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	$
	US dollar


	¥
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	£
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	€
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	mb/d
	Million barrels per day


	. .
	Data not available


	0
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	–
	Irrelevant







	.
	Decimal point


	I, II
	Calendar half-years


	Q1, Q4
	Calendar quarters


	Billion
	Thousand million


	Trillion
	Thousand billion


	s.a.a.r.
	Seasonally adjusted at annual rates


	n.s.a.
	Not seasonally adjusted



Summary of projections


[image: e9789264085213_i0005.jpg]

Source: OECD Economic Outlook 87 database.















 StatLink [image: e9789264085213_i0006.jpg] http://dx.doi.org/10.1787/888932305817






EDITORIAL A STRENGTHENING RECOVERY, BUT ALSO NEW RISKS

Growth is picking up in the OECD area – at different speeds across regions – and at a faster pace than expected in the previous Economic Outlook. Strong growth in emerging-market economies is contributing significantly. However, risks to the global recovery could be higher now, given the speed and magnitude of capital inflows in emerging-market economies and instability in sovereign debt markets.

Keeping markets open has been a strong positive factor in the upturn. The rebound in trade, while incomplete, has been substantial and is proving to be a major force pulling the global economy out of recession. The ongoing recovery in activity could surprise on the upside, with a policy-driven expansion giving way to self-sustained growth. Fixed investment could bounce back more robustly and household consumption could recover more rapidly with household saving rates having risen more slowly than previously anticipated, especially in Europe. The spillover from growth in non-OECD Asia could be stronger than expected, especially in the United States and Japan. From this point of view, the overall economic environment is relatively auspicious.

As activity gathers momentum, global imbalances are beginning to widen again. However, in some emerging-market economies, notably China, strong domestic, policy-driven demand is keeping a large external surplus from rising to the levels seen prior to the crisis. This does not obviate the need to tackle global imbalances through appropriate policies. As discussed in this Economic Outlook, strong, sustainable and more balanced growth can be achieved through a combination of macroeconomic, exchange-rate and structural policies, while delivering fiscal consolidation. Identifying and implementing such a combination of policies is a major goal of international collaboration, most notably within the G20.

Progress in financial market reform will also require international collaboration. Internationally agreed rules and regulations will need to be established to strengthen the stability of the global financial system. Articulating more clearly the roles of monetary and prudential policies in dealing with future credit and asset-price developments is also a priority.

While activity is picking up, employment growth is still lagging. Over the two years through the first quarter of 2010, the ranks of the unemployed rose by over 16 million in the OECD area as a whole, employment fell by 2¼ per cent and many more workers were working shorter hours than before the crisis. But the surge in unemployment, while dramatic and notwithstanding the attendant human and social costs, has been smaller than initially anticipated. The OECD-wide unemployment rate may now have peaked at just over 8½ per cent. At the same time, the pick-up in activity, notably in Japan and in some European economies, will likely be met by increasing average hours worked per employed person and hourly labour productivity, rather than significant net job creation. Thus, prospects for strong employment growth in these countries appear weak. By contrast, firms in the United States have shed large numbers of employees during the downturn and may therefore have to rehire relatively strongly in the upturn.

Appropriate labour market and social policies can do much to promote a jobs-rich recovery. Social protection systems have played an important role as automatic stabilisers to cushion the impact of the recession on employment. Significant additional resources have been allocated to labour market and social programmes in the stimulus packages put in place during the downturn. As the recovery takes hold and countries face the challenge of fiscal consolidation, it is important to continue to make room in budgets for cost-effective labour market programmes that support those workers at greatest risk of becoming long-term unemployed and losing attachment to the labour market. Policies that promote reductions in unemployment through cuts in the effective labour supply, such as early retirement schemes or easing eligibility criteria for disability benefits, would exacerbate labour market imbalances and weaken long-term fiscal positions.

This otherwise moderately encouraging outlook could be jeopardised by significant risks. A first substantive risk is related to developments in sovereign debt markets. While originating in some euro-area economies, instability has spread to other euro-area members and sovereign debt markets in other parts of the world.

Overheating in emerging-market economies also poses a serious risk. A boom-bust scenario cannot be ruled out, requiring a much stronger tightening of monetary policy in some non-OECD countries, including China and India, to counter inflationary pressures and reduce the risk of asset-price bubbles. Growth would slow down as a consequence, with negative effects on other regions. Exchange-rate flexibility could alleviate some of the pressure on Chinese monetary policy and allow more scope for addressing domestic inflation.

These risks indicate that policy challenges are substantial and more demanding than appeared to be the case a few months ago.

Whilst bearing in mind these risks, monetary policy must be normalised. Support is already being removed in several countries. Exit strategies must take into account concomitant fiscal consolidation so as to facilitate it without putting undue pressure on interest rates. The outlook for inflation remains benign in the OECD area due to considerable economic slack, but inflationary expectations may become unanchored. As mentioned earlier, emerging-market economies are having to deal with inflationary pressures and to absorb sizeable capital inflows. Strong growth in those economies is pushing up energy and commodity prices, which in turn will lead to further inflation.

Exit from exceptional fiscal support must start now, or by 2011 at the latest, at a pace that is contingent on specific country conditions and the state of public finances. Many countries are facing very unfavourable government debt dynamics, as rising indebtedness raises risk premia, which adds to the debt burden while holding back growth, with further adverse consequences on debt sustainability. A related challenge is that several countries are having to embark on fiscal consolidation simultaneously. Given the magnitude and synchronicity of fiscal consolidation, international spillover effects could further bear down on the growth in demand in individual countries.

Prompt and massive response by euro-area governments and the European Central Bank have calmed financial market turbulence. But the region’s underlying weaknesses are far from settled. Fiscal consolidation has been stepped up and front-loaded in some countries. But fundamental structural adjustment programmes will have to be implemented, as announcements alone may not be enough to secure credibility in consolidation strategies.

The sovereign debt crisis has highlighted the need for the euro area to strengthen significantly its institutional and operational architecture to dissipate doubts about the long-term viability of the monetary union. At a minimum, surveillance of domestic policies needs to be strengthened, taking on board broader competitiveness considerations. But these efforts alone may not be enough. Bolder measures need to be taken to ensure fiscal discipline, along a continuum that ranges from stronger surveillance and more effective sanctions for non-compliance, to external auditing of national budgets, all the way to de facto fiscal union.

In all countries, there is a need for sustained and sustainable economic growth also in support of fiscal consolidation. This calls for an articulated strategy linking together – and exploiting synergies among – macroeconomic, financial and structural policies. Fiscal consolidation must be designed and implemented to support growth to the extent possible. Spending cuts must be made to preserve, and indeed increase the cost-effectiveness of growth-friendly programmes, including innovation and education. Revenue-raising measures, where needed, must focus on the instruments that are least harmful to growth, such as consumption and carbon taxes. Fiscal rules can help to enhance the credibility of fiscal consolidation. Growth-enhancing structural reforms must be part of consolidation strategies.

This differentiated, yet synchronised, pattern of normalisation across policy domains and countries underscores the importance of domestic policies in one area taking due account of policy settings in other domains and countries. It also raises the possibility of exchange-rate movements and exposure of vulnerabilities in the financial sector.

Labour and product market reforms need to be implemented to raise potential output, support innovation and prevent high unemployment from becoming entrenched. These reforms can yield concomitant dividends in terms of facilitating fiscal consolidation and reducing global imbalances on a durable basis. The development of social security and services in China and other Asian economies with large current-account surpluses fulfils an important social goal in its own right and would reduce the need for precautionary saving, thereby further promoting domestic demand. In other surplus countries, different types of structural reforms would unleash opportunities for investment, while pension reforms and the removal of tax incentives that encourage consumption would increase household saving in deficit countries.

In the autumn of 2008 the peak of the financial crisis led to unprecedented and coordinated policy responses that prevented the recession from becoming more severe and long lasting. Recent action taken by euro-area countries, also in coordination with other major economies, is of comparable dimension and momentum. Both have been welcome and necessary, and have been taken under the pressure of rapidly evolving circumstances. The fact that the second set of actions has been taken eighteen months after the first is a reminder that the period of significant financial instability that began in August 2007 is not yet over.

The scale and scope of these two episodes has also highlighted the fact that short-term policy responses are not without long-term consequences. Above all, rising indebtedness and widespread moral hazard will reduce room for policy action, if needed in future to cope with new emergencies. Dealing with such consequences, while returning to strong, sustainable and balanced growth, will require coordinated, decisive and sustained efforts at the international and country levels.

26 May 2010
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Pier Carlo Padoan 
Chief Economist and Deputy Secretary General




Chapter 1

GENERAL ASSESSMENT OF THE MACROECONOMIC SITUATION


Overview

The recovery is 
strengthening albeit slowly 
and unevenly


The global recovery has become increasingly widespread over the past year, despite progressing at variable speeds across countries and regions. Global output growth is expected to be around 4¾ per cent this year and in 2011, above the growth rate experienced in the decade prior to the onset of the crisis (Table 1.1). In the non-OECD economies, especially in Asia, the recovery is likely to remain buoyant, with the strong macroeconomic policy response to the financial crisis being rolled back only gradually, and a limited direct exposure to the crisis itself and to the associated lingering effects. Sustaining and broadening the recovery is proving somewhat more challenging in many OECD economies, despite the favourable backdrop from strong external demand, the progressive, if fragile, normalisation of financial conditions and the effects of strong, albeit diminishing, macroeconomic policy stimulus. Headwinds stem from the legacies of the crisis, such as weak private and public balance sheets, high unemployment and the increasingly urgent need for fiscal consolidation. The annual rate of output growth in the OECD area is expected to be around 2¾ per cent over the year to the fourth quarter of 2010, and to strengthen a little further to 3 per cent over 2011. Growth should remain more robust in the United States, and Asia-Pacific countries with strong trade linkages to the non-OECD economies, than elsewhere.


Table 1.1. A gradual recovery from widespread recession OECD area, unless noted otherwise
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Source: OECD Economic Outlook 87 database.
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Risks remain substantial 
on both sides


The risks around the projection remain substantial, despite the better-than-expected outcomes in the early stages of the recovery. Many risks are inter-related, with more favourable outcomes in one area helping to diminish downsides in others. On the upside, current growth impulses in the OECD area are relatively strong, boosted by temporary influences from stock-building and fiscal stimulus, and the momentum created could carry forward to a greater extent than anticipated. And the spillover effects from continued buoyant growth in non-OECD Asia could be stronger for the OECD economies, especially the United States and Japan. However, there are also associated downside risks from such developments, with excessively strong growth in non-member economies adding to upward pressures on commodity prices, and possibly engendering an abrupt policy tightening. Nonetheless, the principal downside risk stems from the strengthened concerns about public-debt sustainability in some OECD countries. The associated solvency and liquidity risks have already disrupted some financial markets considerably, especially in Europe, with high and rising risk premia on high-risk countries and evidence of contagion, raising the prospect of more widespread instability if confidence were to weaken further due to a failure to produce and implement credible fiscal plans. To some extent related, another downside risk stems from the possibility that longer-term inflation expectations could become unanchored in the OECD economies, contrary to what is assumed in the central projection.

The unwinding of crisis- 
induced policies will be 
challenging


Monetary, fiscal, and financial authorities across the world responded to the crisis by providing extraordinary support to aggregate demand and the financial system. In many non-OECD economies and a handful of OECD economies, economic slack is disappearing rapidly and the required, marked monetary policy normalisation has already begun. Elsewhere, the exit from crisis-induced macroeconomic policies has yet to begin in earnest, with the exception of those economies having to undertake sharp fiscal consolidation as a result of market concerns about debt sustainability. The challenges arising from the need to normalise fiscal, monetary and financial policies over the medium term will be compounded by the synchronicity of fiscal consolidation needs across a large majority of OECD countries and many non-member economies. This differentiated yet synchronised pattern of normalisation across policies and countries heightens the importance of domestic policies in one domain taking due account of policy settings in other domains and countries. It also raises the possibility of exchange rate movements and the exposure of vulnerabilities in the financial sector.

Economic policy 
requirements are:


Against this background, the policy requirements at present and in the longer term are as follows


… to ensure actively that 
fiscal credibility is 
maintained…



	In those countries that have not yet begun the consolidation process, public finances need to start being brought credibly onto a sound footing by next year at the latest. The pace of fiscal consolidation in those countries that have a choice should be sufficient to ensure continued credibility and avoid the risk of destabilising increases in long-term interest rates while, as far as possible, remaining commensurate with the subdued real recovery. With public debt burdens continuing to rise even after consolidation begins, it is essential that all countries have detailed medium-term fiscal consolidation plans setting out the actions to be taken in the years ahead. Plans need to be established where they are currently missing (e.g. Japan), made more detailed to strengthen their credibility (e.g. Germany, Italy) and made more ambitious where planned consolidation targets fail to stabilise public debt ratios (e.g. the United States) or do so only at very high levels. The present projections for 2011 include only concrete, known consolidation measures and, in many cases, seem to involve an insufficient degree of tightening, with consolidation needing to be accelerated to avoid destabilising debt dynamics. Moreover, inside the euro area, procedures need to be strengthened to prevent and address continued longer-term sovereign debt problems
… to normalise policy rates 
at a pace contingent on the 
recovery….




	The process of unwinding some of the exceptional monetary policy measures has started and the exit strategies of monetary authorities are being clarified, though recent turbulence in euro area financial markets has resulted in the introduction or re-introduction of crisis measures. The challenge will be to implement exit strategies at a pace that is consistent with both short and long-term macroeconomic stability, and especially to ensure that inflation expectations remain anchored, without jeopardy to financial stability. The normalisation of policy interest rates should commence in most OECD economies in the course of this year, Japan being an exception, where continued deflation warrants keeping rates close to zero until 2012 or later. In some non-OECD countries, including China and India, further tightening of monetary policy is required to arrest inflationary pressures and reduce the risk of asset bubbles. Exchange rate appreciation could alleviate some of the pressure on Chinese monetary policy in the near term while greater exchange rate flexibility would allow the monetary authorities more scope to address domestic inflation pressures.
… to continue to strengthen 
the resilience of financial 
institutions and markets…




	The momentum needs to be reinforced to establish, under the auspices of the G20, internationally consistent rules and regulations for financial markets that strengthen the stability of the global financial system. Articulating more clearly the respective roles of monetary and prudential policies in dealing with future credit and asset price developments is also important.
… and implement 
structural reforms to raise 
potential output and 
narrow global imbalances




	Labour and product market reforms need to be implemented to raise potential output, support innovation and prevent high unemployment from becoming structural. The development of social security and services in China and other Asian economies fulfils an important social goal in its own right and would reduce the need for precautionary saving. In other countries with current account surpluses, different types of structural reforms would allow resources to flow from exposed to sheltered sectors, while in deficit countries, pension reforms and the removal of tax incentives to consume would increase saving. All in all, together with fiscal consolidation, reductions in policy-induced distortions to saving and investment decisions would strengthen growth and narrow global imbalances.






Forces acting on OECD economies


Financial market developments

Banks have strengthened 
their balance sheets…


Tensions increased in interbank markets in the first half of May as concerns intensified about fiscal sustainability in certain euro area countries (Figure 1.1). Even so, spreads between three-month interbank and expected average overnight rates remained at low levels compared with the situation during the crisis). These narrow spreads, combined with near zero policy interest rates, imply that banks’ borrowing costs have been very low in nominal terms and, outside Japan, negative in real terms. Audited accounts for 2009 show that, in the environment of low funding costs and reduced competition following the crisis, major banks earned large amounts of net income from interest margins and investment banking activities (Table 1.2). On the cost side, the major banks increased personnel compensation expenditure back to 2007 levels, despite reductions in the number of employees and despite high bank income resulting, to a large extent, from public policies. Banks have also taken large charge-offs and loan-loss provisions, but profits have, nonetheless, been sizable. As banks made relatively modest dividend payments and raised large amounts of equity from the markets, they increased their capital positions in 2009 and improved the quality of capital by converting some of their hybrid liabilities into equity. For a group of very large OECD banks that have published audited 2009 accounts, tangible common equity made up 3.3% of their tangible assets at the end of 2009 against 1.9% a year earlier.


Figure 1.1. Money market spreads have remained low Three-month spreads, last observation: 17 May 2010
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Source: Datastream and Bloomberg.
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Table 1.2. Selected accounting indicators at top global banks Billion euros, except otherwise mentioned
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Source: Bankscope.
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… but still remain 
vulnerable


Banks nonetheless remain vulnerable, as is apparent from the fact that CDS spreads on their bonds remain well above pre-crisis levels and have proved sensitive to shocks from concerns about public finances and debt sustainability in Dubai and subsequently Greece and other euro area countries (Figure 1.2). First, banks are likely to continue to suffer continued losses from the lagged effects of the downturn, especially on commercial-property loans. Second, after an extended period of extremely low interest rates, some banks have accumulated considerable exposure to interest-rate and roll-over risks as a result of borrowing nearly free short-term funds to purchase higher-yielding long-dated assets. Third, prices on bank assets may fall if and when central banks start selling assets purchased during the crisis or revert back to more normal collateral arrangements for the provision of liquidity. On the other hand, emergency measures announced on 9/10 May 2010 to address financial market turbulence in the euro area have diminished significantly the risks of losses on banks’ holdings of Greek and southern European assets (Box 1.1).


Figure 1.2. Bank credit default swap rates have backed up Last observation: 17 May 2010
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Source: Datastream.
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Box 1.1. Banking risks from Greece


Fears about the ability of the Greek government to fulfil its obligations to bond holders mounted after the new government revealed, upon taking office in October 2009, that the public deficit had previously been grossly understated. The cost of insuring Greek sovereign bonds against credit losses rose as the country’s initial fiscal consolidation plans failed to convince investors. In particular, the confirmation that the ECB planned to revert back to its normal rules for eligible collateral when the temporary relaxation of requirements expires at the end of 2010, with the implication that Greek sovereign bonds, if downgraded again by credit agencies, could not serve as collateral for borrowing from the ECB, was followed by a significant increase in bond yields. Although CDS spreads on Greek government bonds and bond yield differentials relative to Germany came down on the announcements in March of more demanding consolidation plans, a joint IMF-euro area standby facility and a new, more flexible ECB collateral framework, they rose again to exceptionally high levels in April and early May as concerns intensified about the long-term solvency of Greece beyond the horizon of the IMF-euro area package. They then fell sharply following the announcement of emergency measures on 9/10 May, but still remained elevated in mid-May.


Banks’ holdings of Greek and southern European assets
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Sources: BIS Locational and Consolidated Banking Statistics April 2010 and OECD Banking Statistics 2009
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These developments had created concern that the possibility of a default in Greece could generate losses that might destabilise the banking sectors of creditor countries. Among OECD countries, France, Germany and the United States have the largest banking sector exposures to Greece (see Table). These exposures do not relate solely to government bonds but include other claims, which can represent significant amounts, such as in the case of France where the largest bank owns Greece’s fifth largest lender. Greek-based assets held by French, German and especially US banks nonetheless amount to relatively small shares of their total external exposure and a fortiori of their total assets. A hypothetical loss on these assets would consume an amount of banking sector capital which would remain manageable. Concern has also been expressed about the risk of contagion. If, hypothetically, losses were to arise also on assets based in Portugal and Spain, two countries that are seen to share some – albeit certainly not all – of Greece’s fundamental fiscal challenges, the impact on the capital of French and German banks could be more challenging. The risk of commercial banking sector losses has fallen since the announcement of the emergency measures on 9/10 May.



Bank lending activity is still 
very weak though lending 
conditions seem 
to be easing


With the recovery progressing, bank lending conditions appear to be easing. The net percentage of banks reporting tighter lending conditions, the level of which (but not its accumulated values) has been found to be a good predictor of US activity, has continued to decline for all categories of borrowers in the United States and the euro area. Nonetheless, bank lending activity remains very weak, although there are tentative signs of stabilisation in some categories of lending in recent months (Figure 1.3). So far, the downturn in credit to the non-financial private sector is not surprising given that the fall in activity, and especially investment, naturally reduces the demand for borrowed funds. A risk going forward is that a possible lack of credit availability might slow the recovery. In terms of prices, banks and other institutions in most countries have been passing part of the fall in their funding costs on to their clients in the form of lower lending rates.


Figure 1.3. Bank lending remains weak Year-on-year growth rate United States
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Source: Thomson Financial.
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Markets for corporate 
bonds and equities have 
been buoyant…


Capital markets have strengthened since March 2009, but have been very sensitive to sovereign debt concerns in recent months, especially in Europe. Corporate bond markets are buoyant, although the fall in yields for all categories of borrowers came to a halt at the end of 2009 in the context of the Dubai and euro area bond turmoil. Large non-financial corporations have proved capable of raising ample funds from the bond markets, with issuance in the year to March being 59%, 21% and 26% above its ten-year average in the euro area, the United Kingdom and the United States, respectively. Equity has been an important source of funding for businesses: issuance in 2009 by non-financial businesses was 34%, 28% and 12% above its five-year average in the euro area, the United Kingdom and the United States, respectively.1 Until recently, global equity markets were resilient to sovereign debt concerns in the euro area, but they fell as confidence sagged at the end of April 2010 and early May, led by prices of financial companies hit by concerns related to exposures to Greek debt instruments.

… but currencies have 
exhibited large movements 
recently


Concerns about public debt sustainability in Greece and some other euro area countries have also pushed down the euro exchange rate. From the start of the year to mid-May, the euro depreciated vis-à-vis the US dollar by about 13½ per cent, more than reversing the appreciation in 2009. In real effective terms, the decline in the euro exchange rate has also been significant, with a fall of close to 10% in the same period.

Overall, financial 
conditions have improved 
in OECD countries…


The OECD financial conditions indices (FCIs) provide estimates of the effect on activity from changes in real interest rates, bond spreads, credit conditions, real exchange rates and wealth2 (Figure 1.4). The FCIs, which incorporate information up to end-April, have risen strongly across the OECD area, particularly in the United Kingdom where they have reached very high levels. Half of the upward revision in the euro area and the United Kingdom is due to effective exchange rate depreciation and the rest to domestic factors. Compared with the assumed path for FCIs underpinning the OECD Economic Outlook No. 86 projections, the current levels of FCIs, if their effects were applied mechanically holding everything else constant, would translate into upward revisions to the projected level of activity over the coming four to six quarters of 0.6 to 1¼ per cent in the euro area and the United Kingdom, with the United States and Japan broadly unchanged.3


Figure 1.4. Financial conditions indices have improved markedly
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Source: Datastream; and OECD calculations.
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… with emerging markets 
resilient to sovereign debt 
concerns in the euro area


Outside the OECD area, financial markets in emerging economies have proved relatively resilient to the bond turmoil episodes related to Dubai and the euro area. Bond spreads in emerging markets are still well below historical averages, although they increased somewhat at the end of April and the beginning of May (Figure 1.5). Outside China, stock markets have risen during the first half of the year, despite falling in January and February. These price developments have occurred as net capital movements into emerging markets have fluctuated between inflows and outflows since the end of November 2009. The relative resilience of emerging markets could suggest that the strong improvement of financial indicators observed through 2009 might be attributable not just to carry-trade strategies (where investors borrow short-term funds at very low rates in advanced countries to buy highyielding instruments in developing countries) but also to fundamentals (including in some cases higher commodity prices). More recently, capital inflows have surged in several emerging markets, and the tendency for their currencies to appreciate has been moderated by foreign exchange intervention in some of them.


Figure 1.5. Emerging market bond spreads are low in historical comparison Last observation: 17 May 2010
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Source: JP Morgan.
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Other factors acting on OECD economies

World trade growth is 
robust


Global trade growth has strengthened markedly since mid-2009, with trade volumes rising at an annualised rate of over 10% in the latter half of last year and the first quarter of 2010 (Figure 1.6; Box 1.2). Even with this rebound, the volume of world trade remained around 5-6% below the pre-crisis peak at the end of the first quarter. Recent monthly trade and global indicators suggest that trade growth should remain robust for some time, and, even if it slows somewhat from the exceptionally rapid pace during the initial bounce-back from the recession lows, it could be somewhat stronger than in the current projections. Global export orders in the manufacturing sector have rebounded to pre-crisis levels, and coincident indicators of trade flows, such as air freight shipments and global information technology (IT) activity, continue to grow rapidly, regaining pre-crisis levels. Trade in the emerging economies has risen at twice the pace of that in the advanced economies, reflecting in part strong domestic demand growth as a result of policy stimulus as well as their relative specialisation in tradeables sectors and key role in global supply chains. These developments have helped support external demand in the OECD economies, although less than proportionately to world trade growth, given the increased intensity of trade amongst non-OECD economies.


Figure 1.6. Global trade and export orders have bounced back
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Source: OECD, Main Economic Indicator database; OECD Economic Outlook 87 database; and OECD calculations.
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Box 1.2. The world trade rebound


After an unprecedented collapse at the end of 2008, world trade has strongly rebounded starting in the second half of 2009 and is projected to reach pre-crisis levels before the end of 2010. As trade plays an important role in the current economic recovery, understanding the factors behind the collapse and the fast recovery is important to help assess the...
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Note: Data refer to all commercial banks for the United States; to monetary financial institutions (MFIs) for the euro area; to all banks for
Japan. Year-on-year growth rates are calculated from end-of-period stocks. For the euro area, these are adjusted for reclassifications,
exchange rates variations and any other changes which do not arise from transactions.

1. United States data for April 2010 concerning consumer loans have been modified to take into account a change of concept.

2. The definition of real estate loans for the United States is broader than housing loans as it includes also loans related to commercial

real estate. Moreover, both for the United States and for Japan, real estate / housing loans can include loans to the corporate sector.
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France Germany United States

Holdings of Greek assets:

Amount ($bn) 78.8 45.0 16.6
Share in the total external claims of the banking sector (%) 2.1 1.4 0.7
Share in total banking sector assets (%) 0.8 0.5 0.1
Banking sector capital and reserves ($bn) 354.0 413.0 1410.0
Holdings of Greek, Portuguese and Spanish assets:

Amount ($bn) 334.9 330.4 79.3
Share in the total external claims of the banking sector (%) 9.1 10.1 3.2
Share in total banking sector assets (%) 3.6 3.7 0.6

Note: Figures for exposure to Greece and total external claims correspond to end December 2009 for BIS reporting banks; data on banking sector
assets and capital and reserves refer to the latest available observation in OECD Banking Statistics: end-2008 for Germany and end-2007
for France and the United States.





OEBPS/images/e9789264085213_i0017.jpg





OEBPS/images/e9789264085213_i0014.jpg
basis points

650 650
=== United States
600 ... Euroarea 600
550 = = United Kingdom 550
500 500
450 450
400 400
350 350
300 300
250 250
200 200
150 150
100 100
50 50
L,
9 a2 ©
2007 2008 2009 2010

Note: Banking sector 5-year credit default swap rates.
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Personnel compensation 170 155 173
Loan-loss provisions 48 103 145
Charge-offs’ 29 52 85
Profits after tax 93 -2 61
Dividend payments® 36 31 10
Profits/equity (%) 12.2 -0.2 6.2

Note: The indicators cover the 15 banking groups that have reported audited accounts for 2009 among the 24
largest in the OECD area (BBVA, Banco Santander, Bank of America, Barclays, BNP Paribas, Citigroup,
Crédit Agricole, Credit Suisse, Deutsche Bank, Goldman Sachs, HSBC, JP Morgan, Société Générale,
Standard Chartered and UBS).

1. This indicator excludes BBVA, BNP Paribas, Crédit Agricole, Goldman Sachs, Société Générale, Standard
Chartered and UBS for lack of data.

2. This indicator excludes BNP Paribas, Crédit Agricole, Credit Suisse and UBS for lack of data.
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Note: Spread between three-month interbank rates (EURIBOR in the euro area, LIBOR in the United States and Japan) and overnight swap
rates.
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1. Spreads show yield difference in basis points over US Treasury bonds.
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Note: A unit decline in the index implies a tightening in financial conditions sufficient to produce an average reduction in the level of GDP
by 1/2 to 1% after four to six quarters. See details in Guichard et al. (2009).





