ONB

OESTERREICHISCHE NATIONALBANK
EUROSYSTEM

MONETARY POLICY & THE ECONOMY

Quarterly Review of Economic Policy

As from 2016, the OeNB’s quarterly “Monetary Policy & the Economy”
will be available online only at https://www.oenb.at/en/Publications/
Economics/Monetary-Policy-and-the-Economy.html

To get updated on latest releases, please register at
https://www.oenb.at/en/Services/Newsletter.html

Stability and Security. Q4/1 5



Monetary Policy & the Economy provides analyses and studies on central banking and economic policy topics and is
published at quarterly intervals.

Publisher and editor Oesterreichische Nationalbank
Otto-Wagner-Platz 3, 1090 Vienna, Austria
PO Box 61, 1011 Vienna, Austria
www.oenb.at
oenb.info@oenb.at
Phone: (+43-1) 40420-6666
Fax: (+43-1) 40420-046698

Editorial board Ernest Gnan, Doris Ritzberger-Griinwald,
Helene Schuberth, Martin Summer

Managing editor Claudia Kwapil

Editing Alexander Dallinger, Dagmar Dichtl
Translations Dagmar Dichtl

Layout and typesetting Walter Grosser, Franz Pertschi

Design Information Management and Services
Printing and production Qesterreichische Nationalbank, 1090 Vienna
DVR 0031577

ISSN 2309—1037 (print)
ISSN 2309-3323 (online)

© Oesterreichische Nationalbank, 2015. All rights reserved.

May be reproduced for noncommercial, educational and scientific purposes provided that the source is acknowledged. @
Printed according to the Austrian Ecolabel guideline for printed matter. <
et

o NjE
Please collect used paper for recycling. EU Ecolabel: AT/028/024 ; Eoolshel



Contents

Call for applications: Visiting Research Program

Analyses

Austrian economy to grow at same pace as euro area economy in 2016 and 2017 —
Economic outlook for Austria from 2015 to 2017 (December 2015)

Gerhard Fenz, Martin Schneider

Interest rate perceptions and expectations when interest rates are low —

survey evidence on Austrian households

Christian Beer, Ernest Gnan, Doris Ritzberger-Griinwald

Financing the Austrian economy — a bird’s eye view based on the financial accounts
from 1995 to 2014 and a look at the road ahead

Michael Andreasch, Pirmin Fessler, Martin Schiirz

Event wrap-ups and miscellaneous

The central bank balance sheet in the (very) long run — how to construct it,

how to read it, what to learn from it

Clemens Jobst, Thomas Scheiber

Notes
List of studies published in Monetary Policy & the Economy

Periodical publications
Addresses

Opinions expressed by the authors of studies do not necessarily reflect the official viewpoint of

the Oesterreichische Nationalbank or of the Eurosystem.

31

55

76

80
82
84

MONETARY POLICY & THE ECONOMY Q4/15



Call for applications:

Visiting Research Program

The Oesterreichische Nationalbank
(OeNB) invites applications from exter-
nal researchers (EU or Swiss nationals)
for participation in a Visiting Research
Program established by the OeNB’s Eco-
nomic Analysis and Research Depart-
ment. The purpose of this program is to
enhance cooperation with members of
academic and research institutions
(preferably post-doc) who work in the
fields of macroeconomics, international
economics or financial economics and/
or pursue a regional focus on Central,
Eastern and Southeastern Europe.

The OeNB offers a stimulating and
professional research environment in
close proximity to the policymaking
process. Visiting researchers are ex-
pected to collaborate with the OeNB’s
research staff on a prespecified topic
and to participate actively in the
department’s internal seminars and
other research activities. They will be
provided with accommodation on
demand and will, as a rule, have access

to the department’s computer resources.

Their research output may be published

in one of the department’s publication

outlets or as an OeNB Working Paper.

Research visits should ideally last

between three and six months, but tim-

ing is flexible.

Applications (in  English) should
include
* acurriculum vitae,

* a research proposal that motivates
and clearly describes the envisaged
research project,

* an indication of the period envis-
aged for the research visit, and

* information on previous scientific

work.

Applications for 2016 should be

e-mailed to

eva.gehringer-wasserbauer(@oenb.at

by May 1, 2016.

Applicants will be notified of the
jury’s decision by mid-June. The
following round of applications will
close on November 1, 2016.
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Gerhard Fenz,

Martin Schneider’

Austrian economy to grow at same pace as
euro area economy in 2016 and 2017/

Economic outlook for Austria from
2015 to 2017 (December 2015)

1 Executive summary

In its December 2015 economic out-
look, the Oesterreichische National-
bank (OeNB) expects the Austrian
economy to pick up moderately. While
GDP growth will still be weak at 0.7%
in 2015, it is set to accelerate to 1.9%
in 2016 on the back of three one-off
factors: the tax reform taking effect in

January 2016, expenditure on asy-
lum-seekers and recognized refugees
and a government housing stimulus
package. In 2017, growth is expected
to come in at 1.8%. This means that
the outlook remains unchanged com-
pared with the June 2015 outlook.

The growth outlook for the global
economy deteriorated in the course of

Chart 1

OeNB December 2015 outlook for Austria — key results
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2015. While developed economies were
on a path of recovery, the pace of
growth declined in a number of emerg-
ing economies. Brazil and Russia are
deep in recession, and China saw a
marked slowdown in growth. Global
trade slumped in 2015. In addition
to cyclical factors, this decline was
mainly attributable to stagnation in the
expansion of global production chains
and to structural change in the Chinese
economy toward a consumption- and
services-led growth model. The devel-
oped economies, by contrast, consis-
tently experienced a robust upswing,
which remains subdued, however, in
light of a great number of concurrent
stimuli.

As the outlook for the world econ-
omy has become cloudier, Austrian ex-
porters are expected to see slightly
weaker growth rates in 2016 and 2017
compared with the June 2015 outlook.
Although export growth gained mo-
mentum in the course of 2015 and is set
to accelerate noticeably from 2.3% in
2015 to 4.5% in 2017, it will remain
muted compared with previous up-
swings. Investment growth has been
very weak over the past few years on
the back of businesses’ pessimistic sales
expectations and decreasing investment
in construction. In particular, the slug-
gishness in residential construction
comes as quite a surprise given that
housing demand is high, real estate
prices have risen sharply and financing
conditions have been benign. The hous-
ing stimulus package adopted by the
federal government is set to provide
important stimuli and support invest-
ment in residential construction, how-
ever. Growth in investment in equip-
ment turned positive in 2015. Thanks
to rising demand for replacement and
expansion investment, businesses will
considerably step up investment in
equipment also in 2016 and 2017.

Austrian economy to grow at same pace as euro area economy in 2016 and 2017

Private consumption will benefit
from two supporting factors over the
forecast horizon: The 2016 tax reform
will result in substantially higher net
incomes, and public expenditure on
asylum-seckers and recognized refu-
gees in the form of transfer payments
will raise nominal household incomes.
Although rising inflation is set to
dampen real income growth, private
consumption growth will accelerate to
1.6% and 1.4% in 2016 and 2017, re-
spectively. At the same time, the saving
ratio, which had been falling in recent
years, will edge up by 1 percentage
point to 8.1% in 2016.

The three one-off factors men-
tioned above will contribute a total of
0.8 percentage points (tax reform: 0.4
percentage points, expenditure on ref-
ugees: 0.3 percentage points; housing
stimulus  package: 0.1  percentage
points) to GDP growth in 2016. Un-
derlying cyclical GDP growth alone,
i.e. excluding these one-off factors,
would be only 1.1%. In 2017, the one-
off factors will contribute 0.4 percent-
age points to growth.

The strong increase in labor supply
in recent years will continue to shape
the labor market over the entire fore-
cast horizon. It is attributable not only
to the recognition of refugees and other
migrants, which gives them the right to
work, but also to rising labor participa-
tion rates among older people and
women. The unemployment rate is set
to mount further in 2015 (+5.8%),
mostly because of faltering economic
momentum and the increase in overall
labor supply. In 2016 and 2017, the
jobless rate will be 6.1% and 6.3%, re-
spectively, despite strong economic and
employment growth.

HICP inflation is projected to ac-
celerate from 0.8% in 2015 to 1.3%
and 1.7% in 2016 and 2017, respec-

tively. The rise in inflation can be
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Austrian economy to grow at same pace as euro area economy in 2016 and 2017

traced first and foremost to external pointing upward. Domestic factors, on
cost factors. The prices of both com-  the other hand, have been playing a less
modity and goods imports have been important role in the uptrend in the in-

Table 1
OeNB December 2015 outlook for Austria — key results!
2014 ‘ 2015 ‘ 2016 ‘ 2017
Economic activity Annual change in % (real)
Gross domestic product 0.4 0.7 19 1.8
Private consumption 01 0.2 1.6 14
Government consumption 0.8 0.8 13 1.1
Gross fixed capital formation -0.1 0.5 23 22
Exports of goods and services 22 23 39 4.5
Imports of goods and services 11 1.8 3.6 43
% of nominal GDP
Current account balance 20 | 2.7 2.8 31
Contribution to real GDP growth Percentage points
Private consumption 0.0 0.1 09 0.7
Government consumption 0.2 0.2 0.3 0.2
Gross fixed capital formation 0.0 0.1 0.5 0.5
Domestic demand (excluding changes in inventories) 0.2 0.4 1.6 14
Net exports 0.6 04 0.3 0.3
Changes in inventories (including statistical discrepancy) -03 0.0 0.0 0.0
Prices Annual change in %
Harmonised Index of Consumer Prices 1.5 0.8 13 1.7
Private consumption expenditure (PCE) deflator 20 11 14 1.8
GDP deflator 1.6 1.6 1.6 1.6
Unit labor costs in the total economy 22 1.8 0.4 0.8
Compensation per employee (at current prices) 1.8 1.8 13 1.6
Compensation per hour worked (at current prices) 20 24 1.6 1.8
Import prices 038 0.1 1.0 1.6
Export prices -0.1 11 13 1.7
Terms of trade 0.7 1.2 03 0.0
Income and savings
Real disposable household income 06 | —04 | 28 | 1.0
% of nominal disposable household income
Saving ratio 78 | 71| 81 | 77
Labor market Annual change in %
Payroll employment 09 1.0 1.2 1.1
Hours worked (payroll employees) 0.6 0.4 09 09
% of labor supply
Unemployment rate (Eurostat definition) 5.6 | 58 | 6.1 | 6.3
Public finances % of nominal GDP
Budget balance (Maastricht definition) =27 1.6 -20 1.7
Government debt 84.2 84.9 83.3 81.7

Source: 2014: Eurostat, Statistics Austria; 2015 to 2017: OeNB December 2015 outlook.

! The outlook was drawn up on the basis of seasonally and working-day adjusted national accounts data (trend-cycle component). The data differ,
in the method of seasonal adjustment, from the quarterly data series published by Eurostat since fall 2014 following the switch to the ESA 2010.
The data published by Eurostat are much more volatile and can in part not be interpreted from an economic perspective. The values for 2014
deviate also from the nonadjusted data released by Statistics Austria. Real GDP figures are based on a flash estimate of the national accounts for
the third quarter of 2015, while the expenditure-side GDP components are partly based on the full set of national accounts data released for the
second quarter of 2015.
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flation rate. The VAT hike that is part
of the tax reform package will contrib-
ute a cumulated 0.2 percentage points
to headline inflation in 2016 and 2017.

The general government budget
balance is set to improve considerably
to —1.6% of GDP in 2015 (after —2.7%
of GDP in 2014). A decline in capital
transfers to banks is one of the reasons
for the narrowing of the deficit. Also,
an unexpected rise in tax revenues
compensated for additional expendi-
ture related to refugees. The latter plus
the 2016 tax reform will cause the defi-
cit to widen in 2016. It must be noted
in this context that the measures to
fight tax evasion and social welfare
fraud that will be part of the tax reform
package must not be included in the
economic outlook according to ESCB
rules. An improvement in the general
government balance can be expected
for 2017 on the back of relatively strong
economic growth and a further decline
in capital transfers to banks. The gov-
ernment debt ratio is forecast to fall be-
low 82% of GDP by 2017. After
amounting to about 2% of GDP in
2015, the structural deficit will deteri-
orate significantly — to a little above 1%
of GDP in both 2016 and 2017 — as a
result of the tax reform and additional
expenditure related to asylum-seekers
and recognized refugees.

2 Technical Assumptions

This forecast for the Austrian economy
is the OeNB’s contribution to the De-
cember 2015 Eurosystem staff macro-
economic projections. The forecast
horizon ranges from the fourth quarter
of 2015 to the fourth quarter of 2017.
The cutoff date for all assumptions on
the performance of the global econ-
omy, interest rates, exchange rates and
crude oil prices was November 19,
2015. The OeNB used its macroeco-
nonmic quarterly model to prepare

Austrian economy to grow at same pace as euro area economy in 2016 and 2017

these projections, which are based on
national accounts data adjusted for seca-
sonal and working-day effects (trend-
cycle component) provided by the Aus-
trian Institute of Economic Research
(WIFO). These data differ from the
quarterly series published by Eurostat
since the changeover to the European
System of Accounts (ESA 2010) in fall
2014 in that the latter are solely sea-
sonal and working-day adjusted and
therefore include irregular fluctuations
that — in part — cannot be mapped to
specific economic fundamentals. The
values for 2014 deviate also from the
nonadjusted data released by Statistics
Austria. National accounts data were
fully available up to the second quarter
of 2015. The data for the third quarter
of 2015 are based on the GDP flash
estimate, which covers only part of
the national accounts aggregates, how-
ever. The short-term interest rate used
for the forecast horizon is based on
market expectations for the three-
month EURIBOR: 0.0 %, —0.2 % and
—0.1 % for the years 2015 to 2017, re-
spectively. Long—term interest rates re-
flect market expectations for ten-year
government bonds, and have been set at
0.8% (2015), 1.0% (2016) and 1.3%
(2017). The exchange rate of the euro
vis-a-vis the U.S. dollar is assumed to
remain at a constant USD/EUR 1.09.
The projected path of crude oil prices is
based on futures prices. For the years
2015 to 2017, an oil price of USD 53.8,
52.2 and 57.5, respectively, per barrel
Brent is assumed. The prices of com-
modities excluding energy are also
based on futures prices over the fore-
cast horizon.

3 Global economic outlook
deteriorates

The global economic outlook deterio-
rated in the course of 2015. While the

developed economies were on a path of
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Austrian economy to grow at same pace as euro area economy in 2016 and 2017

recovery, the pace of growth slowed in
a number of emerging economies.

The slump in energy prices has
stimulated growth in industrialized
countries but poses a great challenge to
energy-exporting countries. Brazil and
Russia are deep in recession, and China
saw a marked slowdown in growth.
The developed economies, by contrast,
consistently experienced a robust up-
swing. Yet growth remained subdued
in light of a great number of concurrent
stimuli (low energy prices, a very ex-
pansive monetary policy, in part sup-
portive exchange rate effects).

Global output grew only moder-
ately, and world trade slumped, with
Brazil and Russia in recession and the
Chinese economy moving toward a
consumption- and services-led growth
model. In addition, the expansion of
global production chains — a key driver
of global trade — has come to a stand-
still in recent years.

The world economy is currently af-
fected by a host of uncertainties. The
upcoming tapering of the U.S. Federal
Reserve’s expansive monetary policy
entails the risk of massive capital out-
flows from many emerging economies
and disruptions in the global exchange
rate system. The war in Syria and IS
terrorism have unleashed a wave of ref-
ugees and caused uncertainty all over
the world. The Paris terrorist attacks
and the intensification of the campaign
against IS are additional factors contrib-
uting to uncertainty.

The U.S. economy is on a robust
growth path, with private consumption
acting as the key driver. Private con-
sumption, in turn, has been stimulated
by rising employment, capital accumu-
lation and low inflation, helped, in par-
ticular, by low energy prices and the
appreciation of the U.S. dollar. Net ex-
ports, by contrast, have been a drag on

growth. Public debt is high by histori-

cal standards, and the fiscal stance is
currently considered to be neutral. The
Fed’s monetary policy remains very ex-
pansive, but a majority of observers ex-
pect a gradual hike in key interest rates
starting toward end-2015. After a weak
first quarter in 2015 due to one-off fac-
tors (weather, port strike), the U.S.
economy gathered considerable mo-
mentum in the second quarter of the
year. The upswing slowed down some-
what in the third quarter, as private
consumption remained the sole driver
of growth. Investment and net exports
restrained growth. Despite these fluc-
tuations, the U.S. economy is expected
to continue to grow more strongly than
most other developed economies. U.S.
GDP growth is projected to be around
2'2% each year over the forecast hori-
zon.

In China, economic growth is losing
its steam. The first half of 2015 saw the
Chinese economy expand by 7% year
on year. In the summer, a crash in stock
prices triggered uncertainty. However,
in view of the small share of stocks in
households’ wealth, the effects of the
slump on the real economy can be ex-
pected to be limited. Against the back-
ground of a real-effective appreciation
of the Chinese currency, export growth
has been steadily slowing down for the
past few years. In fact, exports con-
tracted over recent months, as did im-
ports because of the high import con-
tent of exports. The Chinese economy
is currently undergoing a structural
change from investment toward strength-
ening private consumption, a shift sup-
ported by the government. High pro-
duction capacities and a high share of
vacant housing have rendered invest-
ment increasingly unprofitable. This
change has depressed import demand
even further, as consumer spending has
a considerably smaller import content
than investment.

10
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Japan has slipped into recession. Af-
ter a strong expansion in the first quar-
ter of 2015, the Japanese economy con-
tracted somewhat in the succeeding
two quarters. In the second quarter of
2015, the faltering economies of Japan’s
trading partners caused exports to de-
cline. In addition, private consumption
shrank slightly due to one-off factors.
In the third quarter of 2015, gross fixed
capital formation and destocking in the
automotive industry induced a contrac-
tion in output. Given capacity bottle-
necks, however, Japanese businesses
can be expected to step up investment.
At the same time, fiscal policies will be
rather restrictive on account of the
country’s extraordinarily high public
debt level. The VAT hike scheduled for
2017 will curb consumption.

Russia entered a deep recession in
2015 on the back of tumbling oil prices
and the West’s sanctions as well as the
counter-sanctions imposed by the gov-
ernment in response. Both private con-
sumption and investment have been hit
by the sanctions, the former because of
import restrictions on European food
products and the latter because of re-
strictions on Russian businesses’ access
to European capital markets. These de-
velopments and a strong depreciation of
the ruble caused imports to slump in
2015. Current structural problems
such as the country’s heavy dependence
on energy exports and a low investment
ratio, in conjunction with an extension
of the sanctions, are the reasons why
the Russian economy will continue to
grow only very modestly in the coming
years.

The countries of Central and Eastern
Europe are on a path of strong growth,
expanding by slightly more than 3%
annually. Growth is being driven par-
ticularly by private consumption, but
all demand components have made a
positive contribution.

Austrian economy to grow at same pace as euro area economy in 2016 and 2017

The euro area economy has bene-
fited from a number of factors fueling
growth. Historically low key interest
rates and the Eurosystem’s expanded
asset purchase program are aimed at
stimulating lending and firmly anchor-
ing long-term inflation expectations in
line with the Eurosystem’s inflation
target. This very expansionary mone-
tary policy stance has stimulated pri-
vate consumption and investment. As
deleveraging in the private sector con-
tinues, growth has become increasingly
less affected by indebtedness. Tumbling
energy prices are increasing real dis-
posable household incomes and sup-
porting consumption. At the same
time, the euro’s depreciation has helped
businesses’ price competitiveness and
stimulated exports. The large number
of refugees entering, in particular,
Germany and Austria is set to raise
government spending, which in turn
will drive growth. On the other hand,
the slowdown in emerging economies
has hampered euro area exports. Taken
together, however, these factors are in-
ducing a moderate upturn in the euro
area. In the first three quarters of 2015,
real GDP growth averaged 0.4% (quar-
ter on quarter). In 2015, growth is ex-
pected to come in at 1.5%, clearly
above the 2014 rate (+0.9%). After-
wards, the pace of expansion will pick
up only slightly (2016: +1.7%, 2017:
+1.9%). Consumer price growth will
remain stagnant in 2015 (+0.1%), but
as energy prices are set to rise (albeit
from a low level), the depreciation of
the euro will show its lagged effects
and wages will increase on the back of
the economic recovery, HICP inflation
is expected to accelerate to 1.0% and
1.6% in 2016 and 2017, respectively.

The pace of the upswing has been
very varied across the euro area econo-
mies. While the former program coun-
tries Ireland and Spain reached pre-cri-

MONETARY POLICY & THE ECONOMY Q4/15
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Austrian economy to grow at same pace as euro area economy in 2016 and 2017

sis growth rates already in early 2015,
other countries are still struggling with
structural problems that prevent them
from achieving higher rates of expan-
sion. In Germany, the upswing has con-
tinued, driven by benign labor market
conditions and ensuing private con-
sumption growth. In addition to an ex-
pansion in employment, strong real
wage rises have supported consumers’
purchasing power. In 2016 and 2017,
private consumption will be fueled by
cuts in the tax burden, pension hikes
and the intake of refugees. Exports are
further expanding strongly despite the
slowdown in world trade. Investment
activity, by contrast, has been very
muted and is also expected to remain
subdued in the near future, as there are
currently no signs of an underutiliza-
tion of production capacity.

Economic recovery in Italy is gradu-
ally gaining momentum on the back of

improving export growth. Investment
has been depressed by a contraction in
lending, a high level of underutilized
production capacity and weak public
investment. As a result, growth re-
mains weak, a slip back into recession
does not appear to be likely, however.
In France, growth was very volatile
throughout 2015. While business in-
vestment bounced back, construction
investment continued to contract on
the back of falling real estate prices.
Spain has recovered well from the re-
percussions of the financial and eco-
nomic crisis. Following a period of
consolidation, the fiscal stance has been
expansive and supportive of economic
growth; this expansion is based above
all on domestic demand but also on
strong export growth. Even though
growth will lose some momentum in
2016 and 2017, it will remain high
enough to reduce unemployment,

Table 2

Underlying global economic conditions

2014 ‘ 2015 ‘ 2016 ‘ 2017
Gross domestic product Annual change in % (real)
World excluding the euro area 37 31 3.6 39
USA. 24 24 2.7 2.6
Japan —0.1 0.5 0.8 0.6
Asia excluding Japan 6.3 6.0 6.2 6.1
Latin America 13 0.1 0.5 23
United Kingdom 29 24 24 24
CESEE EU Member States' 29 33 3.0 31
Switzerland 19 09 13 1.8
Euro area’ 09 | 15 | 17 | 19
World trade (imports of goods and services)
World 35 1.5 3.5 4.2
World excluding the euro area 32 0.5 29 3.8
Growth of euro area export markets (real) 33 -01 27 3.8
Growth of Austrian export markets (real) 37 29 3.8 4.6
Prices
Oil price in USD/barrel (Brent) 989 53.8 522 57.5
Three-month interest rate in % 0.2 0.0 —0.2 0.1
Long-term interest rate in % 1.5 0.8 1.0 13
USD/EUR exchange rate 133 1.11 1.09 1.09
Nominal effective exchange rate of the euro (euro area index) 101.82 92.32 91.71 9MN.71

Source: Eurosystem.

! Bulgaria, the Czech Republic, Hungary, Lithuania (until 2014), Poland and Romania.

22015 to 2017: Results of the Eurosystem’s December 2015 projections.
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which is very high by international
standards. Greece slipped back into re-
cession in 2015 owing to protracted ne-
gotiations with its creditors, temporary
bank closures and a high level of uncer-
tainty.

4 Austria: One-off factors support
growth in 2016

4.1 Upswing in exports since mid-2015

Austrian export growth was very lack-
luster at around 1%2% (in real terms)
between 2012 and 2014, mainly owing
to weak demand from Austria’s main
trading partners, in particular euro
area countries. Austrian exporters even
saw their market share shrink by 2.9%
in 2013 and 2014. This loss in market
share went hand in hand with losses in
price competitiveness (—2.7%) in this
period, which to some extent offset the
gains achieved in the three previous
years (+7.1%).

In the course of 2015, however, ex-
ports gathered considerable momen-
tum, expanding by 1.4% (in real terms,

Austrian economy to grow at same pace as euro area economy in 2016 and 2017

on the previous quarter) in the third
quarter. This was the highest growth
rate since mid-2010. The slump in ex-
ports to Russia was more than compen-
sated for by exports to the U.S.A.,
Eastern Europe and a number of EU
countries. This favorable trend is likely
to continue — albeit at a slightly slower
pace — in the next few quarters. Aus-
trian exports are thus increasingly ben-
efiting from the upturn in Europe, with
export growth accelerating gradually
to 4.5% by 2017. Compared to past up-
swings, export growth will still be
muted, however.

Austria’s current account improved
in 2013 and 2014, mostly thanks to the
balance on goods, which in 2014 posted
a positive result for the first time since
2008. In 2015, an excellent perfor-
mance in tourism is set to contribute to
another improvement in the current ac-
count surplus, which will gradually ex-
pand further until 2017 in line with the
anticipated acceleration in export
growth.

Table 3

Growth and price developments in Austria’s foreign trade

2014 2015 ‘ 2016 ‘ 2017
Exports Annual change in %
Competitor prices in Austria's export markets —141 2.5 0.8 22
Export deflator 0.1 11 13 1.7
Changes in price competitiveness -1.0 1.4 -0.5 05
Import demand in Austria’s export markets (real) 3.7 29 3.8 4.6
Austrian exports of goods and services (real) 22 23 39 4.5
Austrian market share 1.6 —0.6 041 02
Imports
International competitor prices in the Austrian market -0.8 2.7 0.8 1.9
Import deflator -0.8 -01 1.0 1.6
Austrian imports of goods and services (real) 1.1 1.8 3.6 4.3
Terms of trade 0.7 | 12 | 03 | 00

Percentage points of real GDP
Contribution of net exports to GDP growth 06 | 04 | 03 | 03

% of nominal GDP
Export ratio 533 53.8 54.7 56.1
Import ratio 49.4 491 49.6 50.8

Source: 2014: Eurostat, Statistics Austria; 2015 to 2017: OeNB December 2015 outlook, Eurosystem,

MONETARY POLICY & THE ECONOMY Q4/15
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Austrian economy to grow at same pace as euro area economy in 2016 and 2017

Table 4

Austria’s current account

2014 2015 2016 2017

% of nominal GDP
Balance of trade 3.7 45 446 48
Balance of goods 0.5 141 1.2 13
Balance of services 32 34 34 3.5
Balance of primary income -0.7 -0.7 -0.7 -0.6
Balance of secondary income 1.0 =12 -1 =11
Current account 2.0 2.7 2.8 31

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.

4.2 Investment growth mirrors
moderate upswing

Investment growth returned to positive
territory in early 2015 after two years
of stagnant business investment activity.
In the first quarter, gross fixed capital
formation expanded by 0.3% (in real
terms) on the previous quarter; in the
two ensuing quarters, the growth rate
was 0.5%. The historical growth rates
for the past few quarters were — in some
cases, significantly — revised upward.
All in all, investment in the first three
quarters of 2015 was 0.1% higher than

in the same period of the previous year.

The recovery has not been even
across all components of investment. In
the first three quarters, investment in
equipment, a cyclically responsive com-
ponent, and investment in research and
development expanded most markedly
by 1.9% and 0.9% (year on year), re-
spectively, whereas investment in resi-
dential construction (—2.1%) and non-
residential construction (—1.0%) con-
tracted.

The path of investment growth
mirrors a moderate upswing. This pic-
ture is confirmed by the recovery of a
number of leading indicators (order

Chart 2
Investment
Contributions to investment growth Quarterly change in investment growth
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books, confidence indicators); at the
same time, the still-below-average level
of these indicators signal protracted
uncertainty regarding future develop-
ments.

In any case, the conditions for a sus-
tained pick-up in investment growth
are there. Businesses have a high level
of financial assets, their internal financ-
ing capacity has improved, and external
financing conditions are exceptionally
benign by historical standards. Also,
credit constraints are not expected to
play a key role. Sales prospects should
continue to improve with Austria’s ex-
port markets and domestic demand
both picking up.

Against this background and given
the mixed signals from leading indica-
tors, the investment cycle is anticipated
to be moderate over the forecast hori-
zon. Gross fixed capital formation
growth will accelerate from 0.5% in

2015 to 2.3% and 2.2% in 2016 and
2017, respectively. Hence, investment
activity will be only slightly brisker
than overall economic growth. The ra-
tio of investment to GDP will stabilize
at slightly more than 22% over the fore-
cast horizon.

Investment in equipment (machin-
ery and vehicles) will contribute the larg-
est share to investment growth in this
entire period, with replacement and
expansion being equally important rea-
sons for investment. Civil engineering
investment (accounting for the largest
share of other investment, see chart 2) is
set to expand comparatively hesitantly
in light of strained public finances.

A trend reversal is likely for invest-
ment in residential construction. To
date, residential construction has been
unexpectedly muted despite rising real
estate prices, benign financing condi-
tions and an increased demand for

Table 5
Investment activity in Austria
2014 ‘ 2015 ‘ 2016 ‘ 2017
Annual change in %
Total gross fixed capital formation (real) -0 | 05 | 23 | 22
of which:  Investment in equipment 1.5 2.4 3.2 2.5
Investment in residential construction -1.1 -1.8 2.1 34
Nonresidential construction investment and other investment -0.7 -0.6 1.5 1.7
Investment in research and development -0.7 1.5 1.9 1.0
Public-sector investment -35 0.9 0.9 1.1
Private-sector investment 0.4 0.5 2.5 2.3

Investment in equipment

Investment in residential construction

Nonresidential construction investment and other investment
Investment in research and development

Public-sector investment
Private-sector investment

Total gross fixed capital formation
Changes in inventories

Investment ratio

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.

Contribution to the growth of real total gross fixed
capital formation in percentage points

0.5 0.8 11 0.9
-0.2 -03 04 0.6
0.2 0.2 04 0.5
01 03 04 0.2
-0.5 0.1 0.1 0.1
04 04 2.1 2.0
Contribution to real GDP growth in percentage points
00 0.1 0.5 0.5
0.4 -03 0.2 0.0
% of nominal GDP
224 | 222 221 222
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housing. Due to the long cycle of resi-
dential construction investment, how-
ever, it is difficult to predict exactly
when this trend reversal will take place.
A major stimulus can nevertheless be
expected from the housing package ad-
opted by the federal government.
While the housing stimulus package
will show its effects only gradually and
not generate the full amount of addi-
tional investment envisaged due to
deadweight losses, it will contribute an
additional 172% to 2% a year to the
growth of residential construction in-
vestment in 2016 and 2017. The effects
on GPD growth will amount to just be-
low 0.1 percentage points a year. In
2017, investment in residential con-
struction will expand by more than
3%, i.e. faster than any other compo-
nent of investment.

4.3 Tax reform and transfer
payments for high number of
asylum-seekers support private
consumption

In 2015, private consumption entered
its fourth consecutive year of weak
growth. Real private consumption on a
cumulated basis expanded by less than
1% in the period from 2012 to 2015,
owing to several factors: First, inflation
in Austria was 0.7 percentage points
higher than the euro area average and
0.6% higher than in Germany in the
past four years. Second, the number of
full-time jobs in industry has been
trending down, whereas job creation
was largely limited to part-time jobs in
the services sector, which has resulted
in a sustained negative wage drift. Fi-
nally, the growth of employment seen
in recent years was almost entirely at-
tributable to foreign workers, whose
domestic propensity to consume is
lower; this is also due to the share of
cross-border commuters having in-

creased sharply.

Against this background, real dis-
posable household income is expected
to fall somewhat (—0.4%) in 2015.
Consumer spending will increase only
marginally, at +0.2%.

Employment will expand somewhat
more strongly in 2016 and 2017 on the
back of more vigorous economic
growth, but wages per employee will
grow at a more moderate rate in light of
a relatively high unemployment rate
and pay hikes that compensate for past
inflation. All in all, the growth rates of
the nominal compensation of employ-
ees will remain just below their 2015
value. Property income and self-em-
ployment income, by contrast, will rise
far more strongly in 2016 and 2017 in
line with the overall growth of the
economy.

Two one-off effects will contribute
to an above-average growth of nominal
household income in 2016 and 2017:
First, the tax reform entering into force
in 2016 will result in higher net in-
comes, and second, public expenditure
transfer payments for asylum-seckers
and recognized refugees will increase
nominal household incomes.

Inflation is expected to accelerate
over the forecast horizon, depressing
disposable household incomes in 2016
and 2017 more notably than in 2015.
Overall, household income is set to rise
considerably over the next two years.
Growth in real disposable household
income will turn positive in 2016
(+2.8%) and reach its average of the
past ten years at +1.0% in 2017. The
growth pattern of private consumption
follows that of household income with a
small lag; after four years of stagnation,
private consumption will expand by
1.6% and 1.4% in 2016 and 2017, re-
spectively.

After the outbreak of the financial
crisis in 2008, household’s propensity
to save started to decline. The saving
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Chart 3
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Note: Explanatory note and data sources relating to the right-hand panel of chart 3: “Compensation of employees (real, net):” compensation of employees less social security contributions
(actual and imputed, to government and private entities) of employers and employees and other wage-related taxes payable by employees (Statistics Austria data up to and including
2014, from 2015 onward update based on the OeNB outlook. “Social security benefits (real, net):” Social security benefits other than in kind received by households (including
transfers from the private sector) less wage tax and social security contributions on pensions (data for wage tax and social security contributions on pensions based on wage tax
statistics, combined with the OeNB outlook). “Property and self-employment income (real, net):” sum of property income (including interest) and mixed income of the self-employed
less withholding taxes on households’ property income, assessed income tax and social security contributions of self-employed households (the latter based on OeNB estimates).
“Residual” primarily net contribution of other current transfers (e.g. nonlife insurance premiums and benefits, membership contributions, government grants to NPOs) as well as social
security contributions and current direct taxes that were not taken into consideration above (in particular, motor vehicle taxes and parafiscal charges paid by households).

ratio fell by more than 4 percentage
points to just above 7% in 2013 and has
stabilized between 7% and 8% since
then. This trend has been determined

essentially by the composition of dis-
posable household income. Property
income, which has a higher marginal
saving ratio than labor income, became

Table 6
Private consumption in Austria
2014 2015 2016 2017
Annual change in 9%
Disposable household income (nominal) 2.6 0.7 4.2 2.8
Consumption deflator 2.0 11 14 1.8
Disposable household income (real) 0.6 04 2.8 1.0
Private consumption (real) 01 0.2 1.6 14
Contribution to real GDP growth in percentage points
Private consumption 0.0 ‘ 0.1 ‘ 09 ‘ 07
9 of nominal disposable household income
Saving ratio 7.8 ‘ 7.1 ‘ 8.1 ‘ 7.7
% of nominal GDP
Consumption ratio 538 | 532 | 530 | 529

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.

MONETARY POLICY & THE ECONOMY Q4/15

17



Austrian economy to grow at same pace as euro area economy in 2016 and 2017

Box 1

Economic impact of the current wave of refugees on Austria

Austria is currently faced with high numbers of asylum-seekers entering the country. The large
number of people seeking shelter can be expected to have a substantial impact on the labor
market, public finances and value added. An analysis of the impact of the current wave of
refugees on Austria over the forecast horizon is subject to a high degree of uncertainty, how-
ever, and can be conducted only on the basis of a series of assumptions. In the analysis at
hand, it is assumed that the number of asylum seekers will amount to 80,000, 85,000 and
50,000 in the years from 2015, 2016 and 2017, respectively. All related public expenditure is
assumed to be deficit-funded. From an economic perspective, the effects on the Austrian real
economy are similar to those of a deficit-funded, expansionary discretionary fiscal policy.

All other assumptions are based on Austria’s and other countries’ historical experience
with flows of migrants and refugees and the current legal framework. The GDP multiplier for
calculating effects on the real economy is 0.9. The budget sensitivity underlying the estimate
of budgetary net costs (public expenditure adjusted for induced public revenues) is 0.4. Assum-
ing that 47% of asylum applications are accepted and that the average length of the applica-
tion procedure is 5.9 months, it can be expected that the number of recognized refugees in
Austria will reach 99,300 by 2017. Additionally, 60,300 persons are assumed to arrive in the
course of family unification by that time. In total, this amounts to 159,600 persons. 77% of
asylum-seekers are of working age. All working-age persons who have been granted asylum
increase the labor supply based on the eligibility criteria for the Austrian social security system.
International experience shows that only a small percentage of recognized refugees succeed in
the labor market in the first few years. On the basis of experiences in Sweden and Germany,
it can be expected that just below 10% of newly arrived recognized refugees will be in employ-
ment in 2017.

The increase in labor supply raises the Austrian economy’s growth potential; the extent of
this rise depends on people’s successful integration into the labor market. Persons finding jobs
will partly crowd out resident (Austrian and foreign) workers from the labor market. Overall,
however, induced higher economic growth results in an increase in both total employment and
the employment rate among the resident population. Moreover, it boosts revenues from taxes
and social security contributions, which to some extent offsets the government’s original ex-
penditure. According to simulations, GDP will be 0.7% higher and per-capita GDP will be 0.5%
lower than in a scenario excluding the high number of asylum-seekers. The unemployment
rate (national definition) is forecast to climb by a total of 1.0 percentage point, with jobless-
ness among the resident population falling by 0.3 percentage points. Employment will rise by
21,600 persons (recognized refugees: +10,700; resident employees: +10,900). Fiscal costs will
accumulate to EUR 2.7 billion by 2017.

less important. The path of the saving
ratio over the forecast horizon is influ-
enced by the impact of the tax reform.
Past experience shows that households
do not immediately spend for consumer
purposes the entire part of additional
income gained through the reform of
the personal income tax regime. A part
of this additional income is usually
saved initially, i.e. the saving ratio in-
creases temporarily. The saving ratio is
thus expected to climb to 7.1% and
8.1% in 2015 and 2016, respectively.

Only in 2017 will the saving ratio fall
slightly (7.7%), as households increas-
ingly start to perceive their additional
income to be permanent.

5 Unemployment continues
to rise

Despite a faltering economy, employ-
ment continued to grow at a surpris-
ingly healthy pace in 2015, as in previ-
ous years. The number of employees is
set to rise by +0.7% on 2014. Analyz-
ing the number of hours worked, which
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Table 7

Determinants of nominal household income in Austria

2014 ‘ 2015 ‘ 2016 ‘ 2017

Annual change in %
Payroll employment 09 1.0 1.2 1.1
Wages and salaries per employee 1.8 1.8 13 1.6
Compensation of employees 26 2.8 25 2.7
Property income 47 —24 1.6 27
Self-employment income and operating surplus (net) 3.7 01 19 22

Compensation of employees

Property income

Self-employment income and operating surplus (net)
Net transfers minus direct taxes’

Disposable household income (nominal)

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.

Contribution to disposable household income growth in
percentage points

22 24 21 22
0.6 -03 0.2 0.3
0.6 0.0 03 04
—0.8 —0.7 1.6 —0.1
2.6 0.7 4.2 2.8

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

will almost stagnate in 2015 (+0.1%),
is more compelling from an economic
perspective, however. The difference
between these two measures of em-
ployment is attributable primarily to
the sharp increase in the share of part-
time employment, which at 27.6%
reached a new high in the second quar-
ter of 2015. At the same time, full-time
employment has been receding slightly.

With the economy recovering as ex-
pected, employment growth will also
continue to edge up. This assessment is
confirmed by the number of reported
vacancies, which has been rising steeply
recently. The share of new jobs to be
created in 2016 and 2017 will be 1.1%
and 1.0%, respectively, annual hours
worked will increase at a slightly slower
pace (+0.9%).

Chart 4
Labor market
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Table 8

Labor market developments in Austria

2014 2015 2016 2017

Annual change in %
Total employment (persons) 0.8 0.7 11 1.0
Payroll employees 0.9 1.0 1.2 1.1

of which: Public-sector employees -0.3 0.0 0.1 0.0

Self-employed 0.8 -14 -0.1 05
Total hours worked 0.3 0.1 0.9 0.9
Payroll employees 0.6 0.4 0.9 0.9
Self-employed =1.0 —1.2 0.7 08
Labor supply 11 0.9 1.2 1.2
Registered unemployed 57 4.6 3.8 5.0

% of labor supply
Unemployment rate (Eurostat definition) 5.6 ‘ 5.8 6.1 | 6.3

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.

Labor supply will continue to ex-
pand at a strong rate in the coming
years. The increase by some 50,000
until 2017 is attributable to several fac-
tors: First, Austria can expect to see a
sustained net inflow of foreign workers
as a part of “regular” migration move-
ments. The majority of foreign workers
come from the younger EU Member
States in CESEE; for them, the Aus-
trian labor market has been fully open
since 2011 and 2014, respectively. Net
migration is set to decrease from
35,000 persons in 2014 to just below
20,000 in 2017. Second, the increasing
employment ratio among older employ-
ees arising from previous reforms of
the pension system and women’s grow-
ing labor participation rate will boost
labor supply by some 15,000 persons
cach year. Third, the high number of
new asylum-seckers will translate into
almost 10,000 additional workers in
the Austrian labor market in 2015; in
2016 and 2017, this figure is expected

to rise to more than 30,000. That said,
demographic trends among the Aus-
trian population would reduce labor
supply by some 15,000 per year.

The unemployment rate will rise
further in 2015 (5.8%), mainly because
of the faltering economy and the in-
crease in overall labor supply. Despite
healthy economic growth, the unem-
ployment rate will continue to climb
also in 2016 and 2017 — to 6.1% and
6.3%, respectively — on the back of
high net migration.”

6 External cost factors push up
inflation from 0.8% in 2015 to
1.7% in 2017

HICP inflation rose from 0.6% in the
first quarter of 2015 to 1.0% in the sec-
ond quarter, before slowing down to
0.9% in the third quarter. In October
2015, inflation stood at 0.7%. Price
growth was mostly determined by
crude oil prices, which increased
sharply in the first five months of the

> Given that Eurostat’s compilation of unemployment figures is survey-based, it is difficult to predict how quickly
and to what extent unemployment among recognized asylum-seekers will actually be reflected in Eurostat’s unem-

ployment rate. The national unemployment rate is based on data provided by the Austrian Public Employment

Service (AMS), reflecting the number of registered unemployed people. This implies that the unemployment rate

according to the national definition (which is not taken into account in this outlook) will increase more than the

unemployment rate according to Eurostat.
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Table 9
Price, cost, productivity and profit indicators
2014 2015 2016 2017
Annual change in %

HICP 1.5 0.8 13 17
HICP energy 2.2 7.5 32 0.8
HICP (excluding energy) 1.8 1.7 1.7 1.8
Private consumption expenditure deflator 20 11 1.4 1.8
Investment deflator 15 09 1.2 15
Import deflator -0.8 -01 1.0 1.6
Export deflator -01 11 1.3 1.7
Terms of trade 0.7 1.2 0.3 0.0
GDP deflator at factor cost 1.7 1.6 1.6 1.7
Collective wage agreements 24 22 1.5 1.7
Compensation per employee 1.8 1.8 13 1.6
Compensation per hour 20 24 1.6 1.8
Labor productivity per employee -04 0.1 09 0.8
Labor productivity per hour 01 0.6 11 09
Unit labour costs 22 1.8 0.4 0.8
Profit margins' -0.5 -02 1.2 09

Source: 2014: Eurostat, Statistics Austria; 2015 to 2017: OeNB December 2015 outlook.

" GDP deflator divided by unit labor costs.

year but afterward dropped almost to
the low level seen in early 2015. Over-
all, import prices were up, the impact
of which was felt in particular in the in-
dustrial goods sector (excluding en-
ergy). Mainly as a result of the latter,
core inflation (HICP excluding energy
and unprocessed food) quickened from
1.6% in the first quarter of 2015 to
1.9% in the third quarter.

HICP inflation is projected to ac-
celerate from an average 0.8% in 2015
to 1.3% and 1.7% in 2016 and 2017, re-
spectively. The rise in inflation over the
forecast horizon can be traced first and
foremost to external cost factors. The
prices of both commodity and goods
imports have been pointing upward.
Domestic factors, by contrast, have
been playing a less important role. The
VAT hike that is part of the tax reform
package will contribute a cumulated
0.2 percentage points to headline infla-
tion in 2016 and 2017. At the same
time, the upward contribution to infla-
tion from the demand side is small. The

negative output gap and an underutili-
zation of production factors reflect
moderate aggregate demand. Accord-
ingly, core inflation (excluding energy)
will tick up only modestly, from 1.7%
in both 2015 and 2016 to 1.8% in 2017.

Austrian HICP inflation is set to re-
main well above the euro area average
of and also above inflation in Germany,
Austria’s major trading partner. In
2015, the Austrian economy’s inflation
differential vis-a-vis Germany and the
euro area will average 0.7 and 0.8 per-
centage points, respectively. This dis-
crepancy attributable primarily to di-
vergent price movements in the ser-
vices sector, which can, in turn, be
traced to the public sector’s contribu-
tion to inflation (through administered
prices and indirect taxes) and to unit
labor costs in the services sector. The
inflation differentials are expected to
narrow gradually over the forecast
horizon. Wage growth predicted to be
moderate compared with wage growth
in Germany will be one factor contrib-
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Chart 5

Austrian HICP inflation rate and contributions of subcomponents
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uting to this contraction. Austria’s in-
flation rate will still be slightly higher
than Germany’s in 2016, but in 2017, it
will be already lower.

The slowdown in inflation from
1.5% in 2014 to 0.8% in 2015 was the
key determining factor in the wage set-
tlements for 2016 that have been con-
cluded so far (public sector: +1.3%; re-
tail trade: +1.5 %, metal industry:
+1.5%). These percentages suggest an
average increase in collectively agreed
wages of 1.5%, which would be clearly
below the 2015 figure (+2.4%). Only a
slight increase to 1.7% is expected for
2017, given that unemployment will re-
main high. Owing to sectoral shifts in
employment toward low-wage jobs and
an increasing share of part-time em-
ployment, the wage drift is negative. As
a result, gross compensation per em-
ployee will rise by only 1.3% and 1.6%
in nominal terms in 2016 and 2017, re-
spectively, corresponding to a slight de-
crease in real terms.

Factoring in the effects of the tax
reform generates on balance a sharp in-

crease for 2016. Compensation per em-
ployee after taxes will rise by 2.5% in
real terms in 2016, but edge up only
slightly — by 0.1% — in 2017.

7 Risks to growth clearly on the
downside

The effects of the tax reform that en-
ters into force in 2016 represents the
largest domestic downward risk to the
outlook for 2016 and 2017. In line with
an ESCB-wide directive on fiscal pro-
jections, this outlook does not take into
account a number of compensatory
measures planned to finance the tax re-
form (such as measures fighting tax
evasion and social welfare fraud; cuts in
public administration). If these mea-
sures take full effect, economic growth
would be 0.2 percentage points lower
in 2016 than projected. In addition, it
may well be that, given the sharp drop
in households’ saving ratio in recent
years, houscholds will save a larger-
than-anticipated part of the increase in
household incomes brought about by
the cuts in taxes on wages and income.
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Table 10

Compensation of employees

2014 2015 2016 2017

Annual change in %
Per person employed, nominal
Collectively agreed wages and salaries’ 24 2.2 15 1.7
Wage drift 0.6 -03 -02 —0.1
Compensation of employees (gross? 1.8 1.8 13 1.6
Compensation of employees (net) 0.8 14 39 19
Per person employed (real)
Compensation of employees (gross) -03 0.7 -01 -0.2
Compensation of employees (net) =12 03 2.5 0.1
Per hour (nominal)
Compensation per hour (gross) 2.0 2.4 1.6 1.8
Compensation per hour (net) 1.1 20 42 2.1
Per hour (real)
Compensation per hour (gross) 0.0 13 02 0.0
Compensation per hour (net) -09 0.9 2.8 03

% of nominal GDP
Wage share 48.1 ‘ 48.3 47.8 47.5

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.

" Whole economy.
7 Including employers’ social security contributions.

As regards investment, the trend rever-
sal in residential construction is subject
to high uncertainty. The trend reversal
is expected to materialize in 2016 as a
consequence of sharply increased real
estate prices, high housing demand and
the government’s housing stimulus
package. However, past experience
shows that in residential construction,
the investment cycle is long, making it
difficult to predict the exact time of
when the trend reversal will take place.
Finally, Austrian consumer and busi-
ness confidence is still below the inter-
national average. The assumption that
confidence will improve soon in keep-
ing with the benign external environ-
ment might prove to be too optimistic.

The majority of external risks to
this outlook are also tilted toward the
downside. A further aggravation of
geopolitical tensions (war in Syria, the
conflict between Russia and Ukraine,
IS terrorism) represents a serious risk
to global growth prospects. Another

big factor of uncertainty is how the mi-
gration of refugees will evolve in the
near future. From an economic per-
spective, faltering growth in China and
the ensuing slowdown in Asia’s emerg-
ing economies are giving rise to con-
cern. In this outlook, China is expected
to see a soft landing, with growth com-
ing in at 6%. A sharper deceleration
could cause turbulence in the world
economy. Finally, this outlook assumes
a gradual hike in U.S. key interest rates
to 1.5% in 2017. Given past experi-
ence, it remains to be seen whether this
will not result in massive capital out-
flows from developing countries.

8 No revision to June outlook

The assumptions about the interna-
tional environment that underlie this
outlook have improved in nominal
terms, but deteriorated in real terms
since June 2015. The former is mostly
due to lower oil prices. Current market
expectations for crude oil prices for

Austrian economy to grow at same pace as euro area economy in 2016 and 2017
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2016 and 2017 are USD 19 and USD 16
per barrel Brent lower than they were
in June 2015. Short-term interest rates
fell again (by up to 30 basis points),
long-term interest rates remained al-
most unchanged. Nominal exchange
rates did not see any notable changes.
The depreciation of the euro triggered
by the Eurosystem’s expanded asset
purchase program took place already in
the first half of 2015 and was therefore
already included in the OeNB’s June
outlook.

Weaker global growth, in particu-
lar weaker global trade, are acting as a
drag on growth. Austrian export mar-
kets are expected to grow by 1 percent-
age point less in 2015 and 2017 and by
172 less in 2016. Competitors’ prices in
Austrian export markets have dropped
compared with the June outlook,

which, however, is mainly the result of
lower commodity prices and therefore
does not impact on Austrian exporters’
price competitiveness.

The effects of new external assump-
tions were simulated using the OeNB’s
macroeconomic model. Table 12 pro-
vides detailed reasons for revising the
outlook. Apart from the impact of
changed external assumptions, they are
attributable to the impact of new data
and other changes. The influence of
new data includes the effects of the re-
visions of both the historical data al-
ready available at the time of the previ-
ous economic outlook (i.e. data up to
the first quarter of 2015) and the fore-
casting errors of the previous outlook
for the periods now published for the
first time (i.e. data for the second and

third quarters of 2015). The item

Table 11

Change in external economic conditions since the OeNB June 2015 outlook

December 2015

June 2015 Difference

2015 ‘2016 ‘2017

Annual change in %

Growth of Austria’'s export

markets 29 3.8 4.6
Competitor prices in Austria’s
export markets 2.5 0.8 22
Competitor prices in Austria's
import markets 2.7 0.8 19

USD per barrel (Brent)

Oil price 538 522 575 |

Annual change in %

Nominal effective exchange

rate (exports) 24 -02 0.0

Nominal effective exchange

rate (imports) 2.5 0.1 0.0
%

Three-month interest rate 0.0 -0.2 -0.1

Long-term interest rate 0.8 1.0 13

Annual change in %

U.S. GDP (real) 24 27 26 |
USD/EUR
USD/EUR exchange rate 111 109 109 |

Source: Eurosystem.

2015 ‘2016 ‘2017 2015

2016 ’ 2017

3.8 53 55 -09 -1.5 -09
35 2.0 20 -1.0 12 0.2

34 1.7 1.7 0.7 09 0.2

638 710  731| -100 188 156
29 02 00| -05 -04 00
27 0.1 00| -02 -02 00

0.0 0.0 0.2 0.0 -02 -03
0.8 11 13 0.0 0.1 0.0

26 3.1 27| 02  -04 01

1.12 112 1.12 | -0.01 003  -003
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Table 12

Breakdown of revisions to the OeNB outlook

GDP HICP

2015 ‘ 2016 ‘ 2017 2015 ‘ 2016 ‘ 2017

Annual change in %
December 2015 outlook 0.7 19 1.8 0.8 1.3 1.7
June 2015 outlook 0.7 19 1.8 09 19 20
Difference 0.0 0.0 0.0 =01 -0.6 -03
Caused by: Percentage points
External assumptions 0.0 -02 -03 -0.1 -0.5 -04
New data’ 0.1 0.0 0.0 0.0 0.0 0.0
of which: Revisions to historical data until Q1 15 0.1 0.0 0.0 0.0 0.0 0.0

Projection errors for Q2 15 and Q3 15 0.0 0.0 0.0 0.0 0.0 0.0

Other changes? -0.1 02 03 0.0 -01 01

Source: OeNB December 2015 and June 2015 outlooks.

" “New data” refer to data on GDP andor inflation that have become available since the publication of the preceding OeNB outlook.
? Different assumptions about trends in domestic variables such as wages, government consumption, effects of tax measures, other changes in

assessment and model changes.

“Other changes” includes new expert
assessments regarding domestic vari-
ables, such as government consumption
or wage settlements, as well as any
changes to the model.

The growth prospects for 2015 to
2017 remained unchanged on the June
outlook. From a purely technical per-
spective, changes in the external envi-
ronment would imply a downward re-
vision of GDP growth in 2016 and 2017
by 0.2 and 0.3 percentage points, re-
spectively. There was no need for revi-
sion arising from the revision of histor-
ical data and the forecast error for first-
time released data. The main reason

why the growth outlook for 2016 and
2017 was left unchanged is additional
government spending in connection
with the high number of asylum-seek-
ers that have entered Austria. This ex-
penditure will contribute a total of 0.5
percentage points to growth in 2016
and 2017; the figures are shown under
the item “Other changes” in table 12.
The downward revision of inflation
in 2016 is primarily attributable to
lower commodity prices, but wage set-
tlements that were lower than antici-
pated in the June outlook have also

played a role.

MONETARY POLICY & THE ECONOMY Q4/15

25



Austrian economy to grow at same pace as euro area economy in 2016 and 2017

Table 13

Comparison of the OeNB December 2015 and June 2015 outlooks

Actual December 2015 outlook Revision to the June 2015
figures outlook
2014 2015 ‘ 2016 ‘ 2017 2015 ‘ 2016 ‘ 2017
Economic activity Annual change in % (real)
Gross domestic product 0.4 0.7 1.9 1.8 0.0 0.0 0.0
Private consumption 01 0.2 1.6 14 -0.5 -02 -02
Government consumption 0.8 0.8 1.3 11 -01 04 0.0
Gross fixed capital formation -0.1 0.5 23 22 24 0.6 -04
Exports of goods and services 22 23 39 4.5 -0.5 -09 -03
Imports of goods and services 11 1.8 3.6 43 -0.2 =141 -0.8
% of nominal GDP
Current account balance 20 2.7 | 28 | 34 14 | 07 | 03
Contribution to real GDP growth Percentage points
Private consumption 0.0 0.1 09 0.7 -03 -0.1 -0.1
Government consumption 02 02 03 02 0.0 0.1 0.0
Gross fixed capital formation 0.0 0.1 0.5 0.5 0.5 0.1 0.0
Domestic demand (excluding changes in inventories) 0.2 0.4 1.6 14 03 0.1 -0.2
Net exports 0.6 04 03 03 -01 0.1 02
Changes in inventories (including statistical discrepancy) -03 0.0 0.0 0.0 0.0 0.1 -0.1
Prices Annual change in %
Harmonised Index of Consumer Prices 1.5 0.8 1.3 1.7 -0.1 0.6 -03
Private consumption expenditure deflator 2.0 11 1.4 1.8 0.1 -04 -0.1
GDP deflator 1.6 1.6 1.6 1.6 03 -02 03
Unit labor costs in the total economy 22 1.8 0.4 0.8 -01 -0.8 -0.7
Compensation per employee (at current prices) 1.8 1.8 1.3 1.6 -0.1 0.7 -0.7
Compensation per hour worked (at current prices) 20 24 1.6 1.8 04 -0.5 -0.6
Import prices 038 01 1.0 1.6 -0.5 -038 -03
Export prices -0.1 11 1.3 1.7 -0.1 06 -02
Terms of trade 0.7 1.2 03 0.0 0.5 03 0.0
Income and savings
Real disposable household income 0.6 —04 | 28 | 1.0 22 | 00 | -0.6
9% of nominal disposable household income
Saving ratio 7.8 71| 81 | 77 08| -05| -09
Labor market Annual change in %
Payroll employees 0.9 1.0 1.2 11 0.2 01 0.1
Hours worked (payroll employees) 0.6 04 09 09 -03 0.1 0.0
% of labor supply
Unemployment rate (Eurostat definition) 56 58 | 61 | 63 01 | 04 | 08
Public finances % of nominal GDP
Budget balance (Maastricht definition) 2.7 -1.6 2.0 1.7 02 -0.2 -0.3
Government debt 84.2 84.9 833 81.7 -0.8 -05 0.1

Source: 2014 (actual figures): OeNB December 2015 and June 2015 outlooks.
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Annex: detailed result tables

Table 14

Demand components (real prices)
Chained volume data (reference year = 2010)

2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017

EUR million | Annual change in %

Private consumption 161,287 | 161,581 | 164,215 | 166,513 0.1 0.2 1.6 14
Government consumption 60,953 61,463 62,288 62,949 0.8 0.8 1.3 11
Gross fixed capital formation 68,698 | 69,058 | 70,625 | 72148 -0 0.5 2.3 2.2
of which: Investment in plant and equipment 23,559 24,116 | 24,892 | 25520 15 24 3.2 2.5

Residential construction investment 12843 | 12609 | 12870 | 13310 11 -1.8 2.1 34

Nonresidential construction investment and other investment 18,683 18,569 18,849 19,167 -0.7 -0.6 1.5 1.7
Changes in inventories (incl. statistical discrepancies) 2,525 2473 2,464 2,481 X X X X
Domestic demand 293463 | 294,574 | 299,592 | 304,091 -0.2 04 17 1.5
Exports of goods and services 166,900 | 170,756 | 177,384 | 185,343 2.2 23 39 4.5
Imports of goods and services 152,854 | 155,585 | 161,205 | 168,106 11 1.8 3.6 43
Net exports 14,046 15172 16,178 17,237 X X X X
Gross domestic product 307,509 | 309,746 | 315771 | 321,328 | 04 | 07 | 19 | 1.8

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.

Table 15

Demand components (current prices)

2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2014 ‘ 2015 ‘ 2016 ’ 2017

EUR million | Annual change in %
Private consumption 177318 | 179,637 | 185143 | 191117 21 1.3 31 3.2
Government consumption 65,612 67401 69,200 70,611 2.8 2.7 2.7 2.0
Gross fixed capital formation 73,693 74,753 77377 80,203 14 14 3.5 3.7
Changes in inventories (incl. statistical discrepancies) 404 272 243 459 X X X X
Domestic demand 317,026 | 321,520 | 331,964 | 342,391 1. 4 32 31
Exports of goods and services 175,607 | 181,580 | 191,065 | 202,956 21 34 52 6.2
Imports of goods and services 162,920 | 165,656 | 173424 | 183,816 0.3 1.7 47 6.0
Net exports 12,687 15,924 17,641 19140 X X X X
Gross domestic product 329713 | 337444 | 349,605 | 361,531 | 21 | 23 | 36 | 34

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.

Table 16

Demand components (deflators)

2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017

2010 = 100 | Annual change in %
Private consumption 109.9 111.2 127 114.8 2.0 11 14 1.8
Government consumption 107.6 109.7 11141 112.2 2.0 19 13 1.0
Gross fixed capital formation 107.3 108.2 109.6 111.2 1.5 09 1.2 1.5
Domestic demand (excl. changes in inventories) 108.8 110.2 111.6 1134 19 1.2 13 1.5
Exports of goods and services 105.2 106.3 107.7 109.5 -0 141 13 1.7
Imports of goods and services 106.6 106.5 107.6 109.3 -0.8 —01 1.0 1.6
Terms of trade 98.7 99.9 100.1 100.1 0.7 12 0.3 0.0
Gross domestic product 1072 | 1089 | 107 | 1125 | 16 | 1.6 | 16 | 1.6

Source: 2014: Eurostat; 2015 to 2017: OeNB December 2015 outlook.
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Table 17
Labor market
2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2014 ’ 2015 ‘ 2016 ‘ 2017
Thousands | Annual change in %
Total employment 4,267.2 4,295.5 4,341.6 4,384.9 0.8 0.7 14 1.0
of which: Private sector 3,590.2 3,618.5 3,664.1 3,7074 1.1 0.8 1.3 1.2
Payroll employment (national accounts definition) 3,697.0 3,733.5 3,780.1 3,820.5 09 1.0 12 141
% of the labor supply
Unemployment rate (Eurostat definition) 5.6 ‘ 5.8 | 6.1 | 6.3 ‘ X | X | X ‘ X
EUR per real unit of output x 100
Unit labor costs (economy as a whole)’ 59.5 | 606 | 6038 | 613 | 22 | 18 | 04 | 0.8
EUR thousand per employee
Labor productivity (economy as a whole)’ 721 | 721 | 727 | 733 | —04 | 01 | 09 | 0.8
EUR thousand
Compensation per employee (real)’ 390 ‘ 393 | 392 | 392 ‘ -03 | 0.7 | -0 ‘ -0.2
At current prices in EUR thousand
Compensation per employee (gross) 429 | 437 | 442 | 449 | 18 | 18 | 13 | 1.6
At current prices in EUR million
Total gross compensation of employees 158,627 | 163115 | 167233 | 171,679 | 26 | 28 | 25 | 27
Source: 2014: Eurostat, 2015 to 2017: OeNB December 2015 outlook.
! Gross wages and salaries divided by real GDP.
? Real GDP divided by total employment.
7 Gross wages and salaries per employee divided by private consumption expenditure deflator.
Table 18
Current account
2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017
EUR million | % of nominal GDP
Balance of trade 12,068.0 15,328.5 16,1929 17,509.6 37 4.5 4.6 4.8
Balance of goods 1,557.0 3,769.6 4,2854 4,806.1 0.5 11 1.2 13
Balance of services 10,511.0 11,5589 11,907.5 12,703.5 32 34 34 35
Balance of income —2,293.0 -2,290.6 —2,293.0 —2,293.0 -0.7 -0.7 -0.7 -0.6
Balance of transfer payments —3,285.0 —3,884.0 —4,020.0 —4,140.0 -1.0 1.2 —14 =14
Balance of current account 6,490.0 9154.0 9.879.9 11,076.6 2.0 2.7 2.8 31

Source: 2014: Eurostat, 2015 bis 2017: OeNB December 2015 outlook.
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Table 19

Quarterly outlook results
2015 | 2016 | 2017 | 2015 2016 2017
Q1 ‘QZ ‘QB ‘Q4 Q1 ‘QZ ‘Q3 ‘Q4 Q1 ‘Q2 ‘QB ‘Q4

in O
Prices, wages and costs Annual change in %

HICP 0.8 13 1.7 0.6 1.0 0.9 0.7 141 141 1.2 1.8 17 1.6 1.8 1.8
HICP (excluding energy) 1.7 17 1.8 1.6 1.7 1.8 1.6 1.6 19 1.6 1.8 1.8 1.7 1.8 1.8

Private consumption expenditure
(PCE) deflator 14 14 1.8 14 11 1.0 09 14 13 1.5 17 1.8 1.8 1.8 1.8

Gross fixed capital formation

deflator 09 12 1.5 12 09 0.8 0.7 09 141 13 1.5 1.5 1.5 14 14
GDP deflator 1.6 1.6 1.6 17 1.6 1.5 1.6 1.6 1.6 17 1.6 1.6 1.6 1.6 1.6
Unit labor costs 1.8 04 0.8 2.2 20 17 12 0.7 04 01 03 0.5 0.7 0.9 11
Nominal wages per employee 1.8 13 1.6 1.7 19 19 1.8 1.5 13 11 1.2 13 1.5 17 1.8
Productivity 01 0.9 08| -05 -01 0.2 0.6 0.8 0.8 1.0 0.9 0.8 0.8 0.7 0.7
Real wages per employee 07| =01 | -0.2 0.3 0.7 09 09 04 -01 -04 -05|-05 -03 -01 0.0
Import deflator -0 1.0 1.6 | =05 01 -02 0.3 0.6 0.6 1.3 1.5 1.6 1.6 17 1.7
Export deflator 11 13 17 1.0 12 1. 1.0 1.0 12 14 1.6 1.7 17 1.7 1.6
Terms of trade 12| 03 0.0 1.5 11 14 0.7 04 05 0.0 01 01 01 00 -01
Economic activity Annual and/or quarterly changes in % (real)
GDP 0.7 19 1.8 0.2 0.3 03 04| 05 0.6 0.6 0.5 04 0.3 03 0.3
Private sector consumption 0.2 1.6 14 0.0 0.0 0.0 03 0.6 0.5 04 04| 03 0.3 03 04
Public sector consumption 0.8 13 11 0.2 02 02 11| =041 0.2 0.3 0.5 03 0.2 01 0.0
Gross fixed capital formation 0.5 2.3 2.2 0.3 0.5 0.5 0.6 0.6 0.6 0.6 06| 05 0.5 0.5 04
Exports 2.3 39 4.5 0.2 1.0 14 1.0 0.6 1.0 11 14 12 11 141 11
Imports 1.8 3.6 43 04 09 1.6 10| 05 0.8 09 1.0 14 11 14 1.2
Contribution to real GDP growth in percentage points
Domestic demand 04 1.6 14 01 02 02 0.5 04 04 04 04| 03 0.3 03 0.3
Net exports 04| 03 03| -01 01 0.0 01 01 01 01 01 01 0.0 0.0 0.0
Changes in inventories 0.0 0.0 0.0 0.2 0.1 01 =02 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Labor market % of labor supply
Unemployment rate
(Eurostat definition) 5.8 6.1 6.3 5.6 59 5.7 6.1 6.1 6.1 6.0 6.1 6.1 6.2 6.3 6.5
Annual and/or quarterly changes in %
Total employment 0.7 1. 1.0 0.2 02 02 01 0.3 04 0.3 03 0.2 0.2 0.2 0.2
of which: Private sector 0.8 1.3 1.2 0.2 0.2 0.2 0.1 04 04 04 0.4 0.3 0.2 0.2 0.2
Payroll employment 1.0 12 11 0.3 02 03 0.2 04 04 0.4 03 03 0.2 0.2 0.2

Additional variables Annual and/or quarterly changes in % (real)
Real disposable household income = =04 | 28| 10| <16 -03 29 —10| 09 09 08 07| 02 -02 -03 -04
% of real GDP

Output gap 10| 05| -04| -09 -09 10 -09| -08 -06 -04 -03| -04 -04 -04 -04

Source: OeNB December 2015 outlook. Quarterly figures adjusted for seasonal and working-day variations.
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Table 20

Comparison of current economic forecasts for Austria

OeNB WIFO IHS OECD IMF European

Commission
December 2015 September September November 2015 October 2015 | November 2015
2015 2015

2015 ‘ 2016 ‘ 2017 | 2015 | 2016 | 2015 | 2016 | 2015 ‘ 2016 ‘ 2017 | 2015 | 2016 | 2015 | 2016 2017
Key results Annual change in %
GDRP (real) 0.7 19 1.8 0.7 14 0.7 1.6 0.8 1.3 17 0.8 1.6 0.6 1.5 14
Private consumption (real) 0.2 1.6 14 04 1.3 04 1.5 04 1.6 1.2 X X 03 1.0 1.0
Government
consumption (real) 0.8 13 141 0.8 0.5 0.5 03 08 -0.6 0.8 X X 0.8 0.5 0.6
Gross fixed capital
formation (real) 0.5 2.3 2.2 04 15| =05 17 | 05 24 4.0 X x | =01 2.6 2.7
Exports (real) 2.3 39 4.5 2.5 3.6 1.8 39 0.7 33 4.7 11 4.8 12 37 3.6
Imports (real) 1.8 3.6 43 23 34 09 39 0.2 3.6 51 0.6 4.7 1.0 3.6 3.7
GDP per employee’ 01 0.9 0.8 0.7 11| =04 0.7 03 04 0.5 X x | =01 0.7 0.6
GDP deflator 1.6 1.6 1.6 1.6 17 1.8 19 14 14 1.6 0.9 1.6 1.5 1.5 1.8
CPI X X X 141 1.7 11 1.8 X X X X X X X X
HICP 0.8 13 17 1. 1.7 11 1.8 09 1.5 17 1.0 17 09 1.8 2.0
Unit labor costs 1.8 04 0.8 17 1.2 1.8 1.0 17 0.7 12 X X 04 -04 06
Payroll employment 0.7 11 1.0 | 09 1.0 0.8 09 04 0.8 12 0.7 0.8 0.7 0.8 0.8

% of labor supply
Unemployment rate
(Eurostat definition) 5.8 6.1 6.3 5.8 6.0 5.8 5.8 6.0 6.1 59 5.8 5.6 6.1 6.1 6.0

% of nominal GDP
Current account 2.7 2.8 31 14 14 X X 23 2.0 2.0 1.6 17 2.6 2.6 2.8
Budget balance
(Maastricht definition) 16 20 17| 19 =20| A7 20| 18 19 A3 20 47| 19 -6 13
External assumptions
Oil price in USD/barrel
(Brent) 538 522 575 | 550 60.0| 560 590 | 541 500 500 | 516 504 | 548 542 588
Short-term interest rate
in % 00 -02 -01| 010 010 0.0 010 0.0 00 010 | -00 -00 0.0 -01 0.0
USD/EUR exchange rate 1M 109 1.09 141 141 11 11 111 11 111 14 11 11 11 14

Annual change in %
Euro area GDP (real) 1.5 17 19 1.5 15 14 17 1.5 1.8 19 1.5 1.6 1.6 1.8 19
U.S. GDP (real) 24 2.7 2.6 24 24 2.5 2.6 24 2.5 24 2.6 2.8 2.6 2.8 2.7
World GDP (real) 29 34 3.7 3.0 33 X X 29 33 3.6 31 3.6 31 3.5 3.7
World trade 1.5 3.5 4.2 0.5 2.0 2.5 3.2 2.0 3.6 4.8 32 41 2.3 3.6 4.5

Source: OeNB, WIFO, IHS, OECD, IMF, European Commission.
" Excluding WIFO: productivity per hour.
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Interest rate perceptions and expectations
when Interest rates are low — survey
evidence on Austrian households

Are Austrians fully aware of the currently prevailing ultra-low interest rate environment? Do
they expect these low interest rates to persist for a protracted period? To answer these ques-
tions, we conducted a survey on the interest rate perceptions and expectations of Austrian
households and present the survey evidence in this study. We find that people are largely
aware that interest rates are extremely low and that they expect rates to stay low for some
time. But we also find that the knowledge of interest rates is limited, as a high fraction of re-
spondents does not know the levels of various types of interest rates and as people tend to
overestimate interest rates both on savings accounts and mortgage loans. Likewise, quite a
large fraction of survey participants has not formed any expectations about how high or low
interest rates will be in 2020. Whereas awareness of interest rate developments is correlated
with socioeconomic factors and the personal relevance of information, these factors appear to
only weakly affect perceptions and expectations of the level of interest rates. Our findings
suggest that in modeling the monetary policy transmission mechanism, one cannot simply
take for granted that people are well-informed about actual interest rates. One needs to take
into account perception limitations and biases. People’s limited knowledge of interest rates
may be seen as yet another argument for central banks to pursue an active communication

policy and financial literacy activities.

JEL classification: D12, D14

Keywords: interest rate perceptions, interest rate expectations, financial literacy

The current period of ultra-low inter-
est rates in the euro area is reflected in
particularly low retail savings and
credit interest rates in Austria. The
ECB has taken far-reaching measures —
including forward guidance and the
Expanded Asset Purchase Program
(APP) — not only to bring down short-
term rates, but also to lower interest
rate expectations and hence long-term
interest rates. Thus, retail rates are
very low also for relatively long tenors,
e.g. fixed rate mortgage loans with ma-
turities of 10 to 20 years.

To investigate the extent to which
households are fully aware of the cur-
rent interest rate environment, we sur-
veyed about 2,000 Austrian households
between April and May 2015, querying
their perceptions of the interest rate

level, interest rate expectations and
their impressions of how well informed
they felt by banks about interest rate
changes as well as risks related to inter-
est rate changes.

The issue is relevant for a number of
reasons: First, awareness of the current
and likely future level of retail rates is a
necessary condition for well-informed
decisions to either save or spend, in-
cluding on real estate. Hence, retail
rate levels are also an important factor
in people’s decisions whether to rent or
to buy property for housing purposes.
If interest rate perceptions and expec-
tations diverged systematically for so-
cioeconomic factors,
groups in society would be at a disad-
vantage in their decision making. Sec-
ond, if interest rate perceptions di-

less informed
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verged systematically from actual inter-
est rates, this could affect the
transmission process of monetary pol-
icy. More specifically, incomplete
awareness of the current ultra-low level
of interest rates as well as of the impli-
cations of the ECB’s APP and forward
guidance could reduce the expansion-
ary impact of these measures. In this
case, central banks should also consider
interest rate perceptions as part of their
monitoring and analysis of the trans-
mission of monetary policy measures.
The paper is structured as follows:
Section 1 scans the existing literature
for relevant findings. Section 2 pro-
vides a stylized model of the flow of in-
formation for the formation of interest
rate perceptions and expectations and
examines its relevance for the trans-
mission of monetary policy impulses.
Section 3 presents the data raised by the
survey. Section 4 summarizes some find-
ings from nonresponses. In section 5,
we present the results of respondents’
perceptions of nominal interest rates
prevailing at the time of the survey, in-
cluding the ECB’s key interest rate, the
interest rate on a short-term savings ac-
count and the interest rate on a long-
term variable rate mortgage. To assess
the quality of knowledge, the distribu-
tion of responses is compared with the
actual ECB key interest rate and the
distribution of banks’ savings and mort-
gage lending rates according to the
OeNB’s official interest rate statistics.
Box 1 analyzes respondents’ under-
standing of the definition of the real in-
terest rate. Section 6 summarizes find-
ings on interest rate expectations (again
for the ECB’s key interest rate, a short-

term savings account, and long-term
variable rate mortgage credit). Section
7 analyzes the role of information pro-
vided by banks. Section 8 concludes.

1 Limited body of empirical
research on knowledge of
interest rates

Empirical research on the knowledge of
prevailing interest rates is relatively
scarce.” Household surveys about inter-
est rates are mostly interested in out-
standing loans of households or invest-
ment products owned by houscholds
(e.g. the U.S. Survey of Consumer Fi-
nances, SCF,’ or the Eurosystem’s
Household Finance and Consumption
Survey, HFCS"). Therefore, these sur-
veys do not collect data either on re-
spondents’ knowledge of the monetary
policy rate or on perceptions of interest
rates on savings accounts and loans that
are newly contracted at the time of the
survey. Furthermore, only households
that own the underlying product are
asked about interest rates. As a conse-
quence, the interest rate information
from these surveys is more suitable for
evaluating e.g. the economic behavior
and decision making of households, the
soundness of their financial situation
(e.g. the ability to service debt) and re-
sulting risks for the banking sector.
This knowledge is especially useful for
designing macroprudential measures.
Survey data on interest rate expec-
tations are also limited: The SCF and
the Surveys of Consumers of the Uni-
versity of Michigan (Michigan Surveys)
ask about the future direction of inter-
est rates (will they go up, stay the same,
or go down) over five years and over

Research in the related field of inflation perceptions and inflation expectations is much more abundant (see

Fritzer and Rumler, 2015, for a recent contribution using data from the OeNB barometer survey).

http://www.federalreserve.gov/econresdata/scf/.

see http://www.hfcs.at/en.

https://www.ech.europa.eu/pub/economic-research/research-networks/html/researcher_hfcn.en.html; for Austria,
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one year, respectively. The data were
used to evaluate consumers’ expecta-
tions ex post. For example, Chunping
and Turvey (2011) compare responses
to the SCF question on interest rate ex-
pectations with actual rates five years
later. They derive three results: First,
households tend to have similar interest
rate expectations; second, interest rate
expectations are biased in the direction
of rising interest rates; third, most of
the time the majority of households had
wrong expectations. Baghestani and
Kherfi (2008) use the Michigan Surveys.
They find that forecast quality was much
better in the volatile interest rate envi-
ronment from 1978 to 1983 than in the
relatively stable interest rate environment
between 1984 and 2005. During the
latter period, respondents too often
predicted an increase in interest rates (a
result similar to the findings of Chun-
ping and Turvey, 2011). Baghestani and
Kherfi (2008) attribute differences in
consumers’ forecast ability to different
loss functions and different benefits from
correctly forecasting future interest
rate developments in calm and in vola-
tile interest rate periods (for instance,
the benefits of renegotiating loans are
potentially higher in volatile periods).
Survey questions on interest rate
expectations were also used to investi-
gate whether consumers form expecta-
tions that are consistent with economic
theory. For example, Driger et al.
(2014) use the Michigan Surveys to in-
vestigate whether respondents form ex-
pectations about interest rates, infla-
tion and unemployment that are consis-
tent with the Taylor rule; they find that
46% of respondents do so. Responses
in line with the Taylor rule are more
likely during periods of rising and con-
stant interest rates than during periods
of falling interest rates. Furthermore,
consistency of expectations with the
Taylor rule suffers if inflation is above

2%. Moreover, increased transparency
in the Fed’s communication positively
affected consistency.

We are not aware of any work men-
tioning the concept of interest rate per-
ceptions (as opposed to actual interest
rates) or raising the issue of how devia-
tions of interest rate perceptions from
actual interest rates might affect the
transmission of monetary policy im-
pulses.

2 Interest rate perceptions
within an information flow and
processing model and their
relevance for the transmission
of monetary policy impulses

How households obtain and process in-
formation on interest rates represents
important input to our paper. Research
directly relevant for our article was
published by Lee and Hogarth (1999),
who used a special edition of the Mich-
igan Surveys that included additional
questions on consumers’ knowledge of
the terms of their loans. The responses
showed that the availability of informa-
tion on interest rates by no means guar-
anteed that consumers received and used
this information; adoption of publicly
available information may take consid-
erable time and will never be complete.
Furthermore, awareness of interest rate
information does not necessarily imply
that consumers actually know and un-
derstand this information. Sociodemo-
graphic factors such as education, pro-
fession and income, but also age and
gender imply notable differences in in-
terest rate information reception and
knowledge. Information search efforts
by consumers are important; existing
knowledge and experience facilitate the
absorption of new information. For in-
formation to be adopted, it should be
useful, easy to understand and afford-
able; both the quality and the quantity

of information make a difference (see
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Transmission of information on interest rates

Source: Authors’ own design, content inspired by Lee and Hogarth (1999).

Note: Aspects addressed in this paper are shaded in red.

Lee and Hogarth, 1999, and the refer-
ences quoted there).

Chart 1 is a flow chart with a styl-
ized stepwise description of how infor-
mation on various interest rates reaches
consumers, how consumers process in-
formation to form their perceptions of
reality, and how they use these percep-
tions in making decisions. The basic
idea is that, in line with communica-
tion theory, information on its way
from the sender to the receiver may get
lost, be filtered and be biased. The red
text boxes are aspects our survey and
this paper address.

In our flow chart, information on
interest rates is provided by the central
bank (official interest rates published
on the central bank website, by the me-
dia, etc.) and by banks. Banks can pro-
vide information either to the general

public (by internet, advertisements, the
media and the like) or, alternatively,
target specific existing or prospective
customer groups.

This last aspect is interesting, as it
might imply a different level of infor-
mation among consumers depending
on their relationship with banks, and
thus act as a first set of filters. Informa-
tion may also be filtered by other mech-
anisms. First, consumers may be sub-
ject to selective perception, i.e. they
seek, or become aware of, only the in-
formation that is of relevance and use
to them, given that knowledge acquisi-
tion is costly and higher personal rele-
vance justifies search costs, or they fil-
ter information in a way that confirms
their preconceived views, thus creating
a distorted picture of reality. Further-
more, the level of financial education’®

* In examining inflation expectations, Burke and Manz (2011) show in an experimental setting that more finan-
cially literate people are better at predicting inflation. They are better at selecting relevant information as well as

making use of the information.
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as well as the choice of media may act
as information filters. These filters may
in turn be influenced by various socio-
economic factors, such as the level of
education, the type of profession, age,
gender or the location of residence.

Even if information on interest rates
reaches the receiver, there is no cer-
tainty that it is remembered, under-
stood, correctly interpreted and ulti-
mately used. Other factors may be
more important for the decision-mak-
ing process. For example, unemploy-
ment or the fear of unemployment and
economic uncertainty more generally
may deter households from taking out a
loan no matter how low the interest
rate may be. Similarly, financially con-
strained households may have more
limited access to credit than higher in-
come and/or higher net wealth house-
holds. All these obstacles may imply
that an action expected in a world of ra-
tionally behaving individuals with per-
fect information processing and unin-
hibited access to finance is not taken or
is taken in a different way.

Applied to monetary policy, the im-
plication of economic agents’ mindset is
that savings, investment and credit de-
cisions are not influenced by official rates
or even retail rates as such, but by their
perceptions, understanding, interpreta-
tion of, and ability to act on, these rates.
Hence, in the current environment of
ultra-low interest rates, if consumers
are not fully aware of how low savings
and mortgage interest rates actually are,
they might not choose to reduce savings
in favor of consumption and might not
take out mortgages, even though they
would be expected to in theory.®

Bearing in mind this stylized model
of information processing, we will use
the following hypotheses to organize

the discussion of our empirical findings

on households’ interest rate perceptions

and expectations as well as on the role
of information provided by banks:

1. Households have limited knowledge
of the prevailing ultra-low level of
interest rates; their perceptions of
the prevailing level of policy and re-
tail rates are on average biased.

2. Perceptions of the current level of
interest rates are heterogeneous.
They are influenced by socioeco-
nomic factors such as gender, educa-
tion, income, profession or age. Fur-
thermore, awareness of interest
rates depends on the personal rele-
vance of these rates. Thus, applied
to our questionnaire, holding or in-
tending to hold a savings account or
a mortgage loan should positively in-
fluence knowledge.

3. Respondents find it easier to state
expectations about the future devel-
opment of interest rates in broad
terms than to pin them down in
concrete numbers. Expectations are
heterogeneous. The distribution of
expectations is in line with the no-
tion of a zero lower bound of nomi-
nal interest rates, i.e. any expected
changes tend to be upward.

4. The perceived quality of the infor-
mation provided by the bank to the
customer is correlated with respon-
dents’ financial knowledge.

3 The data

We use microsurvey data from the
OeNB barometer survey. This survey is
conducted regularly by the Institute for
Empirical Social Studies, IFES, on be-
half of the OeNB. The questionnaire
consists of a fixed part (including ques-
tions on the socioeconomic characteris-
tics of the respondent and the house-

® We intend to pursue the latter aspects of households™ action in response to the current ultra-low interest rates in

future research.
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hold in general) and a variable part that
allows questions on specific topics to be
added. We added 34 questions on,
among other things, respondents’
knowledge of the interest rate level,
their interest rate expectations, the im-
pact of low interest rates on respon-
dents’ savings, investment and borrow-
ing decisions, as well as on how well
houscholds feel informed by their banks
on interest rate changes as well as risks.
The survey was conducted between the
end of April and the beginning of June
2015. 2,005 participants older than 15
years were asked in computer-assisted
personal interviews (CAPI).

Respondents were asked about their
perception of the current monetary
policy rate, the interest rate on savings
accounts, and the interest rate on mort-
gage loans. The specific interest rates
considered are: first, the interest rate
on the ECB’s main refinancing opera-
tions. For reference, at the time of the
survey, the ECB’s main refinancing rate
stood at 0.05%. Second, respondents
were asked about the interest rate on
savings accounts with an agreed matu-
rity of between one year and up to two
years. Third, the question on loan in-
terest rates focused on a variable rate
euro-denominated mortgage of EUR
100,000 with a maturity of 20 years.
The questions on interest rates on sav-
ings accounts and loans were asked for
the fictitious situation of newly allocat-
ing money to a savings account or tak-
ing out a new loan.

In addition, the survey included
questions on expectations of the inter-
est level five years ahead, in 2020. Ex-
pectations were queried in two steps:
First, participants were asked to indi-
cate which direction they expect for in-
terest rates (considerably higher rates,
higher rates, rates at about the same
level, or lower rates). In a second step,
respondents who did not answer “don’t
know” or did not refuse to answer the
first question were asked for a quantita-
tive assessment. To make it easier for
respondents, they were offered a choice
of several preset response options in the
form of intervals or numbers to ap-
proximate the interest rate assessment
(e.g. “about 29%”). To merge the answer
categories and to facilitate the compar-
ison of the answers on perceptions and
expectations, we mapped the original
response options into coarser intervals.
If the original response options were pre-
sented in form of specific numbers, we
used the midpoint between the num-
bers as the endpoints of the interval.

4 General knowledge of interest
rates — messages from item
nonresponse

We start our presentation of the survey
results with an analysis of nonre-
sponses.” Quite a large proportion of
respondents stated that they were not
acquainted with the current level of in-
terest rates and could not form expec-
tations about the future level.® This
number varies from 15% for the cur-

7 When interpreting “don’t know” answers, the following caveat seems appropriate: “Don’t know” respondents most
likely think that they cannot answer the question. Potential reasons for such an answer are that respondents have
absolutely no knowledge zjthe subject, or have some knowledge and are aware that they do not know the correct
answer, or are at least unsure. At the same time, some respondents who think that they can answer a question then
give an incorrect answer. Therefore, it is not possible to determine whether respondents who answer “don’t know”
are less knowledgeable than those who think they know but then give an incorrect answer. Note also that “incor-
rect” answers do not exist for all questions. In particular, answers to the question on interest expectations cannot
be “right” or “wrong.” By contrast, answers to the question on the monetary policy rate can be compared to actual
prevailing rates and thus can be categorized as factually right or wrong.

o

In this analysis, we regard respondents that refused to answer the question as respondents that do not know the
answer or that gave an incorrect answer. The proportion of respondents who refused to give an answer is quite low.
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rent interest rate on savings accounts to
36% for numerical expectations (within
preset intervals) for the monetary pol-
icy rate (see table 1). Respondents are
more willing to answer questions on
savings accounts than on mortgage
loans or the monetary policy rate, and
they are more likely to answer the
question on interest rates on mortgage
loans than on the monetary policy rate
— at least on the current monetary pol-
icy rate. This indicates that participants
consider themselves better able to re-
spond to questions that concern prod-
ucts that are more widespread and have
a higher personal relevance. 76% of re-
spondent households own a savings ac-
count but only 23% have an outstand-
ing loan. By contrast, the monetary
policy rate is not of direct relevance for
households. It may be argued that from
a monetary policy perspective, it might
not be important for people to have ex-
pectations on the monetary policy rate,
as this interest rate comes early in the
monetary policy transmission mecha-
nism.

Not surprisingly, respondents are
more likely to have expectations on the
future direction of interest rates than on
the future interest rate level. Further-
more, stating expectations about the
future direction of interest rates seems
to be ecasier than stating the current
rate. Hence, knowledge of current in-
terest rates is not a prerequisite for
forming expectations.

Even though the proportion of re-
spondents who cannot answer differs
across questions, regression analysis
shows that the factors that are cor-

Table 1

Proportion of respondents who did
not answer the questions on interest
rates

Mone- | Savings | Mort-
tary accounts| gage
policy loans
rate

%

Current rate 35 16 30
Expectations — tendency 22 15 22
Expectations — category 36 25 35

Source: Own calculations based on the OeNB barometer survey.

Note:  “Tendency” refers to whether respondents expect interest rates
to be (considerably) higher, stay at about the same level or to be
lower in 2020. “Category” refers to expected values at preset
intervals.

related with a lack of knowledge are
similar for all questions. As table 2
shows, there are no clear-cut age ef-
fects for most interest rate questions. A
higher education level generally reduces
the likelihood of not answering. Some-
what surprisingly, this effect is more
pronounced for secondary school grad-
uates (and most of the time also for re-
spondents who have completed an ap-
prenticeship) than for university gradu-
ates. Women more often stated that
they did not know how high the mone-
tary policy rate and the interest rate on
mortgage loans was. Gender differ-
ences also arise for most other ques-
tions (see below), a finding which is in
line with other studies on financial lit-
eracy (see e.g. Greimel-Fuhrmann et
al., 2015).” For most questions, respon-
dents who live in a primary residence
owned by their household (variable
ownership) were more likely to give an
answer. The same is the case for indi-

7 A potential explanation that comes to mind is that male respondents are more likely to be responsible for the

household’s finances and therefore have more financial knowledge. Indeed, the survey data show that this is the
case for 88% of male respondents but only for 54% of female respondents and only 25% of female respondents in

households where more than one person has an income. To capture the potential effects of being a target person

and not ascribing them spuriously to a gender gffect, we include the variable “target person” in the estimations. A

respondent is the target person if he or she contributes most to the household income and/or is most knowledgeable
about the household finances. It turns out that this variable does not have any significant impact on our results.
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Table 2

Don’t know (no answer) response to the question on the interest rate level
Average marginal effects after logit estimation
Current level

Monetary Savings Mortgage loans

policy rate accounts
Age -0.06 —0.10 *** —0.07 **
Age squared 0.01 * QU0 === 0.01 **
Education (base category: compulsory schooling or less)
Apprenticeship —0.09 ** —0.08 **+* -0.05
Secondary schooling —0.20 *** —0.16 *** —0.12 ***
University -0.10* —0.12 *x* -0.01
Household income (base category: <EUR 1,950)
EUR 1,950 — EUR 3,300 —0.00 -0.01 0.04
>EUR 3,300 -0.03 0.03 0.01
Female 0.07 #** -0.00 0.08 ##*
Target person -0.00 0.00 0.05 *
Ownership —0.12 *** -0.03 —0.09 ***
City size (base category: population of up to 5,000)
5,000 - 50,000 —0.04 0.01 0.04
>50,000 —0.12 **:* —0.05 ** —0.14 *x*
Employed 0.00 0.01 -0.04
Loan 0.01 -0.01 =0 ==
Intention to take out a loan -0.04 0.02 —0.05
Savings accounts —-0.01 —0.05 *** —0.00
Intention to change investment —0.13 #kek —0.23 #** —0.12 **
Knowledge of real interest rate —0.24 *** —0.13 #** —0.14 ***
Expectations

Monetary policy rate Savings accounts Mortgage loans

tendency category tendency category tendency category
Age -0.01 —-0.05 —0.01 —0.07 ** —-0.01 —-0.07 *
Age squared 0.00 0.01 * 0.00 007 ===+ 0.00 0.01 **
Education (base category: compulsory schooling or less)
Apprenticeship —0.07 ** —-0.07 * —-0.03 —0.06 * —0.06 * —-0.07 *
Secondary schooling —0.10 ** —0.14 *** —0.06 * —013 *** —0.09 ** —011 ***
University —-0.03 -0.04 —-0.01 —0.04 —0.05 —-0.03
Household income (base category: <EUR 1,950)
EUR 1,950 — EUR 3,300 —-0.04 —-0.05 * —0.01 —-0.02 0.00 0.04
>EUR 3,300 —-0.03 —-0.06 —-0.03 —-0.03 -0.02 0.02
Female 0.03 0.04 * —-0.02 0.01 0.06 ** 0O ==+
Target person -0.02 -0.02 -0.03 -0.01 0.00 0.02
Ownership —0.04 * -0.04 —0.04 ** -0.03 —0.06 *** —0.09 ***
City size (base category: population of up to 5,000)
5,000 - 50,000 —-0.00 —-0.00 0.05 ** 0.02 0.02 0.04
>50,000 —0.06 ** —0.08 *** —-0.01 —0.07 #** —-0.03 —013 Heksk
Employed 0.02 0.00 0.02 0.01 —-0.03 -0.01
Loan —-0.00 0.02 —0.04 * —-0.03 —0.05 * —0.09 ***
Intention to take out a loan -0.02 0.03 -0.03 0.01 -0.09 * —0.12 **
Savings accounts —-0.03 —0.01 —0.03 —0.03 0.00 0.01
Intention to change investment —0.11 ** —0.14 *** —0.12 ** —0.25 *** —0.16 *** —0.10 **
Knowledge of real interest rate —0.16 *** —0.20 #** —0.12 #** —0.15 *** —0.13 *** —0.15 ***

Source: Own calculations based on the OeNB barometer survey.

Note: **% *% * indjcate significance at the 0.10, 0.05 and 0.01 level. To improve readability, we divided the age variable by 10 and consequently age squared by 100.
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viduals that live in large cities (variable
city size). Furthermore, the personal
relevance of interest rates and interest
rate changes seems to play a role:
Households that want to change their
investment (variable intention to change
investment'”) were more likely to give an
answer. It is less likely that a respon-
dent with an outstanding mortgage loan
(variable loan) does not know how high
the current rate is or has no expectations.
The likelihood of giving an answer in-
creases if households intend to take out
a loan in the next 12 months (variable
intention to take out a loan). In the case of
savings accounts, respondents who own
this product (variable savings accounts) are
also more likely to feel informed.
Whether the respondent holds a job
(variable employed'') does not affect the
likelihood of answering questions. The
strong correlation with knowledge of
the definition of the real interest rate
remains even when controlling for other
factors, which confirms the notion that
knowledge of this definition may be re-
garded a proxy of financial literacy.

5 Perceptions of the current level
of interest rates

Let us now turn to the respondents who

answered our survey questions. Our sur-

vey data suggest that respondents are gen-

erally aware that we are currently expe-

riencing a period of ultra-low interest
rates, while at the same time they tend
to overestimate the interest rate level.

5.1 Perceptions of the monetary
policy rate

The upper left panel of chart 2 suggests
that the majority of respondents are
aware that monetary policy rates are
currently ultra-low. More than 40% of
respondents who gave a current answer
correctly stated the level of the actual
monetary policy rate in effect (0.05%)."
Only a small proportion of respondents
(12%) think that the monetary policy
rate is zero or negative.”’ One-quarter
slightly overestimated the monetary
policy rate (more than 0.05% but less
than 0.75%) and about 20% of respon-
dents strongly overestimated the mone-
tary policy rate, assuming that it was
higher than 0.75%.

The results in table 3 suggest that
knowledge of the level of the monetary
policy rate is explained by roughly the
same factors as knowledge of the defi-
nition of the real interest rate.* A
higher degree of formal education,
ownership of the principal residence
and the intention to change investment
increases the likelihood of a correct an-
swer. Women are less likely to give a
correct answer, however. Knowledge
of the definition of the real interest rate

10 The variable “intention to change investment” takes the value 1 if respondents answer the question in the affirma-
e . . ) - . )
tive: “Does your household intend to prefer different savings or investment instruments in the next 12 months be-

cause of the low interest rate environment?”

" Including full and part-time jobs as well as apprenticeships.

12 Taking into account “don’t know” answers, refusals to answer and incorrect answers, 28% of respondents are

familiar with the current monetary policy rate.

3 As the proportion zyrrespondents who think that the monetary policy rate is negative is small, COI?fUSiOn with the

interest rate on the deposit facility (which at the time of the survey stood at —0.20%) does not appear to be an

important issue.

" Note that respondents who gave a wrong answer are a subset of respondents who refused to give an answer, as we assigned

both to the category “incorrect answer.” A robustness test in which we took into account only respondents who an-
swered the question on the level of the monetary policy rate suggests that results do not change in any significant way.
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Box 1

Knowledge of the real interest rate

We asked respondents whether they knew the definition of real interest rates. We did so for
two reasons: First, in economic theory, the real rather than the nominal interest rates should
guide savings and investment decisions. Second, we take knowledge of this fundamental con-
cept as a simple and crude proxy of financial literacy. Respondents could choose from a list of
three potential answers. About 17% of respondents chose the first answer “Real interest rates

correspond to the nominal interest rate mi-
nus the effective interest rate.” 10% opted
for the second answer “Real interest rates
correspond to the nominal interest rates mi-
nus fees.” Only 30% chose the correct an-
swer: “Real interest rates correspond to the
nominal interest rates minus inflation.” More
than 40% of survey participants stated that
they did not know the answer (on this topic
see also Greimel-Fuhrmann et al., 2015).

Regression results shown in the table on
the right suggest that people with a higher
degree of formal education were more likely
to state the proper definition. Furthermore,
ownership of financial products (loans, sav-
ings accounts) as well as ownership of the
principal residence is positively correlated
with knowledge of the concept of real inter-
est rates. Female respondents were less likely
to give the right answer to the question. The
finding that respondents intending to take
out a loan scored worse in terms of knowing
the definition of the real interest rate is puz-
zling; it might suggest that knowledge of the
concept (and therefore also of the level) of
the real interest rate may not be decisive for
households’ loan decisions.

Correct answer to the question on
the real interest rate

Average marginal effects after logit estimation

Age 0.06

Age squared -0.01 *
Education (base category: compulsory schooling or less)
Apprenticeship 0.07 **
Secondary schooling 0.14 ***
University 0.20 ***
Household income (base category: <EUR 1,950)
EUR 1,950 — EUR 3,300 0.01
>EUR 3,300 0.04
Female —0.06 **
Target person 0.05
Ownership 0.05 **
City size (base category: population of up to 5,000)
5,000 - 50,000 0.02
>50,000 0.03
Employed -0.01

Loan 0.06 **
Intention to take out a loan —0.10*
Savings accounts @19 ===
Intention to change investment -0.00

Source: Own calculations based on the OeNB barometer survey.

Note: ***¥ ** * indicate significance at the 0.10, 0.05 and 0.01
level. To improve readability, we divided the age variable by
10 and consequently age squared by 100.

is strongly correlated with knowledge
of the level of the monetary policy
rate.”” It may seem surprising that
households with an outstanding loan
are less likely to give a correct answer.
These households display some ten-
dency to overestimate the monetary
policy rate. A possible explanation may

be that they still have in mind the
higher past monetary policy rate in ef-
fect when they took out the loan.

It is not apparent which factors af-
fect the assessment of the monetary
policy rate, i.e. which factors deter-
mine whether respondents who gave an
incorrect answer over- or underesti-

> One might argue that the question on the definition of the real interest rate should not enter into the econometric
analysis because both knowledge of the monetary policy rate and knowledge of the correct definition of the real
interest rate are knowledge questions and are likely to be driven by the samefactors. However, excluding the vari-

able indicating knowledge of the real interest rate definition from the explanatory variables affects results only

marginally.
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Chart 2

Perceptions of the monetary policy rate
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Source: Own calculations based on the OeNB barometer survey.

Note: Excluding respondents who gave no answer.
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mated the actual rate and to what ex-
tent.'® Chart 2 gives an overview of the
assessment of monetary policy rates by
several socioeconomic characteristics.
Regarding potential reactions of house-
holds to the ultra-low interest rate en-

vironment, note that the lower left-
hand panel in chart 2 suggests that re-
spondents from households that intend
to change their investment or to take
out a loan are most inclined to think
that the official rate is negative.

15 e experimented with ordered probit regressions as well as with interval regressions, but were not able to detect
any significant patterns. The same is the case for interest rates on savings accounts and on mortgage loans (see

below).
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Table 3

Correct answer to the question on the
monetary policy rate

Average marginal effects after logit estimation

Age —0.04

Age squared 0.00
Education (base category: compulsory schooling or less)
Apprenticeship @2 ===
Secondary schooling 0.26 ***
University 025 ===

Household income (base category: <EUR 1,950)

EUR 1,950 — EUR 3,300 -0.02
>EUR 3,300 -0.04
Female =07 ===+
Target person -0.04
Ownership Q) ===
City size (base category: population of up to 5,000)
5,000 - 50,000 0.03
>50,000 -0.02
Employed 0.02
Loan —0.09 ***
Intention to take out a loan -0.06
Savings accounts -0.03

Intention to change investment 0.03
Knowledge of real interest rate @21 #=

Source: Own calculations based on the OeNB barometer survey.

Note: **¥ *% * indicate significance at the 0.10, 0.05 and 0.07 level.
To improve readability, we divided the age variable by 10 and
consequently age squared by 100.

5.2 Interest rate perceptions on
savings accounts

Most respondents are aware that inter-
est rates on savings accounts are cur-
rently quite low (see table 4). 54% of
respondents expect to receive less than
0.9% interest on a new savings account
and only 8% of respondents expect in-
terest rates above 1.75%.

At the same time, respondents con-
siderably overestimate interest rates on
savings accounts. While there is an offi-
cial policy rate, there is no official rate

'7 The interest rate statistics are available at

Interest rate perceptions and expectations when interest rates are low — survey evidence on Austrian households

for savings accounts, but we can com-
pare our survey data with the data from
the OeNB statistics on the interest rate
of credit institutions, i.e. information
by banks on actually contracted inter-
est rates on savings accounts. Accord-
ing to the interest rate statistics, the
volume-weighted average interest rate
on savings amounted to 0.38% in May
2015."” Hence, three-quarters of re-
spondents choose interest rate intervals
that are clearly above the average rate
according to the interest rate statistics.
Microdata from the interest rate statis-
tics allows us to map volumes from the
interest rate statistics at the same inter-
est rate intervals that we use for survey
data. Table 4 (lower part) shows the
fraction of each interest rate category
in the total volume of new savings ac-
counts. The comparison between the
official interest rate statistics and our
household survey suggests that house-
holds have a tendency to overestimate
interest rates on savings accounts.
Whereas 83% of all savings that were
deposited in a savings account in May
2015 receive less than 0.5% interest,
only 25% of respondents believe that
interest rates on savings accounts fall in
this category. Moreover, whereas 47%
of respondents think that they would
receive over 0.9% interest on new sav-
ings deposits, banks granted such an in-
terest rate for only 5% of all newly
made deposits.'

Chart 3 shows survey results on the
assessment of the interest rate on sav-
ings accounts by respondents’ socioeco-
nomic characteristics and compares

http://www.oenb.at/en/Statistics/Standardized-Tables/interest-rates-and-exchange-rates/Interest- Rates-of-
Credit-Institutions.html. The survey question corresponds to interest rates on new business of euro saving deposits

of households with an agreed maturity of over one year and up to two years.

154 comparison of survey data and data from the statistics on the interest rate of credit institutions has some limita-

tions because the two data sources are quite dg’fferent. At the aggregate level, however, the estimates in the survey

and the data from the interest rate statistics should be similar as long as there are no reasons to believe that survey
respondents would obtain different conditions for savings accounts than savers who actually make new deposits.
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Table 4
Perception of interest rates on savings accounts
Interest rate in 9%
<0.5 0.5-09 09-175 | 1.75-3 >3 Don't know/
no answer
Survey
9% of respondents excluding those who gave no answer
All respondents 25 | 29 | 39 | 7 | 1 16

Interest rate statistics

% of each interest rate category in the total volume of new savings accounts

Deposits 83
Savings deposits 88

12
i

5 0 0
1 0 0

Source: Own calculations based on the OeNB barometer survey, OeNB interest rate statistics.

Note: Savings deposits refer to deposits on savings accounts, deposits also include electronic saving products.

them to the data from the interest rate
statistics. The chart suggests that inter-
est rate perceptions differ only margin-
ally among socioeconomic groups. It
seems that people with tertiary educa-
tion and respondents from households
that intend to change their savings and
investment behavior chose the correct
category “below 0.5%” more frequently
than the average.19 Respondents who
intend to change their investment be-
havior might assess the interest rate
level as lower for two reasons: First,
they are more involved and therefore
better informed. Second, households
might want to use different savings and
investment products because they have

a low assessment of the interest rate
level.

5.3 Interest rate perceptions on
mortgage loans

Households’ perceptions of interest
rates on mortgage loans (table 5) show
a pattern similar to their perceptions of
the monetary policy rate and of the in-
terest rate on savings accounts. Re-
spondents are largely aware that inter-
est rates are very low, but again display
a clear tendency to overestimate inter-
est rates. Possible explanations could be
that there is some time lag in the trans-
mission from policy to retail rates in
general, which might be even larger

Table 5

Perception of interest rates on mortgage loans

Interest rate in %

<1 1-1.75 1.75-2.75 2.75-4.5 >4.5 Don't know/

no answer

Survey

% of respondents
All respondents 4 | 20 | 26 | 32 | 18 | 30

Interest rate statistics

% of each interest category in the total volume of new mortgage loans
Mortgage loans 0 | 33 | 55 ‘ 11 ‘ 0

Source: Own calculations based on the OeNB barometer survey, OeNB interest rate statistics.

" The survey data also suggest that respondents with tertiary education are more inclined to change their invest-
ment behavior than respondents with a lower level of formal education.
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Chart 3

Perceptions of interest rates on savings accounts

All respondents
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I
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By education
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By gender
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50

Source: Own calculations based on the OeNB barometer survey and OeNB interest rate statistics.

Note: Excluding respondents who gave no answer. Interest rate statistics in % of interest rate category in the total volume of new savings accounts.

when interest rates decline. Further-
more, banks may try to increase mark-
ups over the reference interest rate for
new credits in times of falling interest
rates to compensate for falling interest
rate margins in a phase of ultra-low in-
terest rates with a legal or de facto zero
lower bound on deposit rates. Expert
groups on consumer protection have

documented such behavior (Arbeiter-
kammer, 2012). The possibility of an
inverse relationship between the size of
markups and the level of the reference
rate is also in line with the development
of mortgage lending rates according to
the OeNB interest rate statistics over
recent years; however, a more thorough
analysis would be necessary to deter-
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mine the underlying drivers. House-
holds may anticipate or overestimate
this lag. Another explanation would be
that fees are increased to compensate
for reduced net interest rate margins in
a period of ultra-low interest rates. As
pure interest rates and fees are not al-
ways so easy to disentangle, households
might have the impression that interest
rates are declining more slowly than
they actually are.

According to the OeNB interest rate
statistics, the volume-weighted average
interest rate on mortgage loans was
2.03% in May 2015.” Our survey data
show that 50% of respondents thought
that interest rates on mortgage loans
are above 2.75%, which is clearly above
the average rate of the interest rate
statistics. According to the interest
rate statistics, rates above 2.75% were
charged for only 11% of the new loan
volume.”" In fact, 18% of respondents
even thought that they would pay inter-
est rates of more than 4.5%, but such
high interest rates were not charged on
any new variable rate mortgage loans at
all at the time of the survey.

Chart 4 shows survey responses by
socioeconomic characteristics and again
compares them to data from the OeNB
interest rate statistics. As is the case
with the other interest rates, mortgage
interest rate perceptions also differ only
marginally among respondents with
different
tics. We observe some tendency of
households that intend to take out a
loan or to change their investment to
expect mortgage interest rates of below

socioeconomic characteris-

1%. For these households, their low
perception of interest rates might be
one good reason to take out a loan.
Our microdata do not allow us to in-
vestigate why these households have a
lower-than-average interest rate per-
ception (e.g. a better bargaining posi-
tion, better creditworthiness). Surpris-
ingly, among houscholds that intend to
take out a loan, quite a large proportion
thinks that interest rates are above
4.5%. The broad dispersion of re-
sponses by households intending to take
out a loan may indicate that these
households have not yet thoroughly in-
formed themselves about current mort-
gage rates or that the low interest rates
are not the motivation for taking out
a loan.” Finally, it is striking that
around two-fifths of households with
an outstanding loan thought that pre-
vailing mortgage interest rates on
new loans were between 2.75% and
4.5%. This may reflect perception
biases (memory of the higher initial rate
at which the loan was taken out).

6 Interest rate expectations

In this section, we analyze respondents’
expectations for the interest rate level
five years ahead, i.e. in 2020. Informa-
tion on interest rate expectations of
consumers is important for several rea-
sons: Among other things, savings, in-
vestment, and consumption decisions
hinge on interest rate expectations — at
least in theory, where consumers are
rationally acting agents. Low interest
rate expectations for a protracted pe-
riod could point to low expectations for

" The survey question corresponds to new euro-denominated loans for house purchases to households with an initial
mteﬁxation qfup to one year in the interest rate statistics.

I The caveat stated in the section on interest rates on savings accounts regarding the comparabi]ity (jsurvey data

and data from the interest rate statistics is even more applicable to interest rates on mortgage loans. The assess-

ment of interest rates by individual borrowers also depends on their creditworthiness, which we cannot determine

with the available data.

22 About 30% of respondents stated that the low interest rate environment is not among the reasons why they intend

to take out a loan.
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Chart 4

Perceptions of interest rates on mortgage loans
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Source: Own calculations based on the OeNB barometer survey.
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Note: Excluding respondents who gave no answer. Interest rate statistics in % of interest rate category in the total volume of new mortgage loans.

inflation and/or economic growth (sec-
ular stagnation). Furthermore, from a
financial stability perspective, house-
holds that expect unrealistically low in-
terest rates might be more inclined to
take out a loan and might have overly
optimistic expectations about their

ability to pay it back.

We asked about rate expectations in
two formats, first in terms of the ex-
pected direction of changes and then in
terms of ranges. Table 6 suggests that
the majority of respondents expect in-
terest rates to stay at about the same
level or rise somewhat by the year
2020. There are some differences
across expected rates. Only few re-
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spondents expect lower monetary pol-
icy rates or lower interest rates on
mortgage loans, while one-fifth of re-
spondents who gave an answer expect
interest rates on savings accounts to be
even lower in five years. By contrast,
almost two-thirds expect somewhat or
considerably higher mortgage rates.
Turning to interest rate expecta-
tions in terms of ranges, chart 5 sug-
gests that about 20% of respondents
expect the monetary policy rate to re-
main at 0.05% in 2020, 40% expect it
to be in the range of 0.05% to 0.75%,
and about one-third of respondents ex-
pect the monetary policy rate to be
above 0.75% in 2020. Fewer than 10%
expect it to be at zero or even below. A
vast majority of respondents expects
nominal interest rates on savings ac-
counts to be below 1.75%. As this is
below the Eurosystem’s definition of
price stability, it is likely that such nom-
inal interest rates correspond to nega-
tive rates in real terms. Only 15% ex-
pect nominal pretax interest rates on
savings accounts to be around the price
stability definition (implying a zero real
interest rate); virtually nobody expects
positive real interest returns. Thus, over-
all, respondents expect a protracted
period of ultra-low interest rates. The
expectations of households are compat-

Table 6

Interest rate expectations for the
year 2020

Monetary | Savings Mort-

policy accounts | gage

rate loans

% of respondents
Considerably higher 10 4 14
Somewhat higher 43 31 51
About the same level 41 45 30
Lower 7 20 4
Don't know/no answer 22 | 15 | 22

Source: Own calculations based on the OeNB barometer survey.

Note: Upper panel excludes respondents who gave no answer.

ible with market expectations. For ex-
ample, one-year forward five-years
ahead interest rate expectations derived
from EONIA swaps pointed to market
expectations of about 0.8% in May
2015 (the time of the survey).

Our survey data also show that a
certain fraction of respondents expects
relative interest rate movements that
are disadvantageous for houscholds.
Among respondents who expect mone-
tary policy rates to stay at about the
same level, 46% expect mortgage rates
to increase. Furthermore, over 50% of
the (small) number of households that
expect lower monetary policy rates ex-
pect higher mortgage rates. Reasons for
this asymmetry could be skepticism to-
ward banks in general or the fear that
the ongoing strengthening of regula-
tory rules might make loans more ex-
pensive. The notion that banks might
counter a possible overheating in real
estate prices by demanding higher risk
premiums on housing loans would seem
to be too sophisticated to be taken into
account by the general public. Among
households that expect higher mort-
gage rates, 32% expect interest rates on
savings accounts to stay about the same
and 22% even expect lower interest
rate on savings accounts. Three—quarters
of respondents who expect lower inter-
est rates on savings accounts expect
higher interest rates on mortgages.

It is also interesting to compare
households’ interest rate expectations
with their perceptions of current levels
(i.e. the red bars versus the blue bars in
chart 5). What emerges clearly is that
respondents on the whole expect all
three interest rates covered in our sur-
vey to be above current levels in 2020.
Thus, on average they do not take the
current interest rate level as the best
predictor of future rates; on the con-
trary, they seem to believe that the cur-
rent level of interest rates is extraordi-
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Chart 5

Current rates versus expectations
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narily low and that the odds for the fu-
ture are for rates to “normalize” toward
higher levels more in line with respon-
dents’ previous experience.

Finally, let us take a closer look at
interest rate expectations of households
that have taken out a loan or that intend
to take out a loan. This is important
from a financial stability point of view,
as excessively low rate expectations
could mean that households underesti-
mate the future interest rate burden
and potentially their ability to service a

debt. Chart 6 suggests that a dispropor-
tionately high share of respondents who
live in a household that intends to take
out a loan expects mortgage interest
rates to be lower in five years. In any
event, mortgage rate expectations and
loan intentions seem to be consistent.

7 Information by banks

As indicated at the outset in chart 1,
banks should be expected to play a ma-
jor role in the dissemination of infor-
mation on retail interest rates — after
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Chart 6

Expectations and mortgages
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all, interest rates are the key price com-
ponent of their savings and credit prod-
ucts. Moreover, transparency on retail
interest rates including changes over
the contract period in the case of vari-
able rate contracts are a vital element of
price transparency that consumers
need in order to optimize their savings
and borrowing decisions as well as to
monitor risks and opportunities associ-
ated with their financial contracts.

We therefore asked survey partici-
pants whether they felt well-informed
about interest rate changes on savings
accounts and loans and how often their
bank informed them. Borrowers were
additionally asked whether they were
satisfied with the information they re-
ceive from their bank on risks stem-
ming from higher interest rate expen-
diture.

About half of the owners of a sav-
ings account are satisfied with the in-
formation banks provide on interest
rate changes on savings accounts. Most
owners state that they are informed
about interest rates only when interest
rates change (42%), 21% state that they
are regularly informed and 31% that
they have never been informed (see ta-
ble 7). Not surprisingly, survey data re-

veal that the satisfaction with the infor-
mation on interest rate Changes is cor-
related with the frequency of
information. More than 90% of re-
spondents who state they are regularly
informed are satisfied with the infor-
mation policy of banks; this is still the
case for 60% of savings account owners
who are informed when interest rates
change, but only for 5% of savers who
state that they are never informed.
Hence, the survey data suggest that sav-
ers would appreciate more regular in-
formation on interest rates on their sav-
ings accounts.

Two-thirds of borrowers are satis-
fied with the information they receive
on interest rate changes from their
banks. The majority of borrowers state
that they are only informed about inter-
est rates when the latter change. One-
third is informed on a regular basis and
7% state that they have never been in-
formed. However, the Austrian Bank-
ing Act stipulates that borrowers have
to be informed in advance of changes in
the interest rate. The survey cannot de-
termine whether borrowers are actu-
ally not informed or whether they just
think that they are not.
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Table 7

Information on interest rates

% of respondents

Don't know/no answer
Yes
No

Does not own product

Don't know/no answer
Regularly

Only when interest rate changes
Never

Satisfied with bank information on
interest rate changes

Savings accounts | Loans
5 6
46 65
49 29
24 | 78

How often informed about interest
rates

Savings accounts ’Loans

6 5
21 33
42 54
31 7

Well-informed by bank about risks
related to interest rate changes

Loans
Don't know/no answer 8
Yes 58
No 34

Source: Own calculations based on the OeNB barometer survey.

As with savings accounts, consumer
satisfaction and the frequency of infor-
mation on the interest rate are highly
correlated. More than 96% of borrow-
ers that receive regular information are
satistied. This proportion drops to 60%
if information is only provided in the
event of interest rate changes and to
only 10% for respondents who state
that they never receive information on
the interest rate. As with savings ac-
counts, there seems to be room for im-
provement on the way banks provide
information on interest rates. It seems
that borrowers would appreciate more
regular information. If borrowers were
to neglect information on interest rates
that is in principle provided, banks

could think about making the informa-
tion more accessible and visible.
Finally, we asked borrowers whether
they felt well-informed about risks re-
lated to interest rate changes (e.g. higher
annuities). Such risks are important in
Austria because a very large proportion
of loans is at variable rates.”* The im-
portance of information on interest
rate risks is demonstrated by results
from the U.S. and the U.K. Bucks and
Pence (2006) report that in the U.S.A.,
borrowers with an adjustable rate
mortgage are not aware how much the
interest rate on their mortgage can
change. For the U.K., Miles (2004)
suggests that households attach too
much weight to the initial level of

» Variable rate loans accounted for 78% of new lending (in euro) to households in Austria (euro area: 25%) in the

third quarter of 2015.
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Table 8

Financial literacy and satisfaction with bank information
% of respondents satisfied with bank information

Definition real interest rate Monetary policy rate

Correct | Incorrect| Differ- Correct | Incorrect| Differ-

ence ence

Satisfied with interest rate information on
savings accounts 53 47 7 47 50 =3
Satisfied with interest rate information on loans 76 65 i1 == 76 67 10 *
Satisfied with information provided on interest
rate risk 69 60 9= 67 62 5

Source: Own calculations based on the OeNB barometer survey.

Note: *** ** * indicates whether the difference between the proportions is statistically different from zero at the 0.10, 0.05 and 0.01 level of
significance using a Wald test. Correct (incorrect) indicates whether respondents gave a correct (incorrect) answer to the question on the
definition of the real interest rate or the question on the level of the monetary policy rate.

monthly repayments and do not pay
enough attention to the future move-
ments of the interest rate and their im-
pact on loan affordability. According to
our survey, 58% of respondents feel
well-informed about interest rate risks.
This fraction is higher for respondents
who are satisfied with bank informa-
tion on interest rate changes (83%).
Conversely, only 10% of houscholds
that are not satisfied with the informa-
tion they receive on interest rate
changes appreciate the information on
interest rate risks.

To conclude this section, let us
come back to our fourth hypothesis
about the correlation between the per-
ceived quality of information provided
by the bank and respondents’ knowl-
edge. We find that this hypothesis is
partly confirmed. Respondents with
higher financial literacy (as proxied
with knowledge of the definition of the
real interest rate and of the level of the
monetary policy rate) are in general
more satisfied with banks’ information
on interest rate changes and associated
risks. The effect of financial literacy on
satisfaction with bank information is
most pronounced with respect to infor-
mation on interest rate changes for
loans (see table 8). However, the ob-

served differences in satisfaction with
bank information with respect to re-
spondents’ knowledge of the definition
of the real interest rate or of the level of
the monetary policy rate between
well-informed respondents and respon-
dents that lack this knowledge are
sometimes relatively small and, with
regard to the knowledge of the mone-
tary policy rate, not always statistically
significant.

Note, however, that the survey data
leave causality open: We cannot dis-
cern whether households are more
knowledgeable because they receive
better information from their bank or
whether more knowledgeable house-
holds get better information, ask for
better information, or are better at
processing information.

8 Summary and conclusions

In this paper we analyzed financial be-
havior of Austrian households in the
current low interest rate environment.
Our article builds on financial literacy
and behavioral finance literature. The
findings are also relevant for the effi-
cacy of the transmission mechanism of
monetary policy, since it may be argued
that in the end, perceived (rather than
actual) current and expected future re-
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tail interest rates drive consumers’ sav-
ings and borrowing behavior. Applied
to our initial hypotheses, our findings
suggest the following:

Our findings confirm our first hy-
pothesis that housecholds have limited
knowledge of interest rates. This is sug-
gested by the high proportion of “don’t
know” answers to the questions on the
current and expected levels of interest
rates and the nonnegligible proportion
of respondents who gave wrong an-
swers on the question regarding the
current level of the policy rate. The hy-
pothesis that perceptions of interest
rates are heterogeneous and on average
biased holds true: Perceptions of both
savings and mortgage rates exhibit a no-
ticeable upward bias. This notwith-
standing, the vast majority of respon-
dents is at least aware that we are cur-
rently experiencing a period of very
low interest rates.

The second hypothesis that percep-
tions of the current level of interest
rates are influenced by socioeconomic
factors and personal relevance was
partly confirmed insofar as knowledge
(i.e. not answering “don’t know” and
giving a correct answer to the question
on the current policy rate) is affected
by socioeconomic factors. By contrast,
perceptions of the level of interest rates
seem to be only weakly affected by so-
cioeconomic factors. Our data do not
seem to suggest that personal relevance
for investment or credit decisions leads
to more accurate perceptions of pre-
vailing current interest rates.

Our results confirm the third hy-
pothesis in that respondents find it
easier to state the direction of future
interest rate developments than to indi-
cate a specific value. Respondents ex-

pect interest rates to stay very low in the
near future. While expectations are in-
deed quite heterogeneous, they are at the
same time very much in line with the
notion of a zero lower bound of interest
rates, i.e. hardly any household expects
negative nominal interest rates.”

Our fourth hypothesis on the cor-
relation between financial literacy and
satisfaction with bank information is
partly confirmed. The effect of finan-
cial literacy on satisfaction with bank
information is most pronounced for
mortgage loans.

On the whole, it seems that while
respondents display some important
knowledge and awareness gaps about
actual current interest rates and have
difficulties forming expectations about
the values of future interest rates, their
perceptions of current interest rates as
well as their expectations of future in-
terest rates are broadly consistent with
the ECB’s current expansionary mone-
tary policy stance and its signals that in-
terest rates are going to stay very low
over the medium term. At the same
time, a noticeable upward bias in house-
holds’ perceptions of prevailing savings
accounts and mortgage credit interest
rates might indicate that Austrian
households are not, or not yet, aware of
the full extent of the low interest rate
environment.

This perception bias might imply
that households’ financial behavior does
not yet reflect the full expansionary ef-
fect of the ECB’s current monetary pol-
icy stance. We intend to perform fol-
low-up research to analyze the survey
data to determine whether and how the
current ultra-low interest rate environ-
ment affects economic decisions and
behavior of Austrian households.

* The survey was conducted before potential negative interest rates were widely discussed. This has changed mean-

while, among other things because of media coverage of banks’ reservations about accepting negative interest rates

on existing loan contracts and first decisions by courts on this matter. These developments might change the atti-

tude of households on negative interest rates.
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Annex

Income variable

For most variables, we use the answers
referring to the respondent. Apart from
variables that only make sense at the
household level (e.g. ownership of the
primary residence), the only exception
from this rule is income. We use house-
hold income to indicate the overall eco-
nomic situation of the household.

The survey asked households to
specify incomes (the personal income
of the respondent as well as the house-
hold income) in 20 categories and addi-
tionally offered the possibility to refuse
answering. We recategorized the sur-
vey data into the following three in-
come categories:

* below EUR 1,950 (base category in
logit estimations)

* EUR 1,950 to EUR 3,300

* EUR 3,300 and above

A problem arose because 570 (28.4%)
of the 2,005 households in the sample
did not provide any data on houschold
income. Since we cannot assume that
the refusal to answer the question on
income is random, we preferred not to
exclude households whose income data
are missing. Consequently, we imputed
missing income information using the
Stata statistical software program pack-
age for multiple imputations. To impute
missing income information, we per-
formed ordered logistic regressions
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with the following explanatory vari-
ables: the number of income recipients
in the houschold, the employment sta-
tus of the target person (employed full-
time or part-time, retired, student, un-
employed, qualified task, managerial
task, farming) as well as age, age
squared, gender, education, marital
status, city size and ownership of the
primary residence. The number of im-
putations is 20.

Size of the sample

Opverall, 2,005 people took part in the
survey. Apart from missing income, re-
fusal to answer the question or “don’t
knows” also affected the variables loan
(49 retusals), intention to take out a loan
(87), intention to change investment (182).
Overall, we miss at least one of these
variables for 257 households. Unlike in
the case of income, we cannot impute
the missing observations. Ultimately,
1,748 interviews entered the econo-
metric analysis.

Descriptive summary statistics

Summary statistics explanatory
variables

% of respondents

Age

<30 20
30-39 15
40-49 19
50-59 17
60—-69 13
>70 17
Education

Compulsory schooling at most 15
Apprenticeship 59
Secondary schooling 17
University 9
Household income

<EUR 1950 38
EUR 1,950 — EUR 3,300 26
EUR 3,300 and above 10
Don't know/no answer 27
Employed 62
Gender

Male 49
Female 51
Target person

Yes 72
No 28
City size (base category: population of up to 5,000)
<5,000 40
5,000 - 50,000 25
>50,000 34
Loans and investment

Ownership 61
Loan 77
Intention to take out a loan 7
Savings accounts 75
Intention to change investment 8

Source: Own calculations based on the OeNB barometer survey.
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Financing the Austrian economy —a bird's

eye view based on the financial accounts from
1995 to 2014 and a look at the road ahead

“Ibelieve we should complement the new European rules for banks with a Capital
Markets Union. To improve the financing of our economy, we should further
develop and integrate capital markets. This would cut the cost of raising capital,
notably for SMEs, and help reduce our very high dependence on bank funding.”

Jean-Claude Juncker (2014)

As a well functioning financing system is essential for an economy, the EU has launched a
Capital Markets Union initiative to ensure stronger integration of European capital markets
and to reduce the dependence of enterprises on banks. Especially since the beginning of the
financial and economic crisis, much discussion has centered on ways to foster financing chan-
nels aside from classical bank lending. A precondition for boosting alternative sources of
finance is to check the absolute values and the sources available for financing. We find that
while financing through classical bank lending has lost its overwhelming importance in the
past 20 years, it remains the major financing channel. There is still potential for the household
sector’s role in direct business financing to increase, as holdings in savings accounts and real
estate of private foundations are comparatively large. Unlocking 1% of sight and savings
accounts of the household sector would imply an increase of 2.8% (direct business participa-
tions), 3.3% (other stocks) and 3.2% (listed stocks) in direct business financing. New SME
bond markets could be another investment channel through which to allocate unlocked capi-
tal. Improving debt securitization might help increase credit supply.

JEL classification: E50, G10, G14, G23
Keywords: Capital Markets Union, banking, securitization, SME bonds

Financing in Europe is heavily based on
the banking system. Especially small
and medium-sized enterprises (SMEs)
rely on bank lending. However, bank
lending gaps have opened up since the
crisis. The current economic and finan-
cial crisis has reduced bank lending and
has affected SMEs in particular because
credit sources tend to dry up more
rapidly for small firms than for large
companies during economic down-
turns. SMEs play a significant role in
generating employment and driving
innovation and growth, so it is of
utmost importance to restore their
financing resources. Fostering SME
financing implies restoring banks’
health to improve bank lending and

supporting the development of a broad
range of nonbank financing for SMEs in
debt and equity markets, as the latter
are especially well-suited for innova-
tion-oriented SMEs (OECD, 2015).
The financing of SMEs requires a
variety of instruments. A major policy
challenge in Europe is to establish a
broad range of complementary non-
bank financing especially suited for
SMEs. If companies rely solely on bank
loans, their opportunities to grow are
limited. Better diversified funding
sources — including venture capital,
private equity and private placement
opportunities — are important vehicles
to allow smaller companies to expand
and achieve the scale and financing nec-
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essary to gain access to publicly traded
markets. The Capital Markets Union
(CMU) aims at establishing an adequate
framework and conditions for more and
better diversified finance in the EU. To
this end, it proposes to foster a shift in
capital held by households away from the
classical investment channel via depos-
its transformed into loans by banks to-
ward more direct business investments.

The European Commission identi-
fies unlocking “the capital around Europe
which is currently frozen and put|ting] it
to work for the economy, giving savers more
investment choices and offering businesses a
greater choice of funding at lower costs” as
a major objective of the CMU (Euro-
pean Commission, 2015c).

In this study, we perform a stock-
taking exercise of financing in Austria
using financial accounts data from 1995
to 2014. We redefine specific aggre-
gates of the financial accounts to draw
a clearer picture of direct business
financing and attempt to identify what
the European Commission calls “frozen”
capital — a rather unclear term. As we
understand it, “frozen” capital refers to
all forms of savings that can lead only to
indirect investment via banks, such as
savings and sight accounts, versus direct
business investments, such as equity
capital, stocks or corporate bonds.

We find that in the past 20 years,
the overwhelming importance of financ-
ing through classical bank lending has
already diminished, but it remains the
major financing channel. The CMU is not
the first attempt to foster capital mar-
kets (in Austria). Besides the so-called
“Zukunftsvorsorge” (2014: EUR 8.1
billion, see OeNB, 2015b), an attempt to
establish a state-subsidized private pen-
sion system in 2003, the minister of fi-
nance also installed a so-called “Kapi-
talmarktbeauftragter,” a government
office with the task of fostering capital
markets, which was abolished again in

2014. Although direct financing by
households and private foundations has
already risen, there is still room for
growth, as holdings in savings accounts
and real estate of private foundations —
usually counted as business participa-
tions of households — are rather large.

We provide a back-of-the-envelope
calculation to illustrate the possible
effects of “unlocking” the household
sector’s “frozen” capital and shifting it
to the main existing direct financing
channels while holding constant the
allocation of types of financers (inves-
tors) to different forms of direct busi-
ness financing., For each percentage
point of such a shift from the real estate
of private foundations to business
financing, overall direct business par-
ticipations would increase by 0.26%,
other stocks by 0.15% and listed stocks
by 0.14% of their current volume.
Given a 1 percentage point shift from
insurance claims, these numbers increase
to 1.3%, 1.6% and 1.6%, respectively.
Unlocking 1 percentage point of sight
and savings accounts would even imply
an increase of 2.8% in direct business
participations, 3.3% in other stocks
and 3.2% in listed stocks. These figures
depend on the amount of unlockable
capital held by households, nonprofit
institutions serving households as well
as private foundations. All their claims
together comprise the household sector.
Furthermore, these figures depend on
the sector’s portfolio allocation to dif-
ferent types of business participations,
i.e. direct business participations, listed
stocks and other stocks.

One main goal of the CMU is to
create integrated European bond mar-
kets for SMEs as a possible alternative
channel through which capital cur-
rently locked in real estate of private
foundations, sight and savings accounts
or insurance claims (also including pri-
vate pension entitlements) could be al-
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located to businesses once functioning
markets have been established.

Even though debt securitizations of
mortgages were one of the main ingre-
dients which started the financial crisis
in the U.S.A., various improved forms
of debt securitization might help banks
to sell claims off their balance sheets
and allow them to lend more to SMEs,
particularly to enterprises that are too
small to participate in bond markets.

The rest of this paper is structured
as follows. Section 1 introduces the
data and highlights their main particu-
larities. Specifically, we explain how
they differ from the usual display of fi-
nancial accounts data. In section 2, we
discuss the types of financers and the
types of investment in the current
financing structure. Section 3 deals
with changes in the composition of
financers as well as investment types
from 1995 to 2014. In section 4, we
take a closer look at the direct financ-
ing of enterprises, focusing on the main
existing forms of direct business fi-
nancing. In section 5, we discuss new
financing approaches, such as an SME
bond market and simplified European
debt securitization, and their possible
impact on credit supply and banks’
profitability, and we point out related
caveats. Section 6 concludes.

1 Data from the Austrian financial
accounts from 1995 to 2014

We use yearly data from the Austrian
financial accounts from 1995 to 2014.°
Within the framework of sector ac-
counts as defined by the European sys-
tem of accounts (ESA 2010), the finan-
cial accounts provide stock and flow
information on the financial investment
and financing activities of each sector.
In the case of Austria, the financial ac-
counts are compiled on a “from whom

’ We use financial accounts data as of August 2015.

Financing the Austrian economy — a bird’s eye view based on the
financial accounts from 1995 to 2014 and a look at the road ahead

to whom” basis, i.e. the data illustrate
the debtor-creditor relationships that
emerge between the sectors based on
the underlying financial instruments.
The financial accounts are calculated
from a wide variety of sources, includ-
ing the balance of payments, money
and banking statistics, the asset, in-
come and risk statements of banks,
securities statistics, balance sheet data,
and many more. Details on the basis for
the data can be found in the OeNB’s
financial accounts manual (OeNB,
2014). The data themselves can be
found on the OeNB website (OeNB,
2015a).

1.1 Financers

In the following section, we specify the
situation of financing in Austria. We
start by taking the perspective of
financers. Financers have claims based
on invested capital or granted credits.
In a second step, we examine all types
of domestic financers and their finan-
cial claims managed in Austria. These
claims also include claims abroad pro-
vided they are managed in Austria. Ad-
ditionally, we separately examine all
claims abroad on domestic entities.

We regroup the financial accounts
to make them more useful for our anal-
ysis. For the enterprise sector, we look
at the financial corporations (financial
accounts sector S.12) minus the central
bank (the Oesterreichische National-
bank; S.121) and nonfinancial enter-
prises (S.11) separately. To prevent
double counting, we exclude all claims
of investment funds (S.123, S.124) from
our analysis.

The claims of the household sector
are split up into three segments: First,
we have the claims of households (S.14),
excluding claims of nonprofit institu-
tions serving households (NPISHs, S.15)
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and of private foundations (usually part
of S.14), as well as claims of those usu-
ally classified under households. Typi-
cally, financial asset holdings as well as
real estate of private foundations are re-
corded as financial claims of house-
holds, as these are usually the beneficia-
ries of private foundations. Also, the
real estate holdings of private founda-
tions are considered financial claims in
the form of direct business participa-
tions of households. Note that households
include sole proprietorships with up to
50 employees and a turnover of less than
EUR 10 million, farmers, employers (in-
cluding own-account workers), groups
of own-account workers (such as group
physician practices). However, all lim-
ited liability companies, regardless of
their size, are accounted for via direct
business participations. As most busi-
ness participations of houscholds are
participations in such small limited lia-
bility companies, we still cover the
most important share in small enter-
prises. The fact that sole proprietor-
ships are counted as houscholds still
leads to an overestimation of the possi-
ble exchange of “frozen” capital into
equity components of the household
sector. This proportion of sole propri-
etorships should however not be over-
estimated due to the fact that the num-
ber of companies in this area is rather
limited. Additionally, such small enter-
prises are financed neither via the stock
or bond markets nor via direct invest-
ment in limited liability companies, i.c.
direct business participations. Rather,
they rely mostly on credits from banks,
a financing channel that is not likely to
change in the near future (see section
5). Other forms of financing such as
crowd funding or lending clubs are on
the rise but for now remain of too lim-

ited scope to substitute classical bank
loans.

Second, we have the claims of pri-
vate foundations, which are usually also
reported as household or NPISH finan-
cial claims and are usually double
counted when additional information
on private foundations is presented. We
also include the real estate holdings of
private foundations to remain consis-
tent with financial accounts totals, as
those holdings are usually reported as
financial claims of households.?

Third, we have the claims of
NPISHs, again excluding the financial
claims of private foundations to prevent
double counting and to stay consistent
with the totals of financial accounts.

In the public sector (usually only
S.13), we distinguish between the
claims of the Austrian central bank
(OeNB; usually financial sector S.121),
and the claims of all other public enti-
ties (S.13), i.e. general government.

We cannot distinguish between dif-
ferent types of financers holding claims
abroad. Of course, in the end all claims
are held by a natural person or the gen-
eral government. For detailed defini-
tions of the sectors, see OeNB (2014).

1.2 Types of investment

To characterize the situation of financ-
ing in Austria, we distinguish between
different types of investment. This
investment — the claims that financers
hold — consists of gold and Special
Drawing Rights (ESA code F.1), cur-
rency and deposits (F.2), short-term
debt securities (F.31), long-term debt
securities (F.32), business participa-
tions (equity, F.51), investment certifi-
cates (mutual fund shares, F.52), insur-
ance claims (F.6), derivatives and other
claims (F.7 and F.89) as well as credit

> See annex table Al for an illustration of the dif ferences between our classification and standard financial accounts

reporting in the household sector.
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Chart 1

Financial claims of domestic financers managed in Austria

Domestic financers 2014

Types of investment

__ Special Drawing Rights: EUR 11 billion
(0.4%)

| Sight/savings accounts: EUR 609 billion
(24.3%)

Financial claims in
Austria:
EUR 2,503 billion

Source: OeNB.

lines (F.4 and F.81). We additionally
report the real estate holdings of pri-
vate foundations, which are usually re-
ported as business participations (F.51)
of households and NPISHs.

In section 4, we split up business
participations into greater detail, i.e.
into listed shares (F.511), unlisted
shares (F.512) and direct business par-
ticipations (other equity, F.519).

2 Financing in Austria in 2014

Chart 1 shows the financing patterns
for 2014 of financial claims of domestic
financers managed in Austria. Overall,
domestic financers hold about EUR
2,500 billion of financial claims. The
bulk of financing is channeled through
the financial sector, which holds about
EUR 1,200 billion of these claims.
Households are the second-largest
financer, holding about EUR 520 bil-
lion, closely followed by nonfinancial
enterprises with EUR 445 billion.

General government financial claims
amount to about EUR 190 billion, the
central banks’ claims to EUR 93 bil-
lion. The amount of financial claims
held by private foundations (including
their real estate holdings) comes to
about EUR 55 billion. The financial
claims of NPISHs total EUR 7 billion.

Most of these investments, namely
EUR 674 billion, are directly granted
credit lines. A rather large amount of
financial assets, EUR 609 billion, take
the form of sight and savings accounts.
About EUR 570 billion are direct busi-
ness participations, either via the stock
market or via direct ownership in lim-
ited liability companies. Long-term se-
curities total EUR 289 billion, insur-
ance claims EUR 134 billion. Claims in
the form of derivatives are compara-
tively small at about EUR 45 billion.
Real estate of private foundations ac-
counts for EUR 18 billion, Special
Drawing Rights for EUR 11 billion and
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Financial claims of foreign financers on Austrian entities

Foreign financers 2014 Types of investment

Financial claims
EUR 886 billion

Source: OeNB.

O
=
=
2
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w

Financing of the economy: size of institutional sectors in the EU-28 in 2014

EUR billion
Providers of Financial corporations (intermediation) Users of funds
funds (assets) EUR 94,400 billion (liabilities)
e Y
Households
/ @ EUR 10,000 billion
Households r *
EUR 31,100 billion Other financial institutions (OF|S)
EUR 31,100 billion
NFCs

EUR 39,300 billion

NFCs
EUR 23,900 billion

>
&

)

MFls (banks and MMFs)

EUR 48,500 billion

Governments
EUR 15,600 billion

Governments
EUR 6,600 billion

Insurance corp. and pension funds
L EUR 14,800 billion /

Source: European Commission (2015b).

Note: The height of each box is proportional to the actual size of the sector. Assets and liabilities of the real economy and rest of the world include
funds channeled both through intermediation and direct financing.
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short-term securities for EUR 6 billion
of investments.

Chart 2 shows the financial claims
of financers abroad on Austrian enti-
ties. These do not include claims on
entities outside of Austria that are
purely managed in Austria. Total claims
of foreign financers in Austria come to
about EUR 890 billion.

Foreign financers mainly invest in
long-term securities, which sum up to
about EUR 340 billion, and business
participations, which come to about
EUR 250 billion. Some EUR 140 bil-
lion take the form of sight and savings
accounts, whereas credit lines account
for around EUR 100 billion. All other
investment types are of lesser impor-
tance (investment certificates: EUR 18
billion; short-term securities: EUR 16
billion; derivatives: EUR 14 billion;
Special Drawing Rights and insurance
claims: EUR 2 billion each).

Holding over 60% of all financial
claims, the banking system and foreign
investors are therefore by far the largest
financers. Households (15%) and non-
financial enterprises (13%0) are also rather
large investors. Again, in the end all
claims are held by a natural person or
the general government. The relation-
ships displayed here show only the
first-order financing channels, namely
the relations between the operating en-
tity and its first known counterpart.
Furthermore, because we exclude invest-
ment funds to prevent double counting,
we mask the fact that households hold
about EUR 5 billion in businesses indi-
rectly via investment funds; in our case,
these holdings show up as holdings of
banks. A more detailed analysis of the
household sector based on data under-
lying the financial accounts can be found
in a recent publication of the Oesterre-
ichische Nationalbank (OeNB, 2015b).

A similar illustration (chart 3) for
the EU-28 is given in the Supplement

Financing the Austrian economy — a bird’s eye view based on the

financial accounts from 1995 to 2014 and a look at the road ahead

Economic Analysis to the Action Plan
on Building a Capital Markets Union
(European Commission, 2015b).

3 Financing in Austria from 1995
to 2014

The financial claims (in nominal terms)
of domestic financers almost tripled
from about EUR 850 billion in 1995 to
about EUR 2,500 billion in 2014.
Claims of foreign financers on domestic
entities, however, increased nearly six-
fold from about EUR 150 billion to
almost EUR 900 billion. During the
same period, domestic financers in-
creased their capital claims abroad from
about EUR 125 billion to almost EUR
900 billion. Therefore, the share of for-
eign capital in Austria increased signifi-
cantly.

While we had to exclude holdings
of domestic investment funds to pre-
vent double counting, holdings of spe-
cial purpose entities (SPEs) are included
in the financial sector. Their impor-
tance sharply increased from 2005 and
is partly responsible for the steep in-
crease in absolute values of the financial
claims of the financial sector (see chart
4). SPEs’ holdings came to below EUR
5 billion in 2004 and already amounted
to roughly EUR 115 billion in 2014.
However, as a share of total financial
claims, the share of the financial sector
did not increase over the 20 years to
2014, remaining relatively stable at
around 50%. Also, the share of the
general government remained rather
stable at about 7%. Nonfinancial enter-
prises, however, increased their share
from about 11% to roughly 18% of do-
mestic financers’ total financial claims.
The central bank also increased its
share of total financial claims from
2.7% to about 3.7%. Private founda-
tions played a minor role in 1995, hold-
ing about 0.4% of total financial claims,
whereas in 2014, their share had in-
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Chart 4

Financial claims by financer type from 1995 to 2014

Absolute values
EUR billion
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Source: OeNB.
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creased fivefold to more than 2% of all
claims. NPISHs remain fairly unim-
portant, holding less than 1% of all
financial claims.

Let us now examine how financers’
portfolios changed from 1995 to 2014.
This analysis aims at highlighting port-
folio changes over time as well as iden-
tifying possible sources of more direct
business financing via business partici-
pations or possible future SME bond
markets (see section 5). We show the
absolute and relative importance of dif-
ferent types of financing.

Spider charts, which display multi-
variate data in the form of a two-di-
mensional chart with quantitative vari-
ables represented on axes starting from
the same point, are useful for looking at
several different factors all related to
one item. Each panel of spider charts 5a
to 5h is sorted clockwise, starting at 12

o’clock and descending by the share a
financer held in a certain investment
type in 2014. Each panel shows the
share of different portfolio items in
percent of the respective financer’s to-
tal financial claims, so that all items al-
ways sum up to 100%.

Foreign financers (chart 5a) hold
mainly long-term securities, business
participations and sight and savings ac-
counts. Between 1995 and 2014, they
increased their holdings in business
participations and decreased them in
sight and savings accounts. Of course,
this change might be partly due to a
change in the composition of foreign
investors: fewer households versus
more banks, insurance companies and
enterprises.

As the main provider of credit to
the economy, the financial sector (chart
5b) holds claims mainly in the form of
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Chart 5
Financers’ holdings by investment type
a) Foreign financers b) Financial sector (excl. central bank)
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Short-term securities Long-term securities

Credit lines

credit lines/loans. Sight and savings
accounts as well as business participa-
tions and long-term securities also rep-
resent important holdings. One expla-
nation for the rise in the share of busi-
ness participations as well as long-term
securities from 1995 to 2014 is the
growing importance of domestic SPEs,
which are part of the financial sector.
Their financial claims amounted to

about EUR 115 billion in 2014. Many
SPEs are founded for tax reasons, are
owned by foreign investors, and consist
mainly of business participations out-
side of Austria.

Nonfinancial enterprises (chart 5c)
raised their share of business participa-
tions and credit lines and decreased liq-
uid assets in sight and savings accounts,
which were still almost as large in 1995
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as business participations and credit
lines.

The portfolio of the general govern-
ment (chart 5d) also changed, to a
lesser degree, away from credit lines
and business participations and toward
long term securities.

The central bank’s portfolio (chart
5e) changed away from securities and
gold (Special Drawing Rights) toward
liquid assets in sight and savings ac-
counts (transferable and nontransfer-
able deposits).

The portfolios of households (chart
5f) hardly changed. By far the most im-
portant assets (close to 60% of all fi-
nancial claims) are sight and savings ac-
counts, followed by insurance claims
and business participations. For an
analysis of savings accounts in Austria,
see Andreasch et al. (2012).

NPISHs = shifted their portfolio
strongly toward business participations,
which might have to do with a change
in the structure, number and increas-
ing variety of NPISHs.

Chart 8

Business participations (and real estate of private
foundations) of the household sector

1995 2014

EUR billion EUR billion
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Source: OeNB.
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Private foundations’ share of busi-
ness participations declined whereas
their real estate holdings increased.

4 Direct financing of enterprises

To identify possible channels that serve
to increase the direct financing of en-
terprises thereby decreasing their de-
pendence on the banking system, we
analyze the financial claims directly
linking the houschold sector to enter-
prises: the listed stocks, other stocks
and direct business participations of
households, private foundations and
NPISHs. Direct business participations
are mostly direct shares in limited lia-
bility companies and therefore include
smaller enterprises.

For the sake of consistency, we re-
port the real estate holdings of private
foundations, which are usually counted
as direct business participations of
households. This is important also for
interpretation purposes, as for the
question of direct business financing it
makes no sense to count the real estate
wealth of private foundations as invest-
ment in business (held by households),
which would be the usual procedure in
the financial accounts. Chart 8 shows
the absolute values of these claims for
1995 and 2014.

As a next step, we examine the pos-
sible impact of the CMU on direct busi-
ness financing by “unlocking frozen
capital.” We calculate the percentage
change in three types of business par-
ticipation (direct business participa-
tion, listed stocks, other stocks) given a
1% shift in different “frozen” capital
types. These “frozen” capital types are:
sight and savings accounts, insurance
claims and real estate of private founda-
tions.

Chart 9 shows the resulting values
of this back-of-the-envelope calculation
to assess the size of possible shifts to di-
rect business financing,
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The largest amounts are held in
sight and savings accounts (roughly
EUR 250 billion), the second-largest in
insurance claims (roughly EUR 121 bil-
lion) and the third-largest in real estate
of private foundations (roughly EUR 19
billion), totaling roughly EUR 385 bil-
lion of “frozen” capital. Even though
the values in different types of business
participations differ quite substantially,
with about EUR 58 billion being held
in direct business participations, roughly
EUR 23 billion in listed stocks and
about EUR 4 billion in other stocks,
the relative effects of a shift to these
assets are still quite similar among
financers. We assume that financers al-
locate their “unlocked” assets along the
same partitioning lines they use for
their existing business participation as-
sets. For example, households hold
about 64% of their business assets in di-
rect business participations and only
5% in other stocks, while private foun-
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dations hold almost 80% in direct busi-
ness participations. Turning to the dis-
tribution of the “frozen” capital among
household sector entities, most of the
savings accounts as well as all insurance
claims are held by households, while all
real estate of private foundations is held
only by private foundations.

The resulting relative effects are a
combination of all these factors. For
each 1% shift from real estate of private
foundations to business financing, we
see an increase in overall direct busi-
ness participations, other stocks and
listed stocks by 0.26%, 0.15% and
0.14%, respectively. Given a 1% shift
from insurance claims, these numbers
increase to 1.3% (direct business par-
ticipations), 1.6% (other stocks), and
1.6% (listed stocks). Unlocking 1% of
sight and savings accounts would even
imply an increase of 2.8% (direct busi-
ness participations), 3.3% (other
stocks), and 3.2% (listed stocks). Note

Chart 9

Percentage change of business participation given a 1% shift from other assets

Direct business participations

Other stocks

Listed stocks

0.0 0.5 1.0
Change in %

mm Real estate (private foundations)

Source: OeNB.

B |nsurance claims B Sight and savings accounts

Note: This back-of-the-envelope calculation illustrates a 1% shift from certain asset types of households, NPISHs and private foundations toward
business participations, given these entities’ current structure of different types of business participations.
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that smaller enterprises benefit rela-
tively more from unlocking the real
estate of private foundations, as they
invest the highest relative share in such
assets compared to investments in listed
stocks and other stocks.

Once a successful CMU has estab-
lished SME bond markets, these mar-
kets would be another possible target to
which unlocked capital would shift (see
section 5).

Note that the choice of assets desig-
nated as “frozen” capital remains rather
arbitrary. For example, one could also
define bonds held by households, espe-
cially sovereign and banking sector
bonds, as “frozen” capital. Insurance
claims, on the other hand, also include
private pension insurance entitlements
that might be not the best policy choice
for such a portfolio shift. Even though
real estate might in general not be a
good candidate for “frozen” capital, we
include it not only for reasons of com-
pleteness and because it is usually
counted as a business asset and has to be
removed from that asset class in such an
analysis, but also because in the case of
private foundations, it is rather to be
seen as an “investment” controlled by

few households that might well qualify

as “frozen” capital. However, the point
of this exercise is rather to illustrate the
relative potential dimension of such a
portfolio reallocation given the current
asset volumes and portfolio allocations
of the different agents.

It is quite important to also con-
sider the mechanism of control of these
assets. As Atkinson underlines, “in con-
sidering the role of capital it is necessary to
keep distinct the beneficial ownership of
wealth and the control conveyed by capital
over economic decisions” (Atkinson, 2015,
p- 155). While there are about 3.8 mil-
lion households in Austria, financial
wealth is relatively concentrated, so
that only a very small share of house-
holds holds a large fraction of financial
claims.

We showed that savings accounts
are strongly concentrated (see table 1).
More than 30% of total savings are
concentrated in the top 1.8% of savings
accounts above EUR 50,000. From
data collected in the Household Fi-
nance and Consumption Survey, we
also know that even the wealthiest
households hold substantial amounts of
wealth in sight and savings accounts.

This concentration of savings im-
plies that a CMU could succeed if it

Table 1

Savings account data for 2011

Account category

Up to EUR 10,000

EUR 10,000 to EUR 20,000
EUR 20,000 to EUR 50,000
EUR 50,000 to EUR 100,000
EUR 100,000 to EUR 500,000
EUR 500,000 to EUR 1 million
EUR 1 million to EUR 3 million
Above EUR 3 million

Total

Share in total
number of accounts

Number of accounts

%

in %

18,760,739 | 80939 80939
3200669 | 13809 94747
807007 | 3482 98229
281,698 1215 99444
121,761 0525 99970
4833 | 0021 99990
1,856 | 0008 99998
366 | 0002 100000

23178929 | \

Source: Savings account data compiled by the OeNB.

Aggregate balances

Cumulated ‘ EUR million

Share in aggregate Balance per account
balances
% Cumulated ‘ EUR
in%

40,820 | 26.003 26.003 2,176
43,350 27.615 53.618 13,544
25,056 15.961 69.579 31,049
19147 12197 81.777 67971
20,221 12.881 94.658 166,070
3190 2.032 96.690 660,115
2,805 1.787 98477 1,511,120
2,391 1.523  100.000 6,533,617
156,981 | | 6,773
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gives households in the upper part of
the wealth distribution more incentives
to move liquid assets from sight and
savings accounts into direct invest-
ment. These are also likely to be the
households that can easily bear the ad-
ditional risks associated with higher re-
turns and that are more willing to react
to such incentives, as their portfolios
display a high degree of risk diversifica-
tion. Already now, riskier assets and
riskier financing behavior is more likely
to be observed among wealthier house-
holds. They have a higher probability to
hold stocks, mutual funds but also for-
eign currency loans. By comparison,
the large group of low-wealth individu-
als mostly have sight and savings ac-
counts as their one and only financial
asset (see Fessler and Schiirz, 2008).

By the same token, Austria has
around 3,200 private foundations that
are controlled by about the same (or
smaller) number of households. This
raises the issue of so-called business an-
gels and other high-wealth individuals
who could become business angels by
shifting e.g. real estate wealth (of their
private foundations) or wealth in sight
and savings accounts to direct business
participations. An analysis of private
foundations’ equity stakes in direct
business participations (limited liability
corporations, see table 2) shows that
wealth in private foundations is also
rather concentrated even inside the
group of private foundations (see table
2), indicating that only very few private
foundations hold large amounts of real
estate wealth, assuming that real estate
wealth is similarly unequally distrib-
uted among private foundations.

5 SME bonds and debt
securitization

Two of the arguably most important
goals of the CMU are to create new
tools, such as integrated European bond
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Table 2

Shares of top groups in private
foundations’ total equity stakes

Total equity Share in

stakes per total equity

private stakes

foundation

EUR billion %
Top 10% 74 80.35
Top 5% 6.3 68.34
Top 1% 3.8 41.05
Total 9.2 100.00

Source: OeNB (as of 2010).

markets for SMEs, and to develop im-
proved forms of debt securitization.

European bond markets for SMEs
have to be considered an alternative
channel through which capital cur-
rently locked in real estate of private
foundations, sight and savings accounts
or insurance claims could be allocated
to business once functioning markets
have been established.

Additionally,  various improved
forms of debt securitization might help
banks to sell claims off their balance
sheets and allow them to lend more to
SMEs, particularly to enterprises that
are too small to participate in bond
markets.

5.1 SME bond markets

The Prospectus Directive regulates
what information a company needs to
provide in a so-called prospectus to
gain access to regulated markets in the
EU. Its main purpose is to provide in-
vestors with an equivalent level of pro-
tection and comparable information
across the EU.

The administrative burden of pro-
ducing such a prospectus is quite large,
and one objective of the CMU is to re-
duce that burden to enable more and
especially smaller SMEs to gain access
to capital markets.
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The Action Plan of the European
Commission states that the Commis-
sion will:

“Modernise the Prospectus Directive to
make it less costly for businesses to raise
funds publicly, review regulatory barriers
to small firms listing on equity and debt
markets and support the listing activities of
small firms through European advisory
structures”  (European ~ Commission,
2015a).

The object is to enable more SMEs
to place bonds. Currently, large com-
panies are the main beneficiaries of this
type of financing, which generally plays
a minor role in overall company financ-
ing. In Austria, the amount the house-
hold sector invests in company bonds is
quite small (EUR 5 billion of about
EUR 585 billion, see OeNB, 2015b).
Several preconditions are required to
implement such an SME bond market:

First of all, as the Commission
states, the Prospectus Directive would
need to be overhauled to enable smaller
companies to seck capital on the capital
markets. Second, a harmonized way to
rate European SMEs would need to be
in place. Third, to make such bonds at-
tractive for houscholds that usually opt
for sight and savings accounts, they
would need to be sold in small amounts.
Otherwise, they might mainly attract
institutional investors. Fourth, a suffi-
ciently liquid secondary market would
need to be in place to allow investors to
actually sell bonds in an acceptable
amount of time. Compared to the few
traditional corporate bonds of large
companies traded in Austria, such SME
bonds would come with rather large
risks. Investing in single SME bonds
might therefore be rather risky for most
households, as they do not have the re-
sources to diversify in the SME bond
market, but might be interesting for in-
stitutional investors. A likely result
would be that households would invest

in other structured products, such as
certificates or mutual funds linked to
such SME bonds.

It should also be mentioned that to
make such a market work transnationally,
changes in insolvency laws, tax laws,
and corporation laws might be neces-
sary. Harmonization would be very im-
portant before markets are established.
Otherwise, these new markets might
again be nationally segmented.

Important players in this context
are the SMEs themselves, banks, rating
agencies, houscholds (private founda-
tions), institutional investors in the pri-
vate sector, and legislative and supervi-
sory institutions in the general govern-
ment sector.

For SMEs, placing bonds might be
an attractive alternative to financing via
loans. While loans are mostly subject to
balance sheet reviews and are often re-
negotiated accordingly, a bond with a
three- or five-year or an even longer
maturity might allow SMEs to plan bet-
ter. However, if more savings were di-
verted to such bonds, banks would have
fewer deposits to grant loans, which
might be a disadvantage — at least at
first sight — for enterprises that are too
small to participate in these new mar-
kets. Thus, enhancing investment op-
portunities for larger companies might
result in relative disadvantages for com-
panies that are too small to participate.

For banks, such bond markets might
be attractive, as they might boost their
commission business. As relationship
banking in Austria means that banks are
closely involved in households’ savings
decisions, banks are likely to help SMEs
place their bonds and to inform house-
holds and institutional investors about
related savings and investment possibil-
ities. Therefore, banks could profit
from commissions from issuers and in-
vestors alike without taking any risks
themselves. Such a situation might on the
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one hand call for more consumer potec-
tion regarding such products, but might
on the other hand also reduce rating bur-
dens for banks. What is more, this busi-
ness would reduce banks’ balance sheets,
as part of the bank lending channel
based on deposits would be moved to-
ward this more direct bond channel.

For European rating agencies, such
bond markets are very attractive, as the
need for ratings of a greatly increased
number of SMEs harmonized across
Europe would boost their business
model. On the other hand, ratings
might be relatively costly for smaller
placements.

For houscholds, the opportunities
to directly invest in companies would
increase. However, given the extremely
skewed distribution of financial wealth,
it could also imply that too many house-
holds might be tempted to take the risk
of a direct business investment. About
90% of Austrian households have less
than EUR 100,000 in financial wealth.
Most of this wealth is held in sight and
savings accounts, which have a deposit
guarantee of EUR 100,000, per bank
and person. Given Austrians’ traditional
preferences for savings passbooks,
building and loan contracts and life in-
surance contracts, which are held by
the majority of Austrian households,
large investments in bond markets,
which are currently made by less than
4% of Austrian households (invest-
ments include the predominant sover-
eign bonds), would definitely require a
paradigm change in Austrian house-
holds’ saving behavior. Such a change
would need to be accompanied by mas-
sive changes in financial literacy. Re-
cent research shows that only about
20% of the population understands
simple relationships between interest
rates and bond prices (Silgoner and
Weber, 2015, and Silgoner etal., 2015).

Financing the Austrian economy — a bird’s eye view based on the
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For institutional investors like in-
surance companies, such an SME bond
market is likely to be very welcome, as
they suffer in the low-interest environ-
ment and might profit from increased
investment options likely to generate
higher yields. As investment in corpo-
rate bonds is subject to regulatory lim-
its, SME bonds might also allow insur-
ance companies to increase the diversi-
fication of their portfolio.

For legislative and supervisory in-
stitutions in the EU Member States,
such an SME bond market is a challenge
for several reasons. While companies
and banks usually renegotiate debt
when repayment problems arise, such
negotiations are hardly possible with
regard to SME bonds and houscholds.
Even though SME bonds allow SMEs to
plan better, there is no renegotiation
option for times when things are not
going as expected but the business is
still profitable overall in the longer
term. Moreover, if no overall profitable
business is expected anymore in the
case of insolvency, there are dramatic
differences between a system mainly
based on many household bondholders
or mainly based on large investors.
While a liquidator usually negotiates
the terms of an insolvency and in the
end has the power to make deals with
the large parties involved, in case of fi-
nancing via bonds held by many bond-
holders, such procedures are much
more difficult. The delegation of nego-
tiating rights to large investors might
also be more problematic in the case of
SME bonds, because overall volumes
are smaller and possibly because no
large institutional investor is affected.
Insolvency legislation needs to be
adapted and harmonized across Europe
as a precondition for creating a liquid
European SME bond market.

Supervisory institutions need to
control ratings and market makers and
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must make sure that procedures are
harmonized and that risk measurement
works properly. Like in many European
countries, the capital market is rather
underdeveloped in Austria. The Vienna
Stock Exchange has just recently
changed from a single daily auction for
corporate bonds (in total only 39 Aus-
trian companies) to allowing continu-
ous trade (Wiener Borse, 2015). It is
not clear how such an SME bond mar-
ket would look like in practice and how
the primary and secondary market
would be organized.

5.2 Improved debt securitization

Debt securitization products became
infamous in the financial crisis, when
many of them broke down. U.S. debt
securitization products sold by U.S.
banks to U.S., European and other
banks around the world turned out to
be filled with massive amounts of un-
sustainable debt. Since then, the debt
securitization market has lost some of
its importance in Europe as well. In the
meantime, legislation has been put in
place to improve the securitization mar-
ket. Put simply, originators have to hold
at least 5% of the net economic interest
instead of being allowed to sell the full
volume. So if there are losses, the orig-
inator is also hit by them (“skin in the
game”). In addition, transparency reg-
ulation has been improved by stipulat-
ing detailed investor reports.

The Action Plan of the European
Commission states that the Commis-
sion will “revitalise simple, transparent
and standardised European securitisations
to free up capacity on banks’ balance sheets
and provide access to investment opportu-
nities for long term investors” (European
Commission, 2015a).

The main idea is that debt securiti-
zation can increase the availability of
credit and reduce the cost of funding.
Banks grant loans, put them together in

larger packages and partly sell them,
which in turn reduces the amount of
loans on their balance sheets and allows
them to grant new loans.

On the other side, long-term inves-
tors, such as other banks, pension funds
or insurance companies, can buy such
long-term, and hopefully well-diversi-
fied, investment products.

As such debt securitization prod-
ucts allow banks to free up capacity to
grant loans, they could also help partic-
ularly smaller SMEs unable to place
bonds in a newly developed SME bond
market, as they could offset resulting
decreases in deposits that reduce credit
supply via the classical bank lending

channel.

5.3 Possible caveats

Volume versus allocation

In the end, savings result from income
and consist of postponed future con-
sumption. How much is saved, how
much income is accumulated, and
therefore how large the volume of total
savings and capital investment is has to
be distinguished from where and
through which channels such savings
are invested.

Even though reducing barriers to
allocation across countries as well as
across channels and types of investment
might induce more growth (higher
income) in the future, the result is
primarily a reallocation of existing
savings. In that sense, reducing these
barriers might primarily shift invest-
ment from one country to another,
from one investment type (e.g. insur-
ance or savings) to another (e.g. SME
bonds), or from one channel (e.g. bank
deposits and lending) to another (e.g.
direct equity capital). Depending on
the current situation of financing in
different countries, such policies will
produce (net) winners and losers —
countries, service providers (e.g. banks,
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insurance companies, other financial
intermediaries, rating agencies) and
firms (e.g. large versus small, listed
versus unlisted).

Especially banks’ refinancing struc-
ture might suffer from a reduction of
deposits, which might reduce their ca-
pacity to lend to companies too small
to participate in newly created SME
bond markets.

Specialization

Creating a more integrated financial
market is likely to lead to stronger spe-
cialization inside the formally less inte-
grated market. Again, there will be
winners and losers of such a policy, and
they are likely to be segregated across
country borders and branches. Not
every country in Europe can have a suc-
cessful stock exchange once capital
markets have been fully integrated
given economies of scale and scope in
financial services. Some national finan-
cial systems will be winners, some los-
ers compared to their current degree of
capitalization.

Transparency

Cross-country SME bond markets and
debt securitization vehicles are the
main ingredients of a CMU. However,
the assessment of risks as well as legal
and institutional settings is often linked
to specific know-how at national levels.
It might be rather difficult to create
complex financial products that include
different types of assets and that are
subject to different laws and institu-
tional settings but that are transparent
enough at the same time to prove prac-
tical for households as direct investors.
Especially questions of insolvency have

to be tackled.

Historical differences

The degree of banking-based financing

systems as well as the importance of
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the stock market varies considerably
across Europe. While in some coun-
tries, pensions — old age provision is
one of the most important savings mo-
tives — are to a substantial part orga-
nized privately via the capital markets,
in other countries they are organized
mostly publicly via pay-as-you-go state-
funded systems, so that very few house-
holds are active in the stock market in
these countries (in Austria about 10%
hold mutual funds and fewer than 6%
hold stocks directly). Therefore, house-
holds have hardly any experience with
such investment forms. For some coun-
tries, introducing such investment
forms would need large changes in sav-
ing patterns that have grown histori-
cally along related supply-side institu-
tions like life insurance providers or
building and loan associations. These
historical differences might lead to dif-
ferent costs of adopting CMU policies
and might again create winners and los-

ers, also by affecting the supply side.

6 Conclusions

We take a flow-of-funds perspective on
financing and illustrate the broad range
of links between the financial side and
the real side of the economy. We un-
derline the usefulness of financial flow
data in the analysis of the CMU project
in Europe. The flow-of-funds data offer
a framework to identify the potential
for reaching the aims of the CMU.

It is important to analyze financers
separately because of remarkable differ-
ences in the size and characteristics of
their investments. We find that while
financing through classical bank lend-
ing has lost its overwhelming impor-
tance in the past 20 years, it remains
the major financing channel. There is
still potential for the household sector’s
role in direct business financing to in-
crease, as holdings in savings accounts
and real estate of private foundations
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are comparatively large. Unlocking 1%
of sight and (and keeping everything else
constant) savings accounts of the house-
hold sector would imply an increase of
2.8% (direct business participations),
3.3% (other stocks), and 3.2% (listed
stocks) in direct business financing.

The largest amounts of financial
claims of the household sector are held
in sight and savings accounts (roughly
EUR 250 billion), the second-largest in
insurance claims (roughly EUR 121 bil-
lion) and the third-largest in real estate
of private foundations (roughly EUR 19
billion), totaling roughly EUR 385 bil-
lion of “frozen” capital. Unlocking just
1% of these claims would therefore
have a potential of EUR 3.85 billion to
be invested through other (more direct)
channels than the already existing di-
rect business participations and stocks,
but also through new channels, such as
an SME bond market.

European bond markets for SMEs
have to be considered an alternative
channel through which capital cur-
rently locked in real estate of private
foundations, sight and savings accounts
or insurance claims could be allocated
to businesses once functioning markets
have been established.

Additionally, various improved forms
of debt securitization might help banks
to sell claims off their balance sheets
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Annex
Table A1

Holdings of private foundations in EUR million

1995 ‘1996 ‘1997 ‘1998 ‘1999 ‘ZOOO ‘2001 ‘2002 ‘2003 ‘2004 ‘2005 ‘2006 ‘2007

Financial claims 2571 | 4038 | 5591 | 7421 | 9545 | 15448 [ 16,389 ‘17,087 }18,516 ’19,320 ‘21,123 ‘30,418 ‘29,380

Real estate 855 | 1,311 | 1,818 | 2410 | 3100 | 5040 | 5297 | 5616 | 6,551 | 6,895 | 9,035 | 7,043 | 13,969

Usually counted under entity

Households 3192 | 5050 | 7,023 | 9,345 | 12,042 | 19,541 | 20,740 | 21,702 |23,976 |25069 |28,336 |35203 |40,744

NPISHs 39 62 86 114 147 238 253 265 292 306 339 390 460

Nonfinancial corporations 195 237 301 372 457 709 694 736 799 840 | 1483 | 1,868 | 2145
2008 ‘ 2009 ‘ 2010 ‘ 2011 ‘ 2012 ‘ 2013 ‘ 2014

Financial claims 27,613 | 31430 | 32,456 | 31,976 | 33,452 |34,649 | 35478

Real estate 11,454 13,090 13,809 | 15165 | 16,854 | 17,344 | 19,368

Usually counted under entity

Households 36,709 41,820 | 43,922 (44,340 | 47402 48934 | 50,996

NPISHs 486 494 536 542 580 599 550

Nonfinancial corporations 1,872 | 2,206 | 1,807 | 2,258 | 2,324 | 2461 | 3,300

Source: OeNB.

Note: The real estate of private foundations is the net value after deduction of the liabilities of private foundations. August 2015
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Compiled by
Clemens Jobst and
Thomas Scheiber!

The central bank balance sheet in the (very)
long run — how to construct it, how to read
it, what to learn from it

Workshop hosted by the OeNB in Vienna on October 1, 2015

Quantitative easing (QE) by some ma-
jor central banks and large-scale pur-
chases of foreign exchange by others
have moved the central bank balance
sheet — for a long time a sideshow to
interest rate policy — into the focus of
public interest. The channels through
which QE impacts central banks’ bal-
ance sheets, and how shifts in the com-
position of assets and liabilities impact
the economy are issues that are often
raised in this context. Changes in bal-
ance sheets might also have repercus-
sions on central banks themselves, as
e.g., the risk of substantial losses could
affect their ability to effectively pursue
their objectives in the future.

To discuss these and related ques-
tions, the OeNB hosted a workshop in
Vienna on October 1, 2015, entitled
“The central bank balance sheet in the
(very) long run — how to construct it,
how to read it, what to learn from it.”
The purpose of the workshop was to
bring together scholars who have
worked with historical central bank
balance sheets and to put the current
debate into a longer-term perspective.
The workshop had been co-organized
by the Department for Economic and
Social History of the University of Vi-
enna and took place in conjunction
with the 10" conference of the South-
East European Monetary History Net-
work (SEEMHN).

In his introduction to the work-
shop, Clemens Jobst (OeNB) referred
to the experience the SEEMHN team

made when collecting and publishing a

set of harmonized historical macrofi-
nancial data on South-East Europe over
the past years (see box). While working
on the project, the team was faced with
a number of questions that could not
be answered readily, like e.g. on the
nature of central banking in SEE, nota-
bly how central bank operations and
the setting of policy rates have inter-
acted with the economy, and how the
evolution of central banks in the region
compares with that in the rest of Eu-
rope. One of the purposes of the work-
shop was thus to extend the compara-
tive perspective beyond the standard
reference of the Bank of England,
thereby also helping to put the SEE
central banks into a wider context of
“continental” central banking.

Using the Banque de France as an
example, Patrice Baubeau (Universite
Paris Ouest Nanterre La Défense) dis-
cussed the specifics of the central bank
balance sheet as a historical source. In
particular, he explained why the Ban-
que de France decided to publish
balance sheets in the 1840s and why
information was concealed or made
public. In a related presentation, Stefano
Ugolini (Universit¢ Toulouse) argued
that often, key information on central
bank policies cannot be deduced from
the published balance sheets but must
be reconstructed from archival evi-
dence. Taking the examples of the
National Bank of Belgium’s 19 cen-
tury foreign exchange policy and the
Bank of England’s open market opera-
tions before 1914, Ugolini showed that

I Qesterreichische Nationalbank, Economic Analyses Division, clemens.jobst@oenb.at
and Foreign Research Division, thomas.scheiber@oenb.at.
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Box 1

What is the South-East European Monetary History Network

The South-East European Monetary History Network (SEEMHN) was established in 2006
and brings together financial and monetary historians, economists and statisticians working
on South-East Europe. Its main objective is to increase the visibility of the region in historical
research and promote research on the region as an integral part of European history.

An important outcome of the year-long cooperation of the central banks involved in the
SEEMHN has been the compilation of data sets of monetary and financial variables for seven
South-East European countries, including Austria, covering the period from the 19th century
to World War Il. This data volume was published in December 2014 and is available for free

download on the websites of the central banks involved:
https:/lwww.oenb.at/en/Publications/[Economics/south-east-european-
monetary-history-network-data-volume.html

the relevant numbers were aggregated
into larger categories, partly in order to
reduce visibility and increase policy ef-
fectiveness.

The presentations by Gyorgy Kover
(ELTE Budapest) and Juha Tarkka
(Bank of Finland) both dealt with the
long-time key instrument of monetary
policy, the discounting of commercial
bills. To limit risks, central banks re-
quire extensive information on the
quality of the bills submitted for dis-
counting. In his paper, Gyorgy Kéver
looked at how the local discount com-
mittees of the Austro-Hungarian Bank
before World War I were organized,
described the move from oral informa-
tion to written records as well as the
internal flow of information within the
bank. Juha Tarkka argued that dis-
counting was less prevalent in the early
19t century than a look at the Bank of
England or the Banque de France may
suggest. Public banks around the Baltic
Sea for a long time issued money not
against short-term bills but long-term
mortgages. The evolution toward what
Tarkka called the “classical model” took
place as late as in the mid-19'" century.

Eric Monnet (Banque de France)
looked at the historical and current de-
bate on whether government debt in
the central bank balance sheet is held
for monetary policy purposes or consti-

tutes monetary financing of the state.
He distinguished between two models:
the “English model,” where the central
bank buys government debt in the mar-
ket, and the “French model,” where the
central bank lends to the government
directly but is prevented from purchas-
ing government bonds in the market.
Christophe Chamley (Boston Univer-
sity and Paris School of Economics) and
Pamfili Antipa (Banque de France)
compared the two episodes of war fi-
nancing and the return to gold convert-
ibility by the Bank of England during
the French Wars and World War 1. A
comparison of the development of the
Bank of England’s balance sheet in the
two episodes reveals fundamental dif-
ferences that help understand why the
return to convertibility after 1925 ulti-
mately failed. Jens Eisenschmidt (Euro-
pean Central Bank) provided a primer
on the Eurosystem balance sheet, com-
paring the relative role of outright se-
curities holdings versus reverse opera-
tions for the Eurosystem and for the
Federal Reserve. He argued that the
crisis made the balance sheets of the
two central banks more similar and
that the recently launched Public Sec-
tor Purchase Programme marks a sig-
nificant change in the implementation
of monetary policy in the euro area.
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The final session of the workshop
looked at the interplay between the
central bank and the money market.
Roland Uittenbogaard (Ministry of Fi-
nance, the Netherlands) looked at the
determinants of De Nederlandsche
Bank’s bank rate decisions during the
period 1814—1870. Combining quanti-
tative evidence with an analysis of board
discussions, Uittenbogaard finds that
the DNB mainly strove to maximize
lending, thereby following market
trends without controling the money
market. Klas Fregert (Lund University)
offered a history of monetary policy-
making in Sweden through the lens of
the structural liquidity position of the

banking system. The structural liquid-
ity position makes an important differ-
ence for policy insofar as a deficit of the
banking system helps the central bank
to control money market rates. This is
of particular interest today, as in the af-
termath of the financial crisis, many of
the major central banks have moved
from a liquidity deficit to a liquidity
surplus.

The details of the workshop pro-
gram as well as a link to selected pre-
sentations can be found at:
https://www.oenb.at/en/Monetary-Policy/
Research/workshops/central-bank-balance-
sheet-in-a-long-term-perspective-workshop.

html
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Geschiftsbericht (Nachhaltigkeitsbericht) German | annually
Annual Report (Sustainability Report) English | annually
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Facts on Austria and Its Banks English | twice a year

This online publication provides a snapshot of the Austrian economy based on a range of structural
data and indicators for the real economy and the banking sector. Comparative international measures
enable readers to put the information into perspective.
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Focus on European Economic Integration English | quarterly
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nomic and macrofinancial issues with a regional focus on Central, Eastern and Southeastern Europe.
http://www.oenb.at/en/Publications/Economics/Focus-on-European-Economic-Integration. html

Statistiken — Daten & Analysen German | quarterly

This publication contains analyses of the balance sheets of Austrian financial institutions, flow-of-
funds statistics as well as external statistics (English summaries are provided). A set of 14 tables (also
available on the OeNB’s website) provides information about key financial and macroeconomic
indicators.

http://www.oenb.at/Publikationen/Statistik/Statistiken---Daten-und-Analysen.html
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http://www.oenb.at/en/Publications/Economics/research-update.html

CESEE Research Update English | quarterly

This online newsletter informs readers about research priorities, publications as well as past and
upcoming events with a regional focus on Central, Eastern and Southeastern Europe. Subscribe to
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http://www.oenb.at/en/Publications/Economics/CESEE-Research-Update.html

OeNB Workshops Proceedings German, English | irregularly

This series, launched in 2004, documents contributions to OeNB workshops with Austrian and
international experts (policymakers, industry experts, academics and media representatives) on
monetary and economic policymaking-related topics.
http://www.oenb.at/en/Publications/Economics/Proceedings-of- OeNB- Workshops. html

Working Papers English | irregularly

This online series provides a platform for discussing and disseminating economic papers and research
findings. All contributions are subject to international peer review.
http://www.oenb.at/en/Publications/ Economics/ Working-Papers. html

Proceedings of the Economics Conference English | annually

The OeNB’s annual Economics Conference provides an international platform where central
bankers, economic policymakers, financial market agents as well as scholars and academics exchange
views and information on monetary, economic and financial policy issues. The proceedings serve to
document the conference contributions.

http://www.oenb.at/en/Publications/Economics/Economics- Conference. html

Proceedings of the Conference on
European Economic Integration English | annually

The OeNB’s annual Conference on European Economic Integration (CEEI) deals with current issues
with a particular relevance for central banking in the context of convergence in Central, Eastern and
Southeastern Europe as well as the EU enlargement and integration process. For an overview see:
http://www.oenb.at/en/Publications/Economics/ Conference-on-European-Economic-Integration-CEEI html
The proceedings have been published with Edward Elgar Publishers, Cheltenham/UK, Northampton/
MA, since the CEEI 2001.

www.e-elgar.com

Publications on banking supervisory issues German, English | irregularly

Current publications are available for download; paper copies may be ordered free of charge.

See www.oenb.at for further details.
http://www.oenb.at/en/Publications/Financial-Market / Publications-of-Banking-Supervision. html
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