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1. The OECD area economy appears to have entered recession, and unemployment is now rising in 

many OECD countries. OECD projections point to a protracted downturn, with GDP likely to decline by a 

1/3 of a percent in 2009, but the uncertainties are large. That goes not least for the depth and duration of 

the financial crisis, the prime driver of the downturn. In this regard, underlying the projections is an 

assumption that the extreme financial stress since mid-September is short-lived, but will be followed by an 

extended period of financial headwinds through late 2009, with a gradual normalization thereafter. Another 

important driver of the projection is the ongoing adjustment in housing markets, which in many European 

economies, based on past housing cycles, still has a long way to go. Partially offsetting these 

contractionary forces is the boost to real household incomes due to sharply lower commodity prices.  

 

2. Earlier concerns about inflation exceeding comfort levels have dissipated in recent months. 

Inflation peaked this summer in many OECD countries, and is now declining. If, as assumed, commodity 

prices are sustained at their recent lower levels and as increasing economic slack exerts downward pressure 

on prices, inflation should continue to moderate. 

 

3. The distribution of risks around the projection is wide. In 2009, these risks are skewed on the 

downside. They include, among others, a longer period than assumed before financial conditions 

normalise, further failures of financial institutions and emerging market economies being hit harder by the 

downturn in global trade and a reassessment of risk by foreign investors. There are upside risks too. 

Adjustment in bank balance sheets may advance more quickly in response to the substantial and 

comprehensive policy measures introduced. Policy stimulus over and above that factored into the 

projections cannot be excluded either. For 2010, widespread risks remain, but these are more equally 

distributed, reflecting the possibility of an economic recovery starting earlier.  

 

4. Against the backdrop of a deep economic downturn, additional macroeconomic stimulus is 

needed. In normal times, monetary, rather than fiscal policy would be the stabilisation instrument of 

choice, and further monetary easing has been built in. But in the current conditions of extreme financial 

stress, the monetary transmission mechanism may have weakened. Moreover, in the United States and 

Japan the scope for further reductions in policy rates is limited. In this unusual situation, fiscal policy too 

has a role to play. Automatic stabilizers should be allowed to operate in full, and in those countries where 

room for budgetary manoeuvre exists, discretionary fiscal easing remains an important near-term policy 

option. However, it is vital that any discretionary action be timely and temporary and designed so as to 

ensure maximum effectiveness. Tax cuts aimed at credit-constrained households, for instance, might prove 

effective. At the same time, with high public debt in many OECD economies, it will be equally important 

that a credible framework is in place to ensure fiscal sustainability over the long run. 

 

5. The need for further measures to stabilize financial markets cannot be excluded. In this event, 

international co-operation is desirable to avoid measures that distort competition or which effectively shift 

the problem to other countries. It is equally important that measures are designed and implemented in ways 

that allow their orderly removal as conditions in financial markets normalise. Apart from dealing with 

current financial market distress, it will also be necessary to re-examine the features of the regulatory and 

supervisory framework that created incentives for excessive risk-taking and led financial institutions to 

increase leverage in non-transparent ways to levels that proved to be unsustainable. When addressing these 

issues, it will be important to focus on reforms to the global financial architecture and at the same time 

resist pressures for a wider rollback of open markets which would prove costly. 
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 Summary of projections 

2008 2009 2010 Q4 / Q4

Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2008 2009 2010

Per cent

Real GDP growth

United States 1.4  -0.9  1.6  -0.3 -2.8 -2.0 -0.8 0.6 1.2 1.7 2.1 2.7 2.9 0.1  -0.3  2.3  

Japan 0.5  -0.1  0.6  -0.4 -1.0 0.8 0.6 -0.3 0.2 0.7 0.9 1.0 1.0 -0.4  0.3  0.9  

Euro area 1.1  -0.5  1.2  -0.5 -1.0 -0.8 -0.4 0.1 0.7 1.3 1.7 2.1 2.5 0.1  -0.1  1.9  

Total OECD 1.4  -0.3  1.5  0.0 -1.4 -0.8 -0.2 0.5 1.1 1.7 2.0 2.5 2.7 0.2  0.2  2.2  

Inflation
1

year-on-year

United States 3.6  1.2  1.3  4.4 2.8 2.1 1.3 0.3 1.1 1.3 1.3 1.2 1.2 

Japan 1.4  0.3  -0.1  2.0 1.4 1.1 0.5 -0.3 -0.2 -0.1 -0.1 -0.1 -0.1 

Euro area 3.4  1.4  1.3  3.9 2.7 1.9 1.4 1.0 1.3 1.3 1.3 1.3 1.3 

Total OECD 3.3  1.7  1.5  3.8 2.9 2.3 1.7 1.1 1.5 1.5 1.5 1.4 1.4 

Unemployment rate
2

United States 5.7  7.3  7.5  6.0 6.5 6.9 7.2 7.4 7.5 7.6 7.6 7.5 7.4 

Japan 4.1  4.4  4.4  4.1 4.3 4.4 4.4 4.4 4.4 4.4 4.4 4.4 4.4 

Euro area 7.4  8.6  9.0  7.5 7.8 8.2 8.5 8.8 9.0 9.1 9.1 9.0 9.0 

Total OECD 5.9  6.9  7.2  6.0 6.3 6.6 6.9 7.1 7.2 7.3 7.3 7.2 7.2 

World trade growth 4.7  1.8  5.0  3.0 1.0 1.3 1.9 2.5 3.8 5.3 6.2 6.9 7.3 2.8  2.4  6.4  

Current account balance
3

United States -4.9  -3.9  -3.6  

Japan 3.8  4.3  3.9  

Euro area -0.3  0.2  0.2  

Total OECD -1.5  -1.0  -1.0  

Fiscal balance
3

United States -5.3  -6.7  -6.8  

Japan -1.4  -3.3  -3.8  

Euro area -1.4  -2.2  -2.5  

Total OECD -2.5  -3.8  -4.1  

Short-term interest rate

United States 3.3  1.7  2.0  3.2 3.6 1.8 1.4 1.7 2.0 1.8 1.8 2.0 2.5 

Japan 0.8  0.7  0.4  0.8 0.9 0.7 0.7 0.7 0.6 0.6 0.5 0.4 0.4 

Euro area 4.7  2.7  2.6  5.0 4.6 2.9 2.7 2.7 2.6 2.5 2.5 2.6 2.8 

Note:  

Assumptions underlying the projections include:        

 - no change in actual and announced fiscal policies; 

 - unchanged exchange rates as from 28 October 2008; in particular 1$ = 95.69 yen and 0.80 ú;   

 - price of oil for a barrel of Brent crude is fixed at 60$;

The cut-off date for other information used in the compilation of the projections is 31 October 2008.

1.  USA; price index for personal consumption expenditure, Japan; consumer price index and the euro area; harmonised index of consumer prices.            

2.  Per cent of the labour force.       

3.  Per cent of GDP.       

Source:  OECD Economic Outlook 84 database. 

  - in Japan, the policy interest rate is assumed to remain at 30 basis points in 2009 and 2010.

2008 2009 2010 

Real GDP growth, inflation (measured by the increase in the consumer price index or private consumption deflator for total OECD) and world trade growth 

(the arithmetic average of world merchandise import and export volumes)  are seasonally and working-day-adjusted annual rates. The "fourth quarter" 

columns are expressed in year-on-year growth rates where appropriate and in levels otherwise. Interest rates are for the United States: 3-month eurodollar 

deposit; Japan: 3-month certificate of deposits; euro area: 3-month interbank rate.

 - in the United States, the target federal funds rate is assumed to be eased to ½ percent early in 2009 and then, as the economic environment begins to 

   improve, interest rates are raised towards the end  of 2009 and in 2010 reaching 2½ per cent by December 2010;

 - in the euro area, policy rates are assumed to be eased by 125 basis points by early 2009. They will then remain at 2% until mid-2010 before being 

   gradually raised to around 2½ per cent by the end of 2010;
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Indicators of financial market stress

Routine: 

before August 2007

Turmoil: 

Aug 2007 to 12 Sep 2008

Crisis: 

15 Sep to 14 Oct 2008

Average Standard 

deviation

Average Standard 

deviation

Average Standard 

deviation

Bank credit default swap rates
1

United States 21 6 158 97 271 60 146

Euro Area 13 4 79 33 170 24 127

United Kingdom 10 3 97 33 177 33 113

39 22 125 38 321 81 198

6 1 62 16 118 41 170

Routine: 

before August 2007

Turmoil: 

Aug 2007 to 12 Sep 2008

Crisis: 

15 Sep to 14 Oct 2008

15 Oct to 7 

Nov 2008

0.40

1. An average of 5-year credit default swap rates on bank's senior debt.

Source:  OECD calculations.    

Latest 

observation: 7 

Nov 2008

Three-month Treasury euro 

dollar spread

Three-month EURIBOR-

EONIA swap index spread

Correlation between three-

month interbank and 

Treasury bill rates

0.998 0.95 -0.34
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Bonds spread have soared 

 

1. All series are JPM EMBI Global Diversified stripped spreads. 

2. Merrill Lynch corporate BBB rated bonds. Spreads based on average yields for 5-7 years and for 7-10 years. 

Source: JP Morgan; Datastream. 
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 Share prices have tumbled 

Share price indices, 1 January 2007 = 100 

 

Source: Datastream. 
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 Residential permits are falling nearly everywhere 

Latest data, year-on-year growth rate¹ 

 

1. Monthly data mostly ending between March 2008 and July 2008; three-month average over the last year three-month average, 
seasonally adjusted. 

Source: Eurostat; and OECD, Main Economic Indicators database. 
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 Real house prices are decelerating nearly everywhere and decreasing in many countries 

Year-on-year percentage change 

 

Note: House prices deflated by the Consumer Price Index. 

Source: National sources. 
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 Car sales have plummeted 

Year-on-year growth rates, three-month moving average 

 

Source: Datastream. 
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 Non-OECD growth is also slowing 

Year-on-year growth rates 

 

Source: CMIE; Datastream; and OECD calculations. 
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 World trade indicators have plunged 

 

1. Normalised so that a unit change corresponds to one standard deviation. 

Source: OECD, Main Economic Indicators database; Datastream; and OECD calculations. 
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 Exchange rates have recently moved sharply 

Nominal effective exchange rates¹, January 2005 = 100 

 

1. Competitiveness-weighted effective exchange rate indices. Competitiveness weights are based on a double-weighting principle, 
taking into account the structure of competition in both export and import markets of the manufacturing sector of 42 countries. 
An increase of the index indicates a nominal effective appreciation and a corresponding deterioration of the competitive 
position. 

Source: OECD Economic Outlook 84 database. 
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 Business confidence has weakened 

 

1. Year-on-year growth rate. 

2. Surveyed expectations in relation to manufacturing activity. Series have been normalised at the average for the period starting 
in 1985 and are presented in units of standard deviation. 

Source: Datastream; and OECD, Main Economic Indicators database. 
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 Commodity prices have fallen from recent peaks 

 

Source: Datastream; HWWI; IMF, Exchange Rates data; OECD Economic Outlook 84 database. 

 


