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CHAPTER 1 
 

GENERAL ASSESSMENT OF THE MACROECONOMIC SITUATION 

 
Overview 

The OECD economy is 
recovering 

Growth in the OECD area has resumed after the most virulent 
recession in decades. The recovery is driven by exceptionally strong 
demand-supporting policy measures, public interventions in financial 
markets, a strong pick-up in demand in the non-OECD area and a positive 
contribution from inventory adjustment. Notwithstanding the support to 
growth in the coming two years from recent and assumed future 
improvements in financial conditions, the continued need to strengthen 
financial institutions, on-going private sector balance sheet adjustment and 
waning macroeconomic policy support are likely to imply a moderate 
recovery (Table 1.1). Area-wide unemployment is set to continue to rise 
well into 2010 and to fall only modestly in 2011 from its peak of over 9% 
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 Table 1.1. A modest recovery from widespread rece
OECD area, unless noted otherwise

Average 2009
1997-2006 2007 2008 2009 2010 2011 q4

Per cent

Real GDP growth1 2.8      2.7  0.6  -3.5  1.9  2.5  -1.0
United States 3.2      2.1  0.4  -2.5  2.5  2.8  -0.3
Euro area 2.3      2.7  0.5  -4.0  0.9  1.7  -2.1
Japan 1.1      2.3  -0.7  -5.3  1.8  2.0  -1.1

Output gap2 0.1      1.8  0.3  -4.6  -4.1  -3.2  
Unemployment rate3 6.5      5.6  5.9  8.2  9.0  8.8  8.
Inflation4 3.0      2.3  3.2  0.5  1.3  1.2  0.
Fiscal balance5 -2.0      -1.3  -3.5  -8.2  -8.3  -7.6  
Memorandum Items
World real trade growth 7.1      7.3  3.0  -12.5  6.0  7.7  
World real GDP growth6 3.8      4.6  2.2  -1.7  3.4  3.7  

1.  Year-on-year increase; last three columns show the increase over a year earlier.                
2.  Per cent of potential GDP.          
3.  Per cent of labour force.   
4.  Private consumption deflator. Year-on-year increase; last 3 columns show the increase ove
5.  Per cent of GDP.          
6.  OECD countries plus Brazil, Russia, India and China only, representing 81% of world GDP
     purchasing power parities. Fixed weights based on 2005 GDP and purchasing power parities
Source:  OECD Economic Outlook 86 database. 
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 of the labour force. The exceptional slack in the economy will push down 
underlying inflation further to very low levels in several countries, though 
only a few will experience falling price levels. 

Upward and downward 
risks are broadly 
balanced 

The uncertainty surrounding this projection is very high, but the risks 
are broadly balanced. Financial conditions could continue to improve faster 
and more extensively than assumed, setting in motion a positive feedback 
loop: better economic prospects and stronger business investment driven by 
better financial conditions reducing concerns about the health of financial 
institutions, in turn improving financial conditions, and thereby growth, still 
further. On the other hand, financial conditions could worsen abruptly, for 
example, if a large financial institution were to get into difficulty. 
Unemployment also represents a negative risk to the outlook, as its 
continued increase may depress household expenditure and negatively 
affect financial institutions to a greater extent than anticipated. While risks 
may be roughly balanced, their consequences need not be. With inflation 
being very low in some countries, a negative shock could push such 
economies into deflationary territory from which it is more difficult to exit. 

A key policy issue is how 
to withdraw stimulus 
measures 

In this environment, it will be a challenge to start unwinding crisis-
induced policies in an orderly and coherent way. Key issues include the 
timing, pace and modalities of withdrawing extraordinary interventions. 
Other issues include elaborating strategies to move towards fiscal 
sustainability, ensuring financial stabilisation while phasing out crisis 
measures, putting in place an improved financial regulatory framework and 
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strengthening the growth potential of the economy. 

Economic policy 
requirements are… 

Against this background, the policy requirements at present are as 
follows: 

… scale back monetary 
policy stimulus as the 
recovery progresses… 

• Monetary policy. Given continued slack, close-to-zero interest 
rates are appropriate in most OECD countries until the latter half 
of 2010 and in Japan to beyond the projection period. However, 
the process of normalisation of interest rates must start thereafter 
and progress at a pace which will depend inter alia on the 
withdrawal of other demand-supporting measures. Given low 
levels of inflation, policy interest rates would only need to reach 
neutrality by the time that upward pressures on inflation emerge. 
It is likely that there would be some overlap between withdrawal 
of unconventional monetary policy measures and the rise in 
interest rates. 

… prepare credible 
consolidation plans now 
for implementation when 
the recovery is solid… 

• Fiscal policy. As a general rule, and to underpin the recovery, 
policy stimulus measures already decided need to be implemented 
fully. However, as the recovery gathers strength, the focus needs 
to shift from supporting aggregate demand to consolidating 
budgets. By 2011, on current projections, all OECD countries 
should be in a position to begin withdrawing fiscal support, at a 
pace that depends inter alia on the state of the economy and the 
scope for monetary policy to provide support to the economy if 
needed. The OECD projections are based on the assumption that 
the temporary parts of the fiscal stimulus programmes are 
withdrawn as implied by specific legislation, which means that 
only a few OECD countries will have significant budget 
consolidation in 2011. To avoid prospects of continued high 
public debt accumulation in future years pushing up long-term 
interest rates or depressing private consumption, it is important to 
commit early to, and communicate, credible medium-term 
consolidation strategies. These should aim to achieve 
consolidation through means that do not harm potential growth.  

… continue to strengthen 
banks’ balance sheets… 

• Financial policy. In order to reduce uncertainty, and thus facilitate 
recapitalisation, pressure must be maintained on banks to write 
down the value of problem assets on their balance sheets or to sell 
such assets to public or private asset management companies, 
with corresponding capital increases. Notwithstanding recent 
increases, core capital adequacy ratios should be raised in many 
banks, and the authorities need to ensure that compensation 
practices and dividend pay-out and share buy-back policies do not 
unduly slow this process. Announced, internationally-agreed, 
tighter minimum capital adequacy requirements should be phased 
in gradually at a rate that differs across countries depending on 
starting points, so as not to undermine the lending capacity of 
banks. Emergency measures to provide liquidity and guarantee 
certain loans in wholesale and retail financial markets should be 
priced so as to avoid unwarranted use, while avoiding abrupt 
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terminations of programmes that are still used extensively or 
could be useful in the case of renewed turmoil and giving priority 
to the phasing out of the most distortive measures. 

… and withdraw 
emergency supply-side 
measures that may hurt 
long-term growth 

• Structural policy. As the recovery progresses, crisis-driven 
emergency measures of subsidising production (e.g. in the auto 
industry) or subsidising jobs (e.g. short time working schemes) 
need to be scaled back, as their continuation would undermine the 
productive capacity of the economy. At the same time, measures 
to support job search should be enhanced to reduce the risk that 
cyclical unemployment becomes structural. More generally, with 
potential output reduced as a result of the crisis, there should be a 
renewed drive to implement structural reforms – also because 
such measures could facilitate the necessary fiscal consolidation. 

 
Forces acting on OECD economies 

 
Financial market developments 

Financial markets are 
healing gradually 

After a highly stressed beginning of the year, financial market 
developments have been favourable in many areas, driven by ongoing 
policy support for the financial system. Money markets are functioning 
again, enabling banks to access short-term funds at very low prices and to 
earn large margins which can be used for the necessary strengthening of 
their balance sheets. The net percentage of banks tightening credit has been 
falling across the OECD area.1 There has also been a shift towards capital 
market financing, as equity markets have rallied and bond issuance has 
surged while yields have flattened. 

Money market conditions 
have eased considerably 

The price of interbank loans has come down markedly in the United 
States and the euro area (Figure 1.1). In the United States, spreads between 
unsecured three-month interbank rates and average expected overnight rates 
have fallen to levels that are now close to their pre-August 2007 averages, 
well below the levels observed from mid-2007 to early 2009 (Figure 1.2). 
These spreads have also eased in Japan and the euro area, though not as 
much as in the United States. At the same time, overnight rates are at very 
low levels. In the euro area, the effective overnight rate has fallen well 
below the European Central Bank (ECB) main refinancing rate of 1%, to 
around ⅓ per cent in early November, as a result of the massive amount of 
one-year liquidity injected by the ECB. 

                                                      
1 . In principle, the availability of bank lending should be determined by the tightness of credit conditions 

rather than by their change. Survey responses, however, do not allow a meaningful indicator of the degree 
of tightness in credit conditions to be constructed: over time, the cumulated net percentage of bank lending 
officers tightening credit conditions does not fluctuate around a fixed value, as would be expected, but 
diverges. However, empirical studies typically find that the net percentage of senior loan officers reporting 
tighter conditions (not cumulated) is a good leading indicator of bank lending (see for instance Guichard 
et al., 2009). 
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 Figure 1.1. Interbank lending rates have fallen to very low levels 

Last observation: 4 November 2009  
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Source: Datastream. 

Banks are gradually 
earning their way back to 
health 

Banks in most countries have been strengthening their balance sheets 
by retaining high earnings on the back of low funding costs helped by 
implicit and explicit public guarantees. As a result, the heightened concerns 
over the health of the banking system in late 2008 and early 2009 have 
eased markedly. The cost of insuring bank bonds against default has fallen 
 

Figure 1.2. Money market conditions have improved remarkably 

Three-month spreads, last observation: 2 November 2009 
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Note: Spread between three-month EURIBOR and EONIA swap index for euro area; spread between three-month LIBOR and 
overnight indexed swap for the United States and Japan. 
Source: Datastream and Bloomberg. 

 from about 3% of par value in March 2009 to 1.1% in the United States and 
the euro area in early November 2009.  Banks have also been able to attract 
private capital to offset losses associated with write-downs of impaired 
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assets. Since the onset of the crisis in August 2007, large global banks have 
raised an estimated $1 037 billion in capital against losses and write-downs 
of $1 095 billion (as of end July 2009; ECB, 2009b). The capital position of 
banks in the largest economies is as follows: 

 • In the United States, the ratio of common equity to tangible assets 
of banks increased from its low of 3.7% at the end of 2008 to 5% 
at the end of the second quarter of 2009, helped by $140 billion in 
capital injections during the second quarter (Beretzin and Keltson, 
2009). Banks have, however, not yet acknowledged all potential 
losses on legacy securities and loans continue turning bad because 
of the recession. In particular, the weakness in the commercial 
property market is likely to result in a large increase in non-
performing loans of small and medium-sized regional banks. 
OECD estimates suggest that total losses for 2007-10 for all 
“stress-tested” US banks (i.e. the largest banks) could amount to 
$1 314 billion, implying that their capital base could be rebuilt by 
2012, even in the absence of new equity issues, by retained 
earnings (Blundell-Wignall et al., 2009).2 

 • The 15 largest euro area banks have raised slightly more in capital 
than the losses they have reported since the start of the crisis, 
allowing them to preserve their capital positions.3 In addition to 
what has already been recognised or provisioned, the ECB 
estimated in June 2009 that euro area banks may suffer 
€ 283 billion in further losses from write-downs on securities and 
charge-offs on loans until the end of 2010 (ECB, 2009a). A stress 
test conducted by EU banking supervisors indicated that, under an 
economic scenario not dissimilar to the current set of projections, 
the capital ratio of the 22 largest banks in the region would 
remain above 9% (against a present minimum regulatory 
requirement of 4%).4 Greater transparency about the outcomes of 
these stress tests, as well as about the underlying assumptions and 
methodology used, would make the tests more effective in 
strengthening confidence in the European banking system. 

 • In China, banks have not so far reported significant stress, but the 
surge in lending in the first half of the year may imply a risk of 
future bad loans, as has been the case in the wake of earlier 

                                                      
2 . The calculations reported in Blundell-Wignall et al. (2009) are based on the baseline scenario in the US 

Supervisory Capital Assessment Programme, in which the assumed average levels of activity and 
unemployment over 2009-2010 are similar to the ones embodied in the current set of projections (Board of 
Governors of the Federal Reserve System, 2009). The figure of $1 314 billion for anticipated losses and 
write-downs in Blundell-Wignall et al. (2009) includes the exposure of the 19 “stress-tested” US banks to 
unconsolidated variable-interest entities. By comparison, the September 2009 IMF estimate of losses over 
2007-2010 and write-downs for all US banks, excluding their exposure to off-balance-sheet vehicles, was 
$1 025 billion, a downward revision from previous estimates (IMF, 2009). 

3 . By the end of May 2009, the 15 largest euro area banks had accumulated € 100 billion in portfolio losses 
(ECB, 2009a). In the European Union as a whole, large banks raised € 552 billion against write-downs of 
€ 510 billion since the start of financial turmoil in 2007 (ECB, 2009b). 

4 . These 22 banks hold 60% of the assets of the whole EU banking sector on a consolidated basis. 
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lending booms. 

Banking margins should 
be used in priority to 
accumulate capital 

Weak competition, low policy rates and government support measures, 
including explicit and implicit guarantees, have permitted banks to earn 
large margins. In the absence of large equity injections and large 
unanticipated write-offs, the recovery of banks’ balance sheets will be 
determined largely by the speed at which the current wide lending margins 
translate into capital accumulation. Because rebuilding sound capital 
positions supports financial stability and strengthens monetary 
transmission, and also because bank incomes are being boosted by 
extraordinary public policies, there is a case for public authorities to 
encourage banks to use their income to replenish capital cushions, rather 
than spend it on generous compensation packages, large dividends or share 
buybacks. 

Anaemic lending is not 
necessarily signalling a 
credit crunch 

In this environment, bank lending growth has kept falling to very low 
or even negative year-on-year rates of change across a wide range of loan 
categories in the United States and the euro area (Figure 1.3). A contraction 
in bank credit is not necessarily a sign of a crunch in the supply of credit 
since a deep downturn in activity reduces the demand for borrowing. 
However, it is likely that recent trends in bank lending reflect a mixture of 
both supply constraints and weak demand. In the United States, the fall in 
bank lending has so far only been comparable to what occurred during and 
after the 2001 recession even if the recent slump in activity has been 
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Figure 1.3. Bank lending growth has collapsed 

Year-on-year growth rate 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
-15

-10

-5

0

5

10

15

20

25% 

-15

-10

-5

0

5

10

15

20

25
Loans to the nonfinancial private sector
Commercial and industrial loans
Consumer loans
Real estate loans¹

United States

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
-15

-10

-5

0

5

10

15

20

25% 

-15

-10

-5

0

5

10

15

20

25
Loans to the nonfinancial private sector
Loans to nonfinancial corporations
Loans to individuals
Housing loans

Japan

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
-15

-10

-5

0

5

10

15

20

25% 

-15

-10

-5

0

5

10

15

20

25
Loans to the nonfinancial private sector
Loans to nonfinancial corporations
Consumer loans to households
Loans to households for house purchase

Euro area

 
Note: Data refer to 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. 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 also loans to 
the corporate sector. 

Source: Datastream. 
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 deeper. As for credit availability in the euro area, more than three quarters 
of small and medium-sized enterprises surveyed by the ECB in June-
July 2009 indicated that they had received all or part of the bank lending 
they had requested during the first half of 2009 (ECB, 2009b).5

 

                                                     

Bond markets are 
buoyant 

The bank lending downturn has been partly offset by buoyant bond 
market activity. In the year to date, gross bond issuance by non-financial 
corporations has been 55% and 93% above its ten-year average in the 
United States and the euro area, respectively.6 Thanks to strong issuance, 
total credit to US households and firms has also so far held up better than at 
the same point in the shallower 1990-91 recession.7 In the euro area, where 
data are also available for issuance net of redemptions, net bond market 
funding from January to August 2009 has been more than three times as 
large as its ten-year average for non-financial corporations. Activity in 
corporate bond markets has also been healthy in Japan, with outstanding 
amounts at the end of August being 8% higher than a year earlier. The 
strength in volumes has been accompanied, and likely encouraged, by a 
sharp increase in prices. As of early November 2009, corporate bond yields 
have fallen to levels far below the highs of late 2008-early 2009 
(Figure 1.4). At least in the United Kingdom, there is evidence that the 
favourable financing terms available in bond markets have contributed to 
the weakness in bank lending as companies have used the proceeds of bond 
issuance to pay back loans or issued bonds instead of borrowing from banks 
(Bank of England, 2009a). 

Equity markets have 
been rallying 

Share prices have bounced back from their early March lows by more 
than one-half in the United States and China, just under one-half in  the 
euro area, and more than 40% in Japan and the United Kingdom. Such a 
vigorous rebound has created some concern that share prices may have 
been inflated artificially by abundant liquidity rather than by fundamental 
factors. However, at the beginning of November, prices were still below 
their historical averages relative to earnings adjusted for the cycle 
(Figure 1.5). This suggests that liquidity is unlikely to be the only cause of 
a rebound which appears also to be driven by improved growth prospects 
and possibly greater risk appetite. 

 

 

 
5 . Only 12% indicated that their application had been rejected. These ratios cannot unfortunately be compared 

to historical averages as the June-July study was the first wave of this newly established survey. 

6 . The last data points underlying the figures are September for the United States and August for the euro 
area. 

7 . At the end of June 2009, six quarters after the start of the recession, total credit to US non-financial firms 
was 2.9% of GDP higher than a year earlier; at the same cyclical point following the (shallower) 1990-91 
recession it was 4.2% of GDP lower than a year earlier. In the same comparison, total credit to US 
households was 1.2% of GDP higher in June 2009 than in June 2008, while in March 1992 it was at the 
same level as in March 1991. 
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Figure 1.4. Corporate bond yields have declined considerably 

Per cent, last observation: 4 November 2009  
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Source: Datastream; Merrill Lynch; IBOXX. 

Overall financial 
conditions are 
supportive… 

OECD financial conditions indices (FCIs) incorporate a number of 
these developments and show a clear improvement in financial conditions 
in the United States, the euro area, Japan and the United Kingdom 
(Figure 1.6).8 The improvements since the beginning of the year to late 
October will provide a strong stimulus to growth in 2010. The projections 
are based on further improvements in the FCIs, with paths for exchange and 
short-term interest rates as detailed in Box 1.2 and an assumption that the 
 

 
                                                      
8 . These indicators weigh together the effects of the clear moderation in the tightening of lending standards, 

the global rebound in equity markets, the fall in interest rates, the easing of corporate bond spreads and 
movements in real exchange rates and house prices (see Guichard et al., 2009).  
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Figure 1.5. Shares do not appear overvalued relative to cyclically-adjusted earnings 
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adjusted for nominal trend growth. 

Source: Datastream, OECD calculations. 

 other components of financial conditions converge to their historical 
average by the middle of 2010. Based on historical relationships, the 
assumed improvement in financial conditions relative to late October could 
boost activity levels by 1 to 2½ per cent in the United States, 1½ to 3% in 
Japan and the United Kingdom and ½ to 1% in the euro area by the end of 
2011. 
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Figure 1.6. Financial conditions indices have recovered 
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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 ½ to 1% after four to six quarters. See details in Guichard et al. (2009). 

Source: Datastream; and OECD calculations. 

… despite other factors The OECD FCIs, however, do not include some factors that may 
influence the financing of the recovery:  

Private securitisation 
issuance remains 
muted… 

• The collapse of private securitisation could adversely affect the 
availability of finance. Indeed, private issuance fell to near zero 
levels across many asset classes in the second half of 2008 and 
beginning of 2009, especially in the United States. However, in 
the biggest securitisation market, i.e. US mortgages, government-
sponsored agencies have compensated for extremely weak private 
activity, and total issuance in the first seven months of 2009 was 
above its ten-year average, with the Federal Reserve purchasing 
substantial amounts of mortgage-backed bonds under the Agency 
Mortgage-Backed Securities Program. Outside housing, US 
private issuance of asset-backed securities has been more 
resilient, bouncing back in the second and third quarters of 2009 
to levels comparable with its ten-year average. In Europe, 
securitisation in the first half of 2009 remained below the peak of 
2006-08 but above the levels of activity observed prior to then. 
Given the information and pricing problems revealed by the 
crisis, private securitisation is unlikely to return soon to the levels 
observed at the peak of the structured finance boom, which may 
imply less favourable borrowing conditions.9 

                                                      
9 . As far as securitised credit was originated by banks, this effect should be at least partly captured by the 

FCI, however, via its component reflecting bank lending surveys. 
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… and banks need to 
further strengthen their 
capital buffers 

• The need for banks to strengthen their capital buffers, especially 
in Europe, is another factor that may act as a brake on credit 
availability.10  

 
Other forces acting on OECD economies 

Growth has strengthened 
in the non-OECD 
economies  

The upturn in activity appeared earlier in the year and was more 
pronounced in many non-OECD economies, aided by supportive 
macroeconomic policies, and has been reflected in the rebound of global 
manufacturing and stronger commodity prices. Growth in Asia has been 
stronger than elsewhere, reflecting the relative size of the policy stimulus 
enacted, especially in China where growth has surged in the course of 2009, 
helped by a rapid increase in bank lending and the prompt implementation 
of the first tranche of the two-year investment-focused fiscal stimulus 
package. Past reductions in policy rates and ongoing expansionary fiscal 
policies have strengthened domestic demand in India, although agricultural 
output is being held back by the severe drought this year. In Brazil and 
Indonesia, activity has been supported by sharp reductions in interest rates, 
combined with measures to enhance liquidity and more modest fiscal 
stimulus. Comparatively little stimulus has been enacted in Russia and 
South Africa, partly because both economies were showing signs of 
overheating as the global crisis developed. Both economies experienced 
continued weakness in activity through the first half of the year, although 
this is now beginning to fade.  

World trade is now 
expanding 

World trade growth has now begun to recover, led by a marked 
rebound in trade volumes in the non-OECD Asian economies (Figure 1.7). 
In turn, this helped trade in those OECD economies with strong trading 
links with this region. The trade rebound has now spread to all regions, 
reflecting the broader recovery in output growth, although the pick-up in 
trade in many European countries has been more sluggish than that 
elsewhere and global trade volumes remain considerably weaker than prior 
to the downturn. The overall improvement in financial conditions and 
ongoing policy stimulus will also benefit trade, both directly through the 
positive effect they have on demand for tradable goods, notably consumer 
durables, and also because the constraints on trade growth from the relative 
unavailability of trade finance have now begun to moderate.11 Leading 
indicators of trade flows, such as export orders, air freight shipments and 
global information technology (IT) activity suggest that trade growth 
should continue to strengthen in the near term.  

 

                                                      
10 . Again, this effect is taken into account at least partly in the FCI via the inclusion of surveys of lending 

conditions (Guichard et al., 2009). 

11 . A model in which global trade growth is related to OECD GDP growth and financial conditions suggests 
that the isolated impact of the ongoing improvement in financial conditions since mid-year is to increase 
world trade growth by 1.9% in 2010 and 1.6% in 2011, respectively. In part, this latter effect reflects the 
additional risk mitigation and liquidity enhancing measures now implemented by the G-20 economies 
(OECD-UNCTAD-WTO, 2009). 
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Figure 1.7. World trade growth is now rebounding 

Quarterly annualised growth rate 

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
-40

-30

-20

-10

0

10

20
%
 

-40

-30

-20

-10

0

10

20
%

 

 

Source: OECD Economic Outlook 86 database. 

The adjustment of 
household balance sheets 
has begun 

Household saving rates have risen this year, with households adjusting 
to the weaker state of their balance sheets brought about by lower asset 
prices. Tighter credit conditions and rising unemployment have also served 
to depress expenditure. Temporary expenditure increases and savings 
reductions have resulted from the varied timing of assorted fiscal support 
measures across countries (including subsidies for car purchases, see 
Chapter 2), but spending has generally weakened somewhat once the 
support schemes are exhausted.  The balance sheet adjustment now appears 
well underway (Box 1.1), with the increase in saving rates already 
experienced in the major economies going a large part of the way towards 
that expected on the basis of past relationships between saving and wealth. 
However, these more elevated saving rates will need to be maintained for 
several years to rebuild balance sheets fully, unless asset prices rebound, so 
that the prospects for expenditure growth will be closely tied to income 
developments. 

Housing markets are 
showing signs of turning 
in some countries… 

Various indicators suggest that the housing market is now beginning to 
improve in a number of countries, including the United States, Canada and 
the United Kingdom. Survey measures of expected developments have 
improved and the volume of transactions and house prices began to edge up 
during the summer. Prices have also continued to rise in Australia, Norway 
and Switzerland. But, in other OECD economies, real house prices are 
continuing to decline, with the rate of decline yet to slow in Spain, France 
and Italy. The ratios of house prices to income and rents remain above their 
longer-term average levels in many economies (Table 1.2), though this 
needs to be seen in the context of lower interest rates. In any case, with 
foreclosure rates likely to rise even as the economic cycle turns up, 
considerable downside risks remain.  
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Box 1.1. Household balance sheets and the saving rate 

The financial turmoil, which began around the middle of 2007, has been reflected in a significant deterioration of 
household balance sheets in the major economies (see Figure), as a result of declining share prices and, in most 
countries, declines in house prices.  

• In the United States, net worth declined from 630% of disposable income in the second quarter of 2007 
to 490% in the second quarter of 2009. Over this period the value of net financial assets dropped by 
about 25%, and the value of real estate assets declined by 15%. Within the former, the value of pension 
reserves declined by close to 20%.1 

• In Japan, the value of net financial assets dropped by 10% over the two years up to the second quarter 
of 2009. The value of housing assets is also likely to have weakened, with house prices continuing to 
decline up to the early months of this year. 

• In the euro area, the value of net financial assets dropped by about 10% over the two years up to the 
second quarter of 2009. The ongoing declines in house prices will also now be pushing down the value 
of housing assets. In contrast to the United States, the latter are considerably larger than net financial 
assets (ECB, 2009c). 

• In the United Kingdom, the value of net financial assets dropped by 20% over the two years up to the 
second quarter of 2009. The value of housing assets, which are available only on an annual basis, 
declined by 9½ per cent over the course of 2008.  

Balance sheet positions are likely to have improved somewhat in United States and the United Kingdom in the 
third quarter, with house price declines having ended and equity prices increasing markedly. Any improvement is likely 
to have been smaller in the euro area, as house prices have continued to decline and equities are a comparatively 
smaller proportion of total assets.  

Despite the possible improvements in the third quarter, household balance sheets remain considerably weaker 
than prior to the crisis. This deterioration can be expected to push up household net saving in the major economies, as 
households try to repair their net wealth positions. This process has already begun. An important question is whether, 
setting aside all other factors, the process of balance sheet repair will require further increases in the household sector 
saving over the projection period.  

One approach is to use a representative long-run elasticity of consumption to net wealth to make a simple back-
of-the envelope calculation. This suggests that if the observed falls in net financial assets from mid-2007 up to the 
second quarter of 2009 were sustained then, all else being equal, it would be reasonable to expect a sustained rise in 
the saving rate of roughly 3 percentage points in the United States, 1 percentage point in Japan, 1½ percentage points 
in the euro area and 2½ percentage points in the United Kingdom, from the levels seen prior to the onset of the crisis.2 
Much of this adjustment has already taken place. The United States saving rate rose by 3 percentage points from 
mid-2007 to mid-2009 and the United Kingdom and euro area saving rates have risen by roughly 4 and 2 percentage 
points respectively. The saving rate in the United States did edge down by 1½ percentage points in the third quarter, 
but this is expected to prove only temporary with consumption having been raised by the timing of the 
“cash-for-clunkers” programme. 

_________________________ 

1. Outside the United States and Canada, timely quarterly non-financial asset data are limited. An important implication of the 
decline in asset values is that by some measures household leverage has increased. For example, in the United States, 
household liabilities as a percent of net worth rose from 21% in mid-2007 to 26% in the second quarter of 2009.  

2. These calculations assume a representative long-run elasticity of consumption with respect to net financial wealth of 0.09 (with 
the elasticity of consumption with respect to income being 0.91). This implies ln(c/y)=0.09ln(w/y) where c, w and y are 
consumption, net financial wealth and income (omitting any constant). This is consistent with estimates presented for the euro 
area in OECD (2009b), which were consistent with a marginal propensity to consume out of wealth of roughly 0.04. Similar 
figures have been estimated for a number of countries including those outside of the euro area, though there is substantial 
variability in these estimates (see for example Altissimo et al. 2005 and Mishkin 2007). With this specification and using the 
approximation that changes in the saving rate are equal to the opposite of changes in the log of the consumption to income ratio, 
ΔS=-0.09Δln(w/y) where S is the saving rate. Dale (2009) has noted that an approach like this may exaggerate the extent of the 
necessary adjustment. For example, it ignores that wealth including human capital (which depends on future labour earnings) is 
likely to have fallen less dramatically than financial wealth. 
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Box 1.1. Household balance sheets and the saving rate (continued) 

Wealth and saving 
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1. Uses data for all euro area member states for the level of financial assets and data for the EA-13 member states otherwise. 

Source: OECD Economic Outlook 86 database; Federal Reserve; Bank of Japan; and Eurostat. 
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Box 1.1. Household balance sheets and the saving rate (continued) 

If allowance is made for the effect of non-financial assets (which have suffered from house price declines), the 
amount of required adjustment is greater. A similar calculation to the one above for the United States, with separate 
effects from both net housing wealth and net financial wealth would raise the required adjustment in the saving ratio by 
about 1 percentage point. However, there is evidence that housing wealth effects on consumption are heterogeneous 
across countries and that they are more modest in the euro area than the United States and the United Kingdom (see, 
for example, ECB, 2009).3 

The outlook for saving (and consumption) also depends on many other factors. To the extent that a) credit 
standards have tightened, b) unemployment rates and other indicators of perceived risk have risen and c) government 
debt levels have increased, households may perceive greater need to save in order to fund future consumption, 
investment or taxes. Saving rates might also rise further if households choose to reduce debt-to-income ratios in a 
similar way to Japanese households in the 1990s (see Glick and Lansing, 2009). Moreover analysis relating saving 
rates to longer-term fundamentals suggests that in 2007 the saving rate in the United Kingdom was roughly 
1 percentage point below its long run equilibrium, so a larger rise than predicted by the back-of-the-envelope 
calculation might be expected (Huefner and Koske, 2009). For the United States (and the euro area) the analysis 
suggests the 2007 saving rate was closer to the respective longer-term equilibrium rates. 

Further changes in asset prices would also affect saving decisions. Some of the desired repair to balance sheets 
could occur from faster than expected increases in share or house prices. A 10% rise in the value of all financial assets 
could reduce the required increase in the saving ratio by around 1 percentage point in most major economies and by 
more than 1½ percentage points in Japan (reflecting the greater absolute size of total financial assets). But if there is 
not a substantial and sustained rise in wealth via rebounding asset prices, it seems likely that the saving rate will 
remain around current levels, or perhaps even higher, for several years. Even if there is some reduction in perceived 
risk, government debt levels are likely to remain elevated and unemployment rates are likely to rise, encouraging some 
precautionary saving, although the effects will likely differ across countries. 

_________________________ 

3. This calculation is based on assuming that ln(c/y)=0.04ln(hw/y)+0.08ln(fw/y) where hw and fw are net housing and net financial 
(net of home mortgages) wealth. The coefficients are based on estimates of the elasticities of consumption with respect of 
housing and stock prices for OECD countries in Ludwig and Slok (2002).  

 

 

… and housing 
investment should 
become a smaller drag on 
growth 

Housing investment levels continued to decline in the first half of the 
year, but in some countries and the OECD in aggregate have now either 
dropped to or fallen below the average troughs seen in past downturns 
(Figure 1.8). This suggests that the drag on activity coming from the 
downturn in housing markets should now start to diminish in these 
economies. Indeed, housing investment rebounded in the United States in 
the third quarter. However, past drops in construction permits and starts and 
ongoing price weakness imply that investment could still weaken a little 
further in the near term in other economies. In the OECD as a whole, 
housing investment is projected to increase more rapidly than GDP from 
the beginning of 2010. But the euro area will lag behind, with the ratio of 
housing investment to GDP beginning to rise only in 2011. In some 
countries the ongoing correction of investment levels continue to be more 
pronounced, with investment levels still falling sharply in Spain, Ireland, 
Iceland and the United Kingdom. 
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 Table 1.2.  Real house prices are falling almost every

Per cent annual rate of change
Level relative t

long-term average

2000-
2006 2007 2008 2

Latest 
quarter 3

Price-to-
rent 
ratio

Price-to-
inco

rati

United States 5.3   -0.8   -6.2   -3.1   114    97
Japan -4.3   -1.1   -2.9   -3.3   67    66
Germany -2.9   -1.2   -2.7   -1.8   71    65
France 9.5   4.9   -1.8   -9.1   140    123

Italy 6.1   3.1   -1.7   -4.7   117    108
United Kingdom 8.8   8.4   -4.3   -14.1   134    124
Canada 6.7   8.5   -3.4   -1.5   173    124
Australia 7.1   8.8   0.1   5.3   163    141

Denmark 7.9   2.9   -7.9   -16.4   134    123
Finland 4.2   5.2   -3.3   -0.1   148    96
Ireland 8.3   -1.7   -11.6   -10.7   201    124
Netherlands 2.9   2.6   0.7   -5.0   143    143

Norway 5.6   11.8   -4.7   2.0   157    124
New Zealand 9.2   8.3   -8.0   -4.9   140    133
Spain 11.2   2.6   -3.7   -7.4   163    133
Sweden 6.7   8.6   -0.1   -3.5   165    115
Switzerland 1.7   1.3   0.2   5.1   87    77

Euro area4,5 4.6   2.0   -2.4   -5.2   118    104
Total of above countries5 4.2   1.4   -4.2   -4.2   115    99

Note:  House prices deflated by the Consumer Price Index.
1.  Long-term average = 100, latest quarter available.
2.  Average of available quarters where full year is not yet complete.                          
3.  Increase over a year earlier to the latest available quarter.                       
4.  Germany, France, Italy, Spain. Finland, Ireland and the Netherlands.               
5.  Using 2005 GDP weights.        
Source:  Girouard et al.  (2006); and OECD.  
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Business investment has 
fallen to exceptionally 
low levels 

Business investment has plummeted through the course of the 
recession. By mid-year the ratio of investment to GDP was back to levels 
similar to those experienced during previous downturns (Figure 1.9). The 
comparatively quick decline in business investment during the recession 
reflects the extent to which the normal cyclical adjustment process, with 
firms seeking to reduce excess capacity as utilisation rates fall, has been 
reinforced by the deterioration in financial conditions. Increases in the cost, 
and reductions in the availability, of external capital, as well as overall 
uncertainty about the outlook will also have led to projects either being 
abandoned or delayed. A desire to rebuild balance sheets and reduce debt 
leverage ratios will also have damped investment demand (Benito and 
Young, 2007). These forces are now beginning to wane, at least in some 
sectors, with capital goods orders starting to pick up somewhat. But with 
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Figure 1.8. Housing investment is below peak levels 

Housing investment as a share of GDP, current prices 
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Source: OECD Economic Outlook 86 database. 

 capacity utilisation remaining low, the bounce-back in investment may not 
be rapid. Nonetheless, there is considerable upside scope for business 
investment to increase as the recovery gains momentum, with the current 
OECD-wide share of investment in GDP being around 1½ percentage 
points below the historical average prior to the last credit boom. Around a 
third of this gap is projected to be closed by the end of 2011. 

Figure 1.9. Business investment has fallen sharply 

Business investment as a share of GDP, current prices 

AUS NOR FRA CAN KOR DNK OECD JPN ISL GBR
BEL ESP SWE AUT FIN NZL NLD USA DEU

IRL
ITA

5

10

15

20

25

30
%
 

5

10

15

20

25

30
%

 
2009q2 Average trough since 1980

Most recent peak

 

Note: Countries are ranked according to the difference between their position in 2009Q2 and the average of previous troughs. 

Source: OECD Economic Outlook 86 database. 



ECONOMIC OUTLOOK NO. 86   PRELIMINARY VERSION 

20  OECD Economic Outlook is published twice a year and analyses the major trends and the economic policies required to foster high and 
sustainable growth in member countries. Released 19 November 2009.  Available at www.oecd.org/oecdeconomicoutlook. 

The inventory cycle has 
turned 

Marked inventory corrections dragged down growth in all economies 
in the first half of 2009, with firms making considerable efforts to offset the 
build-up in inventory-sales ratios that occurred in the early stages of the 
recession (Figure 1.10). In the United States, Germany, France and the 
United Kingdom, car scrappage schemes also led to some further 
liquidation of inventories in the automobile sector, as well as kick-starting 
production. Survey-based assessments that had previously indicated 
excessive stock levels have now fallen back towards longer-term averages. 
In consequence, the projections build in an average growth contribution 
from inventories of about 1-1¼ percentage points (annual rate) in each 
quarter up to the first quarter of 2010, fading thereafter.  

Figure 1.10. The OECD inventory cycle is turning 

Contribution to quarterly real OECD GDP growth at annualised rates 
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Commodity prices have 
rebounded 

Falling oil supply was a major factor behind oil prices rebounding in 
the first half of 2009, with OPEC crude oil production declining sharply as 
production quotas tightened (Figure 1.11). Continued economic weakness 
should damp oil demand in the near term, with relatively high spare 
production capacity and very high levels of oil inventories contributing 
temporarily to price moderation from the supply side. Indeed, a simple 
model of demand and supply for oil, calibrated with reasonable values for 
price and income elasticities, suggests a price of around $55 and $60 for 
2010 and 2011 (Wurzel et al., 2009). Nonetheless, for the projections 
presented here, the usual technical assumption has been made that the Brent 
price stays close to its level before the cut-off date for information, in this 
case $77 per barrel. Non-oil commodity prices have also rebounded since 
the beginning of the year, helped by strong demand from the non-OECD 
economies. Prices of non-oil commodities are assumed to stabilise around 
current levels. 
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Figure 1.11. Oil prices have rebounded 
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Policy stimulus is 
continuing to boost 
activity 

The resumption of growth has been helped to a considerable extent by 
the feed-through of lagged effects from past monetary policy ease, the 
gradual normalisation of conditions in financial markets, and ongoing fiscal 
stimulus. In the near term, the profile of growth across countries reflects the 
different timing of the many different crisis-related fiscal schemes now 
being employed in OECD economies. Some countries are benefiting from 
stronger government final consumption and the advent of new public 
infrastructure projects. In others, private demand is being boosted, and 
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 brought forward, by assorted measures, such as car scrappage incentive 
schemes, direct lump-sum income payments to households and temporary 
reductions in indirect taxes and housing tax credits. 

  
Growth prospects 

A modest recovery is 
likely in… 

Growth resumed in the OECD economy in the third quarter of 2009 
and is set to gather pace gradually over the next two years, on the basis of 
financial conditions continuing to normalise as assumed, and policy 
stimulus being withdrawn in a very gradual manner (Box 1.2). In the near 
term, the timing of temporary fiscal support measures will continue to 
affect the profile of demand, as will the continued turning of the inventory 
cycle and the gradual fading of the drag exerted by declining housing 
investment. As a result, and given that the timing of these influences is 
uncertain, the activity profile may in practice turn out to be more “bumpy” 
than projected. By 2011, continued accommodative policies should help 
business investment and private consumption growth to gain greater 
momentum, although only modestly in the face of persistent headwinds 
from high unemployment, weak income growth and ongoing balance sheet 
adjustments.  

 The key features of the economic outlook for the major economies and 
world trade are as follows: 

… the United States… • Growth resumed in the United States in the third quarter, driven 
to a large degree by the impact of policy stimulus. Going forward, 
activity is expected to continue to strengthen, on the back of 
ongoing policy stimulus and, in the short term, an upturn in the 
inventory cycle. The ongoing improvement in financial conditions 
and final demand will help to gradually strengthen private 
investment through next year, although investment rates are 
projected to still be below their longer-term average by the end of 
2011. Private consumption growth will remain relatively subdued 
until 2011, held back by ongoing balance sheet adjustment. 
Unemployment is projected to begin falling by the middle of 
2010, although the rate is expected to remain above 8½ per cent 
by the end of 2011, with considerable economic slack still left at 
that point. 

… Japan… • The recovery continued in Japan in the third quarter, helped by an 
upturn in the inventory cycle, ongoing policy stimulus, improving 
financial conditions and strengthening external demand. Going 
forward, these factors should all help to maintain growth in Japan, 
although the past appreciation of the real exchange rate will 
dampen the impact of the latter. Output growth is projected to 
pick up gradually, to around 2% in 2011, boosted by the new 
government’s plan to continue to increase public spending. In the 
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Box 1.2. Policy and other assumptions underlying the projections 
Fiscal policy assumptions are based as closely as possible on legislated tax and spending provisions (current policies or 

“current services”). Where policy changes have been announced but not legislated, they are incorporated if it is deemed clear 
that they will be implemented in a shape close to that announced. For the present projections, the implications are as follows: 

• For the United States, the American Recovery and Reinvestment Act of 2009 is estimated to add more than 2% of 
GDP to the federal government deficit over this year and next. It is also assumed that some Alternative Minimum 
Tax relief will be extended in 2010 and 2011. In these projections the funds disbursed under the Housing and 
Economic Recovery Act and the Troubled Asset Relief Program (TARP) have some impact on the government 
financial balance. As the federal government purchased assets at prices that were higher than what would have 
been available in the private market, some of the purchases have been recorded as capital transfers following the 
methodology adopted by the BEA and the US Treasury. In 2011, temporary stimulus measures are allowed to wind 
down and some of the tax cuts introduced by the previous Administration are assumed not to be further extended. 

• For Japan, the projections include the fiscal year (FY) 2009 budget plan, the supplementary budget in May 2009, 
and the suspension of some projects by the new government since September 2009. Spending and tax policies in 
FY 2010 and FY 2011 are assumed to follow the manifesto of the current government. The pension contribution 
rate will continue to rise each year under the FY 2004 reform. Past stimulus, the fiscal plan promised by the new 
government during the election campaign and the automatic stabilisers will contribute to an increase in the budget 
deficit from 4½ per cent of GDP in 2008 (excluding one-off factors) to just above 10% in 2011. 

• For Germany, the two fiscal stimulus packages, as well as a scheduled increase in the tax deductibility of health 
and long-term care contributions from 2010 onwards, have been built into the projections. However, the fiscal 
implications of the recent coalition government agreement are not included in the projections. For France, the 
combination of the economic stimulus package, subsequent measures (e.g. the general scheme for social benefits, 
the Revenue de solidarité active, and the VAT rate cut on restaurant meals), the loss of exceptionally buoyant tax 
revenues associated with falling asset prices and the elimination of the Taxe professionnelle, a tax on businesses, 
is assumed to induce a widening of the cyclically-adjusted general government deficit by around 2 percentage 
points of GDP between 2008 and 2010. Given the self-reversing aspects of some of the announced measures, the 
cyclically-adjusted general government deficit is expected to decrease by around ½ percentage point of GDP in 
2011. In Italy, the medium-term fiscal plan foresees consolidation already in 2010, through expenditure restraint. 
Significant cuts in public investment are planned for 2010 (after a boost in 2009). Although the medium-term budget 
plan covers three years, spending authorisations are legislated only one year at a time; the current projections 
assume that the 2011 budget will succeed in legislating some further reductions in expenditure. 

Policy-controlled interest rates are set in line with the stated objectives of the relevant monetary authorities, conditional 
upon the OECD projections of activity and inflation, which may differ from those of the monetary authorities. The interest-rate 
profile is not to be interpreted as a projection of central bank intentions or market expectations thereof. 

• In the United States, the target federal funds rate is assumed to remain constant at ¼ per cent until close to the end 
of 2010 as there is substantial slack in the economy. Subsequently, the rate is tightened, reaching 2¼ per cent by 
the end of 2011. 

• In the euro area, the main policy rate is assumed to remain unchanged until close to the end of 2010, before rising 
to 2% by the end of the projection horizon. Overnight rates are assumed to converge smoothly to the main 
refinancing rate, starting in the second half of 2010. 

• In Japan, the short-term policy interest rate is assumed to remain at 10 basis points for the projection horizon, as 
consumer prices continue to fall. 

In the United States, the euro area, Japan and the United Kingdom, the projections for the financial conditions index are 
based on the paths for exchange rates and short-term interest rates set out in this Box, combined with an assumption that the 
remaining components of the index collectively adjust smoothly to their longer-term average level by mid-2010. 

The projections assume unchanged exchange rates from those prevailing on 26 October 2009, at $1 equals to ¥ 92.08, 
€ 0.67 (or equivalently, € 1 equals $1.49) and CNY 6.83.  

Over the projection period the price for a barrel of Brent crude is assumed to be at a level close to $77. Non-oil 
commodity prices are assumed to stabilise around current levels.  

The cut-off date for information used in the projections is 16 November 2009. Details of assumptions for individual 
countries are provided in Chapters 3 and 4.  
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 near term, the quarterly path of output growth may be 
comparatively bumpy. Private investment should strengthen 
through the course of next year, while private consumption will 
be sustained by expanded social benefits to households, helping to 
offset the impact of continued labour market weakness. The 
unemployment rate is expected to remain close to current levels 
throughout 2010 and 2011. 

… the euro area… • Growth resumed in the euro area in the third quarter and should 
continue to pick up slowly. The global upturn will strengthen 
external demand, and a moderate upturn in the inventory cycle 
will support growth in the near term. Business investment is likely 
to continue to be constrained by weak profitability and slack 
capacity utilisation until well into 2010, and private consumption 
will be held back by ongoing balance sheet adjustment and 
continued labour market weakness. Residential investment is also 
projected to decline through 2010, reflecting declining property 
prices and continued excess supply in some economies. Improved 
financial conditions and accommodative monetary policies should 
allow private demand growth to gain momentum gradually 
through 2011, although job growth is likely to be modest, with 
labour hoarding during the downturn being scaled back. 

… the non-OECD area 
and world trade 

• In the near term, the Chinese economy is projected to continue to 
expand rapidly, with growth exceeding 10 per cent in 2010, 
before easing slightly in 2011 as the impact of policy stimulus 
begins to fade. Activity in India should continue to gain 
momentum through 2010 and 2011, driven by strengthening 
exports and business investment. In Brazil, domestic demand is 
expected to grow vigorously well into next year, helped by a still 
accommodative policy mix. Growth is expected to rebound in 
Russia from the latter half of 2009, helped by policy stimulus and 
improved external conditions, before fading gradually towards 
trend rates by 2011. World trade growth is likely to gain 
momentum over the next two years (Table 1.3), led by continued 
strong expansion in trade in the Asian economies. Trade growth 
in OECD Europe is comparatively sluggish, picking-up more 
substantially only in 2011. The global trade profile is consistent 
with projections from a global trade equation based on OECD 
GDP, although more modest than that which would emerge from 
a corresponding model that also incorporated the robust GDP 
growth projected in the major non-OECD countries. 
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 Table 1.3.  World trade will recover and imbalances re
lower than before

2007     2008     2009     2010  

Goods and services trade volume Percentage change from previous

World trade1 7.3    3.0    -12.5    6.
of which:  OECD 5.5    1.2    -13.0    5.
                NAFTA 4.6    0.3    -14.1    6.
                OECD Asia-Pacific 7.6    3.2    -13.0    10.
                OECD Europe 5.4    1.2    -12.6    3.
                Non-OECD Asia 10.9    5.8    -11.0    9.
                Other non-OECD 11.5    7.9    -11.9    4.
OECD exports 6.3    2.0    -12.8    5.
OECD imports 4.7    0.5    -13.3    4.
Trade prices2

OECD exports 8.3    8.9    -9.0    5.
OECD imports 7.8    10.8    -10.8    6.
Non-OECD exports 8.2    15.2    -15.3    5.
Non-OECD imports 7.3    12.1    -9.7    3.

Current account balances Per cent of GDP

United States -5.2    -4.9    -3.0    -3.
Japan 4.9    3.2    2.5    2.
Euro area 0.5    -0.8    -0.6    -0.
OECD -1.2    -1.6    -0.9    -0.
China 11.0    9.8    6.4    5.

$ billion 

United States -727   -706   -434   -50
Japan 213   157   126   14
Euro area 62   -100   -68   -1
OECD -509   -717   -353   -36
China 372   426   298   27
Dynamic Asia3 160   133   146   
Other Asia -24   -68   -56   -8
Latin America 24   -12   -15   
Africa and Middle East 297   385   51   21
Central and Eastern Europe 12   45   -47   -5
Non-OECD 842   909   377   44
World 333   191   24   

Note:  Regional aggregates include intra-regional trade.         
1.  Growth rates of the arithmetic average of import volumes and export volumes.
2.  Average unit values in dollars.
3.  Dynamic Asia includes Chinese Taipei; Hong Kong, China; Indonesia; Malaysia; Philippine
     Thailand.            
Source:  OECD Economic Outlook 86 database. 
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Labour market 
conditions will continue 
to weaken 

With only a modest recovery in prospect, the OECD-wide 
unemployment rate is projected to continue to rise until the end of next 
year, albeit at a diminishing pace (Table 1.4). By the end of 2010, the 
number of unemployed persons in the OECD economies will be almost 
21 million higher than at the end of 2007. Even with somewhat stronger job 
creation through 2011, the numbers unemployed are projected only to 
decline back to their current, already elevated, levels (Figure 1.12). Based 
on past experience, there is a clear risk that at least part of the rise in 
unemployment since the crisis began will prove long-lasting, despite 
improvements in activation policies. 
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 Table 1.4.  Labour markets conditions will turn up slowly

2006 2007 2008 2009 2010 2011

   Percentage change from previous period, seasonally adjusted at annual rates

Employment
 United States 1.9   1.1   -0.5   -3.6   -0.5   1.7   
 Japan 0.4   0.5   -0.4   -1.8   -0.9   0.0   
 Euro area 1.6   1.8   1.0   -1.6   -1.1   -0.1   
 OECD 1.7   1.5   0.7   -2.0   -0.6   0.9   
Labour force
 United States 1.4   1.1   0.8   0.0   0.3   0.8   
 Japan 0.1   0.2   -0.3   -0.5   -0.5   -0.1   
 Euro area 0.9   0.9   1.1   0.4   0.2   0.2   
 OECD 1.2   1.0   1.0   0.4   0.2   0.6   

Unemployment rate Per cent of labour force
 United States 4.6   4.6   5.8   9.2   9.9   9.1   
 Japan 4.1   3.9   4.0   5.2   5.6   5.4   
 Euro area 8.3   7.5   7.5   9.4   10.6   10.8   
 OECD 6.0   5.6   5.9   8.2   9.0   8.8   

Source:  OECD Economic Outlook 86 database. 

… and employment 
outcomes will continue to 
differ across countries 

The considerable variation in labour market developments across 
OECD countries during the recession is likely to continue as activity 
recovers. While almost all countries are experiencing marked labour market 
weakness, the extent of the contraction and the form it has taken differ 
considerably. In most economies, average hours worked per week have 
declined over the past year. This reflects both the impact of short-time 
working schemes, with two-thirds of OECD countries either setting up new 
schemes or expanding existing ones, and the extent to which the downturn 
 

Figure 1.12. Unemployment will remain high in the OECD 

Percentage of labour force 

1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010
3

4

5

6

7

8

9

10

3

4

5

6

7

8

9

10
NAIRU Unemployment

 

Source: OECD Economic Outlook 86 database. 



ECONOMIC OUTLOOK NO. 86  PRELIMINARY VERSION 

 has been concentrated in manufacturing and construction, the two sectors 
with the highest cyclical sensitivity of hours worked (OECD, 2009a). This 
decline in hours worked has helped to limit the loss of employment, 
especially in continental Europe, in marked contrast to the experience of 
previous major recessions (see Box 1.3). Conversely, in the United States, 
the fall in activity has translated into job suppressions to an unusual degree, 
despite some reduction in average hours worked. These different profiles 
are projected to help shape employment trends during the upturn, with job 
growth resuming earlier and at a more rapid pace in the United States than 
in the euro area, where there is considerable scope for expanding hours 
worked per employee. Employment growth is also projected to rebound 
more rapidly in Australia, Korea, and Canada, reflecting the comparative 
strength of the upturn in these economies. 

Core inflation is likely to 
decline further 

The decline in global commodity prices, together with increasing 
economic slack, has sharply reduced headline inflation this year, to annual 
rates of below zero in most major OECD economies. Consumer prices are 
also falling in China. Core inflation, abstracting from the direct effects of 
commodity price inflation, and statistical measures of underlying inflation 
have also moderated, but to a lesser extent. In the United States and the 
euro area, the annual rate of core inflation has dropped below 1½ per cent 
this year, while in Japan it has become negative again. The annual rate of 
growth of compensation per employee in the private sector has fallen below 
zero in the United States and Japan this year, and to below 1% in the euro 
area. In the OECD as a whole, unit labour costs are projected to have 
declined by around 1% over the year to the fourth quarter of 2009. 
Although economic slack is likely to continue to bear down on inflationary 
pressures for much of the next two years, the possibility of widespread and 
persistent wage and price deflation remains fairly small, with longer-term 
inflation expectations having remained well anchored at rates relatively 
close to explicit or implicit inflation objectives in all major OECD 
economies. In the United States, the annual rate of core inflation is 
projected to drift down close to 1% in 2010, before edging up to a little 
over 1¼ per cent through 2011. In contrast, core inflation in the euro area is 
expected to decline further to under 1% by the end of 2009 and remain 
there throughout the next two years. In Japan, deflation is expected to 
persist.  

Global imbalances are 
projected to remain 
broadly stable 

Since the advent of the financial crisis there has been a significant 
reduction in major current account imbalances, reflecting in part changes in 
relative cyclical positions and the terms-of-trade of different economies 
(Table 1.3). The “size” of global current account imbalances, measured as 
the sum in absolute terms of all current account positions, declined by over 
2% of world GDP over the year to the second quarter of 2009. In particular, 
the external deficit of the United States shrank rapidly (Box 1.4), as did the 
external surpluses of the major oil exporting economies and China. Global 
imbalances are expected to widen only modestly over the projection period, 
staying well below pre-crisis levels.  The comparative strength of the 
recovery in the United States is expected to widen the external deficit 
 

27  OECD Economic Outlook is published twice a year and analyses the major trends and the economic policies required to foster high and 
sustainable growth in member countries. Released 19 November 2009.  Available at www.oecd.org/oecdeconomicoutlook. 



ECONOMIC OUTLOOK NO. 86   PRELIMINARY VERSION 

Box 1.3. The labour market in the economic downturn 

Amid the deepest OECD recession in post-war history, there have been major adjustments in the labour markets 
of the large OECD economies. Key developments include: 

• Unemployment rates rising substantially in most major economies (see first figure, top panel), especially in 
the United States. In some euro area countries the unemployment rate has risen particularly sharply, with 
the Spanish unemployment rate rising from around 8½ per cent in 2006 to over 18½ per cent in Q3 2009, 
though in Germany the rise has so far been very modest. 

• The number of employed falling significantly since the onset of the recession in the United States and, to a 
lesser extent, Japan and the United Kingdom. France has been somewhat less affected, and Germany had, 
up to the first half of 2009, seen little change in employment levels at all (first figure, middle panel).1  

• Large declines in hours worked per worker for most major economies, except France, over recent quarters 
(first figure, bottom panel). The decline has been especially pronounced in Germany, with widespread use 
of short-time working schemes reducing dismissals, at least in the short term, at the expense of reduced 
work hours.  

In most countries the changes observed during the current recession are quite different from those observed in 
past major recessions (second figure)2 :  

• The employment level has declined particularly rapidly in the United States during the current recession 
compared with past experience.  In the United Kingdom, employment declines have also been quicker than 
in previous major recessions, although relatively muted compared to the experience in the early 1990s 
recession.  

• In Japan, employment declines were fairly modest given the magnitude of the recession, although 
somewhat higher than seen in previous major downturns. In part, this is likely to reflect the impact of the 
support provided by the Employment Adjustment Subsidy scheme. 

• There are clear differences with past experience in Germany, where employment has not fallen substantially 
despite the large output decline (unlike previous major recessions in Germany). The most recent 
employment decline in France is not very different from past experience.  

• Though both employment and hours worked have fallen substantially in the United States in the current 
recession, compared to historical experience there have been relatively more severe employment declines 
(third figure). Japan and Germany have seen relatively more adjustment in hours, while in France hours 
worked have not declined much by historical standards.3 

The relatively fast and large employment declines in the United States have occurred despite the relatively high 
employment multipliers associated with fiscal stimulus there compared with those in continental Europe (OECD, 
2009a). Much of this will reflect differences in national labour market settings and institutions. The strong US 
employment response may also reflect expectations by enterprises that it would take a while for activity to recover to 
past levels. 

In those countries in which there have been unusually large employment losses, but only a normal downturn in 
hours worked, relatively fast employment growth in the recovery might be expected. However, in countries in which 
there has been an unusually large downward adjustment in hours, but relatively little employment adjustment, 
employment growth will likely be more subdued as activity recovers.  

_________________________ 

1. The French data vary according to the source used. The measure shown in the figures uses data derived from the national 
accounts. The labour force survey measure of employment shows less of a decline through to 2009Q2.  

2. The second figure uses the two largest historical recessions since 1960, based on the GDP decline from the peak to the trough. 
Recessions are taken to be periods that begin with a peak in which GDP is higher than GDP in the two previous quarters and the 
two subsequent quarters, and end with a trough (defined in a related manner) which is at least two quarters after the peak.  

3. Historical comparison is based on average of two most severe recessions for the available data. 
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Box 1.3. The labour market in the economic downturn (continued) 

Labour market indicators 
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Source: OECD Economic Outlook 86 database; and Datastream. 
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Box 1.3. The labour market in the economic downturn (continued) 

Employment and GDP in Major Recessions 

Index GDP and employment at GDP peak = 100 
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Note: For the earlier recessions, up to nine quarters after the peak are reported. In the current downturn the pre-recession peak is 
2008q1 for all countries except the United States, where it is 2008q2. The pre-recession peaks in past downturns differ across 
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Source: OECD Economic Outlook 86 database. 
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Box 1.3. The labour market in the economic downturn (continued) 

Hours worked per worker and employment in Major Recessions 

Index employment and hours worked at GDP peak = 100 
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Note: For the earlier recessions, up to nine quarters after the peak are reported. Because historical data for hours worked are not 
available, the pre-recession peaks for Germany are 1991q1 and 2002q3, and 1980q1 and 1992q3 for France. The peaks in the 
United States and Japan are unchanged from the previous figure. 

Source: OECD Economic Outlook 86 database; Datastream. 
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Box 1.4. Accounting for recent developments in global trade balances 

Many factors drive the evolution of global trade balances, including differences in economic slack across 
countries, movements in exchange rates and changes in commodity prices, especially oil prices. Identifying the role 
played by each of these factors in the evolution of trade balances provides an insight into whether changes might be 
long-lasting, or simply a response to cyclical factors and price fluctuations. This box updates work initially presented in 
OECD Economic Outlook, No. 83, to examine the factors that lie behind the recent marked improvement in the United 
States trade balance, with the overall trade deficit projected to decline by more than 2¼ per cent of GDP this year. 
Over half of this decline is likely to stem from a sharp decline in the oil trade deficit, with the non-oil trade deficit 
projected to decline by just under 1% of GDP. 

The accounting exercise makes use of re-estimated reduced form equations for the non-oil and oil trade balances 
(as a share of GDP), in which the non-oil trade balance is related to current and past values of the real effective 
exchange rate and a relative domestic demand gap.1 The oil balance is related to the real oil price and the domestic 
demand gap. The two equations are estimated using annual data up to 2008.  

The resulting decomposition suggests that:  

• From around 2006 to 2008 the change in the US non-oil trade balance can be largely accounted for by the 
variables used. In all three years, the observed changes were supported by the US cyclical position relative 
to its major trading partners and the effects of real exchange rate depreciation.  

• The continued improvement in the non-oil trade balance in 2009 is in marked contrast to earlier years. The 
reduced form equation can account for only around one-half of the projected improvement, based on the 
expected cyclical and exchange rate effects. 

• There is also a large unexplained swing in the oil balance in 2009, with oil prices and the domestic demand 
gap able to account for less than one-half of the improvement in the balance.  

While it is too soon to be sure, the failure to account for the likely improvement in the non-oil trade balance this 
year does raise the possibility that an unobserved structural factor may have changed. It could also be, at least in part, 
that the factors accounting for the smaller than expected improvement in the non-oil balance in 2008 have unwound. If 
so, the recent reduction in the US trade deficit might be expected to persist, at least in part, although the projections for 
2010 and 2011 do show some unwinding of the recent improvement. Nonetheless, the projected movements in the 
trade balance in these years are largely consistent with the small changes that might be expected as cyclical positions 
evolve and recent changes in the effective exchange rate and the oil price work through. 

_________________________ 

1. The US domestic demand gap is defined as total domestic demand divided by potential GDP. The foreign gap is a 
trade-weighted aggregate of the domestic demand gaps in other countries (with GDP and trend GDP being used in place of 
domestic demand and potential GDP in the non-OECD countries). The non-oil trade balance equation assumes a long-run 
relationship between the balance, the relative gap and the real exchange rate, while the oil trade balance equation is estimated 
in first differences. 
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Box 1.4. Accounting for recent developments in global trade balances (continued) 

The evolution of the US trade balance in goods and services 
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Note: For 2009-2011, the outturn numbers for the oil balance are based on available data up to August 2009 and subsequent model-
based projections. Over the same period, the outturn series for the non-oil trade balance are derived using the oil balance projections 
and the provisional Economic Outlook projections for the aggregate trade balance. 

Source: OECD Economic Outlook 86 database; IMF, World Economic Outlook, October 2009; and BEA. 

 

 somewhat, while the recent upturn in commodity prices will increase the 
surpluses of commodity exporters, at least for some time. In China, the 
current account surplus is projected to fall further into 2010, with buoyant 
domestic demand being accompanied by strong import growth, before 
rising moderately in 2011 as domestic demand growth eases. The German 
surplus is also projected to increase, reflecting the relative exposure of 
domestic exporters to the gradual upturn in demand for capital goods over 
the projection period and the slow recovery of domestic demand. 

Risks are broadly 
balanced and 
inter-related 

With the economic recovery only just getting underway, the risks 
around the forecast are considerable, although broadly balanced. Almost 
certainly they are inter-related, with more favourable outcomes in one area 
of risk, and in one economy, leading to more favourable outcomes in 
others. Equally, unexpectedly weak outcomes in the real economy and 
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financial markets are likely to be interlinked, both within economies and 
across economies. At the present time the key risks include: 

A macroeconomic policy 
mistake is a downside 
risk 

• With considerable uncertainty remaining about the strength of the 
recovery and signals about economic developments likely to be 
noisy for some time, there is a risk that policy mistakes could be 
made. In particular, a premature withdrawal of the current 
monetary and fiscal policy stimulus could disrupt the recovery, 
raise job losses and intensify balance sheet pressures on the 
private sector. This is particularly likely if fiscal consolidation 
was too rapid (Box 1.5) and occurred at a point when there was 
limited scope for monetary policy to offset the effects on the 
economy.  

Financial risks go both 
ways 

• The recent improvement in financial conditions could be reversed 
abruptly if a large financial institution, or particular segments of 
the financial markets, were to get into difficulty. On the upside, 
the improvement in financial conditions could continue more 
rapidly and more extensively than assumed. 

There is uncertainty 
about the speed of 
balance sheet repair 

• The ongoing process of balance sheet repair in the private sector 
is another area of considerable uncertainty. On the upside, the 
incentives for non-financial companies to reduce their debt 
leverage ratios rather than finance new fixed investment could be 
weaker than thought, with the ratio of business investment to 
GDP moving faster to historical norms. A continued rapid 
rebound in asset prices could also limit the extent to which 
households need to maintain saving rates at higher levels to 
strengthen their balance sheets (Boxes 1.1 and 1.5). Equally, it 
would provide a more propitious environment for banks to further 
strengthen their capital base. However, it might also turn out, at 
least in the near term, that the process of balance sheet correction 
is more rapid than foreseen in the projections, if households 
reduce their debt levels sharply, especially if they face credit 
constraints.  

External demand is an 
upside risk… 

• The rebound in global trade could be more extensive than thought 
if ongoing policy stimulus or inherent growth dynamics help 
domestic demand in the non-OECD economies to expand more 
robustly than projected. Stronger demand growth in the emerging 
economies should help to support activity in the OECD 
economies (Box 1.5).  

… but would push up 
commodity prices and 
accentuate global 
imbalances 

• A stronger recovery would also impact on commodity prices, 
especially if growth is more robust in those non-OECD 
economies that have a comparatively high demand for raw 
materials. Risks are skewed to the upside in oil markets, as 
buoyant oil demand outside the OECD, together with OPEC 
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Box 1.5. Possible risks to the recovery 

This box reports a number of stylised shocks to the OECD Global Model (Hervé et al., 2008) to illustrate 
particular aspects of the risks around the current projections.  

In all cases, except the exchange rate simulation, nominal bilateral exchange rates are held constant. In normal 
times, macroeconomic policies are endogenous in model simulations, with the monetary authorities assumed to vary 
policy interest rates in response to ‘shocks’ by following a standard Taylor rule, and fiscal policy being set so as to 
ensure that the debt-to-GDP ratio is held at baseline levels over the medium term. However, in the simulations below, 
macroeconomic policies are assumed to be unchanged over the first two years. For interest rates, this reflects the 
present limited scope for policy rates to adjust downward to any ‘shock’ that dampens activity and inflationary 
pressures as well as the limited need to counter any upward movement in inflation, given its current low level. For 
fiscal policy, it reflects the limited scope for further fiscal relaxation in the absence of underlying improvements in the 
fiscal position.  

• With uncertainty remaining about the strength of the recovery there is a risk that fiscal policy could be 
tightened excessively. The fiscal policy tightening simulation reports the direct effects of a fiscal 
consolidation worth 1% of GDP, implemented via lower government consumption, in the country in which 
the tightening occurs. Nominal interest rates are left unchanged in the simulation over the first two years. 
The first year effect is to reduce output growth by almost 1%. If policy tightening occurred in all countries 
simultaneously, the effects on activity would be larger than reported here. 

• There is a risk that balance sheet pressures on households and companies could be less severe than 
projected, especially if asset prices were to increase. The equity price simulation reports the effects of a 
10% increase in equity prices. Nominal interest rates are kept fixed because inflation is very low at present. 
The activity effects are largest in the United States, reflecting the comparatively high share of equities in the 
total assets of households. 

• There is a risk that recent currency movements could persist over the projection period. The dollar 
simulation reports the outcome of a further 10% depreciation of the dollar. Nominal interest rates are held 
fixed at baseline levels. The resulting depreciation would boost US activity, but reduce growth in the near-
term in both Japan and the euro area. 

• Strong demand growth in the non-OECD economies could help to push international oil prices higher. The 
oil price simulation reports the effects of a 10% increase in oil prices from baseline levels. Again nominal 
interest rates are held unchanged. There is a modest negative effect on output growth and a small increase 
in inflation in all economies. 

• The final simulation explores the direct consequences of stronger demand in the non-OECD economies, by 
showing the effects of a step increase in domestic demand of 1% in all these economies. Nominal interest 
rates are exogenous in this simulation. This has small, positive effects on activity in all of the OECD  
economies. 
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Box 1.5. Possible risks to the recovery (continued) 

Estimated impacts of different risks
Difference from baseline , percentage points

Fiscal
 policy 

tightening1

Equity 
price 
jump2

Depreciation
 of the 
dollar3

Increase
 in 

oil prices4

Increase in 
external 
demand5

Year Year Year Year Year
1  2  1  2  1  2  1  2  1  2  

United States
Output growth -0.9  -0.4  0.5  0.9  0.5  0.7  0.0  -0.2  0.1  0.1  
Inflation -0.1  -0.4  0.1  0.2  0.3  0.4  0.2  0.1  0.0  0.0  

Japan
Output growth -0.8  -0.2  0.1  0.3  -0.1  -0.2  -0.1  -0.3  0.1  0.1  
Inflation -0.4  -0.2  0.1  0.1  -0.1  -0.2  0.1  0.0  0.1  0.1  

Euro area
Output growth -0.8  0.0  0.3  0.1  -0.3  -0.3  -0.1  -0.1  0.1  0.1  
Inflation -0.2  -0.3  0.1  0.1  -0.1  -0.2  0.1  0.1  0.0  0.0  

1.  Own-country effect of an expenditure reduction of 1% of GDP. 
2. Equity prices rise by 10% in all countries. 
3. The US dollar falls by 10% against all currencies, except the renminbi.     
4. A 10% increase in oil prices relative to baseline. 
5.  Domestic demand in emerging markets rises by 1%. 
Source:  OECD Global Model.

 

 

 supply constraint, could put further upward pressure on prices. 
However, if any upward price adjustment remained modest, it 
would have only small effects on the profile of the recovery. A 
10% increase in oil prices reduces activity in the major OECD 
economies by around 0.1 percentage point after a year, with 
inflation pushed up by 0.2 percentage point. Monetary policy 
would not need to respond to such a change given the present low 
inflation environment. The oil price rise would also accentuate 
global imbalances, as the external deficits of most OECD 
economies would increase, as would the trade surpluses for the 
major oil producers. 

Rapid exchange rate 
adjustment would affect 
the shape of the recovery 

• Recent months have seen marked adjustment in exchange rates, 
with depreciation of the dollar relative to the euro and the yen. In 
early November the US dollar effective exchange rate was 
11½ per cent below the recent peak in March. A further 10% 
depreciation of the dollar in nominal terms would boost US 
activity and raise inflation (Box 1.5). In contrast, activity and 
inflation would be lower in both the euro area and Japan. 
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 However, the fixed exchange rate link implies that dollar 
depreciation would add to activity, inflation and the external 
surplus in China. 

The consequences of 
downside risks could be 
more severe 

Although the risks around the central projection are broadly balanced, 
the consequences of these risks may not be. In particular, a negative shock 
could push several economies into outright deflation, given the current low 
levels of underlying inflationary pressures. Ensuring a prompt exit from 
widespread deflation would undoubtedly prove a challenging task for 
macroeconomic policies to achieve. In contrast, a more rapid recovery in 
activity would be unlikely to have sizable inflationary consequences, 
provided policies were tightened accordingly.  

 
Policy responses and requirements 

Policy decisions are 
interlinked 

The overall policy stance needs to reflect the evolving economic 
situation. In an environment in which inflation is already low and likely to 
continue to weaken for some time, policy interest rates will need to be kept 
close to zero well into 2010 and will remain low for a time thereafter. This 
places limits on the extent to which traditional monetary policy can 
compensate for a rapid unwinding of the stimulus provided by fiscal policy 
and unconventional monetary policies, especially as actions to tighten 
policies in one country will affect others. International coordination will be 
required when government guarantees are rolled back in financial markets 
and new regulatory and supervisory arrangements are introduced.  

 
Monetary Policy 

Policy will have to 
become less 
accommodative 

Real money market rates have become negative in most major OECD 
economies as a result of the implementation of ultra-low interest rate policy 
and unconventional measures by the monetary authorities. The extremely 
accommodative stance of monetary policy will be needed for some time in 
many economies but, in others, policies have already begun to move 
towards neutrality. The normalisation of monetary conditions will also 
involve withdrawal of both excess liquidity and interventions in credit 
markets.  

 Conventional monetary policy 

Interest rate 
normalisation should 
depend on… 

Since the onset of the crisis central banks across and outside the 
OECD have cut policy interest rates, bringing them to historical lows.12 But 
as economic conditions normalise, monetary authorities will at some point 
 

                                                      
12 . Many central banks have also committed themselves to a policy of keeping interest rates low for some 

time, conditional on the absence of inflationary pressures, including the US Federal Reserve, the Reserve 
Bank of New Zealand, the Bank of Canada, the Bank of Japan and the Swedish Riksbank. The latter also 
broke a “taboo” among central banks regarding the possibility of implementing negative rates when it set 
its deposit rate to -¼ per cent. 
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 have to start reducing conventional stimulus. The appropriate timing and 
speed of monetary policy normalisation depends on a number of factors 
including: 

… the extent of economic 
slack and strength of the 
projected recovery… 

• Countries where economic slack (as measured by output or 
unemployment gaps) is expected to be absorbed more slowly can 
expect to face inflationary pressures later and should therefore 
raise policy rates later. This implies that the pace of normalisation 
will depend upon the path of fiscal consolidation insofar as it 
affects activity.  

… and the prospects for 
inflation 

• Monetary policy should aim to return inflation towards explicit or 
implicit objectives. Given the starting point of low inflation, 
policy can afford to reach neutral rates only by the time 
inflationary pressures emerge. Moreover, the weakness in activity 
and inflation, and the asymmetry posed by the possibility of 
deflation, suggest that the consequences of beginning the 
normalisation process too early may be more serious than those 
from moving too late. At the same time, however, keeping policy 
rates very low for a long period may involve risks of potential 
misallocation of capital and excessive increases in asset prices 
which would have to be monitored carefully. 

The exit from low policy 
rates… 

In the light of these considerations, two groups of countries can be 
identified: 

… should be faster where 
pressures are building 
up… 

• Where financial systems have been more resilient, where output 
gaps have remained of moderate sizes and where current or asset 
price pressures are poised to re-emerge sooner, central banks have 
already raised policy interest rates (Australia, Norway and Israel) 
or have signalled increases in the near future (Korea). In China, 
where the authorities have started normalising the pace of credit 
expansion, credit conditions may need to be tightened to prevent 
the emergence of inflationary pressures and asset bubbles if the 
money and credit boost this year has a bigger than expected 
impact on demand. 

… and slower where 
inflation and economic 
activity remain subdued 

• Low inflation and large negative output gaps call for waiting until 
the recovery is well underway before starting to normalise policy 
interest rates in the United States, the euro area, the United 
Kingdom and Canada. The first increases should occur in these 
countries only well into 2010, and the pace of normalisation 
should remain gradual. In Japan, ongoing deflation calls for 
keeping policy interest rates close to zero until inflation is 
positive. 
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Unconventional monetary policy 

Unconventional 
measures need to be 
withdrawn as the 
recovery takes hold… 

In tandem with conventional interest rate cuts, monetary authorities 
have implemented a wide range of unconventional measures. As a result, 
the size of central banks’ balance sheets has increased massively since the 
onset of the crisis (Figure 1.13). As financial markets normalise and 
economic recovery takes hold, leading to reduced liquidity preference, 
these unconventional measures will need to be scaled back gradually or 
offset, as abundant liquidity could affect inflation expectations adversely 
and eventually distort the functioning of financial markets. Similarly, to 
avoid distortions, credit easing measures need to be tapered off gradually as 
credit markets return to normal. It is important that the authorities provide a 
clear road map in advance on how these exceptional measures will be 
removed, so that markets do not misinterpret the nature and scope of the 
technical steps that will be taken in the process of normalising monetary 
policy. 

Figure 1.13. Central bank balance sheets have expanded strongly in the United States and the euro area 
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Source: Datastream. 

… with some of the 
facilities contracting 
automatically… 

Some central bank liquidity facilities will contract automatically, with 
improvements in funding markets making it less costly for banks to use 
market sources rather than these facilities. In fact, since the beginning of 
the year, demand for special short-term liquidity programmes has 
diminished significantly in Canada, Japan and the United States.13 In the 
case of the ECB, where bids for one-year funds have come down 
considerably, both long- and short-term refinancing operations are by 
nature temporary: liquidity is absorbed when these contracts mature unless 

                                                      
13 . Both the Bank of Canada and the US Federal Reserve have reinforced this trend, the former by terminating 

some liquidity facilities, and the latter by trimming the size and changing the terms of other facilities. 
Another mechanical source of contraction of the Federal Reserve’s balance sheet is the repayment of 
securities at short maturities, though the amounts are small due to the long maturity of the assets acquired 
by the Federal Reserve. 
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other operations are implemented. Nevertheless, the ECB may have to 
smooth the exit from some programmes where their simple non-renewal 
would result in a very abrupt shrinkage of liquidity.14 In Japan, the central 
bank has announced that some of the measures to support corporate 
financing will expire at the end of the first quarter of 2010.  

… and others involving a 
decision to sell 
accumulated assets 

On the other hand, long-dated assets which central banks have 
purchased outright will remain on their balance sheets unless specific 
decisions are made to sell them. For the Federal Reserve, such assets 
include government, corporate and agency debt, and other assets 
accumulated through the Term Asset-Backed Securities Loan Facility 
(TALF).15 For the ECB, unwinding outright purchases of covered bonds 
will also require a decision about whether to hold these securities to 
maturity and if not, when to sell. The small size of the programme should 
facilitate these choices. In contrast, the large purchases of government debt 
by the Bank of England imply that its decisions to sell debt, or let it mature, 
can have strong effects on UK bond markets. 

Liquidity withdrawal and 
conventional tightening 
must be coordinated  

The current high levels of excess reserves may be perceived as an 
obstacle to the tightening of interest rates. Indeed, in normal times, 
monetary authorities control overnight rates by making reserves scarce or 
abundant. However, the remuneration of reserves enables central banks to 
control overnight rates while at the same time maintaining high levels of 
excess reserves, which may be useful to safeguard the stability of the 
banking system in current circumstances. In such an environment, 
overnight rates will be driven primarily by the interest rate that the central 
bank offers on the deposit facility, as is currently the case in the euro area. 
Excess reserves could nonetheless become a cause for concern if they 
started to fuel excessive money creation.16 Any substantial unexpected 
increases in monetary aggregates should prompt the authorities to start 
withdrawing quickly excess reserves from the banking sector. 17 In the euro 
area, this would have the side effect of tightening the conventional 

                                                      
14 . If the June 2009 one-year liquidity injection was not renewed and no follow-up operation was 

implemented, the euro area monetary base would shrink by about 40% on 1 July 2010. However, such step 
changes can be smoothed, for instance by implementing ad hoc reverse repurchase operations. 

15 . Recently the Fed reduced the amount of agency debt purchases from a maximum of $200 billion to about 
$175 billion and will gradually slow the pace of purchases of both agency debt and agency mortgage-
backed securities 

16 . The multipliers of monetary aggregates over central bank reserve balances are currently depressed as 
commercial banks maintain large buffers of excess reserves. If the commercial banking system were to 
show weaker preference for holding large buffers of excess liquidity, it could use its current holdings of 
central bank reserves to fund far higher levels of lending and, in turn, deposits and other forms of money 
than is currently the case. 

17 . Options mentioned by the US Federal Reserve to withdraw excess reserves are: large-scale reverse 
repurchase agreements with banks, government-sponsored enterprises and other institutions; the selling of 
bills by the Treasury and the subsequent deposit of the proceeds with the Federal Reserve; the offering of 
term deposits to banks; and the selling of holdings of long-term securities. In Japan and the euro area, any 
liquidity management can be handled through reverse repurchase transactions and the issuance of 
short-term bills. In the case of the United Kingdom, the purchase of sizable amounts of government debt by 
the monetary authorities also offers ample scope to conduct reverse repurchase operations. 
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monetary stance further by making overnight rates converge to the main 
policy rates, hence ensuring their return as the main operational instruments 
of monetary policy. 

Unconventional 
monetary measures may 
entail fiscal costs 

The exposure of central banks to possible losses has increased hand-
in-hand with the scope and size of programmes to help stabilise the 
economy and financial markets. Risks differ across the various measures 
used. They are low for liquidity provision and short-term operations, which 
so far have been profitable. They are higher for purchases of government 
debt, because these have taken place at relatively high prices and low 
yields.18 The Federal Reserve has taken a large amount of interest rate risk 
via its acquisitions of mortgage-backed securities, because of the vast scale 
of the programme and the particularly long maturity of such assets. Finally, 
a potentially significant cost could arise from the measures needed to 
sterilise excess liquidity and to pay interest on banks’ reserves in the course 
of the normalisation of policy interest rates. All these risks may involve a 
reduction in central banks’ payments to government budgets in coming 
years. It is important that central banks are allowed to manage these risks in 
ways that do not compromise their independence in pursuing their 
mandates. 

 
Financial market policy 

Policy efforts have been 
broad 

Financial policy interventions to support banks and other institutions 
have been extensive during the crisis both within and outside the OECD 
(Table 1.5). Future tasks in this area are to scale back emergency measures 
as financial markets normalise, address problem assets on banks’ balance 
sheets and reform financial regulation.  

 
Removing government guarantees 

State guarantees for 
bank liabilities are being 
removed 

Bank creditor guarantees provided by governments were used 
extensively in the period from October 2008 to May 2009, with issuance of 
guaranteed bonds in all regions accounting for roughly 50% of total 
issuances by banks (Panetta et al., 2009). Since then, issuance of 
government-guaranteed debt by banks has decreased in the main OECD 
economies because it has turned out to be expensive as conditions in 
financial markets normalise.19 These guarantees are set to expire at the end 
of 2009 in the United Kingdom and the euro area. In the United States, the 
 

 

                                                      
18 . This is important in the case of the United Kingdom, while less so for the United States. In the euro area 

and regarding the purchase of covered bonds, risks are lower given the small size of the programme. 

19 . Additional reasons in the United Kingdom include the need for banks to signal financial soundness and to 
issue debt at maturities beyond those allowed under Credit Guarantee Scheme rules. See Bank of England 
(2009b). 
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Table 1.5.  Governments have introduced a wide array of financial relief measures since 

Bank liabilities Bank assets

Increase 
deposit 

insurance

Guarantee 
or buy 

bank debt

Inject 
capital1

Nationalise2 Ring-fence 
bad 

assets 

Plan to 
purchase 

toxic assets

Fund 
commercial 

paper

Fund asse
back

securi

United States x x x x x x x x
Japan x x x x
Euro area x
Germany x x x x x
France already high x x
Italy x x
United Kingdom x x x x x x x
Canada x x x
Australia x x
Austria x x x x
Belgium x x x
Czech Republic x
Denmark x x x x
Finland x x x x
Greece x x x
Hungary x x x
Iceland x x x
Ireland x x x x x
Korea x x x
Luxembourg x x x
Netherlands x x x x
New Zealand x x
Norway already high x x
Slovak Republic x
Poland x x
Portugal x x x x
Sweden x x x x
Spain x x
Mexico x
Switzerland x x x x x
Turkey

Note:  the coverage of nationalisations and measures to ring-fence bad assets is incomplete.
1. 

2. 

Source: OECD.

Capital has already been injected in banks, or funds have been allocated for future capital injections. In Japan, the revised "Act on Speci
strengthening financial functions", which aims to help financial institutions properly and fully exercise their financial intermediary functions
come into force in December 2008. Under the new law, the Japanese government injected ¥ 236 billion of public capital into seven financi
the end of September 2009.
Nationalisation is defined as the government taking control of a substantial share of banking activities (defined in a broad sense). The cel
States is ticked to acknowledge the actions taken by the authorities to take control of Fannie Mae and Freddie Mac and unwind Washingto

mid-2008

t-
ed 
ties

Ban or 
restrict 
short-
selling

x
x

x
x
x
x

x x
x
x

x
x

x

x

x

x x

al measures for 
 to SMEs, had 
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 authorities have implemented a more restrictive emergency facility for six 
months, following the expiration of the initial programme at the end of 
October 2009.20 As some risks remain in financial markets, it would be 
desirable to extend the duration of these facilities while tightening access 
conditions (including higher fees). This would give beneficiaries a strong 
incentive to look for market alternatives. At the same time, retaining these 
schemes in a modified form for a while would avoid the credibility cost of 
having to re-introduce them if problems in financial markets were to 
intensify in the future. Once confidence in the financial system is fully 
established, the authorities should also remove unlimited deposit guarantees 
gradually. The termination of these programmes may need to be 
coordinated internationally, as no single country may have an incentive to 
be the first to move, and must be communicated clearly, to avoid 
destabilising funding flows across markets. 

 
Dealing with problem assets  

Progress in dealing with 
problem assets has been 
slow… 

Progress in dealing with problem assets has been slow in the main 
OECD economies but faster in some smaller economies such as Ireland, 
Switzerland and Korea. In particular: 

… in the United States… • In the United States, following the stress test results in May, many 
banks have repaid Troubled Asset Relief Program (TARP) 
investments and have also managed to raise large amounts of 
market capital.21 These favourable developments have reduced 
the perceived urgency of dealing with bad assets and have been 
accompanied by delays in the implementation of the 
Public-Private Investment Program (PPIP),22 as improved 
financial conditions have increased the perceived long-run value 
of bad assets above levels offered by government sponsored 
schemes.23 

… Germany… • In Germany, a framework to deal with impaired assets was 
approved by Parliament in early July. Demand for the programme 
has been weak due to improved financial conditions and the 
reluctance of shareholders to join because the programme, which 
is voluntary, puts the burden of future losses on future net profits. 
It remains to be seen whether the provision that enables 
 

                                                      
20 . In the United States, the guarantee for the money market mutual fund industry was left to expire on 

schedule in mid-September. 

21 . Several banks have also repurchased the warrants issued to the US Treasury. 

22 . Asset sales under the PPIP are starting on a much smaller scale than initially planned: while the original 
intention was to fund PPIP with $75 to $100 billion in capital, only $30 billion has been committed for the 
Legacy Securities Component. The Loan Component has started as a pilot programme. 

23 . Higher bank earnings, which have helped rebuild capital bases as discussed before, have also increased the 
ability of banks to retain problem assets. 
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 participating banks to issue special preferred shares that are partly 
protected from the impact of losses on the transferred assets will 
be enough to facilitate their recapitalisation. 

… and the United 
Kingdom 

• In the United Kingdom, the implementation of the Asset 
Protection Scheme has advanced, with one large bank having 
signed a formal agreement with the authorities. Valuation of any 
property loans included in the ring-fencing strategy will be based 
initially on end-2008 values, but allow for subsequent declines in 
commercial property prices. Two alternatives would be to use 
independent experts to value assets to be transferred, as has been 
done in Switzerland, or to use market instruments as in the United 
States. 

Improved financial 
conditions should not 
delay treatment of 
problem assets 

It now appears that most of the major banks are choosing to retain 
impaired assets on their balance sheets. If this is done without ring-fencing, 
write downs, or proper corresponding capital injections, it will raise 
uncertainty about the financial health of banks and may undermine 
confidence in the sector. Moreover, such uncertainty also weakens the 
ability of banks to raise equity capital from the market, except at onerous 
terms. Cross-country experience suggests that the longer it takes for banks 
to realise losses on troubled assets, the greater the potential cost for the 
taxpayer and the potential damage to the economy. Therefore, the 
implementation of plans to deal with troubled assets should be sped up, 
notwithstanding the recent improvements in financial conditions. 

 
Reforming financial regulation 

Financial reform is on 
the way 

Countries across and outside the OECD need to reform the financial 
sector to reduce the likelihood and costs of future financial crises. These 
plans should aim to address the major failures in financial systems that have 
been at the root of the crisis, including insufficient capital buffers, pro-
cyclical regulation, misguided reliance on ratings and internal models in 
banking regulation, fragmented supervision, lax accounting standards and 
consolidation requirements for accounting purposes, ill-designed 
compensation schemes, and distorted incentives for securitisation. 

Policy initiatives should 
be enacted quickly 

Countries have already started financial regulatory reform in many 
areas, including through international agreements (Box 1.6). The proposed 
measures are welcome steps toward a safer financial sector. It is important 
that measures along the lines of the ones announced be enacted quickly, 
while a fresh memory of the crisis facilitates the prospects of their adoption, 
although some of them can be implemented progressively. Efforts to 
enhance financial stability are necessary not only in light of the 
shortcomings revealed by the crisis but also to address the additional risks 
that the crisis itself and the emergency responses to it have created. In 
particular, the crisis has resulted in an explicit official recognition of the 
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Box 1.6. Proposals to reform the financial sector 

Many countries across and outside the OECD have already released proposals to reform the financial system 
and an international agreement has been reached to strengthen the regulation, supervision and risk management of 
the banking sector. In particular: 

• An agreement has been reached to set new standards for banking regulation and supervision at the Group 
of Central Bank Governors and Heads of Supervision. The initiatives aim to raise capital and liquidity 
requirements over time; to introduce countercyclical capital buffers; to reduce leverage in the banking 
system; and address the risks arising from systemic institutions.1 A concrete calibration of the new 
requirements will be completed by end-2010. In the transition to the new regime, the recommendation is that 
banks should strengthen their capital base progressively through limits on excessive dividend payments, 
share buybacks and compensation. Compensation should also be aligned with prudent risk-taking and long-
term sustainable performance. 

• In the United States, initiatives have been proposed to deal with the fragmentation of, and loopholes in, the 
supervision system, so that all market participants are adequately regulated; to design effective legal 
mechanisms to deal with non-bank financial failures, especially when large and interconnected institutions 
can threaten the stability of the whole financial system; to protect consumers against predatory lending; to 
strengthen regulatory bodies; and to modify the capital regime, raising capital standards across the board, 
including higher standards for financial holding companies. Measures have also been proposed to increase 
transparency, tighten oversight, reduce reliance on credit rating agencies, and to create a regulatory regime 
for all financial derivatives. Initiatives will also be taken to try and align executive compensation practices of 
financial firms with long-term shareholder value and to prevent compensation practices from providing 
incentives that could threaten the safety and soundness of supervised institutions.2  

• In Europe, the EU Commission presented a proposal for a directive that would increase capital requirements 
for proprietary trading, and the Committee of European Securities Regulators proposed a two-tier system for 
short selling in an attempt to improve transparency of investment strategies. An agreement has been 
reached on a new framework for coordinated macro- and micro-prudential supervision, including the 
creation of a European Systematic Risk Council (ESRC), comprising EU central bank governors. This will 
issue financial stability risk warnings and macro-prudential recommendations for action to supervisors, and 
also monitor their implementation. At the micro level, a new micro-prudential authority will be created - the 
European System of Financial Supervisors. This will help to ensure the consistency of national supervision 
and strengthen oversight of cross-border entities. 

• In the United Kingdom, a comprehensive reform of the capital regime aims to: i) increase the quality and 
quantity of capital held by banks, especially for those financial firms that present greater risks to the system; 
ii) increase the capital requirements for riskier trading activities; iii) introduce a backstop “leverage ratio” that 
ensures that minimum capital levels are maintained, to stop banks from becoming over-extended; and 
iv) increase the focus of regulation on liquidity, i.e. the extent to which bank assets can be turned into cash. 
Measures have also been proposed to deal with the potential failure of highly interlinked institutions, with 
more stringent regulation for systemically significant firms and practical resolution plans for dealing with their 
failure; to help consumers make better informed choices; and to strengthen the framework used to monitor 
system-wide financial stability risks. 

• In China, the authorities have increased the loan loss provisioning ratio twice, to attain a ratio of 150% as 
from December 2009.3 The capital adequacy ratio has been raised for listed third-tier banks from 10 to 12% 
by end-year, while remaining at 8% for other banks. The authorities have also tightened regulation of Tier II 
capital. 

_________________________ 

1. Measures to strengthen the regulation of the banking sector include: i) raising the quality, consistency and transparency of Tier I 
capital; ii) introduction of a leverage ratio that will be harmonised internationally; iii) a minimum global standard for funding 
liquidity; iv) countercyclical capital buffers above the minimum requirement and more forward-looking provisions based on 
expected losses; and v) recommendations to reduce the systemic risk associated with the resolution of cross-border banks. The 
Basel Committee is also analysing the need for a capital surcharge to mitigate the risk of systemic banks.  

2. Legislation has already been submitted to encourage greater accountability and better disclosure in setting compensation and to 
ensure that compensation committees are independent for all public companies.  

3. The over-provisioning is explained by the fact that loans that are not categorised as non-performing might still experience a loss.  
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 “too-big-to-fail” doctrine, acknowledging that big and/or interconnected 
institutions will have to be rescued because their failure may threaten the 
stability of the financial sector.24 The corollary is that such institutions also 
represent large potential risks for the taxpayer. 

Systemic institutions call 
for specific regulations 

Short of breaking up such institutions, these risks justify specific 
regulatory interventions. In this respect, initiatives that require pre-planned 
regimes (so-called “living wills”) that would allow the orderly wind-down 
of global financial institutions can play a positive role, with the additional 
benefit of encouraging banks to unravel complex structures. Measures 
requiring banks that pose higher systemic risks to face surcharges above the 
minimum capital requirement seem warranted in themselves and may also 
provide incentives to restrain the size of banks.25 Ideally, measures to 
address large banks should be commensurate with the expected cost they 
are imposing on society because of the implicit guarantee, even if this 
implies losing part of any efficiency gains from economies of scale, for 
which there is very little empirical support. The co-existence of very 
different activities within a single bank creates a possibility that the 
resources of businesses benefiting from implicit or explicit public 
guarantees, such as commercial banking, are used to subsidise risk taking in 
other areas, such as proprietary trading. Possible ways of addressing this 
issue include the imposition of very strict capital requirements on high-risk 
activities or stronger separation within banks of different business lines 
(OECD, 2009d). 

Different policies should 
be implemented at 
different speeds 

It is important to ensure that implementation of regulatory changes 
does not prolong economic weakness in the near term. The aim of such 
changes is to achieve a safer financial sector and a counter-cyclical 
framework in the long run; pushing too hard for the immediate 
implementation of some regulatory changes may end up cutting off a vital 
supply of funding at a time when the economy needs it the most. This is 

                                                      
24 . Furthermore, the crisis has prompted a wave of consolidation among banks, increasing the number and size 

of financial institutions that are too big, or too interconnected, to be allowed to fail. 

25 . A direct way of making “too-big-to-fail” banks bear the cost they are imposing on society would be to 
charge a levy equal to the cost of insuring the liabilities that are guaranteed implicitly by taxpayers, which 
in light of the crisis seems to correspond to all liabilities except equity. If this was calibrated on average 
bank CDS rates since August 2007, it would correspond to 1.3% of non-equity liabilities in Europe and 
1.7% in the United States, although these estimates are biased downward by existing implicit and explicit 
guarantees. Against this background, higher capital requirements can be seen as an alternative way of 
increasing the cost of doing business for “too-big-to-fail” banks. The increase in capital requirements 
would have to be massive to be commensurate with the cost of such insurance. Taking the example of the 
largest 15 euro area banking groups, which finance only 3.1% of their assets with equity, their total funding 
cost can be estimated at 3.2% of their total liabilities on a rough calculation using estimates of debt, deposit 
and capital costs from Schumacher (2009). Making these very large banks bear a supplementary cost of 
1.3% on their non-equity liabilities would mean bringing their total funding costs to 4.5% of total 
liabilities. Assuming a cost of equity of 10%, the equity-to-assets ratio would have to rise substantially by 
18 percentage points for these banks to see their cost of doing business increase in line with the cost of the 
guarantee from which they are benefitting. Although such a highly hypothetical move would lead to a very 
high equity ratio, it would still fall at the lower end of the range of values that were observed in banking 
before the introduction of government oversight and guarantees (see, for instance, Bank of England, 
2009b). 
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particularly important for European banks, where a move to enhance the 
quality of bank capital may have to be implemented more slowly than in 
other countries because these banks rely comparatively heavily on hybrid 
debt and other non-core forms of capital. Similar considerations apply to 
the implementation of more stringent capital requirements, although these 
will undoubtedly boost confidence in the system, and other reforms that 
will increase the cost of doing businesses and restrict lending in the short 
run. 26 On the other hand, other measures, such as efforts to curb bankers’ 
pay, can bring greater benefits if implemented promptly since, as discussed 
earlier, the current policy-driven increases in banks’ earnings should be 
used to strengthen banks’ balance sheets. In the long term, reforms of pay 
practices in banks should focus on removing incentives for excessive risk-
taking. Although the timing for implementing different measures may have 
to vary across countries, the authorities should favour globally agreed 
solutions and policies to avoid creating incentives for arbitrage and a 
fragmentation of the global financial system.  

Reform should also 
improve incentives in 
securitisation markets 

Restarting securitisation could help to stabilise credit markets and 
moderate the impact of the financial crisis on economic activity, especially 
in countries in which such markets have been very dynamic in the past.27 
But, it will be important to fix the failures exposed by the crisis to ensure 
that securitisation does not play a destabilising role in the economy in the 
future. Monetary and financial authorities across the world, including 
through international agreements, are working on such proposals. In 
particular, the authorities are aiming to ensure that incentives are better 
aligned, by requiring the originators of securitised assets to retain some 
credit risk exposure to these securities. This should give the originators 
incentives to undertake diligent loan underwriting and monitoring.  
Improving disclosure and transparency standards for both rating agencies 
and originators should help to reduce the opacity of these markets, enabling 
investors to better assess the quality of these securities. More generally, the 
role of ratings in public regulation and pension fund mandates needs to be 
reviewed. It is also important to ensure that risk does not remain 
concentrated in the banking system, with regulatory imperfections allowing 
banks before the crisis to hold large quantities of securities off balance 
sheet, especially via special investment vehicles (SIVs), and with limited 
capital cushions. Furthermore, greater standardisation of securitised 
products would increase their liquidity and open the possibility of 
centralised clearing. 

 

 
                                                      
26 . Simplifying financial institutions will increase the cost of doing business because of higher less optimised 

tax burdens and lower credit ratings, which could increase the cost of capital. 

27 . Measures taken across the OECD to jump-start securitization markets include the Term Asset Backed 
Securities Loan Facility in the United States, the Asset-Backed Securities Guarantee Scheme in the United 
Kingdom, the acceptance of asset-backed securities (ABS) and mortgage-backed securities (MBS) as 
collateral in liquidity provision operations by the Bank of England and European Central Bank, and the 
covered bond purchase programme by the European Central Bank. 
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Reformed accounting 
standards can help to 
rebuild confidence 

Improved accounting standards will also have a role to play in 
restoring the confidence of investors in financial institutions. Balance 
sheets should give a comprehensive picture of the exposures of banks. One 
of the main lessons from the crisis was that banks can suffer large losses on 
account of their relationships with outside vehicles, which often were not 
consolidated in banks’ accounts. A high degree of transparency about 
valuation methods and a strong reliance on fair value would also be 
desirable wherever possible. Fair value accounting has created difficulties 
during the crisis because of a lack of liquid markets or reliable models to 
price a wide array of complex securities. These difficulties have been dealt 
with by implementing temporary measures to relax fair value requirements, 
which may have the side effect of undermining confidence in the accounts. 
In the longer term, however, a high degree of reliance on fair value would 
be possible if reliable market prices became available for more derivatives. 
This would be possible with less use of over-the-counter transactions, 
which in turn would contribute to markets staying liquid in turbulent 
periods.28 Finally, communication with the markets and the public would 
be facilitated if the ways derivatives are accounted for on banks’ balance 
sheets were harmonised between US generally agreed accounting principles 
(GAAP) and international financial reporting standards (IFRS). This would 
also facilitate the adoption of comparable capital requirements in the United 
States and Europe.29

Systemic regulation will 
be needed 

One of the shortcomings of current regulatory and supervisory 
frameworks highlighted by the crisis is that banks were overseen mainly on 
an individual basis without sufficient consideration for systemic risk. 
Filling this gap will require a new set of “macro-prudential” tools to 
regulate and supervise institutions based on their exposure and contribution 
to systemic risk. In particular, the authorities responsible for financial 
stability need instruments to address excessive exposure to asset price 
movements unrelated to fundamentals. Conventional monetary policy is 
generally too blunt a tool for this purpose as it affects all asset markets 
together, as well as real activity. Better targeted instruments could include 
the possibility to implement temporary changes to regulations inter alia in 
the following areas: capital requirements for certain activities, lending 
conditions (e.g. reduce maximum loan-to-value ratios for mortgages to 
address a housing boom) and loan loss provisions. 

 

 

                                                      
28 . More liquid markets for derivatives are likely to emerge as a result of the current regulatory push toward 

central clearing houses or public exchanges for previous over-the-counter transactions. A movement 
toward more centralised arrangements for derivatives is also desirable in its own right since the dominance 
of bilateral, over-the-counter trading led to market segmentation, weak competition, and the emergence of 
a complex web of counterparty risk exposure which has proved to be destabilising (Haldane, 2009). 

29 . Broadly speaking, GAAP allows derivative exposure to be reported on a net basis while IFRS requires 
gross positions to be reported on the asset and liability sides, resulting in larger balance sheets (see for 
instance ECB, 2009d). 
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Fiscal Policy 

Fiscal positions are 
further deteriorating… 

The OECD area-wide fiscal deficit is projected to peak at a post-war 
high of 8¼ per cent of GDP in 2010, three quarters of which is estimated 
-- with a large margin of error in current circumstances -- to be structural 
(Table 1.6 and Box 1.7).30 In 2011, underlying deficits are projected to 
remain at unprecedentedly high levels of 8% of GDP or more in Japan, the 
United Kingdom, and the United States. In the OECD as a whole, the ratio 
of gross government debt to GDP is projected to exceed 100% of GDP in 
2011, about 30 percentage points higher than in 2007 before the onset of 
the crisis (Figure 1.14).  

Figure 1.14. Government debt levels are pushed up to record highs 

Decomposition of the 2011 gross government debt 
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1. 2011 debt minus the sum of 2007 debt and the cumulative deficit for 2008-11. This includes debt-increasing equity 
participations in companies. 

Source: OECD Economic Outlook 86 database. 

… and are not 
sustainable 

After a modest further deterioration in 2010, underlying balances are 
projected to improve slightly in 2011, by ¼ per cent of GDP on average 
(Table 1.6), on the assumption that temporary parts of the fiscal stimulus 
programmes are being withdrawn depending on the specific national 
legislation. But underlying deficits will remain high, exceeding the 
pre-crisis level by almost 4 % of GDP on average across the OECD. The 
estimated improvement in the underlying budget position is largest, at 1% 
of GDP or more, in the Czech Republic, Iceland and Poland. In the euro 
area as a whole, on currently decided policies, hardly any improvement is 
likely. In a few countries (Finland, Japan, New Zealand and Portugal) fiscal 

                                                      
30 . The structural component is based on potential output estimates, and output gap estimates, along the lines 

described in OECD Economic Outlook, No. 85. Given the uncertainties about the impact of the crisis on 
potential output levels, growth in the recent past and in the near future, estimates of structural and cyclical 
components of budget balances are particularly uncertain at present. 
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policies are set to be expansionary in 2011. In the case of Japan, this 
reflects the incorporation in the projections of the new government’s 
commitment to a variety of new spending programmes. The Japanese 
government has also announced that it will aim to finance part of such 
spending by reviewing and reshuffling existing budget allocations. The 
increase in gross public debt ratios in 2011 in all countries points to the 
unsustainability of current fiscal trajectories in many countries. 

 Table 1.6.  Fiscal positions will improve only slowly
Per cent of GDP / Potential GDP

2007  2008  2009  2010  2011  

United States
     Actual balance -2.8  -6.5  -11.2  -10.7  -9.4  
     Underlying balance2 -3.3  -6.0  -8.8  -8.8  -8.0  
     Underlying primary balance2 -1.4  -4.3  -7.3  -7.0  -5.7  
     Gross financial liabilities 61.8  70.0  83.9  92.4  99.5  

Japan
-8.2  -9.4  
-7.0  -8.2  
-5.9  -6.8  

197.2  204.3  

-6.7  -6.2  
-4.4  -4.3  
-1.7  -1.5  
88.3  93.2  

-8.3  -7.6  
-6.6  -6.3  
-4.7  -4.1  
97.4  103.5  

n per cent of 
pact of the net         

     Actual balance -2.5  -2.7  -7.4  
     Underlying balance2 -3.9  -4.7  -6.5  
     Underlying primary balance2 -3.3  -3.9  -5.6  
     Gross financial liabilities 167.1  172.1  189.3  

Euro area
     Actual balance -0.6  -2.0  -6.1  
     Underlying balance2 -1.5  -2.1  -3.7  
     Underlying primary balance2 1.1  0.5  -1.1  
     Gross financial liabilities 70.9  73.2  81.8  
OECD1

     Actual balance -1.3  -3.5  -8.2  
     Underlying balance2 -2.5  -4.0  -6.3  
     Underlying primary balance2 -0.6  -2.2  -4.6  
     Gross financial liabilities 73.1  78.4  90.0  

Note:  Actual balances and liabilities are in per cent of nominal GDP. Underlying balances are i
     potential GDP. The underlying primary balance is the underlying balance excluding the im
     debt interest payments.    
1.  Total OECD excludes  Mexico  and Turkey.
2.  Fiscal balances adjusted for the cycle and for one-offs.            
Source:  OECD Economic Outlook 86 database.           

 

The pace of 
consolidation needs to be 
conditioned on various 
factors 

In general, the speed at which consolidation takes place should depend 
on the state of the economy, the ability of monetary policy to offset the 
related demand-constraining effects if needed and the size of the imbalance 
in public finances. Countries with low growth and policy interest rates at 
close to zero should consolidate at a slower pace, whereas countries with 
high growth and scope for more accommodative monetary policy should 
improve budgets more quickly. Likewise, countries with low budget 
deficits and public debt can afford to consolidate at a slow pace, whereas 
countries with high deficits and/or high debt are in greater need of 
corrective measures, especially if financial markets are not confident about 
the commitment of the authorities to the needed consolidation. Another 
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Box 1.7. The fall in government revenues and prospects for recovery 

As expected, the recession in most OECD countries is having a large negative impact on government revenues. 
In 17 of the 23 countries for which data are available for the first quarter of 2009, current government revenue fell 
compared with the same quarter a year ago.1 Among the hardest hit are the Czech Republic, Hungary, Ireland, 
Poland, Spain, Sweden and the United Kingdom; current revenue in these countries in the first quarter of 2009 was 
10% or more below the level a year earlier. Data for Australia, Canada and France indicate that the annual pace of 
revenue declines intensified in the second quarter of 2009. In the United Kingdom this trend continued into the third 
quarter. By revenue category, direct taxes fell on average by more than indirect taxes and social security contributions. 
Corporate tax receipts were particularly hard hit.  

Going forward, an important question is the extent to which this lost revenue will be restored automatically as 
economic growth resumes. This is uncertain, because it depends on how much of the revenue loss is cyclical, 
i.e. related to factors that are deviating from their long-term trend. OECD estimates, based on standard methods of 
cyclically-adjusting current revenue, suggest that the projected 2009 decline will result in a permanent deterioration in 
revenue for half of the 26 countries with available data.  Countries where the permanent revenue fall is expected to be 
around 1% of GDP or more include Australia, Canada, Iceland, the Netherlands, New Zealand the United Kingdom 
and the United States. 

However, this could overstate the size of the permanent loss in revenue, since the standard method of cyclical 
adjustment does not take into account that past asset price declines could be putting temporary (albeit likely of some 
duration) downward pressure on current tax revenue. Such asset price declines could have a separate effect on 
revenues through a number of channels. On the corporate side, they can change profits earned from capital gains; 
stock prices in particular are linked with activity and profit opportunities in the financial sector. Illustrative results below 
suggest that the extra revenue that may accrue if a recovery in asset prices is taken into account in adjusting corporate 
tax revenues remains small by comparison with the large reductions in the fiscal deficit needed to establish sustainable 
fiscal positions in OECD countries.  

Extending the work of Girouard and Price (2004) on the role of asset prices in capital gains taxes, the effect of 
asset prices on corporate tax revenues can be calculated to illustrate how asset prices may have influenced the 
cyclical component of revenues over the most recent cycle. Simple equations were estimated using annual data over 
the period 1981-2008 for Canada, Japan and the United States. As shown in the table below, both house and stock 
prices were found to be significant determinants of the growth of corporate tax revenues, controlling for GDP 
movements, in the United States while stock prices appear to play a role in both Canada and Japan.  

Equations explaining corporate tax revenues

Canada Japan United S
Coefficient t statistic Coefficient t statistic Coefficient t

constant -0.04 -0.80 -0.02 -1.22 -0.20
gdpt 1.49 1.74 1.00 1.76 2.13
spt 0.24 2.56 0.00 -0.09 0.35
spt-1 0.18 2.65
spt-2 0.20 2.69
 hpt 2.16
Adjusted R2 0.38 0.50 0.

Note:  Dependent variable: percentage change in corporate tax revenues on an SNA basis.
     Estimation Period: annual 1981-2008 JPN & USA, 1983-2008 CAN. gdp denotes the annual growth of real GDP;
     gdp denotes the annual growth of real GDP;   
     sp is the percentage change in the nominal stock price index (CAN S&P TSX 60;JPN: Nikkei 225; USA: S&P 500), 
     hp is the percentage change in nominal house prices.               
Source:  OECD Economic Outlook 86 database, OECD Tax database, Datastream.           
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Box 1.7. The fall in government revenues and prospects for recovery (continued) 

Estimated coefficients from the above equations were used to construct an alternative measure of the cyclical 
component of revenues that could be compared with the standard OECD cyclically-adjusted measure (see Girouard 
and André, 2005). Trend house and stock prices are calculated using a Hodrick-Prescott (HP) Filter.2. A comparison of 
the augmented cyclical component and the standard OECD measure, indicates that the augmented component was 
around 0.2 to 0.3 percentage points of GDP higher in Canada and the United States in 2007 and in Japan in 2008. For 
2009, the asset-price-adjusted cyclical component is around 0.05, and 0.25 percentage points of GDP more negative 
than the standard measure for Canada, and the United States. For Japan, there is almost no difference in 2009, but 
there is likely to be in 2010 and 2011, because the effect of stock prices on corporate revenues appears to occur with a 
one-to-two year lag there. 

USA: Cyclical Component of Corporate taxes 
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Source: OECD Economic Outlook 86 database. 

These results suggest that a failure to take into account the role of asset prices when adjusting corporate tax 
revenues may lead in some periods to an underestimation of the cyclical component of revenue changes and, 
correspondingly, an over-estimation of the change that is regarded as structural or permanent. That said, the overall 
effects on the assessment of the underlying fiscal situation are small. They imply that as the recovery progresses some 
countries may see a stronger “automatic” recovery in corporate tax receipts than implied by the standard OECD 
measure of cyclically adjusted corporate revenues, which is built into the medium-term baseline (Appendix 1.1). The 
quantitative results should be treated as indicative only, because they rely on an assessment of the trend level of asset 
prices, which is difficult to determine.  

_________________________ 

1. This refers to data that are available on a national accounts basis or data which analysis shows are a good proxy for national 
accounts data. 

2. For filtering purposes the data are extended beyond the end point of 2009Q3 by assuming asset prices remain at that level into 
the future. If the actual future price path is higher (lower) than this, it will push up (down) the end point of the trend series to some 
extent, increasing (reducing) the size of the cyclical component due to asset prices in 2009. 

 

 

 



ECONOMIC OUTLOOK NO. 86  PRELIMINARY VERSION 

53  OECD Economic Outlook is published twice a year and analyses the major trends and the economic policies required to foster high and 
sustainable growth in member countries. Released 19 November 2009.  Available at www.oecd.org/oecdeconomicoutlook. 

 factor that should be taken into account in determining the speed of 
consolidation in one country is cross-country spillover effects from 
consolidation measures. Indeed, even for large countries or regions, the 
spill-over effect in terms of its impact on GDP of a similar consolidation in 
all countries simultaneously is between one quarter and one half of the size 
of the “own country” effect in isolation (Table 1.7). 

 Table 1.7.  The effects of single-country and synchron
fiscal consolidation 

Fiscal consolidation equivalent to 1% of own-country GDP

Impact of change on: 

United 
States Japan Euro 

area
Total 
OECD

Source of change: GDP effects, % differences from baseline i

United States -0.9 -0.2 -0.1 -0.5
Japan 0.0 -0.8 0.0 -0.2
Euro area -0.1 -0.1 -0.8 -0.3
OECD -1.2 -1.3 -1.1 -1.1

Spillover as % of own-country effect 26% 54% 32%

1. 

Source: OECD Global Model.     

Figures on the diagonals provide an estimate of the “own country” effect of a standardised fi
consolidation whereas off-diagonal figures provide an estimate of spillover effects based 
the OECD’s global model. In the near term spillover effects are between one-quarter an
size of own-country effects. These results do not allow for the possible effects of lower long
rates from fiscal consolidation, which might be expected to offset some of the negative de
have positive spillover effects as well.     
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Fiscal consolidation 
should begin when the 
recovery is solid 

Taking into account these considerations,  the modest further stimulus 
planned for 2010 looks appropriate, given the weak recovery expected in 
that year in most countries and the risks around it. Indeed, in the near term, 
current fiscal plans generally need to be implemented fully to underpin the 
recovery, unless the pick-up in growth is sufficiently robust (as may be the 
case in e.g. Australia and Norway). However, by 2011, on current 
projections, fiscal support is no longer needed in any OECD country for 
stabilisation purposes and economic growth should allow for some 
withdrawal in all countries, the pace of which should depend on the state of 
the economy and medium-term consolidation requirements (see 
Appendix 1.1). The needed consolidation of government budgets in the 
medium term is relatively modest in some Nordic countries, Korea and 
Switzerland, implying low pressure to improve budget positions already in 
2011 in these countries. By contrast, without significant action, debt levels 
would continue rising in the medium term, from already high levels, in a 
number of countries, including Greece, Poland, Portugal, Japan, the United 
States, the United Kingdom and Ireland.  

Debt build-up will have 
serious consequences if 
left unchecked 

Continued high government deficits and the rapid build-up of public 
debt in the coming years risk unsettling financial markets with adverse 
effects on economic activity. Indeed, although spreads in sovereign bond 
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Figure 1.15. Sovereign bond spreads in the euro area remain above pre-crisis levels 

Spread with German yield (percentage points) 
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 yields have come down since their peak in March 2009 they are still 
significantly above the levels prior to the onset of the financial crisis 
(Figure 1.15), suggesting that sovereign risk premia have risen against the 
background of unsettled fiscal consolidation strategies (Haugh et al., 2009). 
In addition to crowding out private investment, higher interest rates on 
government bonds can lead to snow-balling interest payments in public 
sector budgets. Moreover, high debt levels imply a high vulnerability of 
government finances to financial market volatility and also constrain the 
extent to which future economic downturns can be counteracted. This in 
turn could exacerbate market reactions to adverse shocks, deepening future 
conjunctural downturns. 

Medium-term 
consolidation 
programmes should be 
announced now… 

Credible medium-term consolidation programmes should be 
announced already now, in order to strengthen market expectations about 
the determination of governments to return to sustainable fiscal positions. 
This would help to ensure that inflationary expectations remain stable and 
mitigate the increase in long-term interest rates that the withdrawal of 
monetary stimulus is likely to bring about. 

… and should 
concentrate on spending 
measures 

Empirical analysis for the OECD area suggests that consolidation 
driven by cuts in primary current expenditures, such as government 
consumption and social transfers, has been more successful in reducing 
deficits than consolidation based on tax increases (Guichard et al., 2007). In 
several countries, pension and health care reform -- already identified as 
being necessary well before the crisis -- will need to play a prominent role 
in securing the sustainability of government finances and signalling the 
authorities’ determination to conclude this task. Increasing public sector 
efficiency should be an important component of a consolidation strategy 
(Box 1.8). This may have to be supplemented by further discretionary 
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Box 1.8. Fiscal consolidation and economic growth in the medium term 

Fiscal consolidation will be needed in almost all OECD countries in the coming years. In 2011, the general 
government budget deficit in the OECD area is likely to amount to 7¾ per cent of GDP. The closing of the output gap 
in the ensuing years could reduce the deficit by 1½ per cent of GDP on average, and the partial recovery of potential 
output as the capital stock and structural unemployment adjust fully to the post-crisis environment could cut the 
revenue shortfall by a further ¾ per cent of GDP. This would still leave a deficit of over 5% of GDP. The challenge will 
be to bring the fiscal accounts into balance with the minimum cost to the economy. 

Towards this end, the most obvious, but not necessarily the easiest, way is to exploit the scope to enhance public 
sector efficiency by maintaining outputs and cutting inputs. Recent OECD studies have documented the potential gains 
for countries in moving to international best practice in key public services: 

• Primary and secondary education: PISA scores -- a measure of quality-adjusted outputs -- per input differ 
significantly across schools and between countries, even after correcting for a number of factors that affect 
school outcomes. If a typical school moved to OECD best performance, without affecting PISA scores, it 
could raise efficiency by between 20 and 40% (Sutherland et al., 2007), indicating that budgetary saving for 
the average country could amount to close to ¾ per cent of GDP. 

• Health care: Based on a simple measure of health outcomes there appears to be vast differences in the 
efficiency of resource use across countries (Joumard et al., 2008). The possible efficiency gains for the 
average OECD country from moving to international best practice could be up to one third though some of 
this could come at the price of weaker performance in areas not captured by the simple indicator of 
outcomes. This should be seen in the context of public health spending amounting to 6% of GDP on 
average. 

For countries that have very low comparative efficiency in these areas, the theoretical overall budgetary saving 
from moving to international best practice would be even higher than the 2 to 3% for the average OECD country. In 
practice, however, the scope for efficiency gains is likely to be smaller than implied by the theoretical limit. 

Even after exploiting potential efficiency gains, it seems likely that, for the average OECD country, close to a half 
of the needed consolidation will have to come from reducing expenditure on other core public services and transfers 
and/or from increasing tax rates. It is likely that actions will need to be taken on both the expenditure and revenue side 
and the potential for adverse effects on growth is high. Previous work at the OECD, including the OECD Growth 
Project (OECD, 2003) and Cournède and Gonand (2006), suggests that the adverse effects on growth of spending 
reductions could be somewhat smaller than those from tax increases, but this clearly depends on the categories of 
taxes and expenditure chosen. 

Some public spending components contribute to economic growth. For example, public R&D spending is 
important for innovative activity in general, the development and maintenance of useful public infrastructure has a 
positive effect on growth and spending on active labour market policy can contribute to improved labour market 
performance. Such forms of spending should be sheltered from future spending cuts, unless ways can be found to 
maintain services with reduced costs. 

Most taxes have adverse effects on economic performance by distorting incentives to work, save and invest. 
Raising taxes therefore could be costly. Indeed, GDP could fall by 1 to 1.5% if the overall tax/income ratio were 
increased to provide revenue equal to 2% of GDP (OECD, 2003). A rise in the tax ratio would be particularly harmful if 
it was concentrated on corporate or labour income taxes; increasing indirect taxes and taxes on immovable property 
would be much less costly. In particular, the estimates in Arnold (2008) suggest that the economic cost of raising 
government revenue by increasing taxes on labour income could be up to five times higher than that from raising the 
same amount of revenue from higher indirect taxes. 

This suggests that tax increases to consolidate budgets should be focused on taxes on goods and services. In 
this context, governments could reduce tax expenditures related to exemptions from VAT and sales and excise taxes, 
thereby moderating the economic costs resulting from distortions embedded in the structure of taxes and the inequity 
that often accompanies tax expenditures, with compensation given to low-income groups for any income reductions 
resulting from these measures. Tax expenditures related to indirect taxes are officially estimated to be in the range of 
½ to 1¼ per cent of GDP in Canada, Netherlands, Korea and Germany, and as much as 3¼ per cent in the United 
Kingdom (OECD, 2009e). Other tax components with a relatively low cost to output and welfare that could be used for 
consolidation include property taxes and well designed taxes on carbon emission. 
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 spending cuts, which should, as far as possible, shelter growth-friendly 
spending categories. Insofar as tax increases may also become necessary 
recent OECD evidence finds that among taxes recurrent taxes on 
immovable property have the least negative impact on growth, followed by 
consumption taxes (Johansson et al., 2008). Hence, any need for revenue 
enhancing policies should be linked to reforms in taxation along these lines 
and be supplemented with reductions in distortionary tax expenditures and 
the closing of tax loopholes. Taxation of carbon emissions and the 
auctioning of emission permits could also raise revenues while contributing 
to an improvement in the long term. 

These programmes need 
to be specific 

Most OECD countries have announced some form of medium-term 
consolidation programmes (Appendix 1.2). However, some countries with a 
projected structural budget deficit in 2011 exceeding 3% of GDP have yet 
to put in place medium-term consolidation strategies (Greece, Japan). 
Moreover, the majority of the programmes that have been announced 
provide no information on what spending and revenue measures are to be 
used to meet consolidation targets and how action should be phased. Hence, 
there is an urgent need to prepare more developed medium-term 
consolidation strategies. To gain the confidence of investors, such plans 
would need to specify the ultimate objective of the consolidation, a 
conditional time path of the planned reduction in deficits, and the tax and 
spending components involved. 

 
Structural policy 

The recession has added 
to structural policy 
challenges 

Even prior to the onset of the recession, nearly all OECD countries 
faced important structural policy challenges (OECD, 2007; OECD, 2009c). 
The recession has added to and magnified these challenges, as it seems 
likely that it will leave potential output lower than would otherwise have 
been expected. OECD estimates, which allow only for the negative impacts 
of the crisis on capital intensity and structural unemployment, suggest that 
the reduction could amount to 3½ per cent on average, but more than 
double that in Ireland and Spain. In addition, even if the crisis does not 
affect potential growth rates beyond the short term, OECD-wide potential 
growth is still expected to slow from the 2 to 2¼ per cent per annum 
achieved over the seven years prior to the crisis to around 1¾ per cent in 
the medium-term (see Appendix 1.1), primarily reflecting the impact of 
ageing populations on potential employment growth.  

A timely exit from non-
growth friendly crisis 
measures is required 

Some recent measures, such as planned reforms to financial market 
regulation and supervision and well-founded investments in public 
infrastructure, should offer long–term benefits to growth prospects as well 
as just a short–term palliative. But others, while acting successfully to limit 
the impact of the recession on product, labour and financial markets, will 
need to be withdrawn (Table 1.8). In particular, the emergency support 
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Table 1.8.  Governments have introduced a wide range of structural policy measures sin

Labour market policies Fiscal measures Competition 

Expanded 
short-time 
working

Unemployment 
benefit 

extension1

Active labour 
market 

measures2

Temporary 
support to 

 auto industry

Other 
subsidies and 
export refunds

R&D tax 
credits and 

grants

United States x x x x x
European Union x
Japan x x x x
Germany x x x
France x x x x
Italy x x x
United Kingdom x x
Canada x x x x
Australia x x x
Austria x x x x
Belgium x x x
Czech Republic x x
Denmark x x
Finland x x x
Greece x x
Hungary x
Iceland x x
Ireland x x x
Korea x x x x
Luxembourg x x x
Netherlands x x x x
New Zealand x x x
Norway x x x
Slovak Republic x x x x x
Poland x x x
Portugal x x x x x
Sweden x x x x
Spain x x x x
Mexico x x
Switzerland x x x
Turkey x x

1. Permanent or temporary easing in eligibility criteria for unemployment benefits or a permament or temporary rise in the duration of bene
2. Activation requirements to help unemployed find work; job assistance and matching for unemployed; Training programmes to help u
Source: OECD.

ce mid-2008

and innovation

Easing 
entry 

barriers

x

x x

x
x x

x
x

x
x

x

x

x
x
x

x
x
x

x x
x
x x

x

fits. 
nemployed find work.  

 

 

 provided to companies and sectors in financial difficulties, notably the car 
sector, should be phased out promptly to avoid delaying necessary 
restructuring and adversely impacting on potential new entrants. Financial 
institutions now in public ownership should, if viable, be returned to the 
private sector once key governance and regulatory reforms have been 
implemented (OECD, 2009d). In labour markets, the new or expanded 
short-time working schemes introduced by four-fifths of OECD countries 
during the crisis have been successful in limiting increases in 
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unemployment, but care will be needed to ensure that they do not adversely 
hamper the economic recovery by delaying the reallocation of resources 
towards new and more productive activities. In this regard, it is important 
that participation in these schemes represents a cost to firms and 
wage-earners, so that incentives exist to wind down participation as the 
economy recovers. Temporary increases in either the duration or generosity 
of unemployment benefits introduced during the crisis will also need to be 
monitored carefully to ensure that they do not adversely impact on job 
search once the labour market begins to stabilise (OECD, 2009a). The 
resources devoted to active labour market programmes, which have risen 
more slowly than the numbers unemployed since the onset of the recession, 
may also need to be further increased to ensure that the jobless can be 
efficiently assisted in finding suitable jobs as the recovery takes hold. 

Domestic markets must 
remain open to 
international trade and 
investment 

The prospects for a smooth and sustained recovery will be enhanced if 
domestic markets can be kept open to international trade and investment in 
all OECD economies. Yet, the impact of the recession and its aftermath has 
given rise to some protectionist sentiment which has led to some policy 
slippage. Concerning international trade, the use made of some trade-
restricting measures has risen since the onset of the crisis, with an increased 
recourse to trade defence mechanisms such as anti-dumping duties and 
safeguards (Bown, 2009). China continues to be the exporting country 
targeted most frequently. Other policy measures introduced during the 
crisis, such as support for particular sectors or institutions, could also 
distort trade patterns and investment decisions if maintained for long. By 
one estimate, over two-thirds of all policy initiatives since November 2008 
with potential implications for trade and investment outcomes have 
introduced some form of discriminatory treatment (Evenett, 2009). 
Although the overall incidence of new trade and capital measures has not 
yet been out of line with the experience of previous post-war downturns, 
and OECD countries have generally kept their WTO commitments to open 
markets (OECD-UNCTAD-WTO, 2009), it will be important to ensure that 
the scope of protectionist measures is not widened further during the exit 
from recession and that governments unwind existing trade-distorting 
measures promptly. A successful conclusion to the long-running Doha 
Development Round of negotiations in 2010 would provide a timely 
impetus to the global economic recovery. As a specific aspect of 
international openness, cross-border bank lending has contracted sharply, 
with banks concentrating on domestic markets (Figure 1.16). If this pattern 
persists, it will pose challenges to regulators, as external competitive 
pressures will decline. 

Labour market reforms 
are also essential 

Labour market reforms can have substantial effects on GDP per capita 
levels in the long run. They can also be a comparatively budget-friendly 
way to boost potential output. At present, there is a clear risk that the 
aftermath of the recession will see a persistent increase in unemployment or 
an irreversible withdrawal from the labour force of groups with weaker 
attachment to the labour market. Reforms of active labour market policies 
and unemployment benefit systems to upgrade the skills of the long-term 
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Figure 1.16. Cross-border bank lending is shrinking rapidly 

Year-on-year change in loans and deposits held by BIS-reporting banks, adjusted for currency movements 
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 unemployed and preserve job-search incentives could mitigate these 
problems, and thereby reduce structural unemployment. Other measures to 
reduce structural unemployment include reducing taxes on labour, which is 
difficult due to necessary fiscal consolidation, and strengthening product 
market competition (Table 1.9). Reforms of employment protection 
legislation would also tend to reduce the persistence of current high 
unemployment. Reforms will also be required to any pension and other 
social transfer programmes that provide disincentives for older laid-off 
workers to remain in the labour market. 

 

Table 1.9. Policy reforms that can reduce unemployment

In the average OECD country, the unemployment rate can be reduced by 1 percentage point…
- by reducing the average unemployment benefit replacement rate by 8 percentage points
or
- by reducing the overall tax wedge on labour income by 3.5 percentage points
or

or
- by raising spending on active labour market policies per unemployed worker (as a share of GDP per capita) to the Sw
… or by several percentage points through a combination of the above policy reforms

Note:  Based on empirical analysis carried out in the context of the Reassessment of the OECD Jobs Strategy.   
Source: OECD(2007).

- through product market liberalisation of the same order of magnitude as that which has taken place in the average OE
  over the past ten years

edish level

CD country 
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Productivity growth after 
the crisis can be 
stimulated by… 

There are several structural policy areas where countries could 
usefully seek to build on reforms already introduced during the crisis to 
increase labour productivity:  

… R&D tax credits that 
support innovation … 

• During the crisis around three-quarters of OECD countries 
introduced new R&D tax credits and subsidies. In the longer-term 
this can be expected to provide a small boost to research and 
development in the business sector and thereby long-run GDP per 
capita levels (Jaumotte and Pain, 2005). However, the gains 
would be small relative to those that might result from enhanced 
competitive pressures, the resumption of economic growth and 
the ongoing improvement in financial conditions.  

… and continued 
reductions in product 
market regulation 

• Reductions in anti-competitive product market regulation (PMR) 
can accelerate productivity convergence (Boulhol et al., 2008). 
Only modest steps to reform and reduce regulation have been 
taken so far in this crisis and, as discussed earlier, there have also 
been some retrograde steps in some economies from more 
restrictive trade barriers.   

The sequencing of new 
reforms will be important 

The introduction of new structural reforms could provide 
policymakers with a considerable communication challenge, given the 
political capital that will have to be devoted to communicating the exit 
strategies from the short-term measures introduced to mitigate the crisis.  
New reforms will also add to the adjustment pressures faced by many parts 
of the economy in the aftermath of the recession. Typically, reforms 
involve clear and substantial up–front redistribution away from incumbents 
in protected sectors in return for future efficiency gains that take a while to 
materialise. Thus the sequencing and synergies between structural policies 
will be especially important. Past experience of reform efforts suggests that 
successful product market reforms can facilitate subsequent labour market 
reforms, with additional competitive pressures, augmented by supportive 
macroeconomic policies, helping to stimulate new job creation and improve 
business efficiency and incentives to innovate (OECD, 2007; Arnold et al., 
2009). Ensuring sufficient resources for active labour market programmes 
whilst reforms take place might also help to facilitate adjustment and 
acceptance of reforms. Reforms can also be easier to implement if they are 
part of a broader shift in structural policies and if a favourable climate for 
reform can be created. In this regard, the impact of the recession may well 
have increased awareness of the need for change; it will be important that 
governments do not fail to capitalise on such momentum for reforms 
(OECD, 2009f). 
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APPENDIX 1.1 
A STYLISED MEDIUM-TERM SCENARIO 

The starting point of the 
medium-term scenario 
implies large macro 
imbalances 

A medium-term scenario has been constructed by extending the short-
term projections using a stylised framework underpinned by projections of 
potential output. It serves to illustrate a hypothetical unwinding of cyclical 
factors related to the current crisis assuming that output returns to potential, 
i.e. output gaps are closed, by the end of the scenario in 2017.31 The current 
set of short-term projections make this exercise more difficult than usual 
because the starting position, in 2011, for most countries is so far from 
macroeconomic equilibrium, particularly because of large output gaps. For 
this reason the horizon beyond the short-term projections has been extended 
to six years rather than the customary five. The assumptions underlying this 
scenario can be considered as optimistic: the crisis itself has no permanent 
adverse effect on the rate of growth of total factor productivity or potential 
output; output gaps are closed thanks to above-trend-growth despite 
significant fiscal consolidation; and most countries do not experience 
deflation despite continued negative output gaps over this period, and 
eventually experience a smooth return to targeted inflation by the end of the 
period. This is consistent with inflation expectations remaining fairly well 
anchored and with the operation of “speed-limit” effects which may put 
upwards pressure on inflation as the economy grows quickly even though 
substantial slack remains.  

The crisis has 
permanently reduced the 
level of potential output  

The crisis is assumed to reduce the level of potential output 
systematically across all OECD countries through two channels, as 
discussed in Chapter 4 of the June 2009 Economic Outlook.32 Firstly, a 
permanent rise in the cost of capital, which returns to the level that 
prevailed in the years prior to the credit boom preceding the crisis as a 
result of a normalisation of risk pricing. This permanently reduces the level 
of the capital-labour ratio and so (temporarily) reduces labour productivity 
growth. The magnitude of this effect is broadly similar across countries, 
typically reducing the level of potential output by about 2%, with some 
country variation due to differences in initial capital intensity.33 Secondly, 
 

                                                      
31 . The short-term projections reported in this Economic Outlook include new national accounts data for Japan 

for the third quarter of 2009. However, because the data were published close to the cut-off date, it was not 
possible to incorporate them in the medium-term projections reported in Tables 1.10-1.12. These are based 
on an estimated growth rate in the third quarter of 2009 of 2.2 % at an annual rate. 

32 . There are in addition some country-specific effects of the crisis on potential. Most notably, net immigration 
flows are reversed in Spain and Ireland which leads to a decline in the growth rate of the labour force and 
potential employment. 

33 . See Box 4.2 of the June 2009 Economic Outlook for details of these calculations. 
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 the large increases in unemployment rates, which virtually all OECD 
countries will experience, will induce hysteresis-type effects, which raise 
the structural unemployment rate. There is much wider cross-country 
variation in the magnitude of these hysteresis effects reflecting, inter alia, 
different structural policy settings; across the euro area they will reduce the 
level of potential output by around 1% by 2011, but by less than ¼ per cent 
for the United States and Japan (Table 1.10).34 The combined effect of the 
crisis on potential output operating both through the cost of capital channels 
and through reduced potential employment is estimated at its peak to lower 
OECD-wide potential output by just under 3%. There is, however, 
considerable cross-country variation with the (unweighted) average hit to 
potential output higher at 3½ per cent and for some countries, especially 
Ireland and Spain, considerably more than that. 

Potential growth recovers 
over the medium term… 

Much of the adjustment to the lower level of potential output takes 
place by 2011, driven by the collapse in investment,35 so that OECD-wide 
potential output growth is reduced from 2% per annum in the pre-crisis 
period to 1½ per cent over 2009-11 (Table 1.10). There is some recovery in 
the potential growth rate beyond this point, with OECD-wide annual 
potential growth recovering to 1¾ per cent per annum over the period 
2012-17.  

 

 

 
                                                      
34 . Previous historical experience suggests that unemployment in some countries, for example in Europe, is 

more vulnerable than in others, such as the United States, to a permanent increase in unemployment 
following a severe downturn. The magnitude of hysteresis-induced increases in structural unemployment is 
here projected on the basis of country-specific estimations linking changes in long-term unemployment to 
aggregate unemployment. This method is described in the previous OECD Economic Outlook, although 
there have been two modifications for the current projections. The first one aims at taking into account 
changes in labour and product market institutions that have likely reduced hysteresis effects over time by 
reducing the probability for the unemployed to fall into long-term unemployment. Recent empirical results 
show that in European countries where changes in the institutional settings have been the most pronounced, 
the share of additional unemployment that is transmitted into long-term unemployment could now be 
reduced by 15-25 percentage points compared with the response estimated over a sample period of a 
couple of decades. As a result, for a given increase in unemployment in the wake of the current crisis, the 
expected overall increase in structural unemployment is less than expected in the previous Economic 
Outlook. The second modification concerns the evolution of structural unemployment rates in the medium 
term: instead of assuming that they remain at a permanently high level (as in the previous Economic 
Outlook) it is now assumed that at least some of the increase is reversed. Based on experience following 
previous severe downturns and relative institutional settings two groups of countries have been identified. 
For the first group (which includes the United States, Japan, the United Kingdom, Switzerland and 
Luxembourg) structural unemployment rates are assumed to return to pre-crisis levels in 2017, while for all 
the other countries structural unemployment rates are assumed to decline more slowly so that two-thirds of 
the hysteresis-induced increase remains by 2017. 

35 . Much of this short-term collapse in investment is driven by accelerator-type effects, increased uncertainty 
and tighter availability of credit, which in principle are distinct from the longer-term adjustment of the 
capital stock due to higher capital costs. Possible costs of further adjustments within the capital stock are 
neglected. 
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Table 1.10.  Potential output over the medium-term
Annual averages, percentage points

Components of potential empl

Output 
gap

Potential 
GDP 

growth

Potential labour 
productivity 

growth (output 
per employee)

Potential
employment

 growth

Trend
participation 

rate

Working age 
population

2006- 2009- 2012- 2006- 2009- 2012- 2006- 2009- 2012- 2006- 2009- 2012- 2006- 2009- 2012- 2

2008 2011 2017 2008 2011 2017 2008 2011 2017 2008 2011 2017 2008 2011 2017

Australia -4.9    3.8 3.4 3.0 1.6 1.6 1.7 2.2 1.7 1.3 0.3 0.1 0.1 1.8 1.6 1.2 
Austria -4.2    2.0 1.8 1.7 1.2 1.0 1.4 0.8 0.8 0.4 0.5 0.4 0.3 0.3 0.5 0.1 
Belgium -6.6    2.5 2.0 0.6 1.4 1.2 0.7 1.1 0.8 -0.1 0.2 0.1 0.0 0.9 0.8 -0.1 
Canada -3.2    2.4 1.8 1.6 0.7 0.5 1.2 1.7 1.3 0.4 0.4 0.2 0.0 1.2 1.1 0.4 

Denmark -4.3    1.6 0.8 1.4 1.0 0.6 1.5 0.6 0.3 -0.1 0.2 0.0 0.0 0.3 0.3 -0.1 
Finland -6.3    3.2 1.3 2.1 2.3 1.6 2.6 0.9 -0.3 -0.5 0.4 0.1 0.1 0.4 -0.2 -0.6 
France -3.3    1.6 1.5 1.2 0.8 0.9 1.2 0.8 0.6 0.0 0.1 0.1 0.0 0.6 0.7 0.0 
Germany -1.8    1.1 0.8 1.3 0.7 0.7 1.3 0.4 0.1 -0.1 0.7 0.4 0.2 -0.5 -0.2 -0.3 

Greece -6.3    3.8 2.3 2.3 2.7 2.0 2.1 1.1 0.3 0.2 0.5 0.4 0.4 0.5 0.1 -0.2 
Iceland -7.6    5.2 0.5 1.5 1.9 0.7 1.2 3.2 -0.3 0.4 -0.2 -0.1 0.0 3.4 0.0 0.4 
Ireland -5.9    3.6 -1.1 2.0 1.2 -0.5 1.3 2.4 -0.7 0.7 0.0 -0.7 0.0 2.4 1.1 0.7 
Italy -3.9    0.9 0.3 1.2 -0.2 0.2 1.3 1.1 0.1 -0.1 0.4 0.4 0.2 0.5 0.0 -0.3 

Japan -1.7    0.6 0.5 0.9 1.0 0.8 1.7 -0.4 -0.4 -0.7 0.4 0.2 0.2 -0.8 -0.6 -0.9 
Mexico -5.4    2.2 2.2 2.9 0.2 0.5 1.2 1.9 1.8 1.7 0.1 0.1 0.1 1.8 1.7 1.5 
Netherlands -4.2    2.0 1.4 1.3 1.3 1.0 1.1 0.7 0.4 0.2 0.5 0.4 0.4 0.2 0.2 -0.2 
New Zealand -2.8    2.6 1.4 1.8 0.7 0.3 1.1 1.9 1.1 0.7 0.4 0.3 0.0 1.4 0.9 0.7 

Norway3 0.0    4.1 2.3 3.4 2.5 1.4 3.0 1.6 0.9 0.4 0.1 0.2 0.1 1.3 0.8 0.3 
Poland -0.5    4.7 4.0 2.7 2.3 2.9 3.4 2.3 1.0 -0.7 -0.3 -0.1 0.0 0.4 0.2 -0.7 
Portugal -2.4    0.8 0.4 1.0 0.4 0.4 1.0 0.3 0.0 0.0 0.3 0.1 0.0 0.1 0.1 0.0 
Spain -5.9    3.1 0.7 2.0 0.4 1.4 1.4 2.6 -0.7 0.6 0.9 0.5 0.1 1.7 0.2 0.4 

Sweden -4.6    2.9 1.5 2.2 2.1 1.5 2.2 0.8 0.0 0.0 -0.3 -0.3 -0.1 1.1 0.4 0.1 
Switzerland -3.5    2.2 2.2 2.0 0.9 1.2 1.5 1.3 0.9 0.4 0.2 0.2 0.1 1.0 0.8 0.3 
United Kingdom -5.5    2.3 1.5 2.1 1.5 1.3 1.9 0.8 0.2 0.2 0.0 0.0 0.0 0.8 0.4 0.2 
United States -2.8    2.3 1.6 2.2 1.6 1.0 1.5 0.7 0.6 0.6 -0.4 -0.6 -0.5 1.1 1.2 1.1 
Total of above Euro 
area

-3.7    1.7 1.0 1.4 0.7 0.8 1.3 1.0 0.1 0.1 0.5 0.3 0.2 0.4 0.2 -0.1 

Total of above OECD 
countries -3.1    2.0 1.4 1.8 1.2 1.0 1.6 0.8 0.4 0.3 0.0 -0.1 -0.1 0.7 0.6 0.4 

1.  Percentage point contributions to potential employment growth.
2.  Estimates of the structural rate of unemployment are from Gianella et al.  (2008), based on the concepts and methods described in OEC
3.  Excluding the oil sector.        
Source:  OECD Economic Outlook 86 database. 

2011

oyment1

Structural 
unemployment 2

006- 2009- 2012-

2008 2011 2017

0.1 -0.1 0.0 
0.0 -0.1 0.0 
0.0 -0.1 0.0 
0.1 -0.1 0.0 

0.1 0.0 0.0 
0.2 -0.2 0.0 
0.2 -0.1 0.0 
0.2 -0.1 0.0 

0.2 -0.2 0.0 
0.0 -0.2 0.0 
0.0 -1.1 0.1 
0.2 -0.3 0.0 

0.0 0.0 0.0 
0.0 0.0 0.0 
0.0 -0.2 0.0 
0.1 -0.1 0.0 

0.2 0.0 0.0 
2.3 0.9 0.0 

-0.1 -0.2 0.0 
0.1 -1.4 0.2 

0.1 -0.1 0.0 
0.0 -0.1 0.0 
0.0 -0.2 0.1 
0.0 -0.1 0.0 

0.1 -0.3 0.0 

0.1 -0.1 0.0 

D (2000).
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… but demographic 
factors suggest it will be 
lower than pre-crisis 
rates 

For the OECD in aggregate, as well as the majority of OECD 
countries, the growth rate of potential over the period 2012-17 is weaker 
than over the pre-crisis period. This mainly reflects demographic factors 
which were already in place prior to the crisis: there is weaker growth in the 
population of working age, mostly explained by ageing populations.36 
Differences in potential growth across the main OECD regions over this 
period -- United States, euro area and Japan having potential growth rates 
of 2, 1½ and 1% per annum, respectively -- are more than explained by 
such demographic factors. 

The medium-term 
scenario starts with 
output gaps that are very 
negative 

The output gap for the OECD area is expected to be (minus) 3¼ per 
cent at the end of the short-term projection period in 2011, with no country 
reporting a positive gap. To close the gap with potential, GDP will be 
growing rapidly, so OECD-wide growth is expected to average 2¾ per cent 
per annum to 2017 (this compares to growth of 2¼ per cent per annum over 
the period 2000-08) (Table 1.11). At the same time OECD-wide 
unemployment is assumed to fall gradually to an underlying structural rate 
of 6% of the labour force by 2017, although for the euro area it would only 
fall to 8½ per cent. World trade growth is projected to pick up over the 
medium term, with OECD trade volume growth of 7% per annum, 
reflecting the projected recovery in economic growth within the OECD 
combined with continued robust and trade-intensive growth in China and 
Dynamic Asia. 

For many countries 
fiscal consolidation is 
inevitable 

In 2011 fiscal deficits in most countries are very large, with a 
substantial component which is not explained by the cycle. In these 
circumstances, fiscal consolidation is inevitable for many countries, as 
already recognised by many governments which have announced plans for 
moving back towards more sustainable fiscal positions.  

The scale of action needs 
to be ambitious… 

Given the preliminary nature of many of the consolidation 
programmes announced so far, the medium-term scenario is not based on 
these announcements but on conventional assumptions concerning fiscal 
consolidation beyond 2011 (Table 1.12). Although there is some 
arbitrariness as to these assumptions, they nonetheless serve to illustrate the 
magnitude of the challenge that many countries face. Thus, those countries 
with a financial deficit of less 2½ per cent of GDP in 2011 are assumed to 
have no fiscal consolidation beyond that which follows automatically as a 
result of the closing of the initial output gap (as represented by a stable 
underlying primary fiscal balance after 2012). Those countries with a 
financial deficit of between 2½ and 6% in 2011 are assumed to have a 
progressive fiscal consolidation, by which the underlying primary balance 
is strengthened by an additional 1 percentage point of GDP for three years. 
Finally, those countries with a financial deficit of more than 6% of GDP in 
2011 are also assumed to have a progressive fiscal consolidation of 
 

                                                      
36 . These projections do not build in an explicit adjustment for lower growth in the trend participation rate 

resulting from the crisis, although there is some evidence of such an effect following previous severe 
downturns among OECD countries. 
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Table 1.11.  Macroeconomic summary of the stylised medium-term scenario
Per cent

Real GDP         Inflation        Unemployment     
    growth             rate1         rate2        in

2011-2017 2011 2017 2011 2017 2011

Australia 3.9        1.8       2.5       6.2       5.3       5.9      
Austria 2.5        1.0       2.0       7.3       5.5       4.5      
Belgium 1.8        0.9       2.0       9.2       8.4       4.5      
Canada 2.2        0.9       2.1       8.1       6.6       4.3      
Czech Republic 4.1        2.1       2.1       7.9       6.5       4.8      

Denmark 2.1        1.4       2.0       6.2       4.4       4.1      
Finland 3.2        1.4       2.0       9.7       7.8       4.5      
France 1.8        0.6       2.0       10.1       8.5       4.7      
Germany 1.6        0.8       2.0       9.7       8.6       4.4      
Greece 3.6        1.6       2.0       10.4       9.3       6.1      

Hungary 4.7        4.6       2.1       9.3       7.0       7.7      
Iceland 2.9        2.5       2.8       6.4       3.2       7.3      
Ireland 3.1        0.4       2.1       13.8       7.4       5.1      
Italy 1.9        1.1       2.0       8.7       7.1       4.9      
Japan 1.2        -0.8       1.1       5.4       4.1       2.5      

Korea 4.5        3.0       3.0       3.4       3.5       6.0      
Luxembourg 5.0        1.8       2.0       7.5       4.1       4.7      
Mexico 3.8        4.8       3.2       5.9       3.2       6.7      
Netherlands 2.0        0.7       2.0       5.5       4.0       4.5      
New Zealand 2.3        1.4       2.1       6.6       4.2       6.7      

Norway 3.5        2.2       2.1       3.5       3.4       5.2      
Poland 2.8        1.8       2.1       9.6       10.1       6.1      
Portugal 1.4        1.0       2.0       9.9       7.4       4.7      
Slovak Republic 4.9        2.4       2.9       12.5       11.6       5.2      
Spain 3.0        -0.1       2.0       19.0       12.2       4.8      

Sweden 3.0        2.0       2.0       10.1       7.3       4.5      
Switzerland 2.8        0.4       1.1       4.8       3.8       3.3      
Turkey 6.7        5.4       4.6       15.0       8.8       8.4      
United Kingdom 3.1        0.6       2.1       9.5       5.5       4.8      
United States 2.6        1.2       2.0       9.1       5.0       4.7      

Euro area 2.1        0.8       2.0       10.8       8.5       4.7      
Total OECD 2.6        1.2       2.0       8.8       6.0       4.7      

Note:  For further details see OECD Economic Outlook  Sources and Methods (http://www.oecd.org/eco/sources-and-methods).          
1.  Percentage change from the previous period in the private consumption deflator.  
2.  Per cent of labour force.   
3.  Including oil-sector.              
Source:  OECD Economic Outlook 86 database. 
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 1 percentage point of GDP each year, but for six years. The consolidation 
that these latter countries face is daunting -- even if the consolidation 
assumption is necessarily stylised and the threshold chosen somewhat 
arbitrary. 
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Table 1.12.  Fiscal trends based on a stylised consolidation
As a percentage of nominal GDP

Financial Net financial Gross finan
 balances1  liabilities2  liabil

2007 2011 2017 2007 2011 2017 2007 2011

No consolidation
Norway 17.7    10.9    5.2    -142    -146    -142    58    61
Korea 4.7    1.1    1.2    -36    -33    -28    26    41
Switzerland 1.6    -1.3    -0.1    11    12    12    47    45
Sweden 3.8    -2.0    -1.0    -25    -11    -2    48    58
Three years of consolidation

Australia 1.8    -2.6    2.0    -7    2    -1    15    23
Luxembourg 3.7    -3.6    -0.2    -44    -32    -17    11    31
Hungary -5.0    -3.7    -0.3    53    63    53    72    91
New Zealand 5.0    -3.9    1.1    -13    -6    -4    26    36

Denmark 4.5    -4.0    3.6    -4    6    -4    32    53
Canada 1.6    -4.5    0.6    23    36    30    65    89
Germany 0.2    -4.6    0.1    43    58    52    65    85
Slovak Republic -1.9    -5.0    0.8    -1    17    13    32    48

Czech Republic -0.7    -5.0    -0.2    -8    10    12    38    60
Italy -1.5    -5.1    0.5    87    103    88    112    13
Finland 5.2    -5.1    -0.1    -71    -39    -23    41    63
Belgium -0.2    -5.2    1.5    73    89    71    88    10

Netherlands 0.2    -5.3    0.6    28    41    37    52    82
Austria -0.7    -5.8    -0.3    31    47    46    62    82
Iceland 5.5    -5.8    -2.3    -1    47    55    54    14
Six years of consolidation

Poland -1.9    -6.8    -1.5    17    38    47    52    66
Portugal -2.7    -7.8    -1.4    44    69    78    71    97
Spain 1.9    -7.7    1.0    19    49    49    42    74
France -2.7    -8.0    -0.3    34    67    72    70    99

United States -2.8    -9.4    -3.6    42    72    87    62    10
Greece -3.9    -10.0    -1.4    70    101    98    104    13
Japan -2.5    -9.5    -3.4    80    113    131    167    20
Ireland 0.2    -11.6    -5.2    0    49    79    28    93
United Kingdom -2.7    -12.5    -5.3    29    70    95    47    94

Euro area -0.6    -6.2    0.2    43    63    61    71    93
Total OECD -1.3    -7.6    -1.9    39    64    73    73    10

Note:  For further details see OECD Economic Outlook  Sources and Methods (http://www.oecd.org/eco/sources-and-methods).
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government fiscal surplus (+) or deficit (-) as a percentage of GDP.    
2.  

3.  

Source:  OECD Economic Outlook 86 database. 

The scale of fiscal consolidation is assumed to be dependent on the initial financial balance. 
Those countries with a financial deficit of less than 2½ per cent of GDP in 2011 are assumed to have no additional fiscal consolidation. 
Those countries, with a financial deficit of more than 6% of GDP in 2011 are assumed to have a progressive additional fiscal consolidati
percentage point of GDP (as reflected in an improvement in the underlying primary balance) each year from 2012, lasting six years  
Finally all other countries, namely those with a financial deficit of more than 2½ but less than 6% of GDP in 2011, are assumed to ha
additional fiscal consolidation of 1 percentage point of GDP each year from 2012, lasting three years. 
No attempt has been made to incorporate any official medium-term fiscal consolidation plans beyond 2011.

Includes all financial liabilities minus financial assets, as defined by the System of National Accounts (where data availability permits)
general government sector, which is  a consolidation of central government, state and local government and the social security sector.  
Includes all financial liabilities, as defined by the System of National Accounts (where data availability permits) and covers the general 
sector, which is  a consolidation of central government, state and local government and the social security sector. The definition of gros
the Maastricht definition used to assess EU fiscal positions.
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… but is not 
unprecedented 

The scale of the assumed fiscal consolidations judged by historical 
experience, is ambitious but not unprecedented. Of the 85 fiscal 
consolidation episodes among 24 OECD countries identified by Guichard 
et al. (2007), 34 lasted for at least three years including seven lasting for at 
least six years. 39 episodes involved an improvement of the underlying 
primary balance by at least 3% of potential GDP, including twelve episodes 
involving an improvement of the underlying primary balance by at least 6% 
of potential GDP. There is less precedence for more sustained 
consolidation, with only three episodes lasting for at least six years and 
involving an average effort of 1% point per year; two took place in Sweden 
after the second oil shock and then the banking crisis of the early 1990s and 
one in the United Kingdom in the mid-1990s. 

Fiscal projections err on 
the optimistic side 

The fiscal projections do not take into account either initial implicit 
debt levels or the fiscal implications of ageing populations.37 It is assumed 
that there are no further losses to government balance sheets as a result of 
asset purchases or guarantees made in dealing with the financial crisis. 
Likewise, effects on public budgets from population ageing and continued 
upward pressures on health spending are not explicitly included or, put 
differently, implicitly assumed to be offset by other budgetary measures. 
Moreover, for the purpose of the medium-term projections, all effects of 
fiscal tightening on potential output and aggregate demand are effectively 
assumed away. 

Ambitious consolidation 
would contain the 
increase in debt levels 

Under these assumptions fiscal consolidation as described would be 
sufficient to return budgets to surplus or at least move a substantial part of 
the way. Moreover, all countries would be running a surplus on the primary 
balance (the fiscal balance excluding net interest receipts) by 2017. OECD-
wide gross government debt would rise from 73% of GDP in 2007 to 113% 
of GDP. However, most of this increase would already have taken place by 
2011, so that the ambitious fiscal consolidation outlined here would be 
sufficient to contain any further increase in OECD-wide debt during the 
recovery period. However, the increase in debt to GDP ratio relative to the 
pre-crisis period is more than 50% in some of the largest countries, 
including the United States and the United Kingdom as well as in smaller 
countries such as Ireland and Iceland. More typical is the median response 
of an increase in gross debt by 20% of GDP compared to pre-crisis levels, 
consistent with no increase relative to 2011 levels. 

 

                                                      
37 . In those countries, where the usual cyclical rebound in corporate taxes from their depressed level in 2011 

leaves them well still below historical norms, corporate taxes have been boosted to ensure that by 2017 the 
corporate tax-to-GDP ratio has at least reached the average experienced over the period 1998-2008.  
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Table 1.13a.  Medium-Term Fiscal Consolidation Plans

Consolidation
 Goal

Type of 
Commitment

Time period Path

Australia Return fiscal balance. 
to surplus.     

Medium-Term 
Budget Plan.

Depends on the future 
trajectory of growth. The 
November 2009 Mid-Year 
Economic and Fiscal Oulook 
expects a return to surplus  in 
2015-16.

Austria Increase  the cyclically-adjusted 
primary balance from
 -0.7% of GDP in 2010 to 
 0.2% in 2013.

Numerical projection in the 
Austrian EU Stability 
Programme. No details on how 
this will be achieved.

2009-13 The bigges
expected in
(0.6 % of GD

Belgium Stabilise the budget deficit at 
-5.5% of GDP in 2011 as a first step 
to bring the deficit below 3% of 
GDP by end 2013 and to balance 
the budget in 2015.

Path until 2011 is fixed in the 
2010-2011 budget. Path for 
2012-2015 is fixed in the 
complement of the 2009 
Belgium EU Stability 
Programme.

2009-15 Effort of 0.5%
1% in 2011 a
2012-2015.

Canada Return to fiscal surplus. Published in the September 
2009 Update of Economic and 
Fiscal projections.

Fiscal balanc
GDP in 2

Czech 
Republic

General government deficit around 
5.3% GDP in 2010, 
5.6% in 2011 
and 5.4% in 2012. 

Medium-term expenditure 
framework (MTEF) legislative 
Act and parliament resolution; 
Legislated Consolidation 
Package (CP).

2010-12 MTEF expendi
2010: 1295b
2011: 1160b
2012: 1197b

Denmark In 2010, the budget balance should 
be 0.75-1.75% of GDP when 
adjusted for cyclical and other 
temporary factors. From 2011 to 
2015, there should be balance or 
surplus.

2010-15

France Bring fiscal deficit to 
5% of GDP in 2013. 
Big loan of unspecified amount to 
finance extra public spending in 
2010.              

Budget proposal relying on 
projected GDP growth of 2.5% 
per year from 2011. No detail 
on how consolidation will be 
achieved.

2010-13 Deficit reduct
1 ½ % of GD
1% per year 20

Germany Limits for cyclically- adjusted 
deficits: 0.35 % of GDP for the 
federation from 2016 onwards, 
balance for the states from 2020 
onwards.      

Constitutional
 amendment.   

2011-16 Federal government, 
2011-20 States.

From 2011 onw
in equal steps 
to reach target
by 2016 a
respectively

Hungary Reduce deficit 
from 3.8% in 2010 
to 2.2% in 2013.      

Legislated fiscal rule. 
The magnitude of the decline is 
planned. 

2010-13. 3 year rolling plan 
thereafter.

No details for 2

Source:  OECD.                        

 to target

t consolidation is 
 2013 
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Table 1.13b.  Medium-Term Fiscal Consolidation Plans

Change in 
fiscal rule

   Level of 
government

Spending Revenue

Federal 
government.       

Hold real growth in spending to 2% per 
annum once economic growth is 
above trend (assumed to be 3% real 
GDP growth) until the budget returns 
to surplus.

Mainly central  
government.      

Until 2012: 65% of 
the effort by central 
government and 35% 
by regional and local 
governments.

Average annual real growth of primary 
expenditure of federal government of 
0.4% over 2009-2011; slower spending 
in health care sector yielding total 
saving of 0.26% of GDP. 

 Environmental taxes of 0.17% of GDP,
contributions of financial & energy sector 
(0.24% of GDP), 
social & fiscal fraud (0.12% of GDP).

Federal 
government.       

Restraint on direct programme 
spending as required to achieve 
budget surplus.

Raise employment insurance contribution
rates, starting in 2011, consistent with the
self financing nature of the programme.   

Central  
government.        

CP: Reduce current spending, 4% 
wage decrease in the public 
administration. Lower child allowance, 
maternity leave and sickness benefits, 
no indexation of pensions in 2010, 
lower unemployment benefits.

CP: Increase both standard and reduced 
VAT rates by 1% of GDP, increase taxes 
on tobacco, beverages and mineral oil. 
Double some property tax rates. Higher 
cap on income subject to social security 
contributions  (SSC) (6x average wage); 
cancellation of SSC reduction for 
employers; further decrease of SSC rate 
postponed to 2011.   

Public consumption can grow no more 
than 1% annually in 2009-12 and ¾ 
per cent annually in 2013-15.

Central government. Hold real growth in public spending to 
1% per year.

Replacement of the 
golden rule by cyclically-
adjusted deficit limit.       

Federal government 
and states.      

Introduction of fiscal rule 
from 1 January 2010 that 
limits the growth in real 
primary spending to half of 
the growth rate in real 
GDP. Debt is required to 
be lower in the 3rd year of 
the rolling plan than in the 
2nd year and the year 
before the plan.

Central  
government.        

Source:  OECD.                        

Australia

Austria

Belgium

 
 
  

Canada

Czech 
Republic

Denmark

France

Germany

Hungary
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Table 1.13c.  Medium-Term Fiscal Consolidation Plans (cont'd)

Consolidation
 Goal

Type of 
Commitment

Time period Path

Iceland Achieve a primary surplus in 
2011, an overall surplus in 2013 
and reduce central government 
gross debt to below 60% of GDP.

The primary surplus and 
overall surplus objectives are 
specified in the IMF Stand-By 
Arrangement.        

2009-13 Primary bal
GDP of -7.7,
in the years fr
2009 to 2013

Ireland Bring the general government 
deficit below 3 % of GDP by 
2013. 

Announced as part 
of the April 2009 
Supplementary Budget.    

2009-13 From 2009 to
annual taxati
expenditure m
specific budg
from 2009-20
total consolid
2.2% of GDP
addtional 2%
The announc
2010-2013 add
2009 GDP con
measures alr
implemented

Italy Increase the actual primary 
surplus by 4 percentage points of 
GDP (compared with 2009) by 
2013 (reduce actual deficit by 3 
percentage points of GDP).         

Medium-term 
budget plan.         

2010-13 Broadly equa
steps.      

Korea Return to fiscal balance 
(excluding social security surplus) 
by 2013-2014.

Medium-term budget plan. 2009-2013 Fiscal balanc
of -5.0, -2.9,
in 2009 to 20

Mexico Deficit goal for 
2010: -0.75% of GDP;
2012:  balanced budget.

Budget 
adopted 
by Congress

2010-12 2010 -0.75%
2011 -0.3%; 
2012 0%.       

Netherlands 0.5% of GDP structural 
improvement annually, growth 
dependant.     

2010 Budget.  2011 onwards, exact timing of 
the measures is not decided 
(aside from the withdrawal of 
the stimulus package which is 
to yield 0.5% of GDP structural 
improvement in 2011).     

0.5% of GDP
year if growth
0.5%, smalle
between -0.5

New Zealand Ensure net debt remains below 
40% of GDP and above 30% no 
later than early 2020's.    

2009 Budget 
(Fiscal Strategy Report).  

2009-13 Deficit starts
shrink in 20
(after expirati

Poland Limit the debt-to-GDP
ratio at 60%.

Constitutional.    A two-year consolidation plan 
expected for the second half of 
November 2009.    

Source:  OECD.                        
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Table 1.13d.  Medium-Term Fiscal Consolidation Plans (cont'd)

Change in 
fiscal rule

Level of 
government

Spending Revenue

The programme 
concerns central 
government. 
However, 
local governments 
have committed to 
achieve a balanced 
budget position 
by 2013.  

Approximately equal contributions to 
consolidation from cuts in primary 
expenditure and increases in taxes. 
Expenditure cuts concern most 
categories, including transfers to 
households. Government 
departments have been instructed  to 
cut low priority expenditures the most. 

Increases in personal income taxes, 
social security contributions and in 
VAT comprise the bulk of the tax 
increases. The corporate tax rate may
be increased from 18% to rates typica
in other European countries.  

Reduce current expenditure (0.9% of 
GDP in 2010 and an additional 0.9% 
of GDP in 2011) and capital 
expenditure (0.4% of GDP in 2010 
and an additional 0.6% of GDP in 
2011). The idenfitied taxation 
increases are a maximum that will be 
implemented
 

  

Increase taxes by 1% of GDP in 2010 
and an additional 0.9% of GDP in 
2011. The identified expenditure 
reductions are a minimum. 
 

  

Central government,
including rules 
on transfers to 
sub-national 
governments.       

Reduce overall current spending as 
share of GDP. Greater than 10% 
nominal cut in investment spending in 
2010 (approximately reversing the 
increase in 2009).          

Reduce overall revenues 
as share of GDP.       

Central government

Federal 
government.         

Cut spending 
by 0.4% of GDP.           

Temporary increase in income taxes. 
Increase in VAT rate (1 percentage 
point). Increase in beer and tobacco 
excise taxes, introduction of excise 
tax on telecommunications services 
(excluding internet services). 

All levels but mainly 
central government.    

Cuts in public administration costs of 
about 0.2% of GDP. Healthcare cost 
cuts of about 0.4% of GDP. Increase 
of pension age (from 65 to 67) 
estimated to eventually yield a 
structural improvement of 0.7% of 
GDP (full effect only by 2026). 

Capping mortgage interest 
deductibility for high-priced homes to 
eventually yield 0.3% of GDP.     

Switch to net debt  
indicator;  suspend 
contributions to NZ 
Super Fund.       

Central  
government.

Permanent reductions in the operating 
allowance for future budgets 
(additions to existing spending 
baseline) will hold real government 
consumption growth to 1.5% per year 
over the next 5 years, compared with 
4-5% per year over the past 5 years.

Personal income tax cuts scheduled 
for 2010 and 2011 have been delayed
(until affordable).      

Source:  OECD.                        
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Iceland

Ireland

Italy

Korea

Mexico

Netherlands

 
New Zealand

Poland
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Table 1.13e.  Medium-Term Fiscal Consolidation Plans (cont'd)

Consolidation
 Goal

Type of 
Commitment

Time period Path

Spain Reduce the general government 
deficit to 3% of GDP by the date 
required by the European Union 
(expected to be 2013).

Central government financial 
plan. Details will be presented 
to parliament as required by 
law.

2010-12

Slovak 
Republic

Reduce general government 
deficit to 3% in 2012.      

Budget plan for 2010-2012. 2010-12 Deficit of 5.5%
and 4.2% of 
2011.

Sweden General surplus of 1% over the 
business cycle. Balanced budget 
requirement for local 
governments (a deficit in one 
year has to be offset within three 
years).

Decision by parliament, stated 
in budget bills.

Ongoing Takes accou
lending since
net lending 7
moving aver
expenditure c
categories.

Switzerland Expenditure consolidation in line 
with the debt brake rule 
(aims to keep the federal 
structural balance around zero 
while allowing for cyclical 
developments )

Federal government decision, 
based on budget plan 2011-
2013 from August 2009.

2011-2013

Turkey Reduce general government 
fiscal deficit from 6.6% of GDP in 
2009 to 2.7% in 2012.     

Government Medium-Term
Programme published in 
September 2009  

Reduce the s
in GDP by ab
and 2012, t
achieved by

United 
Kingdom

Consolidation equivalent to 1 1/3 
per cent of GDP annually 
2010/11-2013/14 foreseen.

Annual Budget reports.          2010-14

United States Reduce deficit to 4 per cent by 
2015 and hold it steady 
thereafter.

Administration budget 
projections.

2009-2019 Deficits decli
than 11% in
percent in 20
2012. 

Source:  OECD.                        

 to target
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Table 1.13f.  Medium-Term Fiscal Consolidation Plans (cont'd)

Change in 
fiscal rule

Level of 
government

Spending Revenue

The central 
government to 
propose an 
agreement with 
regional and local 
governments to 
encourage spending 
restraint.

Central government: Crisis-related 
budgetary stimulus will be gradually 
withdrawn.Central government 
spending growth will be cut by 3.9% 
overall in 2010 according to the 
budget proposal, with non-priority 
spending   cut by 5.4% and social 
spending programmes exempt from 
cuts. 

Tax increases, notably a 2 point 
increase in the standard VAT rate and 
a 1 point increase in the reduced VAT 
rate, are expected to generate 1% of 
GDP worth of revenue per year from 
2010 onwards. Continued measures 
to fight tax fraud.

Central  
government.          

Expenditure cut of EUR 787 million in 
2010.

Central and local
government.      

Federal 
government

Spending cuts of about 0.3% of GDP 
per year, federal level.

New fiscal rule 
will be announced 
in 2010.

General 
government.         

Fiscal rules suspended 
and replaced with 
temporary operating rule. 
Plans to introduce legal 
requirement that deficit is 
reduced year on year.

Central  
government

Reduced government investment 
share of GDP.

Increase excise taxes, increase 
income tax rate, raise social security 
contribution, increase fuel duty, 
reversal of temporary VAT cut and 
reform pension tax relief.

Federal 
government.       

Let the 2001 and 2003 tax cuts for 
households with incomes 
over $250000 expire. 

Source:  OECD.                        

Spain

Slovak 
Republic

Sweden

Switzerland

Turkey

United 
Kingdom

United 
States
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Real GDP

Percentage changes from previous year

Fourth
2008 2009

Australia 3.2  3.1  2.6  4.2  2.3  0.8  2.4  3.5  0.6  1.7  
Austria 2.6  2.9  3.4  3.4  1.9  -3.8  0.9  2.2  -0.1  -2.9  
Bel

 quarter
2010 2011

3.0  3.7  
1.5  2.5  

gium 3.1  2.0  2.8  2.8  0.8  -3.1  0.8  1.7  -1.5  -1.1  
Canada 3.1  3.0  2.9  2.5  0.4  -2.7  2.0  3.0  -1.0  -1.7  
Czech Republic 4.3  6.4  7.0  6.1  2.6  -4.4  2.0  2.8  0.5  -3.1  

Denmark 2.3  2.4  3.3  1.6  -1.2  -4.5  1.3  1.8  -3.7  -2.3  
Finland 3.7  3.0  4.9  4.1  0.8  -6.9  0.4  2.4  -3.0  -4.5  
France 2.3  1.9  2.4  2.3  0.3  -2.3  1.4  1.7  -1.7  -0.5  
Germany 0.7  0.9  3.4  2.6  1.0  -4.9  1.4  1.9  -1.8  -2.2  
Greece 4.6  2.2  4.5  4.5  2.0  -1.1  -0.7  1.6  0.8  -1.2  

Hungary 4.9  3.5  4.0  1.0  0.6  -6.9  -1.0  3.1  -1.9  -6.8  
Iceland 7.7  7.5  4.3  5.6  1.3  -7.0  -2.1  2.6  1.6  -10.7  
Ireland 4.6  6.2  5.4  6.0  -3.0  -7.5  -2.3  1.0  -8.0  -4.3  
Italy 1.4  0.8  2.1  1.5  -1.0  -4.8  1.1  1.5  -2.9  -2.5  
Japan 2.7  1.9  2.0  2.3  -0.7  -5.3  1.8  2.0  -4.4  -1.1  

Korea 4.6  4.0  5.2  5.1  2.2  0.1  4.4  4.2  -3.4  6.8  
Luxembour

0.8  2.0  
2.7  3.3  
1.9  3.4  

1.7  1.9  
0.7  3.7  
1.4  2.0  
1.5  2.2  

-0.1  2.3  

1.8  3.7  
0.9  3.3  

-1.0  1.9  
1.2  1.7  
1.4  2.2  

2.8  4.7  
g 4.4  5.4  5.5  6.5  0.0  -3.9  2.4  3.4  ..   ..   

Mexico 4.0  3.2  5.1  3.3  1.4  -8.0  2.7  3.9  -1.7  -5.6  
Netherlands 2.2  2.0  3.4  3.6  2.0  -4.3  0.7  2.0  -0.8  -3.4  
New Zealand 4.4  2.8  2.7  2.9  -1.1  -0.7  1.5  2.7  -2.1  0.5  

Norway 3.9  2.7  2.3  3.1  2.1  -1.4  1.3  3.2  0.6  -1.3  
Poland 5.3  3.6  6.2  6.8  5.0  1.4  2.5  3.1  2.7  1.9 
Portu

..   ..   
3.5  4.1  
1.3  2.3  
1.8  3.2  

2.0  3.9  
 2.7  3.3  

gal 1.5  0.9  1.4  1.9  0.0  -2.8  0.8  1.5  -2.0  -0.8  
Slovak Republic 5.2  6.5  8.5  10.4  6.4  -5.8  2.0  4.2  2.4  -7.2  
Spain 3.3  3.6  4.0  3.6  0.9  -3.6  -0.3  0.9  -1.2  -3.0  

Sweden 3.5  3.3  4.5  2.7  -0.4  -4.7  2.0  3.0  -5.1  0.0  
Switzerland 2.5  2.6  3.6  3.6  1.8  -1.9  0.9  1.9  -0.2  -1.5  
Turkey 9.4  8.4  6.9  4.7  0.9  -6.5  3.7  4.6  ..   ..   
United Kingdom 3.0  2.2  2.9  2.6  0.6  -4.7  1.2  2.2  -2.0  -2.9  
United States 3.6  3.1  2.7  2.1  0.4  -2.5  2.5  2.8  -1.9  -0.3  

Euro area 1.9  1.8  3.1  2.7  0.5  -4.0  0.9  1.7  -1.8  -2.1  
Total OECD 3.2  2.7  3.1  2.7  0.6  -3.5  1.9  2.5  -2.1  -1.0  

Note:  These numbers are working-day adjusted and hence may differ from the basis used for official projections. 
Source:  OECD Economic Outlook 86 database. 

2008  2009  2010  2011  2004  2005  2006  2007  

0.8  2.1  
1.4  5.6  
0.4  1.2  

2.1  3.6  
1.8  2.0  
..   ..   

1.9  2.5  
2.5  3.0  

1.2  2.0  
2.1  2.8  
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Real private consumption expenditure
Percentage changes from previous year

Fourth
2008 2009

Australia 5.9  3.0  3.2  4.4  2.6  1.5  1.5  2.8  0.9  1.8  
Austria 1.8  2.0  1.9  0.9  0.6  0.7  0.8  1.7  0.4  0.9  
Belgium 1.5  1.2  1.8  1.6  1.0  -1.7  0.6  1.4  -0.3  -0.8  
Canada 3.3  3.7  4.1  4.6  3.0  -0.1  2.3  3.0  0.2  1.2  
Czech Republic 3.0  2.5  5.2  4.9  3.4  1.2  -0.7  1.6  3.5  0.3  

Denmark 4.7  3.8  4.4  2.4  -0.2  -4.8  1.6  2.4  -5.0  -1.2  
Finland 2.7  3.7  4.2  3.3  1.5  -2.8  0.2  1.8  -0.6  -2.1  
France 2.3  2.5  2.6  2.4  1.0  0.6  0.3  1.5  0.2  0.5  
Germany -0.2  0.4  1.4  -0.3  0.2  0.8  -0.5  0.6  -0.3  1.0  
Greece 3.6  4.6  5.3  3.3  2.3  -1.4  -0.4  1.4  1.0  -2.0  

Hungary 3.1  3.2  1.7  0.4  -0.5  -7.8  -5.3  1.2  -3.4  -9.3  
Iceland 7.0  12.7  3.6  5.6  -7.8  -16.5  -5.5  0.3  -22.6  -6.4  
Ireland 3.5  6.6  6.4  5.6  -0.7  -7.5  -2.2  -1.4  -3.6  -6.1  
Italy 0.8  1.2  1.3  1.2  -0.9  -1.9  0.7  1.1  -1.5  -1.0  
Japan 1.6  1.3  1.5  0.7  0.6  -0.7  1.2  1.2  -0.3  0.7  

Korea 0.3  4.6  4.7  5.1  0.9  0.2  2.9  3.2  -3.8  5.6  
Luxembourg 2.2  2.5  2.7  2.8  3.9  -0.3  1.0  2.3  ..   ..   
Mexico 5.6  4.8  5.7  3.9  1.6  -8.0  1.8  3.3  -1.4  -5.2  
Netherlands 1.0  1.0  -0.3  1.7  1.3  -2.6  0.1  1.7  0.1  -2.8  
New Zealand 5.8  4.9  2.6  4.1  -0.1  -1.0  1.8  2.5  -1.1  -0.3  

Norway 5.6  4.0  4.8  6.0  1.4  0.0  4.4  4.5  -1.7  3.0  
Poland 4.7  2.1  5.0  4.9  5.9  3.2  1.4  1.4  6.0  1.8 
Portu

 quarter
2010 2011

1.9  3.2  
1.0  2.2  
0.9  1.7  
2.5  3.3  

-0.4  2.7  

1.6  3.0  
1.1  2.3  
0.7  1.8  

-0.3  0.9  
0.8  1.6  

-1.7  3.0  
-3.6  2.2  
-2.3  -0.6  
1.1  1.1  
0.8  1.5  

2.3  3.5  
..   ..   

3.0  3.4  
0.8  2.3  
2.3  2.7  

4.2  4.8  
 1.5  1.3  

gal 2.5  2.0  1.9  1.6  1.7  -1.0  0.6  0.9  1.1  -0.7  
Slovak Republic 4.6  6.5  5.8  7.0  6.1  -1.0  0.8  4.0  5.3  -2.4  
Spain 4.2  4.2  3.8  3.6  -0.6  -5.1  -1.1  0.6  -3.3  -4.4  

Sweden 2.3  2.7  2.5  3.1  -0.4  -1.2  1.7  2.4  -2.6  0.2  
Switzerland 1.6  1.7  1.6  2.4  1.7  1.2  1.2  1.4  0.7  1.7  
Turke

0.2  1.4  
1.3  5.3  

-0.1  0.8  

2.3  2.5  
1.0  1.7  

y 11.0  7.9  4.6  5.5  -0.1  -3.3  2.7  4.6  ..   ..   
United Kingdom 3.1  2.2  1.5  2.1  1.2  -3.0  -0.2  2.0  -0.5  -2.1  
United States 3.5  3.4  2.9  2.7  -0.2  -0.6  1.3  2.4  -1.8  0.9  

Euro area 1.5  1.9  2.1  1.6  0.3  -1.0  0.0  1.1  -0.7  -0.7  
Total OECD 2.9  2.8  2.7  2.5  0.5  -1.1  1.0  2.0  -1.1  0.1  

Note:  These numbers are working-day adjusted and hence may differ from the basis used for official projections. 
Source:  OECD Economic Outlook 86 database. 

2010  2011  2004  2005  2006  2007  2008  2009  

..   ..   
0.6  2.3  
1.6  2.8  

0.4  1.3  
1.3  2.3  
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Real total gross fixed capital formation
Percentage changes from previous year

Fourth
2008 2009

Australia 6.9  8.7  4.8  9.5  9.6  -3.1  2.9  5.9  8.6  -4.6  
Austria 1.9  2.0  2.3  2.7  -0.6  -6.5  0.1  3.7  -3.3  -5.2  
Bel

 quarter
2010 2011

5.0  6.0  
2.1  4.3  

gium 7.5  7.7  2.7  5.7  3.8  -3.8  -1.4  3.0  0.1  -4.0  
Canada 7.8  9.3  6.9  3.7  0.9  -8.7  4.4  4.5  -3.7  -4.2  
Czech Republic 3.9  1.8  6.0  10.8  -1.1  -7.3  1.0  4.5  -3.5  -5.7  

Denmark 3.9  4.7  13.5  3.1  -5.1  -12.4  -4.9  3.2  -11.1  -12.0  
Finland 3.5  3.5  4.8  8.6  0.4  -11.8  -4.4  4.9  -4.4  -14.3  
France 3.3  4.5  4.4  6.5  0.4  -6.8  -0.3  3.1  -4.1  -5.1  
Germany -1.3  1.1  8.6  5.3  2.3  -8.7  1.3  1.3  -1.4  -6.7  
Greece 1.4  -4.5  9.8  4.6  -7.4  -15.5  -6.3  4.6  ..   ..   

Hungary 7.9  5.7  -3.6  1.6  0.4  -6.6  0.2  4.1  -0.7  -11.2  
Iceland 28.1  35.7  21.6  -12.2  -20.4  -47.4  -6.9  18.1  -22.4  -44.1  
Ireland 9.6  14.8  3.8  2.1  -15.6  -28.9  -16.7  0.5  -26.0  -23.6  
Italy 1.5  1.4  3.2  1.6  -2.9  -12.6  0.6  4.0  -8.8  -7.9  
Japan 1.4  3.1  0.5  0.8  -5.0  -12.8  -0.8  4.4  -7.7  -9.5  

Korea 2.1  1.9  3.4  4.2  -1.7  -1.7  3.6  4.9  -7.9  5.1  
Luxembourg 2.6  2.4  4.6  12.6  -0.1  -11.5  -1.8  5.1  ..   ..   
Mexico 7.9  7.4  9.9  7.2  5.0  -11.9  1.3  5.9  0.4  -10.0  
Netherlands -1.6  3.7  7.5  4.8  4.9  -11.4  -1.8  2.7  -1.2  -9.4  
New Zealand 13.4  3.5  -0.4  4.9  -5.2  -11.2  8.9  10.4  -14.2  -0.6  

Norway 10.2  13.3  11.7  8.4  3.9  -3.9  0.4  5.3  -1.1  -4.7  
Poland 6.4  6.5  14.9  17.2  8.2  -1.5  2.3  10.2  3.8  -2.3  
Portu

0.1  4.3  
4.2  4.8  
3.0  5.0  

0.9  4.3  
1.5  5.9  
1.4  4.1  
1.7  2.0  

..   ..   

9.0  2.0  
-2.2  26.1  
-9.7  5.5  
2.3  4.8  
2.2  4.7  

3.5  4.9  
..   ..   

4.0  6.4  
1.1  3.3  
9.1  11.0  

0.8  8.5  
5.6  12.4  

gal 0.2  -0.9  -0.7  3.1  -0.7  -13.6  0.4  2.9  -7.9  -9.2  
Slovak Republic 4.8  17.6  9.3  8.7  6.8  -11.8  2.1  6.9  0.5  -10.6  
Spain 5.1  7.0  7.2  4.6  -4.4  -15.3  -5.3  -0.8  -10.9  -12.9  

Sweden 5.1  8.9  9.4  7.7  2.4  -17.0  -2.0  5.5  -0.6  -17.2  
Switzerland 4.5  3.8  4.7  5.2  0.4  -2.9  1.1  2.1  -2.1  -0.6  
Turke

0.7  4.9  
6.1  7.0  

-3.3  1.0  

-0.6  8.7  
1.7  2.1  

y 28.4  17.4  13.3  3.1  -5.0  -21.3  4.1  9.7  ..   ..   
United Kingdom 5.1  2.4  6.5  7.8  -3.3  -16.1  -5.2  2.6  -8.7  -17.1  
United States 6.2  5.3  2.5  -1.2  -3.6  -14.3  2.1  7.8  -7.5  -10.5  

Euro area 1.9  3.4  5.7  4.7  -0.7  -10.6  -1.0  2.3  -5.4  -8.5  
Total OECD 5.0  4.9  4.4  2.6  -1.9  -12.1  0.6  5.3  -6.2  -9.2  

Note:  These numbers are working-day adjusted and hence may differ from the basis used for official projections. 
Source:  OECD Economic Outlook 86 database. 

2008  2009  2010  2011  2004  2005  2006  2007  

..   ..   
-0.5  4.2  
4.5  8.9  

0.8  3.4  
2.9  6.2  
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Real total domestic demand
Percentage changes from previous year

Fourth
2008 2009

Australia 5.4  4.7  2.9  6.1  4.1  -0.4  2.5  3.6  1.4  0.8  
Austria 2.2  2.4  2.0  1.9  1.1  -0.6  1.1  2.1  0.6  -0.4  
Bel

 quarter
2010 2011

2.9  3.8  
1.5  2.3  

gium 3.0  2.9  2.5  2.9  1.9  -2.3  0.7  1.7  0.1  -1.3  
Canada 4.1  4.9  4.3  4.3  2.4  -2.8  3.8  3.2  -1.0  -0.3  
Czech Republic 3.0  1.7  5.5  5.2  1.2  -5.3  0.4  2.2  2.8  -7.3  

Denmark 4.3  3.4  5.3  1.9  -0.7  -6.2  1.4  2.3  -3.3  -3.9  
Finland 3.3  4.5  3.1  4.0  0.6  -5.5  -0.1  2.2  -1.9  -4.9  
France 2.9  2.7  2.7  3.1  0.6  -2.2  1.0  1.8  -0.7  -1.6  
Germany -0.5  0.1  2.4  1.1  1.5  -1.5  0.4  0.9  1.7  -1.4  
Greece 2.8  2.3  5.1  5.3  0.4  -3.6  -1.8  1.5  ..   ..   

Hungary 4.4  1.5  1.6  -1.0  0.4  -10.1  -2.8  1.9  -3.0  -10.1  
Iceland 9.9  15.7  9.2  -0.4  -8.6  -20.3  -5.4  2.6  -17.1  -15.0  
Ireland 4.4  8.5  6.0  4.0  -4.5  -12.7  -4.2  -0.5  -11.4  -8.3  
Italy 1.3  1.0  2.0  1.3  -1.3  -3.6  1.0  1.5  -2.4  -1.9  
Japan 1.9  1.7  1.2  1.2  -0.9  -3.4  1.1  2.1  -1.8  -2.0  

Korea 1.5  3.8  4.9  4.7  1.4  -4.5  4.9  3.9  -5.3  3.8  
Luxembourg 3.3  5.2  2.1  4.2  3.2  -5.1  2.7  2.6  ..   ..   
Mexico 3.9  3.7  5.7  3.8  2.4  -9.7  1.9  3.5  -1.5  -7.1  
Netherlands 0.5  1.3  4.1  2.3  2.7  -4.1  0.2  1.5  1.3  -4.2  
New Zealand 7.6  4.3  1.5  4.4  -0.1  -5.6  3.6  4.2  -2.9  -2.6  

Norway 6.7  5.5  5.6  5.0  3.3  -1.7  3.0  4.2  -1.6  1.4  
Poland 6.2  2.5  7.3  8.7  5.5  -0.3  2.7  3.2  3.1  0.4  
Portu

0.9  2.1  
3.4  3.3  
1.1  2.9  

1.7  2.7  
1.4  2.6  
1.5  2.1  
0.6  1.2  

..   ..   

0.6  2.7  
-1.8  4.6  
-2.6  0.6  
1.3  1.6  
1.4  2.3  

3.0  4.0  
..   ..   

2.9  3.7  
1.1  1.9  
4.0  4.4  

2.6  5.2  
2.9  3.4  

gal 2.7  1.6  0.7  1.7  1.3  -3.8  0.6  1.2  -0.7  -2.7  
Slovak Republic 5.9  8.4  6.5  6.4  6.4  -6.3  0.8  3.7  2.5  -8.6  
Spain 4.8  5.1  5.2  4.2  -0.5  -6.2  -1.6  0.3  -3.7  -5.4  

Sweden 1.6  3.1  3.9  4.1  0.0  -5.3  1.4  2.4  -3.2  -2.4  
Switzerland 1.9  1.8  1.6  1.3  0.4  1.7  0.0  1.5  -0.8  0.2  
Turke

0.5  1.9  
0.5  5.4  

-0.6  0.9  

1.6  3.0  
1.3  1.7  

y 11.5  9.2  6.7  5.7  -0.6  -8.8  5.3  5.6  ..   ..   
United Kingdom 3.5  2.1  2.4  3.0  0.3  -5.5  0.3  1.8  -3.1  -3.7  
United States 4.0  3.2  2.6  1.4  -0.7  -3.4  2.5  3.0  -2.5  -1.1  

Euro area 1.7  2.0  3.0  2.3  0.5  -3.1  0.2  1.2  -0.7  -2.5  
Total OECD 3.3  2.9  3.0  2.4  0.2  -3.7  1.7  2.4  -2.0  -1.8  

Note:  These numbers are working-day adjusted and hence may differ from the basis used for official projections. 
Source:  OECD Economic Outlook 86 database. 

2010  2011  2004  2005  2006  2007  2008  2009  

..   ..   
1.1  2.2  
2.6  3.3  

0.7  1.6  
1.9  2.8  
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Contributions to changes in real GDP in OECD countries
As a per cent of real GDP in the previous period

2008 2009 2010 2011 2008 2009

Australia Germany
    Final domestic demand 4.8  0.3  2.1  3.7    Final domestic demand 0.9 -0.8
    Stockbuildin

2010 2011

0.2 0.9
g -0.6  -0.7  0.4  0.0    Stockbuilding 0.5 -0.6

    Net exports -1.7  3.0  0.0  -0.1    Net exports -0.5 -3.4
    GDP 2.3  0.8  2.4  3.5    GDP 1.0 -4.9
Austria Greece
    Final domestic demand 0.7  -0.9  0.8  1.9    Final domestic demand 0.1 -2.6
    Stockbuildin

0.1 0.0
1.0 1.0
1.4 1.9

-1.6 1.6
g 0.1  -0.2  0.1  0.0    Stockbuilding 0.4 -1.3

    Net exports 1.4  -3.3  -0.1  0.2    Net exports 0.9 3.1
    GDP 1.9  -3.8  0.9  2.2    GDP 2.0 -1.1
Belgium Hungary
    Final domestic demand 2.1  -1.3  0.4  1.6    Final domestic demand -0.4 -5.7
    Stockbuildin

-0.3 0.0
1.1 0.0

-0.7 1.6

-3.1 1.8
g -0.2  -0.9  0.3  0.0    Stockbuilding 1.0 -8.0

    Net exports -1.0  -0.7  -0.1  0.0    Net exports 0.0 5.5
    GDP 0.8  -3.1  0.8  1.7    GDP 0.6 -6.9
Canada Iceland
    Final domestic demand 2.7  -1.7  3.0  3.4    Final domestic demand -9.1 -20.2
    Stockbuildin

0.3 0.0
2.5 1.3

-1.0 3.1

-3.9 2.1
g -0.2  -1.1  1.0  0.0    Stockbuilding -0.4 0.5

    Net exports -1.9  -0.5  -2.0  -0.2    Net exports 10.8 13.9
    GDP 0.4  -2.7  2.0  3.0    GDP 1.3 -7.0
Czech Republic Ireland
    Final domestic demand 1.7  -0.7  -0.4  2.0    Final domestic demand -4.1 -10.2
    Stockbuildin

-0.7 0.0
2.9 0.3

-2.1 2.6

-4.2 -0.4
g -0.5  -4.3  0.7  0.1    Stockbuilding 0.1 -1.0

    Net exports 1.4  0.6  1.7  0.8    Net exports 0.6 3.8
    GDP 2.6  -4.4  2.0  2.8    GDP -3.0 -7.5
Denmark Italy
    Final domestic demand -0.8  -4.5  0.4  2.2    Final domestic demand -1.0 -3.4
    Stockbuildin

0.7 0.0
1.5 1.3

-2.3 1.0

0.7 1.5
g 0.2  -1.3  0.9  0.0    Stockbuilding -0.3 -0.2

    Net exports -0.5  1.6  0.0  -0.4    Net exports 0.2 -1.2
    GDP -1.2  -4.5  1.3  1.8    GDP -1.0 -4.8
Finland Japan
    Final domestic demand 1.2  -3.4  -0.6  1.9    Final domestic demand -0.7 -3.0
    Stockbuildin

0.3 0.0
0.1 0.1
1.1 1.5

1.0 2.0
g -0.6  -1.6  0.5  0.1    Stockbuilding -0.2 -0.2

    Net exports 1.0  -3.4  1.5  0.7    Net exports 0.2 -1.8
    GDP 0.8  -6.9  0.4  2.4    GDP -0.7 -5.3
France Korea
    Final domestic demand 0.9  -0.8  0.4  1.7    Final domestic demand 0.6 0.5
    Stockbuildin

0.1 0.0
0.6 -0.1
1.8 2.0

2.9 3.6
g -0.3  -1.5  0.6  0.1    Stockbuilding 0.7 -5.0

    Net exports -0.3  0.0  0.4  -0.1    Net exports 0.9 4.4
    GDP 0.3  -2.3  1.4  1.7    GDP 2.2 0.1

Note: Chain-linked calculations for stockbuilding and net exports except Australia, Finland and Greece.             
Source:  OECD Economic Outlook 86 database. 
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(cont'd)   Contributions to changes in real GDP in other OECD countries
As a per cent of real GDP in the previous period

2008 2009 2010 2011 2008 2009

Luxembourg Spain
    Final domestic demand 1.8  -2.0  0.4  1.9    Final domestic demand -0.7 -6.6
    Stockbuildin

2010 2011

-1.7 0.4
g 0.5  -1.6  1.4  0.0    Stockbuilding 0.1 0.0

    Net exports -2.4  -0.2  0.9  1.7    Net exports 1.4 2.9
    GDP 0.0  -3.9  2.4  3.4    GDP 0.9 -3.6
Mexico Sweden
    Final domestic demand 2.3  -8.0  1.3  3.5    Final domestic demand 0.6 -3.4
    Stockbuildin

0.0 0.0
1.4 0.6

-0.3 0.9

0.7 2.2
g 0.1  -2.1  0.7  0.0    Stockbuilding -0.5 -1.4

    Net exports -1.0  2.1  0.7  0.4    Net exports -0.5 0.1
    GDP 1.4  -8.0  2.7  3.9    GDP -0.4 -4.7
Netherlands Switzerland
    Final domestic demand 2.1  -2.8  0.1  1.4    Final domestic demand 1.0 0.3
    Stockbuildin

0.6 0.0
0.5 0.7
2.0 3.0

1.1 1.3
g 0.3  -1.0  0.0  0.0    Stockbuilding -0.7 1.2

    Net exports -0.4  -0.6  0.5  0.6    Net exports 1.4 -3.4
    GDP 2.0  -4.3  0.7  2.0    GDP 1.8 -1.9
New Zealand Turkey
    Final domestic demand -0.6  -2.9  3.4  4.4    Final domestic demand -0.9 -6.4
    Stockbuildin

-1.1 0.0
0.8 0.5
0.9 1.9

2.9 5.6
g 0.0  -0.7  0.6  0.0    Stockbuilding 0.3 -2.8

    Net exports -0.9  5.3  -2.1  -1.5    Net exports 1.5 3.6
    GDP -1.1  -0.7  1.5  2.7    GDP 0.9 -6.5
Norway United Kingdom
    Final domestic demand 2.1  0.3  2.6  3.5    Final domestic demand 0.7 -4.2
    Stockbuildin

2.5 0.0
-1.0 -1.0
3.7 4.6

-0.2 1.8
g 0.7  -1.6  0.0  0.0    Stockbuilding -0.4 -1.5

    Net exports -0.7  -0.5  -1.3  -0.3    Net exports 0.5 1.1
    GDP 2.1  -1.4  1.3  3.2    GDP 0.6 -4.7
Poland United States
    Final domestic demand 6.8  2.0  1.6  3.2    Final domestic demand -0.4 -2.7
    Stockbuildin

0.5 0.0
0.9 0.4
1.2 2.2

1.5 3.0
g -1.1  -2.3  1.1  0.0    Stockbuilding -0.4 -0.7

    Net exports -0.7  2.6  0.1  -0.1    Net exports 1.2 1.2
    GDP 5.0  1.4  2.5  3.1    GDP 0.4 -2.5
Portugal Euro area
    Final domestic demand 1.1  -3.5  0.6  1.3     Final domestic demand 0.4 -2.4
    Stockbuilding 0.3  -0.7  0.1  0.0     Stockbuilding 0.1 -0.6
    Net exports -1.4  1.5  0.1  0.2     Net exports 0.0 -0.9
    GDP 0.0  -2.8  0.8  1.5     GDP 0.5 -4.0
Slovak Republic Total OECD
    Final domestic demand 5.7  -2.8  -0.1  3.5     Final domestic demand 0.3 -2.8
    Stockbuilding 0.5  -3.6  0.9  0.0     Stockbuilding -0.2 -1.2
    Net exports -0.2  1.2  1.2  0.5     Net exports 0.4 0.5
    GDP 6.4  -5.8  2.0  4.2     GDP 0.6 -3.5

Note:  Chain-linked calculations for stockbuilding and net exports except Mexico, Portugal and the euro area.             
Source:  OECD Economic Outlook 86 database. 
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Output gaps
Deviations of actual GDP from potential GDP as a percentage of potential GDP

Australia -0.3   0.5   0.6   0.7   0.6   -0.3   0.0   -1.7   -4.4   
Austria 0.1   -0.8   -2.2   -1.8   -0.8   0.7   2.1   1.8   -3.8   
Belgium 0.2   -0.3   -1.0   0.7   0.9   1.4   1.7   0.0   -5.4   
Canada 0.7   0.9   0.2   0.8   1.2   1.3   1.6   -0.2   -4.5   
Czech Republic -1.0   -2.1   -2.0   -1.4   0.8   3.6   5.6   4.3   -3.4   

Denmark 0.9   -0.3   -1.3   -0.3   0.7   2.4   2.4   -0.4   -6.0   
Finland 0.8   -0.6   -1.5   -0.3   0.1   2.1   2.7   0.2   -8.8   
France 1.0   -0.1   -0.7   0.0   0.3   1.1   1.8   0.4   -3.6   
Germany 0.9   -0.4   -1.6   -1.6   -1.3   1.1   2.6   2.4   -3.5   
Greece -0.8   -1.3   0.7   1.2   -0.2   0.9   1.3   -0.7   -4.6   

Hungary -1.7   -1.2   -0.5   0.9   1.5   2.9   1.7   0.7   -7.6   -1
Iceland 1.3   -1.2   -1.7   2.0   4.6   2.0   2.5   0.4   -6.5   
Ireland 2.0   1.9   1.1   1.0   2.2   3.0   4.7   -0.5   -7.1   
Italy 0.8   -0.1   -1.2   -0.7   -0.5   0.9   1.5   -0.6   -5.7   
Japan -1.9   -2.5   -2.2   -0.6   0.4   1.7   3.5   2.3   -3.3   

Luxembourg 1.5   1.4   -1.0   -0.7   0.6   2.1   4.9   1.2   -5.1   
Mexico 1.2   -0.8   -2.2   -0.9   -0.2   2.6   3.7   3.1   -7.2   
Netherlands 1.7   -0.7   -2.1   -1.5   -0.9   0.8   2.4   2.1   -4.0   
New Zealand -0.2   1.2   1.4   1.9   1.4   0.1   0.8   -1.2   -4.0   

Norway1 0.6   -0.4   -1.2   0.4   1.1   2.0   3.7   2.2   -1.7   
Poland -1.5   -2.9   -2.0   0.2   0.5   2.6   4.5   4.3   1.0   
Portugal 2.5   1.1   -1.3   -1.0   -1.2   -0.5   0.6   -0.3   -3.6   
Slovak Republic -2.4   -1.8   -1.9   -2.0   -1.0   1.8   6.6   8.2   -2.7   
Spain 1.5   0.4   -0.2   -0.3   -0.2   0.3   0.5   -1.0   -5.3   

Sweden 0.0   -0.2   -0.5   0.9   1.7   3.3   3.2   -0.2   -7.0   
Switzerland 0.6   -0.7   -2.5   -1.7   -0.4   1.6   2.8   2.0   -2.3   
United Kingdom 0.4   -0.2   0.3   1.0   0.9   1.5   1.8   0.0   -6.2   
United States -0.4   -1.2   -1.1   0.2   0.8   1.1   1.0   -0.9   -4.9   

Euro area 0.9   -0.2   -1.1   -0.8   -0.5   1.0   1.9   0.7   -4.5   
Total OECD -0.1   -0.9   -1.1   -0.1   0.4   1.3   1.8   0.3   -4.6   

Note:  The methodology used is described in Giorno et al., "Potential output, output gaps and structural budget balances", OE
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Source:  OECD Economic Outlook 86 database. 
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GDP deflators
Percentage changes from previous year

Fourth
2008 2009

Australia 4.1  4.2  4.7  4.0  6.4  0.1  1.8  2.3  7.4  -2.5  
Austria 1.5  1.9  1.7  2.2  2.2  0.7  1.0  1.1  0.9  1.6  
Belgium 2.2  2.4  2.2  2.2  1.9  1.3  1.1  0.8  1.5  1.7  
Canada 3.2  3.3  2.6  3.2  3.9  -1.9  2.3  1.4  1.6  0.3  
Czech Republic 4.5  -0.3  1.1  3.4  1.7  3.1  0.6  1.9  2.1  1.6  

Denmark 2.3  2.9  2.0  2.0  4.0  -0.5  1.2  2.1  2.9  -0.7  
Finland 0.7  0.3  1.6  3.1  2.0  1.0  1.2  1.5  2.1  0.2  
France 1.6  2.0  2.4  2.5  2.5  1.0  0.5  0.7  2.5  0.4  
Germany 1.0  0.7  0.5  1.9  1.5  0.9  0.2  0.3  2.0  0.0  
Greece 3.0  2.8  3.1  3.0  3.5  1.7  2.4  2.1  ..   ..   

Hungary 5.4  2.1  3.9  5.9  3.8  2.4  2.3  2.0  3.3  2.5  
Iceland 2.5  2.8  9.0  5.5  12.0  8.5  6.8  2.9  18.5  6.3  
Ireland 2.0  2.4  3.5  1.2  -1.2  -3.8  -1.4  0.8  1.1  -6.6  
Italy 2.6  2.1  1.8  2.4  2.8  2.5  1.0  1.0  3.2  1.6  
Japan -1.1  -1.2  -0.9  -0.7  -0.9  0.0  -1.7  -0.8  0.6  -2.0  

Korea 3.0  0.7  -0.1  2.1  2.7  2.8  0.4  2.0  2.6  2.0  
Luxembour

 quarter
2010 2011

2.9  2.2  
0.8  1.3  
0.8  0.8  
1.8  1.3  
1.5  2.1  

1.7  2.3  
1.7  1.4  
0.6  0.8  
0.6  0.2  
..   ..   

2.0  2.0  
4.4  2.1  
1.0  0.6  
0.9  1.1  

-0.9  -0.6  

-0.2  3.1  
g 1.8  4.6  6.8  3.0  5.0  -1.4  2.6  3.2  ..   ..   

Mexico 9.1  4.6  6.7  4.5  6.6  6.5  4.1  4.7  4.5  7.3 
Netherlands 0.7  2.4  1.8  1.6  2.7  -0.3  0.2  0.7  4.0  -1.8  
New Zealand 3.8  1.9  2.3  4.2  3.6  2.6  2.5  2.2  2.4  2.1  

Norway 5.3  8.7  8.5  2.2  9.6  -3.3  3.7  2.9  4.6  -0.6  
Poland 4.1  2.6  1.5  4.0  3.0  3.4  2.1  2.0  3.1  2.8 
Portugal 2.4  2.5  2.8  3.0  2.1  0.6  0.2  1.0  2.2  -0.5  
Slovak Republic 5.9  2.4  2.9  1.1  2.9  -0.6  0.7  3.0  3.2  0.9  
Spain 4.0  4.3  4.1  3.3  2.5  0.3  0.2  0.0  1.7  -0.1  

Sweden 0.8  0.9  1.4  2.8  3.4  2.2  1.3  2.1  4.1  0.5 
Switzerland 0.6  0.1  2.1  2.5  2.2  0.3  0.5  0.3  1.4  0.3  
Turke

..   ..   
 4.1  4.9  

0.7  0.7  
2.4  2.1  

2.7  3.0  
 2.1  1.9  

0.2  1.5  
1.9  3.4  
0.2  0.0  

 1.5  2.2  
0.5  0.2  

y 12.4  7.1  9.3  6.2  11.7  6.5  5.5  5.6  ..   ..   
United Kingdom 2.5  2.0  2.8  2.9  2.9  1.1  1.5  0.6  3.4  0.8  
United States 2.8  3.3  3.3  2.9  2.1  1.3  0.9  1.0  2.0  0.9  

Euro area 1.9  1.9  2.0  2.3  2.2  1.0  0.5  0.7  2.4  0.2  
Total OECD 2.6  2.4  2.5  2.5  2.5  1.3  0.8  1.1  2.5  0.7  

Source:  OECD Economic Outlook 86 database. 
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Consumer prices
Percentage changes from previous year

Fourth
2008 200

Australia 2.3  2.7  3.5  2.3  4.4  1.6  2.4  1.8 3.7 1.9 
Austria 2.0  2.1  1.7  2.2  3.2  0.3  0.6  1.0 2.3 0.2 
Belgium 1.9  2.5  2.3  1.8  4.5  -0.1  1.0  0.9 3.6 -0.4 
Canada 1.9  2.2  2.0  2.1  2.4  0.4  1.3  1.0 1.9 1.0 
Czech Republic 2.8  1.9  2.6  3.0  6.3  1.1  1.4  2.0 4.6 0.7 

Denmark 1.2  1.8  1.9  1.7  3.4  1.3  1.4  1.6 2.9 1.3 
Finland 0.1  0.8  1.3  1.6  3.9  1.7  1.5  1.4 3.8 1.4 
France 2.3  1.9  1.9  1.6  3.2  0.1  1.0  0.6 2.0 0.3 
Germany 1.8  1.9  1.8  2.3  2.8  0.2  1.0  0.8 1.7 0.3 
Greece 3.0  3.5  3.3  3.0  4.2  1.2  2.0  1.6 3.1 1.6 

Hungary 6.7  3.6  3.9  8.0  6.0  4.5  4.0  3.0 4.2 6.3 
Iceland 3.2  4.0  6.7  5.1  12.7  11.9  5.8  2.5 17.1 8.0 
Ireland 2.3  2.2  2.7  2.9  3.1  -1.7  -0.7  0.4 2.1 -2.6 
Italy 2.3  2.2  2.2  2.0  3.5  0.7  0.9  0.8 2.9 0.3 
Japan 0.0  -0.6  0.2  0.1  1.4  -1.2  -0.9  -0.5 1.0 -1.6 

Korea 3.6  2.8  2.2  2.5  4.7  2.7  2.8  3.0 4.5 2.2 
Luxembourg 3.2  3.8  3.0  2.7  4.1  -0.1  1.6  1.0 .. .. 
Mexico 4.7  4.0  3.6  4.0  5.1  5.4  4.2  5.0 6.2 4.0 
Netherlands 1.4  1.5  1.7  1.6  2.2  0.9  0.3  0.7 2.0 0.3 
New Zealand 2.3  3.0  3.4  2.4  4.0  2.3  2.2  1.9 3.4 2.6 

Norway 0.5  1.5  2.3  0.7  3.8  2.3  1.6  2.2 3.6 1.8 
Poland 3.4  2.2  1.3  2.5  4.2  3.5  2.2  1.9 3.6 3.6 
Portugal 2.5  2.1  3.0  2.4  2.7  -0.9  0.7  1.0 1.6 -0.8 
Slovak Republic 7.5  2.8  4.3  1.9  3.9  1.0  1.7  2.4 3.8 0.3 
Spain 3.1  3.4  3.6  2.8  4.1  -0.4  0.8  -0.1 2.5 -0.3 

Sweden 0.4  0.5  1.4  2.2  3.4  -0.3  1.4  3.2 2.4 -0.5 
Switzerland 0.8  1.2  1.1  0.7  2.4  -0.6  0.6  0.4 1.6 -0.6 
Turkey 8.6  8.2  9.6  8.8  10.4  6.3  5.7  5.3 .. .. 
United Kingdom 1.3  2.0  2.3  2.3  3.6  2.1  1.7  0.5 3.9 1.7 
United States 2.7  3.4  3.2  2.9  3.8  -0.4  1.7  1.3 1.5 1.1 

Euro area 2.2  2.2  2.2  2.1  3.3  0.2  0.9  0.7 2.3 0.2 

Note:  For the United Kingdom, the euro area countries and the euro area aggregate, the Harmonised Index of Cons
    (HICP) is used. In the United Kingdom the HICP is known as the Consumer Price Index .
Source:  OECD Economic Outlook 86 database. 
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Private consumption deflators
Percentage changes from previous year

Fourth
2008 2009

Australia 1.2  1.7  2.8  2.8  4.0  3.1  2.4  1.8  4.1  2.6  
Austria 2.1  2.6  2.1  2.6  2.7  0.7  0.7  1.0  1.3  0.7  
Bel

 quarter
2010 2011

2.2  1.7  
0.6  1.3  

gium 2.4  2.7  3.0  2.8  3.8  0.9  1.4  0.9  2.3  1.8  
Canada 1.5  1.7  1.4  1.6  1.7  0.6  1.1  0.9  1.6  0.8 
Czech Republic 3.3  0.8  1.4  2.9  5.6  0.4  1.2  2.1  3.3  -0.1  

Denmark 1.3  1.5  1.9  1.8  3.1  1.4  1.2  1.4  3.1  0.8  
Finland 1.0  0.5  1.5  2.3  3.5  1.5  1.5  1.4  3.7  1.0  
France 1.9  1.8  2.1  2.1  2.8  -0.1  1.1  0.6  1.6  0.4  
Germany 1.3  1.4  1.0  1.8  2.1  -0.3  1.1  0.8  1.3  0.0  
Greece 2.9  3.3  3.4  3.0  4.1  0.6  2.0  1.6  ..   ..   

Hungary 4.5  3.8  3.4  6.2  5.6  4.6  4.5  4.6  2.9  8.1  
Iceland 3.0  1.9  7.7  4.6  14.0  15.0  6.2  2.5  20.3  10.6  
Ireland 1.7  1.7  2.6  3.7  2.7  -3.5  -1.1  0.4  1.7  -4.9  
Italy 2.6  2.3  2.7  2.2  3.2  0.0  1.0  1.1  2.4  0.2  
Japan -0.7  -0.8  -0.2  -0.4  0.5  -1.9  -1.4  -0.8  -0.2  -2.2  

Korea 3.2  2.3  1.5  2.0  4.2  2.5  2.8  3.0  4.3  1.8  
Luxembour

1.0  0.7  
 1.1  0.9  

2.0  2.3  

1.4  1.4  
1.5  1.5  
0.8  0.7  
0.9  0.9  
..   ..   

3.0  5.7  
4.0  1.9  
0.2  0.4  
0.9  1.2  

-1.0  -0.6  

3.0  3.0  
g 2.4  2.8  2.2  1.9  3.7  -0.3  2.0  1.8  ..   ..   

Mexico 6.5  3.3  3.5  4.8  6.8  7.3  4.4  4.8  11.5  2.7  
Netherlands 1.0  2.1  2.2  1.6  2.1  -0.8  0.7  0.7  2.2  -1.4  
New Zealand 1.1  1.7  2.8  1.6  3.5  3.0  1.4  1.4  4.0  2.4  

Norway 0.7  1.1  1.9  0.7  3.9  2.9  1.7  2.2  4.8  1.7 
Poland 3.0  2.1  1.2  2.4  4.2  2.9  2.1  1.8  3.2  3.5 
Portu

..   ..   
4.5  5.0  
0.7  0.7  
1.2  1.5  

 1.8  2.3  
 2.0  1.7  

gal 2.5  2.7  3.1  2.7  2.6  -0.9  0.8  1.0  1.3  0.0 
Slovak Republic 7.3  2.6  4.9  2.6  4.4  1.9  2.0  2.4  4.3  1.2  
Spain 3.6  3.4  3.6  3.2  3.7  -0.9  0.7  -0.1  2.8  -1.1  

Sweden 1.1  1.2  0.9  1.1  3.0  2.5  1.9  2.0  2.5  2.9 
Switzerland 0.8  0.5  1.3  1.3  2.2  0.1  0.7  0.4  1.7  0.2  
Turke

 0.4  1.3  
2.0  2.9  
0.5  -0.3  

 1.8  2.0  
0.5  0.4  

y 10.8  8.3  9.8  6.6  10.3  5.6  5.6  5.4  ..   ..   
United Kingdom 1.8  2.4  2.7  2.9  2.7  0.9  1.7  0.6  2.5  1.0  
United States 2.6  3.0  2.7  2.7  3.3  0.2  1.4  1.2  1.7  1.1  

Euro area 2.1  2.1  2.2  2.2  2.8  -0.2  1.0  0.8  2.0  0.0  
Total OECD 2.3  2.2  2.3  2.3  3.2  0.5  1.3  1.2  2.4  0.7  

Source:  OECD Economic Outlook 86 database. 
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 Unemployment rates

Fourth qu
2008 2009

Australia 5.4  5.0  4.8  4.4  4.2  5.7  6.3  6.2  4.5  6.0 
Austria 5.9  6.0  5.7  5.2  4.9  5.8  7.1  7.3  5.0  6.3 
Bel

arter
2010 2011

 6.3  6.1  
 7.4  7.2  

gium 8.4  8.5  8.2  7.5  7.0  7.9  8.9  9.2  7.0  8.3 
Canada 7.2  6.8  6.3  6.0  6.1  8.3  8.7  8.1  6.4  8.8 
Czech Republic 8.3  7.9  7.2  5.3  4.4  6.9  8.4  7.9  4.4  8.0 

Denmark 5.5  4.8  3.9  3.6  3.3  5.9  6.9  6.2  3.8  6.7 
Finland 8.8  8.4  7.7  6.9  6.4  8.3  9.7  9.7  6.6  8.9 
France 8.8  8.9  8.8  8.0  7.4  9.1  9.9  10.1  7.8  9.5  
Germany 9.7  10.5  9.8  8.3  7.2  7.6  9.2  9.7  7.0  7.9 
Greece 10.5  9.9  8.9  8.3  7.7  9.3  10.4  10.4  ..   ..   

Hungary 6.2  7.3  7.5  7.4  7.9  9.9  10.3  9.3  8.0  10.3  
Iceland 3.1  2.6  2.9  2.3  3.0  7.1  7.0  6.4  4.1  6.3 
Ireland 4.5  4.3  4.4  4.6  6.0  11.9  14.0  13.8  7.5  12.8 
Italy 8.1  7.8  6.8  6.2  6.8  7.6  8.5  8.7  7.1  8.0 
Japan 4.7  4.4  4.1  3.9  4.0  5.2  5.6  5.4  4.0  5.7 

Korea 3.7  3.7  3.5  3.2  3.2  3.8  3.6  3.4  3.2  3.8 
Luxembourg 4.2  4.7  4.4  4.4  4.4  5.9  7.1  7.5  ..   ..   
Mexico 3.7  3.5  3.2  3.4  3.5  5.7  6.3  5.9  3.6  6.3 
Netherlands 4.9  4.9  4.1  3.3  2.9  3.7  5.2  5.5  2.8  4.3 
New Zealand 4.0  3.8  3.8  3.7  4.2  6.1  7.1  6.6  4.7  6.9 

Norway 4.5  4.6  3.4  2.5  2.6  3.3  3.7  3.5  2.9  3.7 
Poland 19.0  17.7  13.8  9.6  7.1  8.4  9.6  9.6  6.7  8.9 
Portu

 9.3  9.1  
 8.6  7.7  
 8.3  7.5  

 6.6  5.9  
 9.9  9.5  

10.1  10.0  
 9.7  9.7  

..   ..   

10.0  9.2  
 6.9  6.1  
 14.5  13.0  
 8.8  8.6  
 5.5  5.4  

 3.5  3.4  
..   ..   

 6.1  5.8  
 5.7  5.4  
 6.9  6.4  

 3.7  3.4  
 9.9  9.4  

gal 6.7  7.7  7.7  8.0  7.6  9.2  10.1  9.9  7.8  9.5  
Slovak Republic 18.1  16.2  13.3  11.0  9.6  11.6  12.7  12.5  8.8  12.7 
Spain 10.5  9.2  8.5  8.3  11.3  18.1  19.3  19.0  13.9  19.1 

Sweden 7.7  7.7  7.1  6.1  6.2  8.2  10.3  10.1  6.7  9.0  
Switzerland 4.4  4.4  4.0  3.6  3.5  4.3  4.9  4.8  3.6  4.7 
Turkey 10.6  10.4  10.0  10.1  10.7  14.6  15.2  15.0  ..   ..   
United Kingdom 4.8  4.8  5.4  5.4  5.7  8.0  9.3  9.5  6.3  8.8 
United States 5.5  5.1  4.6  4.6  5.8  9.2  9.9  9.1  6.9  10.0 

Euro area 9.0  8.9  8.3  7.5  7.5  9.4  10.6  10.8  8.0  9.9  
Total OECD 6.8  6.6  6.0  5.6  5.9  8.2  9.0  8.8  6.5  8.8 

Source:  OECD Economic Outlook 86 database. 
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Short-term interest rates

2009   2010 2011

2008   2009   2010   2011   Q4 Q1 Q2 Q3 Q4 Q1 Q2

Australia 7.0  3.4  4.4  5.4  3.6  3.8  4.1  4.6  5.1  5.3  5.5 
Canada 3.5  0.8  0.5  1.7  0.5  0.5  0.4  0.4  0.6  0.9  1.4 
Czech Republic 4.0  2.2  1.9  2.4  1.8  1.9  1.9  1.9  2.1  2.4  2.4 

Denmark 4.9  1.9  1.3  2.4  1.3  1.2  1.2  1.3  1.5  1.9  2.3 
Hungary 8.9  8.6  6.4  7.5  7.0  6.7  6.5  6.3  6.0  6.5  7.5 
Iceland 15.8  11.1  7.6  6.4  8.0  8.0  7.8  7.5  7.2  6.9  6.6 

Japan 0.7  0.5  0.3  0.2  0.4  0.3  0.3  0.2  0.2  0.2  0.2 
Korea 5.5  2.6  3.5  4.7  2.7  3.1  3.3  3.6  3.8  4.1  4.6 
Mexico 7.9  5.5  4.9  5.8  4.5  4.5  4.8  5.0  5.5  5.5  5.8 

New Zealand 8.0  3.0  2.8  4.3  2.7  2.6  2.6  2.8  3.1  3.6  4.1 
Norway 6.2  2.5  2.9  4.0  2.2  2.5  2.7  3.1  3.3  3.7  3.9 
Poland 6.3  4.3  4.2  4.2  4.2  4.2  4.2  4.2  4.2  4.2  4.2 

Slovak Republic 4.7  1.2  0.8  1.9  0.7  0.7  0.7  0.7  1.0  1.4  1.8 
Sweden 3.9  0.4  0.3  1.6  0.1  0.1  0.1  0.4  0.5  0.8  1.4 
Switzerland 2.5  0.4  0.3  1.2  0.3  0.3  0.3  0.3  0.3  0.8  1.0 

Turkey 18.9  10.9  7.4  6.9  7.9  7.9  7.4  7.2  7.2  6.9  6.9 
United Kingdom 5.5  1.2  0.6  1.4  0.6  0.6  0.5  0.5  0.6  0.8  1.2 
United States 3.2  0.9  0.3  1.8  0.3  0.3  0.3  0.3  0.6  1.1  1.6 

Euro area 4.7  1.2  0.8  1.9  0.7  0.7  0.7  0.7  1.0  1.4  1.8 

Note:   Individual euro area countries are not shown since their short term interest rates are equal to the euro area rate
Source:  OECD Economic Outlook 86 database. 
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Long-term interest rates

2009   2010 2011

2008   2009   2010   2011   Q4 Q1 Q2 Q3 Q4 Q1 Q2

Australia 5.8  5.0  5.4  5.9  5.2  5.2  5.3  5.4  5.6  5.7  5.8 
Austria 4.3  3.8  4.0  4.5  3.7  3.8  4.0  4.0  4.2  4.3  4.5 
Belgium 4.4  3.8  4.0  4.5  3.6  3.8  3.9  4.1  4.2  4.3  4.5 
Canada 3.6  3.3  3.9  4.3  3.5  3.6  3.8  4.0  4.2  3.3  4.5 
Czech Republic 4.6  4.9  4.5  4.8  4.4  4.5  4.4  4.4  4.5  4.8  4.7 

Denmark 4.3  3.6  4.0  4.1  3.7  3.8  3.9  4.0  4.1  4.1  4.1 
Finland 4.3  3.7  3.9  4.5  3.5  3.6  3.8  4.0  4.1  4.3  4.5 
France 4.2  3.7  4.0  4.7  3.6  3.8  4.0  4.1  4.3  4.5  4.6 
Germany 4.0  3.3  3.7  4.4  3.3  3.5  3.7  3.8  4.0  4.2  4.3 
Greece 4.8  5.2  5.5  6.1  4.9  5.2  5.4  5.6  5.7  5.9  6.0 

Hungary 8.2  9.2  6.8  7.7  7.9  7.4  6.9  6.6  6.4  6.6  7.4 
Iceland 11.1  8.1  7.7  7.3  7.9  7.9  7.8  7.7  7.6  7.5  7.4 
Ireland 4.6  5.2  4.7  5.1  4.6  4.6  4.7  4.8  4.9  5.0  5.0 
Italy 4.7  4.3  4.3  4.9  4.0  4.1  4.3  4.4  4.5  4.7  4.8 
Japan 1.5  1.4  1.8  2.5  1.4  1.5  1.7  1.8  2.0  2.2  2.4 

Korea 5.6  5.2  5.7  6.0  5.5  5.6  5.6  5.7  5.8  5.9  6.0 
Luxembourg 4.7  3.8  4.1  4.7  3.8  3.9  4.1  4.2  4.3  4.5  4.6 
Mexico 8.1  6.0  6.2  6.7  5.5  6.0  6.0  6.3  6.5  6.5  6.5 
Netherlands 4.2  3.7  3.9  4.5  3.5  3.7  3.9  3.9  4.1  4.3  4.4 
New Zealand 6.1  5.4  6.1  6.7  5.7  5.8  6.0  6.2  6.4  6.5  6.6 

Norway 4.5  4.1  4.8  5.2  4.3  4.5  4.7  5.0  5.0  5.1  5.2 
Portugal 4.5  4.2  4.2  4.7  3.9  4.0  4.1  4.3  4.4  4.5  4.7 
Slovak Republic 4.7  4.8  4.8  5.2  4.8  4.8  4.8  4.9  5.0  5.1  5.2 
Spain 4.4  4.0  4.2  4.8  3.9  4.0  4.1  4.2  4.4  4.6  4.7 
Sweden 3.9  3.3  3.9  4.5  3.6  3.6  3.7  4.0  4.3  4.5  4.5 

Switzerland 2.9  2.3  2.6  3.3  2.3  2.3  2.5  2.7  2.9  3.0  3.2 
Turkey 19.2  11.9  8.9  8.4  9.4  9.4  8.9  8.6  8.6  8.4  8.4 
United Kingdom 4.6  3.6  4.1  4.8  3.7  3.9  4.0  4.2  4.4  4.5  4.7 
United States 3.7  3.3  4.0  4.7  3.5  3.7  3.9  4.1  4.3  4.5  4.6 

Euro area 4.3  3.8  4.1  4.7  3.7  3.8  4.0  4.1  4.3  4.4  4.6 

Source:  OECD Economic Outlook 86 database. 
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 General government financial balance
Surplus (+) or deficit (-) as a percentage of potential GDP

Australia -0.1   1.3   1.8   1.2   1.7   1.9   1.8   1.0   -4.0   
Austria -0.2   -0.9   -1.6   -4.5   -1.7   -1.7   -0.7   -0.5   -4.3   
Belgium 0.4   -0.2   -0.2   -0.4   -2.8   0.2   -0.2   -1.2   -5.7   
Canada 0.7   -0.1   -0.1   0.9   1.5   1.6   1.6   0.1   -4.8   

Czech Republic -5.6   -6.8   -6.6   -2.9   -3.6   -2.6   -0.7   -2.0   -5.7   
Denmark 1.2   0.2   -0.1   1.9   5.0   5.0   4.5   3.4   -2.5   
Finland 5.0   4.1   2.4   2.2   2.6   3.9   5.2   4.4   -2.3   
France -1.6   -3.2   -4.1   -3.6   -3.0   -2.3   -2.7   -3.4   -8.2   

Germany -2.8   -3.6   -4.0   -3.8   -3.3   -1.6   0.2   0.0   -3.2   
Greece -4.4   -4.8   -5.7   -7.4   -5.3   -3.2   -4.0   -7.8   -12.7   
Hungary -4.1   -8.9   -7.2   -6.4   -7.9   -9.4   -5.0   -3.7   -4.3   
Iceland -0.7   -2.6   -2.8   0.0   4.9   6.3   5.4   -13.6   -15.7   -

Ireland 0.9   -0.3   0.4   1.4   1.7   3.0   0.2   -7.2   -12.2   
Italy -3.1   -3.0   -3.5   -3.6   -4.4   -3.3   -1.5   -2.7   -5.5   
Japan -6.3   -8.0   -7.9   -6.2   -6.7   -1.6   -2.5   -2.7   -7.4   
Korea 4.3   5.1   0.5   2.7   3.4   3.9   4.7   3.3   -1.8   

Luxembourg 6.1   2.1   0.5   -1.1   0.0   1.3   3.7   2.5   -2.3   
Netherlands -0.3   -2.1   -3.2   -1.8   -0.3   0.5   0.2   0.7   -4.5   
New Zealand 1.8   3.8   4.0   4.1   5.2   5.9   5.0   3.1   -1.2   
Norway 13.3   9.2   7.3   11.1   15.1   18.5   17.7   18.8   9.6   

Poland -5.1   -5.0   -6.3   -5.7   -4.1   -3.6   -1.9   -3.7   -6.4   
Portugal -4.3   -2.9   -3.0   -3.4   -6.1   -3.9   -2.7   -2.8   -6.7   
Slovak Republic -6.5   -8.2   -2.8   -2.4   -2.8   -3.5   -1.9   -2.3   -5.9   
Spain -0.7   -0.5   -0.2   -0.4   1.0   2.0   1.9   -4.1   -9.6   

Sweden 1.7   -1.4   -1.2   0.6   2.0   2.4   3.8   2.5   -2.0   
Switzerland -0.1   -1.2   -1.7   -1.8   -0.7   0.8   1.6   1.6   -0.7   
United Kingdom 0.6   -2.0   -3.7   -3.6   -3.3   -2.7   -2.7   -5.3   -12.6   -
United States -0.6   -4.0   -5.0   -4.4   -3.3   -2.2   -2.8   -6.5   -11.2   -

Euro area -1.9   -2.6   -3.1   -3.0   -2.6   -1.3   -0.6   -2.0   -6.1   
Total OECD -1.3   -3.3   -4.1   -3.4   -2.7   -1.3   -1.3   -3.5   -8.2   

Note: Financial balances include one-off factors such as those resulting from the sale of the mobile telephone licenses. As d

Source:  OECD Economic Outlook 86 database. 
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national account basis (SNA93/ESA95), the government financial balances may differ from the numbers reported to 
Commission under the Excessive Deficit Procedure for some EU countries. For more details see OECD Economic Outlook
Methods (http://www.oecd.org/eco/sources-and-methods).
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 General government cyclically-adjusted financial balance
Surplus (+) or deficit (-) as a percentage of potential GDP

Australia -0.2   1.3   1.7   1.0   1.5   1.8   1.7   1.2   -2.5   
Austria -0.5   -0.6   -0.7   -3.5   -1.0   -1.8   -1.4   -1.4   -3.2   
Belgium -0.3   -0.1   0.3   -0.6   -3.2   -0.4   -1.1   -1.5   -3.0   
Canada 0.3   -0.4   -0.2   0.7   1.2   1.1   1.0   0.0   -3.2   
Czech Republic -5.2   -5.9   -5.7   -2.4   -3.9   -4.0   -2.8   -3.7   -4.3   

Denmark 0.2   0.1   0.5   2.4   4.9   4.0   3.1   2.8   0.2   
Finland 4.7   4.4   3.1   2.5   2.7   3.2   4.2   4.1   1.2   
France -2.4   -3.4   -3.9   -3.5   -3.0   -2.7   -3.5   -4.0   -6.7   
Germany -3.3   -3.5   -3.3   -2.9   -2.5   -1.8   -0.8   -1.1   -2.1   
Greece -4.5   -4.3   -6.0   -7.9   -5.2   -3.6   -4.5   -7.5   -10.4   

Hungary -3.4   -8.4   -6.9   -6.7   -8.5   -10.6   -5.8   -4.0   -1.3   
Iceland -1.1   -2.3   -2.2   -0.3   3.5   5.3   4.5   -14.0   -13.1   
Ireland -0.1   -1.3   -0.1   1.0   0.9   2.0   -1.4   -7.1   -8.9   
Italy -3.5   -3.0   -3.0   -3.1   -4.0   -3.6   -2.2   -2.6   -2.8   
Japan -5.6   -7.1   -7.1   -5.9   -6.8   -2.1   -3.5   -3.5   -6.3   

Luxembourg 5.2   1.4   0.7   -0.7   -0.1   0.7   2.1   1.6   -0.5   
Netherlands -1.7   -2.6   -2.4   -0.7   0.6   0.7   -0.6   -0.5   -3.8   
New Zealand 1.9   3.4   3.5   3.4   4.6   5.8   4.6   3.5   0.6   
Norwa

-1.7   -0.9   
-3.2   -3.4   
-2.1   -1.7   
-3.3   -3.1   
-3.6   -2.8   

-1.8   -1.1   
-0.5   -1.5   
-6.6   -6.1   
-3.8   -3.6   
-6.4   -6.3   

0.6   0.8   
-6.3   -2.4   
-8.3   -8.4   
-2.5   -2.7   
-7.2   -8.9   

-2.1   -1.9   
-3.5   -3.0   
-1.4   -2.5   

y1 0.5   -2.0   -4.1   -2.3   -1.0   1.1   3.1   1.6   -3.4   

Poland -4.6   -4.0   -5.5   -5.8   -4.3   -4.6   -3.5   -5.3   -6.8   
Portu

-4.5   -4.4   

-7.6   -6.6   
gal -5.6   -3.5   -2.4   -3.0   -5.4   -3.7   -2.8   -2.6   -4.9   

Spain -1.5   -0.8   -0.2   -0.2   1.0   1.9   1.6   -3.5   -6.8   

Sweden 1.5   -1.5   -1.0   0.2   1.3   0.9   2.3   2.5   1.5   
Switzerland -0.5   -1.1   -0.9   -1.1   -0.4   0.5   0.8   1.0   -0.1   
United Kingdom 0.4   -2.0   -3.8   -4.0   -3.7   -3.3   -3.5   -5.4   -9.9   
United States -0.7   -3.6   -4.5   -4.4   -3.5   -2.6   -3.2   -6.2   -9.3   

Euro area -2.4   -2.5   -2.5   -2.6   -2.3   -1.8   -1.5   -2.3   -3.8   
Total OECD -1.8   -3.3   -3.8   -3.6   -3.2   -2.0   -2.3   -4.0   -6.5   
Note: Cyclically-adjusted balances exclude one-off revenues from the sale of mobile telephone licenses. For more details on
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 the methodology

1. As a percentage of mainland potential GDP. The cyclically-adjusted balances shown exclude revenues from petroleum act
Source:  OECD Economic Outlook 86 database. 
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 used for estimating the cyclical component of government balances see OECD Economic Outlook  Sources and Methods 
(http://www.oecd.org/eco/sources-and-methods).
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 General government underlying financial balance
Surplus (+) or deficit (-) as a percentage of potential GDP

Australia 0.2   1.4   1.4   1.0   1.5   1.9   1.8   1.3   -2.4   
Austria -0.5   -0.8   -1.0   -0.4   -1.2   -1.9   -1.5   -1.7   -3.3   
Belgium -0.4   -0.3   -1.1   -1.1   -1.0   -0.7   -1.1   -1.6   -3.1   
Canada 0.2   -0.4   -0.2   0.8   1.3   1.3   1.1   0.0   -3.1   
Czech Republic -3.9   -4.1   -4.9   -2.4   -3.5   -4.3   -3.4   -4.2   -4.2   

Denmark 0.3   0.0   0.5   2.0   4.6   3.6   2.8   3.0   0.5   
Finland 4.5   4.1   2.8   2.3   2.6   3.0   4.2   4.1   1.3   
France -2.3   -3.5   -4.1   -3.7   -3.6   -2.8   -3.5   -3.8   -6.5   
Germany -3.1   -3.4   -3.0   -2.8   -2.3   -1.8   -0.9   -1.0   -2.0   
Greece -4.0   -4.1   -6.0   -7.2   -5.4   -5.1   -5.1   -6.3   -10.2   

Hungary -3.4   -7.0   -7.3   -7.6   -9.2   -10.9   -5.8   -4.2   -1.3   
Iceland -1.6   -3.0   -2.8   -1.1   2.6   4.2   3.2   -2.2   -14.7   
Ireland 0.1   -1.3   -0.2   1.0   0.8   1.6   -1.7   -6.6   -8.6   
Italy -3.2   -2.6   -3.9   -3.5   -3.9   -2.4   -2.0   -2.6   -2.7   
Japan -6.2   -7.2   -6.8   -6.9   -5.5   -4.0   -3.9   -4.7   -6.5   

Luxembourg 3.6   1.5   0.8   -0.3   0.2   1.2   2.1   1.6   -0.5   
Netherlands -1.4   -2.5   -2.3   -0.9   0.3   0.3   -0.8   -0.4   -3.6   
New Zealand 2.0   3.6   3.7   3.5   4.7   5.9   4.8   3.6   0.7   
Norwa

-1.9   -1.1   
-3.5   -3.6   
-2.1   -1.7   
-3.3   -3.1   
-3.0   -2.0   

-1.5   -0.8   
-0.4   -1.3   
-6.4   -5.9   
-3.7   -3.5   
-6.7   -6.5   

0.7   1.0   
-8.0   -4.3   
-8.3   -8.4   
-2.5   -2.9   
-7.0   -8.2   

-2.0   -1.9   
-3.2   -2.7   
-1.3   -2.4   

y1 0.4   -1.9   -4.0   -2.3   -1.0   1.1   3.1   1.9   -3.7   

Poland -4.5   -3.9   -4.9   -5.7   -4.4   -4.7   -3.7   -5.3   -6.8   
Portugal -5.3   -4.8   -4.9   -4.6   -5.0   -3.2   -2.0   -2.5   -5.5   
Spain -1.4   -0.7   -0.4   0.0   0.7   1.6   1.6   -2.7   -6.6   

Sweden 1.3   -1.5   -1.0   0.1   1.5   1.1   2.4   2.5   1.4   
Switzerland -0.1   -0.4   -1.0   -1.2   -0.6   0.3   0.8   0.9   -0.1   
United Kingdom 0.3   -2.2   -3.9   -4.2   -4.2   -3.5   -3.9   -5.4   -9.0   
United States -0.9   -3.7   -4.5   -4.4   -3.5   -2.8   -3.3   -6.0   -8.8   

Euro area -2.2   -2.5   -2.8   -2.6   -2.4   -1.7   -1.5   -2.1   -3.7   
Total OECD -1.8   -3.3   -3.9   -3.8   -3.0   -2.4   -2.5   -4.0   -6.3   
Note: The underlying balances are adjusted for the cycle and for one-offs. For more details see OECD Economic Outlook 

1. As a percentage of mainland potential GDP. The underlying balances shown exclude revenues from petroleum activities.  
Source:  OECD Economic Outlook 86 database. 
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Sources and Methods (http://www.oecd.org/eco/sources-and-methods).
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Balance on current account
Percentage of GDP

Australia -2.0  -3.8  -5.4  -6.1  -5.7  -5.3  -6.3  -4.6  -4.2 
Austria -0.8  2.7  1.8  2.2  2.2  2.8  3.5  3.2  1.9 
Bel

-4.5 -4.0  
2.2 2.6  

gium 3.4  4.6  4.1  3.5  2.6  2.0  2.2  -2.5  -0.8 
Canada 2.3  1.7  1.2  2.3  1.9  1.4  1.0  0.5  -2.9 
Czech Republic -5.2  -5.4  -6.1  -5.1  -1.3  -2.5  -3.1  -3.0  -1.0 

Denmark 2.6  2.9  3.4  2.3  4.3  3.0  1.5  2.2  2.5 
Finland 8.7  8.9  5.0  6.6  3.8  4.6  3.7  2.8  0.8 
France 2.0  1.3  0.9  0.6  -0.4  -0.5  -1.0  -2.3  -2.1 
Germany 0.0  2.0  1.9  4.6  5.1  6.5  7.9  6.6  4.0 
Greece -7.3  -6.8  -6.5  -5.8  -7.3  -11.3  -14.4  -14.6  -11.1 

Hungary -6.1  -6.8  -7.9  -8.1  -7.3  -7.5  -6.8  -7.1  -1.6 
Iceland -4.2  1.6  -4.6  -9.6  -16.0  -25.0  -15.4  -40.4  -8.1 
Ireland -0.7  -1.0  0.0  -0.6  -3.5  -3.6  -5.2  -5.4  -2.8 
Italy -0.1  -0.8  -1.3  -1.0  -1.7  -2.6  -2.5  -3.4  -2.7 
Japan 2.2  2.9  3.2  3.7  3.6  3.9  4.9  3.2  2.5 

Korea 1.6  0.9  1.8  3.9  1.8  0.6  0.6  -0.6  4.6 
Luxembour

-0.6 -0.5  
-3.4 -3.4  
0.3 0.3  

2.1 2.1  
0.9 0.9  

-2.1 -2.1  
4.5 5.4  

-10.0 -10.1  

-1.8 -2.6  
-1.6 -1.6  
-2.0 -0.6  
-2.3 -2.2  
2.8 2.8  

1.3 1.0  
g 8.8  10.5  8.1  11.9  11.0  10.3  9.7  5.5  1.9 

Mexico -2.6  -2.0  -1.0  -0.7  -0.6  -0.4  -0.8  -1.5  0.0 
Netherlands 2.4  2.6  5.5  7.6  7.3  9.4  8.6  4.8  6.3 
New Zealand -2.8  -3.9  -4.3  -6.3  -8.4  -8.6  -8.1  -8.8  -2.7 

Norway 16.2  12.4  12.3  12.7  16.1  17.3  15.9  19.4  17.4 
Poland -3.1  -2.8  -2.5  -4.0  -1.2  -2.7  -4.7  -5.1  -1.7 
Portu

1.5 2.9  
1.0 1.4  
7.2 7.7  

-4.4 -6.0  

18.6 18.1  
-2.3 -2.5  

gal -9.9  -8.1  -6.1  -7.6  -9.5  -10.0  -9.4  -12.1  -9.7 
Slovak Republic -8.2  -7.7  -4.8  -6.5  -7.6  -7.1  -4.9  -6.4  -3.8 
Spain -3.9  -3.3  -3.5  -5.3  -7.4  -9.0  -10.0  -9.6  -5.3 

Sweden 3.8  4.0  7.1  6.7  6.8  8.6  8.8  6.2  7.8 
Switzerland 8.2  8.8  13.4  13.4  14.0  15.3  10.0  2.3  8.7 
Turke

-10.7 -11.1  
-3.1 -2.8  
-3.8 -3.0  

8.2 8.6  
10.2 10.9  

y 2.0  -0.4  -2.5  -3.7  -4.6  -6.1  -5.9  -5.5  -1.9 
United Kingdom -2.1  -1.7  -1.6  -2.1  -2.6  -3.3  -2.7  -1.6  -2.6 
United States -3.7  -4.3  -4.7  -5.3  -5.9  -6.0  -5.2  -4.9  -3.0 

Euro area 0.1  0.7  0.5  1.2  0.5  0.5  0.5  -0.8  -0.6 
Total OECD -1.0  -1.1  -1.0  -0.9  -1.4  -1.6  -1.2  -1.6  -0.9 

Source:  OECD Economic Outlook 86 database. 

20082005 2006 2007 20092001 2002 2003 2004

-2.8 -3.3  
-2.4 -2.0  
-3.4 -3.7  

-0.1 0.3  
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Balance on current account
 $ billion

Australia -15.7  -28.4  -39.2  -40.8  -40.0  -57.8  -47.9 -40.9 
Austria 5.6  4.4  6.4  6.6  9.2  13.1  13.4 7.4 
Bel

-51.0 -48.1 
9.1 11.0 

gium 11.7  12.9  12.6  9.9  8.1  9.7  -12.7 -3.7 
Canada 12.6  10.6  22.9  21.6  17.9  14.3  9.2 -39.8 
Czech Republic -4.1  -5.6  -5.5  -1.6  -3.6  -5.4  -6.4 -1.8 
Denmark 5.0  7.3  5.7  11.1  8.2  4.7  7.5 7.6 
Finland 12.1  8.3  12.5  7.5  9.6  9.1  7.6 2.1 
France 19.2  15.6  11.6  -9.1  -11.1  -26.5  -65.1 -55.0 
German

-3.1 -2.5 
-51.5 -52.6 

0.6 0.8 
7.0 7.3 
2.3 2.4 

-60.3 -63.6 
y 41.0  47.8  126.8  141.6  189.9  265.5  244.5 133.7 1

Greece -10.1  -12.8  -13.3  -17.8  -29.8  -44.8  -51.2 -37.1 
Hungary -4.6  -6.6  -8.3  -8.0  -8.5  -9.5  -10.9 -2.0 
Iceland 0.2  -0.5  -1.3  -2.6  -4.2  -3.2  -6.3 -1.0 
Ireland -1.3  -0.1  -1.2  -7.0  -7.9  -13.6  -14.8 -6.3 
Ital

61.7 199.3 
-36.2 -38.1 

-2.5 -3.8 
-0.2 -0.2 
-4.6 -1.5 

y -9.8  -19.7  -16.6  -30.1  -48.2  -52.2  -77.1 -57.2 
Japan 112.6  136.2  171.6  166.0  171.5  212.8  157.4 125.9 1
Korea 5.4  11.9  28.2  15.0  5.4  5.9  -6.4 37.3 
Luxembour

-53.6 -52.5 
45.5 147.9 
11.7 10.0 

g 2.3  2.4  4.1  4.1  4.4  5.0  3.2 0.9 
Mexico -14.1  -7.1  -5.2  -4.8  -4.1  -8.4  -15.7 0.0 
Netherlands 11.4  30.0  46.3  46.8  63.8  67.1  42.6 50.2 
New Zealand -2.3  -3.4  -6.2  -9.2  -9.1  -10.4  -11.4 -3.1 
Norway 23.9  27.7  32.8  48.4  58.2  62.0  88.5 68.3 
Poland -5.5  -5.5  -10.1  -3.7  -9.4  -20.3  -26.9 -7.3 
Portu

0.9 1.8 
9.4 15.0 

61.8 67.1 
-6.2 -9.0 
84.2 87.4 

-11.5 -13.2 
gal -10.3  -9.6  -13.6  -17.6  -19.5  -21.2  -29.6 -22.0 

Slovak Republic -2.7  -2.2  -3.7  -4.7  -4.9  -4.1  -6.3 -3.3 
Spain -22.5  -31.1  -54.9  -83.1  -111.1  -144.8  -154.0 -77.8 
Sweden 9.8  22.2  24.0  25.0  33.8  40.1  30.3 32.0 
Switzerland 25.0  43.6  48.8  52.2  59.8  43.4  11.4 43.3 
Turke

-26.3 -28.0 
-3.0 -2.9 

-59.1 -47.7 
38.0 42.1 
54.3 59.2 

y -0.7  -7.6  -14.6  -22.1  -32.1  -38.3  -41.5 -12.0 
United Kin

-19.9 -25.8 
gdom -27.9  -30.0  -45.6  -59.2  -81.1  -75.3  -42.7 -57.8 

United States -459.1  -521.5  -631.1  -748.7  -803.5  -726.6  -706.1 -434.0 -5

Euro area 46.5  46.0  117.1  47.3  52.5  62.3  -99.6 -68.0 
Total OECD -293.3  -310.7  -315.9  -514.3  -588.4  -509.4  -717.3 -353.2 -3
Memorandum items
 China 35.4  45.9  68.7  160.8  249.9  371.8  426.1 297.7 2
 D

-56.8 -48.5 
06.2 - 565.5 

-10.5 44.8 
65.9 -352.3 

76.4 323.9 
ynamic Asian Economies1 77.3  114.0  76.7  93.5  133.3  160.5  133.0 146.5 

 Other Asia 11.1  11.5  -0.6  -14.8  -17.6  -23.9  -68.4 -56.3 
Total Non-OECD Asia 123.7  171.3  144.7  239.6  365.5  508.4  490.7 387.9 2
Latin America 0.1  17.7  27.6  41.1  52.0  24.4  -11.8 -14.8 
Africa and Middle-East 19.9  57.2  102.7  224.4  320.0  297.4  385.1 50.6 2
Central and Eastern Europe 22.9  23.5  45.2  64.5  60.9  12.2  44.6 -46.6 
Total of non-OECD countries 166.7  269.8  320.2  569.7  798.4  842.4  908.6 377.2 4
World (discrepancy) -126.7  -40.9  4.3  55.4  210.1  333.0  191.3 24.0 

1.  Indonesia, Malaysia, Chinese Taipei, Philippines, Singapore, Thailand and Hong-Kong, China.
Source:  OECD Economic Outlook 86 database. 

2002  2003  2004  2008  2009  2005  2006  2007  

89.5 93.1 
-84.1 -96.0 
81.8 320.9 

7.0 9.5 
19.4 238.1 

-59.0 -65.7 
49.1 502.8 
83.2 150.5 

2010  2011  
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Quarterly demand and output projections 
Percentage changes from previous period, seasonally adjusted at annual rates, volume

2009   2010   2011 Fo

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2009

Private consumption
   Canada -0.1  2.3  3.0  2.1 2.2 2.4 2.6 2.8 3.0 3.2 3.4 3.6 1.2
   France 0.6  0.3  1.5  0.0 0.0 0.2 0.8 1.6 1.6 1.8 1.9 2.1 0.5
   Germany 0.8  -0.5  0.6  -1.2 -1.4 -0.6 0.3 0.6 0.8 0.9 0.9 0.9 1.0
   Italy -1.9  0.7  1.1  0.1 0.6 1.5 1.1 1.1 1.1 1.1 1.2 1.2 -1.
   Japan -0.7  1.2  1.2  0.8 0.5 0.9 0.9 0.9 1.2 1.4 1.7 1.9 0.7
   United Kingdom -3.0  -0.2  2.0  0.8 -2.5 1.4 1.6 1.8 2.0 2.2 2.4 2.6 -2.
   United States -0.6  1.3  2.4  0.4 1.0 1.3 2.0 2.2 2.4 2.7 2.9 3.1 0.9
   Euro area -1.0  0.0  1.1  -0.5 -0.4 0.2 0.6 1.0 1.2 1.3 1.4 1.5 -0.7 
   Total OECD -1.1  1.0  2.0  0.3 0.5 1.1 1.6 1.8 2.0 2.3 2.4 2.6 0.1

Public consumption
   Canada 2.5  2.7  2.0  3.0 2.5 2.5 2.0 2.0 2.0 2.0 2.0 2.0 2.9
   France 1.5  1.3  0.8  2.0 0.6 0.6 0.8 0.8 0.8 0.8 0.8 0.8 1.8
   Germany 2.3  1.5  1.5  1.4 1.4 1.4 1.4 1.5 1.6 1.4 1.4 1.4 2.3
   Italy 1.7  0.7  0.2  0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 2.0
   Japan 1.1  2.3  2.4  3.3 2.7 2.4 2.4 2.3 2.4 2.4 2.3 2.4 1.1
   United Kingdom 2.8  3.3  0.6  6.1 3.2 1.6 0.8 0.6 0.4 0.4 0.4 0.4 3.7
   United States 2.0  1.8  0.4  2.6 1.6 1.2 1.2 0.5 0.2 0.2 0.2 0.2 1.8
   Euro area 2.3  1.1  0.8  1.1 0.7 0.6 0.6 0.7 0.9 0.8 0.8 0.9 2.1
   Total OECD 2.2  1.6  1.0  2.1 1.5 1.3 1.2 1.0 1.0 1.0 1.0 1.0 2.0

Business investment
   Canada -13.4  3.9  5.9  5.0 4.0 4.5 5.0 5.5 6.0 6.2 6.5 7.0 -9.
   France -6.8  0.8  4.7  0.0 1.5 2.3 2.8 3.2 4.9 5.7 6.6 7.4 -5.
   Germany -14.1  -0.1  4.6  -1.3 -1.0 -0.1 1.1 3.8 5.0 5.8 7.4 7.4 -12.3
   Italy -19.3  1.5  5.4  2.2 4.4 5.0 5.1 5.3 5.3 5.5 5.7 6.1 -13.3
   Japan -18.0  2.1  5.9  -1.7 3.2 4.5 5.2 6.1 6.1 6.1 6.1 6.1 -11.0
   United Kingdom -19.5  -6.6  3.8  -3.9 -2.0 -1.0 0.0 2.0 4.0 6.0 7.0 8.2 -23.1
   United States -17.8  0.2  8.4  -2.0 0.0 1.0 7.0 8.0 9.0 9.5 10.0 11.0 -14.9  
   Euro area -13.2  -0.5  4.4  -1.3 0.3 1.2 2.4 3.6 4.7 5.4 6.2 6.8 -10.8
   Total OECD -15.4  0.0  6.3  -1.6 0.6 1.6 4.6 5.8 6.7 7.2 7.7 8.4 -12.6

Total investment
   Canada -8.7  4.4  4.5  5.2 4.0 4.1 4.2 4.4 4.5 4.6 4.8 5.2 -4.
   France -6.8  -0.3  3.1  -0.1 0.5 1.3 1.8 2.1 3.3 4.0 4.4 4.8 -5.
   Germany -8.7  1.3  1.3  0.3 1.0 1.4 2.1 2.4 -2.5 1.8 4.3 4.5 -6.
   Italy -12.6  0.6  4.0  1.3 2.0 1.9 2.4 3.0 4.8 5.0 4.8 4.5 -7.
   Japan -12.8  -0.8  4.4  -3.2 -1.9 2.5 3.6 4.7 4.7 4.8 4.8 4.7 -9.
   United Kingdom -16.1  -5.2  2.6  -4.9 -2.2 -1.0 -0.1 1.5 2.7 4.0 4.7 5.4 -17.1  
   United States -14.3  2.1  7.8  0.2 1.6 2.2 6.9 7.5 8.2 8.6 9.1 9.8 -10.5
   Euro area -10.6  -1.0  2.3  -1.6 -0.3 0.4 1.3 2.0 1.6 3.1 4.2 4.6 -8.5 
   Total OECD -12.1  0.6  5.3  -0.7 0.7 1.8 4.2 5.0 5.3 6.0 6.6 7.0 -9.

Note:  The ado
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ption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with 

1.  Year-on -year growth rates in per cent.                  
Source:  OECD Economic Outlook 86 database. 

2009   2010   2011   

respect to variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are 
weighted price indices to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years"
the Statistical Annex and OECD Economic Outlook  Sources and Methods (http://www.oecd.org/eco/sources-and-methods).                    
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Quarterly demand and output projections (cont'd)  
Percentage changes from previous period, seasonally adjusted at annual rates, volume

2009   2010   2011 Fo

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2009

Total domestic demand
   Canada -2.8  3.8  3.2  4.6 4.3 3.6 2.8 3.0 3.1 3.2 3.4 3.6 -0.
   France -2.2  1.0  1.8  1.4 1.6 1.9 1.0 1.5 1.8 2.0 2.1 2.3 -1.
   Germany -1.5  0.4  0.9  0.3 0.3 0.2 0.9 1.1 0.3 1.2 1.6 1.7 -1.
   Italy -3.6  1.0  1.5  0.3 1.3 1.4 1.1 1.2 1.6 1.7 1.6 1.6 -1.
   Japan -3.4  1.1  2.1  0.9 0.6 1.4 1.8 2.0 2.1 2.3 2.4 2.5 -2.
   United Kingdom -5.5  0.3  1.8  1.9 0.6 1.1 1.2 1.5 1.8 2.1 2.3 2.5 -3.
   United States -3.4  2.5  3.0  3.0 2.6 2.6 2.6 2.7 2.9 3.2 3.4 3.7 -1.
   Euro area -3.1  0.2  1.2  0.3 0.5 0.7 0.7 1.1 1.1 1.5 1.8 1.9 -2.
   Total OECD -3.7  1.7  2.4  1.9 1.7 1.9 2.0 2.2 2.4 2.7 2.9 3.1 -1.

Export of goods and services
   Canada -14.0  5.2  5.4  6.4 5.4 4.8 5.2 5.3 5.3 5.5 5.8 6.0 -8.
   France -11.0  4.7  6.4  3.6 2.8 4.7 5.7 6.6 6.6 6.6 7.0 7.0 -3.
   Germany -14.4  7.2  8.1  4.1 6.1 6.6 7.4 7.9 8.2 8.7 8.7 8.7 -6.
   Italy -20.3  1.4  3.5  1.6 1.8 2.8 3.3 3.2 3.6 3.6 4.0 3.9 -14.0
   Japan -25.1  10.8  6.2  12.5 5.8 5.9 6.0 6.1 6.2 6.3 6.4 6.5 -8.
   United Kingdom -10.6  4.4  6.9  4.5 4.9 6.1 6.6 6.8 7.0 7.0 7.2 7.2 -6.
   United States -10.8  6.8  7.8  6.0 6.0 6.5 7.5 7.5 7.5 8.5 8.5 8.5 -4.
   Total OECD2 -12.8  6.4  7.3  5.9 5.5 6.1 6.8 7.1 7.2 7.7 7.9 7.9 -5.

Import of goods and services
   Canada -13.3  11.4  5.7  12.0 11.0 8.2 5.5 5.5 5.3 5.5 5.7 6.0 -3.
   France -10.0  2.9  6.3  3.2 3.2 5.7 4.1 6.6 6.6 6.6 7.0 7.0 -7.
   Germany -8.2  5.1  6.4  3.0 4.7 5.0 5.5 6.1 6.5 6.8 7.0 7.0 -4.
   Italy -15.8  1.0  3.3  0.0 1.6 2.8 3.6 3.2 3.2 3.2 3.2 3.2 -11.5
   Japan -14.7  5.9  6.9  9.0 5.0 6.1 6.4 6.7 6.9 7.2 7.4 7.5 -13.0
   United Kingdom -13.3  0.9  5.0  3.1 1.1 1.2 4.2 4.8 5.1 5.6 6.2 6.3 -9.
   United States -14.8  6.2  8.1  7.0 6.0 6.0 7.0 7.5 8.0 9.0 9.2 9.5 -9.
   Total OECD2 -13.9  5.2  7.2  5.7 5.1 5.5 6.2 6.8 7.2 7.7 8.0 8.2 -8.

GDP
   Canada -2.7  2.0  3.0  2.9 2.6 2.5 2.7 2.8 3.1 3.2 3.3 3.5 -1.
   France -2.3  1.4  1.7  1.4 1.4 1.6 1.3 1.5 1.6 1.9 2.0 2.3 -0.
   Germany -4.9  1.4  1.9  0.8 1.0 1.0 1.8 2.1 1.3 2.2 2.6 2.7 -2.
   Italy -4.8  1.1  1.5  0.7 1.2 1.4 1.0 1.2 1.7 1.7 1.8 1.7 -2.
   Japan -5.3  1.8  2.0  1.3 0.8 1.4 1.7 1.9 2.0 2.2 2.3 2.4 -1.
   United Kingdom -4.7  1.2  2.2  2.2 1.5 2.4 1.8 2.0 2.2 2.4 2.6 2.7 -2.
   United States -2.5  2.5  2.8  2.7 2.5 2.5 2.5 2.6 2.7 2.9 3.2 3.4 -0.
   Euro area -4.0  0.9  1.7  0.6 0.8 1.0 1.3 1.5 1.5 2.0 2.2 2.4 -2.
   Total OECD -3.5  1.9  2.5  1.9 1.8 2.0 2.1 2.3 2.5 2.7 2.9 3.1 -1.

Note:  The ado

urth quarter1

2010 2011
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ption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with 

1.  Year-on -year growth rates in per cent.                  
2.   Includes intra-regional trade.
Source:  OECD Economic Outlook 86 database. 

2009   2010   2011   

respect to variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are 
weighted price indices to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years"
the Statistical Annex and OECD Economic Outlook  Sources and Methods (http://www.oecd.org/eco/sources-and-methods).                    
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Quarterly price, cost and unemployment projections
Percentage changes from previous period, seasonally adjusted at annual rates, volume

2009   2010   2011 F

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2009

Consumer price index2

   Canada 0.4  1.3  1.0  1.5 1.4 1.2 1.1 1.0 1.0 1.0 1.0 1.0 1.
   France 0.1  1.0  0.6  2.2 1.4 0.6 0.6 0.6 0.6 0.6 0.7 0.8 0.
   Germany 0.2  1.0  0.8  1.6 1.2 0.9 0.8 0.8 0.8 0.8 0.9 1.0 0.
   Italy 0.7  0.9  0.8  1.2 1.1 1.0 1.0 0.9 0.8 0.7 0.8 0.8 0.
   Japan -1.2  -0.9  -0.5  -0.5 -0.5 -1.7 -0.5 -0.4 -0.4 -0.3 -0.3 -0.2 -1.6
   United Kingdom 2.1  1.7  0.5  1.9 2.7 0.7 0.5 0.4 0.4 0.5 0.7 0.8 1.
   United States -0.4  1.7  1.3  1.9 1.3 1.2 1.2 1.2 1.3 1.3 1.4 1.4 1.
   Euro area 0.2  0.9  0.7  1.6 1.2 0.8 0.8 0.7 0.7 0.7 0.7 0.8 0.
GDP deflator
   Canada -1.9  2.3  1.4  2.6 2.2 1.9 1.6 1.4 1.3 1.3 1.3 1.4 0.
   France 1.0  0.5  0.7  0.6 0.6 0.6 0.6 0.6 0.7 0.7 0.8 0.9 0.
   Germany 0.9  0.2  0.3  -1.1 0.8 0.4 0.6 0.6 0.3 0.2 0.1 0.1 0.
   Italy 2.5  1.0  1.0  1.4 1.1 0.9 0.8 0.9 0.9 1.0 1.2 1.2 1.
   Japan 0.0  -1.7  -0.8  -1.1 -1.0 -1.0 -0.9 -0.8 -0.8 -0.7 -0.6 -0.5 -2.0
   United Kingdom 1.1  1.5  0.6  1.7 2.3 0.8 0.4 0.4 0.6 0.6 0.7 0.7 0.
   United States 1.3  0.9  1.0  1.1 0.9 0.9 0.9 0.9 1.0 1.1 1.2 1.2 0.
   Euro area 1.0  0.5  0.7  0.3 0.8 0.6 0.7 0.7 0.7 0.6 0.7 0.7 0.
   Total OECD 1.3  0.8  1.1  1.2 1.0 0.7 0.9 1.2 1.1 1.0 1.2 1.5 0.

   Canada 2.5  -0.1  0.7  -1.0 -0.4 0.3 0.6 0.7 0.7 0.9 0.9 0.9 0.
   France 2.5  -0.7  0.0  -1.3 -0.5 -0.5 -0.1 -0.2 0.1 0.2 0.2 0.0 0.1  
   Germany 4.3  -2.4  -1.2  -2.1 -0.8 -2.2 -2.1 -1.4 -0.4 -1.1 -1.1 -1.2 0.
   Italy 5.2  -0.5  0.0  -0.1 -0.7 -0.8 0.3 -0.1 -0.3 0.1 0.5 0.5 2.4  
   Japan 1.3  -2.3  -1.2  -1.7 -0.3 -1.2 -1.2 -1.2 -1.1 -1.2 -1.2 -1.4 -2.8
   United Kingdom 3.9  -2.1  -2.0  -3.3 -2.1 -2.9 -2.0 -2.2 -2.1 -1.8 -1.7 -1.6 2.
   United States -1.1  -0.1  1.5  -1.0 1.2 1.0 1.3 1.5 1.6 1.6 1.7 1.8 -3.3
   Euro area 3.8  -0.9  -0.3  -1.3 -0.5 -0.7 -0.5 -0.5 -0.1 -0.2 -0.2 -0.2 0.

   Total OECD 2.1  -0.6  0.6  -1.2 0.3 0.1 0.4 0.5 0.6 0.6 0.7 0.8 -1.1

Unemployment Per cent of labour force

   Canada 8.3  8.7  8.1  8.8 8.8 8.8 8.7 8.6 8.4 8.2 8.0 7.7 
   France 9.1  9.9  10.1  9.5 9.7 9.9 10.0 10.1 10.2 10.1 10.1 10.0 
   Germany 7.6  9.2  9.7  7.9 8.4 9.0 9.5 9.7 9.7 9.8 9.7 9.7 
   Italy 7.6  8.5  8.7  8.0 8.2 8.4 8.6 8.8 8.8 8.8 8.7 8.6 
   Japan 5.2  5.6  5.4  5.7 5.6 5.6 5.5 5.5 5.5 5.5 5.4 5.4 
   United Kingdom 8.0  9.3  9.5  8.8 9.1 9.3 9.4 9.5 9.5 9.5 9.4 9.4 
   United States 9.2  9.9  9.1  10.0 10.1 10.0 9.9 9.7 9.5 9.3 9.0 8.7 
   Euro area 9.4  10.6  10.8  9.9 10.2 10.5 10.8 10.9 10.9 10.9 10.8 10.7 
   Total OECD 8.2  9.0  8.8  8.8 8.9 9.1 9.1 9.1 9.0 8.8 8.7 8.6 

Note:  The ado

ourth quarter1
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ption of new national account systems, SNA93 or ESA95, has been proceeding at an uneven pace among OECD member countries, both with 

1.  Year-on -year growth rates in per cent.                  
2.  For the United Kingdom, the euro area countries and the euro area aggregate, the Harmonised Index of Consumer Prices (HICP) is used.         
Source:  OECD Economic Outlook 86 database. 

2009   2010   2011   

respect to variables and the time period covered. As a consequence, there are breaks in many national series. Moreover, some countries are
weighted price indices to calculate real GDP and expenditures components. See Table "National Account Reporting Systems and Base-years"
the Statistical Annex and OECD Economic Outlook  Sources and Methods (http://www.oecd.org/eco/sources-and-methods).                    
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