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Key Issues
The global economy is stuck in a “low-growth” trap
• Growth in advanced economies is low and has declined in many EMEs
• Weak trade and sluggish investment continue
• Risks: Brexit, high credit growth and debt exposures in EMEs, volatile
financial markets

Productivity growth has slowed and inequality has risen
• Prolonged demand weakness is damaging long-term growth prospects
• Productivity gains are not being widely shared
• Wage growth is even lower than productivity growth

Comprehensive and collective action is needed to keep
promises
• Monetary policy alone cannot break out of low growth trap and may be
overburdened
• Fiscal space is eased with low interest rates; use public investment to
support growth
• Structural reform packages needed to boost productivity, wages and equality

3

Editorial
POLICYMAKERS: ACT NOW TO BREAK OUT OF THE LOW-GROWTH TRAP AND
DELIVER ON OUR PROMISES
Policymaking is at an important juncture. Without comprehensive, coherent and collective action,
disappointing and sluggish growth will persist, making it increasingly difficult to make good on promises
to current and future generations.
Global growth has languished over the past eight years as OECD economies have struggled to average
only 2 per cent per year, and emerging markets have slowed, with some falling into deep recession. In
this Economic Outlook the global economy is set to grow by only 3.3 per cent in 2017. Continuing the
cycle of forecast optimism followed by disappointment, global growth has been marked down, by some
0.3 per cent, for 2016 and 2017 since the November Outlook.
The prolonged period of low growth has precipitated a self-fulfilling low-growth trap. Business has little
incentive to invest given insufficient demand at home and in the global economy, continued
uncertainties, and a slowed pace of structural reform. In addition, although the unemployment rate in
the OECD is projected to fall to 6.2 per cent by 2017, 39 million people will still be out of work, almost 6.5
million more than before the crisis. Muted wage gains and rising inequality depress consumption growth.
Global trade growth, at less than 3 per cent on average over the projection period, is well below historical
rates, as value-chain intensive and commodity-based trade are being held back by factors ranging from
spreading protectionism to China rebalancing toward consumption-oriented growth.
Negative feedback-loops are at work. Lack of investment erodes the capital stock and limits the diffusion
of innovations. Skill mismatches and forbearance by banks capture labour and capital in low productivity
firms. Sluggish trade prospects slow knowledge transfer. These malignant forces slow down productivity
growth, constraining potential output, investment, and trade. In per capita terms, the potential of the
OECD economies to grow has halved from just below 2 per cent 20 years ago to less than one per cent
per year, and the drop across emerging markets is similarly dramatic. The sobering fact is that it will take
70 years, instead of 35, to double living standards.
The low-growth trap is not ordained by demographics or globalization and technological change. Rather,
these can be harnessed to achieve a different global growth path – one with higher employment, faster
wage growth, more robust consumption with greater equity. The high-growth path would reinvigorate
trade and more innovation would diffuse from the frontier firms as businesses respond to economic
signals and invest in new products, processes, and workplaces.
What configuration of fiscal, monetary, and structural policies can propel economies from the low-growth
trap to the high-growth path, safeguarding living standards for both young and older generations?
Monetary policy has been the main tool, used alone for too long. In trying to revive economic growth
alone, with little help from fiscal or structural policies, the balance of benefits-to-risks is tipping. Financial
markets have been signalling that monetary policy is overburdened. Pricing of risks to maturity, credit,
and liquidity are so sensitized that small changes in investor attitude have generated volatility spikes,
such as in late 2015 and again in early 2016.
Fiscal policy must be deployed more extensively, and can take advantage of the environment created by
monetary policy. Governments today can lock in very low interest rates for very long maturities to
effectively open up fiscal space. Prioritized and high-quality spending generates the capacity to repay the
obligations in the longer term while also supporting growth today. Countries have different needs and
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initial situations, but OECD research points to the kind of projects and activities that have high multipliers,
including both hard infrastructure (such as digital, energy, and transport) and soft infrastructure
(including early education and innovation). The right choices will catalyse business investment, which, as
the Outlook of a year ago argued, is ultimately the key to propelling the economy from the low-growth
trap to the high-growth path.
The high-growth path cannot be achieved without structural policies that enhance market competition,
innovation, and dynamism; increase labour market skills and mobility; and strengthen financial market
stability and functioning. As outlined in the special chapter in this Outlook, the OECD’s Going for Growth
and the comprehensive Productivity for Inclusive Growth Nexus Report of the OECD Ministerial Summit,
there is a coherent policy set for each country based on its own characteristics and objectives that can
raise productivity, growth and equity.
The need is urgent. The longer the global economy remains in the low-growth trap, the more difficult it
will be to break the negative feedback loops, revive market forces, and boost economies to the highgrowth path. As it is, a negative shock could tip the world back into another deep downturn. Even now,
the consequences of policy inaction have damaged prospects for today’s youth with 15 per cent of them
in the OECD not in education, employment, or training; have drastically reduced the retirement incomes
people are likely to get from pension funds compared to those who retired in 2000; and have left us on a
carbon path that will leave us vulnerable to climatic disruption.
Citizens of the global economy deserve a better outcome. If policymakers act, they can deliver to raise
the future path of output – which is the wherewithal for economies to make good on promises – to
create jobs and develop career paths for young people, to pay for health and pension commitments to
old people, to ensure that investors receive adequate returns on their assets, and to safeguard the
planet.

1st June 2016

Catherine L. Mann
OECD Chief Economist
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Global GDP growth is low
GDP growth
Global GDP growth
in 2016 projected to
be about the same
as 2015; 2017 only
a little stronger
Growth is flat in
advanced
economies, slower
in many EMEs

Projections
Real GDP, Annual percentage changes
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0.1
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2015
3.0
2.4
1.6
2.3
0.6
6.9
7.4
-3.9
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3.0
1.8
1.6
1.7
0.7
6.5
7.4
-4.3
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3.3
2.2
1.7
2.0
0.4
6.2
7.5
-1.7

1. Moving nominal GDP weights using purchasing power parities. 2. Fiscal years starting in April.
Source: OECD June 2016 Economic Outlook database.

Global trade growth is weak, particularly in Asia
Trade in goods and services
A return to pre-crisis trade growth
would boost productivity by 1 per cent
on average after 5 years

Real annual growth

Note: SE Asia includes Chinese Taipei, Hong Kong, Malaysia, the Philippines, Singapore, Thailand and Vietnam.
Euro area and SE Asia include intra-regional trade.
Source: OECD June 2016 Economic Outlook database; OECD calculations.
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Rebalancing and on-shoring in China has contributed
to weak trade growth
Composition of growth in China

The share of China’s processing trade is declining

Note: Manufacturing (secondary) includes construction and utilities.
Source: National Bureau of Statistics; General Administration of Customs.
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Weak exports and investment are weighing on US growth
Contributions to quarterly US GDP growth

Source: OECD June 2016 Economic Outlook database.

Labour markets are healing only slowly
Employment rate
Unemployment rate

Note: Unemployment rates are 2016Q1 for Canada, Japan and the United States.
Source: Eurostat; OECD June 2016 Economic Outlook database; OECD Labour Force Statistics; OECD Main Economic Indicators;
United States Bureau of Labor Statistics.
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Some EMEs are vulnerable to exchange rate shocks
and high domestic debt
External liabilities

Credit to corporations has increased

Per cent of GDP, 2015 Q3 or latest available

Per cent of GDP

Note: Credit to non-financial corporations. For South Africa, 2008 Q1 instead of 2007.
Source: OECD June 2016 Economic Outlook database; BIS; IMF; and OECD calculations.

Financial markets have been volatile
Recovery only in US equity markets
compared with summer 2015

Volatility in asset markets
has increased
Rolling 3-month standard deviations

Source: Thomson Reuters.
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Brexit would impose costs on the UK,
European and global economies
Long-term effect of Brexit on the UK

Short-term impact of Brexit

Real GDP in 2030, difference from baseline

Real GDP in 2018, difference from baseline

Summary

Source: Kierzenkowski et al. (2016), "The Economic Consequences of Brexit: A Taxing Decision",
OECD Economic Policy Papers, No. 16, OECD Publishing, Paris; OECD calculations.

Declining productivity growth is widespread
in advanced economies and some EMEs
Labour productivity growth

Note: Annualised rate. Output per hour worked for OECD economies. For non-OECD economies, measured as output per
worker. Brazil is for 1991-2000.
Source: OECD National Accounts database; OECD Productivity database.
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Innovation and diffusion have slowed
Labour productivity

Note: Each line shows the average labour productivity (value added per worker). The “Top 5%” and “Top 100” are the globally most
productive firms in each two-digit industry. “Non-frontier firms” is the average of all firms, excluding the Top 5%. Included industries are
manufacturing and business services, excluding the financial sector. The coverage of firms in the dataset varies across the 24 countries in
the sample and is restricted to firms with at least 20 employees.
Source: OECD preliminary results based on Andrews, D., C. Criscuolo and P. Gal (2016), “Mind the Gap: Productivity Divergence between
the Global Frontier and Laggard Firms”, OECD Productivity Working Papers, forthcoming; Orbis data of Bureau van Dijk.

Incomes are rising very slowly for most workers,
increasing inequality
Wages growing less than productivity

Inequality in income is rising in the OECD

Annualised real growth rates, per hour worked,
1990-2013

Real household disposable income, total population

Note: OECD is the unweighted average of the countries for which data are available.
Source: OECD estimations based on Kappeler et al. (2016), “Decoupling of Productivity and Median Wage Growth: Macro-Level
Evidence”, OECD Economics Department Working Papers, forthcoming; OECD National Accounts database; OECD Earnings database;
OECD Income Distribution database; OECD calculations.
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Productivity differences are correlated with wage inequality
Wage inequality and productivity dispersion across firms

Higher wage
inequality

Greater productivity
dispersion

Note: Data are for 2013. OECD is the unweighted average of the countries for which data are available. The P90/P50 ratio is labour
income or labour productivity of the firm at the 90th percentile divided by the corresponding value of the firm at the median. Labour
income is total compensation including taxes and the employer’s and employee’s social security contributions.
Source: OECD estimations based on Saia and Schwellnus (2016), “Decoupling of Productivity and Median Wage Growth: Micro-Level
Evidence”, OECD Economics Department Working Papers, forthcoming; Orbis.

Failure to get out of the low-growth trap means broken
promises to the youth
Inactive and unemployed youth

Change in OECD employment rate

Share of all youth (15-29 years old)

From Q4 2007 to Q4 2015, % pts

Unemployment in the
first 10 years of a
worker’s career leads to
large differences in
life-time earnings

Note: For LHS, OECD is the unweighted average of 34 OECD countries. 2013 for Chile and the United States. Youth aged 15-24
for Japan.
12OECD Short-Term Labour Market Statistics database.
Source: OECD calculations based on national labour force surveys;

Keeping promises to older people is more difficult with low returns
and low growth
Falling retirement income for a given contribution
Policy reforms
become more urgent,
including extending
working lives

Note: The chart shows the impact of falling interest rates on real incomes in retirement for a defined contribution scheme. Annuity payments
calculated for the same hypothetical individual contributing 10% of wages over a 40 year period. The assets are invested in a portfolio comprising
60% of variable income (fixed return of 4.5%) and 40% of fixed income (historical 10 year government bonds yields, kept to maturity) and used at
retirement to buy an annuity with a life expectancy of 20 years at age 65 using actual government bond yields for calculating the annuity premium.
Constant annual inflation of 2 per cent and productivity growth of 1.5 per cent are assumed.
Source: OECD Business and Finance Outlook 2015.

Monetary policy is in unchartered waters
Negative central bank deposit
rates in a number of economies

Central bank balance sheets

Source: Thomson Reuters.
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Relying on monetary policy alone risks less effectiveness
and harmful side effects
Some central banks are the
dominant holders of government bonds

Falling bank share prices
Per cent decline over the year to May 2016

Share of total government debt securities

Source: Central banks; Thomson Reuters; and OECD calculations.

Interest rates on sovereign debt are very low
Yield curves have fallen and flattened
Government bonds

United States

Euro area

Note: Bond yields are the average in May for the year shown.
Source: Bloomberg.
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Japan

Fiscal policy: use the opportunity to lock-in low
borrowing costs and boost growth
1st year effects of a ½ per cent of GDP public investment increase
by all OECD economies
Collective action should
focus on quality public
investment and pro-growth
structural policies

Change from baseline

Note: Simulation using the NiGEM model, based on a two-year increase in the level of government investment equivalent to
½ per cent of GDP per annum in all OECD countries. The euro area figures are a weighted average of Germany, France and
Italy.
Source: OECD June 2016 Economic Outlook database; OECD calculations.

Structural policies to increase productivity can also boost demand
and employment
The pace of structural reform has slowed
Share of OECD Going for Growth recommendations implemented

Unique package for each country:
Shift the composition of public
spending to investment
Encourage firm
firm entry
entry and
and investment
investment in
in
Encourage
service
sectors
service sectors
Reduce barriers to geographic and jobs
mobility
Package simultaneous labour and
product market reforms
Improve function of financial system
and access to credit

Note: EMEs include Brazil, Chile, China, Colombia, India, Indonesia, Mexico,
Russia, Turkey and South Africa; Mexico and Turkey only prior to 2011.
Advanced includes the rest of the OECD.
Source: OECD Going for Growth 2016.
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Summary
Diagnosis: Low-growth trap


Subdued investment, trade, employment, wage and productivity growth

Risks: Substantial downside


Brexit, EME financial vulnerabilities, increased financial market volatility

Consequences: Broken promises to young, old, investors


Slowing productivity, reduced long-term growth prospects, rising inequality

Recommendation: Comprehensive, coherent, collective action


Quality public investment, country-specific structural reforms, reduce burden
on monetary policy

Outcome: A high-growth path that keeps promises


Stronger investment, trade, employment, consumption, productivity, equity
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