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Editorial:

The policy challenge: 
catalyse the private sector forstronger and more inclusivegrowth
Global economic growth is strengthening, with incoming data surprising on the upside. We project global GDP growth to be between 3½ and 3¾ per cent through the projection horizon, closer to long-run averages. Will this synchronised momentum finally propel the global economy to gather enough speed to raise productivity, real wages, and living standards for all? 
More robust and higher quality private sector investment, including in intangibles and skills, is key for long-term productivity and real wage growth. There are positive signs: surveys indicate that businesses intend to invest, particularly in technology-embodied capital; and the now synchronous global upturn signals demand for investment, particularly given the erosion of the capital stock. But, projected investment rates remain too low to sustain the acceleration of activity. As a result, our projection for global GDP for 2019 shows a tempering of growth rather than continued strengthening. 
A myriad of obstacles (different across countries) stand in the way of the more robust investment crucial for productivity growth to meet the public's expectations for higher living standards, and to fulfil the longer-term commitments of governments to provide solid career paths for the young and adequate pensions for the old. For example, services restrictions create hurdles to invest, particularly for smaller firms; judicial delays hinder the clean-up of balance sheets and capture resources in poorly performing firms; housing policies can make it difficult to hire workers with the right skills, undermining investment by both workers and firms. 
Some people think that the per capita income growth enjoyed in previous decades is out of reach, and that those expectations are unrealistic or even inappropriate, given demographic and environmental considerations. On the former, OECD research shows that changes in pension policies to promote longer working careers and increased participation of women can offset much of the demographic drag on potential output. On the latter, the OECD report “Investing in Climate, Investing in Growth” shows a path to better well-being consistent with climate change commitments. More robust productivity growth is needed to raise wage prospects in advanced economies and higher investment – in social, public, human, and physical capital (with different combinations for different countries) – is needed for emerging economies to sustain catch-up in living standards. 
Financial markets provide additional signals that real investment has yet to fully fire, and that incentives are misaligned. When firms invest in financial assets rather than in real capital, asset prices rise relative to long-term growth prospects. Evidence continues to build that financial asset prices are inconsistent with expectations for future growth and the policy stance, exacerbating the risks of financial corrections and growth downdrafts. Vulnerabilities appear through a number of channels: volatility measures are low even as the probability of sharp corrections is high, equity prices are high relative to expected growth rates and discount rates, credit spreads are narrow relative to risks, bond yields are low relative to probable outcomes of fiscal and monetary policies, and historically-high duration exposes bond holders to interest rate normalisation. Current global growth rates, and fiscal and monetary space are too limited to weather a financial downdraft. This puts an even greater premium on structural policy efforts. 
Policymakers need to trigger deeper changes to their policies to catalyse investment, productivity, and real wage growth and make growth more inclusive. The OECD’s Going for Growth exercise documents that many countries have focussed and made progress on policies that enhance labour market fluidity and participation by redesigning benefits and “making work pay”, and by improving childcare so as to enhance labour force inclusion of women. These reforms have paid off with higher employment rates, particularly among groups that typically have been more weakly attached to the labour market. However, for these reforms to be reflected in high productivity and real wage growth, opportunities for right-skilling need to improve and productivity gains need to diffuse from the frontier to all firms. Further, competition in markets enhances competition for workers, making for better skill matching and higher real wages. Policymakers' efforts on product market reforms have been less ambitious, in particular on anti-trust/competition policy action and on trade and investment policies; indeed, threats to roll back openness permeate the policy landscape. Although progress has been made on financial market repair, zombie firms still capture too much labour and capital, taking a toll on business dynamism, productivity and real wage growth.
The financial crisis prompted structural reform and new regulation of parts of the financial system, but private sector debt remains high. The past decade has seen a growing reliance by firms on bond financing at attractive rates, with deteriorating credit quality and use of international issuance, as set out in Chapter 2 of this Economic Outlook on “Resilience in a Time of High Debt”. While credit is needed to support economic activity and innovation, it can increase risks, lower growth and raise inequality. An integrated policy approach is needed to enhance the financial resilience of economies to shocks and to minimise the risks of sub-par growth in the medium term. Financial regulation should not focus only on risk, but also on growth. 
Policy fatigue and sluggish growth in the past decade have curbed reform ambitions. And some might suggest that the global upturn means that no more policy effort is needed. In fact, the rapid pace of technological change – digitalisation, robotics, artificial intelligence, cloud computing – demands deeper and more extensive reforms, not complacency. Attention to the local challenges of global and technological changes has to ensure that opportunities will be shared. Those countries that step up policy efforts will create a better environment for their firms and public. With the global upturn putting wind under the wings of policy, now is the time to redouble the effort. 
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Chapter 1. General assessment of the macroeconomic situation


Introduction 

The global economy is now growing at its fastest pace since 2010, with the upturn becoming increasingly synchronised across countries. This long awaited lift to global growth, supported by policy stimulus, is being accompanied by solid employment gains, a moderate upturn in investment and a pick-up in trade growth. Global GDP growth is projected to be just over 3½ per cent this year, strengthening further to 3¾ per cent in 2018 before easing slightly in 2019 (Figure 1.1; Table 1.1). On a per capita basis, growth is set to improve but fall short of pre-crisis norms in the majority of OECD and non-OECD economies. Inflation is currently subdued in the major economies and is set to remain moderate, although edging up gradually as resource pressures build.



Figure 1.1. 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 102 database; IMF World Economic database; and OECD calculations.
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Table 1.1. The modest cyclical recovery will continue
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Whilst the near-term cyclical improvement is welcome, it remains modest compared with the standards of past recoveries. Moreover, the prospects for continuing the global growth up-tick through 2019 and securing the foundations for higher potential output and more resilient and inclusive growth do not yet appear to be in place. The lingering effects of prolonged sub-par growth after the financial crisis are still present in investment, trade, productivity and wage developments. Some improvement is projected in 2018 and 2019, with firms making new investments to upgrade their capital stock, but this will not suffice to fully offset past shortfalls, and thus productivity gains will remain limited. Growth also remains softer than in the past in the emerging market economies (EMEs), dimming both prospects for their catch-up and for faster global growth (given their steadily rising role in the global economy). EME growth is hampered by slowing reform efforts and financial vulnerabilities from high debt burdens, particularly in China. Financial risks are also rising in advanced economies, with the extended period of low interest rates encouraging greater risk-taking and further increases in asset valuations, including in housing markets (Chapter 2). Productive investments that would generate the wherewithal to repay the associated financial obligations (as well as make good on other commitments to citizens) appear insufficient. 

Improved short-term momentum and the fiscal room created by the current accommodative monetary policy environment provide an opportune moment for further rebalancing policy to address the structural impediments to stronger and more inclusive medium-term growth, and to increase resilience against possible risks. Monetary policy will be differentiated according to the need to support growth but with greater attention to financial stability and the potential for cross-border turbulence from rising differences in policy settings across countries. The fiscal easing underway in many economies should be delivered as planned in 2018, alongside redoubled efforts to focus tax and spending policies and structural policy efforts on the country-specific measures required to support inclusive and sustainable growth. Active and timely deployment of prudential and supervisory policies in both advanced and emerging market economies would help to address financial vulnerabilities (Chapter 2). Better integrated policy packages that address domestic and international weaknesses are necessary to ensure that the gains from technological change and cross-border trade and investment are more widely shared by workers, households and regions.

Prospects for the medium term depend on the responses of market actors to policy settings, including the monetary policy stance, the effective deployment of fiscal space and associated changes in the quality of the public finances. Further structural policy reforms focusing on measures to promote greater business dynamism, trade and investment, encourage increased labour force participation, and improve the functioning of financial institutions would strengthen growth potential and complement the productivity gains that could be achieved through corporate spending on knowledge-based capital. The upside potential for productivity and wages to support inclusive growth – the avenue by which countries can meet the expectations of citizens – depends on the packages of policies appropriate for each country. Given high debt, financial turbulence from unexpected macroeconomic policies, or a materialisation of downside risks in key economies or financial markets, would result in weaker growth outcomes, larger shortfalls from past performance, and a further diminishing of trust in the capabilities of policymakers.




Global growth momentum will stay strong, but only for a while

Global GDP growth is set to be just over 3½ per cent this year, the fastest for seven years, with improved outcomes in both advanced economies and the EMEs. Confidence measures and levels of new orders for businesses remain strong (Figure 1.2, Panel A), pointing to improved short-term growth prospects, although they have run ahead of activity data in some countries and sectors (Figure 1.2, Panel B). Industrial production and retail sales growth have also both strengthened this year (Figure 1.2, Panels C and D). Amongst the advanced economies, policy easing (both fiscal and monetary) is helping growth to remain stronger than anticipated in the euro area, and also in many other small open economies strongly connected to the euro area via value-chain linkages. Strong infrastructure investment in China in 2016 and 2017 is a key driver of the upturn in the EMEs, boosting external demand elsewhere, especially in Asia, and contributing to the recovery now underway in many commodity-exporting economies. By some measures, financial conditions remain supportive in the major economies (see below), although further increases in asset prices and the compression of risk spreads are adding to potential financial vulnerabilities. Commodity prices have risen, partly reflecting strong industrial demand as well as geopolitical risks and supply constraints from the agreement amongst OPEC and select non-OPEC members to restrict oil production through to March 2018. Nonetheless, prices remain below the peaks seen in 2010-11, suggesting that the impact on growth prospects may be modest
although they will push up headline inflation.



Figure 1.2. The cyclical upturn has gathered pace this year

[image: graphic]Note: 3mma stands for 3-month moving average.

1. Based on OECD member countries, Brazil, China, India, Indonesia, Russia and South Africa.

Source: OECD Main Economic Indicators database; Markit; Thomson Reuters; and OECD calculations.
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The broad-based cyclical upturn (Figure 1.3, Panel A) is set to persist into 2018, with global GDP growth projected to strengthen to 3.7%.1 Over 2017-19 as a whole, global growth is projected to average 3.6% per annum, which is comparatively modest for a cyclical upswing. In the advanced economies, supportive macroeconomic policies, steady labour market improvements and accommodative financial conditions should help to underpin demand, with GDP growth averaging close to 2¼ per cent over the projection period. On a per capita basis, GDP growth is also projected to improve over 2017-19 in the advanced economies, but not at a pace sufficient to offset the decade of sub-par growth after 2007 (Figure 1.3, Panel B). Monetary policy is set to remain accommodative in the major economies in 2018-19 and fiscal policy easing will offer more support to activity than in the three years prior to 2017. In the median OECD economy, a fiscal easing of around 0.6% of GDP is projected to occur over 2017-19, with the main boost in 2017 and 2018, after consolidation of around 0.4% of GDP over 2015-16. By 2019, GDP growth is projected to ease mildly in the majority of major economies as capacity constraints begin to emerge, in part because the upturn in productive investment is projected to remain weaker than is necessary to strengthen potential output growth. 



Figure 1.3. The upturn is broad-based, but remains modest by past standards

[image: graphic]1. Accelerating/slowing growth refers to a comparison with the previous year at annual frequency.

2. 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).

Source: OECD Economic Outlook 102 database; UN database; and OECD calculations.
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In the EMEs, an upturn in investment is projected to support growth in India and the Dynamic Asian Economies in 2018-19, and a continued recovery is projected in Brazil and Russia, helped by the higher level of commodity prices and more accommodative monetary policy. However, a projected gradual slowdown in domestic demand growth in China, as stimulus measures in 2016-17 ease and necessary efforts continue to stabilise corporate debt and reduce excess capacity, will check the overall pace of trade and output growth in key trading partners in 2018-19. On a per capita basis, GDP growth in the non-OECD economies as a whole is set to ease over 2017-19 (Figure 1.3, Panel B).

Global trade growth has rebounded since the first half of 2016 and become increasingly broad-based across economies. Key factors underlying this include the recovery in Europe (a relatively trade intensive part of the world economy), the strong pick-up in electronics trade in Asia, and a shift in the composition of demand towards investment, which is more import intensive (Figure 1.4, Panel A). Nonetheless, trade intensity is set to remain mild by pre-crisis standards (Figure 1.4, Panel B). In part, this reflects structural factors, including a slowdown (OECD-WTO, 2017), or possibly even a reversal (Haugh et al., 2016), in the deepening of global value chains. The number of new trade restrictions in the major economies has also built up over the past decade, though the rate of increase is now easing (WTO, 2017). The cyclical upturn in investment intensity is also projected to be weaker than seen in the past at the global level (Figure 1.5).2



Figure 1.4. The trade upturn is being driven from Asia, but global trade intensity growth remains low

[image: graphic]1. Commodity producers includes 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. Period averages are the ratio of average annual world trade growth to average annual GDP growth in the period shown.

Source: OECD Economic Outlook 102 database; and OECD calculations.
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Figure 1.5. Global investment intensity remains below past norms

[image: graphic]Note: Period averages are the ratio of average annual gross investment growth to average annual GDP growth in the period shown.

1. Ratio of OECD investment growth to OECD GDP growth in period shown.

2. Fixed capital investment and GDP growth in the OECD, Brazil, China, Chinese Taipei, Hong Kong - China, India, Indonesia, Malaysia, the Philippines, Russia, Singapore, South Africa, Thailand and Vietnam, at constant prices. 

Source: OECD Economic Outlook 102 database; IMF World Economic Outlook database; Consensus Economics; and OECD calculations.
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Strong and sustained medium-term growth is not yet secured

A more robust investment upturn is required for a sustained recovery in the advanced economies

Investment is now rising in most advanced economies, but the upturn remains weaker than the average of past recoveries, implying slow growth of productive capital and limiting prospects for productivity growth and potential output. Since the financial crisis, weak global demand growth and heightened policy and regulatory uncertainty have driven the persistent weakness of investment (OECD, 2015; Égert and Gal, 2017). Financial constraints arising from impaired banking sectors in some economies, resources trapped in unproductive “zombie” firms (Adalet McGowan et al., 2017) and the slowdown in reform efforts to tackle regulations that impede product market competition (OECD, 2017b) have also helped to weaken incentives to invest. 

Some of these constraints have begun to ease, with signals about prospects for investment generally improving over the past year. After stagnating in 2016, business investment has risen by just under 3¾ per cent in the advanced economies this year, and capital goods production has strengthened through 2017. Corporate surveys also point to improving investment intentions in the euro area and the United States and emerging capacity shortages in Japan. The current broad-based improvement in near-term growth prospects should also help to stimulate investment, given empirical and survey indications that global demand matters as a distinct driver beyond domestic demand for many investment decisions (OECD, 2015). However, questions remain about how strong and long-lasting the investment rebound will be. Potential obstacles to a sustained recovery include a step-down since the financial crisis in expectations over the longer-term for global GDP growth;3 a decline in business dynamism in several countries (Figure 1.6; Carey et al., 2016; Millar and Sutherland, 2016),4, 5 with potentially adverse effects on competitive innovation, investment and productivity diffusion; and still high global policy uncertainty, including about trade policy developments. These all suggest that policy choices will have an important bearing on medium-term investment prospects.



Figure 1.6. Business dynamism has declined in several advanced economies

[image: graphic]Note: Number of enterprise births and deaths in year t over number of active enterprises in year t. Data for the United States and Canada are estimated in 2013-15 and 2014-15 respectively, using separate data from the US Census Bureau and Statistics Canada. The euro area estimates are an unweighted average of birth and death rates in member states. The estimates for “other Europe“ are unweighted averages of birth and death rates in the Czech Republic, Denmark, Hungary, Norway, Poland, Sweden and the United Kingdom.

Source: OECD Structural and Demographic Business Statistics Database; Japanese Ministry of Health, Labour, and Welfare; and OECD calculations.
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The pace of business investment growth in the advanced economies is projected to average around 3½ per cent per annum over 2018-19, suggesting that longer-term structural impediments outweigh more favourable cyclical conditions and leaving growth of the productive capital stock (which includes government as well as business investment) well below pre-crisis norms in most countries. In the median OECD economy, investment spending in 2018-19 is projected to be around 15% below the level required to ensure the productive net capital stock rises at the same average annual pace as over 1990-2007 (Figure 1.7).6 With depreciation rates having risen over time by over 1¼ percentage points in the median OECD economy between the 1997-07 average and 2016 (in part due to the shorter lifespans of technology investments), much stronger gross investment is now required to achieve the same net capital stock growth (Figure 1.8).



Figure 1.7. Investment shortfalls are set to persist

Ratio of actual investment to gross investment required for net productive capital stock growth at the 1990-2007 annual average rate

[image: graphic]Note: Estimates for the OECD are for the median country. Investment comprises business and government gross fixed capital investment.

Source: OECD Economic Outlook 102 database; and OECD calculations.
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Figure 1.8. Rising depreciation rates are helping to hold down net investment in productive capital

Per cent of productive capital stock

[image: graphic]Note: Business plus government investment. The series are annual averages for the period shown.

Source: OECD Economic Outlook 102 database; and OECD calculations.
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However, there could still be improvements to growth prospects even if companies seek only to upgrade their existing capital assets. The improving momentum in the global IT cycle, driven by production in the Asian economies (Figure 1.9), signals that a key part of any capital stock upgrade could be the replacement of old equipment and software with new enhanced digital technologies, with associated benefits for productivity growth. 



Figure 1.9. The upturn in the global IT cycle points to improving prospects for high-tech investment

[image: graphic]1. Estimate for total semi-conductor billings 2017 based on data up to September. Global GDP is expressed in USD at market exchange rates.

2. Nominal billings in Europe and Asia-Pacific deflated using US semi-conductor import prices. Nominal billings in the Americas deflated by US semiconductor export prices.

Source: World Semi-Conductor Statistics; Bureau of Labor Statistics; and OECD calculations.
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Broad structural policy packages, supported by supply-side fiscal measures, would support demand and, even more importantly, improve longer-term growth prospects, thereby helping to catalyse a stronger upturn in business investment (Box 1.1). In particular, a stronger pace of progress towards competition-friendly regulations would help to strengthen product market dynamism and competitive pressures and investment (Döttling et al., 2017). More competitive product markets would raise the prospective rate of return on new investments and provide a better environment to revive the stalled diffusion of innovation between frontier firms and the rest of the economy (Alesina et al., 2005; Gal and Hijzen, 2016; Égert and Gal, 2017). Moves towards more reallocation-friendly insolvency regimes would also reduce resources trapped in “zombie” firms and improve the ability of more productive firms to attract additional capital (Adalet McGowan et al., 2017; Chapter 2). Relatively favourable cyclical conditions provide a propitious opportunity to undertake such reforms, as any potential short-term costs from weaker firms exiting the market are likely to be lower and shorter-lived when demand and job creation are stronger. More could also be done to tackle regulatory divergences in network industries to encourage cross-border investment, especially in Europe (Fournier, 2015). 



Box 1.1. Deeper reforms would strengthen growth prospects

Renewed structural policy efforts, including further liberalisation of trade and regulation, especially in services, would help to improve the diffusion of new ideas and technologies between firms and across countries and boost total factor productivity (TFP) growth. In turn, this could push the anticipated internal rate of return on investment above current hurdle rates and encourage firms to upgrade their capital stock, and thereby help to sustain the momentum of the current recovery. Technological upgrading that improves capital quality would provide an additional boost to potential output. 

In the OECD as a whole, the annual average contribution of TFP to potential output growth in the decade from 2007 to 2017 was just over 0.2 percentage point weaker than in the pre-crisis decade. Undertaking policies to close this gap would boost output growth in the medium term. Additional easing of regulatory barriers in product markets, reductions of trade restrictions and more open economies, and stronger R&D spending are key policies in this respect (OECD, 2017b; Égert and Gal, 2017; Haugh et al., 2016). Identified policy priorities differ across countries (table below), but frequently include steps to: streamline permits and licenses; improve the transparency of regulation; reduce barriers to entry in network industries, professional services and retail sectors; lower barriers to trade and FDI; and strengthen collaboration between research institutes, universities and industry.


	Reform recommendations to help strengthen business dynamism
    and knowledge diffusion
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A stylised scenario using the NiGEM global macroeconomic model serves to illustrate the possible short and medium-term growth effects that might be achieved if the rate of technical progress were to be stronger. The scenario considers the effects of raising labour-augmenting technical progress by 0.2 percentage point per annum in all of the advanced economies for five years, beginning in the latter half of 2017, with the 1% higher level of technical progress being maintained permanently thereafter. 

There are a number of ways in which an increase of 1% in the level of TFP over five years can be achieved, based on the analysis in Égert and Gal (2017), especially if a collection of reforms are undertaken simultaneously in a number of different policy areas. Alternatively, the increase could be separately obtained from a large reform that raised trade openness by 5 percentage points (which is around twice the increase projected in 2017-19 in the OECD economies compared with 2014-16), or a beneficial two-year reform to product market regulation of a size that is somewhat larger than has been typically observed in the past. A rise in the share of business R&D spending in GDP can also boost TFP, but the effects are comparatively small, with an increase of 0.1 percentage point (which is roughly the difference between spending per annum in the OECD economies in 2014-15 and that in the previous decade) raising TFP by 0.1% after five years.

The NiGEM model simulations are run in forward-looking mode, so that private actors and financial markets start to adjust their behaviour in anticipation of the higher level of output in the future. Monetary and fiscal policies are allowed to remain endogenous.

All told, the positive supply shock would raise OECD GDP growth by around ¼ percentage point per annum over 2018-19, and by a further 0.1 percentage point per annum on average over 2020-23, so that the level of GDP in the OECD economies is 0.9% higher than otherwise by 2023. The output gains are larger in the United States than in the euro area or Japan (figure below), reflecting a more dynamic investment response and a faster response of real wages to the improvement in labour efficiency. Business investment growth is between 1 and 2 percentage points stronger in 2018 in the advanced economies than in the baseline, and by 2023 the capital stock is around 1% higher than the baseline in the United States (and also the United Kingdom and Canada) and around 0.7% above the baseline in Japan and the euro area. Real wages also rise gradually over time, as they adjust towards the higher level of productivity, by 0.1-0.3% relative to baseline in the major advanced economies in 2019 and by 0.5% on average in these economies by 2023, with somewhat stronger effects in the United States than elsewhere. In turn, this helps to strengthen consumer spending. The collective boost to output in the advanced economies also has mild positive spillovers to the EMEs and to world trade. Overall, global GDP growth is boosted by around 0.1 percentage point per annum on average out to 2023, and world trade growth by around 0.2 percentage point per annum over the same period.


The output gains from faster technical progress growth in the advanced economies

GDP at constant prices, difference from baseline, per cent

[image: graphic]Source: OECD calculations.
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The onset of monetary policy normalisation in the major advanced economies might have little direct effect on aggregate incentives to invest in productive assets. Corporate hurdle rates for investment remain well above the cost of capital (Figure 1.10) and the available survey evidence, though limited, suggests that hurdle rates have been high and relatively sticky over time despite underlying fluctuations in the cost of finance (Sharpe and Suarez, 2014; Deloitte, 2014; Norman, 2016).7 This is one reason why business investment has remained weak despite the decline in policy and market interest rates over the past decade. For the same reason, changes in tax rates (which affect the cost of capital) may yield less impetus for investment than theory or historical evidence might suggest. Changes in interest rates and taxes could still have a broader effect on corporate balance sheets by affecting decisions to issue debt and undertake financial transactions, adding to the growing disconnect between debt issuance and investment seen in recent years (Chapter 2). 



Figure 1.10. Hurdle rates for corporate investment are well above the cost of capital

[image: graphic]Source: Duke CFO Global Business Outlook Survey, June 2017; and Bank of England Finance and Investment Decisions Survey. 
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Reforms are needed to improve growth prospects in emerging market economies

A durable strengthening of growth in EMEs is central if global growth is to return to higher long-term norms, given their rising share of global output and trade. However, GDP growth has eased overall in these countries since the 2000s, progress in enacting structural policies has slowed and demographic headwinds are now appearing in some countries. Progress on catch-up in terms of GDP per capita has thus slowed in many EMEs. 

In recent years, weaker growth outcomes in the major EMEs were largely accounted for by a gradual moderation of growth in China, and a more substantial slowdown in commodity exporting economies (Figure 1.11, Panel A). Domestic demand was especially weak in many of the latter economies (Figure 1.11, Panel B). Growth in the major EME commodity importers (excluding China) did also ease, but to a much smaller extent. Going forward, as discussed above, growth in the non-China EMEs is now improving, helped by a rebound in Brazil and Russia, two of the major commodity producers, and spillover effects from policy stimulus in China. However, this upturn is set to be moderate by pre-crisis standards, reflecting relatively modest external demand growth and the need for further reforms to strengthen domestic demand. 



Figure 1.11. GDP growth is subdued in the emerging market economies and medium-term prospects have declined

[image: graphic]1. Commodity exporters include Argentina, Brazil, Chile, Colombia, Indonesia, Russia, Saudi Arabia, South Africa and other non-OECD oil producers. Commodity importers (ex. China) include India, Mexico, Turkey and the Dynamic Asian Economies (Chinese Taipei, Hong Kong - China, Malaysia, the Philippines, Singapore, Thailand and Vietnam). Emerging markets economies (ex. China) include the countries in the commodity exporters group and commodity importers group. Countries are aggregated based on PPP GDP weights.

2. Average annual GDP growth expected over the following ten years in long-term consensus forecasts from the years shown. Commodity exporters include Argentina, Brazil, Chile, Colombia, Indonesia, Peru, Russia, Ukraine and Venezuela. Commodity importers (ex. China) include Bulgaria, Chinese Taipei, Hong Kong – China, India, Malaysia, Mexico, Philippines, Romania, Singapore, Thailand and Turkey. Countries are aggregated based on PPP GDP weights.

3. Production function based estimates of potential output in Argentina, Brazil, Chile, China, Colombia, India, Indonesia, Mexico, Russia, Turkey and South Africa. HP-filter based estimates of potential output in Saudi Arabia, the Dynamic Asian Economies and other non-OECD oil producers.

Source: OECD Economic Outlook 102 database; Consensus Economics; and OECD calculations.
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A risk is that the cyclical rebound in growth outcomes could disappoint if there were to be a sharper slowdown in China than currently projected, given the strong linkages of the smaller Asian economies and commodity exporters with China through global value chains (Figure 1.12). Financial vulnerabilities, such as high debt, currency mismatch between debts and revenues, and rising non-performing loans in some EMEs could also cloud the near-term growth outlook (Chapter 2). Capital flows may also become more volatile if steps to normalise monetary policy in some advanced economies gather pace.



Figure 1.12. China is an important trading partner for smaller Asian economies
and commodity exporters

Per cent of total domestic value-added in foreign final demand in 2014

[image: graphic]Note: OECD TiVA Nowcast Estimates. Red is for the Dynamic Asian Economies, blue is for the commodity exporters and green for the commodity importers.

Source: OECD calculations.

StatLink  http://dx.doi.org/10.1787/888933630696



Further ahead, prospects for stronger output and per capita growth in EMEs will depend on the extent to which supply-side developments improve and, in particular, on whether investment and productivity growth can strengthen sufficiently to outweigh demographic headwinds in some countries and a further moderation of growth in China. In the EMEs as a whole, estimates of underlying growth potential have declined over the past decade, especially in China and many commodity exporters (Figure 1.11, Panel C). Excluding China, potential output growth for the commodity importing EMEs has remained broadly unchanged. An underlying slowdown is also reflected in the steady decline in long-term consensus expectations of average annual growth over the next decade in the EMEs (Figure 1.11, Panel D), likely damping incentives to invest.8 Key factors behind the slowdown in potential growth include: 


	The contribution from capital per worker in the commodity exporters has been particularly soft in recent years (Figure 1.13; World Bank, 2017). Despite their recent rises, most commodity prices remain well below their peaks in 2008 and 2011-14, holding back capital spending (Deutsche Bundesbank, 2015). In China, investment remains a key factor underpinning growth (OECD, 2017d), but its pace has moderated, partly reflecting necessary adjustments to reduce over-capacity in some sectors.


	Total factor productivity (TFP) growth has also slowed, especially in the commodity exporters and China, partly due to weaker investment and trade growth since the crisis. However, TFP growth has held up relatively well in the...
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Policy Countries with scope for gains and recommended actions

AUS, BEL, CAN, CHL, CZE, DEU, DNK, GRC, HUN, IRL, ISL, ISR, ITA, JPN,

Reforms to ease economy-wide regulatory barriers KOR, LVA, MEX, NOR, NZL, POL, PRT, SUN

Reforms to ease network industry regulatory BEL, CAN, CZE, DEU, ESP, EST, GRC, HUN, IRL, ISR, JPN, LVA, MEX, NOR,

barriers NZL, TUR

Reforms to ease service-sector regulatory barriers AUT, BEL, CAN, CZE, DEU, DNK, ESP, FIN, FRA, HUN, IRL, ISL, JPN, KOR,
LVA, LUX, MEX, NOR, PRT, SVN

Lowering barriers to trade and FDI CAN, CHE, ISL, ISR, JPN, KOR, MEX, NOR, NZL

Improving physical and legal infrastructure AUS, CZE, EST, FIN, GBR, GRC, HUN, ISR, ITA, LVA, POL, USA

Reductions in corporation tax rates CAN, JPN, NOR, USA

Reforms to improve innovation capacity AUS, CAN, CHL, CZE, EST, GBR, ISL, IRL, ITA, LUX, MEX, NLD, NZL, POL,
PRT, SVN, USA

Note: The countries identified are those in which the reform is identified as a priority for the country in 2017.
Source: OECD (2017), Economic Policy Reforms 2017: Going for Growth, OECD Publishing, Paris.






OEBPS/images/graphics/CHAP1_FIG9_E.p1.jpg
% of global GDP

0.7

0.6

0.5

04

0.3

0.2

0.1

0.0

A. Global semi-conductor billings*

B. Contributions to the annual growth
of semi-conductor billings?
USD 2010, % pts
25

B Americas

Europe
20 [ Asia-Pacific

15

10

1980

1985

1990

1995 2000 2005 2010

2015

2013 2014 2015 2016 2017





OEBPS/images/graphics/CHAP1_FIG8_E.p1.jpg
A. Gross investment B. Scrapping rate C. Net investment

% %
8 4
A 201416
Bl 199707
5 3
6
a
N
a
a 2
A
4
1
2
0
a
DEU GBR JPN © bev GBR JPN ! BEw GBR JPN

FRA ITA USA FRA ITA USA FRA ITA UsA





OEBPS/images/graphics/CHAP1_FIG7_E.p1.jpg
13 13
Bl 2015-17

A 201819 A

12 12

OEdzwdWwox¥xatbzICOZd O <ZEXI X0 JAEYZWESLA
S50z ZNREGRER zogesf 555823880k 3 3
<<méoOOngm“m?B%%——9—ﬂ944§z2ZL1w5§2:§





OEBPS/images/graphics/CHAP1_FIG6_E.p1.jpg
%
16
15
14
13
12
1"
10

ERNE-Y

%
16
15
14
13
12
1"
10

o~ ®

A. Birth rates

%

A. Birth rates

United States. -
— Uni
—— Canada 12
—  Australia " _/\/\/_
10
9 N\—\/\
g Euro area
= Japan
7 —— Other Europe
6
5
: R o ——
2002 2004 2006 2008 2010 2012 2014 5 3005 5004 2006 2008 2010 2012 2074
B. Death rates B. Death rates
%
13
= United States 5 = Euro area
= Canada = Japan
—  Australia 11— Other Europe
10 \,\/\/\,\
9
8 /M
7:
6
5
g s =
2002 2004 2006 2008 2010 2012 2014 3 5905 5004 2006 2008 5010 5078 2074





OEBPS/images/graphics/CHAP1_FIG5_E.p1.jpg
A. OECD investment intensity"
% pts

20
Bl Business plus government

Housing

Average

o0 2002-2007

2013 2015 2017

2019

% pts
16

15
14
13
12
11

1.0
0.9
0.8
0.7
0.6

B. Global investment intensity?

[ Ratio investment growth to GDP growth
Average 1987-2007 = 127
*° 2002-2007 2014 2016 2018

2018 2015 2017 2019






OEBPS/images/graphics/CHAP1_FIG4_E.p1.jpg
A. Contributions to world trade growth

China
Other Asia

Commodity producers'

Euro area

North America

[ Restof the world
= World

2013

2014

2015

2016

2017

2018

2019

B. Global trade intensity?
% pts
24

595 Average 1987-2007 = 2.16

Average 1970-2015 = 1.78

08 2002-2007 2014
2013 201 2017 2019





OEBPS/images/graphics/CHAP1_FIG3_E.p1.jpg
A. GDP growth of selected countries’ B. GDP per capita growth?

Number of countries %

6

50 [ Contraction [ Accelerating growth Bl oeco [ non-OECD

Bl Siowing growth

45 5

40

35 4

30

25 8

20
2

15

10 1

5

0

2008 2010 2012 2014 2016 2018 0 1990-2007 2007-2016 2016-2019





OEBPS/images/122017051m.jpg
OECD Economic

/ / Outlook






OEBPS/images/graphics/CHAP1_FIG2_E.p1.jpg
A. Consumer and business confidence! B. Global services output

PMI, normalised, 3mma
4 2

1

0
-
2
4 = Consumer confidence
= Business confidence -3
2006 2008 2010 2012 2014 2016 2006 2008 2010 2012 2014 2016
C. Global industrial production growth D. Global retail sales growth
Y-0-y % changes Y-0-y % changes
15 "
10 6
& 5
4
0
3
5 )

s

2006 2008 2010 2012 2014 2016 2006 2008 2010 2012 2014 2016





OEBPS/images/graphics/CHAP1_Tab01_E.p1.jpg
OECD area, unless noted otherwise

Average 2017 2018 2019
2005-2014 2015 2016 2017 2018 2019 Q4 Q4 Q4
Per cent
Real GDP growth'
World? 38 33 341 36 37 36 38 37 36
OECDA 15 24 1.8 24 24 2.1 25 2 1.9
United States 15 29 1.5 22 25 21 25 23 20
Euro area’ 0.8 15 18 24 21 19 25 1.9 18
Japan 0.6 1.1 1.0 15 12 1.0 15 1o 0.4
Non-OECD? 62 40 41 46 49 48 48 48 48
China 100 69 67 68 66 64 68 65 63
Output gap® 09 14 12 05 02 06
Unemployment rate* 72 6.8 6.3 58 55 83 56 54 53
Inflation™® 2.0 0.8 1.1 1.9 2l 27 1.9 2.2 2.4
Fiscal balance® -4.6 -2.9 -3.0 26 2.4 22
World real trade growth1 47 27 26 4.8 4.1 4.0 4.1 4.2 3.9

Per cent of potential GDP.
Per cent of labour force.
Private consumption deflator.
Per cent of GDP.

R R R

enterprise dominated sectors.
Source: OECD Economic Outlook 102 database.

Percentage changes; last three columns show the increase over a year earlier.
Moving nominal GDP weights, using purchasing power parities.

With growth in Ireland in 2015 computed using gross value added at constant prices excluding foreign-owned multinational





OEBPS/images/graphics/CHAP1_FIG1_E.p1.jpg
%

A. Real GDP growth for the world and in the OECD

4.0

35

3.0

25

2.0

15

1.0

0.5

0.0

United States Japan
OECD! Euro area’

B. Real GDP growth in the non-OECD

B 2016 [ 2018
Bl 2017 [ 2019

non-OECD India® Brazil
China Russia Indonesia

%
10





OEBPS/images/graphics/signature_Mann.png
(s





OEBPS/images/logos/logo-oecd_en.png
&) OECD

BETTER POLICIES FOR BETTER LIVES






