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HIGHLIGHTS

The 2018 OECD Business and Financial Outlook comes at a time when
citizens, communities and politicians are increasingly questioning the
benefits of globalisation and the multilateral trading system.
Last year’s Outlook showed that these questions are rooted in legitimate
concerns. It underlined the importance of turning the lessons of the 2008
financial crisis into sustainable reforms to the financial system, and
showed how the lack of a level playing field for participants in the global
economy contributes to unfair economic outcomes.
The 2018 edition of the OECD Business and Financial Outlook builds on
these themes with new analysis and practical recommendations to
governments on:


addressing the remaining vulnerabilities in the financial system



how supply-side and demand-side policies can help ensure foreign
infrastructure investment is high quality, sustainable and works for all,
with particular reference to China’s Belt and Road Initiative.

This publication presents advice to policy makers on how to better
position the financial system to serve the real economy, and how to
ensure foreign infrastructure investment works for both investors and
recipients. But the key to turning policy advice into positive outcomes is
implementation. As always, the OECD stands ready to assist any country
looking to implement these best practices, build capacity, and develop
policies to make sure international trade and investment bring benefits
for all.

IN THE OUTLOOK
The outlook for the global financial system
China’s Belt and Road Initiative in the
global trade, investment and finance
landscape
Towards levelling the playing field for
sustainable growth

Connectivity, both among institutions within the global financial system and among countries,
is an integral part of globalisation and a key component of how complex societies operate in
their quest to become more productive. This year’s Outlook addresses connectivity, both
among institutions within the global financial system and among countries. With respect to the
latter, the Outlook looks at the increasing weight of China in the global economy. It examines,
in particular, the impact of the international development strategy known as the “Belt and
Road Initiative” (BRI) on China’s global trade and investment partners and the policy
approaches that would help to broaden out its benefits to the whole global economy.

The outlook for the global financial system
Monetary authorities in jurisdictions that are home to globally systemic important banks (G-SIBs)
have provided support for the global financial system in the form of ultra-low interest rates and
large scale purchases of securities since 2008, initially to support dysfunctional markets and
then to support economic recovery. As the economic backdrop has improved, the US Federal
Reserve has begun to normalise its policies. Central banks in other advanced countries seem
likely to follow. This has contributed to sharp movements in asset prices in 2018, particularly
during the early months of the year. Managing this process will be a challenge.
Figure 1. Evolution of short-term interest rates, 1999-2018
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Note: 2018 data are to end-June.
Source: Thomson Reuters, OECD calculations.
StatLink 2 http://dx.doi.org/10.1787/888933786097

Figure 1 shows the level of short (3-month) interest rates for selected countries where G-SIBs are
headquartered. The cut in rates to ultra-low levels from 2008 is unprecedented – particularly where
negative rates apply. Only in the United States have interest rates begun to normalise. How fast the Fed
will increase policy rates will depend on the outlook for growth and inflation, the strength of US bank
balance sheets and the development of the US dollar exchange rate (since other central banks have not
moved to raise interest rates in line). Only in the United States – where many of the securitised mortgages
with Fannie Mae and Freddie Mac are held in conservatorship – is the economy strong enough, the
banking system sufficiently profitable and the rebuilding of capital advanced enough to begin the
normalisation of policy.
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As this process gets underway, the reform of the regulatory framework governing
internationally-active banks, widely known as Basel III, has been finalised by the Basel
Committee of Bank Supervisors. The reversal of monetary ease will test whether Basel III has
achieved its goal of ensuring safety and soundness in the financial system in the face of stresses,
particularly where the liquidity of products is a driver of volatility. Basel III achieved progress in
the area of strengthening capital rules but leaves the G-SIBs and their business models similar
to what they were before the crisis of 2008—certainly stopping short of full separation of
investment banking from deposit-insured consumer banking. The vulnerabilities resulting from
their interconnectedness remain an important feature of the system. One gauge of
interdependence, the notional value of over-the-counter derivatives, remained at
USD 532 trillion in the second half of 2017, only slightly below its pre-crisis peak of USD 586 trillion
in late 2007. There has been some shifting of where these risks sit as investors have responded
to the low-interest rate environment.
Figure 2. Central bank holdings of assets, 2007-2018
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Source: Thomson Reuters, OECD calculations.
StatLink 2 http://dx.doi.org/10.1787/888933786116

Figure 2 shows the size of central bank balance sheets for the United States, the euro area, the United
Kingdom and Japan. From around USD 3.2 trillion in total in January 2007, the central banks of the
countries hosting G-SIBs increased this to some USD 15.0 trillion by the start of 2018. In fact, in order to
deal with the crisis and exert targeted control over financing conditions for the broader economy (via the
yield curve), central banks took USD 11 trillion of assets onto their balance sheets. Combined with low
interest rates, investors have benefited from the liquidity-driven recovery in asset prices. Central banks,
too, have benefited from an increase in the value of their holdings as a result of falling rates and tightening
credit spreads for the large quantity of assets that they hold.

The financial outlook will also be shaped by China’s ability to manage risks relating to high
indebtedness and leverage in its banking, shadow banking and wealth management
industries. While China is not directly linked to the risks in advanced economies, due to the
closed nature of its financial system, any problems there could see Chinese authorities
shedding holdings of US securities. This would increase liquidity pressures in advanced
economies. The extent of non-performing loan problems in China is obscured by the lack of
information about which assets are sitting in off-balance sheet vehicles. But it is clear that these
vast off-balance sheet exposures have increased leverage risk and could lead to destabilising
credit events. They have the potential to disrupt growth beyond China if further changes to the
structure of financial markets and institutions are not considered in major advanced and
emerging economies.
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Figure 3. Chinese bank assets, on- and off-balance sheet, 2008-2017
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Note: Off-balance sheet includes notional amount of entrusted loans, trust loans, undiscounted bank acceptances and wealth
management products.
Source: China Banking Regulatory Commissions (CBRC), Bloomberg Intelligence, OECD calculations.
StatLink 2 http://dx.doi.org/10.1787/888933786249

After the expansion of 2009, China tried to rein in credit expansion at a time when financial demands on
the economy were becoming greater and more complex. Figure 3 shows the boom in off-balance
exposures in shadow banking and wealth management products.

Figure 4. Distance-to-default of the big four Chinese banks versus medium and
small Chinese commercial banks, 2007-2018
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Note: This figure shows the weighted average DTD of 20 publicly traded Chinese banks. 17 banks are publicly
traded in China and 4 banks are publicly traded in Hong-Kong, China only. The banks considered as G-SIBs are
the ones listed in the “2017 list of global systemically important banks (G-SIBs)” released by the Bank for
International Settlements (November, 2017). The four Chinese G-SIBs are the following: Agricultural Bank of
China, Bank of China, China Construction Bank and Industrial and Commercial Bank of China.
Source: Thomson Reuters, OECD calculations.
StatLink 2 http://dx.doi.org/10.1787/888933786287

Figure 4 shows the weighted average (by total assets) of the distance-to-default (DTD) calculated for the big four
commercial banks versus medium and small banks. DTD is an indicator of solvency movements and its changes
versus historical highs and lows are the main focus of interest rather than its absolute level.
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The BRI in the global trade, investment and finance landscape
China’s BRI is an ambitious development strategy to build connectivity and co-operation
across the six main economic corridors shown in Figure 5 and Box 1. The Asian Development
Bank estimates that Asia needs USD 26 trillion in infrastructure investment to 2030, and China
can certainly help to achieve some of this. The BRI, which prioritises the funding of infrastructure,
is also a strategy to achieve a number of longer-term objectives: connectivity; energy and
food security; balanced regional development and better capacity utilisation; freer trade;
sustainability goals; and cultural and scientific exchanges.
Figure 5. One (land) belt one (maritime) road

Source: OECD research from multiple sources, including: HKTDC, MERICS, Belt and Road Center, Foreign Policy, The Diplomat,
Silk Routes, State Council Information Office of the People’s Republic of China, WWF Hong Kong (China).
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Box 1. Which economies participate in the Belt and Road Initiative?

The Belt and Road Initiative is a large project aiming at improving regional co-operation
through better connectivity among countries lying on the ancient Silk Road and beyond.
It includes the Silk Road Economic Belt for the land part and the 21st Century Maritime
Silk Road for the naval part. At the start, it involved 64 economies but its scope has since
broadened over 100 in some form. The table below lists the economies that have cooperation agreements with China.
List of the 72 BRI-participating economies included in the Outlook
Region

Economy

East Asia

People’s Republic of China, Mongolia

Southeast Asia

Brunei, Cambodia, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar, Philippines,
Singapore, Thailand, Timor-Leste, Viet Nam

South Asia

Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, Sri Lanka

Central Asia

Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan

Middle East and
North Africa

Bahrain, Egypt, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Oman, Qatar, Saudi Arabia, Palestinian
Authority, Syria, United Arab Emirates, Yemen

Europe and Central
Asia

Albania, Armenia, Azerbaijan, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic,
Estonia, Georgia, Hungary, Latvia, Lithuania, Former Yugoslav Republic of Macedonia, Moldova,
Montenegro, Poland, Romania, Russian Federation, Serbia, Slovakia, Slovenia, Turkey, Ukraine

21st Century
Maritime Silk Road

Ethiopia1, Kenya1, Morocco1, New Zealand1, Panama1, Korea1, South Africa1

1. Economies not listed in the 2015 Official Action Plan.
Economies are grouped based on the World Bank Group’s classification by region.
Source: China International Trade Institute.

China is investing in technology transfer to move toward higher value activities and, in the
longer term, aims to follow what other major countries have done in technology standards,
innovation and trading value chains. Connectivity is an important element of the strategy,
particularly regarding energy, given the numerous and varied sources along the BRI corridors.
More generally, empirical analysis in this Outlook suggests that connectivity among both
advanced and emerging markets enhances the benefits of trade and investment. However,
the infrastructure funding needs of developing Asia are large and China’s own financial issues
at home point to limits on what China alone can do. This means significant contributions from
OECD countries will be needed if the BRI is to succeed. This will require an increasing role for
markets in resource allocation decisions. Property rights, competition, level playing fields and
sound governance will need to be strengthened to make this possible.
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Figure 6 Chinese investment by sector in the global economy, cumulative
notional amount expressed in USD million, 2005-2013 versus 2014-2018
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Note: 2018 data are to end-June.
Source: American Enterprise Institute (AEI), China Global Investment Tracker Database. It includes all
investments of USD 100 million or greater. Ministry of Commerce, Republic of China (MoFCOM) data totals
are around 10% higher for the same period due to the inclusion of small investments.

StatLink 2 http://dx.doi.org/10.1787/888933786439

The composition of outward corporate investment has changed in recent years in line with China’s
changing economic priorities. Figure 6 shows the USD 1 090.4 billion foreign company investments
broken down into the main industrial sectors and two sub-periods: 2005-2013, and the shorter, more
recent 2014-2017 period. Prior to 2014, half of the USD 468 billion was in the energy sector and USD
88.8 billion was in metals (together around 68% of the total). Real Estate at USD 38.3 billion and Finance
at USD 37.7 billion (mainly due to considerable investments in advanced-economy banks around 2008)
were the third and fourth most important investments in the earlier nine-year period. In the period 20152018 the amount of investment is larger than in the preceding nine years, and its composition has shifted
away from energy, metals and finance, towards a much more diversified set of industries. The main
beneficiaries of the switch are: agriculture (seeds, agro-chemicals and processing); technology
(especially robotics, medical, cloud computing, imaging and telecommunications), transport (mainly
aviation, shipping, and rail); tourism; real estate; and the “other” category (including consumer goods and
textiles).
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Figure 7. Chinese exports to BRI-participating economies
versus OECD countries, 1993-2017
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Source: IMF Direction of Trade Statistic Database, OECD calculations.
StatLink 2 http://dx.doi.org/10.1787/888933786477

Figure 7 shows the share of Chinese exports going to BRI-participating economies, OECD countries and
the group of all other economies. In 2000, exports to the OECD as a share of Chinese exports were
around 61% while, for the BRI-participating economies, it was 19%. Subsequently, the trend in the share
of BRI-participating economies has been continually upwards, reaching 34% in 2016, while that for the
OECD declined gradually to around 49%. This suggests that further progress in the region could have
significant benefits for BRI-participating countries.

Towards levelling the playing field for sustainable growth
The BRI is a phase of globalisation that is long term in nature that, as with similar issues in the
world economy, needs a transparent foundation of sound principles conducive to costeffective solutions and fairness to all stakeholders.
Five broad areas that could benefit from greater alignment with international standards stand
out:


The growing role of state-owned enterprises (SOEs) in the global economy calls for ways
to ensure a level playing field that discourage subsidies and non-transparent processes
and allow recipient countries to benefit from investments based on widely accepted
practices of corporate governance. Recipient economies must address national
security concerns, especially those involving strategically sensitive technology and
gaps in the legal accountability of SOEs.



Open and transparent arrangements
infrastructure investments, are needed.



The heavy costs that bribery and corruption can impose must be avoided, both in the
case of large infrastructure projects and elsewhere. Social and environmental costs
need to be taken into account by ensuring responsible business conduct that minimises
disruption to local communities.
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Complementing what is expected of companies in respecting the environment,
governments need to conduct environmental impact assessments prior to
implementing proposed projects for facilities and infrastructure.



Open and transparent regimes for cross-border investment are needed to reduce costs
and increase options regarding technology. These will work to encourage the
connectivity and economies of scale that the infrastructure strategies are intended to
build.

In all five areas, OECD and other international standards provide essential guidance for both
infrastructure-recipient economies and supplying economies.
Table 1. State ownership of listed companies in selected economies
State’s share of equity
market capitalisation

Percentage of SOEs found in the
public utilities sector1

India

20%

65%

Indonesia

16%

61%

Korea

13%

54%

Malaysia

33%

47%

Singapore

10%

47%

Thailand

10%

65%

Viet Nam

14%

35%

Turkey

9%

50%

Poland

9%

23%

Country

1. In OECD countries, the share is calculated on the basis of all SOEs, whether listed or not.
Source: OECD Equity Markets Review Asia 2017 and The Size and Sectoral Distribution of
State-Owned Enterprises (OECD, 2017).

Table 1 provides an
indication of state
ownership based on
stock-market listed
SOEs for selected
economies. It shows
that SOE operations
tend to be
concentrated in the
public utilities sector
(energy;
telecommunication;
public transportation).

StatLink 2 http://dx.doi.org/10.1787/888933786762

Figure 8. Key issues raised in cases with OECD NCPs, 2000-2017
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Source: OECD Guidelines for Multinational Enterprises Database for Specific Instances,
http://mneguidelines.oecd.org/database/.
StatLink 2 http://dx.doi.org/10.1787/888933786667

Figure 8 shows the leading themes raised in complaints filed with NCPs involving issues arising in
economies participating in the BRI have been: employment and industrial relations (referenced in 59% of
these complaints (88 complaints)); human rights (referenced in 37% of these complaints (55 cases)); and
the environment (referenced in 15% of all cases (23 complaints)). These rates are above those for
complaints filed involving issues arising in other economies in relation to human rights issues and
employment and industrial relations.
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Figure 9. Index of restrictions on capital inflows by asset class, 2015
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Note: OECD countries participating in the BRI: Czech Republic, Hungary, Israel, Korea, Latvia, New Zealand,
Poland, Slovenia, Turkey. Non-OECD economies identified in the BRI: Bahrain, Bangladesh, Brunei Darussalam,
Bulgaria, China, Egypt, Ethiopia, Georgia, India, Indonesia, Islamic Republic of Iran, Kazakhstan, Kenya, Kuwait,
Kyrgyzstan, Lebanon, Malaysia, Republic of Moldova, Morocco, Myanmar, Oman, Pakistan, Panama, Philippines,
Qatar, Romania, Russian Federation, Saudi Arabia, Singapore, South Africa, Sri Lanka, Thailand, Ukraine, United
Arab Emirates, Uzbekistan, Viet Nam, Yemen. Other OECD countries: Australia, Austria, Belgium, Canada, Chile,
Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan, Mexico, Netherlands, Norway,
Portugal, Spain, Sweden, Switzerland, United Kingdom, United States.
Source: Fernandez, Andrés, Michael Klein, Alessandro Rebucci, Martin Schindler, and Martin Uribe (2016),
“Capital Control Measures: A New Dataset”, IMF Economic Review, vol. 64, 548-574,
www.columbia.edu/~mu2166/fkrsu/.

StatLink 2 http://dx.doi.org/10.1787/888933786724

Figure 9 Arrangements and Exchange Restrictions. Like the OECD FDI measure, it consists of de jure
legal restrictions and provides data on a wide range of asset classes and countries. OECD countries are
bound to high standards of openness and transparency through the OECD Code of Liberalisation of
Capital Movements and so have lower restrictiveness on these financial flows, whether or not they
participate in the BRI.

.

This work is published under the responsibility of the Secretary-General of the OECD. The opinions
expressed and arguments employed herein do not necessarily reflect the official views of OECD
member countries. This document and any map included herein are without prejudice to the status
of or sovereignty over any territory, to the delimitation of international frontiers and boundaries and
to the name of any territory, city or area
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The 2018 edition of the OECD Business and Financial Outlook comes
at a time when citizens, communities and politicians are increasingly
questioning the benefits of globalisation and the multilateral trading
system. Last year’s Outlook showed that these questions are rooted
in legitimate concerns. It underlined the importance of turning the
lessons of the 2008 financial crisis into sustainable reforms to the
financial system, and showed how the lack of a level playing field for
participants in the global economy contributes to unfair economic
outcomes.
This booklet reproduces highlights from the fourth edition of the
OECD Business and Financial Outlook which builds on these themes
with new analysis and practical recommendations to governments on
1) addressing the remaining vulnerabilities in the financial system and
2) how supply-side and demand-side policies can help ensure foreign
infrastructure investment is high quality, sustainable and works for all,
with particular reference to China’s Belt and Road Initiative.

Find the OECD Business and Finance Outlook online at:
www.oecd.org/daf/

