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Press release

Economic Recovery from the Second Half
of 2023

Economic Outlook for 2023 and 2024

The international economic downturn, which unfolded in the second half of 2022 and has also
affected the Austrian economy, will continue to dampen GDP growth in the first half of 2023.
Around the middle of the year, the economy is forecasted to regain momentum, both in the
euro area and in Austria. For the year as a whole, WIFO expects weak real GDP growth of a
mere 0.3 percent. In 2024 it is projected to accelerate to 1.8 percent. Due to the significant
easing of prices on the energy markets, business and household sentiment has brightened
somewhat. However, domestic tariffs for household energy and thus inflation will abate with
some delay.

"While the recent price drops on international energy markets are supporting economic activ-
ity, core inflation remains more stubborn than expected. This is prompting central banks to
fighten monetary policy more significantly, making the approaching economic upswing sub-
dued," says Marcus Scheiblecker, the author of the current WIFO Economic Outlook.

International economic activity has not gained momentum since the last WIFO Economic Out-
look in December 2022. In the euro areaq, the downturn observed in the second half of 2022
continued after the turn of the year. While world market prices for energy commodities are
falling, significantly higher interest rates — as a result of a more restrictive monetary policy — are
dampening economic expectations.

Development of energy prices
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Since the last forecast in December 2022, energy prices have fallen significantly again (source: Barchart, Interna-
tional Monetary Fund, Intercontinental Exchange, European Energy Exchange, HWWI, WIFO).
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Atypical for the current stage of the economy is the robustness of the labour markets in the USA
and Europe. In both regions, despite weaker economic output, employment momentum has
slowed only slightly, keeping unemployment at a low level so far. This, along with the gradual
return of business and household confidence, points to a pick-up in the international business
cycle from mid-2023 onwards. In industry, order books have recently stabilised in some coun-
fries, so that industrial production will pick up momentum in the near future.

Table 1: Main results

2019 2020 2021 2022 2023 2024
Percentage changes from previous year
Gross domestic product, volume + 15 - 6.5 + 4.6 + 5.0 + 0.3 + 1.8
Manufacturing + 1.0 - 58 + 9.5 + 3.5 - 19 + 1.6
Wholesale and retail frade + 3.0 - 59 T &7 + 2.4 + 2.4 + 2.7
Private consumption expenditure!, volume + 0.5 - 80 + 3.6 + 4.1 + 1.3 + 20
Consumer durables + 0.2 - 22 + 4.4 - 3.9 + 3.0 + 2.0
Gross fixed capital formation, volume + 4.5 - 53 + 8.7 - 0.9 + 0.0 + 1.0
Machinery and equipment? T 53 - 70 +11.3 - 08 + 0.8 + 3.2
Construction + 3.6 - 34 + 5.8 - 1.0 - 08 - 14
Exports, volume + 4.0 -10.7 + 9.6 +11.1 + 2.0 T+ &8
Exports of goods, fob + 3.5 - 73 +12.9 + 7.5 + 0.3 + 3.5
Imports, volume + 2.1 - 92 T 187 + 5.7 T 2 + 3.2
Imports of goods, fob + 0.3 - 6.2 +14.2 + 2.8 + 0.3 + 3.0
Gross domestic product, value + 3.1 - 4. + 6.6 +10.2 + 7.4 + 6.1
bilion € 397.17 381.04 406.15 447.65 480.63 509.89
Current account balance as a percentage of GDP 2.4 3.0 0.4 0.5 1.6 2.1
Consumer prices + 1.5 + 1.4 + 2.8 + 8.6 + 7.1 + 3.8
GDP deflators + 1.5 + 2.6 + 1.9 + 5.0 + 7.1 + 4.2
Three-month interest rate percent - 0.4 - 04 - 0.5 0.3 3.9 4.7
Long-term interest rate4 percent 0.1 - 0.2 - 0.1 1.7 4.1 6.0
General government financial balance,
Maastricht definition as a percentage of GDP 0.6 - 80 - 59 - 25 - 1.8 - 04
Persons in active dependent employments + 1.6 - 20 + 2.5 + 3.0 + 0.8 + 1.3
Unemployment rate
Eurostat definitions 4.8 6.0 6.2 4.8 4.7 4.5
National definition” 7.4 9.9 8.0 6.3 6.4 6.1
Greenhouse gas emissionss + 1.5 - 7.7 + 4.8 - 48 - 0.7 - 0.0

million t CO2 equivalents  79.74 73.59 77.14 73.44 72.92 72.92

Source: WIFO, Public Employment Service Austria, Federation of Social Insurances, ECB, OeNB, Statistics Austria, Envi-
ronment Agency Austria. 2023 and 2024: forecast. — ' Including non-profit institutions serving households. - 2 Including
weapons systems and other investment. — 3 Measures purely domestic inflation. — 4 10-year central government bonds
(benchmark). — 5 Excluding persons in valid employment confract receiving child care benefit or being in military ser-
vice. — ¢ As a percentage of total labour force, Labour Force Survey. — 7 As a percentage of dependent labour force.
—82021 nowcast according fo Environment Agency Austria. Forecast as of 2022.

In this environment, the domestic economy will also be able to regain its footing from the sec-
ond half of the year onwards and expand production. For 2023 as a whole, however, only weak
GDP growth of 0.3 percent in real terms is forecasted. Growth will accelerate to 1.8 percent in
2024,

The export-driven economic recovery is expected to spill over info many areas of the domestic
economy. The construction industry, however, will not profit from this positive development.
There, high price increases and the more difficult financing environment are causing demand
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to shrink further, especially in residential construction. WIFO therefore expects a further decline
in construction investments in 2023 (-0.8 percent, real), which will even accelerate somewhat
in 2024 (-1.4 percent).

Tourism, which had suffered particularly from the COVID-19 pandemic, recovered strongly in
2022. The recovery will continue in 2023, but at a slower pace. Demand from abroad should
have a supporting effect, while that from the locals is likely to fall slightly due to high inflatfion,
which is depressing household incomes in real terms. For 2024, WIFO expects a further revival in
tourism demand. While demand from abroad will hardly further increase in 2024, domestic de-
mand should expand more strongly due to declining inflatfion.

Despite the significant decline in import prices for energy commodities, consumer prices will
continue torise strongly in 2023 — driven by core inflation. For the year as a whole, WIFO expects
the CPI to rise by 7.1 percent. As prices for consumer goods usually react with a time lag, a
noticeable slowdown of the general upward price trend should set in from the second half of
2023. In 2024, consumer price inflation is forecasted to drop to 3.8 percent.

In line with the weaker business cycle, employment will grow by 0.8 percent in 2023 (+1.3 per-
cent in 2024). Unemployment is expected to rise by 6,000 persons in 2023 and fo resume its
downward trend in 2024 (10,000 persons). Correspondingly, the unemployment rate (accord-
ing to national calculations) will rise from 6.3 percent (2022) to 6.4 percent (2023) and should
fall to 6.1 percent in 2024. This would put it at its lowest level since 2008.

In 2023, persistently high inflation again leads to a significant increase in tax revenues, espe-
cially from value-added tax. As a result, fotal government revenue grows almost as strongly as
nominal GDP, consequently, the revenue-to-GDP ratio falls only slightly. Expenditure, however,
does notincrease at the same rate. As aresult, the budget deficit falls to 1.8 percent of nominal
GDP in 2023 (2022 -2.5 percent). A further decline to 0.4 percent of GDP is forecasted for 2024.

Vienna, 30 March 2023

For further information please contact on Thursday, 30 March 2023, from 2 to 4 p.m. to
Dr. Marcus Scheiblecker, Tel. (1) 798 26 01 - 245, marcus.scheibecker@wifo.ac.at

For definitions, see "Methodological notes and brief glossary”,
https:.//www.wifo.ac.at/wwadocs/konjunktur/WIFO-BusinessCycleinformation-Glossary.pdf
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