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Introduction 

Effects of Financial Crisis: 

 - Increase government deficit, debt experience 

 - Capacity constraints  

Benefits of this analysis: 

To understand the impacts of financial crisis on two aspects; 

1. Overall OECD and Each country 

2. Each components of Potential output  



Objectives 

Question 

• What is the level of outputs loss after OECD economy got hit by 2008 
Financial crisis in medium-term periods (Bankruptcy of Lehman Brothers) ? 

 

 

 



Key Findings 

• Overall median loss in potential output in 2014 

• 19 OECD countries =  3¾ per cent  

•  All OECD countries = 2¾ per cent  

• Smaller European countries face reduction in potential out put more than 
10%, in contrast with Germany and Japan 

 

 

By Countries 



Key Findings 

• Main factor effecting potential output is "Lower Productivity" 

 

• Lower Potential employment and Moderate Labor Force participant (less severe) 

• (-) Higher structural unemployment 

• (+) Pension reforms 

• (+) Net migration flows (Europe) 

• (+) Demographic effects (USA) 

Productivity = Total Factor Productivity + Lower Capital per worker 

By Components of Potential Output 



Evaluation Idea  



Methodology 

Find:    Medium-term output loss after Financial crisis by deriving “counter-factual 
post-crisis trajectory for potential output per capita” 

Assume:  Cobb-Douglas  production function 

1) Potential output function:  

 

 

Where;    Y*    =      Potential output  

     N*   =      Potential employment 

     K       =      Capital stock ; Kt = Kt−1(1 − rt) + It, 

                    E*    =       Labor augmenting technical progress (trend labor efficiency) 

 



Methodology 

2)* Potential output per Head of Population :  

 

 

Where;      Y*    =      Potential output  

                     P       =      Population  

     N*    =      Potential employment  

    



Methodology 

3)  Trend Productivity Function :  

 

 

Where;     Y*    =      Potential output  

     N*   =      Potential employment  

     K       =      Capital stock  

                    E*    =       Labor augmenting technical progress (trend labor efficiency) 

     α        =      The wage share 



Methodology 

4)  Potential Employment Function :  

 

 

Where;     N*        =      Potential employment ; N* = LFPR* PWA (1 − NAIRU)  

     P           =      Population 

     PWA   =       Population of working age (aged 15 to74) 

     LF*      =       Trend labor force 

     LFPR*    =   Trend labor force participation rate  

     NAIRU   =    Structural unemployment rate  



Empirical Results 
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Additional Findings 

• Other Factors didn’t reflect effects from financial crisis in some countries. 

•  Positive effect of “faster post-crisis growth”  attributed from investment boom.  

• Positive effects of “falls in structural unemployment” attributed from Policy reforms 

• Positive effects of increase trend labor participation  

Excluding these effects gives an estimate of the crisis hit to aggregate  
“OECD potential output in 2014  which is revised from 2% to 3%” 
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• higher inflation and positive output gaps  subsequent potential output 
losses. 

•         - high investment 

            -  larger current account deficits 

            - low real interest rates  

            - high total economy indebtedness  

• faster growing capital-per-worker  post-crisis potential output losses. 

Additional Findings 

Larger potential output losses. 



Q&A 
Thank you for your attention.  


