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e Most of the companies that participated in the survey were still sceptical about the economic situation
in January 2021, especially in sectors whose business activity was directly restricted by policy measures
to fight the pandemic.

e Only in the construction industry the economic indices were at pre-crisis levels, while in the other
sectors they remained below-average.

e Firms' expectations hint at a very sluggish recovery of the business climate, the WIFO-Konjunkturampel
(economic traffic light) — an early indicator for turning points — pointed to yellow.

e Firms' uncertainty remained above average in all sectors.

e Since the quarterly survey in October 2020 the ufilisation level deteriorated in the service sector, while
stagnating in manufacturing and rising in construction.

e Companies named "insufficient demand" followed by "other obstacles" as the most important
obstacles to their business activities.

Capacity utilisation by sectors

Total economy — — = Manufacturing
Construction Services
95 4
"While tcapacity
90 - utilisation in
85 e construction rose to
" _-" TR an above-average
~ _—— .
§ ol T \ 84.4 percent, it
o \ L remained weak in
75 | \ // manufacturing at
\ 74 78.3 percent. In the
70 4 Y service sector it fell to
82.5 percent, the
2 second lowest rate of
22 2 2222 F 222 2 > 2> 2 & & R & capacity utilisation
o o o o o o o o o o o o o o o o (@) o o o (@)
N N N N N N N N N N N N N N N N N N N N N ever recorded"'
S 3 3 3 3 3 3 3 3 3 3 3 3 3 3 3 3 3 3 3 3
G 0 6 6 3 00606 60O O 06 OO0 O 6 O O O 0 O

The sectoral development of the degree of utilisation of production capacities has been
heterogeneous since the COVID-19 shock in spring 2020 (Source: WIFO-Konjunkturtest).

WIFO M Reports on Austria 1



Economic Assessments of Austrian Companies in the Second Wave of
the COVID-19 Pandemic

Results of the WIFO-Konjunkturtest Quarterly Survey of January 2021

Werner Hélzl, Michael Klien, Agnes Kugler

February 2021

Economic Assessments of Ausitrian Companies in the Second Wave of the COVID-19 Pandemic. Results of the WIFO-
Konjunkturtest Quarterly Survey of January 2021

The economic assessments by Austrian companies in the last quarter were determined by the second wave of the COVID-19
pandemic. Only in the construction industry were the economic indices in the January survey in positive territory. The WIFO-

Konjunkturampel (economic traffic light) confirms this picture, showing yellow, indicating an interruption of the recovery pro-
cess from summer and autumn. Accordingly, uncertainty remains high in all sectors. Capacity utilisation improved differently

between sectors, but remained at low levels with the exception of the construction sector. Companies named "insufficient
demand" as the most important obstacle to their activity, followed by "other obstacles".

JEL-Codes: E32, E66 * Keywords: WIFO-Konjunkturtest (business cycle survey), quarterly data, business cycle

Scientific referee: Christian Glocker » Research assistence: Birgit Agnezy (birgit.agnezy@wifo.ac.at), Alexandros Charos
(alexandros.charos@wifo.ac.at), Anna Strauss-Kollin (anna.strauss-kollin@wifo.ac.at)  Cut-off date: 1 February 2021

Contact: Werner Holzl (werner.hoelzZl@wifo.ac.at), Michael Klien (michael.kien@wifo.ac.at), Agnes Kigler, MSc

(agnes.kuegler@wifo.ac.at)

Imprint: Publisher: Christoph Badelt « Editor-in-Chief: Andreas Reinstaller (andreas.reinstaller@wifo.ac.at) ¢ Editorial team:
Tamara Fellinger, Christoph Lorenz, Tatjana Weber ¢ Media owner (publisher), producer: Austrian Institute of Economic
Research ¢ 1030 Vienna, Arsenal, Objekt 20 » Tel. (+43 1) 798 26 01-0, https://reportsonaustria.wifo.ac.at/ ¢ Place of
publishing and production: Vienna ¢ 2021/058/RoA /7496

© Austrian Institute of Economic Research 2021

2

WIFO-Konjunkturtest

The results of the WIFO-Konjunkturtest (busi-
ness cycle survey)! show a deterioration in
January 2021 compared to the survey results
from autumn 2020. Compared to October,
the WIFO Business Climate Index fell by

1.7 points to —11.3 points (Table 1). Thus, the
index was around 20 points below the value
in January 2020. Compared to October
2020, the decline of the index was mainly
determined by the drop of the index of the
current business assessments (—4.5 poinfts);
this indicator continued to be at a below-
average level of —13.9 points reflecting the
sceptical mood of the enterprises because

! The WIFO-Konjunkturtest (business cycle survey) is a
monthly survey of Austrian companies on their current
economic sifuation and the development in the com-
ing months. Once a quarter, the questionnaire of the
WIFO-Konjunkturtest (business cycle survey) is ex-
tended by additional questions ('quarterly questions"),
which provide relevant information on the business
cycle but are not included in the monthly indices of
the WIFO-Konjunkturtest (business cycle survey). The
current results of the WIFO-Konjunkturtest (business cy-
cle survey) are available on the WIFO website
(https://www.wifo.ac.at/en/research priorities/wifo-
konjunkturtest/publications) and on the Business Cycle

of the second COVID-19 wave. With

-8.8 points in January, the index of business
expectations was slightly above the value of
October 2020 (+1.1 points). As a result of the
extension of the official restrictions to con-
tain the infection, the majority of Austrian
companies expect little economic momen-
tum for the coming months.

There are clear differences between the
sectors: in manufacturing, the WIFO Business
Climate Index rose by 2.9 points compared
to the previous quarter, but at -7.9 points
the index was sfill below the index value of 0

Analyses topic page at WIFO (https://www.wifo.
ac.at/en/topics/business cycle or https://www.
konjunkturtest.at). H6lzI - Schwarz (2014) provide an
overview of the WIFO-Konjunkturtest (business cycle
survey). Detailed results on the subsectors of manu-
facturing and services can be downloaded as a
graphical appendix (in German) from the project
homepage (https://www.wifo.ac.at/en/research
priorities/wifo-konjunkturtest/publications).
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that separates positive from negative assess-
ments2. Compared to October the index of
the current business situation (8.1 points) im-
proved by 2.1 points in January 2021. The

Figure 1: WIFO Business Climate Indices
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Source: WIFO-Konjunkturtest (business cycle survey), seasonally adjusted.
Table 1: Indices of the WIFO-Konjunkturtest (business cycle survey)
2020 2021
January April July October November December  January January
Index points Change
compared
to October
(previous
quarter)
Total economy
WIFO Business Climate Index 10.1 - 323 - 152 - 9.6 - 150 - 11.0 -11.3 - 1.7
Index of current business situation 11.2 - 28.5 - 227 - 93 - 13.1 - 137 - 13.9 - 45
Index of business expectations 9.0 - 36.1 - 7.6 - 99 - 168 - 82 - 88 + 1.1
Manufacturing
WIFO Business Climate Index - 1.7 - 329 - 191 - 10.8 - 145 - 6.5 - 79 + 29
Index of current business situation - 27 - 237 - 258 - 10.2 -11.6 - 79 - 8.1 + 2.1
Index of business expectations - 07 - 42.1 - 125 - 11.4 - 173 - 50 - 78 + 3.7
Construction industry
WIFO Business Climate Index 23.7 - 10.5 3.3 8.1 48 12.7 1.1 + 3.1
Index of current business situation 354 -11.6 4.1 9.3 7.3 17.7 18.2 + 9.0
Index of business expectations 12.0 - 92 2.5 6.8 2.4 7.7 4.1 - 28
Service sector
WIFO Business Climate Index 15.1 - 36.2 - 163 - 124 - 193 - 18.6 - 18.1 - 546
Index of current business situation 15.5 - 348 - 260 - 12.5 - 183 - 238 - 240 -11.5
Index of business expectations 14.7 - 37.5 - 6.5 - 124 - 203 - 134 - 121 + 02

Source: WIFO-Konjunkturtest (business cycle survey).

2 The increase was mainly concentrated in the inter-
mediate goods and capital goods sectors, while the
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index fell significantly in the consumer goods sectors,
which are particularly restricted by the authorities.
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The deterioration in the
economic outlook is
mainly due to the ser-
vice sectors, which are
heavily affected by reg-
ulatory restrictions. In the
manufacturing and con-
struction industries, on
the other hand, the as-
sessments improved
slightly.

The slump in the construction industry due to
the COVID-19 pandemic was less pro-
nounced than in other economic sectors.
The WIFO Business Climate Index has im-
proved by 3.1 points since October and was
clearly positive at 11.1 points; while the index
of the current business situation in the con-
struction industry grew strongly (+9.0 points),
the index of business expectations declined
by 2.8 points. Both sub-indices remained
positive, though.

In the service sector, which was particularly
affected by restrictive policy measures to
contain the pandemic, the WIFO Business
Climate Index fell by 5.6 points compared to
the previous quarter and was clearly

Indices of the WIFO-Konjunkturtest

The indices of the WIFO-Konjunkturtest (business cycle survey) are calculated monthly at the sector level for manufacturing,
consfruction and services. Based on these sector indices, the "macroeconomic indices" are calculated by weighting them
with the gross value added of the respective sector. The WIFO Business Climate Index aggregates two sub-indices that are

reported separately:

negative at —18.1 points3. Service sector
companies were much more scepfical
about the current situation than in the previ-
ous quarter (-11.5 points), the corresponding
index fell to —24.0 points. Business expecta-
tions remained almost unchanged

(+0.2 points compared to the previous quar-
ter) at a very low value of —12.0 points mirror-
ing the persistent pessimistic mood among
Austrian service firms.

Long-term comparisons of the WIFO Business
Climate Indices (Figure 1) reveal the histori-
cal dimension of the decline induced by the
COVID-19 pandemic and the heterogenous
effects between sectors.

e The index of current business situation is based on the monthly survey asking firms to assess their current economic situa-
fion as well as the development for the last three months. It is designed as a concurrent index which, due to its early
availability (about two months before the current data of the official statistics), is ahead of the official short-term statis-

fics.

e The Index of business expectations summarises the monthly questions that refer to the expected economic develop-
ment in the three upcoming months. Thus, it is designed as a leading indicator.

Details on the indices are provided by HSlzl - Schwarz (2014) or HSlzl — Klien — Kdgler (2019).

4 WIFO-Konjunkturtest

1. WIFO-Konjunkturampel (economic traffic light) jumps to yellow -
pessimistic assessments still predominate

Using a Markov regime switching model, the
probability with which the current values of
the indicators of the WIFO-Konjunkturtest
(business cycle survey) correspond to an im-
provement or deterioration of the business
cycle estimates compared to the previous
period is calculated in the WIFO-
Konjunkfurampel (economic traffic light)
model (Glocker — H6lzl, 2015)4. The deter-
mined probability can fall into one of three
categories, which are collectively referred
to as the "WIFO-Konjunkturampel'™:

e Inthe "green ared" (improvement), the
probability is over two-thirds that the
change in the current index values com-
pared to the previous results reflects an
improvement in economic assessments.

e Inthe "red area" (deterioration), the
probability is less than one third that the
current index value represents an im-
provement compared to the previous
references point.

3 As the detailed results by sector show, the WIFO Busi-
ness Climate Index fell particularly sharply in accom-
modation and catering, fransport and other services.

e Between the "green" and the "red" area
lies the indifference area. In this case,
the development of the economic as-
sessments cannot be clearly assigned.

The probability of being in an improvement
regime was estimated by the model at 0.36
in January 2021. During April and May 2020
the tfraffic light jumped to red. The catch-up
process in summer and autumn last year re-
sulted in a green traffic light, only to switch
to red again reflecting the second COVID-
19 wave in November. In December and
January, the tfraffic light displayed yellow
(Figure 2). This development shows the tense
economic situation that companies face
since the second wave of the COVID-19
pandemic. According to the index values,
this is especially true for the services sectors.

4 Deterioration is defined as the opposite state of the
"improvement” state: the probability of being in the
"improvement” state (¢) is 1 minus the probability of
being in the "deterioration" state (p =1 - ¢q).

WIFO B Reports on Austria



Figure 2: WIFO-Konjunkturampel (economic traffic light)
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Source: WIFO-Konjunkturtest (business cycle survey). The WIFO-Konjunkturampel (economic traffic light) for
Austria shows the monthly probability for the phases "improvement of business assessments" ("green area”) and
"deterioration of business assessments” ("red area"). In the indifference area, the development of the assess-

ments cannot be clearly classified.

2. Uncertainty remains above average

Since the 1980s, the WIFO-Konjunkturtest
(business cycle survey) has surveyed com-
panies' assessment of the uncertainty of the
future business situation, which has an influ-
ence on companies' investment and em-
ployment decisions (Glocker — Hélzl, 2019).

The indicator of economic uncertainty
(about the future business situation) has a
value domain from 0 (no uncertainty) to 100
(highest uncertainty; Figure 3). Looking at
the total economy, the indicator rose by
1.2 points to 56.2 points in January 2021 (first
quarter). Even though the indicator was

9.0 points below the peak value of April
2020, this was sfill 17.2 points higher than in
the first quarter of 2020 and well above the
values of previous years (Figure 3).

In April 2020 the COVID-19 shock acceler-
ated uncertainty in all sectors, however,
since last summer heterogeneous sectoral
development has been observed (Figure 3):
uncertainty increased again in the service
sector, while it declined steadily in the con-
struction industry and stagnated at a high
level in manufacturing. In January, it was
highest among service providers. This in-
cludes companies in the catering, fourism
and events industries — sectors that were hit
comparatively hard by the COVID-19 crisis.
In manufacturing, uncertainty stagnated
compared to the previous quarter, and in
construction it decreased. In all sectors, firms
continued to report higher uncertainty than
before the COVID-19 crisis. With the crisis-re-
lated increase in uncertainty, investment de-
mand also flattened out (Friesenbichler —
H&lzl, 2021).

3. Capacity utilisation and order books remain below average

3.1 Capacity utilisation lower than in
October

Especially in sectors with high capital inten-
sity, high adjustment costs and long adjust-
ment periods, capacity utilisation is an im-
portant business cycle indicator. Therefore,
respective questions are part of the WIFO-
Konjunkturtest (business cycle survey) for all
sectors (HSlzl - Klien — Kugler, 2019). Overall
capacity utilisation fell compared to Octo-
ber by 0.7 percentage points to

WIFO B Reports on Austria

81.3 percent. The decline is mainly driven by
the development in the service sector, espe-
cially by the extensive cancellation of the
winter season in tourism.

Most service providers have low capacity
adjustment costs (investment costs). Im-
portant exceptions are tourism, catering
and fransport. Therefore, after the drop in
demand in April 2020, capacity utilisation in
many service sectors improved rather
quickly. In January 2021, however, another

Economic uncertainty
remains high.

Compared to October,
capacity utilisation de-
clined in the service
sector. It improved in
construction and re-
mained low in manufac-
turing.

WIFO-Konjunkturtest 5
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WIFO-Konjunkturtest

decline in the degree of utilisation in the ser-
vice sector is observed (-2.1 percentage
points compared to October). For the first
time since this indicator is collected the ca-
pacity utilisation of the service sector

(82.5 percent) was not the highest of all sec-
tors. With 84.4 percent the highest value was

recorded in construction (+2.8 percentage
points compared to October); its utilisation
rate has largely returned to normal. In con-
frast, capacity utilisation in manufacturing
remains below average at 78.3 percent de-
spite an increase of 0.3 percentage poinfs
since October.

Figure 3: Aggregate and sectoral economic uncertainty indicators
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Source: WIFO-Konjunkturtest (business cycle survey), seasonally adjusted. 0. .. no uncertainty, 100 . . . highest
uncertainty. Standardised representation: normalisation of all indicators fo a mean of 0 and a standard devia-
fion of 1. This facilitates the comparison of the uncertainty indicator across sectors.

3.2 Assured production stagnated in manu-
facturing and improved slightly in con-
struction

The assured production by the current over-

all order books — measured in months — is sur-
veyed in the framework of the quarterly sur-

vey of the WIFO-Konjunkturtest (business cy-

cle survey) in manufacturing and in the

construction industry (Figure 4). In January, it
stabilised at a low level in manufacturing; in
construction it increased slightly compared
to the previous quarter.

In the construction industry, companies re-
ported that their production activity is as-
sured for the next 5.1 months (+0.2 months
compared to October 2020). Thus, they

WIFO B Reports on Austria



were able to compensate for most of the or-

der shortfall. In manufacturing, new orders
continued to develop below average.

Figure 4: Capacity utilisation by sectors
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Figure

WIFO-Konjunkturtest (business cycle survey), seasonally adjusted.

5: Assured average production in manufacturing and construction
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Source: WIFO-Konjunkturtest (business cycle survey).

3.3 Assessments of new orders and ex-
pected export orders in manufacturing
deteriorated slightly

In manufacturing, firms are asked once in a
quarter to provide an assessment of overall
orders in the past three months and of ex-
pected export orders in the next three
months. These assessments are aggregated
into balances between the share of positive
and the share of negative answers. Figure 5

WIFO M Reports on Austria
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shows that in January the assessment of or-
ders in the past three months declined
slightly compared to the previous quarter.
The development of export order expecta-
tions was also slightly unfavourable: the
share of pessimistic voices expecting a de-
cline in export orders in the next months rose
slightly in January. The negative reports out-
weighed the positive ones by 11.6 percent-
age points.

In manufacturing, new
orders decline slightly.
Export orders expecta-
tions also deteriorated.

WIFO-Konjunkturtest
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Also in January 2021,
"insufficient demand"
was the most important
obstacle to business ac-
tivity, ahead of "other
obstacles" and "short-
age of labour force".

WIFO-Konjunkturtest

Figure 6: Development of overall orders and of expected export orders in manufacturing
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4. Insufficient demand remains the most frequently reported obstacle to

business activity

In the WIFO-Konjunkturtest (business cycle
survey), obstacles to firms' business activities
are also surveyed on a quarterly basis. The
surveyed companies have the option to re-
port no obstacle to their economic activities
or to choose the most important obstacle
from a predefined list:

e insufficient demand (services and manu-
facturing) or lack of orders (construc-
tion),

e shortage of labour force,

e shortage of space or capacity (services)
or shortage of material and/or equip-
ment (manufacturing and construction),

¢ financial constraints and

e other factors — in addition to the weather
impact (construction), this category
mainly reflects the impact of the COVID-
19 crisis and the health policy measures
to contain it.

Firms located in construction industries can
report "unfavourable weather" as a sepa-
rate, stand-alone obstacles.

In January 2021, only about 53 percent of
firms in manufacturing (-2 percentage
points compared to October), about 46 per-
cent of construction firms (+3 percentage
points) and about 31 percent of firms in

5 In the calculation of macroeconomic barriers, "ad-
verse weather" is classified under "other barriers".

services (-4 percentage points) reported
that their activities were unaffected.

In manufacturing, "insufficient demand” was
the most frequently reported obstacle
(around 26 percent of all companies),
ahead of "shortage of labour force" (around
8 percent). 7 percent of manufacturing firms
reported a "shortage of material and/or
equipment", 4.6 percent "other obstacles"”
and around 1 percent "financial constraints"”
(Figure 7). Compared to the October survey
the share of companies facing an "insuffi-
cient demand" decreased slightly; the share
of enterprises with a "shortage of labour
force" increased somewhat; the share of en-
terprises with a "shortage of material and/or
equipment” grew strongly.

In the construction industry about 25 per-
cent of all companies reported a "shortage
of labour force" as the most important ob-
stacle to construction activity in January,
ahead of an "insufficient demand” (about
10 percent), "unfavourable weather"

(8.3 percent) and "other obstacles" (8.6 per-
cent).

In the service sectors, "insufficient demand"
(37 percent of firms) and "other obstacles”
(21 percent) emerged as the main con-
straints on business activity. "Other obstacles”

WIFO B Reports on Austria



gained significantly of importance since Oc-
tober (+5 percentage points), also reflecting
the impact of more restrictive policy
measures fo contain the COVID-19 pan-
demic.

The aggregate indicator for the total econ-
omy again shows a slight decline in the

factor "insufficient demand" to around

30 percent of companies in January. "Other
obstacles" became more important as well
and were the most relevant obstacle for

15 percent of companies in January. For
about 9.5 percent of companies it was the
"shortage of labour force", for 3.4 percent a
"shortage of material and/or equipment".

Figure 7: Factors limiting economic activity
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Source: WIFO-Konjunkturtest (business cycle survey), seasonally adjusted.

5. Summary

In January, the indices of the WIFO-Konjunk-
turtest (business cycle survey) indicated a
persistently tense economic situation. As a
result of the second COVID-19 wave, firms'
assessments of the current economic situa-
fion became more pessimistic. Especially in
the service sector, but also in manu-
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facturing, companies expect a difficult eco-
nomic development in the upcoming
months. Economic uncertainty remains high
in all sectors and has recently increased

slightly, only in construction uncertainty has it

been declining continuously since April. Ca-
pacity utilisation deteriorated slightly in

WIFO-Konjunkturtest
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January. The decline is mainly due to the
deterioration of the utilisation rate in the ser-
vice sector which has been particularly af-
fected by restrictive policy measures to con-
tain the pandemic. In all sectors but con-
struction, capacity utilisation remained con-
sistently below the long-term average. Since
October, new orders in manufacturing have
declined slightly and companies remained
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