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The very strong employment momentum strengthened further in the summer. At the same time the economic indicators re-
mained af very high levels, but did not improve any more; the growth rate appears o have reached its maximum. The seasonally
adjusted unemployment rate, at 8.5 percent continues to be quite high, in view of this excellent state of the economy.
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Since the beginning of 2017, employment has posted the fastest growth and unem-
ployment the most marked decline since 2008, the cyclical peak prior to the out-
break of the global financial and economic crisis. In the first seven months of 2017,
the number of persons in active dependent employment (employment excluding
military service and maternity/paternity leave) increased by 66,700 compared with
the same period a year before; the employment momentum strengthened further in
the summer. The number of persons unemployed declined by 12,800 from January
to August compared with a year before, while that of job vacancies amounted to
just under 62,000 in August. In view of these extremely favourable cyclical condi-
tions, the unemployment rate (August 8.5 percent, seasonally adjusted) is still quite
high (10.2 percent, including persons enrolled in training programmes). The number
of older unemployed persons continues to increase — also owing to demographic
factors —, while that of young unemployed persons is decreasing. The decline in un-
employment among foreign workers in Austria set in late, but has recently intensified.
The labour force influx from Eastern Europe contfinues unabated.

The Austrian economy maintained its strong momentum throughout the summer
months. Business survey indicators remain at peak levels, albeit receding slightly in
August — expectations for the coming months slightly more so than assessments of
the current situation. This suggests that the maximum pace of economic growth has
been reached. This is in line with the global economic picture: the impetus provided
to world tfrade by emerging market economies, notably China, has weakened this
year, with momentum shifting increasingly to the euro area. Here frade and invest-
ment benefit especially from buoyant activity in East Central European countries;
but the US economy also keeps growing at a robust pace.

The tourism industry registered a successful first half of the summer season, with more
guests arriving especially from Eastern Europe, but also from Germany and the USA.
Against this background, the prices of tourism-related services such as restaurant
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services, recreational and cultural services confinued to rise at above-average
rates. Apartment rents remained the second most important driver of inflation,
whereas fuel prices barely increased further compared with a year before.

1. Global economy growing vigorously

The global economy has been expanding noticeably for at least a year now, with .

X . e . . Foreign frade momentum
the upswing intensifying further in summer 2017. Both the USA and Japan and the has spread from emerging
euro area have been registering robust GDP growth. Owing to fiscal stimulus meas- market economies to the
ures, China's economy remains in a boom phase, but its peak appears to have euro area.
been surpassed already. At the beginning of the year, India's economy suffered the
consequences of an unsuccessful cash reform that caused liquidity shortages;
meanwhile, economic activity has stabilised. The export-driven recovery in Brazil,
which setf in at the beginning of the year, continues, and Russia's economy also re-
mains on a recovery path.

Consistent with the upward trend of investment activity observed globally, world
frade also gained strength. Following many years of stagnation, a marked recovery
in import demand seft in in spring 2016; having started from East Asia, it also spread
to the emerging market economies of South America and Eastern Europe (Russia) in
the course of the year. However, this upward trend has weakened this year, accord-
ing fo most recent data. Goods imports have increased significantly only in the euro
area and Japan since the beginning of 2017. The increased demand at first stimu-
lated the goods trade in the respective regions, for East Asia's, Latin America's and
Eastern Europe's exports also picked up in 2016. Similar to imports, goods exports
have increased only in the euro area so far this year.

1.1  Prices of industrial metals picking up again

The downward trend of commodity prices turned around in 2016 as global eco-

. . . . The announcement of a clo-
nomic activity was gaining strength. However, developments have been mixed so SUitE 6F eiel edicelan -
farin 2017: energy commodity prices have not increased further. Advances in tech- cilities in China triggers price
nologies for the exiraction of shale gas using fracking and the fervent expansion of increases.
production capacities in North America are keeping international energy prices
down. Industrial metal prices also eased during the first half of the year, but prices
picked up again in the summer, however not those of energy commodities. This
price rise may be largely atfributable to speculations about supply shortages: in
China, which accounts for 60 percent of the global aluminium production, facilities
that are particularly harmful to the environment and therefore have no operating
licence are to be increasingly shut down to curb the blatant environmental pollu-
tion. The Government of Shandong Province has ordered the closure of plants with
an unlicensed capacity of 3.2 million tonnes. In July, the production of aluminium
was down by 8 percent compared with a year before. Copper prices were partly
inflamed by supply shortages (strikes in Chile and Indonesia). Overall, the upside po-
tential of commodity prices appears to be limited, however, since commodity-rich
countries vigorously expanded their production capacities in the face of many years
of booming industrial production in China.

1.2 USA: modest inflation despite very low unemployment

In the USA, aggregate production expanded at a quarter-on-quarter rate of
0.75 percent in the second quarter, according to the second estimate, considerably
faster than in the first quarter (+0.3 percent). Especially private household demand
for goods and services increased. Although the unemployment rate was already
very low at 4.4 percent in August, inflation remained modest: in July, consumer price
inflation and the core inflation rate came in at 1.7 percent. At 63 percent, the labour
force participation rate is still 3 percentage points lower than it was before the out-
break of the 2009 economic crisis; hence there is still spare capacity in the labour
market.
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Figure 1: International business climate

Seasonally adjusted, 2010 = 100, 3-month moving average
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1.3 Buoyant upswing in East Central Europe

The euro area economy grew by 0.6 percent in the second quarter. Various survey- ) .

.. . . . Economic activity in the euro

based and real economic indicators confirm the acceleration of the underlying aiae) eliraling s rel5ush Ui
frend. Meanwhile, the upswing has reached most countries. The quarterly growth derlying trend.
rate was 0.6 percent in Germany, 0.5 percent in France, and 0.4 percent in Italy. At
+0.9 percent, Spain's economy continued fo grow vigorously. In several Eastern
European countries, the strong momentum observed in the first quarter persisted
and strengthened even further (Czech Republic +2.5 percent, Hungary +0.9 per-
cent, Poland +1.1 percent, Romania +1.6 percent, Latvia +1.2 percent). Unemploy-
ment confinues to fall in the euro area, with the rate dropping to 9.1 percent in July.
Recently, unemployment rates have declined to a greater or lesser extent in all 19
countries of the euro area. Inflation accelerated somewhat and in August stood at
1.5 percent, according to provisional estimates; the core inflation rate reached
1.3 percent, after this important economic indicator had remained below 1 percent
for just over three years.

2. Austria: economic momentum stabilising at high level

Notwithstanding a slight fall in most indices, the results of WIFO's August Business Cy- . o

. . . X . . Business survey indicators re-
cle Survey show that Austrian companies remain highly opfimistic in their assess- ceded slightly; economic
ments of economic conditions and the outlook for the future; the economic climate growth appears to have
indicator fell by 1.6 points to 16.3 points, compared with the previous month. For the reached its peak.
first time in a year, WIFO's Economic Traffic Light! therefore changed from green to
yellow in August, signalling a stabilisation of economic activity at a high level.

In August, both sub-indices of WIFO's Economic Climate Indicator remained below
their levels recorded a month earlier. The present situation index fell by 0.8 points to
+18.6 points, albeit remaining as high as last recorded in spring 2007. The slight dete-
rioration in the assessment of the present situation is largely aftributable to the con-
struction industry, but to some extent also to manufacturing; senfiment in the ser-
vices sector remained as favourable as previously.

The business expectations index fell somewhat more markedly (-2.3 points to
+14.0 points). Hence companies continue to expect the very good economic con-
ditions to improve further in the coming months, albeit at a somewhat slower pace
than in previous months. While in August the assessment of future developments
barely changed in manufacturing, firms in construction were more optimistic and
firms in services more pessimistic than in July regarding the outlook for the coming
months.

2.1 Credit conditions improving further

In summer 2017, Austrian companies reported a further improvement in credit condi- , ) .

R . . . X Banks' lending practices are
tions. The credit hurdle, i.e., the balance between the shares of companies describ- no longer considered to be
ing banks' lending practices as accommodative or as restrictive, respectively, was predominantly restrictive.
0 points in August, which was the first time that it was not in negative territory since
the beginning of this survey more than five years ago. Hence banks' lending prac-
tices are considered to be increasingly less restrictive. The detailed results for com-
panies with borrowing needs do not show any substantial increase in the demand
for loans. As in the spring, around 22 percent of the companies surveyed stated that
they had borrowing needs in the preceding three months. Only 13 percent of them,
hence fewer than on average in recent years, had to make cuts in the amounts and
credit conditions originally expected. Around 69 percent of the companies with bor-
rowing needs were able to obtain the amount of loan expected and on the terms
expected. 17 percent of the companies with borrowing needs did not obtain a loan
because the bank rejected it, or the terms were not acceptable to them, or be-

! Glocker, Ch., Hélzl, W., "Bestimmung einer Konjunkturampel fir Osterreich auf Basis des WIFO-Konjunktur-
tests", WIFO-Monatsberichte, 2015, 88(3), pp. 175-183, http://monatsberichte.wifo.ac.at/57854.
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cause they had not even fried to obtain a loan since they did not stand a chance
of getting one.

Figure 2: Results from the WIFO Business Cycle Survey

Indices of the assessment of the current economic situation and of business expectations,
seasonally adjusted
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2.2 First half of summer tourism season successful

The first half of the 2017 summer season was a success for the Austrian fourism indus-
fry, according to estimates by WIFO: revenues rose by 5.4 percent in nominal terms
from May to July 2017, compared with the same period a year before, guest arrivals
by 5.7 percent, and the number of overnight stays by 4.4 percent. The length of stay
declined by 1.2 percent to 3.04 nights on average. From May to July 2017, Austrian
accommodation establishments registered a total of around 36 million overnight
stays, 69.2 percent of which by foreign guests, whose demand increased much
more briskly than that of domestic travellers (+5.8 percent and +1.5 percent, respec-
tively). The by far highest rates of increase were recorded for nights spent by guests
from Russia (+31.5 percent), Poland (+15.8 percent), Romania (+11.3 percent) and
Hungary (+9.5 percent) as well as from the USA (+7.9 percent). Overnight stays by
fravellers from Germany, Austria's most important source market, also grew briskly at
+6.8 percent, accounting for more than half of the absolute increase in overnight
stays. By confrast, nights spent by guests from Switzerland (-0.6 percent), Italy
(0.9 percent), the UK (1.4 percent) and Belgium (-4.1 percent) remained below
their year-earlier levels.
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Figure 3: Key economic indicators
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2.3 Price increases for tourism-related services and housing driving
inflation

Consumer price inflation was 2.0 percent in July. Prices picked up again vigorously in A ——
those two areas which have been responsible for an above-average inflation rate in modity prices have dlready
Austria for several years now: tourism-related services (restaurant services +3.1 per- come to a halt.
cent, contribution to inflafion +0.29 percentage point, package holidays +5.1 per-

cent and +0.13 percentage point, respectively, recreational and cultural services

+2.8 percent and +0.12 percentage point, respectively) and housing. Apartment

rents paid were up by 4.2 percent in July compared with a year before (inflafion

contribution +0.21 percentage point). Together, the "restaurants and hotels", "rec-

reation and culfure" and "housing, water, energy" components confributed about

half (1 percentage point) to overall inflation. The crude oil price did not exert any

upward pressure: at 39 € to 45 € per barrel in June and July, it was, on average, as

high as in the same period a year before.

2.4 Very high employment gains

Since the beginning of 2017, employment has posted the fastest growth and unem- . L

! . . Unemployment is declining,
ployment the most marked decline since 2008. In the first seven months of 2017, the e g——
number of persons in active dependent employment rose by 66,700 compared with tains its strong growth mo-
the same period a year before (+53,700 for all of 2016). The increase accelerated mentum.
throughout this entire period; in August 2017, the number of persons in active de-
pendent employment was up by 79,000 compared with August 2016, according o
provisional data. In parallel with the robust employment expansion, the number of
unemployed persons dropped by 12,800, year on year, from January to August
(+3.,000 for all of 2016). The decline in unemployment of Austrian citizens observed
since 2016 has infensified markedly this year: from January to July 2017, the number
of persons with Austrian citizenship registered as unemployed was down by 11,600
compared with the same period in 2016. Hence one fifth of the cumulated increase
in unemployment since 2012 was offset.

For the first time since 2011, unemployment has declined slightly also among persons
from the former guest-worker countries Turkey and Yugoslavia this year, but only
around 5 percent of the cumulated increase since then has been offset. Gaining a
foothold on the labour market remains difficult for this group of persons, since the
influx of (often younger and better-qualified) Hungarian, Romanian, Polish and Slo-
vakian job seekers continues unabated. The favourable evolution of the labour mar-
ket currently observed masks structural problems caused by the opening of the lo-
bour market to people from the East, demographic ageing, and the fact that older
persons stay in the workforce longer. As it was not possible for the resulting large
numbers of people entering the labour force to be completely absorbed by an ex-
pansion of employment, the unemployment rate for the first time rose from 2013 on-
ward, despite the fact that the number of jobs offered did not decline; in addition,
the share of long-term unemployed increased markedly. The unemployment rate is
still relatively high (August 8.5 percent, seasonally adjusted).
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