
		
			
			OECD e-PUB editions - BETA VERSION

			
			Congratulations and thank-you for downloading one of our brand-new ePub-in-beta editions.

			
			We're experimenting with this new format and, while ePub is fantastic for books with linear text, for books with charts, tables and graphs we’ve found some things may not work perfectly – it depends on the device you’re using.

			
			So, for an optimal reading experience, we recommend:

			
					Using the latest version of your device’s operating system.

					Reading in portrait mode.

					If large tables are tricky to read, try reducing the text size.

			

			
			As this is an ePub-in-beta edition, we would be glad to receive feedback on your reading experience, good or otherwise, so we can improve for the future. When writing, please let us know which device/operating system you were using and the title of the publication. Write to: 
				sales@oecd.org
			

			Thank you!

		

	[image: OECD Economic Outlook, Volume 2013 Issue 2]
OECD Economic Outlook, Volume 2013 Issue 2
Please cite this publication as:
OECD (2014), OECD Economic Outlook, Volume 2013 Issue 2,
					OECD Publishing, http://dx.doi.org/10.1787/eco_outlook-v2013-2-en.
[image: Visit us on OECD website]

Metadata, Legal and Rights
ISBN: 978-92-64-21988-5  (epub) -  978-92-64-20097-5  (print) - 978-92-64-20095-1  (pdf)
DOI: http://dx.doi.org/10.1787/eco_outlook-v2013-2-en

Serie: OECD Economic Outlook
ISSN: 0474-5574  (print) - 1609-7408  (online)

This work is published on the responsibility of the Secretary-General of the OECD. The opinions expressed and arguments employed herein do not necessarily reflect the official views of the Organisation or of the governments of its member countries.
This document and any map included herein are without prejudice tothe status of or sovereignty over any territory, to the delimitation of international frontiers and boundaries and to the name of any territory, city or area.
The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of international law.
Corrigenda to OECD publications may be found on line at: www.oecd.org/about/publishing/corrigenda.htm.
 ©  OECD   2014
You can copy, download or print OECD content for your own use, and you can include excerpts from OECD publications, 
			databases and multimedia products in your own documents, presentations, blogs, websites and teaching materials, provided that suitable acknowledgement 
			of OECD as source and copyright owner is given. All requests for public or commercial use and translation rights should be submitted 
			to rights@oecd.org. Requests for permission to photocopy portions of this material for public or 
			commercial use shall be addressed directly to the Copyright Clearance Center (CCC) at info@copyright.com or 
			the Centre français d’exploitation du droit de copie (CFC) at contact@cfcopies.com.

Summary of projections
[image: graphic]StatLinkhttp://dx.doi.org/10.1787/888932949043


Editorial: Stronger growth ahead, but more risks
The global economy continues to expand at a moderate pace, with some acceleration of
				growth anticipated in 2014 and 2015. But global growth forecasts have been revised down significantly for this year and 2014, in large part due to weaker
				prospects in many emerging market economies (EMEs). Downside risks dominate and policy must address them. 
Contrary to the situation in the early phases of the recovery when stimulus in EMEs
				had positive spillovers on growth in advanced economies, the global environment may now act as an amplifier and a transmission mechanism for negative
				shocks from EMEs. 
In recent months, three events already have unsettled confidence and market stability,
				which accounts for part of the downgrading of our forecasts since the last Economic Outlook. First, the reaction to
				discussion in early summer regarding the tapering of asset purchases by the US Federal Reserve was surprisingly strong. Second, increased concerns about
				developments in some EMEs added to market tensions and sharp capital outflows. Third, the United States came close to a potentially catastrophic crisis
				associated with its legislative ceiling on federal government debt.
These events – recognised as risks in the May Outlook – underline the prominence of negative scenarios and risks that the recovery could again be derailed. These episodes could easily
				be replayed, quite possibly in a more virulent form, in the period ahead. Other long-standing risks could return to the fore. Although some acute risks,
				especially in Europe, have receded, tensions within the euro area could erupt again. In addition, specific risks could interact with one another and
				magnify the effects. These risks stem from unresolved financial fragilities and imbalances, the cumulated effects of exceptional and prolonged monetary
				stimulus, and underlying structural weaknesses of growth trends in many countries, partly reflecting the consequences of a deep and long-lasting
				recession. 
A stronger slowdown in EMEs would lower growth in advanced economies, most notably in
				Europe and Japan. In many EMEs, growth is already decelerating. To a large degree, this is related to demographic trends and the diminishing scope for
				catch-up growth as the income gap with the advanced countries narrows, but there are also long-standing structural impediments that had been hidden by
				abundant capital inflows and credit growth but which have been exposed by the tightening of financial conditions. Such conditions could add to fragility
				within EMEs, particularly those most reliant on short-term capital flows or where credit growth has been very fast, and in those advanced economies that
				are financially exposed to them. While many EMEs are in a stronger position to withstand shocks than in the past, they must accelerate the pace of reforms
				to deal with deep-rooted fragilities. 
In the United States, monetary policy needs to remain accommodative for some time,
				balancing uncertainty about the evolution of demand and employment with the costs of postponing exit. When economic growth strengthens, large-scale bond
				purchases should begin to be phased down and then, in the course of 2015, the Federal Reserve should start to raise policy interest rates towards a more
				neutral stance. 
Brinkmanship over fiscal policy in the United States remains a key risk and
				uncertainty. As discussed in this Economic Outlook, this creates on-going uncertainty and poor policy choices, while
				hitting the debt ceiling could knock the US and the global recovery off course. The debt ceiling needs to be scrapped and replaced by a credible long-term
				budgetary consolidation plan with solid political support. 
In the euro area, recovery is lagging and uneven, unemployment – especially among the
				young – remains very high and inflationary pressures are very subdued. The ECB should consider further policy measures if deflationary risks become more
				serious. Current account adjustment is advancing in the periphery but price adjustment alone will not work given the impossibility of reconciling
				deflation, needed to regain competitiveness, and achieving nominal growth to support debt sustainability. Much less adjustment, if any, is taking place in
				surplus countries. More durable and symmetric adjustment is needed through reforms to labour and product markets, including liberalisation of services in
				Germany that would strengthen and rebalance demand. 
Weakness in the banking system remains a major drag on growth in the euro area. The
				Asset Quality Review and stress tests in 2014 must be implemented rigorously – and followed up by bank recapitalisation where needed – to restore the
				transmission of monetary policy, strengthen financial-system stability and get credit moving again to enhance the effectiveness of structural reforms and
				support growth. Failure to use this opportunity could impair confidence in European banks and sovereigns. There is progress towards banking union but the
				transition promises to be complex and delicate as the criteria and responsibility for regulation, supervision, and resolution of banks have to be
				clarified. 
In Japan, the initial impact of new monetary, fiscal and structural policies has
				produced strong export growth, rising consumer spending and a rebound in business investment. The increase in the consumption tax rate to 8% is welcome
				and should be followed by a further hike as planned in 2015. However, high levels of public debt create risks in the absence of a more detailed and
				credible fiscal consolidation plan to achieve the target of a primary budget surplus by 2020. Most importantly, bold structural reform measures are needed
				to boost growth and maintain confidence in the three arrow strategy.
Growth since the global crisis has been uneven and hesitant. Job creation has been
				even more disappointing. Clear and credible strategies are needed for how jobs and growth will be created, as the public finances continue to be restored
				and so that exceptional monetary policies are no longer needed to support demand. Such strategies require a strong commitment to structural reforms in
				advanced and emerging market economies alike. 
The gains from structural reform will accumulate over the longer term, but for some
				measures they can be achieved in a couple of years. And the benefits are larger when macroeconomic and financial conditions are stronger, although
				paradoxically this can be the time when it is hardest to make the political case for reform. As the recovery takes hold, policy makers need to resist the
				temptation to back off reforms, and instead take advantage of improved conditions to secure the recovery and move to a stronger trajectory for jobs and
				growth. More jobs would boost income and confidence, thus providing support for the reform process itself and upside, rather than downside, risks could
				materialise.
If, however, as the recovery strengthens, governments are complacent, and remain
				behind the curve, policy action will be too little too late. Policy inaction or mistakes could have much more severe consequences than the turbulence seen
				to date and jeopardise growth for years to come. 
19 November 2013
[image: graphic]
Pier Carlo Padoan
Deputy Secretary-General and Chief Economist



Chapter 1. General assessment of the current economic situation


Summary


	Global activity and trade are projected to strengthen gradually in 2014
							and 2015, but the recovery is likely to remain modest. 


	This modest acceleration is due to the feed-through of past improvements
							in financial conditions, continued support from accommodative monetary policies and reduced drag from fiscal consolidation. However
							unemployment is set to remain stubbornly high in several OECD countries.


	Growth in the large emerging market economies (EMEs) is expected to remain
							subdued by past standards, held back by supply-side constraints, recent policy actions and the recent tightening of financial conditions
							triggered by expectations about US monetary policy,.


	The slowdown in EMEs is likely to exert some modest drag on activity in
							advanced economies, with the United States relatively sheltered from such feedbacks. 


	The strengthening recovery in the United States should gradually reduce
							unemployment and erode economic slack, with inflation rising close to target, while the muted pick-up in the euro area will make little dent
							in high levels of joblessness and ample slack will keep inflation very low; in Japan, core inflation is set to turn positive but, abstracting
							from indirect tax effects, still remain well below its target.


	Monetary policy needs to remain very accommodative, especially in the euro
							area, where deflation risks have risen, and Japan, where asset purchases should be continued as planned. In the United States, should
							unemployment continue to fall and inflation strengthen as projected, asset purchases should be wound down in 2014 and policy interest rates
							start to be raised in 2015.


	The planned slowing in the pace of fiscal consolidation in the United
							States and the euro area is appropriate given the state of public finances and the economic outlook; a strong fiscal tightening in Japan is
							necessary to slow public debt accumulation and eventually reduce debt.


	Structural reforms are critical for exiting the crisis, notably in Japan
							the euro area and many EMEs, to strengthen growth prospects, debt dynamics, and facilitate global and euro area rebalancing.


	Sizeable long-standing downside risks still remain and new concerns have
							emerged.


	In the short term, if the debt ceiling in the United States became binding
							early in 2014, it could have large adverse effects on the stability and growth of the world economy; to prevent the possibility of such
							disruptive effects from weighing on confidence and investment, the legislated nominal debt ceiling should be abolished.


	The turmoil following the tapering discussions in mid-year has revealed
							how sensitive some EMEs are to US monetary policy. This may involve turbulence when actual tapering takes place as needed, with negative
							feed-back effects on advanced economies.


	In the euro area, still weak bank balance sheets, fragile public finances
							and the uncertain political situation in some vulnerable countries could unsettle financial markets. To guard against this, the establishment
							of a fully-fledged banking union needs to be expedited and weakness in bank balance sheets must be credibly identified in the coming stress
							tests and asset quality review of euro area banks and swiftly corrected.







Introduction

The recovery is gaining momentum only slowly and there are large downside risks

The global recovery remains modest and uneven, with continued divergence in
						activity developments both between and within advanced and emerging economies. Outcomes this year and near-term prospects appear a little weaker
						than had been expected in May, at the time of the previous Economic Outlook, with global GDP growth revised
						down by just under ½ percentage point both this year and in 2014 to 2.7% and 3.6% respectively. Almost all of this reflects a further growth
						slowdown in the large emerging market economies (EMEs), which is tempering the pace of the recovery in the OECD economies. At the same time,
						downside risks have also risen once more. Long-standing sources of risk, such as fragilities in the euro area banking sector and the Japanese
						fiscal situation, have been augmented by new concerns, most notably the possibility of significant financial instability in advanced and,
						especially, EMEs during the exit from unconventional monetary policies in the United States, and potentially extreme adverse outcomes if political
						stalemate were to make the debt ceiling in the United States binding early next year. Provided these large adverse risks do not materialise, and
						uncertainty about macroeconomic policy settings subsides, continued support from accommodative monetary policies, the feed-through of past
						improvements in financial market conditions and a reduced drag from fiscal consolidation should allow global activity and world trade to
						strengthen gradually over 2014-15 (Table 1.1). However, the pace of the recovery seems likely to remain modest, with the currently high OECD-wide unemployment rate
						declining by only ½ percentage point over the two years to 7.4% by end-2015, and inflation projected to remain weak in many OECD economies and
						moderate only gradually in most EMEs.

Policy challenges are substantial, with monetary policy requirements varying across
							economies

Economic policies need to provide support to demand, take account of the
						sizeable downside risks and correct past imbalances. Monetary policy will need to remain accommodative in most OECD economies over the next two
						years. However, in some economies, decisions will be required about the timing and speed at which monetary policy stimulus is reduced, balancing
						the need to support the recovery against the risks of unsettling inflation expectations and stoking asset price bubbles. For the United States and
						the United Kingdom, well anchored inflation expectations, ample spare capacity, and the predominance of global downside risks all imply that the
						current very accommodative policy rates are likely to remain appropriate for some time. Nevertheless, conditional on downside risks not
						materialising and receding gradually, and on the recoveries in these countries proceeding as projected here, it would be appropriate for the
						United States to consider increasing gradually policy rates in early 2015 and for the United Kingdom to do so later in the year, not least to
						contain possible pressures on asset prices. More substantive increases in policy rates may be required in both countries beyond the projection
						period to prevent anchored inflation expectations being put to the test. In contrast, in the euro area in the coming two years, the monetary
						policy stance should remain unchanged, provided disinflationary pressures do not intensify further, and strong quantitative and qualitative
						monetary easing should be implemented as planned in Japan. As already shown this year, the anticipation and actual start of the monetary stimulus
						withdrawal in the United States could have adverse global spillover effects, especially if it results in financial market instability. Emerging
						market economies are particularly vulnerable to shifts in investor sentiment and some will possibly come under pressure to raise interest rates at
						a time when the economy is weak. Possible turmoil in EMEs and its feedback to advanced economies would magnify the challenges of managing the
						exit.


	
Table 1.1. The global recovery will gain momentum only slowly


	OECD area, unless noted otherwise
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Other policy requirements also vary across economies...

Other important policy requirements in the main OECD areas include:

... including changes in budgetary procedures in the United States...

	In the United States, political leaders need to ensure that the normal
								functioning of government is not disrupted once more early next year. Changes are also needed in budgetary procedures to prevent such
								disruptions from reoccurring, preferably including the abolition of the nominal debt ceiling, so that the borrowing implied by budgets and
								resolutions passed by Congress is authorised automatically. In addition, an agreement to put public finances on a sound footing in the
								long term needs to be concluded.



... more ambitious structural reforms in Japan...

	In Japan, more ambitious structural policy reforms are needed to lift
								potential growth rates and, in view of the extraordinarily high public debt ratio, a more detailed and credible medium-term consolidation
								plan is required to maintain confidence in government finances.



... and greater progress towards a full euro area banking union

	In the euro area, the automatic fiscal stabilisers should be allowed
								to operate on both sides of the current structural consolidation path and structural reforms are needed in both external surplus and
								deficit countries to raise growth and facilitate rebalancing. Notwithstanding recent progress, more needs to be done to establish a
								fully-fledged banking union, notably a sufficient common fiscal backstop, and to ensure adequate capital cover in the banking system. It
								is also vital that the forthcoming comprehensive assessment of euro area banks be conducted in a manner that is fully credible, with a
								clear plan for how any identified capital shortfalls will be addressed.



This chapter is organised as follows. After discussing the factors behind the
						growth slowdown in the EMEs and the implications for OECD economies, the other main economic and financial forces presently acting on the OECD
						economies are outlined. The projection is then set out, along with the implications for inflation, labour markets and external balances, and the
						other key risks around the projection are reviewed. This is followed by a discussion of the main macroeconomic policy requirements. Indicators of
						potential financial vulnerabilities are reported in an annex.




Recent activity and financial developments

The growth slowdown in EMEs, spillovers and feedback effects

Financial conditions have tightened significantly in some EMEs…

An important development since the May Economic
							Outlook is the marked deterioration in financial conditions in the major EMEs outside China. This occurred in May to August as US
						long-term interest rates rose following signals that the tapering of Federal Reserve asset purchases might begin earlier than expected (see
						below), prompting capital outflows and exposing vulnerabilities that had built up in some EMEs. Reinforced by concerns about growth slowdowns and
						the sustainability of high external deficits and political tensions in some economies, large portfolio investment outflows contributed to tighter
						liquidity conditions, sharp declines in bond and stock prices and sizeable currency depreciations. This was especially marked in Brazil, India
						Indonesia, South Africa and Turkey, all countries with large external financing needs (Figure 1.1Figure 1.2). China has been an exception, appearing to be less sensitive to the impact of
						possible tapering; long-term bond rates have edged up since April, but equity prices have remained largely unchanged, the effective exchange rate
						has appreciated and a domestically-driven liquidity squeeze in June was quickly reversed. 



Figure  1.1. Government bond yields have increased, while equity prices and exchange rates
								have gyrated

[image: graphic]Note: Based on daily information. EA represents the OECD euro area
								members.

1. In domestic currency.

2. An increase in the nominal exchange rate implies its appreciation.

Source: OECD Economic Outlook 94 database; and Datastream.
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Figure  1.2. Financial conditions fell especially sharply in external deficit
								EMEs

[image: graphic]1. Based on daily information from 30 April to 12 November 2013.

Source: OECD Economic Outlook 94 database; Datastream; and IMF Balance of
								Payments database.
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… which will damp growth prospects, especially in EMEs with domestic financial
							vulnerabilities

The subsequent unexpected delay in tapering of asset purchases in the United
						States and prompt domestic monetary policy actions have stabilised financial conditions in the EMEs more recently, with portfolio investment
						inflows resuming. Even so, the changes that have occurred since May this year will exert a drag on growth and have raised the risk that future
						steps towards tighter monetary policy in the United States may interact with domestic financial vulnerabilities in some EMEs and give rise to
						further financial turbulence, with adverse spillover effects on the global economy. The domestic financial vulnerabilities relate to banking
						system and external financing problems in some countries:

Warning signs of banking sector vulnerabilities have appeared in some EMEs…

	Signs of possible banking sector vulnerabilities have surfaced in some
								EMEs. In particular, private sector credit has increased rapidly since 2007. In nominal terms, it grew on average by around 20% per year
								in many large EMEs, although, in relation to nominal GDP, it increased sizeably only in Turkey, China and Brazil (Figure 1.3). Such a rapid
								credit build-up increases the risks of financial turbulence, as it exposes banks to losses in the event of a negative macroeconomic shock,
								especially if it has been associated with lax lending standards.1 Other signs of vulnerability in some EME banking systems include the increased incidence of non-performing loans and lower
								liquidity coverage ratios. Nevertheless, capital positions of the banking sectors appear to be sound, at least at the aggregate level,
								with leverage ratios generally above 5% (Figure 1.3).2
							





Figure  1.3. Banking sector vulnerabilities have surfaced in some EMEs

[image: graphic]Source: BIS; Central Bank of the Republic of Turkey; and IMF Financial
								Soundness Indicators.
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… and external vulnerabilities have increased in some countries

	External financing patterns also point to vulnerabilities in some EMEs
								(see Annex 1.1). The increased dependence of some external deficit economies, notably India and Indonesia, on portfolio inflows has made
								them vulnerable to sudden stops of such financing (Figure 1.4). Financial vulnerabilities have also risen in a number of EMEs due to the increased share of
								debt in total foreign liabilities (notably in India, Turkey and Poland) and the increased dependence on short-term loans from foreign
								banks. Some of these risks might, however, be mitigated by foreign reserve assets that have been high or rising in recent years in some
								EMEs (Figure 1.4).





Figure  1.4. External vulnerability indicators in selected EMEs

[image: graphic]1. Or latest available figures.

Source: BIS; and IMF Balance of Payments statistics.
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Economic growth has already slowed, reflecting… 

Even before the recent tightening in financial conditions, economic growth in
						the major EMEs had softened steadily over the past eighteen months or so, with aggregate non-OECD GDP growth projected to be around 4¾ per cent
						this year, around 2 percentage points weaker than the annual average observed over the previous decade. This reflects different factors:

… subdued external demand…

	One common development in the major EMEs has been the adverse impact
								of soft external demand. This initially reflected the weak level of import demand in the OECD economies, especially in the euro area, but
								the impact of this on GDP growth in the EMEs has been lower this year than in 2012. More recently, the growing trade linkages between the
								EMEs have meant that the demand slowdown in the large emerging market economies has had broader negative spillover effects on other
								EMEs.3 Direct trade linkages between China and many other Asian economies are particularly strong, even though, given the composition of
								global supply chain linkages, the key demand driver is more likely to be from the major advanced economies than from China. On the other
								hand, weaker demand from China has placed downward pressures on international commodity prices, especially for metals and minerals, with
								adverse terms-of-trade effects on other EMEs that are commodity producers.



 … and a slowdown in potential growth rates

	There has also been a gradual slowdown in trend GDP growth rates in
								many emerging economies. For example, current OECD estimates suggest that the trend GDP growth rate for the BRIICS as a whole declined by
								1¾ percentage points between 2007 and 2013. Contributory factors include: demographic developments, with working-age population growth now
								slowing in most of the BRIICS, and negative in Russia; signs that the effects of past structural reforms may be fading, with trend
								productivity growth slowing, especially in China and India; and subdued investment growth due to structural bottlenecks and rigidities,
								especially in Brazil and India. Further declines in trend growth in some of the BRIICS are incorporated in the current projections for
								2014 and 2015. This partly reflects limited recent progress in structural reforms needed to raise comparatively low labour productivity
								levels, including: reductions in still-high regulatory barriers to competition; improvements in infrastructure investments; greater
								openness to FDI and trade; and the need to strengthen education access and teaching quality (OECD, 2013a).



Recent activity indicators point to diverging activity prospects… 

Notwithstanding slowing potential growth, forward-looking business surveys
						point to a gradual pick-up in near-term prospects for China and, more tentatively, Brazil and Russia (Figure 1.5). This is already reflected
						in cross-country differences in the strength of domestic demand, with growth improving in China, but being more sluggish in some other large
						EMEs.



Figure  1.5.  Recent business sentiment outcomes are mixed

Aggregate business PMI

[image: graphic]Note: Weighted average of manufacturing output PMI and services business
								activity PMI.

Source: Markit.



… with solid demand growth in China…

	In China, retail sales growth remains solid and the housing market is
								buoyant, despite efforts to damp speculation this year, with strong price increases in the major cities. Investment in housing and
								infrastructure supply has also picked up, helped by increasing government outlays on railway investment and the strength of housing
								demand. This has raised the risks of eventual over-supply and a sharp correction in investment spending. The recent slowdown in credit
								growth and moves to rebalance the economy will also likely weigh on investment in the coming years.



… but weaker outcomes in some other EMEs

	Investment growth has lost momentum in some other large EMEs,
								especially India. Despite some recent structural initiatives, such as the partial deregulation of FDI and official efforts to fast-track
								large investment projects in India, and steps to encourage greater private sector participation in infrastructure projects in Brazil, more
								needs to be done to strengthen competition and lower obstacles to investment. Private consumption growth has also been muted in many EMEs,
								held back by high inflation and soft income growth.



These developments have potentially sizeable spillover effects on
							the global economy…

The growth slowdown in the EMEs, and the possibility that domestic
						vulnerabilities could lead to capital outflows intensifying again during the tapering of asset purchases and subsequent policy rate increases in
						the United States, have consequences for the major advanced economies, via spillovers that come through trade and financial channels. Some of the
						areas in which spillovers can occur if growth in the large EMEs were to slow further, either because of weaker trend growth or as a result of
						capital outflows and deteriorating financial conditions, are discussed in Box 1.1 and include: 

… via trade effects…

	A sharp slowdown in domestic demand in the EMEs would have noticeable
								negative trade spillover effects. For instance, macro-model simulations suggest that a one year decline of 2 percentage points in domestic
								demand growth in all non-OECD countries apart from China, would, all else equal, lower OECD GDP growth by around 0.4 percentage point that
									year.4 The US economy appears to be relatively sheltered in such circumstances, with the direct adverse activity effects being much
								stronger in Japan and also in China, reflecting their greater trade integration with the other non-OECD economies.





Box 1.1. Global spillovers from the growth slowdown in emerging market economies

The growth slowdown in the emerging market economies (EMEs) gives rise
								to broader negative spillover effects on activity in the world economy as a whole. Moreover, with the six BRIICS now accounting for 30% of
								world GDP (at PPP rates) and 15% of global equity markets, and other non-OECD countries comprising a further 12% of world GDP, a growth
								slowdown has larger effects on the global economy and OECD countries than in the past. This box considers spillovers that arise from trade
								and financial cross-border linkages. Other possible transmission channels, such as spillovers on business sentiment, may also be quite
								important, particularly in a more serious slowdown.

OECD countries’ trade exposures (in gross or value-added terms) are
								largely to other OECD countries; but direct trade exposures to non-OECD countries have risen substantially over the past two decades. In
								2012, gross merchandise exports from OECD economies to non-OECD countries amounted to around 6% of OECD GDP. However, trade linkages vary
								considerably across countries, with commodity producers and countries strongly linked in global value chains tending to have a higher
								share of exports to EMEs (see first figure below). Korea had the highest direct export exposure of the OECD countries, with goods exports
								in 2012 amounting to one-third of GDP. Estonia, Slovenia and Hungary also have relatively high exposures. Some of the BRIICS, as well as
								OECD economies such as Chile and Turkey, also have a sizeable exposure to the non-OECD economies, equivalent to 10% of GDP or more, by
								this measure. A sharp slowing in external demand could prove particularly problematic for countries such as Turkey and South Africa, with
								gross merchandise exports to non-OECD economies that are around 12% of GDP and current account deficits of around 6% of GDP. 

Gross export data are likely to overstate the economic importance of
								direct trade exposures, as the former typically have a high import content. OECD/WTO trade-in-value-added data allow for this, although
								the data are currently available only up to 2009. Using the value-added data for combined exports of goods and services, OECD exports to
								the non-OECD countries accounted for around 30% of total OECD value-added exports and 5% of OECD GDP in 2009. Cross-country differences in
								the extent of exposure are, however, not that different to those found using gross export data (see first figure below), with Korea and
								commodity-producing economies such as Chile and Australia having relatively high exposures in value-added terms. Amongst the large OECD
								economies, Japan and Germany have the highest direct exposures to the non-OECD economies, likely reflecting their relative specialisation
								in exports of capital goods, often to the foreign subsidiaries of domestic companies. 

Any slowdown in emerging economies is also likely to lower commodity
								prices, with adverse effects on the terms of trade of commodity exporters. This is particularly true of weaker growth in China, which
								accounts for around three-fifths of world iron ore imports, close to one-third of copper imports and 12% of crude oil imports. Incomes in
								Australia and Chile may be most exposed; the terms-of-trade in these economies have risen by almost 70 per cent over the past decade
								reflecting both the rise in commodity prices and concurrent falls in prices of manufactured goods. Other emerging market economies that
								have benefited from past commodity price strength – such as Brazil, Russia and South Africa – would also suffer, potentially prolonging
								their growth slowdowns.1 Oil exporters would also be affected, with further spillovers. 

An idea of the magnitude of the trade-related spillovers and the
								additional second-round effects that might result from a demand slowdown in the non-OECD economies can be obtained...
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