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Business Cycle Indicators Reveal Hardly Any Effects
of the Global Coronavirus Spread So Far
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Stefan Ederer

e The global economy cooled off in the fourth quarter.
e At the beginning of the year, international economic indicators showed an improvement.
e Austrian economic activity remained stable at the end of 2019.

e According to the WIFO-Konjunkturtest (business cycle survey), optimism is back in the manufacturing
sector.

e The Austrian labour market continues to develop favourably.

¢ Inflation rose noticeably at the beginning of the year.

Business sentiment in USA, Euro area and Austria "Just as the global
Manufacturing Purchasing Managers' Index, seasonally adjusted economy is
stabilising somewhat,
the coronavirus
epidemic is hitting it.
However, the effects
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Business sentiment improved noticeably at the beginning of the year. The effects of the

coronavirus spread are not yet reflected. (Source: Institute for Supply Management (ISM),
IHS Markit business surveys, Macrobond; values over 50 indicate growth).
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The trade conflict between China and the USA and the crisis in the automotive industry are having a negative impact on
industrial activity worldwide. New strict EU emission regulations will continue to create a difficult environment in the future.
However, the service sector is proving to be a strong pillar of the economy. In Austria, tourism in particular continues to ex-

pand unabated.
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The effects of the coronavirus epidemic are
currently affecting the global economy. The
virus first appeared in China at the end of
2019 and has since been detected in many
other countries. However, the outbreak is
too recent to be able to reliably assess its im-
pact on the global economy, as it has
hardly been reflected in the economic indi-
cators to date.

The outbreak of the coronavirus is hitting the
global economy in a weak phase. Eco-
nomic activity cooled down significantly at
the end of 2019, and global frade declined
in the fourth quarter. World industrial produc-
tion, in turn, stabilised somewhat. Growth in
the USA has also remained robust to date.
However, the expansion of private house-
hold consumption decelerated markedly.

In the euro area, growth in the fourth quarter
was noticeably weaker than in the previous
quarters. The main reasons for this were stag-
nating output in Germany and a decline in
GDP compared with the previous quarter in
France and Italy. Among the four largest
countries in the euro area, only Spain experi-
enced a strong expansion. Overall, industrial
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production in the euro area continued to
contract in December.

At the beginning of the year some indicators
pointed to a cautious stabilisation of the
world economy. This included a marked rise
in the ISM Purchasing Managers' Index in the
USA in January, which exceeded the 50-
point mark for the first time since summer
2019, although it fell again slightly in Febru-
ary. The Economic Sentiment Indicator (ESI)
published by the European Commission saw
a significant increase in January and Febru-
ary. Sentiment brightened in Germany and
France. Industrial confidence improved con-
siderably, and consumer confidence re-
mained largely unchanged. The growing un-
certainty caused by the global coronavirus
epidemic, however, led to a sharp decline
in stock prices.

In Austria, GDP posted an increase of

0.3 percent in the fourth quarter of 2019. Ex-
port growth moderated and investments in
machinery and equipment declined. By
contrast, private household consumption
once again expanded strongly. Value
added in the manufacturing sector confin-
ved fo shrink.
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Figure 1: International Business Climate

Seasonally adjusted, 2015 = 100, 3-month moving average
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The global economy
weakened further in the
fourth quarter of 2019,
but signs of stabilisation
were evident at the be-
ginning of 2020. The out-
break of the coronavirus
has so far hardly been
reflected in the latest
survey data, though. On
the stock markets, how-
ever, the uncertainty is
already making itself
felt.

In January and February, the results of the
WIFO-Konjunkturtest (business cycle survey)
showed a slight improvement in the sentfi-
ment among Austrian companies. For the
first fime, assessments in the manufacturing
sector were predominantly optimistic again.
Business expectations, however, declined
slightly overall, although they improved in
the manufacturing sector. The WIFO-
Konjunkturtest (business cycle survey) has so
far also not shown any effects of the coro-
navirus epidemic.

The Austrian labour market confinues to de-
velop favourably. According to preliminary

estimates, the number of dependent active
employees in February was 41,000 higher
than in the previous year (+1.1 percent). The
unemployment rate according to the no-
tional definition was 8.1 percent.

Inflation in Austria accelerated markedly at
the beginning of the year. According to the
consumer price index, the inflation rate in
January was 2 percent, according fo the
harmonised consumer price index (HICP)
2.2 percent. In contrast, core inflation (HICP
excluding energy and unprocessed food)
remained constant at +2.1 percent.

1. Coronavirus epidemic hits global economy in a cooling phase

The effects of the coronavirus epidemic are
currently affecting the global economy. The
virus first appeared in the Chinese province
of Hubei at the end of December 2019 and
is currently concentrated in China, account-
ing for more than 95 percent of all cases
worldwide (as at the end of February 2020).
However, it has now also been defected in
many other countries, particularly in Koreq,
Japan, Italy and Iran.

The effects of the coronavirus epidemic
cannot yet be estimated. The disruption of
frade and production chains is too recent to
be reflected in the current indicators. Even
the latest economic surveys do not yet show
a noficeable deterioration in sentiment in
most countries. In China and other Asian
countries, however, the purchasing manag-
ers' index fell sharply in February. In addition,
data on coal consumption, property sales
and passenger car sales point to a drastic
decline in economic activity in China in Feb-
ruary 2020. Preliminary visitor figures for Felb-
ruary suggest that tourism in Asia is suffering
particularly from the effects of the wave of
disease.

The coronavirus epidemic is affecting parts
of the global economy in a cooling phase.
According to the CPB, following the onset of
expansion in the third quarter, world trade
fell again in the fourth quarter of 2019. Over-
all, global trade in 2019 thus shrank by

0.4 percent year-on-year. By contrast, world
industrial production stabilised and in-
creased again in the fourth quarter, after
having contracted in the two previous quar-
ters. However, year-on-year growth in 2019
(+0.8 percent) was much weaker than in
previous years.

In the USA, economic activity continued to
grow strongly in the fourth quarter at

+0.5 percent compared with the previous
quarter. Consumer spending by private
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households rose noticeably more slowly than
in the two preceding quarters, however. In-
vestments in machinery and equipment de-
clined for the second time in a row com-
pared to the previous quarter and were be-
low the previous year's level in the fourth
quarter. Exports of goods also fell in the
fourth quarter compared with the previous
quarter; they stagnated year-on-year. This
was more than offset by a sharp decline in
imports of goods, so that overall foreign
frade made a strong contribution to growth
in the fourth quarter.

Business cycle indicators at the beginning of
2020 are signalling a slight brightening of
sentiment in the USA, though. Consumer
confidence has tended to improve in recent
months and, according to the Conference
Board, remained at a high level in February.
The ISM Purchasing Managers' Index also
rose noticeably in January, exceeding the
50 point mark for the first time since summer
2019. In February, however, it fell slightly
again. The situation on the labour market is
still extremely favourable, even if the unem-
ployment rate has not decreased further re-
cently. In January it was 3.6 percent, slightly
higher than in the previous month. The em-
ployment rate has recently tended to rise
again somewhat, but the increase in real
hourly wages remained moderate. Inflation,
which accelerated somewhat in January,
also remained moderate at +2.5 percent.
Nevertheless, the Fed lowered its key interest
rate by 0.5 percentage points to a range of
1 to 1.25 percent at the beginning of March.

The outbreak of the coronavirus created
great uncertainty on the financial markets.
In the second half of February, stock market
indices worldwide fell by up to 15 percent
and volatility indices rose sharply. As a result,
by the end of February, the S&P 500, FTSE
100 and DAX 30 were frading af roughly the
same level as in the previous year.
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2. Euro area economy shows virtually no growth in the fourth quarter

In the euro areaq, the economy weakened
noticeably at the end of 2019. GDP rose by
only 0.1 percent in the fourth quarter com-
pared to the previous quarter (third quarter
+0.3 percent). This was mainly due fo a stag-
nation of economic activity in Germany as
well as the decline in France (-0.1 percent)
and Italy (-0.3 percent). Among the four
large countries in the euro area, only Spain
recorded strong economic growth (+0.5 per-
cent). Industrial production in the euro area
also declined significantly in December.

In Germany and France, declines in exports
of goods and in investments in machinery
and equipment dampened economic ac-
fivity in the fourth quarter. In both countries,
however, growth of private consumer
spending also slowed down noticeably; in
Germany it even stagnated compared with
the previous quarter. Also in Spain growth in
private consumption and investments lost
considerable momentum, while exports of
goods rose strongly.

At the beginning of 2020, however, eco-
nomic senfiment in the euro area improved
noticeably. The Economic Sentiment Indico-
tor (ESI) published by the European Commis-
sion rose significantly in January and

February. Sentiment brightened in Germany
and France in particular, while it remained
largely unchanged in Italy and Spain. In alll
four countries, industrial confidence picked
up considerably, while consumer confi-
dence remained largely stable. Production
expectations and order-book levels im-
proved significantly in the euro area at the
beginning of the year.

The ifo Business Climate Index for the Ger-
man economy was virfually unchanged in
February. Business expectations improved
somewhat, while the current situation was
assessed as worse. Business expectations
brightened in the manufacturing sectorin
particular. According to the DIW Economic
Barometer, the German economy is never-
theless unlikely fo grow much in the first
quarter of 2020.

In January, the seasonally adjusted unem-
ployment rate in the euro area remained
unchanged at 7.4 percent, its lowest level
since 2008. According to preliminary esti-
mates, the inflation rate fell to 1.2 percentin
February. In contrast, core inflation (HICP ex-
cluding energy and unprocessed food) rose
slightly to 1.4 percent.

3. Economic activity in Austria stable in the fourth quarter of 2019

The Austrian economy grew by 0.3 percent
quarter-on-quarter in the fourth quarter of
2019 (frend-cycle data). The economy thus
remained weak but stable until the end of
2019 (second and third quarter +0.2 per-
cent). Unadjusted GDP in the fourth quarter
was 1.0 percent above the previous year's
level.

However, the manufacturing sector is still in
recession. In the fourth quarter of 2019, gross
value added in this sector fell by 0.6 per-
cent, after having already declined in the
two preceding quarters. The expansion of
goods exports again slowed down some-
what and was low in the fourth quarter

(+0.1 percent compared to the previous
quarter). Investment in machinery and
equipment fell slightly (-0.1 percent), but the
decline was much weaker than in the

previous quarters. Private consumption, on
the other hand, confinued to expand by

0.3 percent compared fo the previous quar-
ter. Construction investments also continued
to grow strongly at +0.5 percent.

Overall, the economy grew by 1.6 percent
in 2019 compared to the previous year. De-
spite the economic slowdown in the follow-
ing months, the favourable development
until spring 2019 is reflected in significant an-
nual increases in gross fixed capital for-
mation (+2.9 percent) and goods exports
(+2.1 percent). However, the growth rates of
these aggregates are nowhere near those
of previous years. Household consumption
expenditure, on the other hand, expanded
by +1.4 percent year-on-year, even some-
what more strongly than in 2018.

4. Economic assessments improve slightly

The results of the WIFO-Konjunkturtest (busi-
ness cycle survey) of February show an im-
provement in economic assessments by Aus-
frian companies. The index of current busi-
ness assessments for the overall economy
rose in seasonally adjusted terms and thus
remained in the optimistic range. The mood
in the construction industry and in the manu-
facturing sector brightened noticeably,
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while it deteriorated slightly in the service
sector. For the first time since September
2019, the opfimistic assessments thus also
prevailed in the manufacturing sector. Pro-
duction activity and order-book levels were

assessed noticeably more favourably than in

previous months. The mood in the construc-
fion and service sectors remained clearly

In the euro areq, the
economy weakened
noticeably in the fourth
quarter of 2019. How-
ever, company assess-
ments and consumer
confidence stabilised
somewhat in January
and February.

Austria's economy grew
by 0.3 percent in the
fourth quarter of 2019.
However, industry re-
mained in recession. Ex-
port growth slowed
down and investments in
machinery and equip-
ment declined. Private
consumer spending
continued to expand
significantly.
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In February 2020, Aus-
trian companies as-
sessed the business situ-
ation somewhat more
favourably than re-
cently. The mood in the
manufacturing sector
was also optimistic for
the first time again. So
far, the surveys do not
indicate any effects of
the spread of the coro-
navirus.

positive; in the construction industry this re-
flects the mild weather in particular.

The index of companies' business expecta-
tions for the overall economy declined
somewhat in February, but continued to sig-
nal predominantly optimistic assessments.
Expectations clouded somewhat in the con-
struction and service sectors, while they im-
proved in the manufacturing sector, where
opfimistic assessments predominated again
for the first time, although the indicator re-
mained below ifs long-term average. With
the exception of motor vehicle production,
the improvement in sentiment spread
through all areas of manufacturing, but was

particularly pronounced in consumer goods
production.

Bank Austria's Purchasing Managers' Index
also rose in February. For the first time in a
year, it was above the growth threshold and
thus signalled an end to the recession in do-
mestic industry. While the assessment of pro-
duction output improved, that of new orders
clouded over. Delivery times were also as-
sessed somewhat more pessimistically; these
could already be the first signs of disruptions
in global value chains as a result of the coro-
navirus epidemic. According to the Euro-
pean Commission, consumer confidence fell
slightly in February, but had previously risen
noticeably in January.

Figure 2: Results from the WIFO-Konjunkturtest (business cycle survey)
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Figure 3: Key economic indicators
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Source: Public Employment Service Austria, Federation of Social Security Institutions, Oesterreichische National-
bank, Stafistics Austria, WIFO calculations. — ' Excluding persons in valid employment contract receiving child
care benefit or being in military service. — 2 As a percentage of total labour force excluding self-employed,

according to Public Employment Service.
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Employment growth
continves in Austria and
unemployment is de-
clining steadily. Accord-
ing to the national defi-
nition, the unemploy-
ment rate fell to 8.1 per-
cent in February.

Inflation in Austria ac-
celerated markedly in
January. The core infla-
tion rate remained un-
changed, however.
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5. Labour market continues to develop favourably in Austria

The Austrian labour market continues to de-
velop favourably. According to preliminary
estimates, the number of persons in active
employment in February exceeded the pre-
vious year's figure by 41,000 (+1.1 percent).
The number of unemployed persons regis-
tered with the Public Employment Service
Austria (AMS) was 9,400 lower than in the
previous year (—2.7 percent), including per-
sons in training courses by 11,000 (-2.7 per-
cent). According to the national definition,
the unemployment rate fell by 0.3 percent-
age points to 8.1 percent compared to the
previous year.

Seasonally adjusted, the number of persons
in active employment increased by 0.2 per-
cent in February compared to the previous

6. Significant rise in inflation

In January, inflation picked up considerably
(+2 percent after +1.7 percent in Decem-
ber). In the areas "housing, water, energy",
"restaurants and hotels" and "transport" a no-
ficeable increase in prices was recorded.
Catering services, maintenance and repair
of dwellings, operation of private fransport
equipment, rentals for housing and house-
hold energy were the main contributors to
the price increase. In the other groups (with
the exception of communication) inflation
was also mostly well above 1 percent.
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month. Based on preliminary figures, the
seasonally adjusted unemployment rate ac-
cording to national definition fell slightly in
February. According to Eurostat definition, it
amounted to 4.3 percent in January and
was thus 0.1 percentage point higher than in
the previous month.

In February the number of older unem-
ployed people aged 50 years and over in-
cluding those in fraining was 500 higher than
in the previous year (+0.4 percent). The num-
ber of unemployed and persons in fraining
courses with health-related placement re-
strictions rose by 3,500 (+3.9 percent). The
number of long-term unemployed was 6,000
lower than in the previous year (5.7 per-
cent).

The increase in the harmonised index of
consumer prices even reached 2.2 percent
in January (after +1.8 percent in December).
Yet, the core inflation rate (HICP excluding
energy and unprocessed food) remained
unchanged at +2.1 percent. The consumer
price indices for the micro basket (daily pur-
chases, +1.4 percent) and the mini basket
(weekly purchases, +1.8 percent) rose mod-
erately, however.
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