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In the coming five years economic growth in Austria will be driven largely by dynamic foreign trade.
Whereas private consumption expenditure will grow steadily, public spending cuts will dampen govern-
ment consumption expenditure. Favourable export expectations spur investment into machinery and
equipment, but construction investment will also grow faster than recently. Despite increasing employ-
ment tensions in the labour market will remain, as the labour supply is growing simultaneously. The infla-
tion rate will be slightly above the ECB's target.
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Until mid-2011 the Austrian economy was recovering from the economic and finan-
cial crisis of 2008 and 2009. GDP expanded markedly. This trend was mainly driven
by very dynamic exports owing to the strong global economic upswing, especially in
the Asian and Latin American emerging economies. In this situation companies sub-
stantially raised their investment into machinery and equipment.

During the forecast period from 2012 until 2016 the expansion will be less dynamic
than most recently (Table 1). Real GDP is expected to grow by 1.6 percent per year
on average. Thus, the Austrian economy will expand considerably more slowly than
on average during the 10 years before the financial and economic crisis. The down-
turn already became apparent during the second half of 2011 and will continue in
2012. The pace of the expansion is not expected to accelerate, thus gradually clos-
ing the output gap (relative deviation of actual output from trend output), before
2014. At 1.6 percent trend output growth of the Austrian economy will be 2 percent-
age point below the growth rate of the 10 years preceding the financial crisis.

The Austrian business cycle is determined by world economic developments. The cri-
sis in the European Monetary Union will only permit a sluggish expansion of the Euro-
pean economy during 2012 and 2013 with trends diverging strongly between the
North and the South of the EU (Schulmeister, 2012). At the same time the USA and
the emerging economies are stimulating world trade. As a consequence global
economic activity will gain momentum from mid-2012 onwards. During 2012-2016
value added of OECD countries will grow by an average annual 2 percent, expand-
ing slightly more slowly than in the five years preceding the crisis (+2.1 percent per
year). World trade — measured in terms of exports of goods — is expected to increase
by an average of 6.2 percent per year during the forecast period.

On average exports will expand by 5.5 percent per year. Imports fo Austria will in-
crease by 5.1 percent per year. The Austrian economy will continue to benefit from
the favourable frend of international trade. Net exports will remain positive, but will
be lower than in the past five years. Investment info machinery and equipment typi-
cally shows the strongest response to the economic outlook. Its growth will not ac-
celerate markedly until in 2014 reaching an average growth rate of 3.3 percent dur-
ing 2012-2016. By contrast, the increase of construction investment will remain lim-
ited. Private households' consumption expenditure will expand only slightly during
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the forecast period. At the same time the savings ratio will increase markedly again
converging towards its long-term average.

Table 1: Main results

@ 2001- @ 2006- @ 2011- 2011 2012 2013 2014 2015 2016
2006 2011 2016
Year-to-year percentage changes
Gross domestic product

Volume + 2.2 + 1.3 + 1.6 + 3.2 + 0.4 + 1.6 + 2.0 + 2.2 + 2.1
Value + 3.9 + 3.1 + 34 + 855 + 2.7 + 3.2 + 3.6 + 3.8 + 3.8
Consumer prices + 1.8 + 2.2 + 2.1 + 3.3 + 2.1 + 1.9 + 2.1 + 2.3 + 2.2
Gross wages and salaries per employee,
volume! + 04 + 0.1 + 0.5 - 0.6 + 0.8 - 0.1 + 0.6 + 0.7 +
Persons in active dependent employment? + 0.6 + 1.0 + 0.9 + 1.9 + 0.6 + 0.4 + 1.0 + 1.1 + 1.1
@ 2002- @ 2007- @ 2012- 2011 2012 2013 2014 2015 2016
2006 2011 2016
In percent
Unemployment rate
Eurostat definitiond 4.7 4.3 4.6 4.2 4.5 4.7 4.7 4.6 4.4
National definition4 7.0 6.6 7.3 6.8 7.1 7.4 7.4 7.3 7.1
As a percentage of GDP
Net exports 4.2 4.9 3.7 3.8 3.7 3.8 3.8 3.7 3.6
General government financial balance
(Maastricht definition) - 20 - 27 - 25 - 33 - 30 - 28 - 246 - 22 - 19
As a percentage of disposable income
Household saving ratio 9.2 10.0 8.1 7.5 7.3 7.6 8.1 8.5 9.0
@ 2001- @ 2006- @ 2011- 2011 2012 2013 2014 2015 2016
2006 2011 2016
Year-to-year percentage changes
Potential output, volume + 2.0 + 1.7 + 1.6 + 1.7 + 1.6 + 1.6 + 1.6 + 1.6 + 1.5
@ 2002- @ 2007- @ 2012- 2011 2012 2013 2014 2015 2016
2006 2011 2016
As a percentage of Potential output
Output gap, volume 0.5 0.8 - 0.6 0.0 - 12 - 12 - 08 - 0.2 0.4
Source: Stafistics Austria, WIFO calculations. — ' Excluding employers' confributions, employees according to National Accounts definition. —

2 Excluding parental leave and military service. — 3 According to Eurostat Labour Force Survey, percent of total labour force. — 4 According to Public
Employment Service Austria, percent of total labour force excluding self-employed.

The consumer price index will rise by an annual average of 2.1 percent during 2012-
2016. Thus inflationary pressure will remain muted during the whole of the forecast
period. Trend growth of unit labour costs, usually the key domestic inflation factor,
will be weak. However, import prices will increase markedly due to the rising cost of
energy, thus raising the domestic inflation rate. This trend is enhanced by the depre-
ciation of the euro.

Despite the weak upturn new jobs will be created. However, the labour supply will
expand markedly at the same time, because the participation rate is increasing due
to the growing labour demand and the decrease of the number of workers retiring
early. In addition, the number of foreign workers will increase markedly, partly due to
legalisation, partly due to enhanced immigration. The latter is mainly a conse-
quence of the opening of the labour market to individuals from Bulgaria and Roma-
nia. Thus, at an average of 7.3 percent the unemployment rate will be considerably
higher during the years from 2012 until 2016 than before.

This medium-term forecast is based on WIFO's current short-term economic forecast
of December 2011 (Scheiblecker, 2012, in this issue). It rests on the international Slow upturn starting
framework of WIFO's medium-term global forecast (Schulmeister, 2012, in this issue). in 2014
The calculations were carried out using WIFO's macro model (Baumgartner — Breuss

—Kaniovski, 2005).
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In 2012 and in 2013, the global economy will expand only slowly gaining noticeable
momentum only from 2014 onwards. On average, annual economic growth in the
USA and in the euro area willreach 2.1 percent and 1.4 percent, respectively, during
the forecast period 2012-2016 (Table 2). In the new EU member countries economic
activity is expected to expand by an average of 3.3 percent per year. The world
economy will continue to benefit strongly from the dynamic expansion in the Asian
and Latin American emerging economies. In the OECD countries GDP will grow by
an average of 2.0 percent per year during the period from 2012 unfil 2016. World
frade, measured in terms of real exports of goods, is expected to increase by
6.2 percent per year. Starting from $ 110 per barrel in 2011 crude oil prices will de-
cline slightly in 2012, but return to this level by 2016. Prices of non-energy commodi-
ties will decrease by 1.9 percent per year on average. In addition, it is assumed that
the euro will continuously depreciate vis-a-vis the dollar and reach an exchange
rate of $ 1.22 per euro in 2016.

Table 2: International fundamentals

@ 2001-2006 @ 2006-2011 @ 2011-2016
Year-to-year percentage changes
Gross domestic product, volume

Euro area + 1.8 + 0.5 + 14
23 OECD countries! + 23 + 0.4 + 20
@ 2002-2006 @ 2007-2011 @ 2012-2016
Dollar per Euro
Exchange rate 1.16 1.39 1.26
Dollar per barrel
Oil price
Brent 423 84.1 102.2

Source: EU, OECD, WIFO calculations. — ' EU 15 (excluding Austria), Island, Norway, Switzerland, Turkey,
Australia, Japan, Canada, New Zealand, USA.

Figure 1: Growth of real GDP

Percentage changes from previous year

4 4 , Austria

Germany

1996 2001 2006 2011 2016

Source: EU, OECD, WIFO calculations.

In 2012, the Austrian economy will grow only moderately. The expansion will only
gain some momentum in the coming years. On average real GDP will expand by
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1.6 percent per year during the forecast period. Nominal aggregate output will in-
crease by an average of 3.4 percent. Table 3 summarises the trends of the expendi-
ture aggregates of the national accounts.

Due to the close international integration of the Austrian economy its cyclical per-
formance is crucially influenced by global economic developments. Owing fo the
dynamic market expansion and its favourable competitiveness position Austria's ex-
ports are growing fast. On average during the period from 2005 until 2010 unit labour
costs in manufacturing increased by about 0.5 percent per year in Austria, whereas
they rose by 1.6 percent in Germany and by an average of 1.2 percent for EU trade
partners. As a consequence, the competitiveness of the Austrian manufacturing
sector increased markedly (Ederer —H&Izl, 2011). Unit labour costs in the fotal econ-
omy are expected fo increase by 1.9 percent per year during the forecast period,
which is 0.2 percentage point below the growth rate of the five preceding years.
Parallel to the slight depreciation of the euro vis-a-vis the dollar the competitiveness
of the Austrian export sector will improve steadily. At the same fime this leads to a
worsening of the terms of frade. The ensuing loss of purchasing power dampens im-
port growth, so that net exports will remain positive.

Table 3: Components of aggregate demand, volume

@ 2001- @ 2006- @2 2011- 2011 2012 2013
2006 2011 2016

Year-to-year percentage changes

Consumption expenditure

Private households! + 1.7 + 0.9 + 1.0 + 0.8 + 0.8 + 1.0
General government + 1.4 + 1.6 + 0.6 + 1.5 + 0.5 + 1.0
Gross fixed capital formation + 0.5 + 0.2 + 22 + 5.6 + 0.9 + 1.5
Machinery and equipment + 04 + 20 = &3 +11.0 + 1.5 + 20
Construction + 0.1 - 14 + 1.1 + 1.0 + 04 + 1.0
Domestic demand + 1.6 + 1.0 + 1.2 + 30 + 0.6 + 1.3
Exports + 6.1 + 1.9 F &5 + 7.5 + 28 + 53
Imports + 5.0 + 14 + 5.1 + 7.5 + 3.4 + 5.1
Gross domestic product + 22 + 1.3 + 1.6 + 3.2 + 04 + 1.6

Source: Stafistics Austria, WIFO calculations. — TIncluding private non-profit instfitutions serving housholds.

Figure 2: Private consumption and saving ratio
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Source: Stafistics Austria, WIFO calculations.

WIFO AUSTRIAN ECONOMIC QUARTERLY 1/2012

2014

+ o+ o+ o+ o+ o+ o+ o+

2015

+ o+ o+ o+ o+

e

2016



MEDIUM-TERM FORECAST FOR AUSTRIA W

With the economic slowdown in the course of 2011 investment info machinery and
equipment perceptibly lost momentum. This soft patch will not be overcome before
2014. During 2012-2016 investment into machinery and equipment will expand by an
annual average of 3.3 percent. Construction investment will remain weak during the
whole forecast period. The pace of expansion is not expected to accelerate until
the end of the forecast period. Following a sharp decline during the financial and
economic crisis, construction investment is expected to grow by an annual average
of 1.1 percent over the forecast horizon. Owing fo the expansionary monetary policy
of the European Central Bank the costs of external financing will remain low. A gen-
eral tightening of loan conditions for businesses is not expected. Further, no tax re-
forms are foreseeable which would permanently change financing costs of invest-
ment. Thus, user cost of capital will remain low (Kaniovski, 2002).

Consumption expenditure of private households will show a dampened trend during
the forecast period. They are expected to increase by an annual average of 1 per-
cent, hardly gaining any momentum by the end of the forecast horizon. Real dis-
posable income of private households will expand by 1.3 percent per year during
2012-2016 (nominal increase +3.6 percent). In addition, the savings ratio will rise
steadily to 9 percent at the end of the forecast period. In recent years it declined
from 11.5 percent of disposable income (2008) to 7.5 percent (2011), but will con-
verge towards ifs long-term average of 11 percent (1976-2011) again. Private house-
holds' savings are composed of the non-consumed share of disposable income and
occupational pension entitlements of the current year. At 6.6 percent the share of
pension entitlements in savings will remain roughly constant during the period from
2012 until 2016. Due to the increase of the savings ratio the long-term downward
frend of the share of consumption in GDP will continue. Between 2011 and 2016 the
consumption ratio will decrease by 0.4 percentage points to 53.4 percent of GDP.

Figure 3: Output gap

As a percentage of potential output, volume
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Source: Stafistics Austria, WIFO calculations.

During the 10 years prior to the financial and economic crisis frend output grew by
an annual average of 2.1 percent. Since then the pace of the expansion has
slowed markedly due to the weak investment activity. This tfrend will continue during
the forecast period: owing to the moderate increase of gross fixed capital formation
an average annual growth rate of trend output of 1.6 percent will be observed be-
tween 2011 and 2016. As a consequence of the upswing the output gap measuring
capacity utilisation of the whole economy has already been closed (Figure 3). The
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soft patch in 2012 and the slow expansion in subsequent years will result in a re-
newed underutilisation of capacity in 2012 and in 2013. This gap will begin to close
only with the acceleration of growth from 2014 onwards.

Figure 4: Expenditure on GDP and income

As a percentage of GDP, at current prices
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Source: Stafistics Austria, WIFO calculations.
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Calculation of frend output

In this forecast trend output is calculated by means of a Hodrick-Prescoft filter
(Hodrick — Prescott, 1997). This is a mathematical smoothing procedure which
separates the long-term trend of a time series from its cyclical component. The
cyclical component of real GDP reflects the business cycle. The European Com-
mission uses this method in its calculations of frend output and of the structural
deficit (European Commission, 2006). The Hodrick-Prescoft filter is a purely tfechni-
cal procedure independent of any economic theory or econometrics. One disad-
vantage of the thus calculated trend component consists in the fact, that the ob-
servations at the beginning and at the end of the time series are distorted.
Structural methods for the estimation of frend output are an alternative to the
Hodrick-Prescott filter (Giorno — Richardson —van den Noord, 1995, Kaniovski et al.,
2008). In contrast to the latter they use additional information on the production
technology and the input factors of production. The most important factors of
production are labour and capital. In addition fuels and other infermediate prod-
ucts can be taken intfo account. A key determinant of long-term growth consists in
technical progress which also has to be modelled in a structural approach
(Aghion —Howitt, 2009).

From 2004 until 2008 real GDP expanded noticeably faster in Austria than in the euro
area on average (+0.6 percentage points). The downturn in the year of recession
was also less pronounced in Austria. Over the forecast horizon the growth advan-
tage will persist, albeit to a significantly lesser extent (+0.2 percentage points). This is
particularly due to the following factors:

e Austria is among the EU countries with an above-average per capita income, a
high degree of specialisation in knowledge intensive sectors, above-average ex-
penditures on research and development in relation to GDP as well as high-
quality export goods. These quadlities also foster an above-average economic
growth in the medium term (Janger et al., 2011).

e During the forecast period the economies of the new EU member countries in
Central and Eastern Europe will grow faster than the euro area as a whole. The
growth differential will amount fo 1.9 percentage points (Schulmeister, 2012). Due
fo ifs proximity to this market and its close economic integration with this region
the Austrian economy is in a good position to benefit more strongly from this fa-
vourable frend.

¢ Owing fo the favourable trend of unit labour costs the competitiveness of the
Austrian industry vis-a-vis its trade partners in the EU improved substantially in the
past 10 years (Ederer — HSlzl, 2011). This advantage will persist in the future and
confribute to Austria's dynamic export performance.

e As a consequence of high government debt and the crisis of confidence with
respect to public finances, austerity packages have been enacted in numerous
euro area countries. These will dampen growth in the respective countries. By in-
ternational comparison the resulting consolidation requirement for Austria is
lower, so that the ensuing negative demand effects will furn out smaller.

Despite the weak economic growth employment in the private sector will expand
noticeably, whereas it is expected to stagnate in the public sector. Between 2011
and 2016 the number of employees is expected to increase by an annual average
of 0.9 percent, which is much faster than in the pre-crisis period from 2001 until 2006
(Table 4). To a considerable extent this increase is caused by the growth of part-time
employment. During the past ten years the average number of hours worked per
employee declined by 0.6 percent per year. In recent years this frend even accel-
erated. This was only partly due to subsidised short time work schemes during the
most recent recession. The general frend fowards part-fime employment will con-
tinue, not least because employment growth is cenfred in the service sector, where
part-time employment corresponds to the employers' flexibility requirements. On the
part of labour supply this frend is supported by the increase of employees with a
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higher inclination towards part-time employment (young persons in training, work-
ing-age women and elderly employees approaching retirement). The lack of full-
time child care and high marginal tax rates for lower incomes reinforce this ten-
dency. A detailed analysis of this phenomenon, which has been increasingly ob-
served since 2005, seems necessary.

Table 4: Labour market, income

@ 2002-
2006
Unemployment rate
Eurostat definition! 4.7
National definition? 7.0
@ 2001-
2006
Persons in active dependent
employment? + 0.6
Registered unemployed + 3.2
Productivity4 + 1.5
Gross wages and salaries® + 29
Per employee, volume$ + 04
Unit labour costs, total economy + 0.6

@ 2007-
2011

4.3

6.6

@ 2006-
2011

4y

1.0
0.7

e

+ 0.2

e

3.8
0.1

4y

+ 2.1

@ 2012-
2016

4.6

7.3

@ 2011-
2016

4

0.9
2.0

e

+ 0.7

e

3.6
0.5

4

+ 1.9

2011 2012 2013 2014
In percent

4.2 4.5 4.7 4.7

6.8 7.1 7.4 7.4

2011 2012 2013 2014

Year-to-year percentage changes

+ 1.9 + 0.6 + 04 + 1.0
- 1.2 + 6.1 + 4.4 + 2.2
+ 1.2 - 0.4 + 0.8 + 1.0
+ 4.8 + 3.7 + 2.4 + 3.7
- 0.6 + 0.8 - 0.1 + 0.6
+ 1.4 + 3.3 + 0.8 + 1.6

+ +

2015

4.6
7.3

2015

4y

+ +

4

2016

4.4
7.1

2016

o =

0.9

4.1
0.7

20

Source: Federation of Austrian Social Security Institutions, Statistics Austria, WIFO calculations. — T According to Eurostat Labour Force Survey, percent
of total labour force. — 2 According to Public Employment Service Austria, percent of total labour force excluding self-employed. — 3 Excluding pa-
rental leave and military service. — 4 Real GDP per employment (dependent and self-employed according to National Accounts definition). —
5 Excluding employers' contributions. — ¢ Employees according to National Accounts definition.

Figure 5: Labour market trends
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working age (15 fo 64 years).

The expansion of employment will coincide with an increase of the labour supply of
similar size. 40 percent of the additional supply is due o the increasing number of
foreign workers. Partficularly in 2014, the discontinuation of inferim regulations on la-
bour market access for individuals from Bulgaria and Romania will cause an inflow of
foreign workers. The rising labour market participation of elder workers accounts for
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20 percent of the increase of the labour supply. 40 percent can be attributed to cy-
clical effects and other factors.

In line with the Austrian calculation method the unemployment rate declined to
6.8 percent of the labour force excluding the self-employed until 2011. Thus it was
slightly higher than the average of the period from 2007 until 2011. 0.2 percentage
points of the unemployment rate are explained by the inclusion of individuals receiv-
ing a means-tested minimum fransfer among the registered unemployed (previously
"non-working recipients of social assistance payments" — "erwerbsinaktive Sozialhilfe-
bezieher"; annual average in 2011: 6,500 persons receiving the full payment, in 2010:
1,400 persons). This level shift is irrelevant for the frend of subsequent years.

The increase of the labour supply prevents an easing of tensions in the labour market
despite a growing labour demand. By 2013 the unemployment rate is expected to
increase to 7.4 percent and decline to 7.1 percent thereafter. Thus, the number of
unemployed persons will exceed the level of 2011 by 25,700 at the end of the fore-
cast period than in 2011. The unemployment rate in percent of the labour force ac-
cording to Eurostat will increase from 4.2 percent (2011) to 4.7 percent (2013) and
then decline to 4.4 percent by 2016.

In the past ten years real wages per employee rose 0.4 percentage points more
slowly than productivity. This frend will continue to a lesser extent (Table 4). From
1976 until 2008 the share of compensation of employees in nominal GDP shrank by
5.9 percentage points to 49 percent. During the financial crisis part of this decline
was reversed. On average during 2012-2016 this ratio will remain almost unchanged
at slightly below 50 percent.

During the whole forecast period the increase of consumer prices will be limited . .
(average in 2012-2016: 2.1 percent; Table 5). The forecast assumes that the crude oil Moderate inflation
price (Brent) will fall from $ 110 per barrel in 2011 to $ 95 in 2012 and subsequently

rise to slightly below $ 110 in 2016. Inflationary pressures will be largely external. The

imported inflation is reinforced by the depreciation of the euro vis-a-vis the dollar.

On average during 2012-2016 an exchange rate of $ 1.26 per euro will be realised

(Table 2). The depreciation of the euro and increases of commodity prices cause

import prices to rise by 2.5 percent per year.

Table 5: Implicit price indices

@ 2001- @ 2006- @ 2011- 2011 2012 2013 2014 2015 2016
2006 2011 2016
Year-to-year percentage changes
Private consumption + 1.8 + 2.1 + 2.2 += 83 + 2.1 + 1.9 + 2.3 + 24 + 2.3
Exports + 1.1 + 13 + 1.8 + 3.2 + 03 + 1.2 + 25 + 29 + 2.1
Imports + 1.1 + 23 + 25 + 4.6 - 0.0 + 1.6 + 338 + 4.2 + 3.1
Gross domestic product + 1.6 + 1.8 + 1.7 + 2.2 + 23 + 1.7 + 1.6 + 1.6 + 1.6

Source: Stafistics Austria, WIFO calculations.

The imported inflation will result in a divergence between the consumer price index
(CPI) and the GDP deflator, because the CPI takes imported goods info account,
whereas the GDP deflator measures price trends of domestic value added. At
1.7 percent the increase of the GDP deflator remains noticeably below that of other
expenditure deflators over the forecast horizon.

In addition to the prices of energy and commodities, unit labour costs constitute the
most important factor driving prices. As mentioned above, wage tfrends hardly af-
fect inflation. The lack of demand is reflected in the underutilisation of capacity in
the Austrian economy and will keep inflation down.
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Since 2009 Austria, like the majority of EU countries, is subject to an excessive deficit
procedure. For Austria the recommendation is fo reduce the deficit ratio below
3 percent of GDP by 2013. The additional fightening of the regulations of the Stability
and Growth pact laid down in the so-called "six-pack” will have an impact on the
consolidation requirements as well as the medium-term consolidation path over the
whole forecast horizon.

Table 6: General government

Current prices

@ 2001- @ 2006- @ 2011- 2011 2012 2013
2006 2011 2016
Year-to-year percentage changes

Current revenue + 2.4 + 33 F 3D + 5.1 + 28 + 2.6
Current expenditure + 3.0 + 4.0 + 2.8 + 3.0 + 2.2 + 23
Gross domestic product + 3.9 + 3.1 + 3.4 + 5.5 + 2.7 + 3.2

@ 2002- @ 2007- @ 2012- 2011 2012 2013

2006 2011 2016

As a percentage of GDP

General government financial
balance (Maastricht definition) - 20 - 27 - 25 - 33 - 30 - 28

Source: Statistics Austria, WIFO calculations.

Figure 6: Revenue, expenditure and financial balance (according to Maastricht)
of general government
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Percentage changes
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Source: Stafistics Austria, WIFO calculations.

In 2013, the general government deficit will be below 3 percent of GDP again for
the first time since 2008. In subsequent years it will decrease to 1.9 percent (2016).
Current revenues will grow by 3.3 percent per year during the period from 2011 untfil
2016. This is equivalent to the average during the period from 2007 until 2011. The
moderate upturn and the expansion of employment during the forecast period will
have a positive effect on the expected revenue trends. By contrast, the increase of
current expenditures will slow from 4.0 percent per year (2006-2011) to 2.8 percent
(2011-2016). As a consequence the government expenditure ratio will fall below
50 percent again by 2016. This tfrend is based on the assumption that moderate and
sustainable consolidation and reform measures are initiated and continued in vari-
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ous spheres (pensions, administration, subsidies), so that spending growth is slowed in
the medium ferm without excessively dampening economic activity.

From 2014 onwards the government debft ratio will start to decline. However, it will
remain above 70 percent until the end of the forecast period and will thus remain
significantly above the reference value of 60 percent of GDP. The objective defined
in the national "debt brake" to achieve a structural budget balance of no less than
—0.45 percent of GDP from 2017 onwards requires substantial further consolidation
efforts in the future. To meet the long-ferm consolidation objectives of government
budgets while at the same time eliminating barriers fo growth, additional structural
reforms (Reorganising and disentangling responsibilities as part of a reform of ad-
ministration and government institutions, reform of fiscal equalisation, pension re-
form, health care reform) will be necessary, which might also bring about substantial
economies.

This forecast is based on the assumption the crisis in the European Monetary Union .

will not escalate further and the world economy will return to a stable growth trend. Risks to the forecast
It also expects no further extensive austerity packages in the euro area countries, so

that growth in the euro area will not be dampened further in the short run (Schul-

meister, 2012).

Further, it is assumed that the efforts of the European Banking Authority (EBA) fo sta-
bilise the banking sector will be successful. For systemically relevant banks in Europe
the EBA has identified an additional requirement of core capital of a total of € 114.7
billion. This corresponds to a core capital ratio of 9 percent thus exceeding the re-
quirements of Basel lll. The transition period for an increase of core capital was ini-
fially scheduled to begin in January 2013 and fo confinue until 1 January 2015. Now
the higher capital requirements already have to be met by mid-2012. Although, in
the EBA's simulations, the Austrian systemically relevant financial institutions only
showed potential write-downs due to the valuation of government bonds at market
values of € 112 million, they must raise a total of € 3.9 billion to meet the higher capi-
tal requirements. The EBA justifies the extraordinary temporary capital requirements
as a measure to strengthen confidence in the European financial system rather than
a reserve to cushion valuation losses of European government bonds. It has an-
nounced a revision of the additional capital requirements for the case of a normali-
sation of the situation in bond markets (Press release of 8 December 2011). This me-
dium-term forecast assumes that lending policies of domestic banks will not restrict
companies' expected investments, housing construction or consumption plans of
private households. If one or several of these assumptions proved incorrect, this
would worsen the outlook.

Further, using an econometric forecast model leads to restrictions resulting from
methodological problems. The WIFO-Macromod models empirical relationships in
the way they determined Austria's economic trends on average in the past 30 years.
During crises these relationships are difficult to quantify. For this reason model calcu-
lations can only approximately reflect the actual effects.
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Slow Economic Upturn Following Soft Patch in 2012
Medium-term Forecast of the Austrian Economy until 2016 —Summary

During the forecast period 2012-2016 growth will be weaker than in the recent
past. On average real GDP is expected to increase by 1.6 percent per year. Thus,
the Austrian economy will expand at a slower pace than on average during the
years preceding the financial and economic crisis. The cyclical slowdown already
became apparent during the second half of 2011 and will confinue in 2012. The
expansion is not expected to regain momentum, gradually closing the output
gap, before 2014. Between 2011 and 2016 trend output of the Austrian economy
will grow by 1.6 percent, which is 2 percentage point below the average growth
rate of the five years preceding the financial crisis.

Exports will expand by an annual average of 5.5 percent during 2012-2016. Imports
to Austria are expected to increase by 5.1 percent per year. The Austrian econ-
omy will contfinue to benefit from the favourable conditions in international trade.
Net exports will remain positive though lower compared to the level of the five
most recent years. Investment info machinery and equipment typically shows the
stfrongest reaction to the economic outlook. Its growth is not expected to begin
picking up noticeably until in 2014, averaging 3.3 percent during 2012-2016. The
increase in construction investment will remain limited. Consumption expenditure
of private households will expand only slightly during the forecast period. At the
same time the savings ratio will increase markedly, converging slowly to its long-
term average.

The consumer price index will rise by an annual average of 2.1 percent during
2012-2016. This means that inflationary pressure will remain weak during the fore-
cast period. The frend in unit labour cost — a key domestic inflation factor — will be
weak. By confrast, import prices will increase noticeably due to energy price hikes,
thus raising the domestic inflation rate. This effect is enhanced by the depreciation
of the euro.

Despite the weak upswing additional jobs will be created and labour supply will
grow markedly. Owing to a decline of early retirement, labour market participa-
fion will also increase. In addition, the number of foreign workers will go up, partly
due to legalisation and partly due to a stronger inflow of workers. Therefore, the
average unemployment rate during 2012-2016 will be significantly higher at
7.3 percent than in the recent past.

In 2013, the deficit of the general government will be below 3 percent of GDP for
the first fime since 2008. In the following years it will shrink to 1.9 percent (2016).
During the period from 2011 until 2016 revenues at current prices will increase by
3.3 percent per year. This is equivalent fo the average from the period 2006
through 2011. By contrast, growth of current expenditures will slow from 4.0 per-
cent (average 2006-2011) to 2.8 percent per year (2011-2016). As a consequence,
the government expenditure ratio will fall below 50 percent of GDP by 2016.
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