OECD warns of worst recession since early 1980s; Canada will be drawn in      
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OTTAWA - The Organization for Economic Co-operation and Development says Canada will not be immune from the current global malaise and will see its economy shrink by an average 0.5 per cent next year. 

The group says almost all the 30 developed countries that make up the OECD have already entered the recession. 

It estimates the OECD countries will have an average 1.4 per cent contraction in the fourth quarter of this year, the October-December period. 

The OECD report is unwelcome news to the government as it prepares for Thursday's economic update and upcoming federal budget. 

"No one in the world was predicting the kind of economic downturn and the severity and depth of the economic downturn that we've experienced in the last 12 weeks," Finance Minister Jim Flaherty said in the answering questions on the report in the House of Commons. 

But Flaherty took comfort in the fact the OECD projecting that Canada would lead the recovery among G7 nations in 2010. 

The think-tank says Canada's economy will advance by 2.1 per cent in 2010, a tepid rebound, given that it is coming off a down year. 

Although the OECD praises Canada's relative strengths, including government fiscal positions, and relatively sound banking and housing sectors, the group says as an exporting nation, it cannot avoid being sideswiped by the global financial crisis and economic slowdown. 

"Sharply deteriorating conditions in global financial markets, generalized softness in the U.S. economy and receding commodity prices are amplifying export weakness and dragging down domestic spending," the think-tank says. 

It predicts unemployment will rise to 7%next year and 7.5 %in 2010, from the current 6.2 %. 

Federal and provincial governments will record an accumulated deficit of 1.3 per cent of GDP next year, about $21.6 billion, and 1.7 per cent, or $28.2 billion, the following year. 

But given that Canadian governments have been in surplus positions for most of the past decade, the upcoming deficits should not cause alarm, the group said. 

"The general government is expected to move into deficit in 2009 and 2010, a largely cyclical outcome that is not alarming and leaves room to absorb eventualities but underlines the need to keep a lid on discretionary expenditure increases," it wrote in its report. 

The report forecasts private consumption will fall 0.6 per cent next year. 

Flaherty said Monday he expects to introduce a significant stimulus package comprising largely of construction projects to rebuild Canada's infrastructure in the next budget. 

He also suggested he will move forward the timing of the budget to early next year to ensure the economic stimulus occurs as quickly as possible. 

The OECD said the Bank of Canada should also act by reducing interest rates, something economists predict will occur at the next scheduled action date, Dec. 9. 

In a separate report Tuesday, Statistics Canada said retail sales beat market expectations and rose 1.1 per cent in September from the previous month. It was the strongest increase in eight months, but was mostly discounted by economists because it came before the major stock market collapse. 

As a gauge of how economic expectations have flipped in the past month or so, the OECD had been projecting positive growth for most of the developed countries as recently as September. But all that has changed in barely over a month. 

The United States, it says, will be among the hardest hit next year with a gross domestic product contraction of 0.9 per cent next year, while the 15-member euro zone will shrink by an average 0.6 per cent. 

Among the OECD countries, the group estimates eight million workers will lose their jobs over the next two years and that there is a risk, "albeit small," that some countries will experience deflation - falling prices. 

The figures indicate that the developed world has now entered a slump estimated to last at least four quarters; two consecutive quarters is a common definition of recession. 

"Many OECD economies are in, or are on the verge of, a protracted recession of a magnitude not experienced since the early 1980s," said Klaus Schmidt-Hebbel, the OECD's chief economist. 

The OECD said the U.S. economy would contract by a massive 2.8 per cent in the last quarter this year, with a mild recovery anticipated in the third quarter of 2009. 

In the euro zone, output is seen to have fallen by 0.9 per cent in the third quarter, followed by a 1.0 per cent decline in the fourth. 

In Japan, the recession, which started in the second quarter of 2008, is only expected to last through to the first quarter of 2009, when output is expected to rebound by an annual rate of 0.8 per cent. 

Because of the anticipated bounce-back in growth by the second half of next year, the OECD projected that economic output across its membership will rise in 2010 by 1.5 per cent. 

The uncertainties around the projections are "exceptionally large", mainly on the downside and mostly relate to the assumption regarding the speed at which the financial market crisis is overcome, said the OECD's Schmidt-Hebbel. 

He added that "prompt and massive" policy action to restore confidence and provide liquidity in the banking sector appears to have "successfully limited the period of panic" but that financial institutions still need to repair their balance sheets. 

The OECD added that there was a justification for governments around the world to cut taxes or raise spending to ameliorate the effects of the recession. 

"It is vital that any discretionary action by timely and temporary," he said. 

