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e The global economic downturn affects the Austrian economy in the second half of 2022. GDP is
expected to decline in the winter of 2022-23.

e Due to the strong first half of the year, economic output grows by 4.7 percent in 2022 overall. In 2023,
GDP largely stagnates (+0.3 percent). In 2024, growth increases to 1.8 percent.

e The situation on the labour market is expected to deteriorate only temporarily. The unemployment rate
falls to 6.3 percent in 2022, rises slightly to 6.5 percent in 2023, and falls back to 6.2 percent in 2024.

¢ Inflation has probably passed its peak and is expected to reach 8.5 percent in 2022 as a whole. In the
following years, it will slow down to 6.5 percent (2023) and 3.2 percent (2024).

e In 2022, the public fiscal balance amounts to —3.3 percent of GDP. In 2023 and 2024, the deficit falls
well below the Maastricht limit of 3 percent.
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Energy prices have fallen significantly since summer 2022. On the futures markets,
natural gas for 2023 is currently frading at prices similar to those seen in spring 2022
(Source: International Monetary Fund, Intercontinental Exchange, European
Energy Exchange, WIFO).
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1. Introduction

The global economy is currently in a weak
phase. High energy and commodity prices
are driving consumer price inflation in many
countries and prompting a rapid tightening
of monetary policy. Sentiment has deterio-
rated in many places and uncertainty about
future developments is high. The economic
downturn, which had already started earlier
in the USA, is now also clearly evident in the
euro area and is likely to lead to a decline in
economic output there in the winter.

However, the situation on the commodity
markets has eased somewhat recently. The
oil price has already been falling since the
summer; in autumn, higher-than-expected
inventories dampened European natural
gas prices. Nevertheless, these will remain el-
evated for the time being and will not fall
noticeably until the second half of 2023.
Tighter global monetary conditions will
dampen demand over the forecast period,
which, fogether with the slowdown in com-
modity prices, should curb inflation. This in
turn should lift household and business

sentiment and support economic activity.
However, global economic growth will be
weak in 2023 and will not pick up noficeably
until 2024.

The global economic downturn also af-
fected Austria in the third quarter of 2022. Ex-
ports and the value added of domestic in-
dustry confracted, while aggregate output
stagnated. In the winter half-year 2022-23,
GDP is expected to decline noticeably. Per-
sistently high energy prices, strong price dy-
namics and uncertainty about future devel-
opments are depressing sentiment. Subse-
quently, however, the Austrian economy
should recover. From spring 2023 onwards,
noticeable impulses can be expected again
from abroad. In addition, private consump-
tion and investments will stabilise as uncer-
tainty recedes and the situation on the en-
ergy markets gradually eases. The develop-
ment of real wages per capita will also con-
fribute to the revival of the economy: after
declining in 2021 and 2022, they will rise
again in 2023.
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Table 1: Main results

2019 2020 2021 2022 2023 2024
Percentage changes from previous year
Gross domestic product, volume + 1.5 - 6.5 + 4.6 4.7 + 0.3 + 1.8
Manufacturing + 1.0 - 58 + 9.5 + 3.0 - 22 + 1.5
Wholesale and retail trade + 3.0 - 59 + 3.7 + 25 + 2.6 + 2.5
Private consumption expenditure!, volume + 0.5 - 80 + 3.6 + 3.8 + 1.3 + 1.7
Consumer durables + 0.2 - 22 + 4.4 - 2.5 + 2.6 + 20
Gross fixed capital formation, volume + 4.5 - 53 + 8.7 - 10 + 0.2 + 22
Machinery and equipment? + 53 - 70 +11.3 - 20 + 0.0 + 3.6
Constfruction + 3.6 - 34 + 58 + 0.0 + 0.3 + 0.7
Exports, volume + 4.0 -10.7 + 9.6 + 88 + 0.3 s
Exports of goods, fob + 3.5 - 73 +12.9 + 6.0 - 0.1 + 3.5
Imports, volume + 2.1 - 92 +13.7 + 5.1 + 0.9 + 3.2
Imports of goods, fob + 0.3 - 6.2 +14.2 + 3.1 + 0.1 + 3.0
Gross domestic product, value + 3.1 - 4. + 6.6 + 9.9 55 + 58
bilion € 397.17  381.04  406.15  446.31 471.05  498.34
Current account balance
as a percentage of GDP 2.4 3.0 0.4 0.0 - 04 0.2
Consumer prices 1.5 1.4 2.8 8.5 6.5 3.2
GDP deflator? 1.5 2.6 1.9 5.0 5.2 3.9
Three-month interest rate percent — 0.4 - 04 - 05 0.4 4.0 4.7
Long-term interest rate* percent 0.1 - 02 - 0.1 1.7 4.4 5.7
General government financial balance,
Maastricht definition as a percentage of GDP
Persons in active dependent employment® 0.6 - 80 - 59 - 33 - 20 - 1.6
Unemployment rate
Eurostat definitions 4.8 6.0 6.2 4.6 4.7 4.5
National definition” 7.4 9.9 8.0 6.3 6.5 6.2
Greenhouse gas emissions® + 1.5 - 77 + 43 - 30 - 12 + 0.3
million t CO2 equivalent  79.74 73.59 76.77 74.47 73.61 73.83

Source: WIFO, ECB, Environmental Agency Austria, Federation of Social Insurances, OeNB, Public Employment
Service Austria, Statistics Austria. 2022 to 2024: forecast. — ' Including non-profit institutions serving households. —

2 Including weapons systems. — 3 Measures purely domestic inflation. — 4 10-year central government bonds
(benchmark). — > Excluding persons in valid employment contract receiving child care benefit or being in military
service. — ¢ As a percentage of total labour force, Labour Force Survey. Due to a revision of the Labour Force Sur-
vey methodology planned for the end of June, a forecast of this indicator is currently waived. — 7 As a percent-
age of dependent labour force. — 8 From 2021: forecast.

In 2022, Austria's GDP will grow by 4.7 per-
cent due to the strong economic activity in
the first half of the year. In 2023, however,
economic output will largely stagnate
(+0.3 percent) and only return to significant
growth in 2024 (+1.8 percent).

The situation on the labour market remains
favourable and is expected to deteriorate
only temporarily as a result of the economic
downturn. After a significant decline in 2022
(6.3 percent), the unemployment rate will
rise slightly fo 6.5 percent in 2023 due to
weaker employment dynamics and fall
back to 6.2 percent in 2024.

2. Global economic conditions

2.1 International business cycle in a
downturn

Global economic growth has weakened
since the beginning of 2022. Geopolitical
tensions caused energy prices to skyrocket
in many places. At the same time, intense
heat waves and droughts in Europe and
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Inflation is likely to have already peaked.
Consumer prices will rise by 8.5 percent in
2022. In 2023, inflation will slow to 6.5 per-
cent. The gradual decline in energy prices
dampens inflation despite high wage in-
creases; in 2024, consumer prices will thus
only rise by 3.2 percent.

The favourable labour market situation and
the expiry of the COVID-19 support
measures improve the fiscal balance in
2022. In the following years, the deficit is ex-
pected to fall well below the Maastricht limit
of 3 percent of GDP again, as a number of
support measures to cushion the rise in en-
ergy prices are discontinued and economic
activity gradually picks up again.

Central and South Asia drove up food
prices. Against this backdrop, consumer
price inflation reached long-term highs in
many countries, leading fo a rapid tighten-
ing of monetary policy. Although the impact
of the COVID-19 pandemic has lessened in
most countries, repeated waves of infection
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continue to affect economic activity, espe-
cially in China.

The slowdown is affecting both manufactur-
ing and services and affects both devel-
oped and emerging economies. Although
global industrial production increased in the
third quarter, partially offsetting the decline
in the previous quarter, sentiment indicators
suggest that the consequences of the grad-
ual decline in demand will soon be felt more
strongly. This applies equally to market-re-
lated services.

In the euro area, economic output in-
creased only marginally in the third quarter
of 2022, after having expanded in the first
half of the year. While the services sector
had still benefitted from the extensive lifting

Table 2: International economy

of the COVID-19 measures in the spring, it in-
creasingly suffered from the strong price in-
creases from the summer onwards. Accord-
ing to surveys, the business climate has dete-
riorated further across the board; consumer
confidence has even reached a multi-year
low.

The US economy expanded most recently
after GDP fell in the first two quarters of 2022.
Growth was largely driven by strong foreign
business. On the domestic front, however,
the picture was mixed. The ongoing tighten-
ing of monetary policy weighed on interest-
dependent investment in private residential
and industrial construction. Private con-
sumer spending, on the other hand, ex-
panded moderately — supported by the
good labour market situation.

Percentage shares 2019 2020 2021 2022 2023 2024
2021
Austria's  World GDP volume, percentage changes from previous year
exports of ~ GDP!
goods
EU 27 67.6 14.9 + 1.8 - 57 + 54 + 3.6 + 0.6 + 1.9
Euro area 51.8 12.0 + 1.6 - 6.1 + 53 + 34 + 0.6 + 1.7
Germany 30.1 &3 # 1l - 37 + 2.6 + 1.8 - 0.1 + 1.6
Italy 6.8 1.9 + 0.5 - 90 + 6.7 + 3.8 + 0.4 + 1.0
France 3.8 2.3 + 1.8 - 78 + 6.8 + 2.6 + 0.6 + 1.5
CEEC 5? 15.4 1.7 + 4.0 - 33 + 6.0 + 48 + 0.3 + 2.8
Hungary 3.7 0.2 + 4.9 - 45 + 7.1 + 5.0 - 04 + 3.3
Czech Republic 3.6 0.3 + 3.0 - 55 + 3.5 + 2.5 - 04 + 2.3
Poland 4.0 1.0 + 4.4 - 20 + 6.8 + 5.9 + 0.6 + 2.6
USA 6.7 15.7 + 23 - 28 + 59 + 1.9 + 0.9 + 1.5
Switzerland 5.2 0.5 + 1.1 - 24 + 4.2 + 20 + 0.2 + 2.1
UK 2.7 2.3 + 1.6 -11.0 + 7.5 + 44 - 09 + 08
China 2.9 18.6 + 6.0 + A2 + 8.1 + 34 + 45 + 48
Total®
PPP-weighted* 52 + 3.4 - 22 + 6.6 + 3.0 + 20 + 28
Export weighted® 86 + 1.9 - 51 + 5.5 + 34 + 0.7 + 1.9
Market growthé + 1.7 - 6.1 +10.8 + 47 + 0.8 T &5
Forecast assumptions
Crude oil prices
Brent, $ per barrel 64.1 43.3 70.7 99 83 79
Natural gas price
Dutch TTF, € per MWh 13.6 9.5 45.9 127 130 100
Electricity price Austria
Base, € per MWh 40.1 33.2 107.2 257 351 278
Peak, € per MWh 43.1 36.0 116.8 272 440 362
Exchange rate
$ per € 1.120 1.141 1.184 1.04 1.01 1.12
Key interest rate
ECB main refinancing rate’, percent 0.0 0.0 0.0 0.0 0.0 0.6
10-year government bonds yields Germany,
percent 0.4 - 03 - 03 - 0.5 - 04 1.2

Source: WIFO, Bureau of Economic Analysis, European Energy Exchange, Eurostat, ECB, HWWI, IMF, Infercontinen-
tal Exchange, OECD, Statistics Austria. 2022 to 2024: forecast. — ! PPP-weighted. — 2 Czech Republic, Hungary, Po-
land, Slovenia, Slovakia. -3 EU 27, UK, USA, Switzerland, China. — 4 Weighted by GDP at purchasing power parities
in 2021. — >Weighted by shares of Austrian goods exports in 2021. — ¢ Real import growth of trading partners,
weighted by shares of Austrian goods exports. — 7 Minimum bid rate.
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Figure 1: Indicators of economic performance
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In China, economic activity increased no-
ticeably in the third quarter, especially since
the measures to contfain the SARS-CoV-2 vi-
rus were confined to a much smaller part of
the country than in the spring. However, the
strong growth of real GDP is unlikely to con-
tinue in the fourth quarter of 2022. In recent
weeks, new COVID-19 cases have led to a
tightening of containment measures in
many places. As a result, social unrest has in-
creased recently, dampening consumer
sentiment and thus weighing on consump-
tion. In addition, the situation on the real es-
tate market remains tense. The short-term
economic outlook is further clouded by the
slowdown in exports.

The prices of many commodities have fallen
in recent months against the backdrop of
the global economic slowdown. This is espe-
cially true for industrial raw materials, but
also for crude oil. OPEC's decision to curb
crude oil production from November 2022
only temporarily interrupted the downward
trend in crude oil prices. European natural
gas and electricity prices were recently sig-
nificantly lower than at their peak at the end
of August. The sharp increase in natural gas
prices during the summer months has al-
ready been offset. European natural gas
storage facilities are sufficiently full for the
winter months of 2022-23, even though Rus-
sia has significantly reduced its supplies.

Consumer price inflation gained further mo-
mentum worldwide in the third quarter, de-
spite the already declining trend in com-
modity prices. The persistent inflationary
pressure led to a rapid and synchronised
tightening of the monetary policy framework
in many places. The ECB Governing Council
decided in September and November 2022
to raise the key interest rates by 75 basis
points each. The tightening of monetary pol-
icy caused long-term interest rates on many
government bonds to rise. The interest rate
spread of French, Italian and Spanish gov-
ernment bonds over German bonds has
widened somewhat; however, the compar-
atively small spread indicates that the scal-
ing back of loose monetary policy is not
threatening to fragment the euro area as it
did in 2011-12. Nevertheless, uncertainty on
the stock markets is above average; share
prices are trending downwards, not least
because of the gloomy economic outlook.

While COVID-19 support benefits are being
scaled back, many countries have adopted
additional spending programmes due to the
rise in energy and food prices in 2022. In the
euro areqa, governments have increased
measures to subsidise the energy consump-
tion of low-income households and intro-
duced additional transfers. In some coun-
tries, taxes on fuel were reduced, subsidies
to companies were increased and social
benefits and public sector wages were
raised. In addition, the Ukraine war resulted

in an increase in military spending and in-
vestments to secure energy supply.

In the USA, government support measures in-
froduced during the pandemic have largely
expired. The impact of the Inflation Reduc-
tion Act on demand will be limited over the
forecast period. The costs of a number of cli-
mate and energy initiatives and the expan-
sion of health care subsidies are expected
to be largely offset by the introduction of a
minimum corporate income tax. Overall, fis-
cal policy in the USA is likely to be less ex-
pansionary in 2023 and 2024 than before.

2.2 Slight easing on the commodity and
energy markets

This forecast assumes that the sanctions
against Russia will continue, but that natural
gas supplies from Russia to Europe will not be
completely stopped. Nevertheless, prices on
the spot and futures markets will remain high
for the time being. On the basis of futures
markets quotations, a gradual decline in Eu-
ropean natural gas prices is not expected
until the second half of 2023.

The tighter monetary policy framework
worldwide will have a restraining effect on
economic activity and dampen demand,
which should weaken inflationary dynamics.
Cheaper commodities should also slow con-
sumer price inflation. Moreover, in many
places prices for infermediate goods barely
rose or even fell in October compared to
the previous month. However, wage growth
has strengthened in some industrialised
countries, which could slow the decline in in-
flation. In addition, fiscal policy continues to
provide expansionary impulses in many
countries.

In the euro areaq, real GDP is expected to
contract in the winter half of 2022-23, before
recovering slightly later in 2023. On the sup-
ply side, high input prices are constraining
production, especially in energy-intensive
sectors. On the demand side, high inflation
in particular is dampening real incomes and
thus — despite considerable support from fis-
cal policy - private household consumption.
At the same time, the slowdown in export
market growth and rising interest rates are
weighing on private investments. Public in-
vestment will increase strongly in 2023, while
inflation will gradually decline as commodity
prices stabilise. Therefore, both real income
growth and growth of real GDP should pick
up in 2023 and 2024. However, the recovery
will remain subdued as the support
measures related to the energy crisis are
gradually phased out and the impact of
higher real interest rates increasingly feeds
through to economic activity.

The US economy will grow at a much slower

pace in 2023 than in 2022. The decline in
real disposable household income continues
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tfo weigh on consumer demand, and higher
interest rates are dampening investment.
Business surveys point to a further weakening
of industrial activity. This is likely to have an
increasingly negative impact on investment
in machinery and equipment, while con-
struction investment has been declining for
some time, especially in residential construc-
tion. The weak economic activity is likely to
gradually feed through to the labour mar-
ket, especially in 2023, and eventually
dampen wage growth. Inflationary pressures
will therefore slowly abate, also supported
by lower energy prices.

In China, the expected gradual liftfing of the
strict COVID-19 restrictions will have a posi-
five impact on economic activity over the
forecast period. Although normalisation will
take some time, it will lead to significantly
stronger overall economic growth as early
as 2023. Government spending, especially
on infrastructure projects, will support the
economy. Monetary policy is also providing
expansionary impulses, especially as Ching,
unlike most advanced economies, has
tended to loosen its monetary policy after it
was tightened in the wake of the real estate
boom.

3. Weak global demand slows down economic activity in Austria

3.1 Decline in economic output in winter

The Austrian economy grew strongly until the
summer of 2022. On the one hand, this was
due to the rapid recovery from the COVID-
19 crisis, which in 2021 had sfill affected the
service sectors in particular. On the other
hand, Austrian goods exports expanded
strongly from the beginning of 2021 as a re-
sult of the global economic momentum. This
particularly benefitted industrial production,
which expanded strongly until the summer
of 2022. In line with global developments,

Figure 2: Cyclical profile of Austria
GDP volume

however, the Austrian economy abruptly
lost momentum in the third quarter of 2022.
Compared to the previous quarter not only
exports but also value added in the manu-
facturing sector declined. Moreover, high
energy prices and increased uncertainty
dampened private household consumption
expenditure and investments. The global
economic downturn thus also affected the
Austrian economy in the summer; the eco-
nomic boom phase has come to an end for
the time being.
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Source: WIFO. - ' Seasonally and calendar adjusted according to Eurostat.

In the winter half-year 2022-23, economic
output is likely to decline noticeably. Ac-
cording to the WIFO-Konjunkturtest (business
cycle survey), companies in many sectors
still assess the current situation as favourable,
but expectations have become much more
subdued. Persistently high energy prices,
strong price dynamics and uncertainty
about future developments are dampening
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the sentiment. Nevertheless, business indica-
tors seem fo stabilise somewhat towards the
end of the year. Commodity markets are
easing slightly, supply chain problems are
dissipating over time as demand weakens
and inflation is likely to have peaked.

The Austrian economy is therefore expected
to recover gradually from 2023 onwards.
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Tangible impulses should come from abroad
again from spring onwards. Private con-
sumption and investment will also stabilise as
uncertainty diminishes and the energy mar-
kets gradually ease. However, the ongoing
geopolitical conflict with Russia could re-
peatedly lead to renewed tensions and de-
lay the recovery. The rise in interest rates as
a result of monetary tightening will also
dampen aggregate demand. Nevertheless,
the domestic economy should return to a
moderate growth path in the second half of

2023. The development of real per capita
wages will also confribute fo this. After de-
clining in 2021 and 2022, they will rise again
in 2023.

For 2022 as a whole, Austria's GDP is ex-
pected to grow by 4.7 percent due to the
strong first half of the year. In 2023, the weak
economic activity in the winter half-year will
lead to a stagnation of economic output
(+0.3 percent). In 2024, growth will then pick
up again significantly to 1.8 percent.

Table 3: Technical breakdown of the real GDP growth forecast

2021 2022 2023 2024
Growth carry-over! percentage points + 0.8 + 2.1 - 0.0 + 0.7
Growth rate during the year? percent + 6.1 + 2.6 + 1.2 + 1.6
Annual growth rate percent + 4.6 + 4.7 + 03 + 18
Adjusted annual growth rate? percent + 4.7 + 4.7 + 0.5 + 1.7
Calendar effect* percentage points + 0.0 + 0.0 - 0.1 + 0.1

Source: WIFO. 2022 to 2024: forecast. — ' Impact of year-earlier growth dynamics on growth in the current year.
Equals the annual growth rate in the current year, if the level of GDP in the current year remains constant from

the fourth quarter of the previous year; seasonally and calendar adjusted according to Eurostat. — 2 Reflects the
growth dynamics during a calendar year. Equals the year-on-year growth rate for the fourth quarter; seasonally
and calendar adjusted according to Eurostat. — 3 Seasonally and calendar adjusted according to Eurostat. Com-
parative figure to the OeNB's economic forecast. — 4 Impact of the annual number of working days and the leap

day. The sum of the adjusted annual growth rate and calendar effect may differ from the value of the unad-
justed annual growth rate as it also includes seasonal and irregular effects.

Table 4: Revision of the growth forecast
GDP, volume

2022 2023

WIFO Economic Outlook October 2022 percent + 4.8 + 0.3
Data revisions! percentage points - 0.1 + 0.0
Forecast error for the third quarter of 20222 percentage points + 0.0 + 0.0
Forecast revision percentage points - 0.1 + 0.1
WIFO Economic Outlook December 2022 percent + 4.7 + 05

Source: WIFO. Based on seasonally and working-day adjusted values according fo Eurostat. — ' Revision of quar-
terly national accounts by Statistics Austria compared with the data available for the preparation of the WIFO
Economic Outlook of October 2022. — 2 At the time of preparing the October 2022 WIFO Economic Outlook, no
Statistics Austria figures had yet been published for this quarter.

3.2 Foreign trade in goods drives economic
activity

Austria’s foreign frade in goods expanded
strongly in the first half of 2022. The global
economic upswing boosted export demand
for machinery and manufactured goods.
High order backlogs in the foreign capital
goods industry, for which Austria is an im-
portant supplier, should have had a positive
effect. Increased stockpiling to hedge
against price increases for infermediate
goods may also have played a role. The
Austrian automotive industry, on the other
hand, contributed little to export growth —
probably mainly because of the crisis in the
German automotive industry.

However, the strong export momentum
came to an abrupt end in the third quarter.
The weakening of the global economy re-
sulted in a decline in goods exports in the
summer compared to the previous quarter.
For the fourth quarter of 2022, the results of
the WIFO-Konjunkturtest (business cycle sur-
vey) point fo a renewed decline. Even
though order backlogs are sfill above aver-
age, negative export expectations now
clearly predominate. Austrian goods exports
will still grow strongly in 2022, but are ex-
pected to stagnate in price-adjusted terms
in 2023. Important frading partners are expe-
riencing an economic downturn, which is
likely to lead to a recession in several coun-
tries in the winter half-year 2022-23. Austrian
market growth will therefore remain
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subdued in 2023. The deterioration in price
competitiveness due to high energy prices is
also dampening goods exports, as this
makes it more difficult to maintain market
shares, especially in energy-intensive parts of

Table 5: Expenditure on GDP
Volume (chain-linked series)

the export industry (chemical industry, paper
and steel production). Exports will not no-
ficeably improve again until 2024, when the
international economic activity picks up.

2021 2022 2023 2024 2021 2022 2023 2024

Billion € (reference year 2015) Percentage changes from previous year
Final consumption expenditure 258.78 267.20 270.43 274.14 + 48 + 33 + 1.2 + 1.4
Households' 181.82 188.73 191.18 194.43 + 3.6 + 3.8 + 13 + 1.7
General government 76.86 78.40 79.18 79.66 + 7.8 + 20 + 1.0 + 0.6
Gross capital formation 99.91 100.38 100.33 103.00 + 11.4 + 0.5 - 0.1 + 27
Gross fixed capital formation 95.38 94.39 94.54 96.65 + 87 - 1.0 + 0.2 + 22
Machinery and equipment? 31.79 29.73 29.28 30.01 + 16.0 - 6.5 - 1.5 + 2.5
Construction 41.97 41.97 42.09 42.39 + 58 + 0.0 + 03 + 07
Other investment? 21.66 22.64 23.09 24.24 + 5.1 + 4.5 + 20 + 50
Domestic demand 358.97 368.09 370.72 377.10 + 6.5 + 25 + 0.7 + 1.7
Exports 211.50 230.16 230.79 238.50 + 9.6 + 88 + 03 + 33
Travel 6.32 12.00 11.79 12.52 - 325 + 89.9 1.7 + 6.2
Minus imports 205.92 216.35 218.40 225.38 + 13.7 + 5.1 + 0.9 + 3.2
Travel 5.34 7.92 7.88 7.96 + 60.0 + 48.4 - 06 + 1.1
Gross domestic product 365.16 382.17 383.41 390.47 + 4.6 + 4.7 + 0.3 + 1.8
Value 406.15 446.31 471.05 498.34 + 6.6 + 9.9 55 + 58

Source: WIFO, Statistics Austria. 2022 to 2024: forecast. — ' Including non-profit institutions serving households. — 2 Including weapon systems. — 3 Mainly
intellectual property products (research and development, computer programmes, copyrights).

Austrian imports of goods are also rising
strongly in 2022, with price increases for en-
ergy and intfermediate goods having a sig-
nificant impact. However, the import mo-
mentum slowed noticeably over the course
of the year. The boom in consumer durables,
which began during the COVID-19 crisis, sfill
contributed noticeably to import growth at
the beginning of the year. In spring 2022, the
strongest impetus is likely to have come from
the export industry, which worked off its high
order backlogs and thus increased demand
for intermediate goods. Weak investment
activity, on the other hand, dampened real
import momentum, as did the decline in the
volume of imported energy from spring on-
wards. These developments are likely to
continue, leading to a further decline in im-
ports in the winter of 2022-23. Only then will
they increase again somewhat.

Due to the high price increases for energy
and infermediate goods, the current ac-
count balance deteriorated significantly in
2022. It is expected to turn negative again
for the first time in 2023 and to improve only
in 2024 as the economy recovers. The terms
of tfrade will deteriorate again in 2023, even
if no further pressure from energy prices is ex-
pected, and will only recover in the follow-
ing year.

3.3 International trade shaping indusiry
Austria's manufacturing output grew strongly
in the first half of 2022 in the wake of the ex-

port boom. However, value added declined
in the third quarter. The downward frend is
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likely to continue in the winter half-year
2022-23, although economic indicators have
stabilised somewhat recently. Order back-
logs shrank significantly in the second half of
2022 and expectations for future business
development are mostly pessimistic. The
economic slowdown is also reflected in the
fact that an increasing number of manufac-
turing companies perceive the lack of de-
mand as a major constraint on production,
although shortages of labour force and in-
termediate goods continue to dominate.
Uncertainty remains high, especially with re-
gard to the future development of energy
prices.

The Austrian industry is nevertheless in a
good starting position. Order backlogs are
still high despite significant declines. Many
companies are now working off orders that
have been delayed due to supply chain
problems. Accordingly, capacity utilisation
in autumn 2022 was still average. From
spring 2023 onwards, industrial production
should gradually recover in the wake of the
infernational economic recovery, when en-
ergy prices start to fall again and uncer-
tainty slowly decreases. This should also
gradually revive investment activity, which
had already slumped in spring 2022. As in-
vestment is heavily dependent on expecta-
fions about future business conditions, the in-
creased uncertainty following the outbreak
of the Ukraine war had a particularly nega-
tive impact. However, these dampening ef-
fects are overlaid by the stimulating effect
of the investment premium. Even if the busi-
ness situation gradually improves again in
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2023, investment is likely to pick up only with
a time lag, so that it will largely stagnate in
2023 as a whole and not increase signifi-
cantly again until 2024. A number of other
economic activities (e.g. advertising,

Table 6: Gross value added
At basic prices

projects in information and communication
technology) that contribute fo the value
added of other business services are also
likely to pick up again only after a delay.

2021 2022 2023 2024 2021 2022 2023 2024
Billion € (reference year 2015) Percentage changes from previous year

Volume (chain-linked series)
Agriculture, forestry and fishing 4.29 4.20 4.26 4.26 + 4.5 - 20 + 1.5 + 0.0
Manufacturing including mining and quarrying 68.46 70.51 68.96 69.99 + 9.6 + 3.0 - 22 + 1.5
Electricity, gas and water supply, waste
management 9.83 10.02 9.94 10.06 - 24 + 2.0 - 038 + 1.2
Construction 19.80 19.84 19.90 20.00 + 2.6 + 0.2 + 0.3 + 0.5
Wholesale and retail frade 39.44 40.43 41.48 42.52 + 3.7 + 2.5 + 2.6 + 2.5
Transportation 17.02 18.72 17.22 17.57 + 2.5 +10.0 - 80 + 20
Accommodation and food service activities 8.89 14.04 14.19 14.89 -13.2 + 58.0 + 1.0 + 5.0
Information and communication 13.37 13.84 13.91 14.02 + 3.5 + 3.5 + 0.5 + 0.8
Financial and insurance activities 15.21 15.13 15.54 16.17 + 1.1 - 05 + 27 + 4.0
Real estate activities 31.35 32.03 32.36 32.52 + 1.0 + 22 + 1.0 + 0.5
Other business activities! 33.46 35.07 35.42 36.41 + 6.8 + 4.8 + 1.0 + 28
Public administration? 56.78 58.14 59.02 59.61 + 5.2 + 2.4 + 1.5 + 1.0
Other service activities? 7.56 7.86 7.98 8.05 + 24 + 4.0 + 1.5 + 08
Total gross value added* 324.35 339.81 340.44 346.34 + 4.0 + 4.8 + 0.2 + 1.7
Gross domestic product at market prices 365.16 382.17 383.41 390.47 + 4.6 + 47 + 0.3 + 1.8

Source: WIFO, Statistics Austria. 2022 to 2024: forecast. — ! Professional, scientific and technical activities; administrative and support service activities
(NACE M and N). - 2 Including defence, compulsory social security, education, human health and social work activities (NACE O to Q). — 3 Arts, enter-
tainment and recreation; other service activities; activities of households (NACE R to U). — 4 Before deduction of subsidies and attribution of taxes on

products.
Table 7: Productivity
2019 2020 2021 2022 2023 2024
Percentage changes from previous year
Total economy
Real GDP + 1.5 - 6.5 + 4.6 + 4.7 + 0.3 + 1.8
Hours worked?! + 1.6 - 87 + 4.8 + 3.5 + 0.2 + 1.0
Productivity? - 0.1 + 2.5 - 02 + 1.1 + 0.1 + 0.8
Employment? + 1.3 - 1.9 + 24 + 3.1 + 0.7 + 1.1
Manufacturing
Production# + 1.0 - 58 + 9.5 + 3.0 - 22 + 1.5
Hours worked? + 0.9 - 6.3 + 5.1 + 2.2 - 1.3 + 0.6
Productivity? + 0.0 + 0.5 + 4.2 + 0.8 - 0.9 + 0.9
Employeesé + 1.7 - 1.4 + 0.4 + 2.0 - 0.2 + 0.8
Source: WIFO, Stafistics Austria. 2022 to 2024: forecast. — ' Total hours worked by persons employed, National Ac-
counts definition. — 2 Production per hour worked. — 3 Employees and self-employed, National Accounts definition
(jobs). — 4 Gross value added, volume. - 5 Total hours worked by employees. — ¢ National Accounts definition
(jobs).
3.4 Construction remains subdued While in 2021 the fringes of the construction
industry's rapid recovery from the COVID-19
The domestic construction industry has been  crisis were still pushing up prices, in 2022 it is
in a weak phase for some time. Residential mainly the high energy and commodity
construction investment has already been prices as well as the shortages of intermedi-
declining since mid-2021. In the third quarter ate goods that are doing so. The gradual
of 2022, non-residential construction invest- rise in interest rates is also likely to have a
ment and value added in the construction dampening effect on demand.
industry also fell. The main reason for this
slowdown is the high constfruction costs, Leading indicators suggest that the con-
which rose by 10 percent in both 2021 and struction industry will not recover in the
2022 and are now dampening demand. fourth quarter of 2022 either, which means
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that construction investment will stagnate in
2022. With the gradual easing of energy
prices, construction costs are expected to
rise at a slower pace in the coming years,
which will provide some stimulus to construc-
fion activity. Weak demand for new residen-
fial construction will be offset by increased
investment in renovation due to high energy
prices. Civil engineering, which is benefitting
from the expansion of public fransport, is
also providing support. In addition, there will
be investment in renewable energy and dig-
ital infrastructure.

3.5 Muted private consumption and tourism
in 2023

Private household consumption already de-
clined in spring 2022 compared to the previ-
ous quarter and continued to fall in the sum-
mer. The high catch-up potential after the

lifting of the COVID-19 measures was al-
ready largely exhausted in the first quarter of
2022. From the second quarter onwards, the
recovery was hampered by increased un-
certainty as a result of the Ukraine war, the
sharp rise in energy prices and rising con-
sumer price inflation. These factors persist
and continue to dampen consumer spend-
ing at the end of the year. In addition, the
real disposable income of private house-
holds shrinks significantly in 2022 due to high
inflation. However, this is cushioned by a de-
cline in the savings rate. In 2022 as a whole,
private consumption expenditure therefore
increases, mainly due to the strong recovery
at the beginning of the year. While con-
sumption of services and non-durable con-
sumer goods expanded in 2022, the boom in
durable consumer goods observed in the
COVID-19 crisis did not continue.

Table 8: Private consumption, income and prices

2019 2020 2021 2022 2023 2024
Percentage changes from previous year
Private consumption expenditure! + 0.5 - 80 + 3.6 + 3.8 + 1.3 + 1.7
Durable goods + 0.2 - 22 + 4.4 - 25 + 2.6 + 20
Non-durable goods and services + 0.6 - 846 + 3.5 + 4.5 + 1.2 + 1.7
Private household disposable income + 1.6 - 29 + 1.9 - 1.4 + 0.3 + 3.8
As a percentage of disposable income
Household saving ratio
Including adjustment for the change
in pension entitlements 8.6 13.3 12.0 7.3 6.4 8.2
Excluding adjustment for the change
in pension entitlements 8.0 12.8 11.4 6.7 58 7.7
Percentage changes from previous year
Loans to domestic non-banks (end of period) + 4.4 + 3.8 + 6.5 + 7.2 + 7.0 + 5.8
Consumer prices
National + 1.5 + 1.4 + 28 + 8.5 + 6.5 + 3.2
Harmonised + 1.5 + 1.4 + 28 + 8.6 + 6.6 + 3.0
Core inflation? + 1.7 + 2.0 + 23 + 5.0 + 53 + 3.2

Source: WIFO, OeNB, Stafistics Austria. 2022 to 2024: forecast. The values for private household disposable income
and the saving rate have been changed since the publication of the economic forecast on 7 October 2022 due
to adjustments in the accounting of the climate bonus. - ' Private households including non-profit institutions serv-
ing households. — 2 Excluding energy, food, alcohol and tobacco.

In 2023, private household consumption ex-
penditure is expected to grow only moder-
ately. Real disposable income will largely
stagnate, partly because payments from
the climate bonus will be significantly lower
in 2023 than in the previous year. As in 2022,
the savings rate should continue to decline
in 2023. It is only in 2024 that incomes are ex-
pected to rise significantly again and con-
sumer spending to pick up somewhat, de-
spite a noticeable increase in the savings
rate.

The upward pressure on prices and the high
level of uncertainty are also weighing on
Austrian fourism. Although travel exports and
value added in accommodation and food
service activities are expected to grow
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strongly in 2022, partly offsetting the slump in
the previous two years, real tourism demand
from abroad will decline slightly in 2023 as
spending on holidays is more likely to be cut
than on food or housing. Many guests may
therefore shorten their holidays in order to
save money, switch to cheaper accommo-
dation, cut back on incidental expenditure
during their trip (e.g. on catering and retail),
or choose other destinations. Tourism will not
increase significantly again until 2024.

3.6 Temporary gloom on the labour market
The labour market continues to develop fa-
vourably in 2022. Although employment

growth lost momentum in the second half of
the year, the number of persons in active
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dependent employment increased signifi-
cantly on an annual average. The expan-
sion of employment is broad-based across
all sectors. In particular, accommodation
and food service activities, which were se-
verely restricted during the COVID-19 pan-
demic, show strong growth. Here, employ-
ment in the second half of 2022 is again well
above the pre-crisis level of 2019. Only in
other services is the number of persons in ac-
tive dependent employment at the end of
2022 still significantly lower than before the
outbreak of the COVID-19 pandemic. In

Table 9: Labour market

addition to the strong employment growth,
short-time work is further reduced in 2022, re-
sulting in a strong increase in the volume of
work.

In 2023, employment growth is expected fo
slow down noticeably in line with the busi-
ness cycle and only to regain some momen-
tum in 2024. Average hours worked per cap-
ita will fall slightly in both years, meaning
that the volume of work will not return to the
pre-crisis level of 2019 until 2024.

2019 2020 2021 2022 2023 2024
Change from previous year in 1,000

Demand for labour
Persons in active employment!
Employees'?
National employees
Foreign employees
Self-employed?

Labour supply

Population of working age
15 to 64 years

Labour force*

Labour surplus
Unemployed?® -

Unemployed persons in fraining -

Unemployment rate
As a percentage of total labour force (Eurostat)é
As a percentage of tofal labour force®
As a percentage of dependent labour force®

+ 614 - 766 + 966 +1140 + 280 + 530
+ 589 - 761 + 904 +109.0 + 270 + 50.0
+ 123 - 539 + 281 + 220 + 50 + 120
+ 466 - 222 + 624 + 870 + 220 + 380
+ 25 - 05 + 62 + 50 + 10 + 30
+ 114 + 99 + 54 + 267 + 105 + 446
+ 50.6 + 31.7 + 187 + 460 + 360 + 430
108 +1083 - 779 - 680 + 80 - 100
68 - 49 + 132 - 10 £ 00 £ 00
Percent
4.8 6.0 6.2 4.6 4.7 4.5
6.6 8.9 7.2 5.6 5.8 5.5
7.4 9.9 8.0 6.3 6.5 6.2

Percentage changes from previous year

Labour force4 + 1.1 + 07 + 04 + 10 + 08 + 09
Persons in active dependent employment!- 2 + 16 - 20 + 25 + 29 + 07 + 13
Unemployed?® - 35 +359 -190 -205 + 30 - 37

Persons (in 1,000) 301.3 409.6 331.7 263.7 271.7 261.7

Source: WIFO, Eurostat, Federation of Social Insurances, Public Employment Service Austria, Statistics Austria. 2022
to 2024: forecast. — ! Excluding persons in valid employment contract receiving child care benefit or being in mili-
tary service. — 2 According to the Federation of Social Insurances. — 3 According to WIFO, including liberal profes-
sions and unpaid family workers. — 4 Persons in active employment plus unemployed. — 5 According to Public Em-
ployment Service Austria. — ¢ Labour Force Survey. Due to a revision of the Labour Force Survey methodology
planned for the end of June, a forecast of this indicator is currently waived.

Unemployment falls significantly in 2022 and
is thus lower than before the COVID-19 pan-
demic, but is expected to rise somewhat in
2023 due to weaker employment dynamics.
This also reflects the increased transition of
displaced Ukrainians to the Austrian labour
market. The unemployment rate according
to the national definition initially falls to

6.3 percent in 2022, increases to 6.5 percent
in 2023, and falls again to 6.2 percent in
2024.

Per capita income growth will be much
weaker than consumer price inflation in

2022. As in the previous year, there will there-
fore be aloss in net real wages after infla-
tion. The wage settlements in autumn 2022
(trade, metal industry, public services, social
economy, etc.) were partly above the (roll-
ing) year-on-year price increase rates. With
an annual inflation rate of over 9 percent
expected by WIFO in spring, the upcoming
wage agreements (construction, electrical
industry, tourism, etc.) are also likely to be
strong. These agreements will also take ef-
fect in the following year, which is why wage
increases will exceed inflation in 2024.
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Table 10: Earnings, international competitiveness

2019 2020 2021 2022 2023 2024
Percentage changes from previous year
Wages and salaries per employee!
Nominal, gross + 2.9 + 22 + 2.5 + 3.7 + 7.9 + 6.8
Real?
Gross + 1.3 + 0.8 - 03 - 44 + 1.3 + 33
Net + 1.4 + 1.6 - 1.1 - 29 + 2.7 + 3.9
Wages and salaries per hour worked!
Real, net? + 0.9 + 94 - 4.1 - 33 T+ &3 + 4.1
Percent
Wage share, adjusted? 69.2 68.9 68.6 68.9 70.4 72.2
Percentage changes from previous year
Unit labour costs, nominal*
Total economy + 2.2 + 7.4 - 0.5 + 2.1 + 8.3 + 6.2
Manufacturing + 3.2 + 4.6 - 5.6 + 4.2 +10.9 + 5.2
Effective exchange rate — manufactured goods®
Nominal - 07 + 1.4 + 0.6 - 1.8 + 2.1 + 2.7
Real - 1.1 + 1.7 + 0.2 - 20 + 3.0 + 4.1

Source: WIFO, Statistics Austria. 2022 to 2024: forecast. — ' National Accounts definition. — 2 Deflated by

CPI. - 3 Compensation of employees as a percentage of national income, adjusted for the change in the share
of employees in total employment from base year 1995. — 4 Labour costs in relation to productivity (hourly com-
pensation per employees divided by GDP and value added, respectively, per employed persons' hours worked),
including short-time work grants. — 5 Weighted by exports and imports, real value adjusted by relative HCPI.

3.7 Inflation peak already passed

The sharp rise in commodity and energy
prices from spring 2022 onwards pushed up
the inflation rate in Austria to enormous
heights. Towards the end of the year, how-
ever, there are signs of a stabilisation of con-
sumer price inflation. This is mainly due to the
slight easing on the commodity and energy
markets. However, the higher energy prices
have probably not yet been fully passed
through to consumer prices. The electricity
price brake will noticeably dampen inflation
in 2023 (by about 1 percentage point).

Consumer price inflation is likely fo have
peaked and price dynamics should weaken
in the course of 2023. Although wage in-
creases will be much stronger in 2023 and
2024 than in previous years, the gradual de-
cline in energy prices will dampen inflation.
After 8.5 percent in 2022, it is expected to
fall to 6.5 percent in 2023 and 3.2 percent in
2024. The GDP deflator, which fracks domes-
tic inflation, rises by a good 5 percentin
both 2022 and 2023, much less than con-
sumer prices. The terms of trade deteriorate
significantly in 2022 due to the sharp rise in
import prices caused by energy prices and
are expected to decline slightly further in
2023 before rising moderately again in 2024.

3.8 Improvement of public budgets despite
numerous support measures

Public finances will be affected by several
countervailing factors over the forecast
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period. On the one hand, a number of fem-
porary support measures dimed at cushion-
ing the impact of the COVID-19 pandemic
and related restrictions will expire in 2022.
This improves the fiscal balance. Moreover,
the strong decline in unemployment re-
duces the corresponding costs for the public
sector. On the other hand, measures to miti-
gate high inflation, such as the electricity
price brake and inflation compensation,
have been newly adopted or increased. In
addition, the climate bonus was raised. An
energy cost subsidy and electricity price
compensation are granted to companies,
which lead to higher expenditures, espe-
cially in 2023. The indexation of social and
family benefits and the second part of the
tax reform will also burden public budgets in
2022 to 2024. The increase in natural gas re-
serves notficeably boosts government spend-
ing in 2022. Finally, expenditures for the basic
care of Ukraine's displaced persons and ref-
ugees from other countries are also rising.
Rising interest rates are gradually reflected in
higher spending, especially from 2023 on-
wards. Nevertheless, the interest expenditure
ratio remains low at 1.3 percent (2024).

Overall, the fiscal balance improves signifi-
cantly in 2022-2024. From just under 6 per-
cent of GDP in 2021, the deficit is projected
to fall fo 1.6 percent by 2024. As a result, but
mainly due fo the strong growth in nominal
GDP, the government debt ratio will also de-
cline from around 82 percent (2021) to

74 percent (2024).
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Table 11: Fiscal and monetary policy - key figures

2019 2020 2021 2022 2023 2024
As a percentage of GDP
Fiscal policy
General government financial balance! 0.6 - 80 - 59 - 33 - 20 - 1.6
General government primary balance 2.0 - 6.7 - 48 - 23 - 09 - 03
General government total revenue 49.2 48.7 50.0 49.5 49 .4 49.3
General government fotal expenditure 48.6 56.7 56.0 52.8 51.4 50.9
Percent

Monetary policy
Three-month interest rate - 04 - 04 - 0.5 0.4 4.0 4.7
Long-term interest rate? 0.1 - 0.2 - 0.1 1.7 4.4 5.7

Source: WIFO, ECB, OeNB, Statistics Austria. 2022 to 2024: forecast. — ' According to Maastricht definition. =2 10-

year central government bonds (benchmark).

3.9 Economic slowdown reduces
greenhouse gas emissions

In the first ten months of 2022, natural gas
consumption in Austria was significantly
lower than in the same period of the previ-
ous year due to price-related savings and
the relatively mild autumn and winter
months. With the decline in economic out-
put in the fourth quarter, annual consump-
tion is expected to be 10 percent lower than
in 2021. Fuel consumption has also been
subdued since the noticeable price in-
creases in March 2022, so that annual sales
should be slightly below those of the previ-
ous year. Lower fuel exports in the tank may
also have played an important role, as fuel
prices in Austria have long been higher than
in neighbouring countries. In addition, slightly
less coal and coke will be burned in 2022 as

4. Downside risks predominate

The risks for the international and Austrian
economy remain considerable. There are no
signs of a rapid de-escalation in the Ukraine
war. At the same time, economic relations
between the EU and Russia are increasingly
deteriorating. This is weighing on both the
Russian and the European economies. A
complete disruption of natural gas supplies
from Russia is still on the cards and could
push up natural gas prices further in spring
2023, when stock levels are low after the
winter. Moreover, the EU's shift away from
Russia as a commodity supplier poses inflo-
tion risks not only in the short term, but also in
the medium term if member countries are
unable to find sufficient substitutes on the
world market, especially for natural gas. This
is also true for the 60 $ price cap recently in-
froduced by the EU for the global purchases
of

a result of lower steel production. Overall,
greenhouse gas emissions should therefore
fall by 3 percent in 2022.

In 2023, natural gas consumption and hydro-
power production will return to normal. Car
mileage will remain relatively low in the face
of high inflation. On the other hand, the
economic downturn, which also affects
steel production, entails a decline in green-
house gas emissions by 1.2 percent in 2023.
In 2024, the continuation of the trend to-
wards higher energy efficiency and the fur-
ther expansion of renewable electricity and
heat generation are expected to dampen
emissions. However, emissions will rise again
as a result of the economic recovery — espe-
cially in steel production, which returns to
around average levels — so that they will in-
crease slightly in 2024 (+0.3 percent).

Russian crude oil, although its consequences
are difficult to foresee from today's perspec-
tive.

There is also a risk that high inflation will be
prolonged. While inflation is projected to
cool significantly in 2023 and 2024, renewed
shocks in energy and food prices could raise
headline inflation in the longer term. This
poses the risk of rising inflation expectations
and an even tighter monetary policy re-
sponse. So far, these risks appear to be con-
tained, partly due to the more decisive tight-
ening of monetary policy, but a sustained
rise in input costs could prompt companies
to pass on higher costs in order to preserve
their profit margins.
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