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At the end of 2008, the global financial and economic crisis friggered the deepest
recession since the 1930s. Past recessions show that a combination of financial and
economic crisis is likely to slow the pace of the subsequent economic recovery (IMF,
2009A). Owing to an unprecendented fiscal and monetary response in all major
economies, the global economic slump seems to have reached a halt in mid-2009.
From 2010 a recovery can be expected. At 1.8 percent per year the Austrian econ-
omy will expand by % percentage point more slowly than in the 10 years preceding
the economic crisis of 2009 (+2'2 percent per year)!. Even at the cyclical peck of the
forecast horizon (2012 to 2014) GDP growth will not reach this average. The world
economy will overcome the consequences of the financial crisis only very gradually.
The provision of venture capital and loans to the private sector for investment in
machinery and equipment and construction as well as consumpftion expenditure
remains low. Potential output growth will no longer keep the pace of the past
(Gaggl - Janger, 2009, European Commission, 2009A, IMF, 2009B). Austria's growth
advantage vis-a-vis the average of the euro area will diminish, not least because
exports to Central and Eastern Europe are expected to lose momentum.

To counter the effects of the international financial and economic crisis, policy-
makers in Austria brought the tax reform forward into 2009 and passed two eco-
nomic recovery and two labour market packages. As some of the larger construc-
tion projects could not yet be implemented, their effect should contribute to the up-
swing in 2010. The Austrian economy also benefited from the economic stimulus
measures taken by its EU neighbours within the framework of the "European Eco-
nomic Recovery Plan (EERP)", and by other major trade partners such as the USA
and Switzerland. Breuss —Kaniovski — Schratzenstaller (2009) estimate the spillover ef-
fect as roughly comparable to that of the measures taken by the Austrian federal
government (including quasi-public enterprises).

Unlike in most other countries of the euro areaq, the frend of real disposable house-
hold income, which was favoured by the tax reform, low inflation, high wage in-

1 The growth forecast of 2010 and 2011 is in line with the WIFO's short-term forecast of December 2009. For
the following years medium-term trends were estimated.
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creases in 2008, increase of fransfers to households, increased private consumption
in Austria in 2009 (+' percent). However, a larger fraction of the income increase
than in previous years was saved. During the forecast period 2010 to 2014 an aver-
age increase of consumption of 1 percent is expected — 2 percentage point below
the average of the five years before the crisis. The forecast assumes that the savings
ratio of private households will gradually decline again.

Table 1: Main results

@ 1998- @2003- @ 1999- @ 2004- & 2009- 2009 2010 2011 2012 2013 2014
2008 2008 2004 2009 2014
Year-to-year percentage changes

Gross domestic product

Volume + 24 + 28 + 1.8 + 1.6 + 18 - 34 + 1.5 + 1.6 + 20 + 20 + 1.9

Value + 4.0 + 48 + 33 + 3.6 + 3.1 - 1.7 + 2.1 + 29 + 34 + 3.6 + 35
Consumer prices + 20 + 22 + 20 + 1.9 + 1.6 + 0.5 + 1.3 + 1.5 + 1.7 + 1.9 + 1.8
Gross wages and salaries
per employee! + 23 + 26 + 20 + 2.7 + 2.1 + 23 + 1.2 + 1.9 + 24 + 25 + 246
Active dependent employment? + 1.0 + 1.6 + 0.3 + 1.2 + 04 - 13 - 03 + 0.3 + 0.6 + 0.7 + 0.7

@ 1999- @2004- @ 2000- @ 2005- @ 2010- 2009 2010 2011 2012 2013 2014
2008 2008 2004 2009 2014
In percent

Unemployment rate

Eurostat definitiond 4.3 4.6 4.1 4.6 5.6 5.0 5.4 57 5.7 5.7 5.6

National definition4 6.6 6.6 6.6 6.7 8.1 7.1 7.7 8.1 8.2 8.2 8.2

As a percentage of GDP
Net exports 3.8 4.8 3.2 5.0 5.3 4.6 4.8 5.2 5.4 8.3 55
General government financial
balance (Maastricht definition) - 1.5 - 1.7 - 1.6 - 1.7 - 40 - 42 - 52 - 48 - 42 - 34 - 25
As a percentage of disposable income

Household saving ratio 9.7 10.6 8.7 11.4 12.4 13.0 12.9 12.6 12.5 12.2 12.0
Source: Stafistics Austria, WIFO calculations. — T Excluding employers' contributions, employees according to Natfional Accounts definition. -

2 Excluding parental leave, military service, and unemployed persons in training. — 3 According to Eurostat Labour Force Survey, percent of total
labour force. — 4 According to Public Employment Service, percent of fotal labour force excluding self-employed.

Real net exports will spur economic growth in the forecast period. The export fore-
cast is based on the assumption that the world economy will gradually overcome
the effects of the financial crisis on the real economy and that a recovery, sup-
ported by the worldwide stimulus programmes and low interest rates, will set in in
2010. The revival of global tfrade will cause an increase of the Austrian exports by an
average of 5% percent per year, almost 1 percentage point less than in the ten
years preceding the crisis. Due to the very low capacity utilisation, the rebound of
exports will not yet bring about any recovery of investment activity. During the whole
forecast period investment is expected to grow on average by 2 percent per year.

Owing to the recession, unemployment reached the highest level since the mid-
1950s in 2009. Although the extension of short-time working schemes, training and
educational leave slowed the increase in the number of unemployed persons in
2009 by about 13,000, unemployment will remain the main policy concern in the
coming years (Mahringer, 2009). From 2008 until 2014 the number of registered un-
employed persons is expected to rise by slightly more than 90,000 to above 300,000.
On average during the years 2010 to 2014 the unemployment rate (as defined by
the Public Employment Service, AMS) is expected to reach 8.1 percent. However, in
the case of a less favourable economic frend unemployment would rise even faster.
Employment will increase by 0.4 percent per year in 2010 to 2014, but full-time em-
ployment is not expected to pick up until the end of the forecast period. The free
movement of qualified workers from the new EU countries since 2009 and the expiry
of the transition period in 2011 will increase the flow of commuters and migrants.
However, the scope of migration depends, above all, on domestic labour demand.

The fall in government revenues in the wake of the crisis and the tax reform as well
as the increase of government spending due to the recession will raise the general
government deficit to 5% percent of GDP in 2010. In addition to a cyclical improve-
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ment, measures to consolidate the budget will have to be taken, if the deficit ratio is
to be reduced below 3 percent of GDP by 2014.

Figure 1: Cyclical downturns in Austria since 1970

Real GDP, percentage changes from previous year
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Source: Stafistics Austria, WIFO calculations.

Following the price decline from mid-2008 until the first quarter of 2009, the frend in
infernational commodity markets reversed. In the coming years, too, the price of
crude oil and other commodities will surge. The forecast assumes that the oil price
will rise from $ 60 per barrel in 2009 to $ 100 per barrel in 2014 as the world economy
recovers. Domestic factors will hardly exert any inflationary pressures in the coming
years. During 2010 to 2014 the average inflation rate in Austria is expected to
amount to 1% percent.

The economic recovery assumed in this forecast essentially depends on the cyclical
improvement of the global economy. Should the latter not materialise as expected,
this would also impair the revival of the Austrian economy. At the same time the sta-
bilisation of the financial markets and the banking system remains fragile. In this con-
text the extensive business activities of Austrian banks in Central, Eastern Europe and
Southern Europe entail sfill substantial risks.
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Figure 2: Private consumption and saving ratio
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Source: Stafistics Austria, WIFO calculations.

In 2004 to 2008 real GDP grew much faster in Austria than in the euro area (+% per-

centage point), and also in the recession year 2009 Austrian economic activity ‘Growih differential
shrank by less (+'4 percentage point). This growth advantage is likely to diminish in vis-a-vis the euro area
the coming years for several reasons: average shrinks

e Whereas in the most recent years the Austrian economy greatly benefited from
frade, exports will slow due to the deterioration the international business. The
Austrian companies which are well-established in the formerly fast-growing
economies of the new EU countries in Central and Eastern Europe as well as the
accession candidates in Southern Europe (FIW, 2009), will be more strongly af-
fected by the merely weak recovery of this region. In these countries, the boom
of the past years was based on high private debt and significant international
capital inflows. This frend has come to an end or will slow down substantially. The
economic slump in the region will have a lasting effect on Austrian banks, which
have a leading market position in Central and Eastern Europe as well as Southern
Europe. The increased need for provisions and the unavoidable strengthening of
their equity base will also be felt in their domestic business.

¢ The strength of the German economy rested on the automobile and capital
goods industries. These industries were hit hardest by the recession. Substantial
global excess capacities will lead to a market clearing, which will also affect Aus-
frian suppliers.

However, several factors suggest that a certain — albeit small — growth advantage
of Austria will remain (+ percentage point):

e With respect to unit labour costs Austria's price competitiveness has substantially
increased during the last 10 years (Guger — Leoni, 2007, HSlzl — Leoni — Zulehner,
2009). This frend is likely to persist and have a positive medium-term effect on the
export industry.

e In some countries of the euro area (particularly Spain, Ireland and France) a
house price boom spurred economic growth unfil mid-2007. The subsequent
house price crash implied substantial losses of wealth. In the coming years this will
dampen consumption and residential construction (Walterskirchen, 2009).

e The increase of expenditure on research and development in recent years is ex-
pected to have a positive effect on the economy in the medium term.
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o The efforts of education policy will equally support the Austrian economy in the
coming years — this applies particularly to the upgrading of the universities of ap-
plied sciences and the programmes for apprentices and training.

e The Austrian budget deficit is roughly 1 percentage point of GDP below the euro
area average (European Commission, 2009B). Assuming that all EU countries fol-
low the recommendations of the European Commission (European Commission,
2009C) this leads to a lower consolidation requirement for Austria implying pofen-
tially smaller adverse demand effects.

Up to 2011 this medium-term forecast for the Austrian economy is based on WIFO's
short term forecast of December 2009 (Marterbauer, 2010, in this issue). The medium- Sluggish medium-term
term forcast was generated with the WIFO's macroeconomic model (Baumgartner — growth due to slow
Breuss — Kaniovski, 2005). The forecast relies on the assumptions for the international global recovery
economy in Schulmeister (2010, in this issue), which are briefly summarized below.

In 2010 and 2011, the global economy will regain momentum and the recession will
gradually be overcome. On average for the forecast period 2010 to 2014, eco-
nomic growth in the USA and the euro area will be 24 percent and 1% percent per
year, respectively. Economic growth will thus remain substantially below the trend of
the decade before the crisis, during which it was 2 percentage point higher than in
the forecast period.

Table 2: International fundamentals

@ 1998-2008 @ 2003-2008 @ 1999-2004 & 2004-2009 @ 2009-2014
Year-to-year percentage changes

Gross domestic product, volume
Euro area + 2.1 + 2.1 + 1.9 + 0.8 + 1.6
23 OECD-countries! + 22 + 22 + 23 + 0.9 + 20

@ 1999-2008 @ 2004-2008 @ 2000-2004 & 2005-2009 @ 2010-2014
Dollar per ECU or Euro

Exchange rate 1.15 1.32 1.03 1.35 1.57
Dollar per barrel
Oil price, Brent 45.2 65.5 29.0 69.8 88.8

Source: EU, OECD, WIFO calculations. - 1 EU 15 (excluding Austria), Iceland, Norway, Switzerland, Turkey,
Australia, Japan, Canada, New Zealand, USA.

Due to its close business ties, the Austrian economy is particularly affected by the
significant slow-down of growth in the new EU countries. During the next five years,
the average GDP growth in the region is expected to amount to 3 percent per year
and thus remain 24 percentage points below the level of the five years preceding
the crisis.

In the wake of the global financial and economic crisis the Austrian economy faced

. R . . . . During the years 2010 to 2014
the worst recession since the 1930s. Due to the high degree of internatfional integra-

the aftermath of the eco-

tion, the cyclical recovery in Austria is largely determined by the international de- nomic crisis will have a par-
velopments. Since real exports are expected to increase by 5% percent per year in ticularly strong negative ef-
the years 2010 to 2014, while real imports will grow slightly less dynamicby 5 percent, fect on private invest and

the Austrion economy will continue to experience positive but lower net exports. This 3 GO @I XSSl G2
ports. Private consumption,

development follows from weaker demand in Central and Eastern Europe and too, will expand more slowly

Germany. than in the five years before

Due to a substantial excess capacity, investment infto machinery and equipment will 2 @

continue to decline in 2010. With the expansion of exports of manufacturing goods,
private investment is expected to recover gradually from 2011 onwards. Neverthe-
less their growth will remain sluggish even in the medium term. The construction in-
dustry will not be able to return to the growth rates of the five-year-period preceed-
ing the crisis, when especially civil engineering expanded strongly. Although invest-
ment projects of quasi-public enterprises such as the federal real estate corporation
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(Bundesimmobiliengesellschaft, BIG), the motorway financing and operating corpo-
ration (Autobahnen- und SchnellstraBen-Finanzierungs-Aktiengesellschaft, ASFINAG)
and the railway company (Osterreichische Bundesbahnen, OBB), which were an-
nounced for 2009 in the first stimulus package, are expected to materialise in 2010
and thus support construction activity, they will not be sufficient to offset the decline
in private residential construction. Construction investment will not reach growth
rates of about 2 percent until 2013-2014.

Figure 3: Expenditure on GDP and income
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Table 3: Components of aggregate demand, volume

@1998- @2003- @1999- @2004- @ 2009- 2009 2010
2008 2008 2004 2009 2014
Year-to-year percentage changes

Consumption expenditure
Private households! + 1.6 + 1.5 + 1.7 + 1.2 + 1.1 + 04 + 0.7
General government + 1.5 + 20 + 0.5 + 20 + 0.5 + 0.8 + 1.0
Gross fixed capital
formation + 1.4 + 18 + 0.9 + 0.1 + 20 - 76 - 1.0
Machinery and
equipment? + 22 + 1.9 + 20 - 0.6 + 3.3 -120 - 10
Construction + 0.6 + 1.7 - 0.1 + 0.5 + 0.9 - 40 - 10
Domestic demand + 1.6 + 1.9 + 1.3 + 1.2 + 1.3 - 1.4 + 0.8
Exports + 6.5 + 7.0 + 6.9 + 20 + 5.6 -134 + 4.0
Imports + 53 + 5.6 + 6.0 + 1.2 + 50 -10.9 + 28
Gross domestic product + 24 + 28 + 1.8 + 1.6 + 1.8 - 34 + 1.5

+ o+ 4+ o+ o+

e

2011

0.9
0.5

2.0

4.0
0.5
1.1
5.0
43

1.6

2012 2013 2014
+ 1.3 + 1.4 + 1.2
+ 04 + 0.2 + 0.5
+ 25 + 3.1 SIS
+ 4.5 + 4.6 + 4.7
+ 1.0 + 1.8 + 2.1
+ 1.4 + 1.6 F 19
+ 6.6 + 6.5 + 6.0
+ 59 + 6.2 + 58
+ 20 + 20 + 1.9

Source: Stafistics Austria, WIFO calculations. — ' Including private non-profit institutions serving households. — 2 Including other products.

In 2009 and 2010, private consumption is stimulated by the tax reform and the in-
crease of public fransfers. Private consumption expenditure will expand by 1 per-
cent per year in the period from 2010 until 2014 and thus remain below the trend of
2004 to 2008. The forecast assumes that the savings ratio, which had increased by
5 percentage points to 13 percent between 2002 and 2009, will decline by 1 per-
centage point until the end of the forecast period.

In the aftermath of the recession, economic growth in Austria will not even reach
the average growth rate of the last 10 years (22 percent) in the upswing of 2012 to
2014.

Austria's budget deficit will remain above the Maastricht limit of 3 percent of GDP at
least until 2013. Projected economic growth is foo weak to bring about a consolida-
tion of the government budget exclusively through the automatic stabilisers. Discre-
tionary consolidation measures — mainly on the expenditure side (Piflik — Schratzen-
staller, 2009) — from 2011 onwards would be necessary to reduce the budget defict
below 3 percent of GDP.

Economic policy cushioned the consequences of the financial and economic crisis
for the real economy by means of a timely discretionary intervention. The measures
included a tax reduction, two economic stimulus and two labour market packages
of the federal government, measures of the states and local governments as well as
by allowing the automatic stabilisers both on the expenditure and on the revenue
side to operate. After the budget balance of the government had already been
negative (-0.4 percent of GDP) in 2008 despite the favourable economic situation, it
worsened to —4.2 percent of GDP and will deteriorate further to -5.2 percent of GDP
in 2010. In the coming years, the budget dynamics will be dominated by the conse-
qguences of the crisis. During the forecast period 2010 to 2014 the average budget
deficit will amount to 4 percent of GDP. Gross government debt will rise from slightly
below 60 percent of GDP (in 2007) to almost 80 percent of GDP. Interest payments
of the government will increase from 2V percent of GDP (in 2008) to 3% percent of
GDP and thus substantially limit future room for fiscal policy. Debt of the outsourced
quasi-public enterprises ASFINAG, BIG and OBB of € 32 billion in 2010 (11 percent of
GDP) is not included in these figures.

Compared to 2008 current revenues dropped by 3.4 percent in 2009. In 2010 a fur-
ther decline by 0.2 percent is to be expected. This development reflects cyclical
revenue losses for income fax, value added tax and, particularly, for corporate in-
come tax in 2009 and 2010. The income tax cut, which was brought forward by one
year and will incur addifional revenue losses of about € 2.1 bilion in 2009 and
€ 2.9 billion in 2010. A stronger growth of government revenues cannot be expected
until 2011, as the recovery sets in. Under favourable conditions it will reach 2.7 per-
cent per year throughout the forecast period.
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A medium-term reduction of government deficits in line with the Maastricht-Treaty is
assumed. In December 2009 the Ecofin Council advised the member countries to
reduce their excessive deficits. For Austria the recommendation is to reach a deficit
ratio below 3 percent of GDP in 2013 (European Commission, 2009C, 2009D). To
meet this objective significant consolidation efforts are required. After the substantial
expenditure surge in 2009 (+4.1 percent compared to 2008) the annual increase of
current expenditures is assumed at only about 2 percent to ensure that budget tar-
gets are met. The government expenditure ratio will be well above 50 percent in
2009 and in 2010 and will not drop below the 50 percent mark before 2013.

Table 4: General government

Current prices
@1998- @2003- @1999- @ 2004- @ 2009- 2009 2010 2011 2012 2013 2014
2008 2008 2004 2009 2014
Year-to-year percentage changes
Current revenue SRGES + 4.1 + 2.6 + 2.7 + 2.7 - 34 - 02 + 2.6 F 35 + 3.8 + 3.8
Current expenditure + 3.0 + 3.7 + 3.4 + 2.7 + 20 + 4.1 + 20 + 1.9 + 2.1 + 2.1 + 20
Gross domestic product + 4.0 + 4.8 + 3.3 + 3.6 + 3.1 - 17 + 2.1 + 29 + 34 + 3.6 + 3.5

@1999- ©@2004- @2000- @ 2005- @ 2010- 2009 2010 2011 2012 2013 2014
2008 2008 2004 2009 2014

As a percentage of GDP

General government financial
balance (Maastricht definition) - 1.5 - 1.7 - 1.6 - 1.7 - 40 - 4.2 - 52 - 4.8 - 4.2 - 34 - 25

Source: Statistics Austria, WIFO calculations.

Figure 4: Revenue, expenditure and financial balance (according to Maastricht)
of general government

Revenue
Percentage changes Expenditure
8 1 from previous year Percentage changes

from previous year

Financial balance
As a percentage of GDP

1996 1999 2002 2005 2008 2011 2014

Source: Stafistics Austria, WIFO calculations.

Such a rathermoderate expenditure growth is favoured by the gradual improve-
ment of the cyclical situation. If the government is to avoid tax increases fo consoli-
date the budget, this requires a determined examination of all expenditure areas
and all levels of the public administration in search of efficiency reserves and poten-
fial economies, because expenditure growth must be curbed to balance the
budget, which has regularly been in deficit for 35 years. The first round of the federal
budget law reform, which came info effect at the beginning of 2009 and which de-
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fines binding limits for the expenditures in the federal budget via the federal finan-
cial framework law, is therefore put to a serious test.

The short-term growth effects of a budget consolidation are ambiguous. On the one
hand spending cuts (or tax hikes) dampen aggregate demand ('Keynesian ef-
fects"), on the other hand consolidation efforts can raise demand via expectation
effects ("'non-Keynesian effects"). The empirical literature shows that the net effect
depends on a large number of factors such as domestic and international eco-
nomic activity, the level of government debt, the real interest rate, the policy ap-
proach to budget consolidation (revenue-based or expenditure-based) as well as
the policy mix and the credibility of monetary and fiscal policies (e.g., McDermott —
Wescott, 1996, von Hagen - Strauch, 2001, Prammer, 2004, Canale et al., 2007,
Alesina — Ardagna, 2009).

The general uncertainty of the economic outlook, and the fact that despite the exis-
tence of a budget framework for the federal government, no concrete draft
budget has been passed yet for 2011 and the following years make the current
budget forecast particularly uncertain. Further uncertainty result from the expendi-
ture habits of the federal states and the local governments, for which only scarce
and incomplete information is available.

During the upswing from 2003 until 2008 the number of employees increased strongly . .
(+1.6 percent per year) and ful-time employment expanded significantly. In addi- No improvement in
tion, the relatively low share of part fime employment rose above the EU average. the labour market
The employment is expected to decline by 1.7 percent until 2010.

Table 5: Labour market, income

@1998- @2003- @ 1999- @2004- @2009- 2009 2010 2011 2012 2013 2014
2008! 2008! 2004! 2009! 2014!

Year-to-year percentage changes

Persons in active employment? J + 1.6 + 0.3 + 1.2 + 0.4 - 13 - 03 + 0.3 + 0.6 + 0.7 + 0.7
Registered unemployed - 1.1 - 24 + 1.9 + 13 + 3.2 + 224 + 7.7 + 6.1 + 2.1 + 0.0 + 04
Unemployment rate

Eurostat definition3 in percent 4.3 4.6 4.1 4.6 5.6 5.0 5.4 5.7 5.7 5.7 5.6

National definition4 in percent 6.6 6.6 6.6 6.7 8.1 7.1 7.7 8.1 8.2 8.2 8.2
Productivity® + 13 + 14 + 13 + 0.5 + 1.2 - 24 + 14 + 1.1 + 1.2 + 1.1 + 1.0
Gross wages and salaries® SNSYS + 43 + 2.4 + 4.1 + 27 + 1.4 + 1.1 + 2.4 + 3.2 + 34 F 35

Per employee” + 23 + 26 + 20 + 27 + 2.1 + 23 + 1.2 # 19 + 24 + 25 + 26
Unit labour costs, fotal economy + 0.9 + 1.1 + 0.5 + 23 + 0.9 + 52 - 02 + 0.8 + 1.1 + 1.4 + 1.5

Source: Federation of Austrian Social Security Institutions, Stafistics Austria, WIFO calculations. — ' Unemployment rate: @ 1999-2008, @ 2004-2008,
@ 2000-2004, @ 2005-2009, & 2010-2014. — 2 Excluding parental leave, military service, and unemployed persons in training. - 3 According to Eurostat
Labour Force Survey, percent of total labour force. — 4 According to Public Employment Service, percent of total labour force excluding self-em-
ployed. - 5Real GDP per employment (dependent and self-employed according to National Accounts definition). — ¢ Excluding employers'
contributions. - 7 Employees according to Natfional Accounts definition.

The expected average real GDP growth of 1.8 percent will lead to an expansion of In the coming years unem-
employment by 0.7 percent per year from 2012 onwards. Full-fime employment will ployment will remain a key
not increase before the end of the forecast period. concern for economic and
. . . . social policy. The unem-

The sluggish growth will not be sufficient to prevent an increase of the unemploy- ployment rate (according fo
ment rate, especially since the supply of domestic and foreign workers grows signifi- the definition of the Public
cantly. According to this forecast the number of unemployed persons will rise to just 'Employment Service, AMS)
below 305,000 by 2014 (+92,000 compared to 2008). will average at 8.1 percent in
2010-2014, with more than

For the average of the period 2010 to 2014 we expect an unemployment rate of 300,000 persons out of work
8.1 percent of the labour force excluding self-employed persons according to the in2014.

national definition or 5.6 percent of the total labour force according to the Eurostat
definition. The unemployment will not recede even by the end of the forecast pe-
riod. Although the labour market situation in Austria seems favourable by interna-
tional comparison, the fight against unemployment will be the dominating eco-
nomic and social policy issue of the coming years besides the consolidation of pub-
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lic finances. Coping with this potential conflict of policy objectives is becoming the
key challenge for economic policymakers.

From 2011 onwards workers from the new EU countries (excluding Romania and Bul-
garia) will enjoy full labour mobility. Already in 2009 labour market access was liber-
alised for qualified workers from the new EU countries. So far administrative limita-
tions have kept the official inflow of workers from this region at a moderate level. The
actual scale of worker migration from the new EU countries will sfrongly depend on
the employment opportunities and thus on the economic developments in Austria
(especially in fourism and construction). The wage differentials between Austria and
the new EU counfries remain sufficient fo make Austrian jobs aftractive. Recently
wage differentials further increased by the devaluations in Hungary and other coun-
tries of Central and Eastern Europe.

Figure 5: Labour market trends
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Recent fluctuations of the inflation rate were strongly influenced by the evolution of . .
international crude oil and commodity prices. Both the increase of the inflation rate Inflation remains
(as measured by the consumer price index) to almost 4 percent in 2008 and the de- moderate
cline to -0.3 percent in July 2009 were mainly due to fluctuations in oil prices. Meas-

ured by the core inflation rate, price trends were much more stable (e.g.,

Baumgartner, 2009).

Table 6: Implicit price indices

@1998-  @2003- @1999- @ 2004- @ 2009- 2009 2010 2011 2012 2013 2014
2008 2008 2004 2009 2014
Year-to-year percentage changes
Private consumption + 1.9 + 24 + 1.7 + 2.1 + 1.6 + 0.5 + 1.3 + 1.5 + 1.7 + 1.9 + 18
Exports + 1.2 + 1.9 + 0.6 + 1.2 + 1.2 - 24 + 1.1 + 0.6 + 1.6 + 1.6 + 13
Imports + 1.6 + 27 + 0.6 + 1.6 + 1.8 4.4 + 2.1 + 0.7 + 22 + 22 + 1.9
Gross domestic product + 1.5 + 1.9 + 1.4 + 1.9 + 1.3 1.8 + 0.7 + 1.3 + 14 + 1.6 + 1.6

Source: Stafistics Austria, WIFO calculations.

The forecast assumes that the oil price will increase from $ 60 per barrel in 2009 to
$100 in 2014 (Schulmeister, 2010). Inflation slowed down considerably in 2009
(+Y2 percent), as the international quotations of agricultural products and crude oil
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declined. In the coming years prices will rise slightly faster, so that an average infla-
tion rate of 1% percent is expected for the years 2010 to 2014. Inflation will thus be
more than 2 percentage point below the average of 2004 to 2008.

In addition to the evolution of energy and commodity quotations, inflation frends
are determined by the dynamics of unit labour cost, the burden of indirect taxes
and fees as well as competition policy. These factors will not exert any inflationary
pressures in the near future either.

Wages will react to the low inflation and the labour market situation. In the forecast
period from 2010 until 2014 an average per-capita increase of nominal wages of
2 percent per year can be expected. At 1 percent unit labour costs of the whole
economy — the most important determinant of domestic cost pressure — will rise by
s percentage point more slowly than in the five years before the crisis. Real per
capita wages are expected to increase only half as fast as labour productivity in
2010 to 2014.

This medium-term forecast for Austria rests on the assumption that the global real
economy will steadily — though slowly — overcome the consequences of the finan-
cial crisis and no new pronounced cyclical setback will occur. Should the world
economy not improve as assumed (e.g., because of a massive appreciation of the
euro vis-a-vis the dollar or a strong surge in commodity prices), the recovery of the
Austrian economy would also be impaired. Furthermore, the financial markets and
the banking system remain fragile. The extensive envolvement of Austrian banks in
Cenftral and Eastern Europe as well as Southern Europe still entail substantial risks.
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Gradual Recovery Following Severe Recession
Medium-Term Projections for the Austrian Economy until 2014 —Summary

At the end of 2008 the international financial and economic crisis friggered the deepest recession since the 1930s.
At an annual rate of 1.8 percent the Austrian economy will expand more slowly — by % percentage point — than in
the 10 years before the economic crisis of 2009. Austria's growth advantage vis-a-vis the average of the euro area
is diminishing, not least because exports to Central and Eastern Europe are likely to expand less dynamically.

Economic policy in Austria countered the effects of the international financial and economic crisis through a mix of
revenue and expenditure measures. The Austrian economy also benefited from the economic stimulus of its main
frade partners. These spill-over effects are estimated to be almost as strong as the measures implemented by the
Austrian federal government itself.

In Austria, unlike in most other countries of the euro area, the favourable trend of real disposable household in-
come facilitated an increase of private final consumption expenditure in 2009. However, a larger share of the in-
come increase than in past years was saved. For the forecast period 2010-2014 consumption is expected to grow
by 1 percent annually, which is almost V2 percentage point below the average growth rate of the five years before
the crisis. This forecast rests on the assumption that the household savings ratio will decline again.

The revival of global frade will lead to an increase of the Austrian exports by an average of 5% percent per year,
almost 1 percentage point less than in the ten years before the crisis. Due to the very low capacity ufilisation the
recovery of export demand will not be sufficient to induce a recovery of investment activity. During the whole
forecast period investment is expected to increase by an average of 2 percent per year.

As a consequence of the recession unemployment reached the highest level since the mid-1950s in 2009. Although
the extension of short-time working schemes, training and educational leave slowed the increase in the number of
unemployed persons by about 13,000 in 2009, unemployment will remain a key economic policy challenge in the
coming years. The number of registered unemployed persons is expected to rise by slightly more than 90,000 be-
fween 2008 and 2014 to more than 300,000. During the period from 2010 until 2014 the unemployment rate (as de-
fined by the Public Employment Service, AMS) is expected to amount to 8.1 percent on average. At the same time
employment will rise by 0.4 percent per year.However, full-time employment is not expected to expand substan-
tially before the end of the forecast period.

The decline of government revenues due to the crisis and the tax reform as well as the increase of government
spending in the wake of the recession will raise the general government deficit to 5% percent of GDP in 2010. De-
spite the budget improvement induced by the economic recovery, measures to consolidate the budget will have
to be taken, if the deficit ratio is to be reduced below 3 percent of GDP by 2014.

The economic recovery assumed in this forecast crucially depends on a revival of the world economy. If the latter
does not materialise as expected, the recovery of the Austrian economy will be impaired. In addition, Austrian
banks' extensive business activities in Central Eastern and Southern Europe still entail substantial risks.
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