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ANEXO

Economic Outlook Preliminary Edition No. 70

Introduction

Theeconomic slowdownthat started inthe
United Stateslast year, and spilled over to
other countries, has turned into a global
economic downturn, which has left few
countries or regions unscathed. Severa
factors brought growth in the OECD area
toavirtual standstill by themiddleof 2001,
in particular the severe correction in the
high-tech sector and the lagged impact of
the rise in oil prices. At the end of the
summer, some signs were beginning to
emerge that the slump in the United States
might be easing and that areturn to moder-
ategrowthmight beexpectedinearly 2002,
thanksin part totheresilienceof household
spending. The terrorist attacks of 11 Sep-
tember and the associated disturbances
have, however, inflicted a severe shock to
the world economy. Thus, OECD-wide
output is now estimated to be contracting
dightly inthe second half of thisyear —for
thefirst timein 20 years— and isprojected
toremainvery weak inthefirst half of next
year. Assuming that household and busi-
ness confidence turns up from current low
levels, asignificant reboundof activity should
take place in the second half of next year.
On average, real GDP in the OECD area
could grow by about 1 per cent in 2002 and
3 per cent in 2003. Area-wide unemploy-
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ment is expected to continue to increase
well into 2002, before retreating slightly.
Inflationisprojected toremainlow, thanks
in part to moderate oil prices.

For the recovery to occur, it is crucial
that the sentiment of insecurity prevailing
since September dissipates. Increased risk
aversion is encouraging households and
firms to become more cautious and post-
pone spending decisions. Assuming that
there are no adverse economic effects
from future political and military devel op-
ments, uncertainty could fade during the
firsthalf of 2002. Thisgradual improvement
in private-sector sentiment, in helping to
restore an environment of «business-as-
usual», should provideanimportant incen-
tive to reverse the present contraction in
production capacity and encouragefirmsto
launch new fixed investment plans. By mid
2002, the effects of the large impulse al-
ready provided by monetary policy inmany
countries, and by fiscal policy in some,
should aso befelt. Furthermore, therecov-
ery would be helped by thefal in ail

In the current situation, projections of
future economic developments are condi-
tional on a crucia set of assumptions. A

* Documentotomado del sitioweb delaOCDE.
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variety of adverse events could occur, in-
cludingafurther sharpfall inconsumer and
business confidence in OECD countries,
lower importsfromnon-OECD economies,
higher oil pricesthantheir currently favour-
ablelevel and unpredictableexchange-rate
fluctuations. Overall, such events would
tend to aggravate the present weakness
and cast doubt on a speedy and robust
rebound. Even though the current projec-
tions are subject to a high degree of risk,
they nonethel essprovideuseful disciplinein
identifying the crucial conditions required
for the recovery. In that respect, they shed
light onsomepossi blealternativeoutcomes,
and provide a framework to examine ap-
propriate policy responses.

The United States economy hasled the
global weakening. In the second quarter of
2000, output wasstill growing at above5 per
cent, but growth then decelerated sharply,
and it is estimated that the economy has
now fallen into recession. Severa forces
have been at work, including the contrac-
tionary impact of the high-tech correction,
theassociated collapsein equity values, the
adjustment of an inventory overhang and
the lagged effects of earlier monetary pol-
icy tightening. The slowdown was antici-
pated, but its depth exceeded expectations,
whilethe September terrorist attacks creat-
edaheightened stateof uncertainty andrisk
aversion, which hasled to further lowering
of businessinvestment, consumer demand
and economic activity. With the fading of
the main contractionary forces, demand
and activity would rebound and the recov-
ery could be strong and fully visible by the
second half of 2002.

Theaggressive easing of monetary pol-
icy was rapid and timely, both before and
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after 11 September, and should contribute
importantly to this revival. The Federa
Reserve has cut its key policy rate by 450
basispoints so far thisyear, bringing nom-
inal (but not real) short-term rates to their
lowest level sincetheearly 1960s. Barring
unplanned contingencies, thetimemay have
cometo observewhether signswill emerge
that previous easing is having its expected
effects. Onthefiscal side, large-scaledeci-
sions have been made to cut taxes and
appropriate new spending.

Besides the tax cuts legisated in the
spring, thefederal government implement-
ed a package of $40 billion immediately
following the terrorist attacks to provide
emergency and military financing, and an
additional $15 billion package was made
availabletosupport theairlines. Inaddition,
the Administration and Congressare nego-
tiating anew fiscal plan, and the projection
assumes that measures amounting to $90
billionwill beenacted, withdisbursementin
2002 and 2003. If the objective of thisnew
programme isto provide a short-term sup-
porttotherecovery, thechoicebetweenthe
varioustax cutsand extraspending options
should beguided by the probability that they
would indeed promptly add to domestic
demand. This new initiative should be de-
signed so as to avoid longer-term del eteri-
ouseffectsonthepublicfinances. It should
also, where feasible, contribute to bol ster-
ing theeconomy’ ssupply potential.

Despite earlier expectations that the
global downturnwould affect Europe only
marginaly, GDP growth in the European
Union has weakened considerably during
2001. Reflecting the sluggishness of trade,
led by reduced demand of capital goods,
export growth hascontracted markedly and
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business investment has stopped increas-
ing. The 11 September attacks aggravated
this deterioration by eroding confidence.
Against this background, the main policy
interest rate of the European Central Bank
has been lowered by 150 points and that of
theBank of England by 200 pointssincethe
start of the year. The balance of risks
remainsskewed onthedownside, however,
especially intheeuro area. Should signs of
additional slack appear inlabour and prod-
uct markets, asimplied by the projections,
additional easing of the policy stance may
become warranted. On the budgetary side,
many governments face widening deficits
in 2001 and 2002. This largely reflects
cyclical weakening of budgetary revenue
and provides some conjunctural cushion.
Thescopefor activefiscal policy supportis
limited, however, by the need to ensure
fiscal sustainability inthemediumterm. The
current episode illustrates the importance
of generating fiscal surplusesand building
cushionsduringfast-growth periods, sothat
the resulting room for manoeuvre can be
used following adverse shocks.

Thereturn to sustainable growth would
be facilitated by efforts to reform labour
and product markets. More needs to be
done, particularly in high unemployment
countries, to reduce rigidities, encourage
labour supply, lower structural unemploy-
ment and improve the entrepreneurial cli-
mate. Product markets are also still too
segmented and financial markets not well
integrated, including for banking services
andinsurance. The present economic slug-
gishness and the deterioration in the job
market arelikely to bring some pressureto
reverseanumber of achievements, howev-
er, in particular regarding theimplementa-
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tionof amoreforceful competitionpolicy. It
would beimportant to resist such pressure,
asincreased state subsidieswould be diffi-
cult to phase out, advantages created for
incumbents would be wasteful, and re-
newed rigidities would add to the risks to
long-term growth.

The Japanese economy had entered a
new period of weakness before the events
of September, and theshort-termoutlook is
one of further sluggishness. The economy
has been affected by the reversals in the
high-tech sector, which have spread to
other parts of the economy. Deflation per-
sistsfor goodsand services, financial assets
and land. Inthis context, traditional mone-
tary policy haslimited roomfor manoeuvre
to provide support, as short-term rates are
closeto zero. Theauthoritieshaverecently
sought to add extraliquidity to the banking
system, but nevertheless bank credit has
continued to contract. Further action by the
Bank of Japan could include a broadening
of the range of assets it purchases, not
excluding foreign assets. The scope for
fiscal policy to directly support aggregate
demand is aso very limited. The govern-
ment already has the highest gross public
debt to GDPratio among OECD countries,
anddiscretionary fiscal actionsarelikely to
beoffset by higher household saving, dueto
increased concerns about long-term fiscal
sustainability. Inthisregard, articul ation of
aclear strategy to strengthen the effective-
nessof government spending and eventual -
ly restore sound public finances could un-
derpin confidence and thus support de-
mand.

Thelimited scopefor traditional macro-
economic instruments is not a basis for
inaction. On the contrary, vigorous and
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comprehensive structural reform strategy
is urgently needed to establish conditions
for renewed growth. Priority should be
given to the problem of non-performing
bank |0ans, which may imply somemacro-
economic costs in the short run, but is
necessary to restore ahealthy banking sys-
tem and encourage corporate restructur-
ing. Lack of actioninthisareawouldleadto
further financia fragility and loss of credi-
bility. Structural reformsoutsidethefinan-
cial sector could aso provide atemporary
boost to demand by opening new market
opportunities. Inthisrespect, abolishingre-
dundant urban planningregul ations, aswell
as taxes that restrict real estate develop-
ments, should beseenaspriorities. Itisalso
important to reinforce competition policy,
includinginutilities, whereincumbentfirms
areinhibitingentry.
Beyondtheshort-termoutl ook, thechal -
lengeisto addressthelong-term economic
repercussions of the 11 September attacks.
Theterrorist actionshaveled to asentiment
of insecurity, atightening of border controls
and higher transaction costsfor internation-
al trade. Insurance companies have raised
their premiums, and in some cases can-
celled policiesdeemedtoorisky. Firmsmay
alsohavetoincur additional coststo protect
their premises, duplicate critical computer
systemsandincreaseinventory levels,which
may adversely affect productivity and
growth. In this environment, the increases
in costsand therisksto trade opennesswill
have to be assessed and monitored. It will
also beimportant that governmentssustain
their commitment to an open global trading
system, to free competition among indus-
tries and to strict limits on state interven-
tionsin cases of market failure. Therecent
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governments’ determinationtomaintainthe
processof reformand liberalisation of trade
policiesand to launch an expanded negoti-
ating agendais atimely expression of this
commitment. All countries can gain from
this, including developing countries who
stand to benefit from greater openness to
agricultural andtextiletrade. Finally,itwould
be crucial to pursue the efforts made to
increase the effectiveness of other anti-
poverty policies.
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