In the past couple of years, few countries have undertaken substantial structural reforms. Most of the countries that reformed are large EMEs, such as Argentina, Brazil and India. In the advanced economies, important labour reforms were introduced in France and a sweeping tax reform was implemented in the United States. However, as the 2018 OECD Going for Growth points out, these important exceptions do not counter the rule that reform efforts have been lagging.
         

         Why is this important? Because the only way to sustain the current expansion and to make growth work for all is to undertake productivity-enhancing reforms. As many OECD Education Policy Reviews and OECD National Skills Strategies show, it is crucial to redesign curricula to develop the cognitive, social and emotional skills that enable success at work, and to improve teaching quality and the resources necessary to deliver those skills effectively. In many countries, investment in quality early childhood education and vocational education and apprenticeships are of particular importance. Skills-enhancing labour-market reforms are also crucial. Reforms to boost competition, improve insolvency regimes, reduce barriers to entry in services and cut red tape are also key for making our economies more dynamic, more inclusive and more entrepreneurial. Investment in digital infrastructure will also be essential in this digital age. In addition, there are significant opportunities to reduce trade costs in both goods and, in particular, services, boosting growth and jobs across the world.
         

         In spite of stronger growth, there is no time for complacency. Structural reforms are vital to sustain the current expansion and to mitigate risks. Therefore, at this juncture of the world economy, it is truly crucial to give reforms a chance. After monetary and fiscal policies have done their jobs, it is time for reforms to sustain the expansion, to improve well-being, and to make growth work for all.
         

         30 May 2018
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         Alvaro Santos Pereira

         OECD Acting Chief Economist

      

   
      
         
Chapter 1. General assessment of the macroeconomic situation
         

         
            Introduction
            

            The expansion is set to persist over the next two years, with global GDP projected to rise by close to 4% in 2018 and 2019. Growth in the OECD area is set to remain around 2½ per cent per annum, helped by fiscal easing in many economies, and will strengthen to close to 5% elsewhere (Table 1.1). Although job growth is likely to ease in advanced economies, the OECD-wide unemployment rate is projected to fall to its lowest level since 1980, with labour shortages intensifying in some countries. Wage and price inflation are accordingly projected to rise, but only moderately, given the apparent muted impact of resource pressures on inflation in recent years and the scope left in some economies to strengthen labour force participation and hours worked. Global investment and trade rebounded last year, and are projected to continue to expand steadily in the next two years, provided trade tensions do not escalate further. Even so, the prospects for strong and sustained improvements in living standards in the medium term remain weaker than prior to the crisis in both advanced and emerging market economies, reflecting less favourable demographic trends and the consequences for potential output growth of the past decade of sub-par investment and productivity outcomes
            

            
               
                  
                     
                        	
                           
Table 1.1. Global growth is set to remain close to 4% in the next two years
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            While the short-term outlook remains favourable, downside risks prevail. The projected global growth rate of close to 4% is in line with the long-term average rate prior to the crisis, but the current expansion is still being supported by very accommodative monetary policy in the advanced economies and, increasingly, fiscal policy easing. This suggests that strong self-sustaining growth has yet to be attained. Trade protectionism has already begun to adversely affect confidence, and a further escalation would harm investment, jobs and living standards. Geopolitical concerns have contributed to the substantial further rise in oil prices in recent weeks; if sustained, higher oil prices would add to inflation and soften household real income growth. Geopolitical risks also remain in Europe, with bond spreads widening recently in the euro area. Risks also remain that the normalisation of interest rates in some economies, especially if it were to proceed rapidly and be accompanied by strong US dollar appreciation, could further expose financial vulnerabilities and tensions created by elevated risk-taking and high debt. Financial market pressures have already appeared in some emerging market economies (EMEs), on the back of higher US bond yields and an appreciation of the US dollar, particularly in ones with large and rising domestic and external imbalances or sizeable US dollar-denominated external debt.

            Against the backdrop of the stronger global economy, policy needs to focus on securing a more robust and resilient recovery of productivity, investment and living standards. A gradual normalisation of monetary policy is needed, but to a varying degree across the major advanced economies. Continued clear communication about the path to normalisation is essential to minimise the risk of financial market disruptions. An active and timely deployment of prudential and supervisory policies is also necessary to avoid an intensification of the risks from financial vulnerabilities in both advanced and emerging market economies. Fiscal policy choices should avoid being excessively pro-cyclical and be clearly focused on measures that help to strengthen medium-term growth and ensure that the recovery yields widespread benefits. Any margins from stronger growth should be used to rebuild fiscal buffers, given high government debt and deficit levels in many countries and the limited room for policy manoeuvre if significant downside risks materialise. Structural reform efforts should be revived in both advanced and emerging market economies to help sustain growth and allow the benefits of growth to be distributed more widely. The current upswing, with strong job growth, provides an opportune moment to rekindle structural reform efforts. Favourable cyclical conditions help to maximise the benefits of reforms, whereas acting in crisis periods, which is often when reforms are implemented, can accentuate short-term costs. Safeguarding the rules-based international trading system, avoiding an escalation of trade tensions, and enhancing multilateral co-operation are essential to prevent the harm to longer-term growth prospects that would result from a retreat from open markets (see Chapter 2).
            

         

         
            Policy support will help to sustain global growth
            

            The global expansion remains solid and broad-based, even though global GDP growth eased in the first quarter of 2018 (Figure 1.1, Panel A). Investment and trade growth have picked up, contributing to widespread job creation. Amongst the advanced economies, fiscal and monetary policy support continues to help underpin activity, with the effects of still-accommodative monetary policy being reinforced by an easing of the fiscal stance in the majority of countries. Activity in the EMEs has also rebounded, boosted by improved global trade, higher commodity prices, and strong infrastructure investment in China and other Asian economies. Financial conditions largely remain supportive, but have begun to tighten in recent months (see below) with declines in equity prices from elevated peaks, rising long-term interest rates and volatility picking up from the unusually low levels seen in recent years. Some EMEs have begun to experience increasing financial market pressures, particularly those with large and rising domestic and external imbalances or substantial US-dollar-denominated debt (see below). 
            

            
               
Figure 1.1. Global activity indicators have eased recently from robust levels
               

[image: graphic]Note: Data in Panel D are for retail sales in the majority of countries. Monthly household consumption is used for the United States and the monthly synthetic consumption indicator is used for Japan. Data for India are included in Panel C, but are unavailable for Panel D. The aggregations are based on purchasing power parity (PPP) weights.
               

               Source: OECD Economic Outlook 103 database; OECD Main Economic Indicators database; Thomson Reuters; Markit; and OECD calculations.
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            Oil prices have recently risen to around USD 80 per barrel, around 15% higher than at the start of the year, and USD 25 per barrel above their average level in 2017. Despite strong US production of oil, prices have been pushed up by continued robust global demand, supply restraints from agreed production restrictions by OPEC and selected non-OPEC countries, severe production cutbacks in Venezuela, and expectations that geopolitical tensions will limit supply from Iran.1 In the projections set out below, oil prices are assumed to be USD 70 per barrel over the remainder of 2018 and 2019 (Annex A.1), broadly consistent with average futures prices for 2019 over the month to mid-May this year. If the subsequent increase is sustained, it will be a significant downside risk, further adding to headline inflation and reducing real income growth in oil importing economies.2

            Recent high-frequency indicators of global growth have been mixed, but have generally eased, in line with the slowdown in GDP growth in the first quarter of 2018 (Figure 1.1, Panels B to D). Overall business confidence appears to have stabilised in recent months, but some trade indicators, such as export orders and container port traffic, have continued to moderate. The slowdown in GDP growth in the first quarter of the year was concentrated largely in the advanced economies, especially in Europe and Japan. In part this reflects temporary factors, including unusually adverse weather conditions. However, concerns about global trade disruptions may have created uncertainty, leading firms to postpone investment temporarily. Higher oil prices may also have contributed to the recent softness of consumer spending (Figure 1.1, Panel D) by pushing up headline inflation and providing a temporary drag on household real income growth. Such effects fade quickly in the projections set out below, not least because of the support that macroeconomic policies continue to provide, but remain significant downside risks, particularly if geopolitical tensions push up oil prices further. 
            

            Despite the slow start to 2018 in some countries, global GDP growth is projected to reach almost 4% in both 2018 and 2019, helped by stronger growth in the United States, India and commodity-producing economies (Figure 1.2). While this would bring global growth back to the average rates observed in the two decades prior to the crisis, a significant difference from past expansions is that the current one is still being supported by highly accommodative macroeconomic policies. On a per capita basis, growth is now improving in the majority of OECD and non-OECD economies, and has finally returned to pre-crisis rates in most, but the shortfalls in the years after the crisis have yet to be overcome (Figure 1.3). By 2019, real per capita incomes in the OECD economies as a whole are projected to still be over 10% lower than they might otherwise have been if they had risen since 2007 at the same average annual pace as in the two decades prior to the crisis (Figure 1.3, Panel B).
            

            
               
Figure 1.2. Global GDP growth is set to strengthen further in 2018-19
               

               Contributions to global GDP growth

[image: graphic]Note: Non-OECD commodity producers include Argentina, Brazil, Colombia, Indonesia, Russia, Saudi Arabia, South Africa and other non-OECD oil-producing economies. Contributions have been rounded to the nearest 0.05.
               

               Source: OECD Economic Outlook 103 database; and OECD calculations.
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Figure 1.3. Per capita income growth has picked up in the OECD economies 
               

[image: graphic]1. The OECD and non-OECD aggregates are calculated with moving nominal GDP per capita weights using purchasing power parities. The non-OECD aggregate is based on data for Argentina, Brazil, China, Colombia, Costa Rica, India, Indonesia, Lithuania, Russia, Saudi Arabia, South Africa and the Dynamic Asian Economies (Chinese Taipei, Hong Kong - China, Malaysia, the Philippines, Singapore, Thailand and Vietnam). The 1990-2007 data for the non-OECD excluding China refer to 1993-2007.
               

               2. The dotted line shows a linear projection from 1990 based on the average annual growth rate of OECD GDP per capita in the 1990-2007 period.
               

               Source: OECD Economic Outlook 103 database; UN database; and OECD calculations.
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            In the advanced economies, supportive macroeconomic policies, strong job growth and a recovery in investment underpin growth prospects, with GDP growth averaging close to 2½ per cent per annum over the projection period. Fiscal easing in the United States is helping to support investment and output growth in 2018-19, but fiscal tightening is set to begin from 2020 under current legislation and higher government debt levels will add to medium-term challenges (Box 1.1). Tax reductions and higher spending could still add between ½ and ¾ percentage point to US GDP growth both this year and next, taking it close to 3% in both years. This provides positive demand spillovers for other economies (Box 1.1), but higher US interest rates, and associated US dollar appreciation as interest-rate differentials widen, could raise financial pressures in some countries, especially EMEs. Growth in the euro area is set to remain robust and broad-based at between 2 and 2¼ per cent over 2018-19, with the additional fiscal easing projected in many European countries, including Germany, adding to the boost provided by accommodative monetary policy and improving labour markets. Additional spending announced in the recent supplementary budget will help to support demand in Japan in the remainder of 2018 but fiscal headwinds are set to strengthen somewhat in 2019.
            

            
               
Box 1.1. An assessment of the impact of US fiscal policy changes
               

               The US Tax Cuts and Jobs Act, and the decision of Congress to raise spending limits over the next two years, imply a significant easing of US fiscal policy of around 1% of GDP in both 2018 and 2019. (In comparison, the November 2017 Economic Outlook projections had assumed an easing of 0.5% of GDP in 2018 and unchanged policy in 2019.) This box provides an assessment of the effects on growth prospects of these fiscal measures.1 
               

               
                  	
                     The main tax measures include a permanent reduction in the marginal corporate income tax rate to 21%, a decrease in personal income tax rates that expires in 2025, and an increase in the rate of bonus depreciation to 100% in 2018-22 after which it is phased out by 2026. The measures also push the United States towards a more territorial tax system, consistent with most major economies. Overall, the direct costs of the Tax Cuts and Jobs Act raise the federal government deficit by around 0.7% of GDP in 2018 and an additional 0.7% of GDP in 2019 according to estimates from the Congressional Budget Office. Thereafter, the impact on the annual budget deficit is set to fade to around zero by 2026-27, on the basis of current legislation, implying some fiscal tightening in the first half of the 2020s.

                  

                  	
                     The new two-year budget bill voted in early February provides a higher spending ceiling in both 2018 and 2019 than previously expected. The assumed withdrawal of this additional spending in 2020 adds to the implied fiscal tightening from the tax increases set to occur in the next decade (in line with the ex-ante costing of the tax act). 

                  

               

               In the model-based scenario these fiscal measures were incorporated as follows:

               
                  	
                     A reduction in the effective corporate tax rate of 8 percentage points in 2018 and 7 percentage points in 2019, before slowly easing thereafter. This reduces corporate tax receipts by around 0.5% of GDP in 2018 and 0.8% of GDP in 2019, approximating the impact of the collective changes to the corporate tax system being undertaken. Other tax changes are assumed to occur via reductions in the effective rate of personal income taxes, reducing revenue by around 0.6% of GDP by 2019, before slowly fading thereafter.

                  

                  	
                     The increase in spending limits was assumed to result in an increase in government consumption of 0.3% of (baseline) GDP in 2018 and 0.6% of GDP in 2019. 

                  

               

               The short-term impact of the combined fiscal measures is estimated to raise US GDP growth by between ½ and ¾ percentage point in both 2018 and 2019 (see figure below). Around two-thirds of this boost is accounted for by the collective impact of the tax changes. Business investment rises relatively rapidly, helped by a sustained decline in the cost of capital of around 10% and expectations of higher future output. The boost to US final demand also strengthens import growth and adds to labour market pressures, with the unemployment rate declining by ½ percentage point over 2018-19 and real wages rising above baseline by around 1% by 2019. Strong demand growth in the United States contributes to the widening of the US current account deficit, by around ¾ per cent of GDP in 2019. As stronger short-term activity feeds back into the budget balance, the overall increase in the deficit is closer to 1½ per cent of GDP in 2019. Monetary policy is tightened in the near term, with policy interest rates around ¾ percentage point above baseline in 2019, resulting in an appreciation of the US dollar effective exchange rate. 

               Other countries benefit from stronger external demand in the United States (on an assumption of unchanged trade policies), especially close trading partners such as Canada and Mexico. However, this is offset in part by somewhat tighter domestic monetary policy than otherwise in many countries, due to higher import price inflation stemming from currency depreciation against the US dollar. 

               The assumption of forward-looking behaviour in the analysis limits the near-term boost to output somewhat, as consumers anticipate higher taxes in the future and start to accumulate savings now to pay for these. It also serves to check the extent to which monetary policy is tightened in 2018-19. In an alternative scenario in which consumers’ do not anticipate higher future taxes, the boost to GDP growth in 2018-19 would be somewhat higher, at over ¾ percentage point per annum on average, but inflationary pressures would be stronger and the external deficit would widen further. 

               
                  The US fiscal stimulus is set to strengthen short-term GDP growth 
                  

                  Difference from baseline, percentage points

[image: graphic]Source: OECD calculations.
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               In the medium term, the full impact of the US tax act, and the extent to which any gains are widely shared, is difficult to estimate and model (Barro and Furman, 2018). There is a lot of uncertainty about the changes in underlying incentives and behaviour that may result, including about investment location decisions and the extent to which the personal direct tax reductions that benefit high-income households are saved rather than spent. The permanent reduction in the marginal corporate tax rate implies that the real user cost of capital will be lower than otherwise, bringing about a long-lasting increase in the business capital stock that boosts supply.2 All told, economy-wide potential output is up by around ¾ per cent by the mid-2020s in the scenario considered, and around 1% by 2030. However, higher interest rates have begun to check the medium-term effects by this time, with the government debt-to-GDP ratio estimated to rise by around 6-7 percentage points by the mid-2020s, pushing up risk premia on government debt and long-term interest rates. 
               

               1. The assessment uses the NiGEM global macroeconomic model, maintained by the UK National Institute of Economic and Social Research. The model was run with forward-looking expectations, so that businesses and households have full knowledge of future fiscal changes. Monetary policy was allowed to be endogenous in all economies, with the exception of the euro area and Japan, where policy interest rates were kept unchanged before 2020. The budget solvency rule was used from 2020 to bring the US deficit-to-GDP ratio back to baseline by the mid-2020s, implying gradual increases in the effective tax rate on household incomes.
               

               2. Changes in the household income taxes might also impact on labour supply decisions, but these are not modelled here.
               

            

            Growth prospects in the emerging and developing economies collectively appear solid for 2018 and 2019, but this masks diverging developments across the major economies. After a strong start to 2018, growth in China is set to ease slowly, to below 6½ per cent by 2019. Macroeconomic and regulatory policies are gradually becoming more restrictive as fiscal policy is now broadly neutral and credit conditions are less expansionary, and the working-age population is now declining. In contrast, robust domestic demand growth is projected to help GDP growth strengthen in India, to around 7¼ per cent and 7½ per cent in FY 2018 and FY 2019 respectively, with past reforms helping to drive a strong rebound in private investment growth. Strong infrastructure investment spending should also continue to support growth in Indonesia and a number of the Dynamic Asian Economies over 2018-19. Growth outcomes are also projected to strengthen in a number of other commodity-producing economies, particularly Brazil and South Africa, with activity supported by monetary policy easing and improved sentiment. Higher oil prices and lower interest rates should also help to sustain growth in Russia, despite tight fiscal policy.

            Global trade growth strengthened to 5¼ per cent in 2017, helped by the recovery in Europe, the pick-up in electronics trade in Asia, and the shift in the composition of demand towards investment. Import growth has also increased in many commodity-exporting economies. Over 2018-19, trade growth is projected to ease, but remain broad based, rising by between 4½-4¾ per cent per annum on average, on the assumption that trade tensions do not worsen significantly further (Figure 1.4). At this pace, trade intensity would remain mild by pre-crisis standards, but would be marginally higher than the average pace achieved over 2012-17. Global current account imbalances are projected to rise modestly during 2018-19, with the US external deficit increasing by around ¾ per cent of GDP (driven in part by the fiscal easing taking place) and rising deficits in a number of EMEs, especially those with relatively strong domestic demand growth. The current account surpluses in Japan, the euro area and China are projected to be broadly stable over 2018-19, at around 4% of GDP (Japan and the euro area) and 1¼ per cent of GDP respectively. Higher oil prices also result in improving external positions in the major oil-producing economies (including Russia). 
            

            
               
Figure 1.4. A broad-based upturn in trade growth, 
but trade intensity remains lower than before the crisis
               

[image: graphic]1. Commodity producers include Argentina, Australia, Brazil, Chile, Colombia, Indonesia, Norway, New Zealand, Russia, Saudi Arabia, South Africa and other oil-producing countries.
               

               2. World trade volumes for goods plus services; global GDP at constant prices and market exchange rates. Ratio of average annual world trade growth to average annual GDP growth in the period shown.
               

               Source: OECD Economic Outlook 103 database; and OECD calculations.
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            Steady employment growth is projected to continue in most of the advanced economies over 2018-19, with OECD-wide employment rising by 1¼ per cent per annum on average. The OECD-wide unemployment rate has finally fallen below the pre-crisis level and is projected to decline further to 5% by the end of 2019. This would be the lowest area-wide rate since 1980, and over ½ percentage point below the estimated long-term sustainable unemployment rate. Corporate surveys also point to signs that labour shortages have begun to intensify in some major economies (Figure 1.5), especially in Germany and several Central and Eastern European economies, possibly reflecting emerging skill shortages (EIB, 2017).
            

            
               
Figure 1.5. Survey evidence is now pointing to labour shortages in some economies
               

[image: graphic]Note: Normalised values over the period 2003-2018, expressed in standard deviations.
               

               Source: National Federation of Independent Business; European Commission; and OECD calculations.
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            There are now signs that wage pressures have begun to strengthen, especially in the United States, Canada, Germany and several smaller European economies, including the Czech Republic, Hungary and Poland, where labour markets are becoming increasingly tight. In Japan, where labour shortages are also particularly acute, wage growth is still modest, but new corporate tax credits for companies that raise wages by 3% or more could help to foster stronger compensation growth. Overall, in the OECD economies, real wages are projected to rise by around 0.9% per annum on average over 2018-19, up from around 0.3% per annum on average in 2014-17 (Figure 1.6). Around three-quarters of this pick-up can be accounted for by somewhat stronger labour productivity growth, so that unit labour cost inflation rises only modestly in many economies. 
            

            
               
Figure 1.6. Real wage growth is projected to pick up, helped by improving productivity growth 
               

[image: graphic]Note: Labour productivity growth is the average annual growth rate of output per person employed. Real wage growth is calculated from nominal wage growth and the GDP deflator. 2018-2019 are projections.
               

               Source: OECD Economic Outlook 103 database.
               

               StatLink  http://dx.doi.org/10.1787/888933729021

            

            Wage growth nevertheless remains softer than might be anticipated given the decline in unemployment and growing signs of skill shortages. This suggests that conventional headline measures of unemployment may understate the extent of current cyclical slack in OECD labour markets, with scope remaining in some economies to further strengthen labour demand without giving rise to substantial wage pressures.

            Margins of slack differ across the major economies, but include comparatively-high involuntary part-time work rates in some countries and a sizeable number of people only marginally attached to the labour market but who are available for work. Such factors appear relatively important in Europe, but less so in the United States and Japan (Figure 1.7). There are also marked differences across countries in the activity rates of different age groups (Figure 1.8). Participation rates are generally rising in most countries, particularly for older workers, adding to available supply, with the United States a notable exception. In part, improvements in participation rates reflect the cumulative impact of past labour market reforms to boost job creation, reduce pathways to early retirement, and lower barriers to female labour force participation. Inflows of asylum seekers are also providing a modest boost to labour force growth in some European countries. Diminished labour force participation of prime-age workers (in the 25-54 age group) in the United States is associated in part with an increased incidence of poor health and disability, including high opioid prescriptions (CEA, 2018). Renewed efforts to implement structural reforms to boost skills, job availability and foster additional labour force participation are required in all countries to improve labour market opportunities and help sustain the present expansion.
            

            
               
Figure 1.7. There are high numbers of involuntary part-time 
and marginally attached workers in some countries
               

               As a percentage of labour force

[image: graphic]Note: Involuntary part-time workers are people working less than 30-usual hours per week because they could not find a full-time job. Marginally attached workers are persons aged 15 and over, neither employed or in the labour force, nor actively looking for work, but who are willing to work and available to take a job. Additionally, when this applies, they have looked for work during the past 12 months.
               

               Source: OECD Labour Market Statistics; Eurostat; Bureau of Labour Statistics; Statistics Bureau of Japan; and OECD calculations.
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Figure 1.8. Substantial differences remain in activity rates across countries
               

               In per cent of the working age population in each age group; four-quarter moving average

[image: graphic]Source: OECD Short-Term Labour Market Statistics; and OECD calculations.
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            The improvement in job growth and incomes remains uneven. The employment rates of older workers (aged 55 and above) have risen sharply in recent years, but prime-age and youth employment rates are only at, or still below, pre-crisis levels in many countries. Many households have seen little growth in real disposable incomes over the past decade, particularly those with low incomes (Figure 1.9). Soft wage growth is also contributing to popular dissatisfaction with economic performance.
            

            
               
Figure 1.9. Income and employment gains remain uneven in the OECD 
               

[image: graphic]Note: The OECD employment rate of each age group is the ratio of the number of employed people to the working age population in the age group. The income series are averages of the 17 OECD member countries for which data are available over the full period.
               

               Source: OECD Short-Term Labour Market Statistics; OECD Income Distribution database; and OECD calculations.
               

               StatLink  http://dx.doi.org/10.1787/888933729078

            

         

         
            Key issues and risks
            

            Will inflation pick up?
            

            Higher commodity prices have already pushed up headline inflation in many advanced economies, including in the euro area, Japan and the United States. At the same time, underlying inflation remains mild, in part due to the slow pace of the recovery from the crisis (Figure 1.10). Inflation also generally remains modest in EMEs. However, past currency declines and stronger commodity prices are currently adding to inflation pressures in some countries, including Argentina, Mexico and Turkey (Figure 1.11).
            

            
               
Figure 1.10. Inflation is projected to approach, or slightly exceed, inflation objectives
in the main OECD areas 
               

               Year-on-year percentage changes

[image: graphic]Note: Headline and core inflation are measured by the...
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