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Key points to note
ÅThe current OECD projections were put together in 

late November

ÅAt the time, these projections were, in our view, 
thought of as a most likely outcome but the risks 
were acknowledge to be skewed to the downside

ÅAs well, there in an unusual degree of uncertainty 
regarding key factors including housing and financial 
markets

ÅCommodity  prices, pressures on inflation and 
current account imbalances were also concerns

ÅThis uncertainty makes forecasting and risk 
evaluation more difficult but also more interesting



The economy is going through a very rough 
spot

ÅProblems struck at a time when the economy was doing well:

ïOECD economies were growing

ïActivity in emerging markets was robust, supporting trade

ïDomestic labour markets had been healthy

ïCorporate balance sheets were strong 

ïInflation has for the most part been low as well as inflation 
expectations

ÅThe outlook calls for some near-term slowing and then a gradual 
return to potential growth rates, with inflation remaining 
contained

ÅBut the risks are important and the big worry is that these risks 
interact  with each other



Table 1. The expansion should ease somewhat
OECD area, unless noted otherwise

Average 2007 2008 2009

1995-2004 2005 2006 2007 2008 2009 q4 q4 q4

Per cent

Real GDP growth
1

2.7      2.6  3.1  2.6  2.3  2.4  2.5  2.2  2.6  

United States 3.1      3.1  2.9  2.0  1.7  2.2  2.2  1.5  2.5  

Euro area 2.2      1.6  2.9  2.6  2.1  2.0  2.2  2.1  2.0  

Japan 1.1      1.9  2.2  1.9  1.8  1.8  1.3  2.1  1.7  

Output gap
2

-0.5      -0.5  0.0  0.1  -0.2  -0.2  

Unemployment rate
3

6.6      6.5  5.9  5.4  5.4  5.3  5.3  5.4  5.2  

Inflation
4

3.2      2.3  2.3  2.3  2.0  2.0  2.4  2.0  2.1  

Fiscal balance
5

-2.3      -2.9  -1.8  -1.6  -1.9  -1.8  

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.  GDP deflator. Year-on-year increase; last three columns show the increase over a year earlier.

5.  Per cent of GDP.          

Source:  OECD Economic Outlook 82 database. 



What has happened since

ÅUS growth has come in weaker than expected

ÅUK economy is starting to slow 

ÅThe euro area is also slowing

ÅBut Japan has come in somewhat stronger

ÅChina and India are also slowing, but are growing 
strongly



Confidence is softening

 

    Note: All series have been normalised at the average for the period starting in 1985 and are presented in units              

of standard deviation. Monthly data, seasonally adjusted except Japan  (quarterly, s.a.).   

    1.             x

    2.                   0

    Source: OECD Main Economic Indicators.

USA: Purchasing Manager Index : Production Tendency  (Institute for Supply Management) ; Japan:  Business 

Survey (manufacturing): Prospects; Euro area: Business Survey (manufacturing): Future Production Tendency.             

USA:  Consumer Confidence Survey - Expected Economic Situation (University of Michigan);  Japan: Consumer 

Confidence Index;  Euro area: Consumer Opinion Surveys - Expected Economic Situation.          
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The role of housing is very 
important

ÅAll aspect of housing have become important 
in the current conjuncture

ÅHousing affects activity through a number of 
channels:

ïDirectly on GDP through investment

ïIndirectly through prices affecting wealth and then 
consumption

ïHousing is also affecting financial markets as 
mortgages continue to go sour



The upswing in housing markets has been highly correlated across countries 

 

1. Out of 16 countries for which there is data over this horizon. 

2. Out of 24 countries for which there is data over this horizon. 

Source: OECD Economic Outlook 82 database and various national sources, see table A.1 in N. Girouard, M. Kennedy, P. van den Noord 

and C. André, "Recent house price developments: the role of fundamentals", OECD Economics Department Working Papers, n°475,2006." 



Real housing investment was slowing in most 
countries at the time of the projections



Housing investment is at ten-year highs in many countries 

 

1. The figures for Greece are provisional as they do not include the latest revision to GDP. 

Source: OECD Economic Outlook 82 database. 



Table H1. Real house prices are decelerating in a majority of countries
1

Per cent annual rate of change Level relative to long-term average

2000-2006 2006
2

2007
3

Price-to-rent ratio Price-to-income ratio

United States 6.2         4.1         0.5         135.2         116.2         

Japan -4.3         -2.5         -1.4         69.3         67.7         

Germany -2.4         -0.6         0.1         73.6         67.3         

France 9.5         8.3         6.7         158.4         142.0         

Italy 6.1         4.2         3.0         126.3         115.4         

United Kingdom 8.8         6.3         8.6         167.4         146.3         

Canada 6.7         8.4         7.5         185.0         130.1         

Australia 7.1         6.3         7.0         174.1         145.0         

Denmark 7.8         12.0         5.4         168.2         150.5         

Spain 11.2         5.7         3.2         201.7         158.9         

Finland 4.7         6.6         6.3         153.0         105.3         

Ireland 8.3         4.1         -5.0         155.5         151.9         

Netherlands 3.5         2.6         2.1         160.4         170.1         

Norway 5.5         13.9         13.7         164.9         133.2         

New Zealand 9.2         6.7         8.6         159.8         152.0         

Sweden 6.7         9.0         8.4         161.9         121.5         

Switzerland 1.7         1.3         0.9         84.4         75.1         

Euro area
4,5

4.7         3.8         2.9         130.2         116.2         

Total of above countries
5

4.5         3.6         2.1         129.7         112.7         

1. House prices relative to consumer price index.

2. Over the four quarters to the final quarter.

3. Over the four quarters to the latest available quarter.

4. Germany, France, Italy, Spain, Finland, Ireland and the Netherlands.

5. Using 2000 GDP weights.               

Source: Various national sources, see table A.1 in Girouard, N., M. Kennedy, P. van den Noord and C. Andr®, ñRecent house          

     price developments: the role of fundamentalsò, OECD Economics Department Working Papers, No. 475, 2006.    



How the financial markets have been 
affected by the subprime crisis

ÅAt the time that financial market turmoil 
struck, there had been a need to re-price risk

ÅBut because of the opaque nature of a 
number of instruments, uncertainty rose

ÅBanks were affected through lines of credit 
and they began to restrict credit themselves

ÅThe interbank market –the heart of the 
financial markets –began not to function

ÅCentral banks responded









What is going on with commodity prices?
ÅOil prices have been very high and touching $100 in 

January, although they have fallen back

ÅOther commodity prices have also risen

ïFood has been affected by weatherbut, as well by 
ethanol production

ïAnd increase in meat in diets as emerging market 
economies move more away from poverty

ïOther commodity prices are driven by strong 
emerging market demand

ïProvide supply elasticities remain high, they 
should fall back



Figure 1.4.  Commodity prices have been rising

Prices of various commodities

   Source: Hamburg Institute for Economic Research and International Energy Agency and OECD estimates 

                 for the final quarter of 2007 of Brent crude oil.
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Non OECD countries are important 
drivers of commodity prices



Figure 1.9.  Increased crude oil demand since 1995 is driven by Non-OECD

   Source: International Energy Agency. 
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The effect of oil price increases to date

ÅSo far have weathered the increases well

ïCompensating increases in demand

ïLower oil intensity

ïWell anchored inflation expectations

ÅBut may be approaching some limits

ïAdditional spending may be less forthcoming

ïSustained energy and food price increase may be 
pushing the limit

ïCredit market problems may hamper normal 
channel of offset



Inflation pressures are emerging

ÅCommodity prices are starting to press on 
underlying inflation

ÅLabour and product markets are tight

ÅMeasures of what we call full employment 
have fallen everywhere

ÅSo far inflation expectations have remained 
reasonably well anchored



Figure 1.15. Unemployment gaps have closed in most countries
1

Note: Shaded region shows range of major 7 countries' outcomes.

1.  The estimated structural unemployment rate minus the actual unemployment rate.          

Source: OECD Economic Outlook 82 database.          
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Headline inflation is rising in the 
United States …



… the euro area …



… but in Japan deflationary 
pressures persists



Current account imbalances persist

ÅThere has been some improvement in the US 
current account deficit

ÅAt the same time, surpluses of Japan and 
China have continued to rise

ÅSo far the exchange rate adjustment has been 
orderly, but has not been large, due in large 
part to official intervention as well as other 
factors

ÅThe risk is that this becomes disorderly which 
could be exacerbated by protectionism



Effective exchange rates



Estimated reserve accumulation


