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Boao Events/ People/ News 

Vice Chairman ZHOU Xiaochuan Delivered Speeches at the African Currency 

Forum, at the 44th Edition of the Ambrosetti Forum and at the Eastern 

Economic Forum 

From September 3 to 12, 2018, ZHOU Xiaochuan, Vice Chairman of the BFA and China's 
Chief Representative to the BFA, attended the African Currency Forum, the 44th 
Edition of the Ambrosetti Forum and the Russian Eastern Economic Forum, 
respectively, and delivered speeches at several sessions. 

 
ZHOU introduced the development experiences and prospects of China's banknotes 
and electronic payment methods at the African Currency Forum, and hoped to further 
spur cooperation between Asia and Africa in the currency field. At the Ambrosetti 
Forum, ZHOU pointed out that despite the escalating global trade protectionism and 
recent financial market turbulences in many emerging market economies, Asian 
countries, which learned the lessons of the Asian financial crisis, have maintained 
relatively sound economic fundamentals and sufficient growth momentum. He also 
shared his views on the experiences of China’s 40-year reform and opening-up and its 
economic growth prospects at the meeting with Italian entrepreneurs. At the Eastern 
Economic Forum, Vice Chairman ZHOU said that Northeast Asian countries can foster 
economic and financial cooperation and spur mutual integration by promoting the free 
flow of factors of production and infrastructure interconnection. 
 
ZHOU also pointed out at the meeting that the BFA is the most influential platform for 
dialogue between government and businesses in the Asia-Pacific region. With a focus 
on Asia and a global perspective, BFA is willing to foster cooperation with key regional 
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forums such as the African Currency Forum, the European House – Ambrosetti and the 
Eastern Economic Forum, through promotion of extensive exchanges and in-depth 
dialogue and consensus building, so as to improve global economic governance and 
boost the well-being of people around the world. 
 

 
During the Ambrosetti Forum, ZHOU Xiaochuan also met with Italian Prime Minister 
Giuseppe Conte and Minister of Economy and Finance Giovanni Tria, inviting them to 
attend the Asia-Europe Leaders’ Dialogue Conference for Cooperation jointly held by 
the BFA and Ambrosetti in Rome from December 4 to 5 this year. 
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Secretary-General LI Baodong Pays a Visit to Laos’ Prime Minister Thongloun 

Sisoulith 

The Boao Forum for Asia (BFA) Vientiane Conference was held in Vientiane, Laos on 

September 28, 2018. After the Opening Ceremony of the Conference, LI Baodong, 

Secretary-General of the BFA, led the entrepreneur delegation paying a courtesy visit 

to Laos' Prime Minister Thongloun Sisoulith. 

 

Prime Minister Thongloun Sisoulith spoke highly of the BFA's great platform for 

promoting exchanges and cooperation between the Government, business and 

academic circles in the countries. He congratulated the BFA Vientiane conference on 

its complete success and thanked the BFA for bringing powerful entrepreneurs to Laos. 

Thongloun Sisoulith said that the Belt and Road Initiative proposed by Chinese 

President XI Jinping provides tremendous opportunities for infrastructure construction 

and economic and social development in the countries along the route, and Laos has 

benefited the most from this. Laos is widening its opening-up and is committed to 

removing trade barriers and creating favorable conditions for countries worldwide to 

invest in Laos. China is the largest investor of Laos. Laos will usher in the China-Laos 

Year of Tourism. Laos will continue to implement the consensus reached by the top 

leaders of the two countries in a bid to advance the bilateral strategic relationship. He 

expects that following the BFA Vientiane conference, more foreign investment 

including that from China will enter Laos. 

 

LI Baodong introduced the conference to Thongloun Sisoulith. LI said that this was the 

first time that the BFA held a conference in Laos since its inception 17 years ago, and 

invited entrepreneurs from China, Thailand and Japan and other countries to visit Laos. 

The comprehensive strategic partnership between China and Laos is expanding in the 

new era. The Belt and Road Initiative is accelerating its synergy with Laos' national 
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development strategy of “changing from a landlocked country to a land-linked 

country”. It is believed that the Conference will bring new impetus to the deepening 

of bilateral pragmatic cooperation and the ties of interest under the community with 

a shared future. LI also expressed that this year marks the 15th anniversary of China-

ASEAN’s strategic partnership. The BFA has received extensive support from ASEAN 

countries during its creation and growth. The BFA stands ready to continue to support 

for the building of the ASEAN community and support ASEAN to play a dominant and 

coordinating role in regional cooperation. 
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Secretary-General LI Baodong Attends the 44th Edition of Ambrosetti Forum 

At the invitation of the European House – Ambrosetti, Secretary-General LI Baodong 

attended the 44th Edition of Ambrosetti Forum held at Villa d'Este, Como, Italy from 

September 7 to 9, 2018. 

 

On the afternoon of September 8, Secretary-General LI Baodong attended the Session 

of “Future of Global Governance”and delivered a keynote speech, calling on the 

international community to follow the principles of wide consultation, joint 

contribution and shared benefits, support multilateralism, assume corresponding 

international responsibilities, implement commitments made, strengthen the global 

economic governance system and improve the global governance structure 

continuously. 
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On the same day, Secretary-General LI Baodong accompanied ZHOU Xiaochuan 

meeting with Italian Prime Minister Giuseppe Conte and Minister of Economy and 

Finance Giovanni Tria. 
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Boao Forum for Asia Phnom Penh Conference Explores New Ideas for Asian 

Economic Cooperation 

Xinhua News Agency, Phnom Penh, Sept. 27 (Reporters Wang Di, Mao Pengfei) The 

Boao Forum for Asia (BFA) Phnom Penh Conference kicked off in Phnom Penh, capital 

of Cambodia, on Sept 26,2018. The participants shared the successful experience and 

innovative ideas for Asian economic cooperation, starting with China-Cambodia 

cooperation.  

 

LI Baodong, Secretary-General of the BFA, said at the conference that globalization 

proved to be an indispensable external condition for developing countries to shake off 

poverty and backwardness. Globalization requires new ideas, and developing 

countries shall become co-authors of rules. The experience of many Asian countries, 

including China, in development merits attention. Economic globalization, he said, 

requires not only the interconnectivity of infrastructure, but also macroeconomic 

policy coordination, trade liberalization, investment facilitation, and people-to-people 

exchanges. In this sense, China's Belt and Road Initiative that advocates the principle 

of achieving shared growth through discussion and collaboration helps promote more 

inclusive new globalization and is a valuable public product for the international 

community. 

 

LI Baodong said that the original intention of the BFA was to spur economic 

globalization and regional cooperation in Asia. Deeper regional cooperation at a higher 

level will assist Asian countries to achieve their respective development goals. As a 

rapidly growing economy, Cambodia has the ability and potential to make greater 

contribution to Asian economic integration and globalization. 

 

Hor Namhong, Cambodian Deputy Prime Minister, said that China is the most intimate 

and reliable friend of Cambodia. Investments, loans and aids from China have made 

key contributions to Cambodia's economic and social development. In recent years, 

Cambodia-China cooperation in various fields has been deepened under the Belt and 

Road Initiative proposed by China. 

 

In the speech, XIONG Bo, Chinese Ambassador to Cambodia, expressed that Cambodia 

made important contributions to the establishment and development of the BFA. This 

conference manifested the BFA's concern and attention to Cambodia. The BFA 

provides an important platform for Chinese and Cambodian entrepreneurs to foster 

mutual understanding and promote communication, and also offers important 

opportunities and a window for the BFA and Chinese economic community to gain an 

in-depth understanding of Cambodia.  

 

The Conference was jointly organized by the BFA and the Cambodia Chamber of 

Commerce. Under the theme of “Seeking Common Development and Win-win: A Joint 
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Endeavor to Bring the China-Cambodia Economic Cooperation and Trade into An New 

Era”, the two-day conference attracted upwards of more than 100 Government 

officials, business communities, and academies from such countries as China, 

Cambodia, Thailand and Japan. 
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Secretary-General LI Baodong Meets with ZHANG Jiangting, Member of the 

Standing Committee of Shandong Provincial Party Committee and Secretary of 

Qingdao Municipal Party Committee 

On September 20, 2018, Secretary-General LI Baodong met with ZHANG Jiangting, 

Member of the Standing Committee of Shandong Provincial Party Committee and 

Secretary of Qingdao Municipal Party Committee, and his entourage at the Secretariat 

of the Boao Forum for Asia (BFA). 

 

LI thanked Shandong Province and Qingdao City for their attention and support to the 

BFA. LI pointed out that with a focus on Asia and a global perspective, the BFA will 

focus on the five areas of scientific and technological innovation, health, education, 

culture and media. 

 

ZHANG introduced the economic development of Qingdao City in recent years, the 

achievements of urban construction and the unique advantages of Qingdao as a 

coastal city. In particular, the holding of the Shanghai Cooperation Organisation (SCO) 

Summit raised the international influence of Qingdao. Qingdao expects to conduct full 

cooperation with the BFA and makes endeavors to ensure more events of the BFA will 

be held in Qingdao. 
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Secretary-General LI Baodong Meets with WU Zuoyi, CEO of SK China 

On September 21, 2018, Secretary-General LI Baodong met with WU Zuoyi, CEO of SK 

China, at the Secretariat. 

 

LI thanked SK Holdings for its strong support for the development of the Boao Forum 

for Asia over the years and expressed that while continuing to focus on the economic 

field, the Forum will also actively expand its coverage in such areas as technological 

innovation, health, education, cultural exchange and media cooperation, and hopes to 

maintain cooperation with SK Holdings in the above areas. 

 

WU said that the SK Holdings attaches great importance to cooperation with the 

Forum and will actively participate in and support the various events held by the 

Forum in the future. SK Holdings will also actively cooperate with the Forum in the said 

five fields. 
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Secretary-General LI Baodong Meets with WANG Tong, Executive Vice President 

of China Samsung 

On September 20, 2018, Secretary-General LI Baodong met with WANG Tong, 

Executive Vice President of China Samsung, at the secretariat of the Boao Forum for  

Asia (BFA). 

 

LI thanked Samsung for its strong support for the BFA development over the years, 

saying that BFA shoulders the mission of providing communication platforms for 

enterprises, the business communities and Governments. In addition to its Annual 

Conference, BFA hopes to hold more events and strain every sinew to become the 

bridge for cooperation between Governments and enterprises. While keeping its focus 

on the economic sphere, BFA will also actively expand into several areas including 

technological innovation, health, education, cultural exchange and media cooperation, 

and hopes to maintain continued cooperation with Samsung in the abovementioned 

fields, especially technological innovation. 

 

WANG spoke highly of the development achievements of the BFA and said that as a 

partner of BFA, Samsung sets great store by close cooperation with BFA and will 

actively participate in and support various activities organized by BFA. 

  



Boao Jounal Vol.4 
 

13 
 

China-US Trade 

White House must stop portraying US as victim 

From China Daily website 

 

On Oct 4, 2018, at the headquarters of the Hudson Institute in Washington, DC, Vice-

President of the United States Mike Pence delivered a speech on the current US 

administration's policy toward China. 

 

Presented in a very condescending way in the tone of a typical Christian missionary, 

his speech was full of fake and grapevine information about China's actions and 

second-guessing of its intentions in its engagement with the world, such as its Belt and 

Road Initiative, international media, Chinese students studying in the US, and so on. 

 

Sloppy research leading to poor intelligence 

 

Such suppositions were wrongfully deemed as "intelligence", on the basis of which a 

new and more confrontational China policy has been adopted by the United States. 

The reason for this is such information is likely to have been gathered from or provided 

by a few so-called "China hands" such as Michael Pillsbury and Peter Navarro whose 

knowledge of China is not only outdated and skewed, but also esoteric and 

unsystematic. 

 

Moreover, their knowledge about China is not based on rigorous theoretical and 

methodological studying of contemporary studies, regional studies, and 

international/global studies. Most unacceptably, such thinking about China is 

characterized by both a deeply racial bias against China and an ideological agenda 

against China. 

 

The China policy Pence advocated in his speech was aggressively anti-China in nature. 

It not only runs the risk of escalating the US-China trade conflict into an all-out collision, 

but also risks bringing the entire world to the brink of disaster. 

 

Wolf crying wolf 

 

Pence first tirelessly attempted to paint China as "an aggressor", "a predator" and "a 

meddler" in both the domestic affairs of the US and global affairs. For the first time in 

the entire history of the US, except the American Revolution, the Trump administration 

is playing the victim and prey in the name of the American people in front of the world 

audience. 
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By doing so, the vice-president proposed the isolation of China or decoupling, far 

beyond a trade war between the US and China, and put forward the Indo-Pacific 

Strategy of the US, which is likely to be more military than economic in nature, as an 

alternative to China's Belt and Road Initiative. 

 

The aim of the anti-China policy outlined by Pence is clearly to tame and shape China 

within the US' preferred trajectory and retain the US hegemony－making it the real 

aggressor. It is common knowledge that the US has on average started almost one war 

per year during its entire history of 242 years. Acting in the name of being the world's 

police, and with close to 200 military bases still in operation on all corners of the globe, 

it has exerted its aggression against peoples and launched invasions of countries on all 

continents. 

 

It has also been a master meddler in the elections of many countries around the world, 

with a record of 81 cases of such meddling from 1946 to 2000, as documented by Dov 

H. Levin, a Carnegie Mellon scholar. With this in mind, one can easily see that Pence's 

speech was merely the wolf crying wolf. 

 

Upon further analysis, the rhetorical structure of Pence's speech belies the narrative 

structure of a typical Hollywood blockbuster movie: A villain emerges and his vices are 

all exposed; a savior, a hero, or a superhero emerges to fight against and defeat the 

villain. 

 

In this case, Pence paints China as the "villain" while styling the US as the "superhero". 

Such a "good" versus "evil" narrative is symptomatic of the simplistic Western dualistic 

thinking that dominates the administration. However, most Americans are more 

independent thinkers than the typical fans of President Trump's Apprentice shows or 

the congregation that is willing to lend an ear to Vice President Pence's sermons. 

 

What is the goal of his remarks then? His remarks are intended to arouse and raise the 

level of the alertness of the American public toward China, so they consider it to be a 

threat that needs to be constrained and contained on all fronts. He tried to portray a 

situation that legitimized his call for a tougher approach toward China. 

If Washington is in a state of anxiety about the future of the US and its future role in 

the world affairs, the White House and its advisers on China are obsessed with China 

as the biggest threat toward the "America First" policy. 

 

As the November midterm elections inch closer, the current US administration is 

playing the China card harder and harder in a bid to win votes. But as Ryan Haas from 

the Brookings Institution wrote, even though a small Trump base supports a tougher 

approach toward China, the American public is less enthusiastic of a tougher approach 

over a long period of time and many disapprove of the administration's launching of a 

trade war with China. 
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What's next? 

 

The 21st century must be steered into one of multilaterism and collaboration, a 

century of progress characterized by the construction of a community with a shared 

future for mankind. This is what China has been doing and fighting for many decades 

with the increasing support of many countries around the world, both developed ones 

and developing ones. 

 

What should China do in response to the Trump administration's antagonism? In a 

conflict, when one party is in a frenzy, it is crucial that the other party remain cool-

headed, so it would be inadvisable to meet aggression with aggression. 

 

It is China's policy to create a peaceful future whose benefits are shared by the US and 

China, and all other countries. By rescinding its attacks on China and reversing its anti-

China policy, the US can join China in realizing this shared future. 
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Why trade deficits aren’t so bad 

Prof. William D. Lastrapes  

from the Conversation Website 

 

Most Americans seem to think international trade deficits are a bad thing. 

 

A March poll, for example, showed that more than two-thirds think the U.S. should 

take steps to reduce the trade deficit with China, even if a resulting trade war drives 

up consumer prices. That’s in large part because of the notion expressed by some that 

the U.S. is “losing” if it has a trade deficit, one of the main justifications used for 

fighting a trade war with China. 

 

As I’ll explain, such a notion is bad economics. 

 

Comparative advantage 

 

One of the first things budding economists learn is the principle of “comparative 

advantage.” A country has a comparative advantage when it can produce a product or 

service more cheaply than others. 

 

For example, the U.S. specializes in producing wheat because it is cheaper to do so 

here than in Japan, while Japan specializes in producing cars for the same reason. 

Specialization with trade allows consumers in both countries to buy more wheat and 

more cars. Much economic research has shown that when countries trade with each 

other, global wealth grows, and all countries gain. 

 

What this means for trade deficits 

 

Policies that aim to reduce trade deficits hinder trade and work against the potential 

gains from comparative advantage. A country like the U.S. runs an annual trade deficit 

with a partner country when Americans buy more goods and services from the partner 

than they sell to it. As a result, money flows out of the U.S. to the country, which 

sounds bad. 

 

But that’s not the end of the story. Those foreigners with the trade surplus – let’s say 

in China – now have extra saving that needs to be put to work. A lack of productive 

investment opportunities at home means they look to other countries – like the U.S. – 

to profitably use their money. 

 

In other words, money flowing out to pay for imports flows back in to help pay for 

productive investment in new capital. The U.S. is an appealing place for the Chinese to 

put their money because the U.S. is really good at producing capital goods. Put another 
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way, it has a comparative advantage in investment. 

 

In 2017, Americans bought about US$552 billion more goods and services from abroad 

than foreigners purchased from the U.S. But foreigners sent about that amount right 

back to the U.S. to help American businesses build factories, create jobs and increase 

growth. 

 

In short, trade deficits mean that international capital markets are working the way 

they should. They do not imply a loss of American wealth, or that other countries are 

“taking advantage” of the U.S. 

 

Richer as a result 

 

In general, trade imbalances are driven by natural market forces and reflect efficient 

borrowing and lending across the globe. And while it is always important to consider 

the consequences of international trade for inequality and the distribution of the gains 

from trade – there are no guarantees that those gains will be evenly distributed – the 

end result is higher overall global economic growth. 

 

Trade deficits can be a problem when those deficits are due to government borrowing 

in countries with weak economic and political institutions, or in smaller countries 

where free capital flows might be destabilizing. 

 

But for well-functioning economies like the U.S., trade deficits are not an inherent 

problem. In fact, we’re better off having trade deficits than imposing tariffs and 

restrictive trade policies to prevent them. 

 

Trade deficits make America great. 
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Finance 

How to Fix Brazil’s Economy 

Otaviano Canuto  

from Project Syndicate website 

 

Brazil’s future hinges on the implementation of smart, gradual, and coherent economic 

reforms that facilitate productivity growth and put the country on the path toward 

fiscal sustainability. Whoever wins the upcoming election has a responsibility to 

address that imperative. 

 

Brazil is approaching its most consequential election since the end of military rule 

more than three decades ago. But while the country’s politics are plagued by 

dysfunction, the election’s outcome will hinge on the next government’s economic 

reform agenda. 

 

One of Brazil’s most serious economic challenges is anemic productivity growth, which 

has been undermining the country’s growth potential. With output per employee 

increasing by just 0.7% per year, on average, since the mid-1990s, more than half of 

per capita income growth over the last two decades has resulted from an increase in 

the share of the economically active population. But that engine of income growth will 

soon stall, owing to rapid population aging. 

 

Weak productivity growth partly reflects a lack of trade openness, which limits 

Brazilian firms’ access to foreign inputs and technologies, as well as barriers to 

effective domestic competition. Moreover, weak logistics infrastructure, differentiated 

state tax regimes, and subsidies to specific firms enable less efficient companies to 

survive and retain resources, lowering average productivity. 

 

To address this, policymakers must support the private sector by strengthening the 

adoption and diffusion of advanced technologies, rather than by offering 

compensation for high internal costs. Moreover, the business environment should be 

made more favorable for entrepreneurs, including through reform of the complex and 

imbalanced tax system. 

 

Increased infrastructure investment is also needed, as is reform of financial 

intermediation, so that financing terms are better aligned with investment projects. 

And the quality of education and the formation of human capital could benefit from 

less rigid allocation of public resources and more experience-sharing among states and 

municipalities, some of which have made progress using measures that could be 
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applied elsewhere. 

 

Brazil also needs significant fiscal adjustment. Even as productivity and economic-

growth potential have increased at a snail’s pace, real (inflation-adjusted) public 

spending has risen sharply. Public expenditure increased from less than 30% of GDP in 

the 1980s to about 40% in 2017, including 68% growth from 2006 to 2017. And yet 

public investment (including in infrastructure) has declined, amounting to less than 

0.7% of GDP last year. 

 

With tax revenues affected by the decline in GDP in 2015-2016 and the subsequent 

fragile macroeconomic recovery, the primary budget balance, relative to GDP, 

deteriorated by more than four percentage points. This caused public debt to rise from 

54% of GDP in 2012 to 74% in 2017. 

 

To address skyrocketing debt, in 2016, Brazil approved a constitutional amendment 

imposing a ceiling on public spending for the next 20 years. If the authorities manage 

to adhere to this rule – or combine spending cuts with tax revenues to obtain an 

improvement of 0.6% of GDP per year in the public-sector primary balance – the 

trajectory of public debt could become sustainable again within a decade. The key to 

success, of course, will be smart spending cuts. 

 

The World Bank, where I am an executive director, has already identified areas where 

such cuts can be made: social security, public-sector payrolls, and subsidies and tax 

exemptions. By easing the strain on the public budget, spending cuts in these areas 

could even create space for other, more productive types of public expenditure. 

 

Crucially, such cuts would have only minimal consequences for poorer Brazilians. In 

fact, when it comes to tax reform, there are steps that could not only contribute to 

improving the business environment, but also help to reduce the social inequities 

embedded in the current system. 

 

In the quest to improve productivity and achieve fiscal rebalancing, Brazil’s leaders 

must also reform public-sector governance. As it stands, the provision of public 

services in a wide range of areas – including health, education, violence, infrastructure, 

transportation and logistics, and the management of water resources – is highly 

inefficient. 

 

The reasons are wide-ranging. Brazil suffers from an excess of rules, which contribute 

to budget rigidity; fragmentation of service delivery; poor planning, monitoring, and 

evaluation of projects and policies; a lack of positive performance incentives for public-

sector workers; the judicialization of policymaking; and an increasingly risk-averse 

bureaucracy. 

 

Brazil thus needs to improve policy consistency, from planning through execution of 
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programs and projects, and focus more on monitoring and evaluating results. Better 

coordination between the public and private sectors would also improve the capacity 

of public expenditure to contribute more to improving socioeconomic outcomes. 

 

Brazil’s future hinges on the implementation of smart, gradual, and coherent economic 

reforms that facilitate productivity growth and put the country on the path toward 

fiscal sustainability. Whoever wins the upcoming election has a responsibility to 

address that imperative. 
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Economic Watch: Key statistics revealing China's economic resilience 

From Xinhua website 

 

Despite moderating investment and growing trade protectionism, China's economy 

has maintained solid growth momentum, economic officials said. In the first four days 

of the week-long National Day holiday which ended on Sunday, Chinese consumers 

have set new record highs in daily data, with more than 100 million people traveling 

across China and approximately one million Chinese taking leisure trips overseas, 

posting a tourism revenue of more than 100 billion yuan. 

 

In a longer perspective, the boost given by consumption to the Chinese economy has 

been significant. In the first half of the year, for instance, consumption contributed to 

78.5 percent of the country's economic expansion, up 14.2 percentage points from the 

same period of last year. From January to August, China's total retail sales of consumer 

goods have exceeded 24 trillion yuan, with the monthly consumption exceeding three 

trillion yuan for four consecutive months. 

 

Meanwhile, the country's online retail sales rocketed by 28.2 percent to 5.52 trillion 

yuan during the first eight months, while the summer box office from June to August 

rose to 17.4 billion yuan. 

 

Lu Shan, a senior statistician with the National Bureau of Statistics (NBS), said that 

China's consumption market has been expanding steadily. The growth of fixed-assets 

investment, another main engine of the Chinese economy, also showed new positive 

trends. On the whole, China's fixed-assets investment from January to August has 

grown at a slower rate of 5.3 percent, down by two percentage points from the same 

period last year. 

 

But in a breakdown analysis, NBS statistics showed the slowdown was mainly triggered 

by construction investment. Private investment, however, has expanded by 8.7 

percent, 3.4 percentage points higher than the national average, while manufacturing 

investment has continued to rise for five consecutive months. As the slowdown in 

construction investment was mainly caused by the shortage of capital, the Ministry of 

Finance has urged local governments to speed up the issuance of special bonds of 1.35 

trillion yuan to sustain the financing for projects under construction. 

 

NBS spokesperson Mao Shengyong said that a number of construction projects 

involving infrastructure facilities conducive to improving people's livelihood and 

enhancing the potential for economic development would be started soon. To stabilize 

investment, China wanted to channel capital into where it was most needed such as 

agriculture, poverty alleviation and environmental protection. As for exports, the third 

key engine of China's economic growth, China has become significantly less vulnerable 



Boao Jounal Vol.4 
 

22 
 

to external uncertainties. 

 

Official statistics showed that the country's foreign trade dependence degree, the ratio 

of total amount of foreign trade to the country's gross domestic product (GDP), has 

fallen from 64 percent in the year 2000 to 33.5 percent in 2017. Only 19 percent of 

China's exports went to the U.S. in 2017. The 250-billion-USD Chinese exports subject 

to higher tariff duties imposed by the U.S. account for less than two percent of China's 

total GDP. 

 

Long Guoqiang, deputy director of the Development Research Center of the State 

Council, said that the risks from trade frictions with the U.S. were "controllable" to 

China's overall exports and China's economic growth. 

 

Fu Ziying, vice minister of commerce, said despite the trade frictions, stable progress 

was being made in China's foreign trade. Chinese products have so far been exported 

to 231 countries and regions. Five years after China proposed the Belt and Road (B&R) 

Initiative, the country's foreign trade with the B&R countries has exceeded 5.5 trillion 

U.S. dollars. 

 

Moreover, China posted a GDP growth rate of 6.8 percent in the first half of year, which 

has remained between 6.7 percent and 6.9 percent for 12 consecutive quarters. With 

more than 10 million new jobs created in the first eight month, the country has seen 

a relatively low surveyed urban unemployment rate of five percent. Consumer prices 

remained mild during the same period with a growth rate of 2 percent, while the 

foreign exchange reserve continued to stay strong, registering more than 3 trillion U.S. 

dollars at the end of September. With such sound economic fundamentals, the Chinese 

government has more maneuvering room to facilitate its economic transformation for 

high-quality development. 

 

On Sunday, the People's Bank of China (PBOC) decided to cut the reserve requirement 

ratio (RRR) for RMB deposits by one percentage point starting from Oct. 15 to optimize 

the liquidity structure of commercial banks and the financial market and to reduce 

financing costs. 

 

The PBOC said it will continuously implement a prudent and neutral monetary policy, 

refrain from using a deluge of stimulus and focus on targeted adjustment to maintain 

sound and sufficient liquidity. Some of the liquidity unleashed will be used to pay back 

the 450 billion yuan of the medium-term lending facility that will mature on Oct. 15. 

 

In addition, the liquidity of another 750 billion yuan will be injected into the market to 

support small and micro enterprises, private enterprises and innovative enterprises to 

enhance the vitality and resilience of the Chinese economy, strengthen endogenous 

growth momentum and promote the healthy development of the real economy, it said. 
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Sustainability is now mission critical for businesses. Here's why 

 

Terri Toyota  

from World Economic Forum 

 

“Can I afford to buy organic, go sustainable or shop Fair Trade?”  

 

We have all often stood in front of store shelves asking ourselves this question. Threats 

from climate change, growing inequality and poor working conditions, and other 

mounting pressures on people and planet tell us that we can’t afford not to. 

 

But with high markups on many ethical and sustainable goods it is clear that our 

markets, systems and supply chains are not optimized in favour of the consumer. The 

right choice is often not the easy choice. 

 

Imagine instead a world in which you pay a premium for those products that are 

damaging to the health of our communities, workers and the environment. A vibrant 

sustainable market aligns economic and financial incentives, standards and regulations 

to promote universal access to a generous inventory of affordable and sustainable 

products.  

 

This is entirely possible. 
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In 2015, polling group Nielsen surveyed 30,000 people in 60 countries around the 

world. They wanted to know what influences the way consumers feel about brands – 

and how those feelings impact buying behaviour. 

 

The survey found that two-thirds of respondents would happily pay more for 

sustainable goods. 

 

For millennials, the figure was even higher: nearly three out of four were willing to pay 

between 10% and 25% more for sustainable products and services. The year before, 

only half of those polled would have demonstrated a similar behaviour. 

 

Notably, the results showed that in developed markets where consumers face an 

abundance of choice and where the consequences of extreme social-economic 

inequality, encroaching environmental threats and limited opportunities for decent, 

safe work are more remote, the percentage of people willing to pay more was lower.  

It follows then that there is much more scope, and demand, for engineering markets 

and promoting sustainable principles to consumers in emerging and developing 

economies. Consumers are seeking – and choosing – healthier, greener and more 

socially responsible options. And they are willing to dig deep. 

 

Given this growing global demand, is the supply of sustainable products and services 

forthcoming? 

 

Yes. A growing number of businesses recognise that there is a competitive edge here. 

As executives realise the interconnected nature of poverty, sustainability and equality 
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– the so-called wicked, interconnected challenges – and how they impact business 

competitiveness, large multinationals are increasingly looking to shore up their 

resilience.  

 

This year, the investment magazine Barron’s produced its first annual list of the 100 

most sustainable companies in the USA. It reported that these companies enjoyed 

remarkable share price growth of 29% in 2017, compared to 22% for the S&P 500 index.  

This trend is not just true within the US. Preliminary results of the 2018 Global 

Sustainability Index Institute report analysing 400 of the world’s largest companies 

with a combined market cap of more than $25 trillion indicates “the number of 

statements on the Sustainable Development Goals (SDGs) had more than doubled. 

Companies are more vocal on the SDGs in their annual reports due to the positive 

benefits to company performance and in response to stakeholder interest”. 

 

Businesses are grasping just how much potential profitability and value are on offer. 

The intangible materiality and value associated with integrating positive 

environmental and human impact are strategic drivers, which can at the same time 

reduce costly risks to brand and reputation. Additionally, this approach appeals to an 

increasing desire and ambition among businesses to create a positive balance in the 

relationship between equitable growth and prosperity: representing employees, 

consumers and investors, and preserving the planet as the source of raw materials. 

 

In short, sustainability bolsters the bottom-line, boardrooms and corporate 

reputations. Good practice is mission critical. 

 

This trend is being reinforced by investors. One notable recent example is Larry Fink, 

chief executive of the world’s largest asset manager Black Rock, who has appealed to 

his counterparts in the business world: “Society increasingly is turning to the private 

sector and asking that companies respond to broader societal challenges,” he wrote. 

“Indeed, the public expectations of your company have never been greater. Society is 

demanding that companies, both public and private, serve a social purpose. To prosper 

over time, every company must not only deliver financial performance, but also show 

how it makes a positive contribution to society. Companies must benefit all of their 

stakeholders, including shareholders, employees, customers, and the communities in 

which they operate.” 

 

Encouraging real economic players, investors and governments to work with a 

common purpose in the pursuit of a global sustainable market movement is one of the 

key themes of this year’s World Economic Forum Sustainable Development Impact 

Summit in New York this week. 

 

We recognize that to deliver a global step-change in environmental, social and 

economic development we need to view the Sustainable Development Goals both 

holistically and as a proxy for establishing an inclusive, equitable, green and profitable 
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marketplace where sustainable principles drive growth.  

 

This will require a dramatic shift in corporate business models, a re-orientated and 

mobilised financial system and an enabling environment that promotes regulation and 

incentivises operations that are aligned to the SDGs. 

 

And this in turn implies an unprecedented convergence of development and 

commercial interests and an expectation that these stakeholders will work hand-in-

hand for the foreseeable future.  

 

Is it possible within the next decade? The cost of not trying is too high. 

 

This is why the World Economic Forum, as the International Organization for Public-

Private Cooperation, is offering its platform to help bring together leading institutions 

to progress this critical transformation. 
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Appendix 

OECD September outlook: HIGH UNCERTAINTY WEIGHING ON GLOBAL 

GROWTH 



 

HIGH UNCERTAINTY WEIGHING ON GLOBAL GROWTH 

Summary 

 The expansion may now have peaked. Global growth is projected to settle at 3.7% in 2018 and 
2019, marginally below pre-crisis norms, with downside risks intensifying.  

 Growth has become less broad-based, with prospects diverging across the major economies, 
especially among the emerging-market economies.  

 Policy support and strong job growth continue to underpin domestic demand, but some 
emerging-market economies are facing significant headwinds from rising financial market 
pressures. 

 Wage and price inflation are still surprisingly low, but should continue to rise gradually. 

 Global trade growth slowed in the first half of 2018, with trade tensions already having adverse 
effects on confidence and investment plans. Additional trade restrictions will harm jobs and living 
standards, particularly for low-income households. 

 Faster-than-expected monetary policy normalisation in advanced economies or a deepening of 
trade tensions could lead to further financial market pressures on emerging-market economies.  

 A decade after the financial crisis, vulnerabilities remain in financial markets from elevated asset 
prices and high debt levels. Reforms have strengthened the banking system, but risks have shifted 
towards less tightly regulated non-bank institutions. 

 Further fiscal and banking reforms are needed to strengthen resilience in the euro area. 

 Economic policies face several challenges amidst considerable uncertainty: 

 A gradual normalisation of monetary policy is needed, but to a varying degree across 
economies. Fiscal policy choices should be focused on measures that improve the prospects 
for sustainable and more inclusive medium-term growth. Any margins from stronger growth 
should be used to help build fiscal buffers. 

 Monetary and fiscal policy space needs to be restored gradually to provide scope for support 
in a future downturn. 

 Policy choices in many emerging-market economies should focus on restoring confidence and 
stability, and avoid harm to medium-term growth prospects.  

 Enhanced deployment of macro-prudential policies would strengthen financial resilience.  

 Greater structural reform ambition is required to enhance medium-term living standards and 
improve opportunities for all.  
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2017

Interim EO 

projections

Difference from 

May EO

Interim EO 

projections

Difference from 

May EO

World1 3.6 3.7 -0.1 3.7 -0.2

G201,2 3.8 3.9 -0.1 3.8 -0.3

Australia 2.2 2.9 0.0 3.0 0.0

Canada 3.0 2.1 0.0 2.0 -0.2

Euro area 2.5 2.0 -0.2 1.9 -0.2

      Germany 2.5 1.9 -0.2 1.8 -0.3

      France 2.3 1.6 -0.3 1.8 -0.1

      Italy 1.6 1.2 -0.2 1.1 0.0

Japan 1.7 1.2 0.0 1.2 0.0

Korea 3.1 2.7 -0.3 2.8 -0.2

Mexico 2.3 2.2 -0.3 2.5 -0.3

Turkey 7.4 3.2 -1.9 0.5 -4.5

United Kingdom 1.7 1.3 -0.1 1.2 -0.1

United States 2.2 2.9 0.0 2.7 -0.1

Argentina 2.9 -1.9 -3.9 0.1 -2.5

Brazil 1.0 1.2 -0.8 2.5 -0.3

China 6.9 6.7 0.0 6.4 0.0

India3 6.7 7.6 0.2 7.4 -0.1

Indonesia 5.1 5.2 -0.1 5.3 -0.1

Russia 1.5 1.8 0.0 1.5 0.0

Saudi Arabia -0.7 1.7 0.1 2.6 0.5

South Africa 1.2 0.9 -1.0 1.8 -0.4

1. Aggregate using moving nominal GDP w eights at purchasing pow er parities.

2. The European Union is a full member of the G-20, but the G-20 aggregate only includes countries that are also members in their ow n right.

3. Fiscal years, starting in April.

OECD Interim Economic Outlook Forecasts September 2018

Real GDP growth
Year-on-year % change

2018 2019

Note: Difference from May 2018 Economic Outlook in percentage points, based on rounded figures.
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There are signs that the expansion may now have peaked 

Global GDP growth remained solid in the first half of 2018, at around 3¾ per cent, but there are signs that 
the expansion may have now peaked. Growing differences across countries and sectors have begun to 
emerge, in contrast to the broad-based expansion seen in the latter part of 2017. Confidence has also 
eased and investment and trade growth have proved softer than anticipated. Business survey data point to 
slower growth in both advanced and emerging-market economies, and incoming new orders have eased, 
especially manufacturing export orders. 

Amidst rising trade tensions and heightened trade policy uncertainty, global trade growth has slowed. 
Global trade volume growth eased to around 3% in the first half of 2018, from 5% in 2017. Recently 
introduced restrictive trade policy measures have already resulted in marked changes in trade flows and 
prices in targeted sectors. Policy announcements have also adversely affected business sentiment and 
investment plans, reflecting uncertainty about the possible disruption to supply chains and the risk that 
restrictions may intensify. A further rise in trade tensions would have significant adverse effects on global 
investment, jobs and living standards. 

Global trade growth is slowing again, and incoming new orders continue to ease 

 

Note: All orders refers to total new orders in the composite PMI (manufacturing plus services). 

Source: OECD Economic Outlook database; Markit; and OECD calculations. 

Output growth generally remains at or above estimated trend rates in most advanced economies, despite 
moderating more quickly than expected in some. Sizeable fiscal easing is helping to boost near-term growth 
in the United States and a number of other economies, including Korea. Downside surprises to growth in 
Europe have lasted longer than expected, in part reflecting headwinds from weaker external demand. 
Developments in the major emerging-market economies are also becoming more dispersed. GDP growth 
held up in China and India in the first half of 2018 but slowed in a number of other economies, including 
Brazil. More recently, signs of softer domestic demand have started to appear in Chinese monthly data. 
Some countries with macroeconomic and financial vulnerabilities are also facing substantial adjustment 
challenges due to heightened financial market pressures. Many oil-producing economies are benefitting 
from the upturn in oil prices, including Russia, but this has pushed up global inflation. 

Strong job growth has continued in the advanced economies, with the OECD-wide unemployment rate of 
5.3% finally falling below the pre-crisis level. Wage growth, however, remains moderate. This creates 
uncertainty about the extent of spare capacity remaining in many economies and contributes to the weak 
growth of household disposable income seen in many economies, particularly for low-income households.  
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Global growth is set to moderate, with downward revisions in most G20 countries 

Overall, recent economic and financial developments and intensified downside risks suggest that global 
growth prospects have eased since the May Economic Outlook, with outcomes diverging across the major 
economies. Such divergence could be amplified if mounting downside risks intensify. Global GDP growth is 
projected to settle at 3.7% this year and in 2019, around ¼ percentage point weaker than previously 
projected, with downward revisions in most G20 economies.  

Strong job growth and fiscal and monetary policy support should continue to help underpin domestic 
demand in the advanced economies in the near term. However, rising trade tensions, softer confidence and 
heightened uncertainty are likely to temper trade and investment outcomes, with adverse effects on 
medium-term growth prospects. The growth outlook is weaker in emerging-market economies, particularly 
ones facing substantial financial market pressures and uncertainty about the future pace of reforms. Recent 
policy measures should help to prevent a sharp slowdown in China, and structural reforms and strong 
investment spending should help to support domestic demand in many other Asian economies.   

GDP growth has been revised downwards, especially in emerging-market economies  

 

Source: OECD Economic Outlook database. 

Country prospects  

Key features of the projections in the G20 economies are: 

 GDP growth is projected to be close to 3% in 2018 in the United States, before easing to around 2¾ 
per cent next year. Gradual monetary policy normalisation is set to continue, but tax reductions and 
higher government expenditure are providing a substantial short-term boost to domestic demand, 
adding to the impetus from solid job creation, strong asset prices and record levels of oil production. 
Higher tariffs and uncertainty about future policies are, however, likely to moderate investment 
growth.  

 Output growth in the euro area has eased since the start of 2018, particularly in industrial sectors 
faced with softer external demand, but is set to remain close to 2% over 2018-19. Accommodative 
monetary policy, mildly expansionary fiscal policy, strong job growth and favourable financing 
conditions help to underpin domestic demand. GDP growth is set to remain solid in Germany, with 
fiscal easing and stronger household consumption offsetting the impact of weaker external demand, 
and in France, where the impact of recent tax and labour market reforms is improving job prospects 
and supporting investment. Softer growth is likely in Italy, with uncertainty about policy choices, 
higher interest rates and slower job creation holding back household spending.  
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 GDP growth in Japan is set to be close to 1¼ per cent in 2018 and 2019, despite mild fiscal 
headwinds. Business investment is set to remain strong, buoyed by high corporate profits, severe 
labour shortages and capacity building for tourism. Private consumption growth remains moderate, 
although there are finally signs of a modest upturn in wage growth.  

 GDP growth in the United Kingdom is projected to remain modest, at around 1¼ per cent on average 
over 2018-19. Household consumption continues to be limited by the subdued pace of real income 
growth, despite tight labour markets, and business investment is soft, amidst continued uncertainty 
about the future relationship between the United Kingdom and the European Union.1 

 Growth in Canada is projected to ease from 2-2¼ per cent this year to around 2% in 2019. Strong US 
demand continues to support exports, but higher borrowing costs have begun to check household 
spending growth and housing market pressures, and rising trade policy uncertainty could temper 
business investment. 

 Strong domestic demand is set to continue in Australia and Korea, despite the uncertainty posed by 
rising global and regional trade tensions. GDP growth is projected to be around 3% in Australia in 
2018 and 2019, helped by strong investment growth and solid job creation. In Korea, sizeable fiscal 
easing should continue to boost household incomes and spending, with GDP growth being around 2¾ 
per cent this year and next.  

 In Mexico, GDP growth should pick up moderately to around 2½ per cent in 2019, on the back of 
improved confidence in the aftermath of July elections, strong remittances, and the peso 
depreciation. Fiscal and monetary policies are relatively tight, but the US-Mexico trade agreement 
should reduce uncertainty and support private investment. 

 Growth prospects have weakened significantly in Turkey, following the recent pressures on the 
Turkish lira, against the background of high banking and corporate sector debt. Rising inflation and 
higher interest rates will weigh on confidence and lead to lower consumption and 
investment.  Downside risks to growth remain if confidence in economic policy is not restored, or if 
domestic financial stability tensions increase as the result of higher debt service burdens.  

 GDP growth in China is projected to ease slowly to below 6½ per cent in 2019. Infrastructure 
investment and credit growth have both moderated and the working-age population is declining. 
Headwinds from trade tensions have so far been modest, with the currency depreciation helping to 
counteract the impact of higher tariffs, but could intensify. Recent policy measures have improved 
financial conditions, and scope remains to expand fiscal spending if required. Such measures could 
however delay the necessary deleveraging of the corporate sector and aggravate risks to financial 
stability. 

 India is set to remain the fastest growing G20 economy, with GDP growth projected to be 7½ per 
cent in FY 2018 and FY 2019. Higher oil prices and tighter financial conditions could weigh on 
household and corporate spending, but past reforms will continue to foster investment and export 
growth.  

 Growth is projected to remain solid in Indonesia, averaging around 5¼ per cent per annum in 2018-
19. Infrastructure investment continues to support demand, and private consumption is set to 
strengthen, helped by lower unemployment and improved confidence. Tighter financial conditions, 
amidst higher capital outflows, will check demand growth somewhat, but the depreciation of the 
exchange rate should help to narrow the trade deficit. 

 The pace of the recovery in Brazil has slowed, amidst considerable uncertainty about future policies 
and strike-related disruptions. Financial conditions have also tightened somewhat, despite lower 

                                                      
1. The projection continues to be based on the technical assumption that the United Kingdom has a transition 

agreement with the European Union after formal exit in 2019, minimising possible short-term disruption to 

trade. 
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external vulnerabilities than in many other emerging-market economies. Restarting reforms, 
particularly the pension reform, would help to improve confidence and private sector spending, 
allowing GDP growth to pick up to around 2½ per cent in 2019. 

 In Argentina, near-term growth prospects have weakened considerably, with a much-accelerated 
pace of fiscal consolidation and strong monetary policy tightening likely to result in a sharp fall in 
domestic demand.  The large peso depreciation should offer some support for exporters, but GDP is 
still projected to decline by around 2% this year and stagnate in 2019. Further exchange rate 
volatility or a failure to restore confidence would result in even weaker outcomes.  

 Growth prospects have been revised down in South Africa, with the economy slipping into recession 
in the first half of 2018. Confidence remains low, reflecting uncertainty about the future pace of 
reforms, and financial conditions have tightened. 

An intensification of trade restrictions would have significant costs 

Increased trade tensions and uncertainty about trade policies remain a significant source of downside risk 
to global investment, jobs and living standards. A series of tariffs and retaliatory counter-measures have 
already come into effect since the start of the year, and more may be implemented in the coming months. 
Uncertainty about future trade policies may be contributing to the sharper-than-expected trade slowdown, 
with some firms choosing to delay international orders or change their supply chains and production 
locations to minimise the effect of possible new trade barriers. 

The aggregate direct effects of recently introduced restrictive trade policy measures have been modest so 
far (see Box), but marked changes in trade flows and prices have occurred in targeted sectors and products. 
A broader rise in trade tensions, such as a wider imposition of tariffs in the sectors where trade disputes 
typically occur, would have significant adverse effects on trade and hit production and household incomes 
in the economies imposing restrictive measures. The resulting decline in trade intensity would also harm 
medium-term growth prospects by impeding future productivity gains and lowering competition. In 
contrast, steps to lower tariffs in a co-ordinated manner could bring widespread gains. 

 

New restrictive trade measures are already having costs  

 A series of tariffs and retaliatory counter measures have already come into effect since the start of the year, 
and more may be implemented in the coming months. 

 The United States has initiated a number of actions affecting a broad range of countries. China has been the 
main country affected to date, with tariffs of up to 25% being imposed on imports of $250 billion (1.3% and 2.1% 
respectively of US and China GDP in 2017) in two main rounds. The first round of $50 billion was implemented 
in July and August; a second round of tariffs on imports of $200 billion is being imposed in September, initially 
at a rate of 10%, rising potentially to 25% as of next January.  

 In turn, China has announced higher tariffs on $110 billion of imports from the United States, but has offset this 
in part by lowering tariffs on car imports from other countries.  

 The EU, NAFTA partners and many other economies in regional supply chains, including commodity exporters, 
are also affected, especially if higher tariffs are imposed on imports of cars, trucks and auto parts. 

The economy-wide direct effect of the measures imposed to date is relatively mild.  

 In the United States, aggregate import costs (goods plus services) could be raised by a little over 2½ per cent 
(assuming the second round of tariffs on Chinese imports are eventually raised to 25% and that there is no 
reduction in pre-tariff import prices), adding between 0.3-0.4% to the overall price level if passed through in full. 
However, if additional tariffs on Chinese imports, autos and auto parts are levied subsequently (at 25%), the 
impact on the overall price level could rise to a little over 1%. 

 In China, the higher tariffs on US imports could raise import costs by close to 1%, but this is offset in part by 
lower tariffs on passenger car imports. 
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US merchandise imports in 2017 and tariff announcements  

 

Source: Bureau of Economic Analysis; United States International Trade Commission; and OECD calculations.  

Stronger effects and distortions are already visible in trade flows and prices for particular products where higher 
tariffs have been implemented or announced (see figure below).  

 In the United States, imports of washing machines, solar panels, and steel and aluminium all began to 
decline in value terms in the first half of the year following the imposition of tariffs. At the same time, US 
domestic prices have risen sharply in the affected sectors. Consumer prices of washing machines rose by 
20% between March and July. Producer prices for steel mill products rose by 18.6% over the year to 
August. 

 US pork and vehicle exports have also declined in the face of higher tariffs in China, with export growth to 
other economies largely being unchanged in value terms. In marked contrast, soya bean exports to China 
surged ahead of the implementation of tariffs, providing a one-off boost to US export growth. 

Trade restrictions are already affecting targeted sectors  

 

Note: percentage changes in US dollar values. 
Source: United States International Trade Commission; and OECD calculations. 
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Financial vulnerabilities have intensified in the emerging-market economies, hitting growth 

Financial conditions have tightened in the emerging-market economies this year. Rising interest rates in the 
United States, the associated appreciation of the US dollar, and a shift in risk sentiment have contributed to 
sizeable currency depreciations in many emerging-market economies. Countries with large external deficits 
or high foreign-currency denominated debt have been particularly exposed, most notably Argentina and 
Turkey. Higher oil prices have added to challenges in oil-importing economies. Policy interest rates have 
risen in several countries, including India, Indonesia and Russia, with currency depreciations adding to 
inflationary pressure. Bond spreads and risk premia have also increased, albeit from relatively low levels, 
and equity prices have declined. Headwinds from these changes on confidence and growth presently 
appear to be modest in most emerging-market economies. However, the policy measures required to 
restore stability in Argentina and Turkey are likely to involve a significant and challenging decline in 
domestic demand. 

Broader contagion across all emerging-market economies, as seen during the crises in the late 1990s, has 
so far been avoided. Many of these economies are now less vulnerable than at that time, with improved 
domestic macroeconomic fundamentals, including lower inflation, strengthened institutions, more flexible 
exchange rate arrangements and higher foreign exchange reserves. Nonetheless, risks remain of deeper 
tensions and a more widespread downturn in investor sentiment. A faster-than-expected normalisation of 
monetary policy in advanced economies could trigger a further round of capital outflows and asset 
repricing in financial markets of emerging-market economies. A deepening of trade tensions could also 
exacerbate vulnerabilities, particularly if China was adversely affected, reflecting the rising integration into 
global trade networks of most emerging-market economies over the past two decades. Further negative 
news in Argentina or Turkey could also prompt a deeper reassessment in investor sentiment towards 
emerging-market economies.  

Emerging-market economies with external imbalances are particularly exposed to financial market pressures 

 

Source: Thomson Reuters; OECD Economic Outlook database; IMF World Economic Outlook database; and OECD calculations. 

A decade after the financial crisis, financial vulnerabilities remain  

The recovery from the global financial crisis has been protracted and achieved only with an exceptional 
degree of policy support. On a per capita basis, growth has now improved in the majority of advanced and 
emerging-market economies, but living standards continue to fall short of what might have been expected 
prior to the crisis if growth had continued at its long-term average rate over the past decade.  
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Ten years after the crisis, debt levels are higher but bank capital holdings have improved 

 

Note: Left hand panel: total debt, 2017 or latest available. Data for the emerging-market economies (EMES) exclude China. Private debt 
ratios are on a consolidated basis except for Canada, Japan and the United States. Public debt ratios based on national accounts 
definitions except for EU countries, where debt ratios are based on Maastricht criteria. 

Source: OECD National Accounts database; Bank for International Settlements; OECD Economic Outlook database; IMF Financial 
Soundness Indicators; and OECD calculations. 

The prolonged period of very accommodative monetary policy required to recover from the crisis has also 
seen new financial vulnerabilities develop. Asset valuations are elevated in some markets, including 
housing, and levels of public and private debt are higher than prior to the crisis in many economies. Credit 
provision has expanded in the shadow banking system and in bond markets, shifting risks from the banking 
system to other financial institutions and credit intermediaries. Risks remain that a faster-than-expected 
normalisation of interest rates could give rise to financial instability, including corrections in asset prices 
and challenges in meeting higher debt-service burdens. 

Internationally co-ordinated reforms since the financial crisis should help to mitigate these risks, at least in 
part. Improved prudential regulation, including higher capital requirements and new macro-prudential 
tools, and enhanced credit quality have strengthened the ability of banks to withstand adverse shocks. 
Non-performing loans are also on a downward trend in advanced economies, although less so in some 
EMEs. However, the capacity of non-bank financial intermediaries, such as investment funds and rapidly 
expanding exchange-traded funds, to absorb large shocks remains untested. 

Concerns still linger about fiscal and financial stability in Europe  

The resilience and architecture of the euro area have improved in recent years, but concerns linger about 
fiscal and financial stability due to uncertainty about policy choices, including in Italy, and future 
arrangements between the United Kingdom and the rest of the European Union. The recent increase in risk 
spreads on Italian government bonds, and the associated decline in the equity prices of Italian banks, 
provide a demonstration of the pace at which continued vulnerabilities in the euro area can re-emerge. 
Further reforms are needed to reduce the risk of contagion, enhance resilience, and strengthen the fiscal 
framework. A common European deposit insurance scheme would enhance confidence and help to 
diversify risks. The creation of new European safe assets, combined with regulatory measures that 
incentivise banks to diversify their holdings of sovereign debt, would help to limit the linkages between 
national banks and governments. Introduction of a fiscal stabilisation capacity for the euro area would also 
help to absorb large negative economic shocks, and provide an additional tool that could be activated in 
event of a downturn. 
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Wage and price pressures remain surprisingly modest  

Wage and price pressures continue to build slowly in the major advanced economies. Higher commodity 
prices have pushed up headline inflation but underlying inflation remains mild, at around 2% in the United 
States, 1% in the euro area and ½ per cent in Japan. Inflation also remains modest in some emerging-
market economies, particularly China and a number of other Asian countries whose currencies have not 
come under significant market pressure. However, currency declines and stronger commodity prices are 
currently adding to inflation pressures in other countries, particularly Argentina and Turkey. 

Low inflation at this stage of the expansion points to considerable uncertainty about the extent of 
remaining spare capacity and the strength of the relationship between capacity and inflation. Conventional 
estimates of economic slack, such as output gaps, suggest that spare capacity is now limited in most major 
advanced economies. Unemployment rates are already below pre-crisis levels in the majority of advanced 
economies, and in many are below estimated sustainable rates. Survey indicators also point to increasing 
resource constraints, such as rising labour shortages and lengthening delivery times from suppliers. Yet cost 
pressures remain softer than might be anticipated given the signs of capacity constraints.  

Wage growth has strengthened over the past year in nominal terms, but the upturn in consumer price 
inflation has limited real wage gains. Subdued labour productivity growth and compositional effects, 
including the rising number of low-paid, low-quality jobs, account for part of the weakness in aggregate 
wage developments. More slack may remain in labour markets than suggested by headline unemployment 
rates. Involuntary part-time work rates are still high in some countries, especially in Europe, and scope 
exists in others for reforms to raise the labour force participation rate, including in the United States. Tight 
labour markets may also encourage some inactive workers to return to work.  

Policy Requirements 

The priorities for policy are to support the expansion, reduce policy uncertainty, foster productivity, make 
growth more inclusive and enhance resilience against possible risks. An immediate need is to arrest the slide 
towards protectionism and reinforce the global rules-based international trade system through multilateral 
dialogue, providing business with the confidence to invest and preventing the harm to longer-term growth 
prospects that would result from a retreat from open markets. Macroeconomic policy requirements differ 
across economies, reflecting the diverging challenges they face. In all economies, enhanced deployment of 
macro-prudential policies would help to strengthen financial resilience and lower the risks from high debt. 
Ambitious supply-side policy reforms are needed to strengthen medium-term growth prospects, including efforts 
to help those most exposed to the impact of global integration transition to new jobs and acquire new skills. 

Macroeconomic policy choices require difficult judgements, with substantial uncertainty about the extent of 
remaining spare capacity, the impact of underlying changes in market structure, and the size of spillovers from 
policy choices in other countries. Heightened uncertainty is likely to make policy decisions more dependent on 
incoming data. At the same time, given rising downside risks, the possible benefits of such an approach need to 
be weighed against the need to ensure sufficient scope for policy support in the event of a future downturn. 

Macroeconomic policy requirements in advanced economies 

A gradual normalisation of monetary policy is required 

A gradual normalisation of monetary policy is required in the major economies, but at a varying pace due to 
diverging growth and inflation prospects. In the United States, monetary policy normalisation should be 
continued given strong near-term growth, and the likelihood of medium-term pressures on inflation from 
low unemployment even after fiscal easing diminishes. This could push the upper bound of the target 
federal funds rate to 3¼ per cent by the end of 2019. Monetary policy stimulus is also likely to be 
withdrawn gradually in Canada, Australia, and possibly the United Kingdom if a smooth exit from the 
European Union is achieved in 2019. In the euro area, the ECB is set to cease asset purchases by end-2018, 
and start phasing out the negative interest rate policy in late 2019. Heightened uncertainty and more 
moderate growth prospects may, however, require a more gradual pace of normalisation than otherwise. 
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In Japan, where inflation remains very low, stimulus measures need to be continued. A reappraisal of the 
monetary policy strategy and framework may, however, be warranted, given the persistent weakness of 
inflation despite significant balance sheet expansion over a prolonged period.   

Fiscal policy should focus on medium-term challenges 

Fiscal policies are presently helping to support growth in the majority of advanced economies. Low interest 
rates and a cyclical upturn in economic growth have allowed many governments to ease policy whilst 
maintaining or even improving headline budget balances. However, government debt and deficits remain 
high, and in many countries larger than prior to the global financial crisis, limiting room for manoeuvre in 
the event of a future downturn. 

As spare capacity diminishes, fiscal policy should avoid excessive pro-cyclicality and focus on medium-term 
challenges. Opportunities remain for fiscal policy to help improve prospects for solid and more inclusive 
growth in the medium-term, but any margins also need to be used to help build fiscal buffers for the future. 
Spending and tax policy measures need to be well-targeted, enhance incentives to invest and participate in 
the labour market, and ensure that increases in incomes and living standards are shared more widely. In 
some countries, particularly Germany, additional public investment in physical and digital infrastructure 
could be undertaken, given available fiscal space and shortfalls in recent years. 

Macroeconomic policy requirements in the emerging-market economies 

Policy requirements differ across the major emerging-market economies, but careful choices are required 
in all countries to maintain policy credibility and avoid harm to medium-term growth prospects. In China, 
scope remains to ease monetary policy and enhance public investment if there are risks that near-term 
growth might slow abruptly. At the same time, such measures need to be designed in ways that limit a 
further build-up of indebtedness in the medium term. In other emerging-market economies faced with 
capital outflows and external funding pressures as monetary policy in advanced economies is normalised, 
the appropriate policy response depends on the magnitude of the shift in investor attitudes, the extent to 
which vulnerabilities have built up, and the policy space available to mitigate these pressures. 

Further policy actions may need to be only modest in countries with a credible macroeconomic policy 
framework provided a floating or a flexible exchange rate depreciates in an orderly way without causing 
significant difficulties for domestic borrowers with foreign currency debt, as this should help to correct 
external imbalances. Additional monetary tightening is likely to be required to prevent exchange rate 
depreciation from adding to inflation, but economies with solid fiscal positions can ease policy if necessary 
to support demand. There is less scope for near-term support to demand in economies where there are 
concerns about fiscal sustainability. The priority in these economies should instead be further reforms, 
particularly to pensions and medium-term budgetary frameworks. Structural reforms with a low fiscal cost, 
such as further measures to improve the ease of doing business, also offer a way to support growth and 
boost sentiment. 

Greater structural policy ambition is needed to sustain growth and improve opportunities for all 

Structural reform efforts have slowed in both advanced and emerging-market economies. Collectively, the 
G20 countries have implemented a number of beneficial reforms since 2014, but these fall short of the 
objective of achieving a 2% rise in the level of their combined GDP by 2018. Enhancing reform efforts in 
both advanced and emerging-market economies would help to improve living standards, strengthen the 
medium-term prospects for investment and productivity, and allow the benefits of growth to be distributed 
more widely. Stronger reform efforts in EMEs would also help to foster confidence in countries currently 
facing significant short-term challenges from financial market pressures. 
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Reforms are needed to strengthen investment and labour productivity growth 

 
Source: OECD Economic Outlook database. 

Current cyclical conditions, with strong job growth, provide an opportune moment to rekindle reform 
efforts. Such conditions help to maximise the benefits of reforms, whereas acting in crisis periods, which is 
often when reforms are implemented, can accentuate short-term costs. In all countries, stronger reforms 
are needed to promote business dynamism and knowledge diffusion, enhance skill acquisition and 
innovation capacity and help workers benefit from fast-changing labour markets. Improved redistribution 
through tax and transfer policies also needs to be an integral part of well-designed policy packages, to make 
work pay, provide support for vulnerable groups, and help strengthen real income growth amongst poorer 
households. Alongside steps to safeguard the rules-based international trading system, more needs to be done 
to mitigate the impact of stronger global integration on vulnerable workers and regions. In particular, reforms 
are needed to improve opportunities for workers to transition to new jobs and acquire new skills.  

Recent progress has been mixed in undertaking new reforms to enhance skills and job opportunities. Targeted 
measures to improve skill acquisition and training for low-skilled workers would lower the risks of prolonged 
joblessness or being trapped in low-paid, poor quality jobs. Further enhancement of childcare provision, an area 
where reform progress is already comparatively advanced, and steps to help migrants participate fully in labour 
markets (particularly in Europe) would also enhance labour supply. In the medium-term, key areas where more 
could be done include expanding vocational training and apprenticeships, facilitating life-long learning, and aligning 
university and training courses more closely with labour market needs. In emerging-market economies, a key 
challenge is to raise enrolment. Improved educational attainment in these economies is particularly important for 
the pace at which living standards can catch-up with those in higher-income countries in the longer term.  

Stronger reforms are necessary to enhance skills and job opportunities 

Per cent share of Going for Growth recommendations 

 
Note: Refers to reform priorities identified in Going for Growth in 2017 for the 35 OECD economies, Argentina, Brazil, China, Colombia, 
Costa Rica, India, Indonesia, Russia and South Africa.  

Source: OECD Going for Growth 2018. 


