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For the last two years, Austrian economic
policy has been dominated by the COVID-
19 crisis. Now, however, it is time to turn our
attention to the transformative tasks ahead.

This paper highlights some aspects of the cri-
sis and offers reflections on the transfor-

1. A crisis of a different kind

The COVID-19 pandemic has been raging
for two years now. In the meantime, there
have been more than 2.25 million proven
COVID-19 infections in Austria; more than
14,000 people have succumbed to the dis-
ease. Four waves are already behind us; at
the time of writing, a fifth is in progress. Fig-
ure 1 shows the hospitalisation rate on the
right axis — the number of persons hospital-
ised with COVID-19 per million population.
This curve traces the relevant pandemic
event. The higher the rate, the more likely it
is that the health system will be overbur-
dened. The visual impression of the dynam-
ics is that of a rollercoaster ride.
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mation of the energy system and the reform
of labour market institutions. The proactive
design of both policy fields will be important
for a successful economic future of the
country.

The grey shading in Figure 1 reflects the in-
tensity of the lockdown measures. Here it is
important to remember that despite the
general displeasure with the regulatory re-
strictions, their economic impact is very une-
venly distributed. This has been a general
feature of the COVID-19 crisis. A few sectors
keep losing massive amounts of turnover
and value added, be it due to official re-
strictions, be it due to voluntary behavioural
changes on the part of customers. Other
economic sectors, however, remain prefty
much unscathed, or even go through the
crisis with increases in turnover. Such a di-
chotomy of economic activity is usually not

The economic conse-
quences of the COVID-
19 crisis are distributed
very unevenly between
the sectors. Such a di-
chotomy of economic
activity was not observ-
able in earlier crises.
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In Austria, compara-
tively generous state aid
helped to mitigate the
economic conse-
quences of the crisis
and prevent insolven-
cies.

The various COVID-19
relief measures should
be systematically evalu-
ated for their effective-
ness, accuracy and
costs in order to be pre-
pared for future crises.

observed in "normal" economic crises, where
economic activity tanks more uniformly. The
Princeton economist Markus Brunnermeier
(Brunnermeier, 2021) speaks of a K-recession
in this context.

The COVID-19 crisis is different. Its interruptive
character indicates that state aid to com-
panies and the payment of short-time work-
ing benefits in the most affected sectors are
useful to bridge temporary losses in turnover
and earnings or to avoid redundancies and
income losses. Austria has so far been com-
paratively generous in this regard, as the
OECD (2021), for example, pointed out in its
latest country report!. In this way, corporate
insolvencies could be avoided. In contrast
to normal recessions, even fewer companies
filed for insolvency in the crisis years 2020
and 2021 than in 2019, across all sectors. In
the third quarter of 2021, after the abolition
of certain aid measures and the change in
certain legal framework conditions?, the
number of insolvencies picked up com-
pared to the previous year. The increase is
concentrated in the crisis sectors of

accommodation and food services, ware-
housing and transport and, to a much lesser
extent, in frade. Nevertheless, even in these
sectors, the figures are still below the pre-cri-
sis level. In addition to state aid to busi-
nesses, the fact that credit is sfill very cheap
also has a positive effect; in this respect, the
low interest rate policy of the European
Central Bank is also an important factor in
stabilising the economy in the face of re-
peated closures and other impairments.
Conversely, a crisis-induced erosion of the
equity base of companies could lead fo in-
creased insolvencies when the aid expires
and interest rates rise again.

WIFO has already frequently advocated the
systematic evaluation of the various COVID-
19 aid measures in terms of their effective-
ness, accuracy and costs. To this end, the
Federal Ministry of Finance should commis-
sion evaluation studies and provide the nec-
essary database. Aid insfruments have
changed a lot over time and it would be
good to have evidence-based assessments
of their quality for the next crisis3.

Figure 1: Economic activity and hospitalisation rate in Austria in the COVID-19 pandemic

—— WWWI (left axis)

Hospitalisation rate (right axis)

Compared with reference period 2019 in percent
IS

r 600
€
2
0 T e s 500 -8
=
£
=
Ke)
- 400 =
[0}
Q
Ie
300 o
¢
=
£
r 200 é
S
Q
&
- 100 A
>
O
O

B R ST N
Jan [Feb|Mar| Apr May Jun| Jul |Aug|Sep| Oct [Nov|Dec |Jan|Feb|Mar| Apr May/Jun| Jul |AugSep| Oct |Nov|Dec |Jan
20 {20120 20 |20 20| 20 |2020| 20 |20 | 20 |21 |21 |21 | 21 |21 (21| 21 |21 |21 | 21 |21 | 21 |22

Source: WIFO Weekly Economic Index (WWWI). Hospitalisation rate: Our World in Data. The intensity of the grey shading shows the strength of the
containment measures according to the Stringency Index of the University of Oxford, Blavatnik School of Government.

! It should be noted here that international compari-
sons are difficult because the countries have used
public guarantees to very different degrees; their fi-
nancial impact on their budgets is not yet foreseea-
ble. In Austria, actual COVID-19-related public dis-
bursements amounted to 15.9 billion € in 2020 and
10.8 billion € in 2021 (first fo third quarter), according
to Statistics Austria.

2 Austria's Economic Policy

2 Until the end of June 2021, there was a temporary
suspension of the obligation fo file for insolvency and
an extension of the deadline for filing for insolvency
from 60 to 120 days. Thus, companies with temporary
payment difficulties were also protected from the risk
of liability due to insolvency delay.

3 See also Burton et al. (2021).
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Figure 1 shows on the left axis how much the
aggregate weekly economic activity differs
from the average level of the pre-crisis year
2019. With the exception of only a few
weeks in the summer of 2021, economic out-
put was consistently below the pre-crisis
level. The Figure suggests four conclusions.
First, economic performance and the inci-
dence of infection are negatively corre-
lated. Second, over fime, the correlation be-
comes much weaker: while the first COVID-
19 wave caused the sharpest economic
downturn in post-war history with a relatively
low disease burden, subsequent waves all
placed a much heavier burden on the
health system with weaker economic losses.
Third, periods of severe lockdowns are asso-
ciated with a drop in economic output. But,
fourth, even with official rules rather un-
changed, a change in the incidence of

infection can lead to new economic costs,
as was shown in April 2021.

The decreasing correlation between eco-
nomic losses and the occurrence of infec-
tions is related, on the one hand, to learning
effects in the affected industries, in the ad-
ministration of economic aid, and in the be-
haviour of citizens, and, on the other hand,
to the simple fact that the immunisation
level of the population is increasing, whether
through vaccinations or through surviving in-
fections. It can be assumed that this dy-
namic will confinue and that the pandemic
— despite the continuing risks — will gradually
lose its horror, at least for the economy as a
whole. Despite the current critical situation,
economic policy attention can therefore be
refocused on the structural issues that are
relevant to long-term prosperity.

2. International comparison: Pandemic management in Austria

moderately successful

But before we talk about tfransformation and
reforms, the question arises: How has Austria
fared so far in infernational comparison? Alt-
hough this can only be conclusively as-
sessed after the pandemic lies really behind
us, it is already interesting to take a look at
excess mortality and the growth losses accu-
mulated since the beginning of the crisis rel-
ative to the hypothetical growth path

without the pandemic. Figure 2 shows both
variables in one diagram. The excess mortal-
ity takes into account, on the one hand,
that the pandemic puts the health system
under stress and makes it more difficult fo
freat other diseases and, on the other hand,
that the measures to protect against
COVID-19 infections also prevent the spread
of other contagious diseases.

Figure 2: Growth gap and excess mortality in the COVID-19 pandemic in international

comparison
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The correlation between
the incidence of infec-
tion and economic
losses has decreased
over time. Economic
policy attention must
once again focus on
long-term structural
problems.
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In international compari-
son, Austria has so far
coped with the pan-
demic in an average
manner, both in terms of
deaths and economic
consequences.

Without the pandemic,
domestic GDP at the
end of 2021 would have
been about 2.8 percent
higher than in 2019; in
fact, it is 2 percent
lower. The gap to the
originally assumed
growth path is thus al-
most 5 percentage
points.

WIFO expects the econ-
omy to continue to re-
cover in 2022 and GDP
to grow by 5 percent
year-on-year.

Industry was hit compar-
atively weakly by the
COVID-19 crisis and re-
covered surprisingly
quickly. It is at the cen-
tre of the upcoming
transformation of the en-
ergy system.

The industrial core of the
domestic economy
seems to be in good
shape. The German in-
dustrial weakness al-
ready existed before the
COVID-19 crisis.

In an international comparison, Austria has
managed the pandemic moderately so far.
Figure 2 shows that Austria has suffered a
cumulative excess mortality of about

0.71 percent of the population over all previ-
ous waves. This puts the country in close
proximity to Belgium or the Netherlands. In
Germany, Switzerland, Sweden or France,
however, the excess mortality rate is one
third lower. It is much lower in Finland or Nor-
way, or in East Asian countries. In Australia,
New Zealand and Japan, the excess mortal-
ity rate is even negative — the containment
measures there have saved more lives than
the virus has cost.

In addition, there are many countries with
higher excess mortality rates than Austria: It-
aly, the UK or the USA are worth mentioning
here, as well as all Eastern and South-Eastern
European countries for which reliable data
are available.

In terms of the economic impact of the pan-
demic, Austria also lies the middle range,
but rather in the lower end. On the ordinate
of Figure 2, the difference in the projected
growth of real GDP (fourth quarter of 2021
versus fourth quarter of 2019) is shown, as re-
sulting from the comparison of the OECD
forecasts of November 2019 (before the out-
break of the pandemic) and December
2021. This measure takes into account that
countries would have grown without the
pandemic, but at different rates. According
to the OECD forecast, Austria's GDP at the
end of 2021 would have been about

2.8 percent higher than at the end of 2019
without the COVID-19 pandemic; it is actu-
ally 2.0 percent lower. In total, therefore, al-
most 5 percentage points are missing com-
pared to the originally assumed growth

path. According to OECD estimates, Ger-
many would have grown 1 percentage
point slower than Austria without COVID-19
and survived the fourth quarter of 2021 with-
out a lockdown; therefore, the growth gap
there is only 2.1 percentage points.

Among the 48 countries for which the OECD
regularly makes forecasts, the growth rate is
higher than in Austria in 11 cases and lower
in 36 cases. In seven countries, GDP is cur-
rently even higher than forecast in Novem-
ber 2019 - but this is, of course, not only due
to a good COVID-19 policy.

The British weekly magazine '"The Economist”
recently compared 23 countries in terms of
the economic impact of the COVID-19 pan-
demic. The Scandinavian countries are af
the top of the ranking and Austria in the bot-
tom third4. In all these comparisons, it is im-
portant to note that the figures are highly
volatile and countries such as Austria, which
were hit harder by the fourth wave, are likely
to experience a stronger recovery in the
coming months.

Despite the current gloom, WIFO expects
the economy to continue to recover in 2022
(Ederer & Schiman, 2021). From spring on-
wards, economic output should grow above
the pre-crisis level and stay there. Supported
by strong consumption the annual average
growth rate of GDP in 2022 should lie at
about 5 percent. Uncertainty remains high,
however, not only because of the direct im-
pact of the COVID-19 pandemic, but also
because of risks in the manufacturing sector
and by geostrategic tensions. Fiscal policy-
makers are advised not to jeopardise the re-
covery by rushing intfo budget consolidation.

3. Industry: Stagnation after strong recovery

The industrial sector is particularly relevant
for economic development because it tradi-
tionally shows higher volatility than other
sectors and because it holds a central posi-
tion in the national value network. The sector
has been only slightly affected by direct
health policy measures during the COVID-19
crisis, but is at the centre of the upcoming
fransformation of the energy system.

At present, manufacturing is beset by other
problems, first and foremost by material
shortages. In fact, it was the lack of primary
products from China and northern Italy that
had dampened European industrial produc-
tion the most at the beginning of the pan-
demic. Afterwards, however, there was a
global recovery kicked in that proved sur-
prisingly fast. Both global trade in goods and
industrial production developed in a V-

4 The Economist (2021, 26 December). Winners and
losers. Which economies have done best and worst
during the pandemic?. https://www.economist.com/
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shape. As early as November 2020, the vol-
ume index of world trade exceeded its pre-
crisis level; industrial production developed
in sync with it. In March 2021, global frade
was 6 percent above the pre-crisis level,
global industrial production 2.5 percent.
Since then, however, both indices have
stagnated. The reason is again material bot-
tlenecks and shortages, among others in
maritime logistics.

For Austria, at any rate, it is encouraging
that the industrial core of the national econ-
omy seems to be in good shape despite all
the problem:s. This is shown by the develop-
ment of industrial production in comparison
with neighbouring countries (Figure 3). In
Austria, production had plummeted in the
first months of the pandemic, but then re-
covered surprisingly quickly. This is also true

finance-and-economics/which-economies-have-
done-best-and-worst-during-the-pandemic/21806917.
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for the neighbouring countries, for the euro
area and the global average. In Austria,
however, the recovery continued: the index
of industrial production was on average al-
most 3 percent above the pre-crisis level in
the last three months available, while in the
euro area it was almost 1.5 percent below.
The heavyweights Germany and France are
mainly responsible for this development; in

Italy, on the other hand, industrial produc-
tion is above the pre-crisis level. Since the
beginning of the crisis, industrial production
has developed more favourably in nine EU
countries than in Austria, and more weakly in
16. Austria is therefore in the upper midfield.
Germany, on the other hand, figures at the
rear.

Figure 3: Industrial production in Austria and its neighbouring countries
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Source: Eurostat, WIFO calculations and presentation.

Three reasons are relevant to Germany's in-
dustrial weakness: first, industrial production
in Germany is heavily concentrated in the
automotive and engineering sectors, where
shortages of materials, especially micro-
chips, are a particularly severe constraint;
second, in the value chain, final assembly,
where supply problems that occur along the
whole chain inevitably accumulate, is often
concentrated in Germany; and finally, Ger-
many specialises in the most expensive and
technically sophisticated products — a fact
that also compounds the problems. But the
pronounced weakness of Germany as an in-
dustrial location predates the COVID-19 cri-
sis. Industrial production in Germany has al-
ready been declining since the end of 2017.
Austria was initially able to escape this trend;
however, 2019 was already difficult in this
country as well. However, Austria was able
to benefit significantly more from the revival
of demand after the acute phase of the cri-
sis than Germany and other neighbouring
countries with the exception of Switzerland.

5 For current figures and trends in bilateral, German-
Austrian economic relations, see Felbermayr et al.
(2020).
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Because the Austrian economy is so closely
linked to the German economy, the ques-
fion arises as to the future development in
Germany. Here it is remarkable how much
the statistics of incoming orders have de-
coupled from the production statistics. Over-
coming the bottlenecks in German industry
can therefore lead to a strong expansion
that sweeps the Austrian economy alongs.
However, whether the German industrial
boom wiill also provide lasting growth im-
pulses for Austria is questionable, however,
as long as the location problems in Ger-
many are not solved. The programme of the
new traffic light coalition displays contradic-
fory elements: on the one hand, the new
governments is supposed to be unleash an
investment boost, but on the other hand,
high energy prices, high taxes, legal uncer-
tainties and the shortage of skilled workers
are weighing on the dynamics.

Austria would also ben-
efit from a strong expan-
sion of German industrial
production. However, as

long as the location
problems in Germany
have not been solved,
no lasting growth im-
pulses can be expected
from there.

Austria's Economic Policy
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High producer prices
are likely to be passed
on, at least in part, to
consumers in the com-
ing months.

The high energy prices
reduce above all the
purchasing power of the
most vulnerable. Low-in-
come households
should be supported by
a one-off payment.

4. High prices

High prices are indeed a growing problem.
Figure 4 shows the growth rates of producer
prices in manufacturing. In November 2021,
prices for industrial products in Austria were
15.3 percent higher than in the previous year
— the highest inflation rate since the begin-
ning of the time series. Energy and interme-
diate metal products in particular drove the
index upwards. In Germany and Poland in-
flation was recently somewhat weaker
(+13.9 percent and +13.2 percent, respec-
tively), while in France (+16.3 percent) it was
slightly, and in Italy (+22.1 percent) and the
Netherlands (+30.2 percent) significantly
stronger than in Austria. The dynamics are
essentially imported — Austrian producers
pay significantly more for raw materials and
infermediate products; however, the im-
portance of imported inflation seems to be
even more pronounced in other countries.

It seems inevitable that the high producer
prices will be passed on, at least in part, to
consumers in the coming months. This
means that even if energy prices do noft rise

further, there is a threat of a further increase
in consumer prices. Therefore, WIFO expects
an annual average inflation rate of 3.3 per-
cent for 2022 and is thus somewhat more
pessimistic than the Austrian National Bank
or the Institute for Advanced Studies. How-
ever, the rates of price increase will be very
unevenly distributed across the different
product and service categories. Private
households with different baskets of goods
will therefore be affected to different de-
grees. In this context, it would be very desiro-
ble if public statistics would show inflation
rates by income, employment and age
groups. This is the only way to get a good es-
timate of how higher prices change the risk
of poverty in Austria. In any case, it is fore-
seeable that rising prices will increasingly
also become an explosive socio-political is-
sue. It is therefore to be welcomed that the
federal government will return most of the
revenue from the new COx- pricing in the ar-
eas of fransport and housing to the popula-
tion in the form of a flat-rate climate bonus.

Figure 4: Producer prices in selected EU countries
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Apart from the eco-social tax reform, the
current high inflation also has important so-
cio-political implications. High energy prices
reduce the purchasing power of the most
vulnerable, who spend a higher proportion
of theirincome on heating their homes. Alt-
hough there is no recent evidence on this
for Austria, data from other countries give
clear indications (Joyce et al., 2022, for the
UK). Policymakers should not succumb to

¢ The federal government plans to increase the al-
ready decided cost-of-living adjustment for the so-
cially needy by another 150 € as well as a one-off
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the temptation to intervene by setting maxi-
mum prices or price conftrols, because this
would massively distort market activity; nor
should they resort to lowering VAT for goods
particularly affected by inflation, because
this would not be very accurate. Instead, it is
recommended to provide one-off financial
support fo the most vulnerable householdss.

payment of 150 € for persons with incomes below the
maximum contribution basis.
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At the same time, private households, com-
panies and the public sector should prepare
themselves for the fact that inflation rates
will probably no longer be as low as before
the COVID-19 crisis, even in the long term.
The European Central Bank itself has raised
its asymmetric inflation target from "below
but close to 2 percent" to a symmetric tar-
get of 2 percent. In addition, real economic
frends such as weaker growth in the global
labour supply, new barriers in international

frade or arise in energy prices in the wake
of the decarbonisation of the energy sector
are coming up against a continued expan-
sionary monetary policy environment and
fiscal policy. In the USA, a more restrictive
monetary policy is on the horizon; the euro
areais not yet as far along, and in terms of
fiscal policy, the expansionary impulses pre-
dominate here due to the investment pro-
grammes in the wake of climate policy.

5. Investment as the key to mastering fransformation processes

Austria, Europe and the world are struggling
with parallel challenges that require a fun-
damental adjustment of the economic sys-
tem. First, climate change requires an inter-
nationally coordinated and ambitious re-
duction of greenhouse gas emissions, and —
after long years of stagnation —in a very
short time. Secondly, affer many decades,
the growth of the labour force is coming to
an end, both in Austria and in the European
neighbourhood. This means fundamentally
rethinking labour market institutions (more on
this in Chapter 6). And thirdly, the pace of
technological change is very high, which on
the one hand brings opportunities for accel-
erated wealth creation, but on the other
hand also carries the risk of being left behind
internationally. It is a matter of substantial
concern that the Austrian population seems
to show litfle interest in science and technol-
ogy compared to other EU countries and
that Austrians remarkably often doubft re-
search results on which there is scientific
consensus (see the results of the Special Eu-
robarometer 516).

With the eco-social tax reform, the Austrian
federal government has set the course for a
climate-friendly restructuring of the Austrian
economy, even though WIFO criticised the
unambitious price path for CO2 (Kettner-
Marx et al., 2021), which will only gradually
exert a certain steering effect. At the Euro-
pean level, too, the targets are now clear.
The same applies, with particular ambition,
in Germany. In other continents, too, eco-
nomic policy is increasingly geared towards
the climate protection target. In China, the
world's largest emissions tfrading scheme in
terms of covered emissions volume has
been opened, even if the prices are still low.
In addition, the Chinese leadership is mas-
sively backing battery-electric mobility. In
the USA, the situation is less clear; but due to
the country’s inherent dynamics, in the USA
the shift away from fossil fuels can be very
quick and consistent if it is economically via-
ble. The question is therefore not so much
whether the global tfransformation of the en-
ergy system will happen, but how quickly it
can happen, at what cost, and who can
take the lead in technology. It is clear that
massive investments are needed, for exam-
ple in the expansion of renewable energy
sources and the electricity grids at home
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and abroad. It is also clear that these invest-
ments must come primarily from the private
sector. In Austria, about 20 percent of the
total investments come from the state,

80 percent from the private sector. Polifi-
cians must ensure that the incentives for pri-
vate-sector investments are high. This re-
quires, among other things, an ambitious
CO2 price, complementary investments in
the public networks and an investment-
friendly location policy.

In addition to the energy transition, many
economies will have to deal with the ageing
of the population in the coming years. An in-
crease in life expectancy and low birth rates
will lead to a decline in the labour force in
most EU countries. This will have an impact
on labour markets and social security sys-
tems. In Austria, the number of job vacan-
cies in relation to the labour force is already
as high as it was last in the 1970s; however,
long-term unemployment is also becoming
enfrenched at a high level. In the coming
years, it must therefore be possible to acti-
vate the labour force by reducing unem-
ployment and especially long-term unem-
ployment; this will require measures to further
increase the labour force participation of
women, (qualified) immigration and an in-
crease in the average de facto retirement
age. Above all, however, the goal must be
to equip the decreasing number of workers
with better human capital and to renew this
regularly through further training. Proposals
and political ambition in implementation are
urgently needed here.

In general, it can be said that both the en-
ergy transition and the demographic
changes are immensely helped by produc-
tivity growth — the aim is to preserve broad
prosperity and thus social peace with less
use of resources and labour. Technological
change will open up opportunities for this.
But it should be clear that only through in-
vestment can productivity growth really be
achieved. Therefore, the best fransformation
policy is one that facilitates (private sector)
investment. This requires atftractive and relia-
ble fiscal framework conditions. This requires
a reliable market design, such as a modern-
ised and expanded emissions trading sys-
tem, in order to internalise all relevant costs
and thus setf the right investment incentives.

Inflation is unlikely to fall
back to pre-crisis levels
even in the long term.

The most important inter-
national challenges for
economic policy cur-
rently include climate
change, ageing and
technological change.

The transformation of the
economy requires mas-
sive investment, which
must come primarily
from the private sector.
Politics must create the
necessary framework
conditions for this.

Given the ageing of the
labour force, the shrink-
ing workforce needs to
be equipped with better
human capital.

The upcoming chal-
lenges of transformation
need to be met through

productivity growth,

which in turn can only
be achieved through in-
vestment.

Austria's Economic Policy
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The rapid recovery on
the labour market was
one of the biggest sur-
prises in 2021. But it
should not distract from
continuing structural
problems.

Finally, it is essential to think in European
terms from the outset. Thus, a deepening of
the European Capital Markets Union and the
realisation of an adequate European elec-
tricity market design must be on the

6. Elements of labour market reform

In the COVID-19 crisis, the Austrian labour
market came under massive pressure. Alt-
hough the instrument of short-time work was
heavily used, unemployment rose dramati-
cally. In April 2020, there were more than
520,000 unemployed in Austria, almost
230,000 more than in the same month of the
previous year (Figure 5). In addition, there
were people in fraining. Since then, how-
ever, the number of jobseekers has steadily
decreased, apart from a brief interruption in
the winter months of 2020-21. In December

agenda. Political micro-management of the
energy transition, e.g. through the EU's tax-
onomy regulation, is problematic because it
opens the door to lobbying and increases
economic costs (see Felbermayr, 2022).

2021, the number of unemployed was about
14,000 below the pre-crisis level despite the
new lockdown. The number of job vacan-
cies in April 2020 had sfill been about 27,000
smaller than in the same month of 2019. In
contrast, in second half of 2021 it was always
more than 30,000 higher than in the same
months of 2019. At the same fime, the num-
ber of people in employment was up to
60,000 higher than in 2019. This favourable
development is probably one of the biggest
positive surprises of the past year.

Figure 5: Unemployment, labour supply and job vacancies
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Source: Public Employment Service Austria, Federation of Social Insurances, WIFO calculations and presenta-

fion.

However, it should not be missed that in De-
cember 2021 about 177,000 people were sfill
registered for short-time work. If the instru-
ment of short-time work did not exist, these
people would be at least partially unem-
ployed. But here, too, the positive develop-
ment cannot be overlooked: in December
2020, 470,000 employees were still registered
for short-time work, of which 417,000 cases
were actually settled.

The Austrian labour market thus proved to
be resilient during the crisis, because after
the sharp slump there was a quick rebound.

7 It is conceivable that the hours worked per em-
ployee have decreased; no data are available on
this yet.

8 Austria's Economic Policy

However, it is not entirely clear yet why this
was the case. In any case, the labour supply
(sum of employed and unemployed) fell be-
low the pre-crisis level only once during the
COVID-19 crisis (December 2020). So it is not
that people have withdrawn from the labour
force’. With higher employment but real
economic output at or even below pre-crisis
levels, gross value added per worker must
have fallen. An important reason for the rel-
atively good employment situation is proba-
bly that many domestic companies are sol-
idly positioned and want to secure employ-
ment for the future, knowing that

WIFO M Reports on Austria



demographic change will make it increas-
ingly harder to find workers. For decades,
the labour market was a buyer's market,
meaning that employers could often
choose between many applicants, while the
latter often had few options. At its peak in
the summer of 1997, there were almost 20
unemployed persons per job vacancy; cur-
rently that rate is below 3 (not counting per-
sons in training). Despite this good news,
Austria's unemployment rate of 8.0 percent
(2021) is still higher than in the period before
the financial market and economic crisis of
2008-09, or than in Germany, for example.

Moreover, structural difficulties on the Aus-
frian labour market threaten to become en-
frenched. According to the Public Employ-
ment Service Austria (AMS), the number of
long-term unemployed in 2021 was just over
80,000, almost 30 percent higher than in
2020 and 67 percent higher than the aver-
age levelin 2019. The number of long-term
unemployed, which includes people in train-
ing or on sick leave in addition to the

unemployed, was also more than 30 per-
cent higher in 2021 than in 2019, at almost
132,000. Any serious labour market reform
must primarily address this group of people.

A second group to focus on is people aged
50 and over. They make up almost exactly
one third of the unemployed; compared to
the previous year, unemployment here fell
by only 12 percent in 2021, while it fell by al-
most 21 percent in the 25-49 age group. Un-
employment in old age is strongly correlated
with long-term unemployment.

A third group of people that must play a
central role in any reform project is that of
foreign workers. Currently, the share of per-
sons without Austrian citizenship in the lo-
bour supply is 23 percent, but among the
unemployed it is over one third (Figure 6).
Since the beginning of the 1990s, the share
of foreigners among the unemployed has
constantly risen faster than in the labour sup-
ply. Any meaningful labour market reform
must take this info account.

Figure 6: Share of foreigners in the labour supply and the unemployed

Labour supply
40 -

30 4

25 4

Percent

o

Unemployed

1980
1982
1984
1986
1988 |
1990
1992
1994
1996
1998

2000
2002 |
2004
2006 |
2008 |
2010
2012
2014
2016 |
2018
2020
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tion.

For the three groups mentioned above,
qualification measures and more efficient
placement are especially important. A lot is
already happening here in Austria; never-
theless, a constant evaluation and further
development of active labour market policy
measures is necessary. In view of the multi-
ple fransformations of the Austrian national
economy, higher financial resources than
before are certainly also necessary in these
areas.

Finally, there is the group of those who, due
to chronic ilinesses, especially of a psycho-
logical nature and especially after the
COVID-19 crisis, are no longer available to

WIFO M Reports on Austria

the labour market or are only available part-
time. Here, the institutions of labour market
policy must cooperate efficiently with those
of health policy.

It is very welcome that the Federal Minister
of Labour is working on a reform, because
the reduction of unemployment yields multi-
ple dividends. On the one hand, there is a fi-
nancial relief for the unemployment insur-
ance scheme, opening a path fowards a re-
duction in the confributions to be paid by
employees and employers. On the other
hand, with increasing employment, the in-
come tax and social security conftributions in
the public budgets increase. In addition,

The number of long-term
unemployed in Austria is
significantly higher than
before the COVID-19
crisis. A higher working
age, low quadlification
and health limitations
are among the most im-
portant risk factors for
unemployment to be-
come entrenched.

Among the unem-
ployed, the share of for-
eigners has increased
more strongly in the long
term than in the labour

supply.

More funds should be
made available for ac-
tive labour market pol-

icy than before.

Reducing unemploy-
ment yields multiple div-
idends. The financial re-

lief and a reform of the
unemployment insur-
ance system could cre-
ate scope for a reduc-
tion in non-wage labour
costs.
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An important element of
reform is to improve the
incentive compatibility
of the system in order to
reduce undesirable be-
haviour on the part of
employers and employ-
ees.

companies benefit if more workers can be
employed because the labour shortage be-
comes smaller. Finally, happiness research
shows that people's life satisfaction increases
when they find employment (Frey & Frey
Marti, 2010).

At the same fime, it should be clear that it is
not a political goal to minimise the unem-
ployment rate at all costs. Job changes,
even involuntary ones, are important for
macroeconomic productivity development,
especially in fimes of fransformation. How-
ever, sufficient time is needed for good, new
labour relations ("matches”) to emerge. It
makes N0 macroeconomic sense to force
the unemployed to accept jobs that are un-
suitable for them. Well-designed unemploy-
ment insurance is not only important for dis-
tributional reasons, it also increases the effi-
ciency of the economy —i.e. the potential
output (Acemoglu & Shimer, 1999).

The central goal of reform efforts must be to
improve the efficiency of the system in such
a way that it can be made more generous
at the same (or lower) cost. In addition to
adjustments in the structure of unemploy-
ment insurance, it could make sense to fully
accommodate unemployment assistance in
the federal budget, as is the case in Ger-
many. This could roughly halve contributions
to unemployment insurance. Such a reduc-
tion in non-wage labour costs is a long-
standing demand of the WIFO. It would cre-
ate positive employment incentives and
thus be at least partially self-financings.

In a series of studies, WIFO has evaluated la-
bour market institutions and examined re-
form options. It clearly emerges that the
greatest potential lies in improving the
placement efficiency of the unemployed.
Changes in the structural parameters of un-
employment benefits, on the other hand,
are less important for the incidence of un-
employment?. However, they can be very
important for the sense of justice, both on
the part of the unemployed and the em-
ployees who maintain the system with their
contributions.

The fact is that in Austria the net replace-
ment rate in the first months of unemploy-
ment is low by international standards, but in
later months of joblessness it is more gener-
ous: the replacement rate for single people
falls from 55 percent for a duration of unem-
ployment benefit of 12 months at most
(longer for training) to 52.5 percent (unem-
ployment assistance) for an indefinite pe-
riod. It is also well documented that a rela-
fively high proportion of the unemployed
are re-employed by the previous employer
after a short period of time (Eppel et al.,
2018). This "parking" in unemployment

8 Of course, there are many different ways to finance
areduction in non-wage labour costs, e.g. by raising
the maximum contribution base (Guger et al., 2008).
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accounts for about 1 percentage point of
the unemployment rate and could be an in-
dication of consensual abuse of the system.
Workers might also deliberately plan for a
period of unemployment when they have
already decided to move to a new em-
ployer.

Finally, it is possible for unemployed people
in Austria to earn additional income tax-
and social security-free up to the marginal
earnings limit of about 486 € (2022). This reg-
ulation is relatively generous in international
comparison. In Germany, for example, un-
employment benefits are reduced from an
additional income of 165 €. In Austrig, in the
case of low incomes, it can happen that an
unemployed person with unemployment
benefit and marginal employment has more
net income than in an employment relation-
ship subject to full social insurance, although
in the first case no social insurance contribu-
tions are paid.

An important message from the WIFO stud-
ies is that a coordinated reform package is
needed; isolated measures are of little help
because there are interactions between the
individual institutional parameters of the sys-
tem that need to be taken into account. For
example, raising the net replacement rate,
e.g. from 55 percent to 70 percent (as de-
manded by the trade unions) could make
short-term "parking" in unemployment ap-
pear even more aftractive. An excessive re-
striction of the additional earnings limits
could in furn cause the unemployed to lose
contact with the world of work or to turn to
undeclared work.

An important element of the reform could
be to increase the incentive compatibility of
the system. For example, it would certainly
make sense fo reduce the so-called moral
hazard, which automatically arises with any
insurance, on both the employee and em-
ployer side. This means reducing the incen-
tives to bring about the insured event. In re-
turn, one could make the employers' contri-
bution payments more flexible and increase
the net replacement rates for the employ-
ees. On the employer side, contributions to
unemployment insurance could be made
dependent on behaviour: those who fre-
quently produce unemployment pay higher
contributions, those who rarely do so pay
lower ones — all this with a slightly reduced
contribution burden overall. The literature re-
fers to this as "experience rating” (see Eppel
& Mahringer, 2020). On the employee side,
in the first month of unemployment, unem-
ployment benefits could initially only be paid
in hardship cases; in the next five months, on
the other hand, 70 percent (instead of

55 percent so far) of the previous net earn-
ings would then be paid. In this model,

¢ See for example Eppel et al. (2016) and Bdheim
et al. (2017).
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someone who has been unemployed for six
months would receive about 6 percent
more wage replacement than before. For
longer periods of unemployment, the cur-
rent replacement rate could be maintained
or increased to the German level (60 per-
cent), and after 12 months it could be re-
duced to the current level of unemployment
assistance. This construction would signifi-
cantly reduce the attractiveness of short-
term "parking" of workers in unemployment
or "taking along" unemployment benefits in
case of a planned change of job. Roughly
calculated, a halving of these undesirable
phenomena would already be sufficient to
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Supplementary income
opportunities could ini-
tially be severely re-
stricted to encourage
the unemployed to
quickly take up employ-
ment that is fully subject
to social security contri-
butions.

Austria's Economic Policy 11



