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Editorial:
An opportunity that governments should not miss
Global growth is finally back to cruising speed. For the first time in many years, all the
major regions of the world are enjoying a widespread and largely synchronised upswing,
even if some economies have been in steady expansion for much longer than others.
Hopefully, the stagnation of living standards endured by a large share of the population in
many OECD economies is coming to an end. The more rapid decline in unemployment
seen in recent months is clearly an encouraging sign. However, the improvements in
labour markets have yet to translate into significant and broad-based wage gains.
Comprehensive structural reforms are needed to sustain stronger growth beyond the
cyclical upswing, create more and better paying jobs, improve opportunities and
strengthen inclusion.
Based on the review of actions taken on structural policy priorities presented in this
Going for Growth report, there is little sign of an imminent pick-up in the pace of
reforms. If anything, the review points to a further slowdown in 2017 from the already
modest pace observed in the previous two years. Notwithstanding, some countries have
managed to introduce significant reforms in the past year. In Japan, measures have been
taken to improve access to childcare services, helping women to stay in the labour force.
France has implemented a broad labour market reform, covering both employment
protection legislation and collective wage bargaining. India has rolled out a goods and
services tax, while Argentina has just passed a comprehensive tax reform.
By and large, governments have continued to devote greater attention to employment and
social protection, including also through measures to improve healthcare services.
Examples include Greece and Italy, where significant measures have been taken to
strengthen social protection, as well as China, where access to healthcare for migrant
workers has been improved. The broader attention to employment and income support is
important for achieving greater inclusiveness and a more balanced distribution of income.
To a large extent, reform efforts are paying off: the employment rates of low-skilled and
youth – still low in some countries hardest hit by the crisis – are improving and already
roughly back to their pre-crisis levels on average across countries, while the labour-force
participation of women continues to rise.
However, significant reforms have remained too few and far between to boost
productivity and to reduce the reliance on macro-policy stimulus. The return of higher
global growth offers a window of opportunity to make renewed progress on structural
reforms, with higher chances that they bear fruit more rapidly. Individually and
collectively, decision makers need to find ways to overcome political resistance to
reforms that address well-known growth bottlenecks, and lay the groundwork for their
economies to make the most of the ongoing digital transformation. Higher and more
sustained growth would also help to reduce financial risks related to the high public and
private debt levels built up in a low interest rate environment.
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While finally gathering momentum, business investment still remains weak in
comparison with past expansions. Furthermore, recent data shows that investment in
digital technologies, which is fundamental to boosting productivity, varies greatly across
countries and firms. The growing productivity gap between leading and lagging firms is
itself a source of growing wage inequality and productivity slowdown. OECD analysis
suggests that firms face various constraints affecting both their incentives and capabilities
to invest in such technologies.
Raising investment incentives requires measures to create a more competitive business
environment, notably by promoting the entry of firms through lower regulatory barriers to
start-ups and by reducing obstacles to foreign direct investment. Despite progress in these
areas – for example in the European Union with the recent Services Package -- entry in
business services in countries such as France, Germany and Spain is still hampered by
administrative and regulatory barriers. Meanwhile, more needs to been done to reduce
barriers to foreign investment where they remain relatively high, including Indonesia,
Mexico and Russia. And, trade protectionism can only harm investment by raising costs
and uncertainty, eroding the competitive environment and narrowing the scope for
successful firms to grow.
There is also scope in many countries for reforming insolvency regimes to facilitate the
orderly exit or restructuring of unsuccessful firms. This is important both to encourage
experimentation of new ideas and to free the resources needed for successful innovative
firms to expand. Chapter 3 of this Report presents new OECD indicators of insolvency
regimes across countries, laying out the main design features to achieve such objectives.
In countries such as Australia, Italy and South Africa, lowering barriers to corporate
restructuring in case of distress is a priority. Reforms are also needed to harmonise
insolvency procedures across member states in the European Union.
Taxation is another area where governments can act to raise private incentives to invest.
This includes reforms of tax systems to broaden the tax base through the elimination of
loopholes, not least those that mostly benefit individuals with high levels of income or
wealth, while making room for rate reductions, especially on more mobile sources such as
capital and labour income. Reforms along those lines have been implemented in countries
such as Argentina, Canada and Spain, while corporate tax rates have been reduced in the
United States. But reforms have yet to tackle a key distortion of tax systems, which is to
favour debt over equity financing. Not only does such a bias contribute to making growth
overly dependent on debt, but it also discriminates against innovative young firms.
More broadly, most countries have ample scope for reforms that can reconcile growth and
inclusiveness objectives, notably by relying more on tax revenues from immovable
property and inheritance. Internationally, in the effort to make corporate taxation fairer
and more transparent, progress is being made to limit tax avoidance by multinationals
through the so-called Base Erosion and Profit Shifting (BEPS) action plan elaborated
under the auspices of the G20 and the OECD and the rolling out of the automatic
exchange of information.
In countries such as India, Indonesia and Turkey, but also Italy and Greece, labour
informality remains a key challenge for boosting inclusive growth. Addressing this
requires reforms of burdensome product and labour regulations, along with reducing
labour tax wedges on low-paid workers where they remain high. Bringing more workers
in formal jobs will offer better prospects to improve skills and productivity while
providing them with better social protection. In China, further measures to provide more
equal access to public services while abolishing the household registration system, would
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promote labour mobility, productivity and inclusion. The effectiveness of reforms in these
areas is best supported by the successful implementation of measures to reinforce the
fight against corruption - such as the steps taken in Mexico - and to strengthen the rule of
law.
In both emerging and advanced economies, the shortage of skills, including managerial
and organisational talent, is one factor limiting the capabilities of many firms to adopt
digital technologies. A longer-term response is reforms of education and training systems
to ensure that workers acquire the cognitive and non-cognitive skills that the new digital
technologies and knowledge-based capital make increasingly necessary. This includes
measures to facilitate access to education for disadvantaged groups so as to reduce the
digital divide. In the shorter term, the response to the skills shortage consists in providing
workers with better opportunities for up-skilling and reducing the mismatch between the
skills provided by workers and those demanded by employers. Developing training and
life-long learning programmes that benefit those who need them most remains a
challenge shared by most countries.
Hence, in spite of stronger economic growth this is no time for complacency. Going for
Growth provides policy priorities and recommendations to unlock skills development and
innovation capacity, to promote business dynamism and the diffusion of knowledge, and
to help workers benefit from a fast-changing labour market. In the spirit of ensuring the
sustainability of the gains in incomes and wellbeing it also increasingly takes into account
environmental risks and bottlenecks (see Chapter 2). The current economic upswing
provides a window for the successful implementation of reforms that can best achieve the
objective of strong, inclusive and sustainable growth. The opportunity should not be
missed.

Álvaro Pereira
OECD Acting Chief Economist
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