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The global economic recovery continues, although the pace of growth has recently moderated in Asia

and the USA. Austria’'s export sector and industry are benefiting to a particular extent from the strong per-
formance in Germany. While construction and tourism are only slowly finding a way out of the crisis, trade

is providing a positive stimulus. The labour market is also strengthening further, especially in industry-

related sectors.
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Notwithstanding the economic recovery, global economic growth has weakened
of late. Notably Asia has seen the expansion of foreign frade and industrial produc-
fion loses momentum. While year-on-year nominal export growth has been deceler-
ating since March 2010 in Japan, it sfill remained strong in China also in the third
quarter.

The US economy once more expanded only moderately in the third quarter, grow-
ing by +0.5 percent compared with the previous quarter. After the economy had re-
covered quickly from the crisis, the rate of growth had declined already in the sec-
ond quarter of 2010. While consumer and investment demand stimulated growth,
the development of foreign trade exerted a dampening effect. Leading indicators
are providing contradictory signals for the months to come. The job market has so
far reacted only very slowly to the pick-up in economic activity.

The recovery continues in the EU, although the recovery process remains uneven
across countries. Economic activity is particularly lively in Germany. After the dy-
namic second quarter, leading indicators point to an ongoing revival in the third
quarter. Industrial production, which is supported by exports, continues to drive
growth.

Owing to the positive global environment, Austria's industrial and export activity also
remains lively. The most recent results of the WIFO business cycle survey point to con-
tinued expansion in the manufacturing sector. The share of companies that have re-
cently been able to increase production remains high, though it has noft risen further
for a few months now. Moreover, the number of companies creating new jobs re-
cently again exceeded that of companies forced to reduce staff.

Activity in the constfruction sector, notably in civil engineering, by confrast, remains
weak. Tourism, oo, is also only beginning to recover from the crisis. Guests are
spending less on extras and are staying for shorter periods of time; some room prices
are falling. This is depressing sales.

The trade sector has been faring better: new car registrations have risen markedly in
recent months, and the wholesale frade has been benefiting from lively export and
industrial activity.
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The inflation rate rose to 1.9 percent in September (after 1.7 percent in August), with
price pressures largely due to price rises for mineral oil products. The inflation rate
excluding energy was 1.5 percent in September.

The pick-up in activity is also reflected in a further strengthening of the labour mar-
ket. Compared with a year earlier, the number of people employed rose in October
(notably in industry), whereas that of persons registered as unemployed fell further.
For the first time in more than two years the number of persons enrolled in AMS (Pub-
lic Employment Service) training programmes, which are not included in the unem-
ployment statistics, also declined.

Table 1: Flash estimates of quarterly national accounts

2009 2010
Second Third Fourth First Second Third
quarter quarter quarter quarter quarter quarter
Adjusted for seasonal and working day effects,
percentage changes from previous quarter, volume
GDP, expenditure approach
Final consumption expenditure

Households' +0.4 +0.3 +0.2 +0.2 +0.2 +0.2
General government +0.3 +13 -0.7 -02 -0.1 +0.1
Gross capital formation - 4.1 -0.6 -0.7 +0.4 +0.7 +0.9
Gross fixed capital formation -23 -0.2 -1.1 -18 -0.6 +0.6
Exports -33 +1.9 +25 +20 +5.2 +34
Imports -28 +0.8 +1.0 +2.2 +3.3 +2.6
Gross domestic product -08 +0.6 +0.4 +0.0 +1.2 +0.9
GDP, output approach
Agriculture, forestry -1.9 +0.4 +1.1 + 0.1 -0.7 -0.9
Industry, including energy -27 +1.6 +1.5 +1.2 + 4.1 +23
Manufacturing -25 +2.1 +0.9 + 0.6 + 5.1 +3.8
Construction -12 -1.2 -1.4 -13 -0.9 -0.3

Wholesale and retail frade; repairs;
hotels and restaurants; transport,

communication -0.5 -00 +0.1 -0.0 -0.1 -0.2
Financial intermediation; real es-

tate, renting and business activities -0.1 +0.4 +0.8 +0.8 +0.8 +0.7
Ofther service activities -0.1 +0.3 +0.5 +0.5 +0.5 +0.4
Taxes on products +0.2 +0.8 +0.5 -03 - 0.1 +0.4
Subsidies on products +0.4 +0.8 +1.1 +1.4 +1.1 +0.9

Percentage change from previous year
Gross domestic product, volume -57 -3.6 -0.9 +0.1 +2.4 +2.4

Source: WIFO. -1 Including private non-profit institutions serving households.

The recovery of the global economy continues, but at a slowing pace!. According
to the Cenfraal Planbureau (CPB), world frade expanded by 3.3 percent in the sec-
ond quarter (after +5.2 percent in the first quarter and +6.1 percent in the fourth
quarter of 2009). Preliminary figures for July and August indicate a further slowdown
in growth, notably in Asia.

In Japan, nominal export growth weakened already for the seventh consecutive
fime on a year-on-year basis in September. Notably the appreciation of the yen has
dampened the expansion. As domestic demand is little dynamic, GDP growth is
likely to remain subdued also in the third quarter (second quarter +0.4 percent com-
pared with the previous quarter). Economic growth in China, by conftrast, remained
buoyant in the third quarter, accompanied by yet another pick-up in inflation.

1 Also see Ederer, St., Marterbauer, M., Schulmeister, St., "Verhaltene Konjunktur in den Industriel&ndern:
Staatsverschuldung und Arbeitslosigkeit bleiben hoch", WIFO-Monatsberichte, 2010, 83(11).
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Global economic
growth losing
momentum

The recovery of the global
economy continues, al-
though ifs pace has recently
moderated: the growth rates
of world trade and industrial
production have weakened.
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Figure 1: International business climate

Seasonally adjusted, 2000 = 100, 3-month moving average
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Source: European Commission, Deutsche Bundesbank, ISM (Institute for Supply Management™), ifo (Insti-
tute for Economic Research, Munich), OECD.
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Given Asia's high demand for raw materials, crude oil and other commodity prices
rose again after falling last year, although here, too, the momentum has moderated
in recent months. In October, the price of Brent crude oil averaged $ 82.7 per barrel.
The HWWI Index of World Market Prices of Commodities, which comprises food, bev-
erages and tobacco as well as energy and industrial commodities, in dollar terms
rose by 18.3 percent on average in the third quarter compared with the same pe-
riod a year before. In addition to supply and demand, commodity market develop-
ments are influenced by speculation.

Following the quick recovery from the crisis, growth in the USA slowed in the second
quarter of 2010. In the third quarter the economy expanded by 0.5 percent quarter-
on-quarter (second quarter +0.4 percent, first quarter +0.9 percent). Private con-
sumption made the largest contribution to growth. At +0.6 percent, it grew more
strongly than in the preceding quarters, but at a slower pace than in the years prior
to the crisis. While incomes grew modestly in the third quarter, the savings ratio fell
from 5.9 percent to 5.5 percent. The stabilisation of the savings ratio may be an indi-
cation of strengthening consumer confidence. At the same time firms expanded
their investment activity. In the third quarter they increased not only their equipment
investment, but for the first time in this upswing also their investment in business con-
struction.

A dampening effect was exerted by the unfavourable development of foreign
frade. While imports grew vigorously, exports lost momentum in the third quarter, also
reflecting the most recent slowdown in global economic growth.

Industrial production, which had risen steadily over the year, stagnated in Septem-
ber compared with August. Capacity utilisation also declined slightly in September.
At 74.7 percent it did surpass the year-earlier level by 4.2 percentage points, but re-
mained 5.9 percentage points below its long-run average.

Leading indicators are providing contrasting signals regarding future economic de-
velopments: while the Conference Board Consumer Confidence Index, which had
fallen in September, increased again slightly in October, survey results of the Thom-
son Reuters/University of Michigan Survey of Consumers declined yet again. The ISM
Purchasing Managers' Index, after following a downward trend in the past five
months, rose again in October.

Sustainable growth in the USA will get going only once the labour market strength-
ens. So far, the latter has reacted only slowly to the economic recovery. The season-
ally adjusted unemployment rate stood at 9.6 percent in September, only 0.5 per-
centage points below the peak in October 2009.

Industrial production continues to expand in both the euro area and the entire EU. In
August, production and the New Orders Index increased in the euro area. Leading
indicators such as the Economic Sentiment Indicator released by the European
Commission suggest continued growth in the third quarter; developments in the
southern EU countries are, however, much less favourable. Spain, for instance, re-
cently experienced a further deterioration in the confidence indicator.

Germany's economy continues to perform strongly. Following dynamic growth in the
second quarter (+2.2 percent compared with the previous quarter), the pace of ex-
pansion is likely to moderate only little in the third quarter. The Ifo Business Climate
Index rose for the fifth consecutive fime in October. The boom confinues to be sup-
ported by the export sector, which, due to its competitive advantages, profits from
the global upswing. In August, Germany's exports surpassed the year-earlier level by
one-fourth (+26.8 percent); however, a month-on-month comparison of the season-
ally adjusted figures for July and August shows that the upward trend is slowing.

The extensive use of short-time working schemes may also play a role in the pick-up
in industrial activity in Germany: as firms kept on most of their staff during the crisis
they are able in the current upturn to quickly adjust production to the rising global
demand.
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Contrasting signals
from USA

While firms' buoyant invest-
ment demand and the in-
crease in household spend-
ing supported the US econ-
omy in the third quarter, for-
eign trade developments
dampened growth. Leading
indicators are providing con-
frasting signals for the com-
ing months.

Solid, but uneven
upturn in the EU

The economic recovery re-
mains uneven across EU
countries. Germany is seeing
buoyant industrial activity,
supported by exports, but
the latest export data reflect
a slowdown in the brisk pace
of global economic growth.
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Household spending, unlike industrial activity and exports, continues to rise at only a
modest pace. The seasonally adjusted value of retail sales declined month-on-
month in August and September.

Surprisingly brisk economic growth was registered in the UK in the third quarter
(+0.8 percent, after 1.2 percent in the second quarter), supported by industrial pro-
duction and good order books in construction and the services sector. Inflation ac-
celerated to 3.1 percent in September.

In most EU countries, the cyclically driven part of inflation (HICP) remains small. Infla-
tion accelerated slightly in the euro area overall (from 1.6 percent in August to
1.8 percent in September), with diverging trends being registered across countries:
while prices fell in Ireland (-1 percent), and remained almost flat in Latvia (+0.3 per-
cent), they recently rose briskly in Greece (+5.7 percent) - influenced by the raising
of indirect taxes.

With global economic activity improving, Austria's foreign trade is gaining strength.
According to foreign frade statistics, cumulative nominal exports from January to
July rose by 13.6 percent compared with the same period a year before, with par-
ficularly high rates being recorded in May and June. While cumulative exports to
Germany from January to July rose by 16.1 percent, those to Italy, Austria's second
most important trading partner, increased by a mere 8.9 percent from a year be-
fore. Cumulative imports from January to July rose by 12.5 percent.

Figure 2: WIFO business cycle survey
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Source: European Commission, WIFO business cycle survey. Following the change to NACE rev. 2 data
classification in May 2010, caution should be exercised for comparison with earlier data.
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Pick-up in export and
industrial activity
continues in Austria

Following the dynamic sec-
ond quarter, the results of
the latest WIFO business cy-
cle survey point to a further
expansion in the manufac-
turing sector in the third
quarter.
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The dynamism of external trade is reflected in an expansion of industrial activity.
Manufacturing production has developed favourably in recent months. Value
added, which expanded strongly in the second quarter, is likely to have grown also
in the third quarter, as is shown by the WIFO business cycle survey. The percentage
of firms recently increasing production is high, even though it has not risen further for
a few months now. Capacity utilisation has also improved only little of late and at
81.8 percent is more or less in line with the average of the last five years. The mo-
menfum for economic activity is therefore not likely to accelerate further.

Production expectations and the assessment of business conditions over the next six
months are opftimistic but also barely moving upward. Owing to the positive expec-
tations, the number of companies planning to create new jobs is again higher than
that of companies forced to reduce staff.

Unlike manufacturing, the construction industry continues to perform weakly. Value

added has been falling on a year-on-year basis already since the third quarter of Construction activity
2008. According to the most recent WIFO business cycle survey, construction pro- remains sluggish
duction again has hardly increased of late, and firms' assessment of order books is

rather unfavourable. While the percentage of construction firms reporting their busi-

ness sifuation to be bad has declined in the last one and a half years, it is sfill higher

than the percentage reporting it to be good. Activity in civil engineering is partficu-

larly sluggish, while the assessment of order books in building construction is more or

less in line with its long-run average. According fo Stafistics Austria, order book levels

in the civil engineering branch fell by 12.8 percent year-on-year in July, compared

with a drop of only 1.4 percent in building construction, where building permits also

continue to decline.

According to provisional calculations, tourism sales in the summer season stagnated . .
at last year's low level. As anticipated, tourist travel is thus recovering only slowly Tourism recovering
from the crisis. Guests are spending less on exiras and are staying for shorter periods only slowly
of time; some room prices are falling. This is depressing sales.

In each of the months from May to September, the number of nights spent by do-

. . According to data available
mestic and foreign guests rose by around 1 percent year-on-year. The overall results

so far, tourism sales stag-

were supported by favourable developments in city fourism (Innsbruck, Salzburg nated in the summer season,
and Vienna together +11.3 percent); in the rest of Austria overnight stays declined despite an increase in the
marginally (-0.3 percent). number of overnight stays.

Among Austria's important foreign source markets a particularly high increase was
seen in the months from May to August 2010 in the number of nights spent by guests
from Russia (+35.7 percent), Sweden (+20.1 percent), the USA (+19.6 percent), Po-
land (+14.6 percent) and the UK (+11.3 percent). A higher-than-average increase
was also recorded in the number of nights spent by guests from Romania (+4.5 per-
cent), Denmark (+4.0 percent), Hungary (+3.1 percent), France (+3.1 percent), Swit-
zerland (+2.8 percent) and the Czech Republic (+2.4 percent), while a decline was
registered in the important source markets Italy (-0.9 percent), the Netherlands
(1.4 percent), Belgium (-1.8 percent) and Germany (-1.9 percent). Vienna's tourism
industry once more posted vigorous gains from May to September 2010, and sales
rose also in Salzburg and Burgenland.

Retail frade remained stable in the first half of 2010, according to the National Ac-

counts. New passenger car registrations have risen at a brisk pace in recent months: Demand in trade
in October the number of newly registered passenger cars was up by 7.8 percent stable, modest pick-
from a year before; in August the increase even amounted to 10.1 percent. How- up in inflation

ever, one-day registrations increased by 50.7 percent from January to September.
The wholesale trade is benefiting from lively export and industrial activity.

Consumer confidence has improved steadily in recent months. Lately consumers
have also been more optimistic regarding the general economic situation.
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Figure 3: Key economic indicators
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The inflation rate stood at 1.9 percent in September (August 1.7 percent, July
1.9 percent). The Harmonised Index of Consumer Prices rose by 1.8 percent, which
was in line with the euro area average. Overall, price pressures were essentially
dominated by price rises for mineral oil products.

Methodological Notes and Short Glossary

Period comparisons

Time-series comparisons with the previous period, e.g., the previous quarter, are adjusted for seasonal effects. They
also include effects that result from a different number of working days in the period (e.g., Easter). In the text, refer-
ence is made to "seasonally and working day adjusted changes".

The phrase "changed compared with a year before . . .", on the other hand, describes a change compared with
the same period a year before and refers to unadjusted time series.

The analysis of the seasonally and working day adjusted development provides more precise information about
the actual course of economic activity and shows turning points sooner. However, the data are subject to addi-
fional revisions as seasonal adjustment is based on statistical methods.

Carry-over (in economic growth)

The carry-over identifies the impact of the dynamics of a series (in seasonally adjusted figures) during one year (to)
on the annual percentage change in the following year (t,). It is defined as the annual percentage change in
year t,, if GDP in t, remains constant at the level of the fourth quarter of year ¢, (in seasonally adjusted terms).

Real and nominal values

In principle, the values shown must be understood as real values, i.e., adjusted for price effects. Whenever values
are shown as nominal values (e.g., foreign frade statistics), this is specifically mentioned.

Production Sector

This term comprises the NACE-2008 sections B, C and D (Mining and Quarrying, Manufacturing, Energy Supply) and
is here used in an international comparison.

Inflation, CPl und HICP

The inflation rate measures changes in consumer prices compared with a year before. The Consumer Price Index
(CPI1) is a measure of national inflation. The Harmonised Index of Consumer Prices (HICP) is the basis for comparable

measurement of inflation in the EU and for the evaluation of price stability in the euro area (see
http://www.statistik.at/).

WIFO Business Cycle Survey and WIFO Investment Survey

The WIFO business cycle survey is a monthly survey in which around 1,100 Austrian firms are asked to assess their cur-
rent and future economic situation. The WIFO investment survey is conducted twice a year, asking companies
about their investment activity (http://www.itkt.at/). The indicators are balances between the positive and nega-
tive responses expressed as a percentage of the total number of firms sampled.

Unemployment rate

Austrian national definition: The number of persons registered as job seekers with the Public Employment Service
expressed as a percentage of the dependent labour force. Labour force is the sum of the unemployed and the
persons in dependent employment (measured in standard employment relationships). Database: registrations with
the Public Employment Service (AMS) and Association of Austrian social insurance agencies.

Definition according to ILO and EUROSTAT: Any person who is not gainfully employed and is actively seeking work is
considered unemployed. Gainfully employed persons comprise all persons who during the reference week worked
for at least one hour in a self-employed capacity or in paid employment. Persons receiving child-care benefit and
apprentices are classified as gainfully employed, whereas persons in military service or persons carrying out alterna-
five service are not. The unemployment rate is the number of unemployed persons expressed as a percentage of
the total labour force (unemployed persons plus gainfully employed persons). Database: data from household sur-
veys ("Mikrozensus").

Terms used in connection with the national definition of the unemployment rate

Persons in fraining: Persons who at a set date are enrolled in AMS (Public Employment Service) fraining pro-
grammes. When calculating the unemployment rate, their number is not taken info account either in the denomi-
nator or in the numerator.

Persons in dependent active employment: "Persons in dependent employment" include persons receiving child-
care benefit, as well as persons in military service or persons carrying out alternative service with a valid employ-
ment contract. By deducting their number one arrives at the number of "persons in dependent active employ-
ment".
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Inflation excluding energy came in at 1.5 percent in Austria in September (August
1.3 percent). Fuel prices went up by 11 percent compared with a year before.
Household energy prices also rose again markedly, although the increase in the
price of heating oil (+22 percent) confinued to be offset by a decline in gas prices
(—4 percent). Gas prices lag behind crude oil price developments by around one
year. Moreover, price developments were dampened by the decline in mobile
phone tariffs (-25.1 percent) and airfares (-13.9 percent).

The wholesale price index, which is generally more volatile than the CPI, rose by
+7.1 percent in September, faster than in the preceding months (August +5.6 per-
cent, July +5.0 percent).

While consumer prices rose by 1.8 percent on average, employees' negotiated
wages exceeded the year-earlier level by 1.4 percent in the third quarter.

The recovery of the labour market continues, the number of persons in dependent
employment rose by 59,600 (+1.8 percent) year-on-year in October. In line with eco-
nomic developments, new jobs were created notably in manufacturing, in particu-
lar for temporary workers. Compared with a month before, the number of persons in
dependent employment rose again marginally (+0.2 percent from September).

The number of job vacancies also increased in October, both in year-on-year and in
month-on-month terms.

In October, 226,100 persons were registered as unemployed, a decline by 7.9 per-
cent (-19,400) compared with a year before and a drop of 0.6 percent compared
with September. At the same time this was the first fime that fewer unemployed per-
sons were enrolled in AMS (Austria's Public Employment Service) training pro-
grammes than last year (they are not included in the unemployment statistics;
—-1,970 compared with October 2009).

Owing to the pick-up in economic activity, the decline in unemployment was par-
ficularly marked in the industrial sector, a mirror image of the above-average em-
ployment growth.

The seasonally adjusted unemployment rate according to the Austrian method of
calculation again stood at 6.7 percent also in October. According to the EU method
of calculation it was 4.5 percent in September.
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The pick-up in inflation is es-
sentially dominated by price
rises for mineral oil products.
Consumer confidence is im-

proving steadily.

Further fall in
unemployment
recorded in October

The number of persons regis-
tered as unemployed is fal-
ling compared with a year

before, while that of persons

employed continues to rise.
This applies notably to peo-
ple employed in the indus-
trial sector.
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