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1 Summary: Clouds on the
Economic Horizon = Inflation
at a Record High Since 1993

According to the June 2008 economic

outlook of the Oesterreichische National-

bank (OeNB), economic growth in

Austria is projected to weaken com-

pared with the economic boom years of

2006 and 2007 owing to the interna-

tional financial crisis and the spike in

commodity prices. Real GDP growth

is projected to come to 2.2% in 2008

and then dip to a low of 1.7% in 2009

before climbing back to 2.4% in 2010.

Compared with the OeNB December

2007 economic outlook, growth ex-

pectations for 2008 and 2009 were

downgraded by 0.3 and 0.6 percentage
points respectively. At 3.1%, inflation

in 2008 is at a record high since 1993

but is projected to fall to 2.4% in 2009

and to 1.9% in 2010. Employment

rowth remains robust, with a further
drop in unemployment to 4.2% antici-
pated for 2008.

The international financial crisis,
the downturn in the U.S. economy and
the spike in commodity prices are cur-
rently determining the global economic
conditions. As for the euro area econ-
omy, it performed very well in the first
quarter of 2008 owing to extremely
strong growth in Germany. However,
the slowdown in global economic

rowth will not leave the euro area
unscathed and will induce a significant
deceleration in economic momentum.

Austrian exports, which have been
the engine of the country’s GDP growth
in recent years, will lose some steam
owing to lower market growth and the
higher external value of the euro. How-
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Table 1

OeNB June 2008 Outlook for Austria — Key Results!

2007 ‘ 2008 ‘ 2009 ‘ 2010
Economic activity Annual change in % (real)
Gross domestic product +3.3 +2.2 +1.7 +2.4
Private consumption +1.5 +1.0 +1.5 I
Government consumption +2.6 +3.0 +1.4 +1.5
Gross fixed capital formation +4.0 +1.5 +1.4 +2.6
Exports of goods and services +8.6 +6.4 +4.3 +6.2
Imports of goods and services +6.2 +5.2 +44 +6.1
Contribution to real GDP growth Percentage points of GDP
Private consumption +0.8 +0.6 +0.8 +1.0
Government consumption +0.5 +0.5 +0.2 +0.3
Gross fixed capital formation +0.8 +0.3 +0.3 +0.5
Domestic demand (excluding changes in inventories) +2.1 +1.4 +14 +1.8
Net exports +1.8 +1.1 +0.3 +0.6
Changes in inventories (including statistical discrepancy) —0.6 -03 +0.0 +0.0
Prices Annual change in %
Harmonized Index of Consumer Prices (HICP) +2.2 +31 +24 +1.9
Private consumption expenditure (PCE) deflator +2.1 +3.0 +2.3 +1.9
GDP deflator +2.3 +2.8 +2.3 +2.1
Unit labor costs in the total economy +1.2 +2.2 +1.9 +1.0
Compensation per employee (at current prices) +2.6 +3.0 +3.0 +2.6
Productivity (whole economy) +1.4 +0.8 +1.0 +1.6
Compensation per employee (real) +0.5 +0.0 +0.7 +0.7
Import prices +1.5 +29 +2.1 +1.8
Export prices +1.6 +1.7 +2.0 +1.8
Terms of trade +0.1 -1.2 +0.0 —-01
Income and savings
Real disposable household income +3.2 | +14 | +17 | Sl

9% of nominal disposable household income
Saving ratio 11.3 | 1.5 | 11.6 | 11.8
Labor market Annual change in %
Payroll employment +24 | +1.7 | +0.8 | +09

% of labor supply
Unemployment rate (Eurostat definition) 4.4 ‘ 4.2 ‘ 44 ‘ 4.4
Budget 9% of nominal GDP
Budget balance (Maastricht definition) -0.5 -0.6 -0.5 -0.5
Government debt 591 57.5 56.5 55.6

Source: 2007: Eurostat, Statistics Austria; 2008 to 2010: OeNB June 2008 outlook.

! The outlook was drawn up on the basis of seasonally adjusted and working-day adjusted national accounts data. Therefore, the historical
values for 2007 may deviate from the nonadjusted data released by Statistics Austria.

ever, this decline will be modest given
Austrian exporters’ focus on Eastern
Europe, the economy’s diversified sec-
toral structure and the favorable trend
in unit labor costs.

Domestic demand is currently
marked by sluggish consumption
growth and a flat investment cycle. Un-

expectedly high inflation is triggering a
slight decline in real wages in 2008.
Slowing employment momentum is
also  dampening household income
growth. Consumption growth will
weaken to 1.0% in 2008 and is not ex-
pected to accelerate significantly in
2009 and 2010. Investment momentum
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will slow considerably on the back of
the cooling of the world economy.
However, as the current investment cy-
cle is very smooth compared with pre-
vious periods of economic expansion,
investment is expected to continue to
increase even during the downturn.

Inflation — fueled by the spike in
commodity prices — has risen unex-
pectedly strongly. HICP inflation came
to 3.4 % in April 2008 and will fall only
gradually. An inflation rate of 3.1% is
projected for 2008 as a whole. At 2.4 %,
inflation is forecast to remain above the
2% mark in 2009 before dropping to
1.9% in 2010.

The Austrian labor market still
looked to be in excellent health in the
first half of 2008. Robust employment
growth in 2008 is inducing a further
drop in unemployment by 0.2 percent-
age points to 4.2 %. In 2009 and 2010,
unemployment is expected to rise
slightly to 4.4 %.

In 2008, the budget balance (Maast-
richt definition) will deteriorate slightly
to —0.6% of GDP, to be followed by
a modest improvement to —0.5% in

2009 and 2010.?

2 Technical Assumptions

This forecast is the OeNB’s contribu-
tion to the Eurosystem’s June 2008
staff projections. The forecast horizon
ranges from the second quarter of 2008
to the fourth quarter of 2010. May 14,
2008, was the cutoff date for the as-
sumptions on global growth as well as
interest rates, exchange rates and crude
oil prices. The OeNB used its macro-
economic quarterly model to prepare
the projections for Austria.

Financial Crisis and Spike in Commodity Prices Dampen Growth and Fuel Inflation

The key data source comprised sea-
sonally and working day-adjusted na-
tional accounts data computed by the
Austrian Institute for Economic Re-
search (WIFO) which were fully avail-
able to the fourth quarter of 2007. The
GDP flash estimate is available for the
first quarter of 2008 but covers only
part of the national accounts aggre-
gates.

The underlying short-term interest
rate is based on market expectations for
the three-month EURIBOR. It is set at
4.9% (2008), 4.3% (2009) and 4.2 %
(2010) respectively. Long-term interest
rates reflect market expectations for
ten-year government bonds and are set
at 4.4% (2008), 4.7% (2009) and
4.8% (2010) respectively. Corporate
loan spreads widened by 60 basis points
with the outbreak of the financial crisis
owing to considerable uncertainty and
mutual mistrust in the banking sector.’?
The current outlook is based on the as-
sumption that this spread will remain
over the forecast horizon as a whole.
The USD/EUR exchange rate is as-
sumed to remain at 1.54 USD/EUR.
The projected trend in crude oil prices
is based on futures prices. For 2008 to
2010, this outlook assumes oil prices of
UusD 113.3, USD 117.7 and USD 115.6
per barrel (Brent) in each successive
year. This signifies a revision of USD
+24.6 (2008) and USD +34.1 (2009),
compared with the OeNB December
2007 economic outlook. The prices of
commodities excluding energy are also
based on futures prices over the fore-
cast horizon. Market players assume
that commodity prices will stabilize at
their currently high level and do not

The budget forecast includes only those measures that had been agreed and suitably specified at the time that the

current OeNB outlook was prepared. A possible tax reform in 2010 is therefore not included in this outlook.

the interest rate on ten-year government bonds.

The spread for corporate loans is defined as the difference between the average interest rate on corporate loans and
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Chart 2
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expect any further sharp price increases
(chart 2). The budget forecast includes
only those measures that had been
agreed and suitably specified at the time
that the current OeNB outlook was
prepared. A possible tax reform in 2010
is therefore not included in this out-

look.

3 Financial Crisis, Weak U.S.
Economy and Spike in
Commodity Prices Over-
shadow the World Economy

The global economy is currently deter-
mined by three critical factors: The in-
ternational financial crisis, the U.S.
slowdown and the spike in commodity
prices are seriously hampering global
growth. Since the second half of 2007,
the global economy has been in the
throes of a financial crisis. What ini-
tially appeared as a problem limited to
the U.S. real estate sector, gradually
spilled over and adversely affected
financial markets worldwide. Financial
institutions had to write down U.S.
asset-backed securities substantially. In

addition to U.S. financial institutions,
European banks were particularly hit.
The financial crisis has significantly in-
creased the risk of a U.S. recession.

Strong demand from emerging
economies and the long neglected de-
velopment of production capacities
triggered a steep rise in oil prices,
which were then further boosted by
speculation. At the same time, the
prices of many other commodities also
rose sharply. In particular, the dramatic
jump in many food prices — exacerbated
by crop failures and the production of
agricultural fuels — poses a grave threat
to the quality of life in many (pri-
marily, poorer) countries.

3.1 Asian Emerging Economies
Remain the Engine of Global
Economic Growth

The U.S. economy stood on the brink of
recession in early 2008. Problems in
the U.S. real estate sector adversely af-
fected both the financial sector (slump
in the value of mortgages) and the real
economy (asset losses and a decline in
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residential construction investment). A
loss in banking confidence resulted in
refinancing problems, which the Fed-
eral Reserve System (Fed) countered
with generous injections of liquidity
and sharp cuts in interest rates. The
weak labor market, the low saving ratio
and rising energy prices are additional
factors dampening private consump-
tion. U.S. GDP growth fell sharply in
the fourth quarter of 2007 and reached
just 0.9% in the first quarter of 2008
(on the previous quarter, on an annual-
ized basis). The recession in residential
construction investment continued. In-
deed, the decline gathered pace on the
previous quarter. Although private con-
sumption in nominal terms grew as
strongly as in the fourth quarter of
2007, rising prices dampened real
growth. The first quarter of 2008 saw a

slight drop in investment in plant and
equipment. Net exports and changes in
inventories had a positive impact on
growth, however.

Non-Japan Asia (NJA) remains the
driving force of the global economy.
Compared with 2007, growth in NJA
should weaken only slightly. China and
India’s booming economies are the spe-
cific engines of growth in this region.
Japan posted an unexpectedly positive
performance with growth of 0.8% in
the first quarter of 2008, benefiting
from its exports to Asia’s fast expand-
ing regions. Private consumption was
fueled by the sustained fall in the price
level. Although growth will slacken
somewhat in the next few quarters, it
will remain robust. Surveys do not in-
dicate a credit crisis in Japan where

lending conditions are seen as loose.

Table 2

Underlying Global Economic Conditions'

2007 | 2008 2009 2010
Gross domestic product Annual change in % (real)
World excluding the euro area +5.1 +4.0 +4.0 +4.5
US.A. +2.2 +1.0 +12 +2.6
Japan +2.0 +1.3 +1.6 .7
Asia excluding Japan +9.0 +7.7 +7.5 +79
Latin America +5.3 +4.3 +3.7 +4.0
United Kingdom +3.0 +1.8 +1.7 +2.8
New EU Member States +6.1 +5.0 +4.8 +4.4
Switzerland +31 +1.8 +1.7 +2.2
Euro area? +27 | #1.5t0+21 | #1.0to0 +2.0 | X
World trade (imports of goods and services)
World economy +6.4 +5.3 +5.7 +7.0
Non-euro area countries +71 +5.9 +6.2 +7.7
Real growth of euro area export markets +6.8 +5.6 +5.8 +7.2
Real growth of Austrian export markets +5.7 +5.2 +5.2 +6.3
Prices
Oil price in USD/barrel (Brent) 727 1133 177 115.6
Three-month interest rate in % 4.3 4.9 4.3 4.2
Long-term interest rate in % 4.3 44 47 4.8
USD/EUR exchange rate 1.37 1.54 1.54 1.54
Nominal effective exchange rate (euro area index) 107.69 114.57 115.08 115.08

Source: Eurosystem.

" Global economic growth in 2007 was revised down by 1 percentage points against the OeNB December 2007 outlook. However, 0.6 percent-

age points of this revision are attributable to new purchasing power parity weights.

2 Results of the Eurosystem’s June 2008 projections. The ECB presents the result in ranges based upon average differences between actual

outcomes and previous projections.
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The economic prospects for the
United Kingdom are determined prima-
rily by the real estate and financial
markets. Private consumption, which
together with investment was the driv-
ing force of the UK’s economy in 2007,
will weaken owing to tighter lending
conditions and to the downward cor-
rection of real estate prices. Exports
are currently being fueled by the sharp
devaluation of the pound sterling,
which, however, represents a risk for
price stability. GDP growth, which fell
to 0.4 % in the first quarter of 2008, is
likely to further decline in the second
quarter of 2008. This means growth in
2008 and 2009 will be significantly
more sluggish than in 2007.

3.2 Euro Area Gets off to Good
Startin 2008

Despite the factors curbing growth
worldwide and the high external value
of the euro, the euro area’s economy
got off to a good start in 2008, posting
growth of 0.7% on a quarterly basis.
Growth was driven primarily by Germany,
which registered growth of 1.5% (also
on a quarterly basis). However, this is
likely to have been owing to — at least,
in part — weather-induced temporary
effects, which means that a counter-
trend can be expected in the second
quarter of 2008. In 2007, the German
economy registered very vigorous
growth of 2.6%, stoked by exports
and, in particular, investment. In 2007,
investment was fueled in connection
with the corporate tax reform which
came into force in early 2008 (dis-
continuation of accelerated deprecia-
tion). Private consumption, by con-
trast, declined owing to falling real
wages. The VAT increase in early 2007
also weakened private consumption.
The further development of private
consumption very much depends on

the future trend in inflation. Overall,
German GDP growth in 2008 and
2009 is likely to slow appreciably, with
exports cooling and investment advanc-
ing at a slower pace.

In France, the economy was driven
by robust domestic demand in 2007 as
in previous years while exports grew at
a moderate rate. The tax reform which
took effect in 2007 led to an easing of
houscholds”  tax burden, thereby
strengthening their purchasing power.
Exports are currently suffering from
the appreciation of the euro and an
unfavorable development in unit labor
costs. Real estate prices, which had
been sliding since early 2006, stabilized
at the end of 2007, so that a soft land-
ing for the real estate market can be
anticipated.

In [Italy, Austria’s southern neigh-
bor, the economy is not doing very well
at all. In 2007, growth of 1.3% was
fueled by both private consumption and
investment while dampened by net
exports. In the fourth quarter of 2007,
the economy suffered a drop in output.
Although this loss of performance was
recouped in the first quarter of 2008,
the prospects for 2008 do not look
favorable on the whole, as growth is
expected to decline to some 0.5%.
Italy’s growth gap with the rest of
Europe will thus continue to widen
over the next few years.

In Ireland and Spain the cyclical
downturn — as in the UK and the Baltic
countries — is being exacerbated by the
end of the boom in the real estate mar-
ket. In Ireland, construction invest-
ment is expected to plummet.

The Eurosystem anticipates a slow-
down in GDP growth to 1.5% to 2.1%
in 2008 and to 1.0% to 2.0 % in 2009.
This deceleration against 2007 is attrib-
utable to, above all, weaker export
growth.

MONETARY POLICY & THE ECONOMY Q2/08
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4 Weaker World Economy and
Appreciation of the Euro
Dampen Austrian Exports

Austrian exporters can look back to an

extremely successful 2007. Despite

deteriorating external economic condi-
tions, exports of both goods and ser-
vices were boosted by slightly more
than 10% in nominal terms. Export
momentum was still undiminished in
the first quarter of 2008 and was fueled
by temporary factors such as good snow
conditions, which resulted in another
record winter season for the Austrian
tourism industry. The direct effects of
the U.S. real estate crisis on Austrian
exports are limited. Exports to the

U.S.A. — Austria’s third most impor-

tant export market after Germany and

Italy — are growing at a slower pace.

Since they account for only 5% of Aus-

trian exports as a whole, their impact

on total exports is modest. In addition,
indirect effects via Austria’s close ex-
ternal trade relations with Germany
are not clearly evident — at least for
the time being. On the contrary,
Germany’s demand for imports was

unexpectedly buoyant in early 2008.

The global economic headwind will
not however Spare Austrian exports in
the next few months. Owing to the
U.S. real estate crisis, global economic
growth slowed significantly, as did
demand in Austria’s export markets. A
further factor is the appreciation of the
euro, which is currently adversely
affecting the price competitiveness of
Austrian exporters. As aresult, exports
will lose considerable steam in 2008.
After reaching 8.6% in 2007, growth
in real exports (national accounts defi-
nition) is expected to weaken to 6.4 %
in 2008 and to 4.3% in 2009. Real
export growth is not expected to recover
until 2010. Despite the decline, exports
remain a key pillar of the economy over
the forecast horizon as a whole.

Several factors are helping to pre-
vent exports from slowing more rap-
idly. Exchange rate fluctuations no lon-
ger play a role within the euro area, and
Austrian exporters are able to win mar-
ket share thanks to the favorable devel-
opment of unit labor costs. Outside the
euro area, the loss of price competitive-
ness is currently resulting in Austrian
exporters losing market share. How-

Table 3

Growth and Price Developments in Austria’s External Trade

2007 ‘ 2008 ‘ 2009 ‘ 2010
Exports Annual change in %
Competitor prices in Austria's export markets +0.8 +0.7 +1.8 +1.3
Export deflator +1.6 +1.7 +2.0 +1.8
Changes in price competitiveness —-0.8 -1.0 -0.3 -04
Demand on Austria’s export markets (real) +5.7 +5.2 +5.2 +6.3
Austrian exports of goods and services (real) +8.6 +6.4 +4.3 +6.2
Market share +2.9 +1.2 -09 —-01
Imports
International competitors’ prices in the Austrian market +1.0 +1.3 +1.8 +14
Import deflator +1.5 +29 +2.1 +1.8
Austrian imports of goods and services (real) +6.2 +5.2 +4.4 +6.1
Terms of trade +0.1 | 1.2 | +0.0 | -0.1

Percentage points of real GDP
Contribution of net exports to GDP growth +1.8 | +14 | +0.3 | +0.6

Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook, Eurosystem.
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Table 4

Austria’s Current Account

2007 2008 2009 2010

% of nominal GDP
Balance of trade 5.0 5.2 54 57
Goods 0.5 0.5 04 0.7
Services 4.5 47 49 5.0
Euro area 0.0 =04 -0.2 -0.3
Non-euro area countries 5.0 5.5 5.6 6.0
Balance on income -14 -1.2 =1 =10
Balance on current transfers =04 =04 -0.3 -0.3
Current account 32 3.6 4.0 4.5

Source: 2007: OeNB; 2008 to 2010: OeNB june 2008 outlook.

ever, they are benefiting from sustained
strong demand in Central and South-
eastern European countries, oil-expor-
ting countries such as Russia and
emerging economies, all of which will
expand much more rapidly than the
global economy over the forecast hori-
zon as a whole. Shifts in Austrian exports’
sectoral structure to high technology
are making domestic exporters less sus-
ceptible to exchange rate fluctuations.
Last but not least, the average size of
Austrian enterprises, which is small
compared with their international
counterparts, permits a high degree of
strategic flexibility.

Vigorous export growth was pri-
marily responsible for the sharp rise in
the current account surplus in 2007,
which is expected to further improve
over the forecast horizon. Given the
slower momentum of world economic
growth, the goods balance will how-
ever remain almost unchanged in 2008
and 2009 and is expected to improve
substantially only in 2010. The services
balance — fueled by travel and business-
related services — will increase some-
what more vigorously. The negative
balance on income will shrink slightly
over the forecast horizon whereas the
balance on transfers will remain almost
unchanged. Overall, the current account

will improve from 3.2% of GDP in
2007 to 4.5 % in 2010.

5 Food and Energy Prices
Fuel Inflation

In Austria, HICP inflation rose mark-
edly during the second half of 2007
(August: 1.7%; December: 3.5%). In
early 2008, inflation fell somewhat (to
3.1% in January and February respec-
tively) before climbing back up in
March and April (to 3.5% and 3.4%
respectively). Similarly high inflation
rates were last seen in the early 1990s.
Both food and energy saw huge price
increases, fueled by rocketing com-
modity prices. In 2007, milk and wheat
prices rose by more than 50% and
crude oil prices reached new historical
record highs. By contrast, the recent
contributions to inflation by the services
sector were below average. The OeNB
projects currently high price growth to
fall only gradually over the forecast
horizon. Inflation will not drop below
the 2% mark until 2010. Inflation of
3.1% — the highest level since 1993 —is
anticipated for 2008 as a whole and is
projected to decline to 2.4% in 2009
and to 1.9% in 2010.

The current inflation outlook is
based on the assumption that commod-
ity prices will track market expecta-

MONETARY POLICY & THE ECONOMY Q2/08
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Table 5

Selected Price Indicators for Austria

2007 2008 2009 2010

Annual change in %
Harmonized Index of Consumer Prices (HICP) +2.2 +3.1 +2.4 +1.9
HICP energy +4.0 +12.6 +5.5 +1.0
HICP excluding energy +2.0 +2.2 +2.1 +2.0
Private consumption expenditure (PCE) deflator +2.1 +3.0 +2.3 +1.9
Investment deflator +1.7 +2.3 +2.2 +2.0
Import deflator +1.5 +2.9 +2.1 +1.8
Export deflator +1.6 +1.7 +2.0 +1.8
Terms of trade +0.1 -1.2 +0.0 -01
GDP deflator at factor cost +2.2 +29 +2.3 +2.1
Unit labor costs +1.2 +2.2 +1.9 +1.0
Compensation per employee +2.6 +3.0 +3.0 +2.6
Labor productivity 1 A +0.8 +1.0 +1.6
Collectively agreed wage settlements +2.5 +3.1 +3.0 +2.6
Profit margins' +1.0 +0.7 +04 +11

Source: 2007: Eurostat, Statistics Austria; 2008 to 2010: OeNB June 2008 outlook.

" GDP deflator divided by unit labor costs.

tions. Market participants expect crude
oil prices to stabilize at their currently
high level in line with current futures
prices but do not anticipate further
price increases. Although significant
second-round effects generated by the
spike in commodity prices are not
assumed, the food and energy sectors
will remain the key drivers of inflation
in 2008 as a whole even if their contri-
butions to inflation decrease over the
course of the year. A reverse develop-
ment is expected for the services sub-
component. Not least owing to higher
wage settlements, this sector is likely
to see an acceleration in inflation,
which will counter a sharper drop in
aggregate HICP inflation in the second
half of 2008 and in 2009. The Euro-
pean football championship may gener-
ate a temporary rise in hotel and res-
taurant prices. On the basis of other
countries’ experience, however, this
effect should amount to no more than
0.4 percentage points of the broad
HICP index and be limited to June 2008
only.

Higher prices in international com-
modity markets suggest a significant
deterioration in the terms of trade de-
spite the euro’s increased external value
in 2008. As the spike in commodity
prices eases, the next two years should
not see any major change in the terms
of trade.

The most important wage negotia-
tions for 2008 were concluded before
the current rise in inflation. Negotiated
wages will climb by slightly more than
3%. This means that wage negotiations
in 2009 will be subject to the impact of
unexpectedly high inflation and recent
healthy corporate profits, on the one
hand, and a weak productivity perfor-
mance (owing to robust employment
growth) and the cloudier economic
outlook, on the other. This forecast is
based on the assumption that the path
of wage moderation will be pursued.
Wage settlements in 2009 are therefore
expected to be slightly lower than those
agreed in 2008. Lower productivity

rowth and higher wage settlements
will make unit labor costs in 2008 and

14
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2009 rise more sharply than they have
recently. Accordingly, although profit
margin growth will underperform in
2008 and 2009, it will nevertheless still
be positive and result in a further mod-
erate drop in the wage share of GDP.

6 Flat Investment Cycle and
Sluggish Consumption
6.1 Stagnating Net Real Income
Curbs Consumption

From the perspective of Austrian
households, 2007 was marked by dy-
namic growth in disposable household
income in both nominal and real terms.
At +4.8 %, the nominal compensation
of employees (gross) generated the
strongest growth since 1992, which
was fueled by very healthy employment
growth, in particular. Nominal gross
wage and salary payments per full-time
equivalent payroll employee increased
by 2.7%. Real net wage and salary pay-

ments (less wage tax and social security
contributions) rose by 0.3%. Since
2000, real net wage and salary pay-
ments per full-time equivalent payroll
employee have increased by a total of
2.2%.

In 2007, mixed income and operat-
ing surpluses likewise grew unusually
vigorously and at 10.3% posted the
strongest growth since statistics (nonfi-
nancial sector accounts) were intro-
duced in 1995. Property income, how-
ever, grew more sluggishly than in pre-
vious years owing to equity market
losses, which commenced as early as
2007. Total disposable household in-
come (net, including received transfers)
advanced by 5.4 % — a record high since
2000.

Despite excellent income growth,
private real consumption developed at a
very modest pace in 2007 (+1.5%),
however. This is attributable to two

Chart 3

Weaker Economy and Unexpectedly High Inflation Dampen

Real Income Growth in 2008

Growth in real disposable household income

Contribution to growth in percentage points

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

B Payroll employment (full-time equivalents)
Bl Gross wages and salaries (per full-time equivalent), real’
Bl Mixed income accruing to self-employed
households and operating surpluses
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Source: Statistics Austria, OeNB.
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Table 6

Determinants of Nominal Household Income in Austria

2007 ‘ 2008 ‘ 2009 ‘ 2010

Annual change in %
Payroll employees +2.1 +1.7 +0.8 +0.9
Wages per employee +2.6 +3.0 +3.0 +2.6
Compensation of employees +4.8 +4.8 +3.8 +3.6
Investment income +3.3 +04 +4.0 +5.0
Mixed income accruing to self-employed households and
operating surpluses (net) +10.3 +6.0 +5.5 +6.0

Compensation of employees
Investment income

Mixed income accruing to self-employed households and
operating surpluses (net)

Net transfers less direct taxes'
Disposable household income (nominal)

Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook.

Contribution to disposable household income in
percentage points

+3.8 +3.8 +3.0 +2.8
+0.5 +0.1 +0.6 +0.7
+2.0 +1.2 +1.2 +1.3
12 -0.8 -07 -07
+54 +4.4 +4.0 +41

! Negative values indicate an increase in (negative) net transfers minus direct taxes, positive values indicate a decrease.

Table 7

Private Consumption in Austria

2007 2008 2009 2010

Annual change in %
Disposable household income (nominal) +5.4 +4.4 +4.0 +4.1
Private consumption expenditure (PCE) deflator +2.1 +3.0 +2.3 +1.9
Disposable household income (real) +3.2 +1.4 +1.7 2
Private consumption (real) +1.5 +1.0 +1.5 +1.9

% of nominal disposable household income
Saving ratio 1.3 | 1.5 | 11,6 | 11.8

Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook.

factors: near-stagnant levels of real
wages — an income component with a
strong propensity for consumption —
and a change in the savings attitude
arising from the pension reforms,
which saw the saving ratio increase
from 9.7% in 2006 to 11.3% in 2007.
Such a steep increase in the saving ratio
within the space of a mere year is un-
precedented.

At +0.2 % quarter on quarter, con-
sumption growth continued to slow in
the first quarter of 2008. The con-

sumption forecast for the period from

2008 to 2010 is marked by decelerating
employment momentum and thus con-
siderably weaker growth in compensa-
tion of employees. Owing to the fall in
stock prices, property income is not
expected to make a notable contribu-
tion to growth in nominal household
income in 2008.

At the same time, currently high
inflation is dampening real disposable
income. According to this forecast,
consumption growth is expected to
flag to 1.0% in 2008. In 2009 and
2010, real disposable household income

16
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will grow more robustly as inflation
eases. As a result, private consumption
growth is projected to accelerate grad-
ually to 1.5% (2009) and 1.9%
(2010).

6.2 Current Investment Cycle =
Unusually Smooth

In 2007, enterprises broadened their
investments by 4.0% on a seasonally-
adjusted basis (nonseasonally-adjusted:
5.2%). Accordingtoenterprises, invest-
ment was driven to an average extent
by rationalization measures and replace-
ment investment. The most important
motive for most investment decisions
was robust demand while expected or
past profits, as well as technical factors,
are likely to have played only a second-
ary role.

Compared with the previous two
boom periods (1989 to 1991 and 1997
to 2000), the current investment cycle
is unusually smooth. This phenomenon
is primarily attributable to investment
in plant and equipment, which accounts
for only 40% of total investment, but —
being the most cyclically-sensitive in-
vestment component — is usually criti-
cal to the investment cycle. Construc-
tion investment, the other key invest-
ment component accounting for a share
of some 55 %, is even more significant
in quantitative terms although its cycle
followed economic developments to a
very limited extent in the past. In the
two aforementioned periods, real in-
vestment in plant and equipment on an
aggregated basis rose by 16 % and 23 %
respectively. As a result, the share of
investment in plant and equipment (as a
percentage of GDP) also rose sharply in
both these periods. In each case, the
end of the boom was followed by a mas-
sive slump in investment activity. Three
years after the end of each economic
boom, corporate investment in plant
and equipment remained 5% and 2.5 %

respectively, below the levels attained
during each boom. A comparable de-
velopment was not evident during the
upturn of the last three years (2005 to
2007). At 9.8%, the cumulated in-
crease in investment in plant and equip-
ment was much smaller, with the share
of investment in plant and equipment
(as a percentage of GDP) up only
slightly. From this perspective, a sharp
downturn in investment activity can-
not therefore be projected over the
three years of the forecast horizon.

In addition, the leading indicators
available are not currently signaling an
imminent slump in investment activity,
at least not in the first half of 2008. Al-
though capacity utilization has been on
the decline for several months, it is still
well above the long-term average. The
order intake of enterprises from Aus-
tria and abroad are above-average al-
though momentum has slowed com-
pared with mid-2007. The internal fi-
nancing power of enterprises remains
excellent. In addition, special factors
have played a role: the mild winter, for
instance, particularly fueled construc-
tion investment in the first quarter of
2008. The dissipation of this tempo-
rary effect will however purely me-
chanically result in a slowdown in in-
vestment growth in the next quarter.

The projected cooling of investment
activity in 2008 is being determined by
external factors to a great extent. The
current international financial market
turmoil is a key factor, which, inter
alia, is making Austrian exports lose
steam. Although the latter historically
remains at still fairly high levels, it is
visibly slowing compared with previous
years. Another factor is the loss in price
competitiveness, from which Austrian
companies are currently suffering ow-
ing to the appreciation of the euro. Fur-
thermore, recent months have seen a
marked increase in corporate financing
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Chart 4
Investment in Plant and Equipment over the Past Three Business Cycles
Quarterly growth in % % of GDP
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Source: Eurostat, OeNB.

costs. Owing to the considerable un-
certainty induced by the financial tur-
moil, corporate loan spreads have wid-
ened by 60 basis points since the out-
break of the crisis in mid-2007.* The
current OeNB outlook is based on the
assumption that this spread will be sus-
tained over the entire forecast horizon.
Corporate investment will therefore be
dampened by an additional 0.5 percent-
age points in both 2008 and 2009. The
hardest hit investment component will
be investment in plant and equipment.
An important domestic factor
dampening corporate investment activ-

ity is unit labor costs, which will rise
faster over the forecast horizon than
they have recently. This increase in unit
labor costs is attributable in equal mea-
sure to two factors: first, high employ-
ment growth, which is curbing produc-
tivity growth and, second, higher wage
settlements.

As for construction investment,
which is less cyclically sensitive, the
healthy order book indicates stable
growth over the forecast period.
Planned infrastructure measures should
provide additional impetus in the next
few years.

* The spread for corporate loans is defined as the difference between the average interest rate on corporate loans and

the interest rate on ten-year government bonds.
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Table 8
Investment Activity in Austria
2007 ‘ 2008 ‘ 2009 ‘ 2010
Annual change in %
Total gross fixed capital formation (real) +4.0 ‘ +1.5 ‘ +1.4 ‘ +2.6
of which: Investment in plant and equipment (real) +4.6 +1.5 +1.6 +3.0
Residential construction investment (real) +1.4 +0.6 +1.2 +2.0
Non-residential construction investment and other
investment +54 +1.8 +1.4 +2.5
Government investment (real) +34 +2.3 +1.3 +2.3
Private investment (real) +4.0 +1.5 +1.4 +2.6
Contribution to total gross fixed capital formation
growth in percentage points
Investment in plant and equipment (real) +1.8 +0.6 +0.6 +1.2
Residential construction investment (real) +0.3 +0.1 +0.3 +04
Non-residential construction investment and other
investment +21 +0.7 +0.5 +1.0
Government investment (real) +0.2 +0.1 +0.1 +0.1
Private investment (real) +3.8 +1.4 +1.3 +2.5
Contribution to real GDP growth in percentage points
Changes in inventories (real) -0.3 | -0.2 | -01 | +0.0

Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook.

Box 1

No Signs of a Credit Crunch in Austria'

The financial crisis in the U.S.A. has impaired the conditions for banks to raise funds in the
international money and capital markets. Owing to a sharp deterioration in the risk rating of
banks, interbank lending was either curtailed or loans were issued at higher interest rates only.
The U.S. Fed, the ECB and other central banks have ensured liquidity via liquidity injections.
The IMF nevertheless currently sees a high risk of the emergence of a global credit crunch.? A
credit crunch occurs when banks severely tighten lending because of liquidity constraints
and increase the cost of credit sharply, unleashing massive negative effects on the real econ-
omy as a rule.

So far no signs of a credit crunch have been visible in Austria. Monetary statistics for the
first quarter of 2008 show that corporate lending growth continues strong and above-average
by long-term standards. In corporate banking, however, the more unfavorable refinancing con-
ditions of banks in the money and capital markets are reflected in higher lending rates and a
slight tightening of credit standards (increase in credit margins). A comparison with corre-
sponding corporate lending growth rates in the euro area reveals a qualitatively similar devel-
opment in this region.

" Authored by Christian Ragacs (christian.ragacs@oenb.at) and Walter Waschiczek (walter.waschiczek@oenb.at).

2 International Monetary Fund (2008). Global Financial Stability Report — Containing Systemic Risks and Restoring
Financial Soundness. Washington D.C. April. 126.
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Brisk Growth in Corporate Loans despite Slight Tightening of Credit Standards

Results of the Bank Lending Survey in Austria Growth in Corporate Loans
Change on the previous quarter Change on the previous quarter in %
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4
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== Credit standards == Austria
== Margins on average loans == Euro area
Source: OeNB, ECB.
Note: 2 = eased considerably, 1 = eased slightly, —1 = tightened slightly, —2 = tightened considerably

Fears that special factors may have distorted the latest credit growth statistics upward cannot,
it seems, be confirmed in Austria’s case. The consolidated balance sheets of Austrian banks
(which also include external business) show even stronger growth in corporate lending owing to
their successful activities in Central and Eastern Europe. In addition, there are no signs that
borrowing is currently being frontloaded because of an anticipated credit squeeze in the
future.

Moreover, it is not possible to identify any capital constraints on banks that may lead to
severe future lending restrictions. On the contrary, banking performance is very healthy (prof-
itability stood at +14 % towards end-2007, i.e. when the financial crisis was already in full

swing, and the cost/income ratio was at a record high of 62 %).
Last but by no means least, even the risk rating of borrowers saw an improvement. In
2007, the number of insolvencies fell by 6.1 % year on year. Allowance for loan losses was at its

lowest level since 1997.

6.3 Jobless Rate at a Record Low
in 2008

The boom years of 2006 and 2007
brought about a significant improve-
ment in the Austrian labor market situ-
ation. Robust growth in payroll em-
ployment by a total of 126,000 in these
two years led to a drop in the unem-
ployment rate (Eurostat definition)
from 5.2% in 2005 to 4.4 % in 2007.
This means that both 2006 and 2007
were marked by significantly more ro-
bust employment growth than was the
previous period of expansion from
1998 to 2000 when average annual em-

ployment growth amounted to 42,000.
In the first quarter of 2008, labor de-
mand driven by the construction and
tourism industries again soared on a
year-on-year basis. This is remarkable
insofar as employment growth was al-
ready robust in the first quarter of 2007
owing to the mild winter.

The gradually cooling economy will
filter through to the employment situa-
tion with a time lag. Although the re-
cord levels of payroll employment seen
in 2007 will not be attained in 2008,
payroll employment numbers will nev-
ertheless rise steeply this year (+1.7%).
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Table 9
Labor Market Developments in Austria
2007 2008 2009 2010
Annual change in %
Total employment +1.8 +1.5 +0.7 +0.8
of which: Payroll employment +2.1 +1.7 +0.8 +0.9
Self-employment +0.7 +0.3 +0.2 +0.1
Public sector employment +0.3 +0.0 +0.1 +0.0
Registered unemployment —20.9 -4.0 +5.2 +2.3
Labor supply +1.5 +1.2 +0.8 +0.8
% of labor supply
Unemployment rate (Eurostat definition) 44 ‘ 4.2 ‘ 44 ‘ 4.4

Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook.

In 2009 and 2010, payroll employment
is expected to grow by a much more
sluggish 0.8 % and 0.9 % respectively.
The number of self-employed will grow
only modestly over the forecast period
owing to their steady decline in agri-
culture, which accounted for 57% of
the total self-employed in 2007.

In addition to demographic factors,
labor supply growth is being deter-
mined by the increase in foreign labor
and by the effects of the pension reform
enacted in 2003. The current OeNB
outlook assumes that Austria’s labor
market will be fully opened to Central
and Eastern European citizens as late as
May 2011. Until then, only a gradual
liberalization for shortage occupations
can be expected. The pension reform
of 2003 resulted in a sharp increase in
the share of 55- to 64-year-old employ-
ees, which rose from 28.8 % (2004) to
38.7% (2007). This effect will be sus-
tained over the forecast period and
boost labor supply by some 60,000 per-
sons. The reform of child-care benefit
(giving parents the opportunity to re-
ceive higher monthly benefits for a
shorter period of time) will have a com-
paratively small impact on labor supply
(a total of 12,500 persons) in the fore-
cast period. Overall, labor supply is
projected to grow by 132,000 persons

(+2.9%) in the period from 2008 to
2010, according to the current OeNB
economic outlook.

The jobless rate (Eurostat defini-
tion) will fall by 0.2 percentage points
to 4.2 % in 2008. In 2009 and 2010, it
is projected to edge up to 4.4 %.

7 Upside Risks Predominate in
the Inflation Outlook

The current OeNB outlook is subject
to a large number of risks. Of the ex-
ternal assumptions, on which this out-
look is based, the price of oil is subject
to the greatest uncertainties. Although
futures indicate by and large constant
oil prices, they have always underesti-
mated actual oil price developments in
recent years. This is why there is a risk
of higher oil prices in the forecast pe-
riod. The euro exchange rate (both the
bilateral rate relative to the U.S. dollar
and the nominal effective rate) is as-
sumed to remain constant over the
forecast period. In the short term, the
expected turn in interest rate policy
poses an upside risk to the U.S. dollar.
In the medium term, however, contin-
ued macroeconomic imbalances will
represent an additional downside risk
to the U.S. dollar.

The Austrian economy’s buoyant
growth in the first quarter of 2008 is
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believed to be largely temporary. The
outlook for the second quarter of 2008
is accordingly conservative (+0.3 %). If
the second quarter proves to be stron-
ger, this will represent an upside risk to
growth this year. The greatest domes-
tic risk to the growth outlook is the tax
reform planned for 2010, which is not
included in this outlook. If the tax
reform gives rise to tax relief to the
tune of a currently rumored EUR 3 bil-
lion, the latter will pose an upside risk
in 2010.

Whereas the risks to this growth
outlook do not clearly point solely in
one direction, most of the inflation
risks are to the upside. The price of oil
is by far the greatest risk factor. If, for
instance, oil prices were permanently
USD 33 higher in the long term (this
would signify an oil price of USD 150
per barrel Brent in the second quarter
of 2008), growth in 2008 (2009) would
slow by 0.22 (0.14) percentage points.

In 2008 (2009), inflation would be
0.59 (0.16) percentage points higher
than projected in this outlook. Further-
more, higher wage settlements cannot
be ruled out as an inflation risk.

8 Downgrade in Growth Outlook
against December 2007 and
Upgrade in Inflation Outlook

External macroeconomic conditions
have deteriorated sharply since the
previous OeNB economic outlook
(December 2007). The assumptions
for the future development of oil prices
were sharply corrected upward: by
USD 25 for 2008 and by USD 34 for
2009. The euro has firmed not only
against the U.S. dollar but also in nomi-
nal effective terms. Austrian export
growth has clearly run out of steam.
This more pessimistic assessment of the
global economy was prompted primar-
ily by the perception of weaker growth
in the U.S.A. The financial crisis has

Table 10
Change in the Underlying External Economic Conditions since the OeNB
December 2007 Outlook
June 2008 December 2007 | Difference
2008 | 2009 | 2010 | 2008 ‘ 2009 | 2008 | 2009
Annual change in %
Growth of Austria’s export markets +52 | +52 | +63 +6.3 +6.6 | —11 -14
Competitor prices in Austria's export markets +0.7 | +18 | +1.3 +0.9 +14 | -02 | +04
Competitor prices in Austria's import markets +1.3 | +18 | +14 +0.9 H4 | H04 [ £04
usb
Oil price per barrel (Brent) 1133 | 1177 | 1156 | 886 | 837 | +24.7 | +34.0

Annual change in %

Nominal effective exchange rate (exports) -1.0| -01| +0.0 -04 +00 | -0.6 | —01
Nominal effective exchange rate (imports) -03| +00| +0.0 -0.2 +00 | -01 | +0.0
%

Three-month interest rate 4.9 4.3 4.2 4.5 43| +04| +0.0
Long-term interest rate 44 4.7 4.8 4.2 42| +02| +05

Annual change in %

Real GDP, U.S.A.

+10 | +2| +26| +23| +26| 13| -14

USD/EUR

USD/EUR exchange rate

Source: Eurosystem.

154 | 154 | 154 146| 146 |+0.08 | +0.08
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triggered both higher short-term and
long-term interest rates. Retail bank
interest rates also include a spread of
some 50 to 60 basis points.

The effects of these new external
assumptions were simulated using the
OeNB’s macroeconomic model. For
both 2008 and 2009, there are strongly
negative effects on GDP growth of
—0.5 and —0.7 percentage points respec-
tively. The assumption of lower Aus-
trian export growth has the most
dampening effect. Table 11 lists the
reasons for revising this outlook in de-
tail. In addition to the effects of these
new external assumptions, this revision
is explained by the effects of new data
and by the item “Other”. The influence
of new data includes the effects of the
revisions of both the historical data
already available at the time of the pre-
vious OeNB economic outlook (i.e.
data up to the third quarter of 2007)
and the projection errors of the previ-
ous outlook for the periods now pub-
lished for the first time (i.e. data for the
fourth quarter of 2007 and for the first
quarter of 2008). The item “Other” in-
cludes new expert assessments regard-
ing the development of domestic vari-
ables such as government consumption
or wage settlements, as well as any
changes in the model.

The —0.3 percentage point revision
of the outlook for 2008 is attributable
to the far less benign international en-
vironment on the one hand and the fact
that growth in early 2008 was much

stronger than projected on the other.
The revision for 2009 was largely
prompted by the international environ-
ment. The item “Other” of 0.2 percent-
age points is explained by a new assess-
ment of domestic demand. Although
domestic demand was revised down in
view of the conservative assessment of
domestic demand as early as December
2007, the downgrade is relatively mod-
est in the current outlook.

The revision of the inflation fore-
cast for 2008 was mainly due to infla-
tion having accelerated to 3.5% in
December 2007 and having remained
at an average 3.2 % in the first quarter
of 2008, levels that had not been antici-
pated in the December 2007 outlook.

The revision for 2009 is explained
almost exclusively by the less benign
external assumptions.

A comparison of the latest forecasts
for Austria (table 18) reveals an unex-
pectedly narrow distribution of fore-
cast values given the currently high lev-
els of uncertainty. Except for the IMF,
every institution projects GDP growth
in 2008 within a range of 2.1% to
2.3%. For 2009, the forecast values
range between 1.7% and 2.2%. As for
the inflation outlook, systematic differ-
ences between the current forecasts are
not identifiable. The OeNB outlook
differs from other forecasts primarily
in terms of the composition of growth.
In this respect, the OeNB expects net
exports to make a larger contribution
to growth than domestic demand.
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Table 11

Breakdown of Forecast Revisions

GDP HICP

2008 2009 2008 2009

Annual change in %

June 2008 outlook +2.2 +1.7 +3.1 2.4

December 2007 outlook +2.5 +2.3 +24 +1.8

Difference -0.3 —-0.6 +0.7 +0.6

Percentage points

Due to:

External assumptions -0.5 -0.7 +0.3 +0.5

New data +0.2 +0.0 +0.6 +0.1

of which: Revision of historical data up to Q3 07 +0.0 X +0.0 X
Projection errors for Q4 07 and Q1 08 +0.2 +0.0 +0.6 +0.1

Other' —-01 +0.2 -0.2 +0.0

Source: OeNB June 2008 and December 2007 outlooks.

" Different assumptions about developments in domestic variables such as wages, government consumption, effects of tax measures, other
changes in assessment or in the model.
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Box 2

Outlook for Central and Eastern European (CEE) Countries:'?
Robust Economic Performance Expected to Continue but Growth Peak Has
Passed Already

Economic growth in CEE countries will stay robust in the years to come; so far, the region has
been relatively resilient to headwinds from financial market turbulences. Yet some economic
slowdown is expected in the region (e.g. in the Czech Republic and Poland), but largely on the
back of country-specific internal factors. Hungary’s economic performance — which was excep-
tionally weak in 2007 compared with other countries of the region — is likely to remain ane-
mic, but real GDP growth will at least gain some momentum dfter the strongest effects of the
far-reaching fiscal stabilization program have phased out.

Real GDP Growth in the Three CEE EU Member States

Latest forecast Previous
forecast
2006| 2007 2008 2009 2008 2009
Annual change in %
Czech OeNB OeNB
Republic (March 2008) 64| 65 52 54 (September 2007) 51 4.8
European European
Commission Commission
(April 2008) 47 5.0 (November 2007) 5.0 419
IMF (April 2008) 4.2 4.6 IMF (October 2007) 4.6 X
wiiw (March 2008) 4.5 5.0 wiiw (July 2007) 52 X
Consensus Consensus
Forecasts Forecasts
(April 2008) 3.8-5.5 3.2-6.0 (September 2007) 41-5.5 X
Hungary OeNB OeNB
(March 2008) 39| 13 1.8 2.8 (September 2007) 2.5 3.3
European European
Commission Commission
(April 2008) 1.9 3.2 (November 2007) 2.6 34
IMF (April 2008) 1.8 2.5 IMF (October 2007) 2.7 X
wiiw (March 2008) 2.5 41 wiiw (July 2007) 31 X
Consensus Consensus
Forecasts Forecasts
(April 2008) 1.5-2.7 2.5-3.6 (September 2007) 2.5-3.5 X
Poland OeNB OeNB
(March 2008) R B (Scotcmber 2007) 57 50
European European
Commission Commission
(April 2008) 53 5.0 (November 2007) 5.6 52
IMF (April 2008) 49 4.5 IMF (October 2007) 53 X
wiiw (March 2008) 5.5 5.3 wiiw (July 2007) 5.5 X
Consensus Consensus
Forecasts Forecasts
(April 2008) 4.7-5.8 4.1-5.5 (September 2007) 4.8-5.8 X

Source: European Commission, Consensus Forecasts, IMF, OeNB, wiiw.

! Compiled by Antje Hildebrandt (antje.hildebrandt@oenb.at).

2 The 0eNB compiles semiannual forecasts of economic developments in the Czech Republic, Hungary, Poland, and
Russia. In the case of Russia, the forecast is established in collaboration with Suomen Pankki, Finland’s central bank.
The forecasts are based on preliminary global growth projections and technical assumptions about euro area import
growth, oil prices and USD/EUR exchange rates, which are prepared by the ECB for the Eurosystem in the context of
broad macroeconomic projection exercises. Compared with 2007, import growth of the euro area is expected to moder-
ate in 2008 but to accelerate thereafter. The price of oil will pick up in 2008 and is expected to stay at elevated levels
in 2009. The EUR/USD exchange rate is assumed to remain unchanged at the average level recorded in the two-week
period ending in mid-February 2008 over the entire projection horizon.
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The OeNB’s projections are well in line with those of the other economic and financial
institutions. Compared with the September 2007 projections, real GDP growth forecasts were
slightly revised downward for Hungary and Poland, and upward for the Czech Republic, in line
with the 2007 outcome and the less favorable euro area growth projections.

According to the ECB’s projections of March 2008, economic growth in the euro area is
expected to slow to 1.3% to 2.1% in 2008 and to accelerate only marginally in 2009, dfter real
GDP growth of 2.6% year on year in 2007. The ECB’s growth projections for the euro area
were revised downward from December 2007, reflecting, among other things, the dampening
impact of the financial market turmoil. Economic forecasts for the U.S.A. and for emerging
economies other than the four countries under review in this contribution follow the same line:
Compared with previous forecasts, real GDP growth projections were revised more or less
strongly downward for 2008 and 2009, largely on the back of ongoing global financial turbulence.

Overall, the three CEE countries have been relatively resilient to the financial market tur-
moil, but are likely to be affected negatively by worsening financing conditions and monetary
tightening in the medium term. Furthermore, the region will be impacted by the economic
slowdown in industrialized countries because of declining exports of goods and services. The
extent to which the CEE EU Member States depend on exports to the U.S. economy, however,
is very small: Exports to the U.S.A. account for around 4% of total exports, whereas those to
the euro area account for more than 50%. However, even before the beginning of the financial
turbulence on world markets, most CEE countries already showed some signs of growth fatigue
in 2007 partly on the back of country-specific internal factors.

For the Czech Republic, we expect real GDP growth to moderate in 2008 and 2009
compared with 2007. Private consumption growth will lose steam in both years due to the re-
form package that will likely entail an increase in VAT and excise taxes as well as lower social
transfers. Furthermore, rising inflation and monetary tightening are anticipated to have a
dampening effect on private consumption. On the external side, we expect export growth to
slow down somewhat owing to weaker demand in the euro area in 2008, but to revive some-
what in 2009, largely in connection with the opening of the Hyundai plant and of economic
growth picking up in the euro area. Import growth will moderate as well, as soon as Hyundai’s
investment has been completed. Net exports will contribute positively to real GDP growth in
2008 (0.5 percentage points) and in 2009 (1.1 percentage points). Compared with the Sep-
tember 2007 forecast, the projection was revised slightly upward, in particular in light of a
higher-than-expected positive impact of employment growth and the release of a new car
model by Skoda, which pushed up expectations on export growth. These positive effects even
offset the slight downward revision of gross fixed capital formation (GFCF) growth that reflects
a deterioration of confidence in industry, trade and construction, and weaker import demand
of the country’s main trading partners.

Following a slump in Hungary’s growth performance in 2007, there seems to be room
for real GDP growth to accelerate somewhat in 2008 and particularly in 2009. Private con-
sumption growth will still be restrained in 2008 owing to ongoing labor market adjustment and
inflation-induced moderation of real wage developments, but will pick up in 2009 backed by
stronger growth in real income (lower tax burden) and some strengthening of employment. In
2009, the public sector can be expected to stimulate private consumption growth, e.g. in the
form of higher public sector wages or an increase in selected transfers, given the upcoming
elections to the European Parliament in 2009 and the Hungarian parliament in 2010. For
2008 and 2009, the OeNB’s outlook for GFCF growth is fairly positive, supported by high ca-
pacity utilization levels in industry and, more recently, some strengthening of corporate credit
activity. Furthermore, in 2009, the planned tax reform is likely to reduce the tax burden on
companies. In light of the unfavorable economic outlook for Hungary’s major export markets,
export growth will slow down in 2008, as will import growth (export-import link), resulting in
a slightly positive contribution of net exports to GDP growth. For 2009, we expect export
growth to accelerate again and import growth to pick up even more owing to higher domestic
demand, so that the contribution of external trade to GDP growth will be almost nil. The
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OeNB’s latest growth projections were adjusted downward compared with September 2007,
mainly due to worse economic prospects in the country’s major trading partners. This assess-
ment is supported by signs of lowering employment levels, accelerating inflation and deterio-
rating consumer and industry sentiment.

According to our projections, Poland will see further years of robust economic growth
despite slowing down somewhat compared with 2007. Private consumption growth stands
on a sound footing, supported by high employment growth and increasing disposable in-
come (high nominal wage and credit growth, rising salaries for healthcare workers, changes
in the tax benefit system) as well as by the envisaged tax reform scheduled to enter into
force in 2009. However, higher inflation will prevent private consumption growth from ac-
celerating strongly. After reaching a growth rate of around 20% year on year in 2007, GFCF
growth will decline in 2008 and 2009, largely owing to lower profitability (reflecting rising
unit labor costs — ULC) and some tightening of monetary policy. However, GFCF growth will
continue to expand dynamically, given sustained private consumption growth and increasing
labor-substituting investments. On the back of lower import growth of the euro area, export
growth is expected to slow down in 2008 but to regain some speed in 2009. The accelera-
tion, however, will not be substantial as ULC will rise in the tradable sector. Overall, the
contribution of net exports to GDP growth will be negative in 2008 and 2009 at around 2
percentage points. Compared with the previous forecast, the deceleration of export growth
is expected to be more pronounced, given the current strong level of the currency and the
expected slowdown of euro area import growth. At the same time, import growth is antici-
pated to turn out weaker (also reflecting a strong currency) compared with the previous
forecast.

The main risks to the projections refer to deviations from the underlying assumptions
for external factors, in particular import growth rates of the main trading partners as well as
the actual impact of the financial market turmoil on the region. Another source of risks is
country-specific factors. In Hungary, the government’s defeat in the March 2008 referendum
on selected structural reforms (doctor’s fee, hospital fee, tuition fee) implies some risk regard-
ing the implementation of fiscal reforms ahead of the elections in 2009 and 2010. In the
Czech Republic and Poland, some uncertainty remains about bottlenecks on the labor market
that might be even greater than assumed in the forecast, which could lead to higher wages
and inflation. In Poland, some uncertainty remains about the implementation of fiscal reforms
(e.g. the tax reform envisaged to enter into force in 2009).

In Russia, the economic situation and prospects for 2008 and 2009 remain quite favor-
able, despite the impact of the recent turbulences on financial markets, which have dffected
the country by constraining domestic banks’ and enterprises’ access to refinancing on interna-
tional markets and thus tightening liquidity. The good prospects are mainly based on the high
oil price. Annual real growth of private consumption has remained high in recent years and is
forecast to continue at a slightly weaker but still robust rate, due to decelerating wage growth
and a somewhat more modest expansion of lending. The pressure to boost federal spending
has grown in tandem with sizeable and increasing fiscal oil revenues. According to Russian
budgetary plans, fiscal policy is set to loosen somewhat in the coming years, which will trans-
late into more robust government consumption up to 2009. GFCF is predicted to continue
growing at a brisk pace in the coming years; investment will flow to various sectors, but is pri-
marily driven by large energy projects and increased public infrastructure investments. Rapidly
expanding domestic demand and a further real appreciation of the Russian ruble will sustain
high import growth, which is, however, expected to moderate over the forecast period, as the
rise of both income and the real external value of the ruble will decelerate. These develop-
ments are expected to set in once the strong increase in oil prices experienced in recent years
has leveled off. Moderation notwithstanding, Russia’s imports are predicted to continue
expanding faster than exports, with the result that the still sizeable current account surplus
will shrink swiftly.
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Real GDP Growth in Russia

Latest forecast Previous
forecast

2006| 2007| 2008 2009 2008 2009

Annual change in %

Russia OeNB OeNB
(March 2008) 73| 841 7.6 6.8 (September 2007) 6.2 5.6
European European
Commission Commission
(April 2008) 77 7.3 (November 2007) 7.0 6.9
IMF (April 2008) 6.8 6.3 IMF (October 2007) 6.5 X
wiiw (March 2008) 6.4 6.0 wiiw (July 2007) 52 X
Consensus Consensus
Forecasts Forecasts
(April 2008) 6.5-78 6.0-7.6 (September 2007) 6.1-8.0 X

Source: European Commission, Consensus Forecasts, IMF, OeNB, wiiw.

Oil price developments remain not only a major driving force, but also a key risk to the
projection for Russian growth. If the oil price were to drop sharply, Russia’s current account
balance might run into the red already in 2009 and economic expansion could suffer. A deep-
ening of the international financial crisis could also weaken the financial standing of some
Russian banks, curb the current credit boom and dampen internal demand. Yet the authorities
do have some generous fiscal buffers (Reserve Fund and National Wealth Fund) and monetary
buffers (the third-largest international reserves of the world) at their disposal, which could
cushion economic decline. Moreover, if inflows of energy proceeds andlor capital were to
accelerate substantially, this would involve the risk of an excessively quick appreciation of the
real exchange rate.
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Annex: Detailed Result Tables

Table 12

Demand Components (Real Prices)

Chained volume data (reference year = 2000)

2007 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 2007 ‘ 2008 ‘ 2009 ‘ 2010

EUR million | Annual change in %

Private consumption 131,629 | 133,005 | 135,064 | 137,677 +1.5 +1.0 +1.5 +1.9
Government consumption 42,602 | 43,880 | 44,490 | 457140 +2.6 +3.0 +14 +1.5
Gross fixed capital formation 51,221 | 52,005 | 52,738 | 54,109 +4.0 +1.5 14 +2.6
of which: Investment in plant and equipment 20,540 | 20,858 | 21,191 21,819 +4.6 +1.5 +1.6 +3.0

Residential construction investment 10454 | 10,512 | 10,643 | 10,859 +1.4 +0.6 +1.2 +2.0

Non-residential construction and other investment 20,279 | 20,641 | 20927 | 21,459 +54 +1.8 +1.4 +2.5
Changes in inventories (including statistical discrepancy) —2,318 | —3155 | —3,202 | —3,232 X X X X
Domestic demand 223134 | 225,735 | 229,090 | 233,693 +1.6 +1.2 +1.5 +2.0
Exports of goods and services 147,515 | 157,000 | 163,773 | 173,883 +8.6 +6.4 L3 +6.2
Imports of goods and services 129,598 | 136,331 | 142,326 | 151,046 +6.2 +5.2 +4.4 +6.1
Net exports 17917 | 20,669 | 21448 | 22,837 X X X X
Gross domestic product 241,051 | 246,404 | 250,538 256,530 |  +33 | +22| +17| +24

Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook.

Table 13

Demand Components (Current Prices)

2007 ‘ 2008 ‘ 2009 ‘ 2010 2007 ‘ 2008 ‘ 2009 ‘ 2010

EUR million Annual change in %
Private consumption 147966 | 154,027 | 159,946 | 166,159 +3.6 A +3.8 +3.9
Government consumption 48,280 | 50,501 | 52,223 | 54,203 +4.1 +4.6 +3.4 +3.8
Gross fixed capital formation 56,340 | 58496 | 60,634 | 63461 +5.8 +3.8 +3.7 +4.7
Changes in inventories (including statistical discrepancy) 261 2,186 2,667 3,402 X X X X
Domestic demand 252,847 | 265,210 | 275471 | 287,225 +4.0 +4.9 +39 +4.3
Exports of goods and services 160,629 | 173,920 | 185,128 | 200,057 +10.4 +8.3 +6.4 +8.1
Imports of goods and services 140,640 | 152,305 | 162,263 | 175,372 +7.8 +8.3 +6.5 +8.1
Net exports 19990 | 21,615 | 22,865 | 24,686 X X X X
Gross domestic product 272,837 | 286,825 | 298336 | 311911 |  +57 | 451 | +40| +46

Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook.
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Table 14

Deflators of Demand Components

2007 ‘2008 ‘2009 ‘2010 ‘2007 ‘2008 ‘2009 ‘2010

2000 = 100 ‘ Annual change in %
Private consumption 112.4 115.8 118.4 120.7 +2.1 +3.0 +2.3 +1.9
Government consumption 13.3 1151 174 1201 +14 +1.6 +2.0 +2.3
Gross fixed capital formation 110.0 112.5 115.0 17.3 +1.7 +2.3 +2.2 +2.0
Domestic demand (excluding changes in inventories) 112.0 114.9 1174 119.8 +1.9 +2.6 +2.2 +2.0
Exports of goods and services 108.9 110.8 113.0 115.0 +1.6 +1.7 +2.0 +1.8
Imports of goods and services 108.5 M7 114.0 1161 +1.5 +2.9 +2.1 +1.8
Terms of trade 100.3 99.2 99.2 991 +0.1 -12 -0.0 =01
Gross domestic product 132 164 | 1191 | 1216 | +23| +28] +23| 421
Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook.
Table 15
Labor Market
2007 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 2007 ‘ 2008 ‘ 2009 ‘ 2010
Thousands | Annual change in %
Total employment 4,320.9 4,383.8 4,413.0 4AAG.Y +1.8 +1.5 +0.7 +0.8
3,834.3 3,897.3 3,926.1 3,959.8 +2.0 +1.6 +0.7 +0.9
Payroll employment (national accounts definition) 3,483.5 3,543.6 3,5711 3,604.2 +2.1 +1.7 +0.8 +0.9
%
Unemployment rate (Eurostat definition) 44 | 4.2 | 44 | 44 | x | x | x | X
EUR per real output unit x 100
Unit labor costs (whole economy)’ 67.5 | 69.0 | 70.3 | 710 | +1.2 | +2.2 | +19 | +1.0
EUR thousand per employee
Labor productivity (whole economy)? 55.8 | 56.2 | 56.8 | 57.7 | +14 | +0.8 | +.0 | +1.6
EUR thousand
Real compensation per employee® 335 | 335 | 337 | 34.0 | +0.5 | +0.0 | +0.7 | +0.7
At current prices, EUR thousand
Gross compensation per employee 37.6 | 38.8 | 399 | 410 | +2.6 | +3.0 | +3.0 | +2.6
At current prices, EUR million
Total gross compensation of employees 131,153 | 137423 | 142,605 | 147,719 | +4.8 | +4.8 | +3.8 | +3.6

Source: 2007: Eurostat; 2008 to 2010: OeNB June 2008 outlook.

! Gross wages divided by real GDP x 100.
? Real GDP divided by total employment.

3 Gross wages per employee divided by the private consumption expenditure (PCE) deflator.
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Table 16

Current Account

2007 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 2007 ‘ 2008 ‘ 2009 ‘ 2010

EUR million | % of nominal GDP
Balance of trade 13,597.8 14,838.4 16,0074 17,808.5 5.0 52 54 57
Balance on goods 1,3241 1,498.5 1,334.7 2,3329 0.5 0.5 04 0.7
Balance on services 12,273.8 13,339.9 14,672.8 15,475.6 4.5 4.7 49 5.0
Euro area 1124 —1,023.1 —669.5 —8451 0.0 -04 -0.2 -0.3
Non-euro area countries 13,710.2 15,861.6 16,676.9 18,653.7 5.0 55 5.6 6.0
Balance on income —3,790.0 —3,3784 —3,282.3 —2972.6 -14 -1.2 = -1.0
Balance on transfers —1,044.7 —1,276.9 —826.2 —783.6 -04 -04 -0.3 -0.3
Current account 8,763.1 10,1831 11,899.0 14,052.3 32 3.6 4.0 4.5

Source: 2007: OeNB; 2008 to 2010: OeNB June 2008 outlook.
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Table 17

Quarterly Outlook Results

Prices, wages and costs

HICP

HICP (excluding energy)

Private consumption expenditure (PCE)
deflator

Gross fixed capital formation deflator
GDP deflator

Unit labor costs

Nominal wages per employee
Productivity

Real wages per employee

Import deflator

Export deflator

Terms of trade

Economic activity

GDP

Private consumption

Government consumption

Gross fixed capital formation

of which: Investment in plant and equipment
Residential construction investment!

Exports

Imports

Domestic demand
Net exports
Changes in inventories

Labor market
Unemployment rate (Eurostat definition)

Total employment
of which: Private sector employment
Payroll employment

Additional variables
Disposable household income

Household saving ratio
Output gap

2008 | 2009| 2010/ 2008

2009

2010

Annual change in %

+31 | +24 | +1.9
+2.2 | +21 | +2.0

+3.2
+2.3

+3.4
+24

+3.0
+2.0

+3.0
+2.3
+2.8
+2.2
+3.0
+0.8
+0.0
+2.9
+1.7
-1.2

+2.3
+2.2
+2.3
+1.9
+3.0
+1.0
+0.7
+2.1
+2.0
+0.0

+1.9
+2.0
+2.1
+1.0
+2.6
+1.6
+0.7
+1.8
+1.8
=01

+2.9
+1.7
+2.9
+1.4
+2.5
+1.1
-04
+3.1
+1.2
-1.8

+3.2
+2.1
+2.9
+2.2
+3.0
+0.8
-0.2
+3.2
+1.5
—1.6

+3.3
+2.5
+2.9
+2.6
+3.2
+0.6
-0.1
+3.1
+2.0
=11

Annual and/or quarterly changes in % (real)

+22 | +1.7 | +24 |+0.8 +0.3 +0.2
+1.0 | +1.5 | +19 |+0.2 +03 +0.3
+3.0 | +14 [ +15 | =17 +23 +15
+1.5 | +14 | +2.6 | +0.3 +0.2 +0.2
+1.5 | +1.6 | +3.0 | +0.2 +0.3 +0.2
+0.6 | +1.2 | +20 | +0.2 +03 +0.2
+64 | +43 |+62 | +20 +14 +04
+52 | +44 | +61 | +04 +25 +1.2

o1 | |03 | o

+2.7
+1.8

+2.6
+1.9

+2.6
+2.7
+2.7
+2.8
+3.3
+0.5
+0.6
+2.5
+2.2
-0.2

+2.6
+2.7
+2.5
+2.6
+34
+0.8
+0.8
+1.9
+2.3
+0.4

+0.3
+0.3
+1.0
+0.2
+0.2
+0.1
+0.5
+1.0

+0.4
+04
-0.5
+0.4
+0.5
+0.3
+1.2
+0.7

Contribution to real GDP growth in percentage points

+1.4 | +14 | +1.8
+1.1 | +0.3 | +0.6

—-0.3 |+0.0 | +0.0

% of labor supply
42| 44| 44| 41 42

Annual and/or quarterly changes in %

+1.5 |+0.7 [ +0.8 [+0.8 +0.1 +0.1
+1.6 | +0.7 | +09 | +09 +0.1 +0.1
+1.7 |+0.8 | +0.9 | +0.9 +0.0 +0:1

-02 +0.6 +0.5
+1.1 -05 -04
-02 +02 +02

4.2

Annual and/or quarterly changes in % (real)

+14 | +17 | 21 | +1.2 401 +04

+0.4
-0.2
+0.1

+0.2
+0.3
-0

42| 43

+0.2 | +0.2
+0.2 | +0.2
+0.2 | +0.3

-02 |+07

+24
+2.0

+2.3
+24
+2.3
+2.1
+3.0
+0.9
+0.6
+2.0
+2.1
+0.1

+0.5
+04
-0.3
+04
+0.5
+04
+1.4
+1.0

+0.3
+0.3
—-01

44

+0.2
+0.2
+0.2

+1.0

o1 | |03 | o4

+2.4
+2.1

+2.2
+2.0
+2.2
+1.7
+2.8
+1.1
+0.6
+2.1
+1.9
-0.2

+0.5
+0.5
+0.0
+0.5
+0.5
+0.5
+1.5
+1.2

+0.3
+0.3
-0

44

+0.2
+0.2
+0.2

+0.7

+2.4
+2.3

+2.0
+2.1

+2.0
+1.8
+2.2
+1.4
+2.8
+1.3
+0.7
+2.2
+1.8
-04

+2.0
+1.8
+2.1
+1.2
+2.8
+1.5
+0.7
+2.1
+1.8
-0.3

+0.6
+0.5
+0.3
+0.6
+0.7
+0.5
+1.5
+14

+0.6
+04
+0.7
+0.7
+0.8
+0.5
+1.5
+1.6

+0.4
+0.2
-0

+0.5
+0.1
+0.0

44| 43

+0.2 | +0.2
+0.2 | +0.2
+0.2 | +0.2

+0.3 [+0.5

% of real disposable household income (saving ratio) and % of real GDP (output gap)

11.5
0.0

1.6
-0.6

11.8
0.4

1.7
0.1

11.5
-0.2

11.8
-0.5

Source: OeNB June 2008 outlook. Quarterly values are seasonally adjusted.

! Excluding non-residential construction and other investment.

11.0
-04

1.2
-0.5

1.7
-0.6

119
-0.6

1.7
-0.6

11.8
-0.6

+1.9
+2.0

+2.0
+1.9
+2.1
+1.1
+2.7
+1.6
+0.7
+1.9
+1.8
—-01

+0.6
+0.5
+0.4
+0.7
+0.8
+0.5
+1.5
+1.6

+0.5
+0.1
+0.0

44

+0.2
+0.2
+0.2

+0.8

12.0
-0.5

+1.8
+2.0

+2.0
+2.1
+2.1
+0.9
+2.6
+1.6
+0.6
+1.7
+1.8
+0.0

+0.6
+0.6
+0.3
+0.7
+0.8
+0.5
+1.6
+1.7

+0.5
+0.1
+0.0

44

+0.2
+0.3
+0.3

+0.3

11.8
-04

o | |03 | o4

+1.8
+1.9

+1.7
+2.2
+2.1
+0.8
+2.5
+1.7
+0.8
+1.6
+1.8
+0.2

+0.6
+0.6
+0.2
+0.7
+0.9
+0.5
+1.6
+1.7

+0.5
+0.1
+0.0

4.5

+0.2
+0.2
+0.2

+0.2

11.5
-04

32

MONETARY POLICY & THE ECONOMY Q2/08



Financial Crisis and Spike in Commodity Prices Dampen Growth and Fuel Inflation

Table 18
Comparison of Current Economic Forecasts for Austria
Indicator OeNB WIFO IHS OECD IMF European
Commission
June 2008 March 2008 | March 2008 | June 2008 April 2008 | April 2008
2008 ‘ 2009 ‘ 2010 2008 ‘ 2009 | 2008 ‘ 2009 | 2008 ‘ 2009 | 2008 ‘ 2009 | 2008 ‘ 2009
Key results Annual change in %
GDP (real) +2.2 +1.7 +24 | +21 1.7 | 421 +22 | +23 +17 | 19 +1.7 | 422 +1.8
Private consumption (real) +1.0 +1.5 +1.9 | +1.6 +1.6 | +1.6 +1.8 | +11 +1.5 X x| +14 +15
Government consumption (real) +3.0 +1.4 +1.5|+25 +1.0 | +3.0 —-05]| +2.6 +29 X x | +3.3 +04
Gross fixed capital formation
(real)’ +1.5 +14 +2.6 | +2.2 +18 | +2.7 +26 | +20 +1.8 X x| 24  +241
Exports (real) +6.4 +4.3 +6.2 | +5.2 450 | +5.7 +6.5 | +65 +6.2 X x| +60 +57
Imports (real) +5.2 +4.4 +61 | +5.3 +52 | +61 +59 | +48 +71 X x| +59 +5.5
GDP per employee +0.8 +1.0 +1.6 | +1.0 +1.2 | +09 +14 X X X x| +19 +1.5
GDP deflator +2.8 +2.3 21 | 426 421 | +22 19 | 424 +17 X x| +2.8 +1.8
CPI X X x| +29 +23 | +2.6 +19 X x| +2.8 +19 X X
HICP +31 +24 +19 | 29 +23 X x | +31  +2.2 X x| +3.0 +19
Unit labor costs +2.2 +1.9 +1.0 | +2.5 +1.8 X X X X X x| =09 -03
Total employment +1.5 +0.7 +0.8 | +1.8 +07 | +12 +0.8 | X x | X x | 409 +0.5
%
Unemployment rate? 4.2 44 44| 42 43| 43 44| 48 48| 44 45| 42 43
% of nominal GDP
Current account 3.6 4.0 4.5 3.0 29 X x| 3.5 32 29 29 5.0 52
Government surplus/deficit -0.6 =05 -05|-07 -07|-07 -02|-07 -08 X x| =07 =06
External assumptions
Oil price in USD/barrel (Brent) 113.3 177 115.6 | 95.0 970 | 96.0 96.0 |120.0 120.0 | 95.5 94.5 |101.2 100.0
Short-term interest rate in % 4.9 4.3 42| 42 39| 42 39| 45 4.1 40 36| 43 3.8
USD/EUR exchange rate 1.54 1.54 1.54 | 1.60 1.60 | 148 143 | 156 156 | 147 148 | 1.55 157
Annual change in %
Euro area GDP (real) +15t0 421 +1.0to +2.0 x| +1.6 +13 | +1.8 +20| +1.7 +14 | +14 +12 | +1.7 +1.5
U.S. GDP (real) +1.0 +1.2 +26 | +1.0 +14 | +1.8 +23 | +1.2 +11 [ +0.5 +0.6 | +09 +0.7
World GDP (real) +3.6 +3.6 +41 | £39 436 X X X x| +37 438 | +3.8 +3.6
World trade +5.3 +5.7 +70 | +53 450 | +6.0 +70| +63 +6.6 | +5.6 +58 | +6.0 +5.6
Source: OeNB, WIFO, IHS, OECD, IMF, European Commission.
" For IHS: Gross investment.
2 Eurostat definition; for OECD: OECD definition.
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