WIFO B BULLETIN

No. 4/2016
April 2016

Stefan Ederer

Growing Amount of Evidence Points to Slowing

Economic Activity in Austria

Business Cycle Report of March 2016

Growing Amount of Evidence Points to Slowing Economic Activity in Austria. Business Cycle Report of March 2016

The weaker global environment is dampening economic activity in Austria; export dynamics lost vigour in the fourth quarter of
2015. By conftrast, firms' wilingness to invest remained robust. Expenditure for refugees' basic care was reflected in an increase in
consumer spending. WIFO's Business Cycle Survey shows a worsening of companies' assessments. Hence GDP growth is likely to

remain subdued also in the coming months.

Contact:

Stefan Ederer: WIFO, 1030 Vienna, Arsenal, Objekt 20, Stefan.Ederer@wifo.ac.at

JEL-Codes: E32, E66 * Keywords: Business Cycle Report

All staff members of the Austrian Institute of Economic Research contribute to the Business Cycle Report. For definitions used see
"Methodological Notes and Short Glossary", http://www.wifo.ac.at/wwadocs/form/WIFO-BusinessCyclelnformation-Glossary.pdf

Cut-off date: 9 March 2016.

Data processing: Christine Kaufmann (Christine.Kaufmann@wifo.ac.at), Martha Steiner (Martha.Steiner@wifo.ac.at)

ISSN 1605-4709 » © Austrian Institute of Economic Research 2016

Impressum: Herausgeber: Karl Aiginger « Chefredakteur: Michael B6heim (Michael.Boeheim@wifo.ac.at) ¢ Redaktionsteam: Tamara Fellinger, lise Schulz, Tatjiana Weber
Medieninhaber (Verleger) und Redaktion: Osterreichisches Institut fir Wirtschaftsforschung ¢ 1030 Wien, Arsenal, Objekt 20 » Tel. (+43 1) 798 26 01-0 « Fax (+43 1) 798 9386 «

http://bulletin.wifo.ac.at ¢ Verlags- und Herstellungsort: Wien

Economic activity in Austria so far has maintained its subdued but steady upward
frajectory. Gross domestic product grew by 0.3 percent, quarter on quarter, in the
fourth quarter of 2015, the same rate as in the two previous quarters. However, there
is increased evidence that activity may be slowing.

The expansion of the global economy lost fraction towards the end of 2015. Eco-
nomic activity moderated notably in the USA and in Asia's emerging market econo-
mies. This becomes noticeable even more strongly as economic activity in the euro
area remains lacklustre and many export-oriented emerging market economies are
suffering from low commodity prices.

In the fourth quarter of 2015, these developments were already reflected in slowing
growth of Austrian exports. Exports to the USA, by now Austria's second most impor-
tant frading partner, expanded vigorously in 2015, but lost considerable traction in
the course of the year. Growth of exports to Germany, by contrast, remained rela-
fively robust. Investment maintained momentum until the end of the year, despite a
weakening of the international environment: in the fourth quarter, gross fixed capital
formation increased at about the same quarter-on-quarter pace as in the previous
two quarters. This increase was driven in particular by the demand for plant and
equipment; construction investment, by confrast, stagnated.

Consumption expenditure grew slightly more briskly in the fourth quarter than in the
first nine months of the year, owing to increased consumption by private non-profit
organisations and the government resulting from expenditure for the basic care of
refugees, whose numbers had risen markedly since the summer. By contrast, growth
of private consumption in the narrower sense of the word remained weak, despite
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low energy prices and the fact that positive income effects from the tax reform
came to bear from the beginning of January 2016 onwards.

Tourism exports declined in the fourth quarter compared with the previous quarter,
owing to the exiraordinarily warm start of the winter and the lack of snow in the first
half of the season. With the snowfalls in January, however, the number of overnight
stays in the Alpine regions increased markedly. Ladnder with tourism offers other than
winter sports even benefitted from the mild weather in the mountains and were rela-
tively successful particularly in the first third of the season.

The situation in the Austrian labour market remains difficult, given the lacklustre eco-
nomic activity. While according to preliminary estimates the number of persons in
dependent active employment rose markedly in February 2016 compared with a
year before, and job vacancies also increased considerably, the number of persons
registered as unemployed with Public Employment Service Austria (AMS) also in-
creased. As already in previous months, unemployment did not rise further on a sea-
sonally adjusted basis, however; the unemployment rate remained unchanged at
9.0 percent.

Compared with December, inflation picked up slightly again in January; compared
with a year before, consumer prices were up 1.2 percent. As already in previous
months, downward pressures on prices came from the sharp fall in crude oil prices,
which resulted in price declines for heating oil and fuels. Price boosters were once
again hotel and restaurant services, clothing, insurance services and rents. In Janu-
ary, the Harmonised Index of Consumer Prices (HICP) exceeded its year-earlier read-
ing by 1.4 percent.

The outlook for the Austrian economy remains muted. WIFO's Business Cycle Survey
of February 2016 shows a further deterioration in the assessments given by compa-
nies. Both the present situation and expectations for the coming months were as-
sessed less favourably in February than a month earlier and on average over the
long term. However, both indices remain in positive territory. Thus companies sfill as-
sess the overall economic environment largely favourably, but no longer as repre-
senting the normal situation. The weaker international environment is reflected in
particular in the assessments given by firms in manufacturing. Assessments by com-
panies in the construction and services sectors were somewhat more positive than
those given in manufacturing. WIFO's Leading Indicator in the most recent analysis
also fell more markedly than previously and now lies at a similar level as in March
2015.

1. Global economy losing traction

Global economic growth lost traction in the final months of 2015. According to Cen-
fraal Planbureau (CPB), global frade expanded at a considerably slower pace in
November and December than in the preceding months (three-month moving av-
erage in December +0.7 percent, compared with the previous period). Economic
activity slowed notably in the USA and in Asia's emerging market economies.

The weakness of the global economy also became apparent in the commodity
markets, where prices have been following a downward trend since the end of
2014. Hence the crude oil price is likely reacting also to the expansion of supplies by
the OPEC countries. However, signs of stabilisation have emerged recently: at the
end of February, Brent crude oil fraded at 35$ per barrel, following a temporary
price decline to 26 $ in January. The HWWI index for industrial commodities also rose
slightly on a month-on-month basis in February. Food commodity prices, by confrast,
fell further.

In the USA, growth slowed considerably in the second half of 2015 (fourth quarter
+0.3 percent, compared with the previous quarter, third quarter +0.5 percent). Eco-
nomic activity continues to be supported by the ongoing expansion of personal
consumption expenditure. The decline in the unemployment rate and the continu-
ous increase in house prices were conducive to this development. Investment, on
the other hand, declined. This probably reflects an increased reluctance to invest in
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oil and gas production plants, which are less profitable, given the low commodity
prices. Exports even declined in the fourth quarter compared with the previous quar-
ter, owing fo the persistently high dollar exchange rate and weak demand from

emerging market economies.

Figure 1: International business climate
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Leading indicators

110 + — USA

Euro area

105 +

100 —+

95 +

90 t t t t } t t } t {

USA

120 +

110 -

100 +

920 +

80 +

Production, total industry1
70 +
— ISM Purchasing Managers' Index

60 t t t t t t t t t {

Euro area

120 +

110

100

90

80

Production, total industry1

i —— Confidence indicator, industry

60 t t } t t t t } t {

Germany
120 +
110
100

20

80

Production, total industry1

Ifo Business Climate Index
60 f } | f f | } f f {

Source: European Commission, Deutsche Bundesbank, ISM (Institute for Supply Management™), Ifo (Insti-

tute for Economic Research, Munich), OECD. - ! Excluding construction.

12-months
performance
r 102
\7 ]OO
T Y 98
Jan
r 102
. foo

Jan

120
—_—

110

100
Jan

110

100

90
Feb

r 110
_—

r 100

S Y 90
Dec

r 110

i ~r 100

N Y 90
Feb

r 120

~=<r 110

R T ]00
Dec

r 110

ST 100

N 90
Feb

WIFO WIFO Bulletin, 2016, 21(4), pp. 39-46

41



BUSINESS CYCLE REPORT MARCH 2016

Several indicators point to continued sluggish activity in the USA also at the begin-
ning of 2016. The ISM Purchasing Managers' Index, while rising again in January and
February, still lies below the expansion threshold. The Industrial Production Index has
been largely stagnating for several months. Consumer confidence has also dark-
ened: the Conference Board index declined in February, and the University of
Michigan consumer survey also showed a slight deterioration in assessments. Overall,
both indices have been moving sideways since the end of 2014, though.

In December 2015, the US central bank ended its zero interest rate policy and for the
first fime since the financial and economic crisis raised its key interest rate. The de-
termining factor for this decision was the low unemployment rate: it has halved since
2010 and in February 2016 stood at 4.9 percent. In addition, inflation has again risen
markedly lately: the core inflation rate (excluding energy and food), which is impor-
tant for the assessment of domestic inflationary pressures, surpassed 2 percent in
January, and consumer price inflation also accelerated. However, with economic
activity slowing, the Fed is expected to contfinue fo raise interest rates only very hesi-
tantly.

In China, gross domestic product expanded at a quarter-on-quarter rate of 1.6 per-
cent in the fourth quarter of 2015. For 2015 as a whole, year-on-year growth was less
than 7 percent. Hence the constant slowdown of the expansion observed already in
recent years continued. Economic expectations point to a further slackening: the
Purchasing Managers' Index declined yet again in February.

2. Euro area economic activity remains weak

Economic activity in the euro area lacks momentum. Output grew by a mere
0.3 percent, quarter on quarter, in the fourth quarter of 2015 — as already in the pre-
vious three months. In the three largest countries of the euro area, momentum re-
mains subdued: in Germany and France, GDP growth in the fourth quarter remained
unchanged at +0.3 percent, quarter on quarter, while in Italy (+0.1 percent) it even
slowed. In Spain, by confrast, output continued to grow briskly (+0.8 percent), albeit
no longer as vigorously as in the first half of 2015. In the majority of countries, growth
was largely driven by domestic demand, while exports mostly weakened, or — as in
Germany - even declined compared with the previous quarter. In December, the
industrial production index fell both in the euro area as a whole and in all large euro
area counfries.

The weak basic trend of economic activity is likely to persist in the euro area; eco-
nomic expectations deteriorated further in February. According to the European
Commission's business survey, confidence in the euro area fell in all sectors except
for construction. Having temporarily risen, the Economic Sentiment Indicator (ESI) in
February dropped again to the level recorded in summer 2015, and thus remained
below its long-term average. The outlook darkened in all large countries of the euro
area. The loss of confidence was particularly pronounced among consumers and in
the industrial sector, where managers gave much more pessimistic assessments of
order book levels and production expectations. Overall, the development of the
Economic Sentiment Indicator suggests, however, that the economy will grow in the
first quarter — albeit at a modest pace.

Labour market conditions are improving further in the euro area. In January, the un-
employment rate dropped marginally to 10.3 percent, which was 1 percentage
point lower than the year-earlier level. Notably Germany and Spain saw unemploy-
ment decline; in France and Italy, the unemployment rate has remained broadly flat
in recent months. The lowest unemployment rate was registered by Germany
(4.3 percent), the highest by Spain (20.5 percent) and Greece (24.6 percent in No-
vember).

Inflation in the euro area eased further in February, according to the flash estimate:
consumer prices even fell compared with a year before (-0.2 percent), largely ow-
ing fo the decline in commodity prices. Core inflation (HICP excluding energy and
unprocessed food), which is better suited for measuring domestic inflationary pres-
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sures, also fell in February, to +0.8 percent. Against this background, the European
Central Bank announced already at its council meeting in January that it would
consider further expansionary measures.

Figure 2: Results from the WIFO Business Cycle Survey
Indices of the assessment of the current economic situation and of business expectations,
seasonally adjusted
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Source: WIFO Business Cycle Survey. Data refer to index points (percentage points) between +100 and
—100. Values above 0 imply positive expectations, values below 0 indicate negative expectations.

3. Austrian economy on slow upward trajectory

In Austria, the sluggish, albeit steady, upward tfrend confinued. Gross domestic
product grew by 0.3 percent, quarter on quarter, in the fourth quarter of 2015, the
same rate as in the previous two quarters. Year-on-year growth of the Austrian
economy for 2015 as a whole therefore came in at 0.9 percent. Private consumption
increased only modestly (+0.4 percent), following stagnation in the previous two
years.

In the fourth quarter, however, consumption expenditure rose somewhat more
briskly than previously in 2015. This was due to increased consumption by private
non-profit organisations and the government, reflecting expenditure for the basic
care of refugees, whose numbers had risen markedly since the spring. The dynamism
of private consumption in the narrower sense of the word remains weak, however —
excluding private non-profit organisations, it grew by a mere 0.1 percent, quarter on
quarter, in the fourth quarter. Low energy price levels and the prospect of positive
effects on incomes from the tax reform from the beginning of January did not in-
crease consumers' wilingness to spend at the end of the year. This is also reflected in
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the consumer confidence indicator according to the European Commission's con-
sumer survey, which remains at a very low level. However, a trend towards a slight
improvement in sentiment became apparent from November to February.

Gross fixed capital formation rose again overall in 2015 (+0.4 percent), following a
decline in the previous two years; construction investment fell for the third consecu-
five time, however. At +0.5 percent in the fourth quarter, gross fixed capital forma-
tion grew at about the same pace as in the previous two quarters. While construc-
fion investment remained flat, investment in plant and equipment increased.

Growth of Austrian exports lost some momentum in the fourth quarter (+0.7 percent,
third quarter +1.4 percent), owing to the global economic slowdown. The decline in
tourism exports also played a role here. The regional development of exports reflects
the uneven dynamics of the global economy. For instance, notably the value of
goods exports to the USA and Turkey as well as to the Czech Republic and Poland
increased in 2015. The USA replaced Italy as Austria's second most important frading
partner, its share in Austria's total goods exports amounted to around 7 percent. Ex-
ports to the euro area grew only modestly. Exports to Germany, Austria's largest trad-
ing partner, were somewhat higher than last year. By contrast, exports to Asian and
Latin American emerging market economies fell slightly, while those to Russia and
Ukraine plummeted.

In the first half of the 2015-16 winter season, Austrian tourism revenue was 5,910 mil-
lion € (+0.7 percent), according to provisional calculations, which represented a
slight increase from the same period a year before. Thus real sales almost equalled
the year-earlier result (-0.2 percent). From November to January, the number of
overnight stays rose by 0.6 percent compared with the same period a year before.
Nights spent by foreign guests were slightly lower than a year before (-0.3 percent),
while those of resident travellers were markedly higher (+3.4 percent). Notably over-
night stays in the Alpine regions for a long time remained below their year-earlier
level, given the extraordinarily warm beginning of the winter and the lack of snow
until the beginning of January. However, with the snowfalls in January, the end result
in these regions improved markedly. Lander with tourism offers other than winter
sports even benefitted from the mild weather in the mountains, especially in the first
third of the season.

From November 2015 to January 2016, particularly strong increases were registered
in fourism demand from Italy (+8.6 percent) and the USA (+8.5 percent) — in the lat-
ter case because of price advantages due to the appreciation of the dollar — as
well as from the Czech Republic. Demand from Germany and the Netherlands, the
most important source countries for Austrian tourism — together they account for
around 60 percent of overnight stays by foreigners and 45 percent of overall de-
mand — was uneven at +1.2 percent and —1.2 percent, respectively. Declines were
registered in the numbers of nights spent by guests from Hungary and Switzerland,
among others. As last year, demand from Russia plummeted (-31.7 percent), clearly
reflecting the recession in Russia and the economic sanctions imposed by the EU.

3.1 Darkening of business sentiment

The Austrian economy is likely fo maintain its subdued upward trajectory. However,

. . . According to WIFO's Business
the most recent results of WIFO's Business Cycle Survey show a further deterioration in 3

Cycle Survey, firms' assess-

business sentiment. In February, the assessments of both the present situation and ments of economic condi-
expectations for the coming months were less positive than a month before and fions have deteriorated. Par-
considerably poorer than their long-run averages. Both indices remain in positive ter- ticularly assessments given

ritory, however. Hence companies still assess the overall economic environment 27 mo”Ufoc.tU”ng IS WS
been negative lately. Expec-

mostly favourably, but do not view it as the normal situation. The weaker interno- IR GIe SeTIEvIGh [BElar
fional environment is noticeable especially in manufacturing, where the Present in construction and the ser-
Situation Index declined markedly and enfered negative territory. Notably order vices sector.
book levels were assessed more pessimistically than of late. This appraisal confirms
the most recent development of the production index for the manufacturing sector,
which fell for the second consecutive time in December. According to WIFO's Busi-
ness Cycle Survey, companies' expectations deteriorated even more than their as-
sessments of the present situation, and were clearly negative in February. Overall,
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assessments were more positive in the capital goods sector than in the consumer
goods sector; this reflects the persistent weakness of consumer demand. The Bank
Austria Purchasing Managers' Index, by contrast, rose for the second consecutive
time in February and indicates an expansion in the manufacturing sector.

Figure 3: Key economic indicators
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Slightly better assessments than in manufacturing were given by firms in the con-
struction and services sectors, according fo WIFO's Business Cycle Survey of Febru-
ary. In these sectors, the assessment of the present situation deteriorated somewhat,
but remained in positive territory. Expectations for the coming months improved, al-
though negative assessments still predominate in construction. WIFO's Leading Indi-
cator, a weighted index made up of ten indicators from the real economy and the
financial sector, declined for the second consecutive time, according to the most
recent analysis, and now lies at a level similar to that recorded in March 2015. How-
ever, the downward movement was considerably stronger than the one experi-
enced a month before. This points to a slight slowdown in economic activity.

3.2 No improvement in labour market

The labour market situation in Austria is sfill not improving markedly. The number of
persons in dependent active employment did increase by around 46,000 (+1.4 per-
cent), year on year, in February, according fo provisional estimates. The number of
job vacancies also increased noticeably (+10,500). But the number of persons regis-
tered as unemployed with Public Employment Service Austria (AMS) also rose
somewhat (+8,100, +2 percent). The total labour force grew further.

As already in previous months, unemployment no longer rose further on a seasonally
adjusted basis, however, but even declined compared with the previous month
(1,800 persons, —0.5 percent). An important confributing factor to this decline, in
addifion to the sluggish upward frajectory of economic activity, was the particularly
mild weather this winter. The unemployment rate remained steady at 9.0 percent.
The harmonised unemployment rate according to Eurostat stood unchanged at
5.9 percent in January.

3.3 Inflation rising again for first time in January

Consumer prices rose by 1.2 percent in January compared with a year before. Thus
the inflation rate was slightly higher than in December 2015 (+1.0 percent). As in pre-
vious months, downward pressures on prices came from the sharp decline in crude
oil prices. In January, Brent crude oil temporarily traded at less than 30 $ per barrel,
and its monthly average price was around 35 percent lower than a year before. The
prices of heating oil (-21.2 percent, year on year) and fuels (-9.8 percent) declined
considerably. Upward inflafionary pressures once again came from hotel and res-
tfaurant services, clothing, insurance services and rents. The Harmonised Index of
Consumer Prices (HICP) in January stood 1.4 percent above its year-earlier level.
Hence inflation was considerably higher in Austria than in Germany (+0.4 percent)
and in the euro area as a whole.
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