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The OECD economic forecast and policy recommendations

The latest OECD Economic Outlook reflects a global picture characterised by high levels of
economic and policy uncertainty.

Projections on GDP growth in 2025 and 2026 have been cut by at least 0.3% for most OECD
countries, compared to the December 2024 edition of the Economic Outlook. Global GDP is
expected to grow 2.9% this year, down from 3.3% in 2024. The slowdown is largely driven by
the US (1.6% compared to 2.8% in 2024), Canada, Mexico and China. On the other hand,
inflation will continue its descending trajectory — albeit at a slower pace — down to 4.1% in
the OECD area in 2025 (from 5.1% in 2024).

Projections are always to be taken with some caution, but they appear particularly brittle at
present, given skyrocketing policy uncertainty due to continuous shifts in trade policy.
According to OECD measurements, US effective tariffs on imported goods stood in mid-April
2025 close to 24%, compared to less than 4% only five months prior: tariffs are expected to
raise prices in the short term, and be a drag on output growth in the longer term. According
to areported study of the Boston Federal Reserve, if US retailers were to offload 60% of the
tariff increase on China, and 10% of the tariff increase on the rest of the world, onto final
consumers, prices could rise by 1.4%. Yet, the impact is difficult to assess as
announcements about tariffs and other measures change so frequently. Uncertainty in itself
is a major source of concern, due to its freezing effect on household consumption and
business sentiment.


https://doi.org/10.1787/83363382-en

On labour markets, the situation is currently stable but with important signs of cooling:
employment growth has almost ceased in the OECD, albeit participation rates remain high,
and unemploymentis low and stable, below 5% across the OECD.

The Economic Outlook signals that while nominal wage growth is slowing down, it remains
“above levels consistent with central bank inflation targets.” It also reports that “real wages
were growing robustly at the end of 2024 and had returned to or surpassed pre-pandemic
levels in most OECD countries following gradual disinflation.” This directly contradicts the
latest OECD Wage Bulletin from April 2025, which signalled that real wages are still below
pre-pandemic levels in two thirds of OECD countries.

While the OECD finds that slowing employment and nominal wage growth will reduce unit
labour costs and therefore contribute to disinflation, it also worries that rising price
pressures due to trade barriers might lead to renewed and stronger wage demands by
workers - hinting at second round effects also known as a “wage-price spiral”.

However, the OECD is not calling for a pause in the current pace of interest rate cuts —which,
is important to remember, are still in contractionary territory — but warns of risks of inflation
resurgence and recommends closely monitoring future price developments, in case of
stickier-than-expected price levels.

Currenteconomic fragility compounds well-known structural factors that depress economic
activity, from low productivity to high debt levels, leading the OECD to present a traditional
menu of structural reforms to boost supply-side competitiveness and fiscal consolidation
measures to reduce public deficit levels.

A dedicated chapter in the Economic Outlook delves into the causes of weak business
investment, particularly since the Global Financial Crisis (GFC). It finds that business
investment (excluding real estate and public investment) has been weak in most OECD
countries and industries with available data due to both demand and supply factors. Yet,
according to OECD modelling weak demand accounts for about one third of the investment
shortfall since the GFC - the remaining two-thirds being related to non-demand factors:


https://tuac.org/news/no-signs-of-a-wage-price-spiral-oecd-report-confirms/

Figure 5. Business investment ‘gaps’ are large across OECD economies
Decomposition of shortfalls in real business investment compared to pre-GFC trend
A. OECD real business investment B. OECD real business investment ‘gaps’
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Note: In Panel A, the investment gap is calculated as the shortfall relative to predicted investment from a simple accelerator model that relates
real business investment growth to its own lag and to current real output growth (Annex A). Predicted real business investment is calculated
from 2007 to 2023 as the fitted values from the model using actual growth rates of GDP and lagged investment. The overall shortfall in real
business investment relative to the pre-GFC trend in 2023 is then decomposed into a part that is explained by the model, interpreted as demand
(calculated as trend investment minus predicted investment) and an unexplained part, or ‘gap’ (calculated as predicted investment minus actual
investment, as a per cent of predicted investment). The country sample includes 17 OECD countries for which data on real business investment
are available. Panel A shows the results for the OECD aggregate, calculated as a weighted average of the countries in Panel B using GDP PPP
weights.

Source: OECD STEP 117 database; and OECD calculations.

Onthe supply side, the OECD cannot explain the investment gap by excessive cost of capital
(which was falling in the 2010s thanks to quantitative easing), effective taxation rates
(falling), nor profitability levels (rising). It rather finds that general policy uncertainty, lower
competition (rising market concentration) and higher financing constraints, particularly as
new investment shifts more predominantly from tangible to intangible (digital) assets —
harder for financial institutions to properly price and collateralise — explain a good part of the
investment gap. It is also important to note the OECD’s finding that companies’ preference
for cash accumulation, dividend payouts and shareholder buy-backs have played an
increasing role in diverting resources from investment, while hurdle rates (the minimum
expected return businesses require to invest) remain stubbornly high across the OECD.

Overall, the investment chapter of the Economic Outlook gives a positive assessment of the
role of government investment to stimulate demand and employment, and to guide the
green and digital transitions by incentivising private investment, innovation and the
accumulation of human capital. Focusing on “spending surges” between 1970 and 2019
(increases of at least 10% in public spending over three years and more), the OECD finds
that sustained increases in public R&D expenditure increase private R&D expenditure by 6%
on average, that education spending increases improve educational attainments by 2.5%,
and that health expenditure increases reduce infant mortality by 2.5%. These outcomes



manifest in the longer term, underscoring the importance of prolonged and coherent public
policy expenditure over time.

The policy conclusions of the general macroeconomic assessment and the investment
chapter of the Economic Outlook are similar: subdued output growth over the past twenty
years stems from supply-side problems. Excessive regulatory burden and inadequate
competition policy hinder creative destruction, keeping new firms from entering the market
and preventing existing ones from accessing finance and scaling up investment.

These issues are compounded by large public debts and deficits, which are to be addressed
with fiscal consolidation. As for trade policy, reducing tariff barriers and ensuring consistent
and clear policy messages would help revitalise growth in the short term.

TUAC’s assessment

TUAC agrees that the uncertainty caused by heightened trade tensions and unclear policy
direction, particularly in the US, poses a major risk to growth prospects, and that negotiated
solutions are required to minimise the negative impact on the economy - and workers.

While the OECD’s language remains traditionally prudent, it is of some relief to see that the
Economic Outlook endorses the continuation of monetary policy rate cuts in most
economies, as inflation expectations remain well-anchored, and current economic fragility
could hardly tolerate a more restrictive monetary policy without falling into full-blown
recession.

Nevertheless, TUAC finds the warning about a potential wage-price spiral risk, where trade
tariffs lead to higher prices, which in turn push workers to ask for higher wages,
fundamentally unwarranted: this risk did not materialise during the cost-of-living crisis,
when the macroeconomic picture was more favourable to workers than it is today, given
tighter labour markets and higher household savings in the aftermath of the COVID-19
pandemic. Now, with economic activity slowing and labour markets cooling, the risk for
workers is, if anything, the reverse —anincrease in unemployment rates that hinders workers’
negotiating power and a return to wage stagnation.

On the other hand, the Economic Outlook ignores the risk of a profit-price spiral, which did
occur around 2021-22, and may happen again: the OECD reports another study which finds
that at the time of the 2018-19 US tariffs on China, local producers not affected by higher
trade barriers were able to raise their prices without fear of losing market shares. Yet, this
concrete possibility is not reflected in the broader assessment of the OECD. The general
lesson taken from the cost-of-living crisis is that price gouging by firms is easier in a general



context of higher inflation, as it provides an acceptable explanation for businesses to justify
higher prices even when not incurring higher production costs, and hence raising their mark-
ups.

The Economic Outlook’s assessment that only 1/3 of the investment gap since the GFC can
be attributed to weak demand is, in TUAC’s opinion, a lower boundary estimate. First,
because it is a potential gap between real investment trends and an alternative scenario
simply based on the idea that 2002-2007 growth rates would have been sustained but not
surpassed over time, thanks to, for example, more ambitious fiscal policy; but mostly
because it is hard to untangle demand from investment — the high hurdle rates showing
precisely that business confidence is subdued for a number of important reasons, including
sales prospects.

While there are important considerations in the Economic Outlook on business preference
for dividend payouts and corporate share buybacks, rather than investment in the real
economy, the recommendations lean, as usual, too much towards market deregulation and
do not provide any concrete suggestion on how to steer private activity towards investment
rather than wealth extraction. Framing red tape as the main obstacle to business provides
justification for a deregulation agenda that risks exacerbating existing inequalities, with
negative long-term consequences for growth. It is of particular concern to find the US DOGE

initiative mentioned among potential “upside risks” to OECD growth projections, as an
example of government efforts to “lighten the regulatory burden.” Given the unclear scope,
questionable legal legitimacy, and significant accountability issues surrounding the DOGE
initiative, to say nothing of the potential private-public conflicts of interest that it triggered,
the OECD should be cautious about investing too much hope in such initiatives.

Coupled with fiscal consolidation, recommendations to curtail public expenditure also
show that the OECD has yet to fully grasp the causes of the current trade crisis, which are to
be found in weak domestic demand, rather than in the international domain: long-term trade
imbalances reflect persistently subdued demand in developed and developing countries
alike. Export strategies relying on suppressing domestic demand and wages resulted in
chronic trade surpluses, to make up for low consumption at home. Recent policy measures
in both China and Germany, both countries characterised by high and persistent trade
surpluses, could alleviate global trade imbalances: China launched a ‘Special Action Plan
to Boost Consumption’ in March 2025, while the amendment to the German debt brake,
removing the cap to public borrowing to accommodate higher defence expenditure could
support the reduction of the trade surplus in Europe’s major manufacturing economy,.

It should also be noted that the OECD remains in general quite neutralin judging heightened
defence expenditure plans from an economic point of view. This is particularly true for the
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EU, where recent studies have found that a 1.5% rise in GDP expenditure in Europe could
raise Europe-wide GDP growth by 0.9%-1.5%, showing that the multiplier effect is limited at
best. This suggests that there are more strategic areas for directing public investment than
defence spending.

Overall, with global GDP growth rapidly slowing and chronically inadequate investment
levels, the Economic Outlook should have emphasised the need for expansionary fiscal and
monetary policy to boost economic activity. It should have called for policies to strengthen
incomes and wages by pushing for stronger labour market regulation and higher collective
bargaining coverage, as well as accelerated investment in the green economy to address
current and future challenges. Instead, the OECD has chosen to call for a deregulation
agenda that was partly responsible for the GFC in the first place, and for the weak growth
that has persisted ever since.



