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Economic activity is currently buoyant globally as well as in Austria and is expected to maintain its momentum also in the first few
months of 2018. The Austrian labour market continues to recover, although unemployment remains high. The inflation differential
vis-Q-vis the euro area average persists.
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The global economy continues to grow briskly and is likely to maintain its momentum
also in the coming months. Recently the pace of expansion has slowed somewhat in
the USA; however, at +0.6 percent, quarter on quarter, GDP continued to grow
markedly in the fourth quarter. So far, there have been hardly any signs that eco-
nomic activity in the USA may be slowing: industrial production increased in De-
cember, and continued positive consumer sentiment suggests that consumer de-
mand will remain lively in the coming months.

This is also supported by the favourable labour market situation in the USA. The un-
employment rate was 4.1 percent in January, the lowest rate recorded in 15 years.
However, the pace of ifs decline has slowed considerably of late, despite further
employment gains. The low labour force participation rate and only slowly rising
wage pressures until now indicate that there is sfill spare capacity in the US labour
market.

In the euro areaq, the economic upswing is broad-based across regions and demand
components. GDP rose by 0.6 percent on a seasonally adjusted quarter-on-quarter
basis in the fourth quarter. Germany, France and Spain and many smaller countries
of the euro area registered brisk economic growth. Firms and private households
also continue to assess the present situation and future developments positively.
Therefore economic activity is expected to remain buoyant in the coming months.
Labour markets also continue to improve. The unemployment rate declined to
8.7 percent in the euro area in December, the lowest level in eight years. Neverthe-
less, in many countries unemployment is still markedly higher than it was before the
financial and economic crisis, and inflation has so far remained subdued (HICP
+1.3 percent in January, according to provisional estimates).

The Austrian economy also continues to grow vigorously. In the fourth quarter of
2017, GDP increased by 0.8 percent, quarter on quarter, according to WIFO's Flash
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Estimate. The expansion continues to enjoy broad support from all demand compo-
nents. This benefits especially the manufacturing sector. The Austrian economy is ex-
pected to maintain this momentum also in the coming months. Managers' assess-
ments of their present and future business situation confinue to be extremely posi-
tive. But while sentiment has recently deteriorated slightly in the manufacturing and
construction sectors, it has improved further in services. Consumer sentiment is also
optimistic.

Austrian labour market conditions are also improving further, owing to the robust
performance of the economy. Employment continued to rise in January, and un-
employment declined. However, the seasonally adjusted unemployment rate was
still very high at 7.9 percent according to the national definition.

Inflation (CPI), at +2.2 percent (HICP +2.3 percent), was considerably higher than the
euro area average in December. The upward drift in prices was due mostly to price
increases in the "housing, water, energy", "food and non-alcoholic beverages",
"transport”, "recreation and culture" as well as "restaurants and hotels" expenditure
categories. The core inflation rate (HICP) was +2.3 percent in December.

1. US economy maintains strong momentum

US GDP, at +0.6 percent quarter on quarter, continued to grow at a brisk pace in the
fourth quarter of 2017. The expansion of demand was supported by a marked in-
crease in personal consumer spending, investment and exports. The growth momen-
tum weakened slightly compared with the previous quarter, however. This was due
to stock reductions, after an accumulation of stocks had sustained demand in the
third quarter.

Economic indicators, though not improving further recently, continue to point to sus-
tained positive momentum in the USA. Having increased slightly in December, the
ISM Purchasing Managers' Index moderated again somewhat in January. Consumer
sentiment according to the Conference Board and the University of Michigan's Con-
sumer Sentiment Indicator also deteriorated slightly in January. But all indicators
have maintained very high levels. The expansion of industrial production in Decem-
ber also suggests that economic activity will remain buoyant.

Labour market conditions have improved significantly in recent years owing to the
robust performance of the economy. The unemployment rate was 4.1 percent in
January, the lowest rate recorded in more than 15 years, and long-term unemploy-
ment as well as the number of involuntary part-time workers were also considerably
lower compared with a year before. However, the unemployment rate has been
unchanged since October 2017, and the labour force participation rate has also
barely changed in the last twelve months, although considerable employment gains
have been registered over this period. Apparently the additional demand for labour
is being met by the increase in the labour force, while the unemployment rate has
bottomed out. The fact that there is no marked acceleration in wage growth and
the subdued inflation momentum also suggest that there is still spare capacity in the
labour market.

So far there has been little
indication that economic
activity in the USA may be
slowing. GDP is growing vig-
orously, and economic indi-
cators are persistently posi-
tive.

2. Stock prices exiremely high

Price developments in stock markets remain remarkable. At the end of January, the
S&P 500 Stock Index for the USA was around 80 percent above the level seen in
2007. Since the presidential election in November 2016 it had risen by more than
30 percent. In January 2018 alone, it rose by around é percent, but dropped slightly
at the end of the month and markedly at the beginning of February. While these
developments are assumed to partly reflect higher profit expectations on account
of the planned corporate tax cut, they also show fears of a quicker increase in key
interest rates in the USA. A further sizeable price correction cannot be ruled out. Reall
estate prices have also been rising again considerably since their frough in 2011,
according to the S&P/Case-Shiller Index, and have almost doubled since 2000. In
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addifion, the personal savings rate dropped to a similarly low level in the fourth quar-
ter as last recorded in 2006. However, unlike before the financial crisis, the ratio of
household debt to disposable income has barely increased in recent years.

Figure 1: International business climate

Seasonally adjusted, 2010 = 100, 3-month moving average
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3.  Euro area economy growing markedly

The euro area economy expanded again relatively briskly at the end of 2017. GDP
increased at a seasonally adjusted quarter-on-quarter rate of 0.6 percent in the
fourth quarter, according to provisional estimates. Economic activity was robust in alll
large euro area countries. The French economy grew by 0.6 percent in the fourth
quarter compared to the previous quarter, while Spain recorded growth of 0.7 per-
cent. German GDP also picked up noticeably in the fourth quarter; in aggregate
terms, output increased by 2.2 percent, year on year, in 2017.

Assessments of the present situation and the outlook for the coming months are also
very positive, according to the European Commission's business survey. The Eco-
nomic Senfiment Indicator (ESI) did decline slightly in January, albeit after previously
climbing to an extremely high level in December. Assessments by enterprises in in-
dustry of capacity utilisation, order book levels and production expectations are ex-
fremely positive; consumer confidence has also improved considerably lately. The
breadth of the upswing is reflected in business surveys; sentiment is positive in all
countries of the euro area.

The steady improvement of labour market conditions also contributes to this devel-
opment. In December, the unemployment rate came in at 8.7 percent, the lowest
rate recorded in eight years. However, it still remained 1% percentage points above
the level recorded prior to the economic crisis. Since January 2017, the unemploy-
ment rate has dropped by 1 percentage point. If it keeps falling at this pace, the
unemployment rate is expected to reach its pre-crisis level in the course of 2019. Al-
though unemployment is declining in all countries of the euro areaq, it is still very high
in some and further away from pre-crisis levels than on euro area average.

Inflation in the euro area remains subdued. In January, the Harmonised Index of
Consumer Prices (HICP) was up by 1.3 percent compared with a year before, ac-
cording to provisional estimates. Core inflation (HICP excluding energy and unproc-
essed food) was even lower at +1.2 percent and unchanged from previous months.

The broad-based economic
growth in the euro area is set
to continue in the coming
months. Sentiment is positive,
and unemployment is declin-
ing. Inflation remains ex-
tremely subdued.

4. Austrian economy posted vigorous growth in fourth quarter of 2017

Economic activity in Austria remained robust at the end of 2017. In the fourth quarter
of 2017, GDP rose by 0.8 percent, quarter on quarter (trend-cycle component), ac-
cording fo advance estimates (third quarter +0.9 percent, second quarter +0.8 per-
cent). Aggregate output for 2017 exceeded the year-earlier level by 2.9 percent.
The expansion momentum is unbroken, especially in manufacturing: in the fourth
quarter, value added in this sector increased by 2.9 percent compared with the
previous quarter. But value added also rose markedly in construction and in several
services industries, while its momentum weakened notficeably in the trade sector at
the end of 2017.

The expansion was supported by the continuous growth of private consumption and
a persistently strong investment momentum. In particular machinery and equipment
investment continued to rise vigorously in the second half of 2017; construction in-
vestment growth, by contrast, lost considerable traction. However, a substantial ac-
cumulation of inventories has been registered in the last three quarters, supporting
demand so far. A reduction of these stocks may contribute to a slight weakening of
economic activity in the coming months. Exports, notably goods exports, also grew
sharply in the fourth quarter, clearly reflecting the robust growth of global activity.

Austria's cumulative nominal exports from January to November 2017 rose by
8.6 percent compared with the same period a year before. The breadth of the
global economic upswing is apparent in a sharp increase in Austrian exports to al-
most all important trading partner countries. Only exports to Switzerland and the UK
declined compared with a year before.
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4.1 Favourable outlook for economic activity in first half of 2018

The Austrian economy is set to expand sharply also in the first few months of 2018.
According to the WIFO-Konjunkturtest (business cycle survey), companies' assess-
menfts of both their present situation and developments in the coming months con-
finue to be extremely optimistic. The Present Situatfion Index rose further on a sea-
sonally adjusted month-on-month basis in January, reaching a new peak. Assess-
menfts improved in particular in the consfruction and services sectors. In manufactur-
ing, by confrast, the Present Situation Index fell slightly for the first time since summer
2017. It had, however, climbed to an exiremely high level until December; hence
senfiment in manufacturing also confinues to be very positive. The slight deterioro-
fion in assessments concerned above all the production of primary products and
consumer goods, while sentiment in the capital goods industry improved further.

Companies also continue to be upbeat about their future business situation. The re-
spective index did moderate marginally in January according to WIFO-Konjunktur-
test, but stayed within the range of its record highs. This also reflected the somewhat
more pessimistic assessment by firms in manufacturing originating from the primary
products and consumer goods industries. By contrast, the index improved again
markedly in the capital goods industry. Expectations were slightly better in January
than they had been in the preceding months in the services sector, while they dete-
riorated considerably from an extremely opfimistic level in construction.

Figure 2: Results from the WIFO-Konjunkturtest
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Figure 3: Key economic indicators
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In January, consumer confidence also remained as high as previously, according to
the European Commission's business and consumer surveys; in the industrial and
construction sectors, by contrast, senfiment deteriorated somewhat from high levels.
All'in all, economic activity is expected to remain robust also in the first few months
of 2018.

4.2 Employment growing, unemployment declining

The situation in the Austrian labour market is improving further, owing to the good

. .. . Employment continues fo
performance of the economy. According fo provisional estimates, the number of poY

grow markedly. The unem-

persons in active dependent employment rose by 85,000 (+2.5 percent) in January, ployment rate is gradually
compared with a year before. Compared with a month before, the seasonally ad- declining, but still very high in
justed increase was 8,500 (+0.2 percent). Considerable employment gains were re- long-term comparison.

corded in 2017 notably in the other business activities and manufacturing sectors.

In January, the number of persons registered as unemployed with the Public Em-
ployment Service (AMS) declined by 43,100 (-10.2 percent), compared with a year
before; including persons enrolled in vocational fraining programmes, the number
fell by 38,000 (-7.7 percent). On a seasonally adjusted month-on-month basis, the
number of unemployed persons declined by 1.3 percent in January. Hence the seo-
sonally adjusted unemployment rate according to the national definition dropped
from 8 percent in December to 7.9 percent in January. Compared with a year be-
fore, the unemployment rate fell by 1.2 percentage points. A particularly sharp de-
cline was recorded in the number of unemployed young people under 25
(-18.8 percent, compared with a year before). The number of long-term unem-
ployed also declined rapidly (-10.8 percent). Unemployed persons aged 50 and
older (-5.3 percent) and unemployed persons with health restrictions (-0.8 percent)
have so far benefitted less from the increase in employment.

4.3 Inflation in Austria remains considerably higher than in euro area

Annual (CPI) inflation, at +2.2 percent, was slightly lower in December than in the

. . . . . The inflation differential vis-a-
previous months. Hence it was considerably higher than in the euro area as a whole

vis the euro area average

(HICP Austria +2.3 percent, euro area +1.4 percent). Upward pressures in Austria persists. Prices of goods pur-
came notably from price increases in the "housing, water, energy”, "food and non- chased on a daily and
alcoholic beverages", "recreation and culture", "transport" as well as "restaurants and weekly basis are rising

hotels" categories. The price index for the micro basket of goods (daily purchases) SelRliz

increased by 5.7 percent, compared with a year before, while that for weekly pur-
chases rose by 4.1 percent. The core inflation rate (HICP) has followed a slight
downward trend in recent months (December +2.3 percent).
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