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e The COVID-19 pandemic severely affected global economic activity in 2020.

e Austria experienced the strongest recession since the post-war period and a drastic increase in
unemployment.

e From mid-March 2020, the Austrian federal government implemented health policy measures. In
response to the infection incidence, these were alternately relaxed and fightened over the year.

e The measures restricted economic activity especially in the accommodation and food service
activities, transport, frade and other services sectors. Private consumption also declined sharply in 2020.

e Industrial activity slumped in the first half of the year, but recovered from the summer onwards.

e A high take-up of short-time work dampened the rise in unemployment and stabilised the incomes of
those affected.

e The inflation rate was 1.4 percent in 2020, lower than in 2018 and 2019.

Economic growth in selected regions in 2020
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The COVID-19 pandemic led to a drastic slump in economic output both
internationally and in Austria (source: Eurostat, OECD, Statistics Austria,
Macrobond).
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1. Introduction

The COVID-19 pandemic led to a drastic
slump in the global economy in 2020. The
SARS-CoV-2 virus first appeared in China at
the end of 2019. Economic damage was ini-
tially locally limited and due to production
losses. However, the rapid spread of the virus
and restrictions on economic activity due to
health policy measures caused a sharp de-
cline in global industrial production, world
trade, tourism and commodity prices as
early as spring 2020.

Measures taken internationally and in Austria
during the first quarter of 2020 included re-
strictions of mobility and travel, cancellation
of events, and workplaces and school clo-
sures. From early summer onwards, the
measures were eased in many countries, but
were tightened again in late autumn due to
arenewed increase in COVID-19 infections.

Economic development 2020

As an international comparison of the inten-
sity of official measures over time shows, the
individual countries tightened or loosened
the measures to a large extent in parallel
(Figure 1). In doing so, they followed the
wave-like development of the infection inci-
dence. However, the intensity of the
measures varied.

The respective health policy restrictions had
a strong impact on economic dynamics at
home and abroad and noficeably affected
economic activity on both the supply and
demand side, especially in the first half of
2020. A strong recovery followed in the sum-
mer.

This article provides a review of economic

developments in Austria and the world with
a focus on domestic wage, consumption
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and price developments. A detailed analysis
of the monetary and financial markets can
be found in Pekanov (2021b). Reports on the
development of industry, foreign frade and

ports).

Figure 1: Intensity of lockdown measures in international comparison
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Source: University of Oxford, Blavatnik School of Government; WIFO.

2. International economy: broad-based slump

The global economy was dominated by the
COVID-19 pandemic in 2020. Global eco-
nomic activity declined significantly in the
first half of the year. World trade recorded a
drastic slump in the second quarter, but re-
turned to pre-crisis levels in November — after
a strong rebound in the summer

(2020 -5.3 percent). Industrial production
showed similar dynamics. Production out-
ages disrupted international supply chains.
In the second hallf of the year, however, a
recovery began there as well (Figure 2).

2.1 Economic activity collapsed in most
economies

With the exception of China, all of Austria's
important trading partners recorded a de-
cline in economic output in 2020 (Table 1). In
China, GDP had fallen in the first quarter, but
recovered in over the year and had already
returned to its pre-crisis level by the end of
2020. Other Asian countries benefitted from
the rapid recovery of the Chinese economy.

The international economic development

was mainly characterised by the decline in
consumption in the second quarter. While
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industrial production began to grow again in
the middle of the year, private consumption
and value added in the service sector con-
finued to decline in many countries at the
end of the year.

In the USA, GDP fell by 3.5 percent in 2020.
The unemployment rate rose significantly in
the first half of the year, reaching 6.7 per-
cent in December, more than 3 percentage
points above the February 2020 low.

In the euro area, economic output shrank
by 6.6 percent in 2020, in the EU 27 by

6.2 percent. After the historic slump in the
second quarter, a strong rebound was rec-
orded in the third quarter. In the fourth quar-
ter, GDP stagnated. To relieve the labour
market, some countries (e.g. Germany,
France and Italy) infroduced short-time work
programmes or expanded existing pro-
grammes. This should dampen employment
losses and the rise in unemployment. The un-
employment rate in the euro area rose from
7.5 percent in January to 8.2 percent in De-
cember 2020. In September it was temporar-
ily at 8.7 percent.

Economic development 2020



Figure 2: Developments in global international trade and industrial production
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The COVID-19 crisis af-
fected all economies in
the EU, but to different
degrees.
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Table 1: Economic growth of Austria's most important trading partners

Percentage shares

2016 2017 2018 2019 2020

GDP volume, percentage changes from previous year

2019
Exports! GDP?
EU 27 66.7 15.4
Euro area 51.5 12.5
Germany 29.3 &5
Italy 6.4 2.0
France 4.4 2.4
CEEC 5° 14.7 1.8
Czech Republic 8.5 0.3
Hungary 3.6 0.2
Poland 3.4 1.0
USA 6.7 15.9
Switzerland 5.0 0.5
UK 2.9 2.4
China 2.9 17.4
Total, PPP-weighted4 52
Total, export-weighted® 84

+ 20 + 2.8 + 2.1 + 1.6 - 6.2
+ 1.9 + 2.6 + 1.9 + 1.3 - 6.6
+ 22 + 2.6 + 1.3 + 0.6 - 49
+ 13 + 1.7 + 0.9 + 0.3 - 89
+ 1.1 + 23 + 1.8 + 1.5 - 81
+ 2.8 + 4.7 + 4.7 + 3.8 - 3.9
+ 2.5 + 5.2 + 3.2 + 23 = 56
+ 2.1 + 4.3 + 5.4 + 4.6 - 50
+ 3.1 + 4.8 + 5.4 + 4.5 - 27
+ 1.7 + 23 + 3.0 + 2.2 - 3.5
+ 20 + 1.6 + 3.0 + 1.1 - 29
+ 1.7 + 1.7 + 1.3 + 1.4 - 99
+ 68 + 6.9 + 6.7 + 6.0 T 2
+ 4.1 + 3.9 + 3.8 + 3.2 - 27
+ 2.1 + 2.8 + 2.3 + 1.7 - 5.7

Source: Eurostat, Macrobond, OECD, WIFO calculations. — ' Shares in Austrian exports of goods. — 2 Shares in
world GDP, purchasing power-weighted. — 3 Czech Republic, Hungary, Poland, Slovenia, Slovakia. — 4 EU 27, USA,
Switzerland, UK, China; weighted with GDP atf purchasing power parities 2019. - ° EU 27, USA, Switzerland, UK,

China; weighted with Austrian goods export shares 2019.

The economic development of the EU mem-
ber countries was widely uniform in 2020,
with the frough being reached in the sec-
ond quarter; however, the downturn and re-
covery of economic performance varied in
strength. This is not only due to differences in
the intensity of national health policy
measures (as well as their change), but also
to structural factors, such as the share of
tourism in total value added (Schiman,
2021). For example, GDP fell comparatively
sharply in Spain (-11 percent), Italy (-8.9 per-
cent), France (-8.1 percent) and Portugal
(-7.6 percent), while in Lithuania (-0.9 per-
cent), Luxembourg (-1.3 percent), Poland

Economic development 2020

(-2.7 percent) and Sweden (-2.8 percent)
the slump was much milder. In Germany,
GDP fell by 4.9 percent. The UK economy
was also hit hard by the COVID-19 crisis and
contracted by 9.9 percent. Brexit came info
effect on 1 January 2020.

Expansionary fiscal and monetary policies
prevented an even deeper slump in
economic outfput in 2020 (for details see
Pekanov, 2021a). The ECB expanded
existing measures and infroduced additional
new programmes. The main refinancing rate
remained unchanged at 0.0 percent in
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2020, the interest rate for the deposit facility
at -0.5 percent.

Inflationary pressure (HICP) decreased in the
euro area in the course of the year. After
prices had sfill risen moderately in the first
half of 2020, a deflationary trend set in from
August. On average, inflation was 0.3 per-
cent for the year.

2.2 Decline in commodity prices

Since the OPEC+ countries (13 OPEC coun-
tries and 10 other important crude oil pro-
ducers) could neither agree on the mini-
mum consensus of an extension of the exist-
ing production quotas nor on a restriction of
production volumes atf their meeting at the
beginning of March 2020, a price war broke
out. Saudi Arabia announced an expansion
of oil production, which led to a supply-
driven drop in prices. The worldwide spread
of the COVID-19 virus and the health
measures taken everywhere reinforced the
expectation of a global recession, which
caused the demand for raw materials, espe-
cially crude oil, to plummet even further. As
a result, the Brent oil price plummeted to 9 $
per barrel by 21 April 2020, its lowest level

since December 1998!. Due to this price col-
lapse and an intervention by the presidents
of the USA and Russia, an agreement was
reached at the OPEC+ meeting in April to
cut production. This was to be reduced by
around 10 million barrels per day

(around -10 percent) from May onwards,
which initiated a trend reversal in the devel-
opment of crude oil prices; by the end of
2020, the price of Brent crude had risen
again to 50 $ per barrel. On an annual aver-
age, the crude oil price nevertheless fell
from 64.3 $ per barrel (2019) to 41.8 $ (2020)
per barrel (-35 percent).

Driven by the crude oil price development,
commodity prices fell by around 27 percent
in 2020 according to the HWWI (euro basis;
dollar basis —25.6 percent). Despite the in-
crease in the second half of the year, the in-
dex in the fourth quarter was still 21.7 per-
cent below the previous year's value (euro
basis; dollar basis —15.6 percent). Prices for
industrial raw materials increased by an an-
nual average of 3.2 percent, falling in the
first half of the year due to the economic
slump and increasing again significantly in
the course of the rebound from the third
quarter onwards.

Figure 3: Development of raw material and energy prices
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Source: HHWWI; Statistics Austria; WDS — WIFO Data System, Macrobond. CPI . . . consumer price index.

3. Austria

3.1 Drastic slump in economic output

In the wake of the COVID-19 crisis, Austria's
economic output in 2020 fell sharply com-
pared to the previous year (-6.6 percent in

! The unique event of a negative oil price occurred
for West Texas Intermediate (WTI) on 20 April 2020: in
the course of trading, the WTI price fellto -40 §, i.e.
sellers were willing to pay buyers 40 $ in order not to
be stuck with the commodity from their futures

WIFO M Reports on Austria

real terms; 5.5 percent in nominal terms),
even more sharply than in 2009 during the fi-
nancial market and economic crisis

(-3.8 percent). Due to the spread of the
COVID-19 pandemic in Austria, domestic

contracts for delivery in May 2020. The main reason for
this was that 20 April was the last frading day for these
contracts. Storage capacities were already very
heavily utilised (and thus expensive).

The price of crude oil fell
to around 20 $ at the
end of April 2020, its
lowest level since 2002.

With the spread of the
COVID-19 pandemic in
Austria and the health
policy measures, do-
mestic economic activ-
ity dropped considera-
bly.

Economic development 2020
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GDP already fell notficeably in the first quar-
ter of 2020 (-3.0 percent compared to the
previous quarter). In order to contain the
spread of infection, public and economic
life was severely restricted from mid-March
(calendar week 12) in the course of the first
complete lockdown. Trade (except for gro-
cery shops, pharmacies, drugstores and post
offices) had to close, as did food service
and accommodation activities, personal
service providers (such as hairdressers) and
schools. The measures were gradually eased
in the course of the second quarter.

Consumption-relevant sectors such as tour-
ism, fransport, frade, personal services, as
well as arts, entertainment and recreation
were particularly hard hit by the closures.
GDP fell broadly in the second quarter of
2020; the decline was —10.7 percent from
the previous quarter — the sharpest slump
since the post-war period. Opening steps
over the summer led to a strong rebound in
the third quarter (+11.8 percent). Catch-up
effects supported a recovery, especially in
private household consumption, but also in
investment and foreign frade.

Figure 4: Weekly WIFO Economic Index (WWWI) - subcomponents of the expenditure side
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Source: WIFO; Statistics Austria; University of Oxford, Blavatnik School of Government; Macrobond. The gray
areas show the intensity of public health measures in Austria to contain the COVID-19 pandemic according to
the University of Oxford, Blavatnik School of Government. Stringency Index in five grades: no or low con-
straints . . . light grey: under 20, 20 to 40, 40 to 60, 60 to 80, severe constraints . . . dark grey: over 80.

In autumn, the infection figures rose again,
resulting in renewed restrictions in the ac-
commodation and food service activities
from the beginning of November 2020 (cal-
endar week 45), which were subsequently
tightened and extended to other sectors
(second complete lockdown in calendar
weeks 47 to 49). In addition to the food ser-
vices? and accommodation activities, the
closures again affected large parts of the
frade and body-related services. From cal-
endar week 50 onwards, the measures were
eased in retail (Christmas shopping) and ser-
vices, but the restrictions on restaurants and
hotels remained in place.

From 26 December, the regulations from the
second lockdown came into force again

2 A pick-up of food and drinks was still possible.

Economic development 2020

and remained in force until the beginning of
February 2021 (calendar week 5; third com-
plete lockdown). The measures again
dampened economic activity at the end of
the year, especially in the service sectors. In-
dustrial production, on the other hand, stabi-
lised. GDP fell by 2.7 percent in the fourth
quarter.

The COVID-19 pandemic was also reflected
in the confidence indicators of the WIFO-
Konjunkturtest (monthly business cycle sur-
vey). Broadly spread across the manufactur-
ing, construction and services sectors, both
the current situation assessment index and
the expectations index collapsed in April
2020. The overall index in manufacturing
reached roughly the level it had during the

WIFO B Reports on Austria



financial market and economic crisis of
2008-09. In the services sector, it fell signifi-
cantly below this level. The mood bright-
ened in the further course of the year.

The activity level of the Austrian economy

was subject to large fluctuations in 2020, not
least due to the alternation of official closure
and easing measures. In order to be able to

Table 2: Development of aggregate demand
Volume (chain-linked series)

cover such infra-year changes in economic
performance more accurately, WIFO devel-
oped the Weekly WIFO Economic Index
(WWWI). It measures the real economic ac-
tivity of the Austrian economy on a weekly
basis in comparison to the previous year and
shows the contribution of the most important
demand components (Figure 4).

2017 2018 2019 2020

Percentage changes from previous year
Final consumption expenditure + 1.6 + 1.1 + 1.0 - 6.5
Households! + 1.9 + 1.1 + 0.8 - 9.6
General government + 0.9 + 1.2 + 1.5 + 1.6
Gross capital formation + 4.4 + 53 + 0.8 - 59
Gross fixed capital formation + 4.1 + 3.9 + 4.0 - 49
Machinery and equipment? + 7.3 + 3.2 + 47 -11.1
Construction + 25 + 3.6 + 3.6 - 33
Other investment? + 25 + 57 + 3.6 + 1.6
Domestic demand + 25 + 22 + 1.1 - 64
Exports + 49 + 5.5 + 29 -10.4
Imports + 53 + 50 + 24 -10.2
Gross domestic product + 2.4 + 2.6 + 1.4 - 6.6

Source: Statistics Austria; WDS — WIFO Data System, Macrobond. — ' Including non-profit institutions serving house-
holds. — 2 Including weapon systems. — 2 Mainly intellectual property products (research and development, com-

puter programmes, copyrights).

Table 3: Growth contribution of demand components to GDP, volume

2017 2018 2019 2020
Percentage points
Final consumption expenditure + 1.2 + 0.8 + 0.7 - 4.6
Households' + 1.0 + 0.6 + 0.4 - 49
General government + 0.2 + 0.2 + 0.3 + 0.3
Gross capital formation + 1.1 + 1.3 + 0.2 - 1.5
Gross fixed capital formation + 1.0 + 0.9 + 1.0 - 1.2
Machinery and equipment? + 0.6 + 0.3 + 0.4 - 09
Constfruction + 0.3 + 0.4 + 0.4 - 04
Other investment? + 0.1 + 0.3 + 0.2 + 0.1
Domestic demand + 2.4 + 2.1 + 1.1 - 6.2
Exports + 2.6 + 3.0 + 1.6 - 58
Imports - 26 - 26 - 13 + 53
Gross domestic product percent + 2.4 + 2.6 + 1.4 - 6.6
Source: Statistics Austria; WDS — WIFO Data System, Macrobond. — ' Including non-profit institutions serving house-

holds. - 2 Including weapon systems. — 3 Mainly intellectual property products (research and development, com-

puter programs, copyrights).

Since the first lockdown came into effect in
mid-March 2020, the WWWI has been con-
sistently below the previous year's level, with
tightening of restrictions seen in the form of
declines and easing steps reflected in a re-
covery of economic activity. In particular,
private household consumption expenditure
reacted sensitively to the health policy
measures and contributed significantly to
the decline in economic output.

Private consumption (including non-profit in-

stitutions serving households) declined by
9.6 percent in 2020. Public consumption

WIFO M Reports on Austria

demand, on the other hand, grew by

1.6 percent. Thus, consumption as a whole
declined by 6.5 percent. Businesses also cur-
tailed their demand. Gross fixed capital for-
mation fell by 4.9 percent compared to the
previous year. Especially the volatile invest-
ments in equipment declined strongly

(=11.1 percent). Construction investments
were more stable across the board and fell
by only 3.3 percent. In contrast, other invest-
ments, which mainly include intellectual
property such as research and development
as well as computer programmes and copy-
rights, were expanded by 1.6 percent.

The WWWI is a new tool
for the weekly assess-
ment of economic ac-
tivity in Austria.

Economic development 2020
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Especially in contact-in-
tensive economic sec-
tors, value added de-
clined significantly in
2020.

Against the backdrop of the global eco-
nomic crisis, foreign trade also declined in
2020. Exports decreased by 10.4 percent.
Both goods and services exports contributed
to this decline. Concerning goods exports, a
recovery began from the middle of the
year, while service exports — due to the
losses in travel during the tourist winter

season — continued to slump at the end of
the year. Imports fell by —10.2 percent,
somewhat less than exports. Foreign frade
thus contributed fo the decline in GDP. In
line with the international economic picture,
both imports of goods and services in-
creased in the third and fourth quarters
compared to the previous quarter.

Figure 5: Growth contribution of the economic sectors to GDP, volume

Contribution to quarter-on-quarter growth, seasonally and working-day adjusted

(according to Eurostat definition)
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The loss of consumer demand led to losses in
value added in frade, tfransport, accommo-
dation and food service activities, personal
services, arts, entertainment and recreation.
Especially in the second quarter of 2020, a
strong decline was recorded in these sec-
tors. After a rebound in the third quarter,
value added fell again in the fourth quarter.
In the accommodation and food service
activities it declined by 35.2 percent in 2020
as a whole. This sector thus conftributed sig-
nificantly to the decline in GDP in the econ-
omy as a whole. In other services, value
added shrank by 19.6 percent, but due to
the small share of this sector in fotal value
added, this decline was less significant. In
fransport, value added fell by 15.5 percent.

In contrast, the less contact-intensive service
sectors proved to be crisis-resistant: in the ar-
eas of information and communication
(+1.8 percent), financial and insurance

(+2.5 percent), real estate (+1.9 percent)
and public administration (NACE sections O
to Q, +0.3 percent), value added increased
in 2020. In the construction industry it fell by
2.3 percent. The domestic industrial cycle
was in line with the international develop-
ment; the frough was reached in the

8 Economic development 2020

second quarter, followed by a recovery in
the second half of the year. Overall, value
added in manufacturing declined by

7.2 percent in 2020.

Due to the drastic increase in government
spending and the decline in revenues, the
government deficit rose to 8.9 percent of
nominal GDP in 2020 - the highest value
since start of record in 1954. This abruptly
ended the favourable development of pre-
vious years (surplus in 2019: 0.6 percent of
GDP). Public debt rose again and was

34.8 billion € higher at the end of 2020 than
at the end of 2019, at 315.2 billion €

(83.9 percent of GDP). On the expenditure
side, expansionary fiscal policy measures
such as short-fime work, the fixed-cost sub-
sidy or the turnover substitute increased the
deficit. On the revenue side, direct tax reve-
nue, taxes on production and imports and
social contributions fell.

The COVID-19 crisis also burdened the do-
mestic labour market. In 2020, the number of
employed persons fell by 2.0 percent. The
declines were particularly high in fourism
(=19.2 percent) and in other economic ser-
vices (-7.5 percent; Bock-Schappelwein
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et al., 2021). The unemployment rate rose by
2.5 percentage points to a new high of

9.9 percent. The expansion of short-time
work prevented an even greater decline in
employment (Huemer et al., 2021). With over
1.0 million short-time work cases settled, the
peak of use was reached in April 2020. By

Table 4: Gross value added, at basic prices
Volume (chain-linked series)

the end of October, the number of people
in short-time work had fallen to around
80,000 and rose again in the wake of the
lockdown in November. At the end of De-
cember, short-tfime work had been ap-
proved for around 420,000 people (Budget
Service, 2021).

2017 2018 2019 2020
Percentage changes from previous year

Agriculture, forestry and fishing + 5.3 + 3.5 - 08 - 29
Total industry! + 4.0 + 4.9 + 1.0 - 6.9
Manufacturing + 3.7 + 53 + 0.7 - 7.2
Construction + 33 + 1.8 + 2.7 - 23
Wholesale and retail frade + 0.1 + 29 + 0.6 - 5.6
Transportation and storage + 4.0 + 1.4 + 1.6 -15.5
Accommodation and food service activities + 0.7 + 1.3 + 2.1 -35.2
Information and communication + 2.1 + 9.8 + 3.7 + 1.8
Financial and insurance activities + 5.6 + 2.9 + 3.0 + 2.5
Real estate activities + 1.3 + 1.1 + 1.2 + 1.9
Other business activities? + 3.6 + 3.6 + 2.1 -11.6
Public administration3 + 1.2 + 0.8 + 0.6 + 0.3
Other service activities* + 2.1 - 04 + 0.7 -19.6
Total gross value added?® + 2.5 + 2.8 + 1.4 - 64
Gross domestic product at market prices + 2.4 + 2.6 + 1.4 - 6.6

Source: Statistics Austria; WDS — WIFO Data System, Macrobond. — ' Mining and quarrying, manufacturing, elec-
fricity, gas, steam and air conditioning supply, water supply, sewerage, waste management and remediation
activities (NACE B to E). - 2 Professional, scientific and technical activities, administrative and support service ac-
fivities (NACE M and N). - 2 Including compulsory social security, defence, education, human health and social
work activities (NACE O to Q). - * Including arts, enfertainment, sport and recreation, personal services, private
households (NACE R to U). — % Before deduction of subsidies and attribution of taxes on products.

3.2 Short-time work supported labour
incomes

The lockdown measures shaped labour mar-
ket developments in 2020. The number of
employed persons declined, the hours of
work decreased overall as well as per cap-
ita. In addition, a considerable share of the
employees was on short-time work. The
aforementioned factors had an impact on
wage development in 2020. In addition fo
the collectively agreed minimum wages, the
crisis-related reduction in actual working
hours per capita and the instrument of short-
fime work influenced the wage develop-
ment of employees. Accordingly, wage dy-
namics varied, both in the course of the
year and between the sectors, especially
from the second quarter onwards. While
sectors with relatively stable employment
figures (energy supply, construction, public
administration, education and social work
activities) recorded wage increases, these
were absent in sectors in which a high pro-
portion of the lost hours was covered by
short-time work (accommodation and food
service activities, other service activities,
wholesale and retail frade).

The collective wage bargaining agree-

ments, themselves influenced by the eco-
nomic environment in 2019, were therefore
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only responsible for part of the effective
wage development in 2020. Due to the
weakening of the economy in 2019, the so-
cial partners agreed on significantly lower
wage settlements compared to the wage
bargaining rounds for 2019. In the associa-
fions of the metal industry, whose collective
wage agreements traditionally set a guiding
framework for agreements negotiated in
other sectors, the bargaining partners
agreed on an increase in actual wages of
+2.6 percent fo +2.8 percent which fook ef-
fect at the beginning of 2020. The agree-
ment was thus 0.8 percentage points below
the previous year's value. Employees could
choose between a reduction in working
fime (and unchanged wage) and a wage
increase; in the case of full-time employ-
ment, the additional monthly time off entitle-
ment corresponded fo 3 hours and 45
minutes. The wage agreement for 2020 was
the same for all metal industry frade unions.
In addition, the collectively agreed mini-
mum wage in the metal industry was raised
by 4.46 percent to a uniform 2,000 €. A pay
agreement was also reached for the civil
servants; salary increases were between
2.25 and 3.05 percent. For the trade sector,
a staggered increase of 2.2 to 2.5 percent
was agreed. The 2020 spring wage rounds
were already overshadowed by the influ-
ence of the COVID-19 crisis. The bargaining

Collectively agreed
minimum wages rose
significantly more
strongly than effective
wages per capita in
2020.
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parties agreed on seftlements close to the measures, was valid until 30 April 2020. In the

inflation rate. The agreement in the tourism supplementary collective wage bargaining
and leisure industry, which was strongly af- agreement, a one-time Corona bonus of
fected by the COVID-19 regulatory 100 € net was set for November 2020.

Table 5: Development of collectively aggreed minimum wages

Index of Agreed Minimum Wages 2016

Weighting Total employees
2019 2020
Percentage changes from previous year

Index of Agreed Minimum Wages, total 1.000,000 + 3.0 + 2.4
Excluding civil servants 837,726 + 3.0 + 23
Craft and trades 196,327 + 3.1 + 2.5
Industry 163,994 + 3.2 + 24
Trade and commerce 127,187 + 2.6 + 23
Transport and communication 54,763 + 3.6 + 2.0
Tourism and leisure 49,712 + 26 + 1.1
Banking and insurance 37,035 + 2.9 + 2.2
Information and consulting 67,321 + 2.9 + 2.3
Civil servants 162,274 + 3.1 + 2.4

Source: Statistics Austria, WIFO calculations.

Table 6: Development of wages and salaries

2018 2019 2020
Percentage changes from previous year

Wages and salaries, total

Gross + 5.0 + 4.4 - 18
Net! + 4.5 + 4.5 - 1.2
Employees? + 2.2 + 1.5 - 23

Wages and salaries per capita?

Gross nominal + 2.7 + 2.9 + 0.6
Gross real® + 0.7 + 1.3 - 08
Net nominal’ + 2.2 + 2.9 + 1.2
Net real'3 + 0.2 + 1.4 - 02
Hours worked per capita? - 0.1 + 0.6 -73
Wages and salaries per hour worked
Gross nominal + 28 + 23 + 8.5
Gross real® + 0.8 + 0.8 + 7.0
Net nominal’ + 2.3 + 2.4 + 9.1
Net real'3 + 0.3 + 0.9 + 7.6

Source: Statistics Austria; WDS — WIFO Data System, Macrobond. — ' According to the WIFO Economic Outlook of
March 2021. - 2 Per dependent employment relationship. — 3 Deflated by the consumer price index (CPI).

According to the Index of Agreed Minimum heterogeneously. Especially in sectors

L L R - Wages, minimum wages rose by a weighted  strongly affected by working time reduc-

sidy clearly supported

o s average of 2.4 percent in 2020 (Table 5). In tions, the actual wage development devi-
per capita incomes. the areas of craft and trades (weight one ated from the collective wage agreements.
fifth), industry and civil servants (weight one Per capita incomes rose nominally by an av-
sixth each), the index values rose between erage of 0.6 percent and thus significantly
2.4 percent and 2.5 percent. At +1.1 per- weaker than according to the Index of
cent, the minimum wage development in Agreed Minimum Wages (+2.4 percent).
the tourism and leisure industry was clearly Such a high negative wage drift (1.8 per-
below average, as no new agreements centage points) was last seen in 2009.
were concluded as of 1 May 2020 due to
the crisis. Gross wages and salaries amounted to 156.2
billion € in 2020. Compared to the previous
However, actual wages in 2020 developed year, they fell by -1.8 percent (Table 6), less
noticeably weaker than the collectively than the number of dependent employees
agreed minimum wages and very (—2.3 percent), with short-time work
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dampening the decline. In 2020, Austrian
companies received short-time work sulbsi-
dies for about 1.2 million employees, of
which 43 percent were women and 57 per-
cent men (settled cases as of 26 January
2021, Public Employment Service Austria,
2021). From March to November 2020, an
average of 11.8 percent of employees were
on short-fime work. The average time lost
amounted to 43 percent of the respective
normal working hours (Public Employment
Service Austria, 2021). The net replacement
rate for the hours lost depends on the gross
earnings of the employees: for gross earn-
ings before short-time work of less than

1,700 € it is 90 percent, between 1,700 € and
2,685 € 85 percent and for higher earnings
80 percent (up to the maximum contribution
base of 5,370 € in 2020). Thus, for many em-
ployees, the short-time work benefit cush-
ioned the loss of earnings associated with
the reduced working hours and supported
per capita incomes as well as the overall
economic wage bill. Since short-time work
benefits are a part of monthly pay, incomes
per hour actually worked and compensated
by the employer rose exceptionally stfrongly
in 2020, by +8.5 percent.

Due to the progressive income tax rate, net
wages tend to grow more slowly than gross
wages. While gross and net wages per cap-
ita increased by almost the same amount in
2019 (+2.9 percent), the tariff reform (reduc-
fion in the tax rate for the lowest income tax
bracket) the family bonus and short-time
work are likely to have contributed to damp-
ening the crisis-induced decline in net wage
growth compared to gross wage growth:
nominal per capita growth was 1.2 percent
net (+0.6 percent gross). As consumer prices
rose by 1.4 percent in 2020, employees had
to accept slight net real wage losses of

0.2 percent on average.

3.3 Strong slump in consumer demand

According fo preliminary figures from Statis-
tics Austria, in 2020 the expenditure of do-
mestic private households (including non-
profit institutions serving households)

was 9.6 percent below the previous year's
level in real terms (Table 7). In nominal terms,
this corresponds to a reduction of 8.6 per-
cent. Thus, the decline in consumer demand
by 17.6 billion € is responsible for about four-
fifths of the total GDP slump.

On the one hand, the decline in demand
was the result of a negative supply shock:
temporary closures of most retail and service

3 For an ex-ante analysis of the effects of the
measures adopted in the course of the COVID-19 cri-
sis o support income and investment at the micro,
macro and sectoral-regional levels, see Baumgartner
et al. (2020).

4 According to preliminary calculations by Statistics
Austria (as of 1 April 2021), compensation of employ-
ees fell by 1.8 percent in nominal terms in 2020. The
operating surplus and mixed income declined by
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businesses during the lockdown phases frig-
gered a kind of forced saving by private
households. On the other hand, the uncer-
tain environment had a clear dampening
effect on consumer spending (negative de-
mand shock): private households increas-
ingly reacted with precautionary saving,
both to the high uncertainty on the labour
market, which often affected the individual
income situation, and to the uncertainty
about the further course of the pandemic.
The savings rate rose from 8.2 percent in
2019 to 14.5 percent in 2020 (+13.5 billion €) —
a very high value in a long-term comparison.

Income-supporting measures such as short-
time work assistance or support, subsidies for
unemployment benefits, the Corona family
hardship fund, the hardship fund for the self-
employed or the early reduction of the entry
tax rate for wage and income tax could not
fully compensate for the income losses in
202083. Disposable household income also fell
nominally for the first time since 1995

(1.9 percent; 3.0 percent in real terms)4.

As the presentation of consumer demand
by type of goods shows (Table 8), the de-
cline was strongest in the area of services
(-14.7 percent in real terms). This is mainly
due to consumption cuts in gastronomy,
fravel and in the areas of sports, culture and
leisure as well as personal services. Con-
sumer spending on everyday goods (espe-
cially food) increased strongly. Demand for
non-durable consumer goods, which in-
cludes food, nevertheless declined in 2020
(5.5 percent in real terms), mainly due to
significantly lower spending on fuel as a re-
sult of reduced household mobility. Expendi-
fure on semi-durable and durable consumer
goods, on the other hand, fell only slightly in
2020. For these areas, a significant decline
would have been expected due to the
weak income development, as private
households usually postpone expensive pur-
chases in economically uncertain phases.
While this was frue for new car purchases, in
2020 consumer spending on furniture, fur-
nishings, household appliances, IT equip-
ment or sports equipment increased, in
some cases sharply —reflecting the change
in consumer behaviour due to the increased
stay at home. In the aggregate, domestic
consumption declined by 9.6 percent (in
real terms). National consumption fell by

9.8 percent in real terms. To calculate this,
domestic consumption is expanded to in-
clude expenditures made abroad by Aus-
trian residents and reduced by the con-
sumption expenditures of non-residents in

2.0 percent. The balance of property income de-
creased by a good 40 percent, monetary social ben-
efits paid out to private households rose by 8.9 per-
cent and income and wealth tax revenue fell by

7.2 percent. The social contributions of private house-
holds almost stagnated (+0.2 percent). In a long-term
comparison, the rates of change mentioned are all
lows or highs.

The drastic loss of con-
sumption combined with
relatively stable dispos-
able household incomes
caused the savings rate
to rise to 14.5 percent.
The short-time work sub-
sidy and other fiscal pol-
icy measures supported
household incomes.

In 2020, expenditure on
services (e.g. restaurant
visits and travel) and on
goods that are not part
of daily needs (e.g.
clothing and shoes,
cars) declined sharply.
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Austria. Due to travel restrictions and closed
accommodation facilities, both declined
sharply (-69.6 percent and -39.5 percent in

real terms, respectively, compared to 2019,
Table 8).

Table 7: Private consumption, personal disposable income, consumption rate

Private consumption! Personal disposable income Consumption
rate?
Nominal Real® Nominal Real®
Year-to-year percentage changes

@ 2008-2012 + 2.8 + 0.9 + 1.8 - 0.1 + 1.0
@ 2012-2016 + 23 + 0.6 + 2.1 + 0.3 + 0.3
@ 2016-2020 + 0.1 = 1.5 + 2.0 + 0.3 = 1.9
2017 + 3.8 + 1.9 + 3.4 + 1.6 + 03
2018 + 3.2 + 1.1 SESES + 1.4 - 03
2019 + 2.7 + 0.8 + 3.2 + 1.3 - 0.5
2020 - 8.6 - 9.6 - 19 - 30 - 68

Source: Statistics Austria, WIFO calculations. - ' Domestic consumption including non-profit institutions serving
households. — 2 Consumption as a percentage of personal disposable income. -2 Chain-linked series.

Table 8: Development of private consumption in a longer-term comparison

Volume (chain-linked series)

@ 2008- @ 2012- @ 2016- 2017 2018 2019 2020
2012 2016 2020
Year-to-year percentage changes
Domestic consumption + 08 + 0.6 - 1.6 + 1.6 + 0.9 + 1.0 - 9.6
Durable consumer goods + 2.4 - 02 + 0.5 + 1.9 + 1.0 - 04 - 0.5
Semi-durable consumer goods + 1.1 + 1.9 + 0.5 + 0.9 + 0.4 + 1.0 - 04
Non-durable consumer goods - 0.2 + 0.1 - 08 + 13 + 0.7 + 0.6 - 55
Services + 1.0 + 0.7 - 28 + 1.8 + 1.1 & 10 -14.7
Consumption by non-residents in Austria - 10 + 2.0 - 9.7 + 2.6 + 4.1 + 3.1 -39.5
Consumption abroad by Austrian residents - 1.4 + 0.8 -225 + 93 + 8.5 + 0.0 -69.6
National consumption!’ + 0.9 + 0.5 - 17 + 1.8 + 1.0 + 0.8 - 98
Consumption by non-profit institutions serving households + 1.8 + 3.0 + 1.0 + 3.8 + 3.3 + 1.9 - 4.6
National consumption including non-profit institutions
serving households + 0.9 + 0.6 - 15 + 1.9 + 1.1 + 0.8 - 9.6
Durable consumer goods + 2.5 - 0.1 + 0.5 + 20 + 1.1 - 0.4 - 0.5
National consumption excluding durable consumer
goods + 0.7 + 0.6 - 18 + 1.9 + 1.1 + 1.0 -10.5

Source: Stafistics Austria, WIFO calculations. — ' Domestic consumption reduced by consumption of non-residents in Austria and expanded by consump-

fion abroad of Austrian residents.

Consumer confidence fluctuated signifi-
cantly in the course of 2020: at the begin-
ning of the year, the seasonally adjusted
balance of the harmonised EU consumer
confidence indicator stood at —2.8 percent-
age points. During the first lockdown, the
value deteriorated as low as —18.4 percent-
age points in April. This was followed by a re-
covery until September (-7.1 percentage
points), before consumer confidence fell
again to just under —16 percentage points in
the second lockdown. The assessments of
consumers in Austria were like those in Ger-
many. However, during the lockdown
phases — especially in autumn - the indica-
tor in Austria slumped more sharply. This re-
flects the different lockdown intensities (Fig-
ure 6).

The areas of frade relevant to consumption
also suffered losses in turnover and volume,
some of them drastic, as a result of the
COVID-19 pandemic in 2020. For the
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wholesale and retail frade (including repair
of motor vehicles), this means a sharp drop
in sales (—4.8 percent in volume, -5.3 per-
cent in turnover). This was particularly severe
for trade and repair of motor vehicles due to
the slump in demand for new cars (car regis-
frations decreased especially in the months
of March to August; —24.5 percent or

around —80,000 units compared to 2019).
Wholesale frade also declined (-5.3 percent
in volume, —7.0 percent in turnover). In par-
ticular, the closures of catering and accom-
modation establishments had a negative
impact on business activity in wholesale
trade. Turnover in retail trade stagnated, but
this was due to two opposing develop-
ments: food retail trade (including e.g. drug-
stores, tobacconists), which provides goods
for basic supply, was not affected by closure
measures and achieved strong, in some
cases double-digit increases in turnover.
Turnover in non-food retail tfrade, especially
in the area of clothing and shoes, declined
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significantly (-22.8 percent in vol-

ume, —24.0 percent in furnover compared fo
2019). Other sub-sectors such as DIY stores,
furniture retailing or sports retailing (espe-
cially in the summer months) developed
positively. The development was also

favourable in retail sale via mail order
houses and in particular for online shopping.
At —1.7 percent, employment in the whole-
sale and retail sector declined less sharply in
2020 than in the economy (-2.0 percent de-
pendent active employees, Table 9).

Figure 6: Development of the seasonally adjusted consumer confidence indicator

107 Austria

Germany — — = Euro area

Balance of positive and negative
responses in percent of total responses
X
J
\

2016 2017

2018 2019 2020

Source: Eurostat. Arithmetic average of the balance of positive and negative responses in percent of total
responses on the past and future financial situation of the household, the view on the future general eco-
nomic siftuation and on planned major purchases. Seasonally adjusted by Eurostat using dainties.

Table 9: Development in trade

Wholesale and retail Wholesale and retail Wholesale trade Retail frade
frade frade, repair of mofor  (excluding motor (excluding motor
vehicles vehicles) vehicles)
Percentage changes from previous year
Turnover of sales
2018 Y + 2.1 + 4.9 + 24
2019 + 1.2 + 0.6 + 0.9 + 2.1
2020 - 53 -10.7 - 70 + 0.1
Volume of sales
2018 1.3 + 0.7 4+ 2l + 03
2019 + 0.6 - 1.2 + 0.6 1.2
2020 - 48 -125 - 53 - 02
Prices (@ 2015 = 100)
2018 S + 1.4 + 2.7 + 2.1
2019 + 0.7 + 1.8 + 04 + 0.9
2020 - 05 + 20 - 18 + 0.4
Employment
2018 1.3 * 22 + 20 + 08
2019 + 0.2 + 0.9 + 0.9 - 04
2020 - 1.7 - 18 - 15 - 18

Source: Statistics Austria.

3.4 Energy and services determined price
dynamics in 2020

The inflation trend in 2020 was partly influ-
enced by the COVID-19 crisis. The fall in
crude oil prices triggered by the recession
led to a decline in prices for petroleum
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products from March onwards (-13.9 per-
cent on average for the year, inflation con-
fribution —0.5 percentage points). Energy
prices, however, fell by only 5.6 percent, as
electricity prices rose by more than 5.5 per-
cent.

Economic development 2020
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The inflation rate was

1.4 percent in 2020. Un-
processed food and ser-
vices in particular rose
at an above-average
rate. Mineral oil prod-
ucts, on the other hand,
significantly dampened
the overall price in-
crease.

According to the HICP,
price inflation in Austria
was significantly higher
in 2020 (+1.4 percent)
than in Germany and on
average in the euro
area, also due to a large
reduction in value-
added tax in Germany.

Food demand increased due to COVID-19
regulatory measures: output restrictions,
closed restaurants, home office and dis-
tance learning made higher self-supply nec-
essary compared to the previous year. Due
to border closures, there was a shortage of
labour from Eastern Europe (harvest workers,

butchers) in spring, which meant that in
some cases the harvests could not be har-
vested in full and meat could not be pro-
cessed, leading to a shortage of supply.
Prices for unprocessed food rose by 3.5 per-
cent on average for the year.

Table 10: Development of the consumer price index
Breakdown according to the purpose of consumption

2010 2015 2018 2019 2020
Percentage changes from previous year
Total consumer price index + 1.9 + 0.9 + 20 + 1.5 + 1.4
Core inflation rate! + 1.2 + 1.8 + 138 + 1.6 + 1.9
Micro basket of goods and services (daily shopping) + 0.6 + 1.1 + 2.6 + 0.3 + 29
Mini basket of goods and services (weekly shopping) + 3.4 - 1.3 + 4.2 + 0.7 - 0.6
Administrated prices and tariffs + 0.9 + 2.5 + 1.8 + 1.5 + 1.6
COICOP main headings
Food and non-alcoholic beverages + 0.5 + 0.8 + 1.6 + 1.1 + 2.3
Alcoholic beverages, tobacco + 2.0 + 3.1 + 3.8 + 1.0 + 1.2
Clothing and footwear + 1.1 + 0.2 + 0.6 + 0.8 - 0.1
Housing, water, electricity, gas and other fuels + 2.6 + 1.2 + 2.2 + 2.8 + 2.3
Furnishing, household equipment and routine
maintenance of the house + 1.2 + 1.3 + 2.3 + 1.1 + 0.9
Health + 1.6 + 1.6 + 22 + 1.1 + 2.0
Transport + 3.4 - 30 + 29 + 03 - 1.7
Communication + 1.9 + 0.8 - 28 - 32 - 3.0
Recreation and culture + 0.8 + 1.8 + 0.5 + 1.4 + 1.7
Education - 47 + 2.6 + 23 + 27 + 2.0
Restaurants and hotels + 1.1 + 29 + 3.1 + 29 + 3.1
Miscellaneous goods and services + 28 + 2.0 + 2.1 + 1.7 + 2.1
Special breakdown
Unprocessed food? + 20 + 1.3 + 1.0 + 13 + 3.5
Processed food? + 0.1 + 1.4 + 25 + 0.9 + 1.3
Energy + 7.6 - 73 + 5.2 + 1.0 - 5.6
Industrial goods + 1.2 + 0.5 + 1.2 + 1.1 + 1.3
Services + 1.5 + 2.5 + 20 + 2.0 + 2.4

Source: Stafistics Austria, WIFO calculations. — ! Excluding energy and unprocessed food (meat, fish, fruit, vegeto-
bles). - 2 Seasonal goods, meat and sausage products. — 3 Including alcoholic beverages and tobacco.

Industrial goods (without energy) rose only
slightly by 1.3 percent, partly due to stagno-
tion in the prices of clothing and shoes

(0.1 percent). Due to the first lockdown,
shops were closed immediately after the
changeover to spring and summer collec-
tions. In the course of the opening, the sum-
mer sales started practically as early as May
instead of June as usual, which lasted until
August due to sluggish demand. In the
course of the opening after the second
lockdown, prices were already reduced in
December.

As in previous years, service prices (+2.4 per-
cent) made a disproportionate confribution
to inflation in 2020: with a share of almost

50 percent of the basket of goods and ser-
vices, they were responsible for more than
three quarters of the total price increase.
This development was again driven by hous-
ing costs (+3 percent; rents +4.1 percent)
and catering services (+3.5 percent). These
two service components explain 65 percent
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of the price increase in services and over
50 percent of the total price increase.

The core inflation rate (overall inflation ex-
cluding unprocessed food and energy, ac-
cording to the CPI) was slightly higher than
the inflation rate according to the CPI at

1.9 percent due to the relatively higher infla-
tion conftribution of services. Administered
prices (tariffs and fees included in the CPI
that are determined by the public sector)
rose by 1.6 percent in 2020.

According to the Harmonised Index of
Consumer Prices (HICP), the inflation rate in
Austria was 1.4 percent in 2020, considerably
higher than in Germany (+1.0 percentage
point) and the euro area average

(+1.1 percentage points). Compared to the
previous years, the gap to Germany and the
euro area widened again. This is essentially
due to the different scope as well as the
different intention of the VAT cuts in
Germany and Austria, which came into
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effect in both countries as of 1 July 2020. In
Germany, VAT rates were lowered for all
categories with the aim of reducing prices.
This was intended to support the purchasing
power of private households and stimulate
consumer demand. In Austria, VAT was only

reduced for sectors particularly affected by
the pandemic and introduced as a
measure to support the liquidity of these
companies; price reduction effects were
neither expected nor observed.

Figure 7: Contributions to the inflation differential versus Germany and the euro area

Percentage points
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Source: Macrobond, Eurostat.

The inflation differential vis-a-vis Germany
and the euro area average was still 0.4 and
0.8 percentage points respectively in the
second quarter of 2020 and widened signifi-
cantly in the second half of the yearto 1.7
and 1.4 percentage points. In addition, the
larger inflation gap in the area of
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entertainment and accommodation, which
had already been considerable before the
VAT cut, continues to have an effect. In ad-
dition, the weight of these items in Austria, at
16 percent, is considerably greater than in
Germany (5.8 percent) or on average in the
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16

euro area (10.1 percent), making their con- more expensive than the euro area average

tribution to inflation in Austria higher. in 2019. The price level in Austria was thus

the fifth highest in the euro area; food and
Based on the relative price level indices, non-alcoholic beverages were only more
consumer goods (actual individual con- expensive in Luxembourg than in Austria in
sumption) were 10 percent more expensive 2020.

in Austria than in Germany and 11.6 percent
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