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Over the past decades, productivity growth has experienced a
significant slowdown across most advanced economies. Existing
studies point to a range of structural explanations
contributing to this deceleration (André and Gal, 2024), but
the recent swift tightening and subsequent easing of the
monetary policy stance in many jurisdictions have also renewed
interest 1in understanding whether, and through which
mechanisms, monetary policy shifts can influence productivity
dynamics.

Our new paper (Franco and Unsal, 2025) provides a
comprehensive analysis of the impacts of monetary policy
shocks on productivity through both (i) within firm
productivity, via modified incentives and capabilities to
innovate, adopt new technologies, and invest in capital and
labour; and 1ii) variations in the reallocation of resources
across firms with different productivity levels, via the
heterogeneous transmission across sectors and firms. The
analysis relies on the use of the local projection methodology
and a large firm-level dataset, covering both manufacturing
and services industries across 24 countries over the 1995-2019
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period, matched to a newly published database on monetary
policy shocks across countries (Choi, Willems and Yoo, 2024).
This setting allows us to overcome the potential endogeneity
arising from firms’ expectation of changes in policy rates.

Within firm productivity effects

We find that, on average, firm-level productivity growth
reacts significantly to changes in the monetary policy stance.
A 25 basis points tightening (easing) monetary policy shock
implies a cumulative decrease (increase) 1in productivity
growth of 0.7 p.p. over a 5-year time span. Evaluating
separately easing and tightening episodes, the former are
found to entail slightly larger effects, but the estimates are
not far from symmetry. Exploiting the differential effects
across sectors and types of firms (Figure 1), we find that the
credit and cost channels of the monetary transmission appear
to play a relevant role in determining the dynamics of
productivity after a monetary policy shock, while the
interest-sensitive demand and the exchange rate channels seem
to have a more limited and delayed impact.[1]

These effects are amplified or mitigated depending on the
country-specific framework conditions and the counter-cyclical
response of the policy to the state of the economy. Firms'’
productivity is more sensitive to monetary policy shifts in
countries with low financial development, in line with the
relevance of the credit and cost channels of the monetary
transmission. For instance, a developed financial system could
allow firms to seek external capital from a variety of
sources, attenuating the consequences of a tightening shock.

Moreover, firm-level productivity losses (gains) associated
with monetary tightening (easing) are only observed when the
economy 1s in a downturn, hinting that a “leaning against the
wind” approach to monetary policy appears favourable not only
for providing macroeconomic stability but also from a
productivity perspective.



Figure 1. The credit and cost channels of monetary policy
transmission appear the most relevant in determining
productivity dynamics after monetary policy shocks.
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Note: In each panel, the graph simulates the impact of a 25
basis points monetary policy shock. The dashed line reports
the size of the effect, while the shaded area displays the 90%
confidence intervals. Positive (negative) shocks stand for
tightening (easing) shocks. Estimates on the interest-
sensitive demand channel (Panel C) refer to industrial sectors
only.

Source: OECD calculations based on Authors’ calculations based
on Orbis, Choi et al. (2024), Demmou and Franco (2021),
Durante et al. (2022) and OECD data.

Reallocation effects

Changes in the monetary policy stance also affect the



efficiency with which resources are allocated across firms.
Easing episodes are associated with lower productivity-
enhancing reallocation, as well as a higher share of Llabour
and capital sunk in zombie firms. The estimated impacts are
not extensive but could imply up to a 7% reduction in the
efficiency of resources reallocation over 3-years in the
aftermath of a monetary easing episode (Figure 2, Panel A).

Critically, the impact is heterogeneous across countries, as
it is the case with respect to within-firm productivity
effects. Low barriers to competition and a deep and efficient
financial system are essential to offset the misallocation
effects that may follow a monetary easing episode, for
instance by reducing the risk of credit flowing towards zombie
firms and ensuring an effective allocation of the credit
inflows arising from the relaxation of lending standards.
Importantly, a monetary easing reduces the extent of
productivity-enhancing reallocation only when it is pro-
cyclical: increased misallocation of resources with easing
shocks disappears during economic downturns, as the monetary
easing may partially compensate for intensified frictions that
productive firms may face when the economy 1is contracting
(Figure 2, Panel B).

There is no significant evidence, instead, of the potentially
cleansing effects of tightening episodes. Similarly, monetary
policy shocks do not alter the productivity-enhancing nature
of business dynamism through the extensive margin, as our
estimates show that the strength of the (inverse) relationship
between firm exit and productivity is unaffected. Still, when
turning to business dynamism more broadly and using sector-
level data, we find that the entry and exit margins adjust in
opposite directions: a tightening (easing) implies higher
(lower) bankruptcies and lower (higher) 1l-year survival rate
of newly born enterprises.

Figure 2. Monetary easing reduces the productivity-enhancing
reallocation of labour, prevalently when it is pro-cyclical.
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Note: Productivity-enhancing labour reallocation is measured
as the strength of the relationship between firms lagged
productivity and employment growth, and hence as the
differential employment growth of higher productivity firms
compared to lower productivity ones. The graphs simulate the
impact of a 25 basis points monetary policy easing surprise.
Source: OECD calculations based on Orbis, Choi et al. (2024)
and OECD data.

Conclusion

Productivity dynamics are significantly influenced by monetary
policy shocks, but the impacts may depend on the transmission
channels involved, country-specific framework conditions and
cyclical alignment of the monetary policy responses.

Specifically, a monetary easing boosts firm-level productivity
in the medium-term, mainly through investment, but also tends
to slow down the productivity-enhancing nature of labour and
capital reallocation across firms. On the other hand,
tightening episodes are detrimental for firm-level
productivity and neutral from a misallocation perspective. The
productivity benefits are larger and the losses smaller when
sound policies are implemented. Developing a deep and stable
financial system, ensuring competitive product markets, while
avoiding pro-cyclical changes in the monetary policy stance,



helps leverage the advantages and minimise the productivity
damages associated with policy rates shifts.
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[1] The credit channel relates to the sensitivity of the
external financing premium to changes in policy rates. The
interest rate channel is the driven by the impact of changes
in interest rates on the interest-sensitive component of
demand. The exchange rate channel concerns the negative impact
that a tightening (easing) could have on exporting (importing)
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industries through the appreciation (depreciation) of the
domestic currency. The cost channel is instead related to
firms' need to pay factors of production before receiving sale
revenues, and thus to borrow some working capital; a change in
the cost of borrowing would then be alike to a change 1in
inputs prices.
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Credit conditions across OECD countries have tightened sharply
in recent quarters, with rising policy rates quickly reflected
in bank lending rates and bank lending standards becoming more
restrictive. Credit growth has slowed, especially to
households. New mortgage lending to households has fallen by
around 30% year-on-year in the euro area and in the United
Kingdom in 2023. A key question is whether this reflects the
impact of more restrictive lending conditions or whether
demand for borrowing has just declined sharply.
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Credit growth 1is shaped by a range of factors that affect
credit demand and supply conditions. Estimates of the impact
of these factors on total credit growth to households and non-
financial corporations have been obtained for Germany, France,
Italy, the United Kingdom and the United States (Quaglietti,
2023). The technique used (structural VARs) permits four types
of shocks to be identified: aggregate demand shocks, aggregate
supply shocks, monetary policy shocks and credit supply
shocks. The contribution of these different shocks to the
annual rate of credit growth in 2022 and 2023 is shown 1in
Figure 1, with a longer-term perspective provided in Figure 2.
For simplicity, shocks to credit demand are shown as the
combined impact of all identified shocks other than credit
supply shocks.

» The results suggest that the recent sharp slowdown in
credit reflects a combination of tighter credit supply
and falling demand, with the balance of these factors
differing across economies (Figure 1).

» Tighter credit supply has been a more important driver
of recent credit dynamics in the United States than
weaker credit demand, although other (non-identified)
factors have also contributed to credit growth
developments (Figure 1).

 Weaker credit demand accounts for the bulk of the
slowdown in Germany, Italy and the United Kingdom. The
impact of deteriorating demand conditions appears to be
particularly sizeable in Italy, reducing average annual
credit growth by 7 percentage points in 2023 (Figure 1).
Over the same period, in Germany and the United Kingdom
credit demand shocks appear to have lowered average
annual credit growth by 1.5 percentage points.

» The current slowdown in credit growth is comparatively
mild relative to that seen during the global financial
crisis in many countries, with the exception of Italy
(Figure 2). In 2009-10, credit supply and credit demand



both contracted sharply. This also occurred in Germany
and Italy during the subsequent euro area crisis.

Bank lending surveys broadly corroborate these findings. Banks
overwhelmingly report a tightening of credit standards (a
supply shock) in the United States, especially for mortgage
lending, and a sharp decline in credit demand in the euro
area, especially for house purchase.

Higher interest rates, low consumer confidence and falling
real disposable income have weakened credit demand by
households and firms. The banking sector now 1is better
capitalised than prior to the global financial crisis, and
credit supply shocks were still marginally boosting credit
growth in most countries as of mid-2023. Even so, banks have
tightened credit standards due to rising risk aversion, higher
funding costs and balance sheet constraints. In the euro area,
the decrease in liquidity following TLTRO (targeted Llonger-
term refinancing operations) repayments may also have
contributed to weaker credit supply (Lane, 2023).

So far, there are few signs of a severe and widespread credit
shortage of the type seen in the global financial crisis.
Ample capital and liquidity buffers and low levels of non-
performing loans currently allow banks to continue supplying
credit to households and firms, enabling an orderly
transmission of monetary policy. But risks remain, especially
if the current economic slowdown were to deepen. As banks
continue to pass through past increases in policy rates to
households and corporates, delinquency rates and non-
performing loans could rise, potentially generating credit
losses that would weigh on the supply of new credit to the
economy. Credit demand could also weaken further in the event
of a sharp economic downturn or a swift repricing in asset
prices.

Figure 1. Contributions of demand and supply shocks to recent



developments of credit growth

Decomposition of the year-on-year percentage change of credit
growth relative to its long-term trend
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Note: The decomposition 1is based on the moving average
representation of the estimated VARs, and shows in each
quarter the contribution of contemporaneous and past
structural shocks to credit growth expressed as a deviation
from its long-term trend over the period 2000Q1-2023Q2. This
trend broadly corresponds to the sample average. Credit demand
shocks are obtained as the sum of aggregate demand, aggregate
supply and monetary policy shocks. The green bars correspond
to unidentified factors [1}.

Source: Bank of England, European Central Bank, Federal Open
Market Committee and OECD calculations.

[1] The VAR for each country is estimated by Bayesian
techniques, with shocks identified by sign restrictions based
on standard theoretical models (Gambetti and Musso, 2017).



Aggregate supply shocks are assumed to drive real GDP and
inflation in opposite directions; aggregate demand shocks move
real GDP, inflation, policy rates, bank lending rates and
credit growth in the same direction; positive (i.e., rate-
increasing) monetary policy shocks negatively affect both GDP
and inflation; and expansionary credit supply shocks are
assumed to lead to an increase in output, inflation and (due
to the central bank policy reaction) policy rates but make
bank lending rates and credit growth move 1in opposite
directions. The VARs are estimated with one lag and sign
restrictions are imposed on impact only (first quarter).

Figure 2. Contributions of demand and supply shocks to credit
growth in the period 2007-2023

Decomposition of year-on-year percentage change of credit
growth relative to its long-term trend
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The current monetary policy tightening cycle observed in many
countries stands out for several reasons. In particular, it is
rapid, globally synchronised and accompanied by an equally
rapid tightening of credit standards (OECD, 2022).

Since February 2022, the US Federal Funds Target Rate has
risen by 500 basis points (Figure 1 Panel A). No tightening
cycle since the mid-1980s has seen such a big increase 1in
policy rates in such a short period of time. Central banks in
other main advanced economies have acted comparably
aggressively in their fight against high inflation. The
European Central Bank, for example, has raised its policy
rates by 400 basis points since June 2022. The increase of
policy rates has been quickly transmitted to money market and
bank lending rates over the past year (OECD, 2023).

Figure 1. Policy rates and credit standards have tightened in
sync

US monetary policy tightening cycles US credit standards
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balance of banks reporting tightening in credit standards to small firms
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Note: Starting on Dec 16, 2008, the fed funds target rate
contains the average of the upper and lower limits of the
target range of the fed funds rate. Prior to Dec 16, 2008 the
fed funds target rate was a fixed rate. Credit standards refer
to net percentage of US domestic banks reporting tightening of
standards for commercial and industrial loans to small firms
(in percent, not seasonally adjusted).

Source: Federal Reserve Board; OECD calculations.
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While the tightening of credit conditions is a standard
transmission channel of monetary policy, the synchronised
increase in interest rates and tightening of credit standards
is eye-catching in comparison to previous tightening cycles
(Figure 1 Panel B).[1] Credit standards are non-price
measures that determine access to credit, such as collateral
requirements, employment status or income situation. Credit
standards can restrict access to credit in addition to sheer
the changes in lending rates which affect the supply and
demand for credit through their impact on cost of debt and
banks’ and borrowers’ balance sheets.

The net share of banks reporting tightened credit standards in
the current monetary policy tightening cycle has increased, in
step with the increase in policy rates. In March and April
2023, the net share of banks tightening lending standards to
small firms over the previous three months reached 47% in the
US.[2] While this share 1is still below the peaks reached
during the Covid-19 crisis (70%) and the Global Financial
Crisis (about 75%), the current rapid tightening of credit
standards is similar to the dynamics seen during the last two
severe economic downturns. In the euro area, as well, the
current monetary policy tightening was accompanied by the
tightening of credit standards, although less rapidly than in
the US. The corresponding net share of banks tightening credit
standards 1in the euro area increased to about 24% recently,
only a fraction below the last peak reached during the euro
area sovereign debt crisis at 28%. In the UK, the share of
lenders reporting worsened availability of unsecured credit to
households and small businesses widened rapidly to almost 40%,
approaching the peak reached during the Covid-19 crisis of
about 63%.[3]

Bank lending surveys also provide information on the reasons
behind changes in lending standards. In the US, most banks
have reported tighter lending standards because of a less
favourable or more uncertain economic outlook and a reduced



tolerance for risk. In the euro area, we observe similar
patterns, as higher risk perception and a lower tolerance for
risk of banks were the main reasons behind the recent
tightening of credit standards.

Focussing on small firms and households is interesting because
they are usually more exposed to tighter credit standards
given that they rely more on bank loans as external source of
finance. In the US and the euro area, the evolution of lending
standards to small firms appears representative for the
overall corporate sector. While in the US more banks have also
reported tighter standards for credit card loans; in the euro
area, the net share of banks reporting tighter credit
standards for households, which includes but is not limited to
credit card loans, has receded from their recent peaks over
the past two quarters. In the UK, credit availability remains
favourable for corporate sector and for secured lending for
households.

In the past, banks rapidly tightened credit standards during
severe economic downturns, mainly due to the expected
deterioration of borrower’s balance sheets (Ciccarelli et al.,
2015). In contrast to the current juncture, at that time
monetary policy accommodated these economic downturns, by
lowering interest rates in response to a slump in aggregate
demand and declining inflation. The combined tightening of
policy rates and credit standards has several implications for
policy makers. First, it adds to the uncertainty over the
impact of monetary policy on the real economy and thus makes
the transmission channel for monetary policy difficult to
gauge. Central banks will need to maintain restrictive
monetary policy to curb inflation durably. However, monitoring
financial stability and clear communication will be needed to
minimise uncertainty about apparent conflicts between the
pursuit of price stability and financial stability mandates.
Finally, keeping an eye on competition in financial services
will be critical to ensure that small business and households



continue to benefit from a vibrant financial sector.
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Footnotes

[1] The figure shows the synchronized tightening of policy
rates and credit standards in the US. The euro area bank
lending survey was launched in 2003. This limits a comparison
over several monetary policy tightening cycles.

[2] Based on a survey of lending practices of major US banks
conducted by the Federal Reserve Board System. The number
refers to the net percentage of banks that have tightened
lending standards over the previous three months. The net
percentage is equal to the difference between the sum of banks
answering “tightened considerably” and “tightened somewhat”
and the sum of banks answering “eased somewhat” and “eased
considerably” in percentage of the total number of banks.

[3] Based on the Bank Lending Survey conducted by the
Eurosystem of Central Banks for the euro area and based on the
Credit Conditions Survey conducted by the Bank of England for
the UK.
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Why are central banks making losses?

Losses largely reflect the large balance sheets built up
during an extended period of QE and the effects of the recent
rises in policy interest rates. QE created a sizeable mismatch
in the maturity of central bank assets and liabilities. On the
liability side, central bank reserves (mainly commercial bank
deposits) rose sharply. The remuneration on these is closely
linked to policy interest rates, and has thus risen rapidly,
to the benefit of commercial banks. In contrast, on the asset
side, QE purchases were mostly long-term fixed-rate bonds that
generate a relatively stable stream of income. When policy
interest rates were at or close to the zero lower bound, the
balance of these two sets of payments generated gains for
central banks. Even as policy rates were raised through 2022,
their impact on whole-year net interest income was still
relatively mild (Figure 1), especially where most rate
increases took place towards the end of the year, as in the
euro area. However, larger impacts are likely in 2023 and 2024
(Anderson et al., 2022; De Nederlandsche Bank, 2022).

Higher interest rates also reduce the market value of
securities. Valuation losses may thus arise, though this
depends on the accounting frameworks and asset sales decisions
of central banks. For instance, the Federal Reserve and the
Bank of Japan account for securities held for monetary policy
purposes using amortised cost. This means that valuation
changes do not affect profits unless securities are sold,



which has not been the case so far. Eurosystem accounting
guidelines, also followed by Sweden, allow central banks to
value securities held for monetary policy purposes at either
amortised cost or the current market price. While euro area
national central banks have generally opted to use amortised
cost, the Riksbank has adopted market pricing, making a
significant loss apparent in 2022. Mark-to-market accounting
brings forward loss recognition, as also illustrated by
Australia, Canada, New Zealand, Switzerland and the United
Kingdom. In Switzerland, the central bank loss was unusually
large in 2022, at 17 per cent of GDP, but these losses stemmed
largely from changes in the domestic currency value of foreign
exchange reserves, including foreign securities.

Do losses hamper fiscal or monetary policy?

Central bank losses affect the public finances by reducing or
ending central bank payments to the Treasury in the form of
income taxes or remittances. Moreover, reverse cash flows
(i.e., payments from the Treasury) may occur if central banks
are entitled to be compensated by the government for certain
losses, such as QE-related losses. For instance, in the United
Kingdom, the Bank of England Asset Purchase Facility (APF),
through which QE asset purchases were conducted, is fully
indemnified by the Treasury.

The annual impact on the general government fiscal balance
should in general be modest: over 2015-21, revenues from the
central banks considered in Figure 1 rarely exceeded, and were
often far below, 0.5% of GDP per year. However, even if small,
the negative effect on fiscal balances could be protracted, as
losses may persist for several years. Even after the central
bank returns to profit, some time may elapse before
remittances to the Treasury resume.

Central bank losses are not an indication of a policy error
and need not hamper the effectiveness of monetary and
financial policies. The policy mandates of central banks



include price stability and financial stability, but not
profit maximisation. Their current losses, as well as their
earlier gains from QE, are a by-product of policy actions
designed to help achieve their mandates. Moreover, central
banks are not subject to capital adequacy requirements or
bankruptcy procedures and can operate effectively even with
negative equity, as the central banks of Chile, the Czech
Republic, Israel and Mexico have done over several years (Bell
et al., 2023).

However, losses or negative equity can pose communication
challenges. For instance, some policy decisions, such as
retaining rather than selling government bonds, could be
misinterpreted as being motivated by a desire to contain
losses rather than as actions to pursue specific policy
mandates. This would reduce central bank credibility.
Likewise, financial flows from government, including actions
to strengthen central bank capital positions, could be
misperceived as being inconsistent with central bank
independence. This underscores the importance of clear
communication about the reasons for losses and of a
transparent framework for financial flows between the central
bank and the government.

Figure 1: Several central banks now report negative profits
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Note: Accounting approaches and financial years differ across
countries and data should therefore be compared with caution.
‘Net gain from asset valuation’ includes realised gains/losses
and, in some countries, unrealised ones. For the euro area,
the chart shows the consolidated result of national central
banks. The euro area figure for 2022 is based on the 17 member
banks who had published results by 29 June 2023. For the
United Kingdom, the chart shows the consolidated result of the
Bank of England and the Asset Purchase Facility. See Box 1.3
in OECD (2023) for further details.

Source: Board of Governors of the Federal Reserve System; Bank
of Japan; national central banks in the euro area; Bank of



England; Bank of Canada; Reserve Bank of Australia; Swiss
National Bank; Sveriges Riksbank; Reserve Bank of New Zealand;
OECD Quarterly National Accounts database; and OECD
calculations.
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One indicator is the extent to which increases in policy rates
have been transmitted into the interest rates on new bank
loans for households and firms. The evidence suggests that
transmission in the current cycle is similar to that in past



tightening cycles on average, but with significant variation
across countries (Figure 1, Panels A and B). In particular,
there have been strong increases in the cost of new bank loans
for non-financial corporations, where bank lending rates have
on average increased almost one-to-one with policy rates. The
largest relative increases in new bank lending rates have been
observed in Australia, Canada, New Zealand, Norway and Sweden,
in some <cases reflecting an earlier start to
policy tightening. In the euro area, bank lending rates
charged on short-term loans to non-financial corporations have
generally increased faster than those on loans with longer
maturities and lending rates on consumer loans to households
have risen less than rates on loans for house purchases.

Figure 1: Bank credit is slowing down and swiftly becoming
more expensive

Ratios of changes in new bank lending rates and policy rates
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Note: For the current tightening cycle, changes in policy
rates, new lending rates and real credit growth are computed
between the date of the first policy increase in each country
and March 2023. Similarly, changes in bank lending rates



across past tightening cycles are computed since the first
rate increase and over a period matching the one elapsed since
the first increase in the current cycle. Changes across past
tightening cycles are computed as simple averages of
individual country tightening cycles since 2000. “Average” 1is
computed as a simple average across countries. Bank lending
rates and credit growth to households are for house purchases.
Real credit growth is obtained by deflating nominal credit
growth by national consumer prices.

Source: Central bank statistics; and OECD calculations.

Banks generally base the lending rates they charge to firms
and households on their own funding costs, plus a mark-up.
Rising policy rates have been quickly transmitted to interbank
lending rates, but transmission to deposit rates has been
sometimes slower. However, deposit rates have started to rise
more rapidly recently, with banks trying to counteract tighter
liquidity conditions and an acceleration in deposit outflows
by offering higher rates to their customers.

Fast-rising bank lending rates have been associated with a
slowdown in the pace of real credit growth (Figure 1, Panels C
and D). On average, the slowdown in real credit growth during
the current tightening cycle has been somewhat larger for
households than for companies, though credit to firms has
contracted sharply in a number of countries in the euro area
and in the United Kingdom, while it has remained comparatively
resilient in the United States and Canada. In the majority of
the countries considered, credit growth has been weaker than
at similar points in previous tightening cycles, and also
lower than on average over 2000-19, particularly for
households.

Monetary policy changes may also affect the willingness of
banks to make credit available to potential borrowers. Bank
lending surveys suggest that slowing credit growth and higher



lending rates observed in the major advanced economies reflect
a combination of tighter credit standards and falling credit
demand (Figure 2). Credit standards have often tightened
substantially in recent quarters, especially for mortgage
lending in the euro area and for lending to non-financial
corporations in the United States. Surveys point to a sharp
decline in credit demand as well, especially for house
purchase in the euro area and in the United Kingdom. In the
euro area, the decline in credit demand for house purchases 1is
similar to the fall seen during the global financial crisis.
Japan is an exception, with credit standards and demand being
little changed due to the continued accommodative monetary
policy stance.

Figure 2: Credit standards have tightened and demand has
declined sharply

A. Bank Credit Standards B. Bank credit demand
Net percentage of banks Net percentage of banks
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Note: Net percentages are defined as the difference between
the sum of the share of banks reporting a tightening in credit
standards/rising credit demand and the sum of the share of
banks reporting a loosening of credit standards/falling credit
demand. Positive (negative) balances indicate tighter (easier)
credit standards and rising (falling) credit demand. For the
United Kingdom, credit standards are proxied by inverted loans
approved. For the United States, the United Kingdom and Japan,
credit standards to non-financial corporations are for large
firms

Source: Central bank statistics; and OECD calculations.



The pace of policy rate increases has now begun to slow in
many countries, but bank credit conditions could tighten
further in the coming quarters, with banks continuing to pass
through higher funding costs to households and corporates. As
a result, the full impact of policy tightening on activity is
likely to appear with a lag over the course of 2023 and early
2024.
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The latest Economic Survey finds Canada needs to tame
inflation, further build fiscal buffers,
strengthen productivity and prioritise the green transition.

Quantitative tightening:
another driver of higher
interest rates?

Category: Uncategorized
written by oecdecoscope | October 1, 2025

Quantitative tightening is likely to raise long-term interest
rates, but the size of the impact is uncertain.
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Financial stress among households should remain contained
despite rising mortgage rates, but inflation pressures

increase risks for vulnerable borrowers.
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by Catherine L. Mann

OECD Chief Economist and Head of the Economics Department

Welcome to the OECD Economics Department’s new ECOSCOPE blog !

OQur Interim Economic Outlook launched today shows a troubling
picture—world growth stuck at 3% in 2016, and only 3.3% in
2017, with substantial volatility in financial markets raising
new risks. The OECD’s mantra is “better policies for better
lives” and that is central to our assessment that a stronger
policy response 1is urgently needed to get global growth out of
this low-growth equilibrium. Monetary stimulus alone cannot
reverse many of the worrying trends seen in the Interim
including weak trade, low investment and an apparent slowing
of trend productivity. Given very low interest rates, now is
an opportune time for collective fiscal action, focusing on
investment spending that will raise growth in the near term
and underpin long-term output potential. Greater ambition on
structural reforms to provide an environment conducive to
private investment goes hand-in-hand. ( On 26 February, we
will Ulaunch our annual Going for Growth assessment of
structural policy needs and the progress countries are making
towards achieving more productive economies with better
quality jobs (details to be posted on this site)). Monetary,
fiscal, and structural policy tools are synergistic and all
need to be deployed at this time.

Does the call for more fiscal action by the OECD represent a
change of view ?

In a well-known phrase, Keynes wrote “When my information
changes, I alter my conclusions. What do you do, sir?”. So,
what 1is new?
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First, OECD governments have more fiscal space than they did
in the immediate post-crisis period. The sovereign debt crisis
has faded and the most severe banking problems have been
addressed. Budget deficits have fallen in many countries
following budgetary consolidation and falling interest costs.
The long-term interest rate is far lower than it was 3-years
ago with negative interest rates on government borrowing of a
few years and the ability to raise money at longer horizons at
a minimal cost.

Second, the persistent downgrade of forecasts across the
economics profession in recent years raises deep questions
about how the economy is operating. Some key mechanisms that
drive economic recoveries seem to be not working: wage
pressures are exceptionally weak even in countries where
unemployment has fallen; inequality 1is rising; business
investment is not responding to the extraordinarily low cost
of capital; currency depreciations are not leading to robust
exports; inflation pressures seem non-existent across many
economies despite exceptional monetary policy action;
productivity growth and diffusion innovation appear to have
slowed. The thread that runs through these disconnects is weak
demand, hence the need to use all policy tools to full effect.

A scenario exercise in the Interim shows the potential growth
gains, and fiscal sustainability benefits of a collective
action on fiscal spending.

1st year effects of a 1/2 percent of GDP public
investment stimulus by all OECD countries

Change from baseline
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There are many open questions about what are the key issues
facing policymakers, and how they should balance both
immediate and longer-term objectives. This blog is an
opportunity to debate these topics!

We hope that windows into research by OECD economists posted
on this blog will share new insights about the evidence and
the ‘’'better policies” we need to ensure the ‘’better
lives’'. Please join the conversation!
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