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Economic Outlook for 2021 and 2022:
Delayed Recovery in Case of Renewed
Lockdown

Economic activity is currently heavily dependent on the measures taken to contain the
COVID-19 pandemic. To frame the range of future economic development, this forecast out-
lines two scenarios: in the opening scenario, the restrictions are completely lifted in the
course of spring. The lockdown scenario, on the other hand, assumes a renewed closure of
retail and personal services in April 2021. In the first scenario, economic activity picks up al-
ready in the spring, with GDP expected to grow by 2.3 percent in 2021 and 4.3 percent in
2022. In the lockdown scenario, the recovery is delayed, with growth of 1.5 percent in 2021
and 4.7 percent in 2022. Private consumption and travel are still weaker in 2022 than before
the COVID-19 pandemic. In the labour market, the crisis will remain visible for some time.

"The further course of economic activity depends to a large extent on the COVID-19 measures
taken by the authorities. A new lockdown in April would dampen growth in 2021 by almost one
percentage point. In 2022, the recovery would be stronger”, says Stefan Ederer, author of the
current WIFO forecast.

Economic activity in Austria is currently heavily influenced by the regulatory restrictions to con-
tain the COVID-19 pandemic. At this juncture (March 2021), both opening and closing
measures are being discussed. The present forecast takes info account the uncertainty about
the further regulatory conditions by means of two different scenarios. The first scenario ("open-
ing scenario") assumes that there will be no new tightening or lockdown measures and that the
regulations currently in force will be gradually lifted in spring 2021. The second scenario ('lock-
down scenario”), by contrast, assumes a new four-week closure of retail and personal services
in April. In this case, the re-opening in the areas of catering, accommodation and events is
delayed. The calculation of the economic effects of the measures assumed in the two scenar-
ios is based on the weekly WIFO estimates of economic activity (WWWI) and on findings from
the previous closure and opening phases.

Austrian goods exports and manufacturing were hardly affected by the lockdown measures in
autumn and winter and recovered noticeably by the end of 2020. Both sectors benefitted sig-
nificantly from the recovery in global industrial production and frade in goods. This develop-
ment is expected to continue in 2021, even if it is currently driven by Asia and the USA, and is
delayed in the European Union countries which are important for Austrian exports. In 2022, this
pattern is expected to reverse: while European sales markets are expected to grow strongly,
the recovery outside Europe is likely to weaken. The construction industry also suffered little from
regulatory restrictions and is expected to expand steadily over the forecast period.
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On the other hand, the closure measures in November and December 2020 as well as in the
first quarter of 2021 significantly dampened both household consumption expenditure and
fravel, causing economic activity in the retail, catering, accommodation and other services
sectors to plummet. In the event that the restrictions are lifted in the spring ("opening scenario”),
the level of economic activity in these sectors should increase noticeably. In the case of re-
newed closures ("lockdown scenario"), economic activity will remain weak in spring and the
recovery will start later. In the second scenario, private consumption, travel and value added
of the affected economic sectors will therefore grow significantly weaker in 2021 than in the
case of relaxations. In any case, the COVID-19 crisis is likely to have a longer-lasting impact:
private consumption and travel will be lower in 2022 in both scenarios than before the crisis.

Table 1: Main results

2019 2020 2021 2022 2021 2022

Opening scenario Lockdown
scenario
Percentage changes from previous year
Gross domestic product, volume + 14 - 66 + 23 + 43 + 1.5 + 47
Manufacturing + 07 -72 + 48 + 40 + 45 + 40
Wholesale and retail frade + 06 -56 + 35 + 25 + 25 + 30
Private consumption expenditure!, volume + 08 - 96 + 24 + 40 + 1. + 4.6
Consumer durables - 04 -05 +35 + 25 + 35 + 25
Gross fixed capital formation, volume + 40 - 49 + 40 + 40 + 35 + 44
Machinery and equipment? + 43 - 62 + 53 + 57 + 45 + 6.6
Construction + 36 -33 + 25 + 20 + 23 + 1.9
Exports, volume + 29 -104 + 28 + 72 + 23 + 78
Exports of goods, fob + 2.1 - 69 + 50 + 47 + 50 + 47
Imports, volume + 24 -102 + 39 + 60 + 35 + 6.5
Imports of goods, fob + 1.1 - 74 + 45 + 50 + 42 + 53
Gross domestic product, value + 32 - 55 + 35 + 6.1 + 27 + 6.5
bilion € 397.58 375.56 388.77 41231 38587 41091
Current account balance as a percentage of GDP 2.8 2.6 1.4 2.1 1.3 2.1
Consumer prices + 15 +14 + 18 + 18 + 18 + 18
Three-month interest rate percent - 04 - 04 -05 -03 -05 - 03
Long-term interest rate3 percent 0.1 - 02 -02 - 01 - 02 - 0.1
General government financial balance,
Maastricht definition as a percentage of GDP 07 -89 - 7.1 - 37 -77 - 40
Persons in active dependent employment4 + 16 -20 + 1.1 + 22 + 09 + 23
Unemployment rate
Eurostat definitions 4.5 5.4 5.0 4.8 5.1 4.8
National definitioné 7.4 9.9 9.2 8.4 9.3 8.5
Source: WIFO. 2021 and 2022: forecast. — ! Including non-profit institutions serving households. — 2 Including weapons

systems and ofher investment. — 3 10-year central government bonds (benchmark). — 4 Excluding persons in valid em-
ployment contract receiving child care benefit or being in military service. — 5 As a percentage of total labour force,
Labour Force Survey. — ¢ As a percentage of dependent labour force, unemployed persons according to Public Em-
ployment Service Austria.
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After the sharp slump in economic output in winter, both scenarios expect moderate growthin
2021, followed by a strong recovery in 2022. A new lockdown would significantly dampen eco-
nomic activity and thus GDP growth in 2021, but due to the delayed recovery, growth would
be correspondingly stronger in 2022. In the opening scenario, the Austrian economy is ex-
pected to grow by 2.3 percent in 2021 and by 4.3 percent in 2022. In the lockdown scenario,
growth amounts to 1.5 percent in 2021 and 4.7 percent in 2022.

In the labour market, the consequences of the COVID-19 crisis will be visible for longer. Although
employment is expected to increase significantly over the forecast period, this is only partly
due to the hiring of unemployed. In the opening scenario, the unemployment rate falls to
9.2 percent in 2021 and to 8.4 percent in 2022, in the lockdown scenario to 9.3 percent and
8.5 percent, respectively. In 2022, it is thus about one percentage point higherin both scenarios
than in the pre-crisis year 2019.

Due to arise in commodity prices, consumer prices increase by 1.8 percent in both 2021 and
2022. However, inflationary pressure remains subdued due to weak wage development.

The fiscal policy support measures for companies and private individuals put pressure on public
budgefts. The recovery of the economy reduces the fiscal balance from -8.9 percent (2020)
fo-7.1 percent (2021) and -3.7 percent (2022) of GDP according fo the opening scenario, and
to —7.7 percent and -4 percent in the lockdown scenario.

Vienna, 26 March 2021

For further information please contact on Friday, 26 March 2021, between 11 a.m. and 3 p.m.,
Stefan Ederer, Tel. (1) 798 26 01 — 464, stefan.ederer@wifo.ac.at

For definitions used see "Methodological notes and short glossary",
https://www.wifo.ac.at/wwadocs/konjunktur/WIFO-BusinessCyclelnformation Glossary.pdf
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