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Economic hit softer than expected: OECD
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Australia’s recession will be less severe
than expected but its recovery will ~ Nov19 projection 12
depend on continuing fiscal support :mm-ﬁ-
and no return to severe lockdowns, the - Downside scenario
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The Paris-based OECD also pointed - 0
to the need for industrial relations and mene -
tax reforms to ensure employment
growth. 92

In fresh forecasts issued last night,
the OECD said Australia’s first reces- e

sion in 29 years would see economic
output contract 4.1 per cent this year,
better than its June forecast of a 5 per
cent contraction.

However, the local economy is
tipped to rebound only 2.6 per cent in
2021, down from an earlier projection
of a 4.1 per cent bounce.

The forecasts assume sporadic local
outbreaks of COVID-19 will continue,
but there will not be further, severe
lockdowns.

The report pointed to renewed

lockdowns such as Victoria's dragging
on the recovery and said forecasts
could be downgraded if further severe
lockdown measures were imposed.
“Localised lockdowns, border clos-
ures and new restrictions being
imposed in some countries to tackle
renewed virus outbreaks are likely to
have contributed to the recent modera-
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stringent containment measures were
required to control their spread.

“Tllustrative simulations of this
downside risk scenario suggest that it
could reduce global growth by between
2-3 percentage points in 2021, halving
the global growth rate projected for
2021 in the baseline.”

need to reassess and adapt the design
and balance of support measures,
ensuring that they are well targeted,
closely monitored, and reduced gradu-
ally as the recovery progresses to facil-
itate the necessary reallocation of
labour and capital towards sectors
'with better long-term prospects.”

A “delicate balance™ had to be struck

However, the OECD’s “upside” scen-
ario sees and busi con-

facilitating the immediate

fidence improve more quickly than
assumed if “on.ly mild containment
ired to control new
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tion of the recovery in some countries,
such as Australia,” it said.

The OECD modelled two scenarios
of the global economy outside of its
base case.

“On the downside, confidence could
remain weak for an extended period,
and uncertainty deepen, if COVID-19
outbreaks were to intensify, or more

wrusouﬂ)mls Itestimates thatif this
were to be the case, stronger household
spending and higher business invest-
ment would help lower

recovery by supporting viable jobs and
companies, and ensuring that policy
allowed for sufficient flexibility when
reallocating resources across sectors.
“Reforms to reduce barriers to
]abou.r moblhty, such as oocupauonal

ment by around 1 percentage point in
the major advanced economies.

Less than three weeks before the
Morrison government’s budget, the
report warned fiscal supports had to be
maintained and not tightened too early.

“Premature withdrawal of fiscal sup-
port in 2021 would stifle growth, as
occurred in the aftermath of the global
financial crisis in many countries.

“At the same time, governments

ket rigidities, would also help to faciht-
ate job reallocation and reduce the
chances of persistent scarring effects.”

‘Worldwide GDP is also now expec-
ted to fall 4.5 per cent this year, less
severe than the 6 per cent contraction
the OECD forecast in June, but still the
largest projected in 60 years. Upgrades
to China and the United States were the
biggest contributors to the new world
GDP forecast.




