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In the last quarter 2000, the Austrian economy expanded by 2.6 percent in vol-
ume, year-on-year. The strength in exports led to substantial gains in machinery
and equipment investment and in manufacturing output. Industrial production
rose by more than 8 percent for the year as a whole, the strongest increase
within the last three decades. The deterioration in the external economic envi-
ronment will, however, now lead to a noticeable slowdown in cyclical activity. In
the USA, growth has fallen sharply and may not exceed a meagre 1 percent this
year. This will negatively affect trading partners in North and South America,
whose economic situation is often fragile already now. Activity in Asia will be un-
dermined further by the persistent stagnation in Japan.

GDP in the euro area is projected to rise by an inflation-adjusted 2.4 percent this
year. Activity will, with a certain time-lag, be dampened by slackening foreign
trade with the USA which in the more exposed economies accounts for 10 to
20 percent of the total. A possible appreciation of the euro may act as a further
drag on exports. On the other hand, comprehensive and appropriately-timed tax
cuts in several EU countries should contribute towards stabilising activity. Business
cycle hopes in Europe are now directed towards consumer demand. The ECB is
hesitating with cutting interest rates. The risks to the present projections derive
from the external European environment: should domestic demand prove less ro-
bust than expected, growth could fall below the rates assumed here. 
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MARKED DECELERATION OF
GROWTH DUE TO WEAKER
EXTERNAL ENVIRONMENT
ECONOMIC OUTLOOK FOR 2001 AND 2002

Economic growth in Austria is set to slow from 3.2 percent last
year to 2.2 percent in 2001, possibly keeping that pace in
2002. The deceleration is caused mainly by less favourable
developments in the world economy, and in particular the signifi-
cant downturn in the USA. A restrictive stance in Austrian budg-
etary policy will make for domestic growth lagging behind that of
the euro area as a whole. Weaker cyclical activity will also make
it more difficult to achieve budget balance in the general
government accounts by 2002. Unemployment will edge down
further in the current year, before stabilising at a rate of
3½ percent of the labour force.
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ECONOMIC OUTLOOK FOR 2001 AND 2002

Slackening activity in major trading partner countries is
effectively constraining growth of domestic exports, de-
spite price competitiveness remaining high. Goods ex-
ports may rise by only 6.2 percent in volume this year,
with dampening consequences for machinery and
equipment investment (+2.8 percent) and manufactur-
ing output (+3.8 percent). The strong link between ex-
ports and imports, and the fall in oil prices will lead to
weaker import growth. Thus, the deficits in the trade and
in the current account balances may remain somewhat
below the levels recorded last year.

Domestic demand is expected to advance at a notably
more moderate pace than last year. The main reason is
the large-scale increase in direct and indirect taxes.
Growth in net real disposable income from employment
and social transfers is set to abate from 2¼ percent in
2000 to only ½ percent. Assuming a sizeable decline in
the household saving ratio, private consumption may
still advance by 2 percent. Construction activity is ex-
pected to remain subdued (+1½ percent). New home
building is falling, although somewhat less strongly than
could be expected from the shrinking demand for
dwellings. Developments are relatively better for the
construction of office buildings and for civil engineering.
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Public revenues increased strongly in 2000, due to lively
economic activity and increases in indirect taxes; a fur-
ther boost came from auction sales of UMTS licenses.
The general government deficit was reduced to 1.1 per-
cent of GDP. Sizeable tax increases as from early 2001
will cut the deficit ratio further to around 0.4 percent.
The downward revision of GDP growth being mainly re-
lated to weaker exports, the implicit short-term impact
on public finances is considered limited. Further
progress in consolidation in 2002 will be much more
difficult to achieve. While a number of expenditure re-
straint measures will take effect, costly new family bene-
fits will be introduced, and weaker cyclical activity will
leave its marks on the budget. Slower growth, as envis-
aged in the new projections, will burden the public sec-
tor balance by about 0.3 percent of GDP. Given the
more favourable budgetary developments in the current
year, the aimed-for budget balance in 2002 may still be
achieved, provided strict control over expenditure is
maintained, and activity does not turn out weaker than
assumed in the present forecast.

Inflation is expected to recede from 2.3 percent last year
to 1.7 percent in 2001, owing much to lower energy
prices. Price rises of manufactures, on the other hand,
are set to accelerate, and food prices may weaken less
than anticipated, in view of a surprising increase in meat
prices. Possible inflationary effects in the context of the
change-over to euro notes and coins constitute a factor
of uncertainty for price developments which, in all,
should nevertheless stay calm in 2002.

The slowdown of growth will lead to somewhat smaller
employment gains. In the private services sector, how-
ever, labour demand is set to remain strong. The num-
ber of dependent employees (excluding people on ma-
ternity leave and in military service) should rise by
around 18,000 or 0.6 percent. Labour supply will be in-
fluenced by several factors working in different direction:
the population of working age (15 to 59 years old) is
shrinking significantly in 2001; labour force participa-
tion rates are also on a downward trend, particularly
those of the upper age groups; activity of women is in-
fluenced by easier access of foreign women to the do-
mestic labour market and, next year, also by the intro-
duction of new childcare benefits. Average unemploy-
ment is expected to decline to 181,000 in 2001, corre-
sponding to rates of unemployment of 3.6 percent of
the labour force (EU Labour Force Survey) and 5.4 per-
cent of dependent employment (national definitions), re-
maining broadly unchanged in 2002.

Cut-off date: 28 March 2001.

Main results
1998 1999 2000 2001 2002

Percentage changes from previous year

GDP
Volume + 3.3 + 2.8 + 3.2 + 2.2 + 2.1
Value + 4.0 + 3.7 + 4.5 + 3.8 + 3.6

Manufacturing1), volume + 4.4 + 2.4 + 8.2 + 3.8 + 3.0
Private consumption expenditure, 
volume + 2.9 + 2.3 + 2.7 + 2.0 + 2.0
Gross fixed investment, volume + 2.7 + 3.2 + 2.9 + 2.1 + 2.5

Machinery and equipment2) + 5.2 + 4.6 + 5.1 + 2.8 + 3.8
Construction + 0.9 + 2.2 + 1.2 + 1.5 + 1.5

Exports of goods3)
Volume + 8.1 + 7.7 +10.9 + 6.2 + 5.0
Value + 8.4 + 7.0 +14.8 + 8.1 + 7.3

Imports of goods3)
Volume + 7.1 + 6.9 + 7.7 + 5.8 + 4.5
Value + 6.6 + 6.7 +13.7 + 7.2 + 6.6

Current balance (billion ATS) −64.5 −75.1 −89.5 −85.8 −88.3
(billion Euro) − 5.5 − 6.5 − 6.2 − 6.4

As a percentage of GDP (%) − 2.5 − 2.8 − 3.2 − 2.9 − 2.9
Long-term interest rate4) (%) 4.7 4.7 5.6 4.7 4.7
Consumer prices + 0.9 + 0.6 + 2.3 + 1.7 + 1.3
Unemployment rate

Percent of total labour 
force5) (%) 4.5 4.0 3.7 3.6 3.6
Percent of dependent labour 
force6) (%) 7.2 6.7 5.8 5.4 5.5

Dependent employment7) + 1.0 + 1.2 + 1.0 + 0.6 + 0.5
General government financial balance

As a percentage of GDP (%) − 2.3 − 2.1 − 1.1 − 0.4 ± 0.0

1) Value added, including mining and quarrying. − 2) Including other products. − 3) Accord-
ing to Statistics Austria. − 4) 10-year central government bonds (benchmark). − 5) Accord-
ing to Eurostat. − 6) According to Labour Market Service. − 7) Excluding parental leave and
military service.



WIFO

Nr. 135 • 2000 Prices and Factor Demand in an Endogenized Input-Output Model
Kurt Kratena

Nr. 136 • 2000 Die Entwicklung des Arbeitsvolumens und der Arbeitsproduktivität
nach Branchen 
Gudrun Biffl

Nr. 137 • 2000 Fiscal Policy in the Small Open Economy within the Framework of
Monetary Union 
Markus Marterbauer, John Smithin

Nr. 138 • 2001 Transportation Costs in a Multilateral World. Assessing the Poolability
of Gravity Data
Peter Egger

Nr. 139 • 2001 Cross Border Outsourcing. A General Equilibrium Perspective and 
Evidence for Outward Processing in EU Manufacturing
Hartmut Egger, Peter Egger

Nr. 140 • 2001 Profitability and Price Effects of Technical Currency Trading
Stephan Schulmeister

Nr. 141 • 2001 An Econometric View on the Estimation of Gravity Models and the
Calculation of Trade Potentials
Peter Egger

Nr. 142 • 2001 How International Outsourcing Drives up Eastern European Wages
Hartmut Egger, Peter Egger

Nr. 143 • 2001 Macroeconomic Effects of EU Enlargement for Old and New 
Members
Fritz Breuss

Nr. 144 • 2001 Real Trade Costs, Fragmentation and Employment
Kurt Kratena, Michael Wüger

Nr. 145 • 2001 On the Structural Dimension of Competitive Strategy
Serguei Kaniovski, Michael Peneder

Nr. 146 • 2001 What Follows Tertiarisation? Structural Change and the Role of
Knowledge-based Services
Michael Peneder, Serguei Kaniovski, Bernhard Dachs

Nr. 147 • 2001 The “Employment Double Dividend” of Environmental Tax Reform: An
Open Question?
Kurt Kratena

Volltextversion: http://www.wifo.ac.at/publ/verzeichnisse/working-p-all.html • Verkaufspreis ATS 100,– bzw.
EUR 7,27 • Bestellungen bitte an das Österreichische Institut für Wirtschaftsforschung, Frau Christine Kautz,
A-1103 Wien, Postfach 91, Tel. (1) 798 26 01/282, Fax (1) 798 93 86, E-Mail Christine.Kautz@wifo.ac.at

WORKING PAPERS

WIFO 215MONATSBERICHTE 4/2001


