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The OECD Interim Economic Outlook:
Stronger collective fiscal policy needed

SUMMARY

According to the 2016 Interim Economic Outlook of the Organisation for Economic
Co-operation and Development (OECD), global GDP growth this year is projected to be
the slowest in five years. The OECD has lowered its real GDP growth forecast for the
euro area for 2016 from 1.8% to 1.4%, and for 2017 from 1.9% to 1.7%. While low
inflation and prices are discouraging commodity exporters, low investment and
demand have led to stagnation, stifling wage and employment developments.

The OECD recommends a stronger collective policy response in order to strengthen
demand. While the impetus for structural reform has slowed in many countries,
contractionary fiscal policy has gained new momentum. Monetary policy alone is
considered to be insufficient. A sustainable mix of structural, monetary and fiscal
policy measures must be deployed in order to boost GDP growth and counter
deflationary tendencies. The policy mix, however, varies from country to country, as
countries are being affected in different ways by the international economic crisis.
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Background
The European Union (EU) has not yet recovered from the global financial crisis. Some
experts even see the threat of secular stagnation. According to Eurostat, investments
(as a share of GDP) have fallen in the EU from 23% (2007) to 19.6% (2013). Many
Member States are still facing high unemployment. In January 2016, the EU
unemployment rate was 10.4%, compared to 7.3% in January 2008.

Economic theory suggests different approaches to tackling an economic slump. One
recommended way of boosting the economy is to stimulate demand. In this context, the
Commission has, among other measures, launched the European Fund for Strategic
Investments (EFSI). EFSI aims to mobilise investments in the real economy of at least
€315 billion over three years (2015-2017). At the same time, it is also important to
bolster the supply side, which shapes the investment environment. Doing so would
encourage innovation, improve efficiency and boost employment.

The European Central Bank (ECB) has also responded. In December 2015, the ECB
extended its quantitative easing programme – in particular its expanded Asset Purchase
Programme (APP) – to provide further liquidity and stability to EU markets. The
€60 billion monthly purchases under the APP are now intended to run until the end of
March 2017, 'or beyond, if necessary', according to ECB President Mario Draghi. The aim
is to combat deflationary tendencies and to achieve inflation rates close to 2% (annual
average) over the medium term.

In its latest Interim Economic Outlook (February 2016), the Organisation for Economic
Co-operation and Development (OECD) updated its forecast from November 2015.1 The
OECD is alarmed about the global economy's and euro area's sluggish pace of recovery,
despite the efforts of EU Member States. The OECD confirmed what other experts had
already predicted: that the economy has entered a period of stagnation, with real GDP
growth in 2016 more or less at the same low level as in 2015. For the euro area, the
OECD downgraded its forecast for 2016 from 1.8% to 1.4%.

Global economy: elusive growth
According to the OECD, with few exceptions, economies are not recovering but facing
another year of stagnation. The updated figures of the OECD Interim Economic Outlook
are the lowest in five years, and 'well below long-run averages'. The more pessimistic
forecast has varying
determining factors
which reflect a
broad range of
disappointing
incoming data for
the fourth quarter
of 2015, but also
take into account
the recent volatility
in global financial
markets.2

Slow growth is
reflected in weak
trade and has led to

Figure 1 – GDP growth forecast since November 2015, in % pts
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Source: OECD, Stronger growth remains elusive: Urgent policy response is needed, Interim
Economic Outlook, 18 February 2016.
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http://ec.europa.eu/priorities/jobs-growth-investment/plan/efsi/index_en.htm
http://ec.europa.eu/priorities/jobs-growth-investment/plan/efsi/index_en.htm
http://www.investopedia.com/terms/q/quantitative-easing.asp
https://www.ecb.europa.eu/mopo/implement/omt/html/index.en.html
https://www.ecb.europa.eu/mopo/implement/omt/html/index.en.html
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http://www.oecd.org/eco/outlook/OECD-Interim-Economic-Outlook-February-2016.pdf
http://www.europarl.europa.eu/RegData/etudes/divers/join/2014/528737/IPOL-ECON_DV%282014%29528737_EN.pdf
http://www.oecd.org/eco/outlook/OECD-Interim-Economic-Outlook-February-2016.pdf
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a fall in commodity prices. The price of crude oil, for instance, has declined by more
than one third since November 2015, reaching its lowest level in 15 years: an average
price of US$27.63 per barrel is expected in 2016, compared to US$109.45 in 2012 and
US$23.12 in 2001.

World trade only grew by some 2% in 2015, a pace which is in line with very low global
GDP growth. The OECD attributes this difficult economic situation to low investments, a
fall in commodity prices, and fewer imports by China (especially since January 2016) and
other emerging economies.3

According to mainstream economic theory, monetary policy stimulus and lower
commodity prices should support economic recovery. However, the global economy
does not seem to be reacting to these stimuli. Many national economies have entered a
phase of low-growth equilibrium characterised by low demand, low investments and
low inflation. High unemployment rates will neither improve living standards nor lead to
an increase in nominal wages.4

Economic situation in selected third countries
According to the Interim Economic Outlook, most advanced and emerging economies
face a range of economic problems. In Japan, for instance, both private consumption
and exports have been weak in recent months. They reflect reduced trade with key
foreign trade partners, and the gradual revaluation of the yen (which began in 2013). In
the United States, a domestic private-sector-led recovery continues. It has generated
employment gains and increased demand. Nevertheless, US GDP growth slowed in the
second half of 2015 due to the drag on exports from the strong US dollar. In China,
growth has also slowed as the economy shifts from manufacturing to services. This has
had an impact on global commodity prices and trade. In addition, China has faced
exchange rate and stock market volatility.5

Economic situation in the euro area
In the euro area, GDP growth is expected to recover slowly, with investment remaining
weak and unemployment high. As previously mentioned, despite very low interest rates
(the ECB lowered its main interest rate to a historically low 0% in March 2016), the euro
area is facing an investment gap of about one seventh compared to 2007, and currently
has an unemployment rate of 10.35% (compared to 7.29% in January 2008). The OECD
assessment on the euro area reads as follows: 'While some economies that undertook
reforms following the crisis are expanding at a relatively fast pace, growth in the core
euro area economies remains slow and GDP in the area has only just returned to its
pre-crisis peak of early 2008. The positive effect of lower oil prices on activity has been
less than expected, while very low interest rates and a weaker euro have yet to lead to
sustained stronger investment.'6 In addition, the OECD is concerned about the high
levels of private sector leverage and non-performing loans in several euro-area
countries.7

According to the 2016 Outlook, low growth in the euro area has also created negative
feedback loops with the banking sector, as demonstrated by the recent sharp decline in
the equity and bond prices of European banks, whose share prices have been trading at
very low levels – similar to those observed during the financial crisis in 2009.8

While reforms have been slow in the euro area overall, so too has progress on creating
more favourable conditions for the Single Market. The EFSI, or 'Juncker plan', has not
yet delivered the targeted investment boost. The OECD recommends further

http://www.statista.com/statistics/262858/change-in-opec-crude-oil-prices-since-1960/
http://www.tradingeconomics.com/japan/currency
https://www.ecb.europa.eu/stats/monetary/rates/html/index.en.html
https://www.ecb.europa.eu/stats/monetary/rates/html/index.en.html
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harmonisation of regulation in order to make the 'Juncker plan' work. The organisation
also recommends that the European Investment Bank (EIB) increase financing for
higher-risk projects, and encourages EU policy-makers to push ahead with efforts to
complete the Banking and Capital Markets Unions.9

Table 2 – Real GDP growth (%), year-on-year comparison. GDP at market prices adjusted for
working days

2015 2016 2017

February 2016
Interim

Projections

difference from
November
Economic
Outlook1

February 2016
Interim

Projections2

difference from
November
Economic
Outlook12

World 3.0 3.0 -0.3 3.3 -0.3

United States 2.4 2.0 -0.5 2.2 -0.2
Euro area 1.5 1.4 -0.4 1.7 -0.2

Germany 1.4 1.3 -0.5 1.7 -0.3
France 1.1 1.2 -0.1 1.5 -0.1
Italy 0.6 1.0 -0.4 1.4 0.0

Japan 0.4 0.8 -0.2 0.6 0.1
Canada 1.2 1.4 -0.6 2.2 -0.1
United Kingdom 2.2 2.1 -0.3 2.0 -0.3

China 6.9 6.5 0.0 6.2 0.0
India2 7.4 7.4 0.1 7.3 -0.1
Brazil -3.8 -4.0 -2.8 0.0 -1.8

Rest of the World 2.1 2.5 -0.3 3.1 -0.2

Source: OECD, Stronger growth remains elusive: Urgent policy response is needed, Interim Economic Outlook.
Remarks: 1. Difference in percentage points based on rounded figures for both the current and November 2015
Economic Outlook forecasts. 3. Fiscal years starting in April.

OECD: A stronger collective fiscal policy response is needed
While monetary policy in most OECD countries remains highly accommodative, fiscal
policy by contrast is contractionary in many major economies. Fiscal consolidation has
eased in many advanced economies compared to previous years. While the fiscal policy
stance remains fairly close to neutral in the United States and the euro area as a whole,
Japan is stepping up its efforts to reduce its fiscal deficit and stabilise its debt-to-GDP
ratio. China, on the other hand, has undertaken substantial additional fiscal stimulus to
boost domestic demand. China's budgetary deficit increased by 2.1% of GDP in 2015
and is expected to widen further. The OECD accepts that this deficit spending should
promote the transition to stable, consumption-based growth, and is meant to reduce
precautionary household savings.10

According to the OECD, 'a stronger collective fiscal policy response is needed to support
growth and provide a more favourable environment for productivity-enhancing
structural policies'. As governments in many countries are currently able to borrow at
very low interest rates, they should use the cheap money as fiscal stimulus in order to
strengthen demand – not only for short-term benefits, but also to contribute to
long-term growth.11

The OECD justifies its stance with the following arguments, explicitly addressing the EU:
'A commitment to raising public investment collectively would boost demand while
remaining on a fiscally sustainable path. Investment spending has a high-multiplier,
while quality infrastructure projects would help to support future growth, making up for

http://www.oecd.org/eco/outlook/OECD-Interim-Economic-Outlook-February-2016.pdf
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the shortfall in investment following the cuts imposed across advanced countries in
recent years. These effects would be enhanced by, indeed need to be undertaken in
conjunction with, structural reforms that would allow the private sector to benefit from
the additional infrastructure; notably in the Europe Union, cross-border regulatory
barriers are a significant obstacle. Collective public investment action combined with
structural reforms would lead to a stronger GDP gain, thereby reducing the debt-to-GDP
ratio in the near term.'12

Outlook
A recovery in private sector investment and wage growth is needed for global economic
activity to accelerate. According to the OECD, global macroeconomic policy – which
includes monetary, fiscal and structural measures – must become more supportive of
demand and resource reallocation. So far, the reliance on monetary policy alone has not
been sufficient to deliver sustainable and satisfactory growth; further fiscal and
structural levers are required.13

Nevertheless, monetary policy should remain accommodative until inflation has
reached the official target – for the euro area, below, but close to 2% over the medium
term. Also, structural reforms are important and need to be revived; demand alone
cannot restore sustainable growth. The efforts by the G20 to promote structural
reforms have brought about some progress, but few policy commitments have been
implemented so far. Structural reforms are particularly important for long-term growth
prospects.14

The OECD, however, is worried that disputes in the EU about the 'right' monetary policy
for the ECB, the usefulness of austerity measures, and the current influx of refugees to
Europe, may dampen investment further and depress already weak growth.15

Main references
OECD, Stronger growth remains elusive: Urgent policy response is needed, Interim Economic
Outlook, 18 February 2016.

Endnotes
1 The 'OECD Interim Economic Outlook' is a partial update of the 'OECD Economic Outlook', which is published

biannually in November and May/June.
2 OECD, Interim Economic Outlook, p. 2.
3 Ibid, p. 3.
4 Ibid, p. 3.
5 Ibid, pp. 3-4.
6 Ibid, p. 3.
7 Ibid, p. 3.
8 Ibid, p. 8.
9 Ibid, p. 8.
10 Ibid, p. 6.
11 Ibid, p. 7.
12 Ibid, p. 7.
13 Ibid, p. 5.
14 Ibid, p. 7.
15 Ibid, p. 9.
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Disclaimer and Copyright
The content of this document is the sole responsibility of the author and any opinions expressed therein
do not necessarily represent the official position of the European Parliament. It is addressed to the
Members and staff of the EP for their parliamentary work. Reproduction and translation for non-
commercial purposes are authorised, provided the source is acknowledged and the European Parliament is
given prior notice and sent a copy.

© European Union, 2016.
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