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Adverse Supply Shocks Hit Buoyant Economy
Economic Outlook for 2022 and 2023

The Ukraine war leads to renewed significant negative supply shocks that do not allow do-
mestic industry to grow. Inflation remains high for longer and dampens the growth of private
consumption. The large catch-up potential in tourism makes it a pillar of growth this year.
Overall, more than half of the expected 3.9 percent growth rate for 2022 is due to accommo-
dation and food services. The labour market frend remains favourable.

"Industrial value added will stagnate in 2022 despite full order books. Tourism with its high catch-
up potential will become a pillar of growth", says Stefan Schiman, one of the authors of the
current WIFO forecast.

The Austrian economy recovered very quickly and fully from the fourth lockdown. The GDP
decline was smaller than in previous lockdowns, but sharp compared to other countries — at its
peak in early December 2021 it was over 5 percent. As these losses in value added were al-
ready fully compensated for by the end of 2021 and the recovery contfinued into March 2022,
the domestic economy is expected to have grown strongly in the first quarter of 2022. Tourism
services, in particular, are making high contributions to growth and will continue to support GDP
for the rest of the year. The recovery in the accommodation and service sector starts from an
extremely low level, so that the pre-crisis level will not be reached even in 2023 despite the
strong momentum. The war in Ukraine also conftributes to this. In particular, travellers from Amer-
ica and Asia will avoid European destinations.

The price shocks and supply bottlenecks triggered by the Ukraine war and the subsequent
sanctions against Russia are causing considerable distortions in industry. Despite many orders,
value added in the production of goods will merely stagnate in 2022 because energy and
intermediate products are very expensive and cannot be delivered in some cases. Thus, eco-
nomic growth of 3.9 percent in 2022 is entirely accounted for by the services sector. Private
consumption will expand significantly weaker than assumed in the last WIFO forecast of De-
cember 2021 due to the sfrong increase in consumer prices (by almost é percent on average
in 2022). However, under the assumption that less severe means than strict lockdowns will now
be used to contain the COVID-19 pandemic, private consumption will reach a higher level in
2022 than in the previous year.

The domestic labour market is currently in a boom phase. Unemployment is lower, employment
higher than before the outbreak of the COVID-19 pandemic. Not least because of recruitment
difficulties, industrial companies likely try to keep staff on the payroll through short-time work.
Thus, unemployment and employment will react by less to the Ukraine conflict than production,
with the unemployment rate falling to 6% percent in 2022. Moreover, the high demand for lo-
bour in combination with very high inflation will lead to a strong increase in per capita wages
by almost 5 percent in 2023.
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Table 1: Main results

2018 2019 2020 2021 2022 2023
Percentage changes from previous year
Gross domestic product, volume + 2.5 + 1.5 - 6.7 + 4.5 T+ &Y + 2.0
Manufacturing + 43 + 0.6 - 70 + 87 + 0.0 + 1.0
Wholesale and retail frade + 4.2 + 2.0 - 4.2 + 73 + 3.8 &+ 3l
Private consumption expenditure!, volume + 1.1 + 0.7 - 8.5 + 3.3 + 3.9 + 2.3
Consumer durables + 1.0 + 0.3 - 26 + 98 T S -+ 30
Gross fixed capital formation, volume + 4.4 + 4.8 - 5.2 + 4.0 + 3.5 + 2.5
Machinery and equipment? + 3.4 + 5.5 - 6.5 + 4.8 + 4.6 + 3.2
Construction + 5.6 + 4.0 - 3.7 + 3.1 + 2.4 + 1.8
Exports, volume F Sl + 3.4 -10.8 +12.7 + 6.1 + &9
Exports of goods, fob + 4.7 + 2.7 - 78 +17.6 + 3.0 + 3.3
Imports, volume + 5.3 + 2.0 - 94 +14.5 + 4.6 - S
Imports of goods, fob + 4.1 - 0.0 - 6.4 +16.1 + 3.3 + 3.3
Gross domestic product, value + 43 & Sl - 4.6 + 6.3 & 75 + 5.6
billion € 385.42 397.52 379.32 403.37 433.65 457.95
Current account balance as a percentage of GDP 0.9 2.1 1.9 - 0.2 - 04 - 0.1
Consumer prices + 2.0 + 1.5 + 1.4 + 2.8 + 5.8 + 3.2
Three-month interest rate percent - 0.3 - 04 - 04 - 0.5 - 04 0.3
Long-term interest rate3 percent 0.7 0.1 - 0.2 - 0.1 0.6 1.0
General government financial balance,
Maastricht definition as a percentage of GDP 0.2 0.6 - 83 - 53 - 2.4 - 1.1
Persons in active dependent employment4 + 25 + 1.6 - 20 + 25 + 2.1 + 1.2
Unemployment rate
Eurostat definitions 5.2 4.8 6.0 6.2 4.9 4.7
National definitions 7.7 7.4 9.9 8.0 6.7 6.5

Source: WIFO, Public Employment Service Austria, Federation of Social Insurances, ECB, OeNB, Statistics Austria. 2022
and 2023: 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 employment confract
receiving child care benefit or being in military service. — 5 As a percentage of total labour force, Labour Force Sur-
vey. — ¢ As a percentage of dependent labour force.

Figure 1: Growth contribution of economic sectors to gross value added, volume
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The producing sectors (NACE A to F) will not contribute fo growth in 2022. On the other hand, accommodation and

food services (NACE I) will recover and contribute more to growth in 2022 than all other services (NACE G to H and J
to U) together (Source: WIFO, Statistics Austria. 2022 and 2023: forecast).
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Fiscal policy will remain expansionary in the forecast period. Crisis-related support measures will
expire, though, as the pandemic subsides, leading to a significant relief of the national budget.
However, the gradual reduction of income tax rates and other relief measures strengthen the
income growth of private households in both forecast years. The European Cenfral Bank tight-
ens its monetary policy stance somewhat. Moreover, in Austria, macroprudential policies for
lending are tightened.

Vienna, 25 March 2022

For further information please contact on Friday, 25 March 2022, between 12 a.m. and 3 p.m.,
Dr. Stefan Schiman, MSc, Tel. (1) 798 26 01/234, stefan.schiman@wifo.ac.at

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