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Economic Outlook for 2020 and 2021: Deep,
but Short Recession in Austria

The measures adopted to contain the COVID-19 pandemic give rise to a recession in
Austria. With a slump by 7.0 percent year-on-year, demand and output will contract
even more sharply in 2020 than during the economic and financial market crisis of
2008-09. Since the trough now appears to have been passed, the recession promises
fo be short. Nevertheless, GDP will still not be back to its pre-crisis level by the end of
the projection horizon (end of 2021).

"The extensive restrictions imposed in order to limit the spreading of COVID-19 infections have
friggered a global recession. In Austria, this is the deepest recession since World Warlll, as a
result of the simultaneous incidence of a negative supply (lockdown) and demand shock (re-
straint of consumption and investment spending, severe drop in foreign demand)”, says Chris-
tian Glocker, the author of the latest WIFO Economic Outlook.

The massive restrictions imposed in order to contain the spreading of COVID-19 infections have
friggered a global recession. Within a few weeks, the economic outlook has changed funda-
mentally. The stepwise withdrawal of the containment measures will allow economic activity
fo resume. Since the rebound is deferred in fime across countries and regions, the adverse
effects of the pandemic on the world economy are protracted, making for a hesitant global
recovery.

In line with the global economy, Austria slipped intfo a recession that, although essentially con-
fined to the first half of 2020 and thus rather short, is extraordinarily severe. By now, the tfrough
should have been passed and activity is heading up; still, the further trend is subject to high
uncertainty. The main reason is the evolution of the pandemic, the required containment
measures and their implicit economic repercussions.

After a fall by 7.0 percent in 2020, GDP is expected to rebound by 4.3 percent in 2021. While
such a recovery would be vigorous by historical standards, economic activity by the end of
the projection period would sfill fall short of its pre-crisis level. The manufacturing sector and
market-related services (particularly transport, hotel and catering services) are shaping the
profile of the slump on the supply side, exports, investment (notably in machinery and business
equipment) as well as private consumption on the demand side.

The cyclical setback has a major impact on the labour market. The long-standing increase in
employment abruptly came to a halt in March 2020 and unemployment rose markedly. Re-
course to short-time work with the aim of maintain work contracts through the crisis in the inter-
est of a subsequent speedy recovery, mitigate the adverse effects of the health-policy moti-
vated measures on the labour market. The unemployment rate will nevertheless jump from
7.4 percentin 2019 to 9.7 percent in 2020. After an employmentincrease by 1.6 percentin 2019,
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WIFO expects a decline of 2.1 percent in 2020, while hours worked fall more sharply due to the
short-time work opftion. With the expected recovery, labour market problems should ease dur-
ing 2021.

Table 1: Main results

2016 2017 2018 2019 2020 2021
Percentage changes from previous year

Gross domestic product, volume + 2.1 + 2.5 + 2.4 + 1.6 - 70 + 4.3
Manufacturing + 4.6 + 4.7 + 5.1 + 0.9 -13.0 + 7.0
Wholesale and retail frade + 0.4 + 0.3 + 1.9 + 0.8 - 90 + 8.0

Private consumption expenditure!, volume + 1.6 + 14 + 1.1 + 1.4 - 55 + 4.5
Consumer durables + 2.9 + 2.2 + 0.4 - 17 -15.0 3+ 50

Gross fixed capital formation, volume + 4.1 + 4.0 + 3.9 + 2.7 - 6.5 + 4.8
Machinery and equipment? + 7.2 + 4.5 + 4.1 + 29 - 8.4 + 5.9
Constfruction + 0.5 + 3.3 + 3.7 + 2.4 - 42 + 3.6

Exports, volume # Sl + 50 + 59 + 29 -14.8 + 9.5
Exports of goods, fob + 2.7 + 54 + 6.4 + 2.1 -13.5 + 7.1

Imports, volume + 3.7 3+ 50 + 4.6 + 2.7 -11.1 + 8.9
Imports of goods, fob + 3.4 + 4.4 + 4.0 + 1.9 -10.5 + 7.0

Gross domestic product, value + 3.8 + 3.6 + 4.2 + 3.4 - 58 + 5.4

bilion € 357.30 370.30 385.71 398.68 37552 395.96

Current account balance as a percentage of GDP 2.7 1.6 2.3 2.6 0.2 1.0

Consumer prices + 0.9 + 2.1 + 2.0 + 1.5 + 0.6 + 0.9

Three-month interest rate percent - 0.3 - 0.3 - 03 - 04 - 0.5 - 0.5

Long-term interest rates percent 0.4 0.6 0.7 0.1 - 0.1 0.2

General government financial balance,

Maastricht definition as a percentage of GDP - 1.5 - 08 0.2 0.7 -10.3 - 6.0

Persons in active dependent employment4 + 1.6 + 20 + 2.5 + 1.6 - 2.1 + 1.3

Unemployment rate
Eurostat definitions 6.0 5.5 4.9 4.5 5.5 5.2
National definitions 9.1 8.5 7.7 7.4 9.7 8.9

Source: WIFO. 2020 and 2021: forecast. — ' Including non-profit institutions serving households. — 2 Including weapons

systems and other investment. — 3 10-year central government bonds (benchmark). — 4 Excluding persons in valid em-
ployment contract receiving child care benefit or being in military service. — 5 As a percentage of total labour force,
Labour Force Survey. — ¢ As a percentage of dependent labour force, unemployed persons according fo Public Em-
ployment Service Austria.

Vienna, 26 June 2020

For further information please contact on Friday, 26 June 2020, from 1:30 p.m.
Christian Glocker, MSc, Tel. (1) 798 26 01 - 467, christian.glocker@wifo.ac.aft

For definitions used see "Methodological Notes and Short Glossary”,
https://www.wifo.ac.at/wwadocs/form/WIFO-BusinessCyclelnformation-Glossary.pdf
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